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Money & Investing

Arthur Andersen's 'Double Duty' Work
Raises Questions About Its Independence

By JOMNATHAN WEIL
Stalf Reporer of THE WALL STREET JOURNAL

In addition to acting as Enron Corp.'s oulside auditor, Arthur Andersen LLP also performed internal-
auditing services for Enron, raising further questions about the Big Five accounting firm's
independence and the degree to which it may have been auditing its own work.

That Andersen performad "double duty” work for the Houston-based energy concern likely will trigger
greater regulatory scrutiny of Andersen's role as Enron's independent auditor than would ordinarily be
the case after an audit failure, accounting and securities-law specialists say.

It also potentially could expose Andersen to greater liability for damages in shareholder lawsuits,
depending on whether the internal avditors employed by Andersen missed key warning signs that
they should have caught, Once valued at more than 377 billion, Enron is now in proceedings under
Chapter 11 of the U.5. Bankruptcy Code.

Internal-audit departments, among other things, are used to ensure that a company's control systems
are adequate and working, while outside independent auditors are hired to opine on the accuracy of
a company's financial statements. Every sizable company relies on outside auditors to check whather
its intemal auditors are working effectively to prevent fraud, accounting irregularities and waste. But
whan a company hires its outside auditor to monitor internal auditors working for the same firm,
critics say it creates an unavoidable conflict of interest for the firm.

5till, such arrangements have become more common over the past decade. In response, the
Securities and Exchange Commission last year passed new rules, which take effect in August 2002,
restricting the amount of internal-audit work that outside auditors can perform for their clients, though
not banning it outright.

"It certainly runs totally contrary to my concept of independence,” says Alan Bromberg, a securities-

law professor at Southern Methodist University in Dallas. "l see it as a double duty, double
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responsibility and, therefore, double potential liability,"

Andersen officials say their firm's independence wasn't impaired by the size or nature of the fees paid
by Enran -- $52 million last year, An Enron spokesman said, "The company believed and continues
o balieve that Arthur Andersen's role as Enron's intermal auditor would not compromise Andersen's
role as independent auditor for Enron.”

Andersen spokesman David Tabaolt said Enron outsourced its internal-audit department to Andersen
around 1894 or 1895. He said Enron began conducting some of its own internal-audit functions in
racent years. Enron, Andersen's second-largest U.S. client, paid 325 million for audit fees in 2000,
according to Enron's proxy last year. Mr. Tabolt said that figure includes both internal and external
audit fees, a point not explained in the proxy, though he declined to specify how much Andersen was
paid for each, Additionally, Enron paid Andersen a further 327 million for other services, including tax
and consulting work.

Following audit failures, outside auditors frequently claim that their clients withheld crucial information
from them. In testimony Wednesday before a joint hearing of two House Financial Services
subcommittees, which are investigating Enron's collapse, Andersen's chief executive, Joseph
Berardino, made the same claim about Enron. However, given that Andersen also was Enron's
internal auditor, "it's going to be tough for Andersen to take that traditional tack that ‘management
pulled the wool over our eyes,” " says Douglas Carmichael, an accounting professor al Baruch
College in New York.

Mr. Tabolt, the Andersen spokesman, said it is too early to make judgments about Andersen's work,
"Mone of us knows yet exactly what happened here," he said. "When we know the facts we'll all be
able to make informed judgments. But until then, much of this is speculation.”

Though it hasn't received public attention recently, Andersen's double-duty work for Enron wasn't a
secret. A March 1896 Wall Street Journal article, for instance, noted that a growing number of
companies, including Enron, had outsourced their intermal-audit departments to their outside auditors,
a development that had promplad criticism from regulators and others. At other times, Mr. Tabolt
said, Andersen and Enron officials had discussed their amangement publicly.

Accounting firms say the double-duty arrangements let them become mora familiar with cliants’
control procedures and thatl such arrangements are ethically permissible, as long as outside auditors
don't make management decisions in handling the internal audits, Under the new SEC rules taking
effect next year, an outside auditor impairs its independence if it performs more than 40% of a
client's internal-audit work. Thae SEC said the restriction won't apply to clients with assets of 5200
million or less. Previously, the SEC had imposed no such percentage limitation,

Write to Jonathan Weil at jpnathan.weil@wsj.com <mailto:jonathan. weil@wsj.com>*
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Enron Bankruptcy Seen Spurring India Power Plant Sale

Dow Jones Newswires

(This article was originally published Monday)

By Camplon Walsh
Of DOW JONEE HNEWSWIRES

WASHINGTON -- Enron Corp.'s (ENE) sudden plunge into bankruptcy may turn its exit from the $2.9
billion Dabhol Power Co. project in western India into a fire sale, industry analysts say.

The Indian power plant was a high-profile albatross for Enron well before the alleged financial
mischief that sent the Houston-based company's share price and credit ratings into a free fall.

Wark on the 2,184-megawatt plant near India's commercial capital of Bombay stopped this year after
ils sole customer, the Maharashtra State Electricity Board, balked at earlier-agreed power prices.
Stymied by nonpayment, Enron said in August it would consider buyers for its controlling 65%
interest in Dabhol Power.

With Enron now planning to unload foreign assets under its Chapter 11 bankruptcy recrganization,
bidders on that stake may be move more quickly to take advantage of a distressed sale, analysts
say.

“The Indian government's hand has been strengthenad in terms of negotiating,” said Krish Chettur, a
South Asia power analyst for Massachusetts-based Cambridge Energy Research Associates. "The
original shareholders are going to significantly lose out on their initial investments.”

But Enron isn't the only one feeling a financial squeeze. Indian banks financed most of the project
through direct landing and guarantees to foreign lenders, and some could go under without a speedy
resolution, Chettur says.

The LS. governmant also has a stake in the fata of Dabhaol Power as it partially funded the project
through the U_S. Export-iImport Bank and Overseas Private Investment Corp.

"Mow that Enron is going out of business, negotiations are going to happen faster rather than slower,
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and it's probably going to be at a fire-sale price," said a Washington-based power industry analyst
who asked not to be identified.

Shaell, BZ Seen Potential Buyers For LHG Assete

The process appeaars to have gained momeantum from negotiations last Friday in Singapore, where
lenders reportedly agreed to form a subcommittes to oversee the mathballed plant while they
entertain bids for Dabhol Power's assets.

The praject could require additional funding as its second stage - involving the import of LNG that
would be regasifed to fuel-expanded, power-generating capacity - was only about 90% complete
when work halted this year,

Two leading contenders to buy the power plant, Indian firms Tata Power Co. (P.TPW) and BSES Ltd,

{P.B5X), are expected to sign confidentiality agreaments later this month and then submit bids within
B0 days.

But whether project lenders choose Tata, BSES or another bidder, Dabhol Power Co. likely won't
remain & direct importer of liquefied natural gas, or LNG, Chattur of Cambridge Energy says, "The
LNG plant is going to have to be sold o one strategic partner and the power plant to another," he
5ays.

Two potential buyers for the company's LNG importing, regasification and storage facilities are Royal
Dutch/Shell Group (RD) and BG Group Plc (BRG).

A London-based BG spokeswoman says the company is walching talks on Dabhol Power's future
“with interest." But she adds BG's current priority in India is completing its proposed purchase of
Enron's stakes in the Panna-Mukta and Tapti gas fields offshore westem India.

Shell, which is developing another LNG import terminal in India, indicated last month it would also be
interasted in Dabhol Powear's LNG facilities,

"We are primarily interested in the LNG facilities, bul we would not exclude any interest in the power
plant &t this stage,” said London-based Shell spokesman Justin Everard. Shell had had an
agreement to supply Dabhol power with LNG shipped from Oman.

Enron itself is keeping relatively quiet about the Dabhol Power talks, suggesting selection of new
investors may be up to the Indian government and project financiers. Houston-based Enron
spokesman John Ambler said Monday the company is evaluating the results of meetings last week
with project lenders.

A spokesman For General Elactric Co. (GE), which holds a 10% stake in Dabhal Power, declined to
comment on matter. Officials from privately held U.S. construction and engineering company Bechiel
Corp, (X.BTL), which also holds 10%, couldn't be reached for comment.

A spokeswoman for the U.S. Ex-Im Bank, which iz owed $202.5 millicn by Dabhal Power, says bank
officials didn’t take part in last week's nagotiations in Singapore

Officials from the project's other U_S. govarnmeant financier, OPIC, and from private lenders Citigroup
Inc. (C) and Bank of America (BAC) weren't available for comment,

-By Campion Walsh, Dow Jones Newswires; 202-862-9291; campion.walshi@dowjones.com
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Subject: Bloomberg: Enron Enniched Wall Strest Firms, Analysts Ignored Warnings. {long story)
123 0243

Enron Enriched Wall Street Firms, Analysts lgnored Warnings

By Adaem Lewvy

Haouston, Cec. 18 (Bleomberg) — On Tuesday, Oct, 16, Enron Corp. Chief Executive Kenneth Lay defivered a shocher,
Lafe in & corference call that followed the ralease of the company's (hird-quarer regults, Lay said Enron would terminate
one of ils several limided parnerships - and thereby wipe out 51.2 billion of shareholder equity.

| shasddered when | beard that," sayve Gregory Phalps, who imeests $1.1 billicn in energy and ulility stocks at John
Hancock Advisers Inc. and has long avoided Encon. Bt it didn't seem to make much of an impression on pan of the
investment communiy."

Cwer the next few days, reports began piling up on Phelps's desk from the Wall Street analysts who frack Enran. Merril
Lynch & Co., UBS Warburg LLC, Credit Suisse First Boston and Goldman Sachs Group Ing. still rated Enron a ™ buy.”

Prudential Securities Inc. analyst Caral Coale wrote thal she was ~dismayed” by management’s " disguise” of the $1.2
hillion agquity reduction, yel she kept intact her by rating and 555 prica targat an Enron stock, which was then trading at
£33.17.

“Strong Buy'

Fachard Gross of Lehman Brothers Holdings Ins. mamlaised his *strang buy® rating. " The end of the world is not at
hand,” Gross sald. " "We think irvesiors should rustie up a litle eourage and sggressively buy the stock "

Phelps and other investors say the analysts' reactions were just ancther sign of Wall Streat's. gullibility about Erran

For more than a year, they say, analysts had ignorad red flags ranging from infialed buziness valuations to lange insider
stock sales, to the abrupt reskgnation of Jaffrey Skilling in August 2001 - just six months inlo his tenure as CEO.

As recendly as September, Enron was the second most highty rated stock in the Slandard & Poor's 500 Index, benind Tyoo
Intermatioaal Lid., according 1o Thomson Financial/First Call,

“Enron i uniquely positioned 1o be the GE of the new economy,” Donato Eassey, Merrill Lynci's energy slock analyst,
1ol Bloombarg Mews in February 2007, " Thes isn1 & management team io bet ageinst.” Eassey resigned from Masrill in
Decembar.

Support is Obvious

One of the main ressons for all of the suppart is obvious, say mvestors; Until the week before its third- guarter eamings
repart in October, Enron was a daal machine that enriched dozens of Wall Strest firms threwgh lucrathve undenwriting
contracts, mergers and acquisitions assignments and derhatives rades.

“Yaou'd be hard-pressed 1o find a house on the Strest that didnt do business with Enron,” says Don Coxe, chawman and
chiel executive of Harrls Invesiment Management Inc., which in sarly December held 78,000 Enron shares in the Harris
Insight Equity Fund. **They spread a ton of business around the Street, o U's no wonder these analysts were behind the
stock.”

Enron says il didnt have a quid pro quo relstionship with anyone, At no fime has Enron ever required any financial firm 1o
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endorse our stock as a prefequisite lod doing business with the firm," says spokesman Vance Mewer.
Taps on Shoulders'

Some Wall Straet vaterans say thay don find thal denial persuasive. " Even if there were no spoken agreaments, you can
bel analysts often got taps on the shoulders from the investment bankers making sure that they were reminded to keep
"buy” rafings inksel,” §ayvs Phelps. " That's just the way Wall Sireet works.”

Enron spread the wealth across many Wall Street firms. In May 2001, Enron used six banks - A. G. Edwards & Sons Inc.,
Banc of America Securitiss, Dain Rauscher Wassels, First Union Securilles Inc., Salomon Smith Bamey Inc. and UBS
Warhurg -- to manage a 5151 million unil offering for Norhern Barder Pariners LP, one of scores of Enron-conirolbed
parinesships.,

Usually, no mare than four underariters are involved in deals that small, investment bankers say.

CSFB advised Enron on a pending $2.9 billion sale of Porlland General Electric Co, in October -- one of 41 separate
mergers and acquisilions ransactions Enron initiated sinca January 1889, according to Bloomberg data,

Ermron Activity Dwarls Rivals

Thal dwarfs the number of deals ower that span annownced by rivals Dynegy Inc., which struck 15 corporate combinations,
and Kinder Morgan Inc., which did a dozen deals,

Enron further cemanted its relaticnshin with Wall Street by borrowing from banks, obtaining letters of credit and trading in
derivalives - fimancial instruments such as futures and apbions whose value 5 based on olher assets,

When Enron fed Tor bankrupicy In December, ifs list of creditors was 54 pages long and includes Citigroup inc,, CSFB's
Lendon branch, J. P, Morgan Chase & Co. and UBS.

Goddman Sachs = a deales for Enron's 34 bllllion commercial paper program and has arranged six of e company's 15
preferrad shara sales,

In Jusie 1885, Merill Lynch managed the 3805 million inital public offering of Azurix Gorp,, Enron’s waler business, Run by
Enron's formear Vice Chairman Rebecca Mark, who resigned in August 2000, Aswrix failed in ifs strategy 1o buy walker
companies and win large projects. It kost a bid fo acquire a 49 percent stake 0 Berlin's waler utility, for example.

Enron Buys Back Stock

Enron bought back the stock in 2001, after il had fallen maore than 55 percent during the company’s 18 months as a public
enlily,

In Oclober, J. P. Morgan and Citigroup's Citibank unit provided Enron with 51 billion in eradit lines to heip it pay down debt
and maet day-to-day cosls. Those loans came just In time for tha two firms 1o win the business of advising Enron on il

plamnied acquisiton by Dynegy.

J. P. Morgan and Citigroup’s Salormon were set to charge $90 millian -- $45 million each -- for that advice, according o
people familiar with the arrangemeant,

Dynegy was sat io pay 315 million in advisory lees o Lehman Brothers. That would have been Lehman's biggest such
fransaction in 2001,

Dyniagy Deal Falls Through

In Dacamber, after the Dynegy deal fell through, Enron obtained as much as §1.5 billion in new financing fram J. P.
Morgan and Citigroup, On December 11, J. P. Morgan filed a lawswt in Enron's bankruplcy case, saeking $2.1 billion -
funds the bank said aren't part of the energy irader's assels shielded from creditars by the Chapter 11 filing.

Enron traded dervatives in energy, broadiand and weather with a host of investment firms, and st the time it fked for
bankruptey, it gwed some of tham hundreds of millicns. of dollars.
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According to is bankruptcy filing, Enron owed 5185 millon to two offices of Chase Manhattan Bank, a subsidiary of J. P.
Morgan Chase; $74 milion 1o UBS; and 571 million to CSFB. Bear Stearns Cos. said it stood to lose 365 rmillizn from the
coltapse of the energy trader, Commerzbank AG said it would lose slightly less than 545 million,

Schmoozing Wall Streat

Enron's mulliple business dealings with Wall Street caused fisms to look favorably on the company's new ventures, sy
investors,

I lzte January 2001, for example, Encon's senior managermend hosted a meeting for 170 analysts and investors. Skiling
toid the crowd that Enron's biggest immediade opportunity was its plan fo rade broadbandg capacity: space on the fiber-
optic networks thal zip voices, data and images around the plarned.

Skilling said that based on his analysis, Enron's broadband business was worth $36 billion, or $40 a share. Enron stock
was Ihen trading &t 382, The businass had kost $60 million on $408 million in revenus in 2000,

" The numbers never added up, but Wall Street didn't challenge them,” says Harris Invesiment's Coxe.

Ronald Barone, &n analyst at UBS Warburg, wrote after the January mesting that s was ~brain drained, having digested
scores of detailed presentations.” He also wrole that he was ~enamored™ wih Enren's broadband buginess, even though it
wouldn't penerate eamings for al least a year becausa it would take that long to generate enough trades.

%25 a Shara

He astimated the business was worth $25 a share, or 522 5 billion. He kept his “strang buy” rating on the slock and, in 8
January 25 report, raised his 12-momth target on Enron stock o $102 from $100. The siock was trading at 382 at the time,
Barone declines to commant on his recommendations.

Lehman's Gross raised his 12-month target price on Enron to $100 frem $90 after the Company’s analysis’ conference. He
said he viewed Enon's foray into broadband as no different from any of its other endeavors.

"Givan the track record that has been displayed over the pes! 36 months, we have no reason io doult e succass of thelr
efforts,” Gress wrote 8 week after the conference in a report dated Feb. 1. Enron stock was then brading al 5TE. “"'We
continue o recommend Enren as a core holding,” he wrote. Gross dedines ‘o commant.

£180 Mition Charge

Enron's fiber-optic business collapsed this past summer. In its third-guarter Bamings redaase, Enron said it had taken a
5180 million charge to resfructure the buginess, including severance payments to 500 fired workers and 2 redection in the
value of He aperalions.

As Enron's stock was rising on Wall Streat, analysts afien said they were in the: dark about the company: how it made
mongy and booked sales and what was behind dozens of off-talance-sheel parinershipg,

Their lack of knowledge didn $top them from promoting Enron stock. Galdman Sachs analyst David Fleischer said in
March that Enron's lack of disclosure and ransparency is a long-standing hallmark,”

Enron had been a fixiure on Goldman's recommended list™* of & couple hundred favored stocks sinca 1883, whan
analyst Flelscher joined tha firm.

"Exfracrdinary Franchises”
“Enron has built unique and, in our view, extracrdinary franchises in several business units,” Fleischer said in March.
On March 14, Commerzbank Capital Markets analyst Andre Meade raised his long-standing rating on Enron o

“accumulata” from “hold" because the siock had dropped 30 percent in the previous three manths — even though, he
53, he couldn’t construct accurate eamings models. ~Envon keeps a lof of facts clase to tha vest.” he said,
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“Saying they don'l understand it but still recommand il is a siap in the faca to remind us how us&less anghysis are,” says
Robert Olstein, & 35-year Wall Street veteran who nung the $890 million Olstain Financial Alert Fund.

After 1he mackel closed for trading on Aug. 14, Skilling, 48, abruptly resignad, citing personal reasona end raising concems
amang inveslons that dire financial news might be farthcaming.

Falling Stock
Enron stock dropped as much as §6, or 13 percent, the following day, endng the week at 336.67.

Angtygls insisted nothing was swry, " There is nothing wrong with the company,” UBS's Barone said aftar meeting with
Lay, who had once again becoma Enron's CEOQ. “There is no other shoe to fall - and no charges 1o be taken.” He kapt his
“ouy" rafing on the slock,

Lehman's Gross alsa met with Lay and other senior managers on the night of Aug. 16. " The Enron maching is in top
shape and continues o roll along,” Gross wiole 1o investors the nesxt day,

He didn't sea a short-lerm catatyst 1o boost the stock - then trading at $36.85 a share — yet he urged invesions 10 get more
shares, malntaining his "strong buy" recommendation and a 12-month price target of 572,

CSFB analyst Curt Launer wrode @ briel note to chents after what he described a8 “intensive meetings” with management.
He said there was ~"no truth to any of the speculations® and kept his 12-month targel of 384 and his " buy™
recommendation.

Enron a 'Buy’

Of the 22 analysts who covered Enron, 19 rated the stock a “"buy™ as of mid-October 2001. That's when, one allbesr
anather, disclosures spilled out of e Houston-besed company: Enron’s partnerships had hidden billions of dollars in debd;
wears of profils had been exaggerated; and the U.S. Securities and Exchange Comaission was investigating Enron’s
partnerships with affiliales

The disclosures dashed Enron's eredibility with lendars and drawve il bo Bankrupicy

On Mav, 21, with Enron stock at less than $7 - down more than 90 percent from its high in Ausgust 2000 — Goldman's
Flalscher downgraded Enron to ~“market perform,” Wall Street parlance for “hold." He didn? respond to several phone
Galls,

Easwgr Decision

Investors say Flaischer's decision lo downgrade the stock was made easier by his firm’s fallure to win a role advising
Enron on its planned sale io Dynegy. | wouldn'l doubt at all that being dropped from the “recommended list” had
somathing 1o do wilth not winning the advisory business,” says Phelps.

Fleischer and Goldman spokespeople didrl return phone calls,

To many investors, there wera signals that should have tipped off analysts that something was amigs. In December 2000
and January 2001, 10 tap Enren executives sold more than $73 millon in stock. Lay and Skilling logether sold stock
valued al mare than 517 6 million, according to thie Washingion Service, which fracks insider slock sales and purchases.

Insider sales are oftan & strong sign 1o investors that something's wrong. Timathy Ghriskey, who at the ime was a fund
manager at Dreyfus Corp., sold about 1.88 million Enron shares o late 2000, "It wasn't much of an endorsement that they
were bailing out too,” he says, 1 didn'l see much upside in the stock and figured that with the valuation so high, Ihere was
a lat of downside if they failed bo deliver”

Wake-Up Call for Analysis

Coxe and other investors say Encon's fallure showld provide a wake-up call for analysts, who pay too Hittle aliention lo

company balance sheets. | pay the Street lots of commission dollars and expect thal analysts are reading the footnoles
and kicking tires,” Cowe says.

01300000000370



Saveral Wall Street firms ook steps |ast year 1o defuse eriicism that conflicts of imteres! Laint analysts’ research. In July,
Mermrill Lynch announced that its analysts coukd no longer awn shares in the companies they cover, CSFE soon followed
with similar announcemants.

As of Dec. 17, with Enfon a penny stock, fatching 57 cents a share, 7 of 17 Wall Street analysts rated the siock a ~hold”
and 5 offered @ sl recommendation.

Five other analysis advised their clients fhat the company &t the center of the bigges! bankruptoy filing in LS. histary was
still & *"buy.”
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Nickoloff, Peter

S — I —
From: Carlaton, Mormean
Sent: Tuesday, Decembixer 18, 2001 5:20 PM
To: Ceting, JB, Bair, Sheila; Barardi, Steva; Bilsbergar, Timothy, Eichmer, Matthew, Gabilongs,

Jose; Groas, Jared; Hammer, Viva; Losl Sanatamonena (E-mail); Mickolol, Peter; Noway,
Michasl, Pistrangeli, Fred, Roseboro, Brian, Schultheiss, Haidiynne; Whaley, Jean; Wiedman,
Mark

Subject: DJ: Senators Aim To Prevent Fuiure Enron-Type 401(k) Problems

December 18, 2001

Senators Aim To Prevent Future Enron-Type 401(k) Problems

Dow Jones Newswires

WASHINGTON -- Two Senate Democrats unveiled legislation Tuesday that would limit the amount of
company stock employees can hold as part of their 401(k) retirement plans.

The legislation is a response to the financial collapse of Enron Corp. (ENE), whose employees lost
millions because they had concentrated their 401 (k) plan holdings in company stock.

The legislation was announced by senators Barbara Boxer of California and Jon Corzine of New
Jersey.

Boxer described the legislation during a Senate Commerce Committee panel hearing Tuesday
teaturing testimony from a handful of Enron employees who lost hundreds of thousands of dollars
because their 401 (k) plans wara primarily investad in Enron stock,

Enron entered into bankruptcy protection Dec. 2 after questionable accounting practices led to a
historic crash in the company's equity value, Shares that sold a year ago for more than $80 are today
worth less than a dollar,

Enron's shares had slid to the $20s in Cctober, when the company's 401{k) plan administrator
"locked down" the program, keeping employeeas from divesting their Enran holdings.

Witnesses at Tuesday's hearing described how the bulk of the remaining equity crash occurred

during tha monthlong lockdown, causing them to lose more money than they would have had their
accounts been unfrozen and they'd baen able to sell their holdings.

Sen. Ron Wyden, D-Ore., likened the events to the sinking of the Titanic. Enron "locked the workers
in the boiler room™ as the Enron ship sank, Wyden said.

Boxer said Enron may have violated a tax-law provision she authored in 1897 addressing
diversification of 401(k) retirement funds.

The law prohibited companies from requiring employees to purchase company stock as part of 401
(k) plan participation.

267

0130000000037 2



Boxer acknowledged that Enron workers willingly concentrated their investments in Enron's
praviously high-flying stock, but suggested that, through the plan lock-down, employeas in effect
wara forced to buy the company’s stock because they couldn't sell their holdings.

Boxer called for the Internal Revenue Service fo redirect the tax breaks Enron Corp. (ENE) obtained
for its contributions to employee retireament accounts to partially reimburse employees who lost their
retirement savings through the company’s 401(k) program.

The legislation Boxer sponsored with Corzine would limit employee 401(k) investments in company

stock to 20%, and it would limit to 90 days the pericd of time an employer can require its workers to
hold a matching stock contribution before divesting il

Further, the bill would reduce to 50% the tax deduction an employer can take for its matching stock
contributions. Cash contributions would retain the 100% tax break, Boxer said.

Also, the bill would lower to 35 year of age, with at least five years of company service, the trigger
allowing employees to diversify their investments in employee stock ownarship plans.

-By Bryan Lee, Dow Jones Mewswires:; 202-8E2-£647;
Bryan.Lesddow]ones . com
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Nickoloff, Peter

#

Frorm: Carleton, Morman
Sent: Wednesday, Decambar 19, 2001 11:42 AM
Ta: Cetina, Jil; Bair, Sheila; Berardi, Sleve, Bilsberger, Timothy, Eichnar, Matthew; Gabilonds,

Jose; Gross, Jared; Hammer, Yiva; Lor Sanatamarena (E-mail); Mickoloff, Petar; Nowey,
Michasl; Pietrangeli, Fred, Resebora, Brian, Schulthetss, Heidiynne; Whaley, Jean; Wiedman,
Mark
Subjact: WSJ: Envon Workess Face Losses On Pensions, Mot Just 401(ks

December 19, 2001

Money & Investing

Enron Workers Face Losses
On Pensions, Not Just 401(k)s

By ELLEN E. SCHULTZ
Saff Reporter of THE WALL STREET JOURMAL

Many Enren Corp. employees will suffer even greater losses to their retirement income than was
immediately apparent in the wake of the energy-trading company's sudden downfall.

It is well known that many Enron employees will take big hits in their 401 (k) retirement-savings plans
because much of their investments were in company stock, What has been largely overlooked is that
the pensions of many employees also will be reduced as a result of complex, interrelated changes
involving pension and retirement-savings plans.

The decline wasn't caused by investments in the pension plan, which by law cannot invest more than
10% of its assets in tha company stock. Rather, it stems from ways that companies such as Enron
have increasingly coordinated their pensions, 401{k)s and employee stock ownership plans (ESOPs)
to reduce costs for the company and shift investment decisions to employees. Enren had no
comment.

Lawmakers, reacting to the decimation of the savings of many employees in Enron's 401(k) have
begun calling for legislation that would hold savings plans to the same standards as pensions.
Employees sufferad steep losses in their 401(k) plans because more than 60% of the assets were In
Enron's stock at one point, and the stock has dropped to about 50 cents a share from a peak of 520
last year,

Bul Enron's situation reveals that employees' retirement benefits are exposed to company stock in
more than their 401(k) plans

Employees share some of the responsibility for this overexposure. That's because to some exlent
employees could have limited their retirement-related holdings of Enron, if they had taken the right

5

0130000000037 4



steps at the nght time, though many didn't because the stock was long a highflier,

One of these is Kenneth Parrish, an electrician at Portland General Electric, an Enron subsidiary,
who essentially has lost additional benefits related o his pension from Jan. 1, 1889, That was when
the pension plan for unionized employees, including Mr. Parrish, was changed. The pansion benefil
they already had eamed was frozen; instead of continuing to add to the pension, the company gave a
cash confribution of 5% of employees’ pay to their 401(k) plan, where they could put it into a variety
of investments, including Enron stock.,

Unfortunately, Mr. Parrish and many others elected to put the pension-related contribution into Enron
stock, along with his own 401(k) savings. "It seemed like such a good investment,” says Mr. Parrish,
who iz 43 years old. Moreover, the company's matching contribution to his 401({k) was in Enron slock
that couldnt be sold till the employee turned 50. As a result, the value of his savings plan, including
the pension amounts, fell from about $200,000 to a couple of thousand dollars.

Mr. Parrish, a single father of two daughters, who are 16 and 17, now isn't sure what he will do. *| got
doubly slammed,” he says. "Mot only did | lose all my retiremeant savings, | lost the pension savings,
00." He is salling his housa and planning to buy a trailer. "This ruined me,” he says.

Meanwhile, salaried workers al Enron had a different kind of pension arrangement that exposed
them to fluctuations in Enron stock. The company coordinated their pension plan and thair employea
stock ownership plan, so that the value of their ESOP accounts permanently erased benefits in their
pensions.

That is because Enron had a "floor-offset” arrangement, which has been used by many companies,
including Hewlett-Packard Co. and Airbome Inc. These arrangements are intended to provide
participants with the "better of* the two plans, the savings plan (either an ESOP or a profit-sharing
plan} and the pension.

In a simple floor-offset arrangemaeant, if an employee leaves the company and his ES0OF account is
worth, say, 360,000, the company figures out how much this would be worth if it were converted to an
annual pension in retiremeant. In this case, the ESOP's equivalent value might be $6,000 a year in
retirement, If the employee has already eamed a pension worth $50,000 a year in retirement, the
employee wouldn't get $56,000 a year -- the combination of the two -- but just $50,000. (The 55,000
annual ESOP value is subtracted from the pension, so the person ends up with an annual pension of
544,000, plus the $6,000 a year from his ESOP account of $60,000.)

If the ESOP performead really wall, and was worth, say, 370,000 a yaar if converted to a pension, the
employee would simply keep the ESOP, and not get the pension. If the ESOP didn't perform well, the
pension would serve as the "floor® benefit. In other words, even if the ESOP fell to zero, the
amployee would still have his full pension of $50,000 a year.

But it didn’t work this way at Enron, even though the ESOP accounts have bacome virtually
worthless because of the decline in Enron's stock. In an unusual arrangement, Enron calculated the
ESOP "offsets”™ based on the price of the stock from 1996 to 2000, when it was trading betweean
337.75 and 343.44. [t then used the locked-in valua of the ESOP accounts to permanently offset the
value of pensions that employees had eamed between January 1987 and January 1945,

In other words, Enron has reduced the amount of the pension by subtracting the former -- and far

higher - value of the ESOP, even though the ESOP today has virtually no value and thus can't make
up for the difference.
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Employees might have been all right if Enron stock had continued 1o rise, because gains in the
accounts could eventually have made up for the permanent offset. {The increases would have
depended completely on stock appreciation, because the company stopped contributing to the ESOP
in 1995.)

"It was as if someone assumed the stock would never drop,” says Stephen Bruce, a pension lawyer
in Washington, D.C. "It was a bad deal if the steck dropped,” he says, because this precluded
employees from ever making up for the permanent offset.

Employees will still receive their pensions - albeit at the reduced values, How much employees lost
depends on the size of the pension they had eamed, and the value of their ES0OP accounts from
1896 to 2000.

Employees did have some opportunity to protect themselves from the subsequent exposure 1o Enron
stock in their ESOP. One time each year from 1998 to 2000, employees could transfer one-fifth of the
value of their ESOP accounts into a 401(k) or an Individual Retirement Account and diversify out of
company stock.

Separately, Sens. Barbara Boxer (D., Calif.) and Jon Corzine (D., N.J.) said Tuesday thay will
propose limits on the amount of company stock employees can hold as part of their 401(k) retirement
plans.

The proposed legislation would limit employes 401(k) investments in company stock to 20%, and it
would limit to 90 days the period of time an employer can require its workers to hold a matching slock
contribution before divesting themselves of it.

- Bryan Lee contributed fo this article.
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Subject: Oz Enron’s Fall May Spur New Look At Auditor Independence

December 18, 2001

Enron's Fall May Spur New Look At Auditor Independence

By JUuDITH BURNS

OF DOW JONES HEWSWIRES

WASHINGTON - Enron Corp.'s stunning collapse may prompt Congress and regulators to revisit
proposals to bar Big Five accounting firms frem providing consulting work for audit clients, lagal
experts testified Tuesday.

Arthur Levitt, the former Securities and Exchange Commission chairman, failed in a push last year to
ban auditors from acting as consultants for companies they audit. Levitt said he worried potential
profits from consulting could create a conflict of interest that undermines auditors' independence. He
also proposed restricling intemal audit work for audit clients, a move he said might result in Big Five
firms auditing their own work.

Faced with opposition from three Big Five firms, the SEC eventually adopted new rules that don't ban
auditors from acting as consultants or providing internal audit work.

“The time has come to recognize that Chairman Levitt may have been right," John Coffee, a
Columbia Law School professor testified Tuesday at a Senale Commerce Committee hearing on
Enron's collapsa.

Arthur Andersen LLP, which opposed Levitt's auditor independence proposal, defended its work for
Enron. Most of the $52 million in annual fees from Enron was for audit work, including internal
auditing, not consulting, Andersen managing director C.E. Andrews testified.

"We did not audit our own work,” Andrews told the Senate panel,

While some lawmakers said they didn't think Andersen would risk its reputation and $10 billion
annual business lo protect Enron, Coffee said the Houston energy company was "a vary big client”
for Andersen and he urged Congress to revisit the issue of auditor independence.

SEC Chairman Harvey Pitt opposed Levitt's auditor-independence rules when he represented Big

Five accounting firms in his private law practice, but Coffes thinks he may have a different view now,

telling reporters Pitt is “very politically astute,” and will respond if Congress pressures him on auditor
248
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independence.

Coffee expects the Enron debacle also may result in stricter self-regulation for accountants and
auditors, similar to what the National Association of Securities Dealers provides in overseeing U.S.
broker-dealers. The American Institute of Cerified Public Accountants currently leaves discipline up
to states, which Coffee said has resulled in inadequate oversight and discipline.

Lawmakers promised to return to accounting and auditing issues in 2002,

“It seems to me there is a carload of conflicts here." said Sen. Byren Dorgan, D-N.D., who is
chairman of the Senate Commerce subcommittea on consumer affairs.

-By Judith Burns, Dow Jones Mewswires, 202-862-6692; judith.burns@dowjones.com
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Garry, McGivern, Tom; Mcinemey, Roberia; Nickoloff, Peter; Roseboro, Brian; Salladin, Anne;
Schultheiss, Heidilynne, Smith, Amy; Sutbon, Gany; Tishuk, Brian

Subject: Corveration with Frank Hampion and AR Website: House Leaders Continws fo Push Netting
Provisions

According to Frank Hampton of TBMA, Dick Armey is also pushing the netting legislaton, However,
Sensenbrenner hopes to acheive a compromise on the larger bankruptcy legislation by February and is opposed
to passing the netting legislation separately. In the Senate, Girassley is also opposed to a separate netting bill and
is reportedly avoiding a meeting with Greenspan to discuss this,

MNorman Carleton

ABT Website news:

Drecember 19, 2001

House Leaders Conlinue to Push Netting Provisions

House leaders are trying to nudge forward legislation that seeks to prevent systemic financial crizes by allowing
creditors to “net out™ their denvatives losses with major counter parties that have filed for bankruptey, The
American Banker reported. It is still unclear, however, whether even they will be successful in overcoming the
political obstacles that have stalled it for more than a year - especially considering that Congress is expected to
adjowm for the vear as early as this week., Majority Whip Tom DeLay (B-Texas) “believes that it's important Lo
get the nefting provisions done, either within the context of bankruptcy reform or elsewhere,” a spokesman said.

Such highly technical bills rarely attract the attention of top House or Senate leaders, but the recent collapse of
Enron Inc. has given the netting legislation newfound relevance, Federal Reserve Board Chairman Alan
Greenspan and Treasury Secretary Paul O'Neill say markets are at risk until a law is enacted that allows
contracts to be quickly and easily netted out without the approval of slow-moving bankruptey courts, Holding it
up, however, is House Judiciary Committee Chairman James Sensenbrenner (R-Wis.), who heads the House-
Senate bankruptey legislation conference commiites. The netling legislation 15 a part of the bankrupicy reform
legislation. Sensenbrenner and some Senate Judiciary Committee members, including bill sponsor Charles
Grassley (R-lowa), oppose passing the netting authority separarely because they still hope that the relatively
uncontroversial provisions will propel the bankruptey package.

Though industry sources said they have received commitments from House leaders that netting will be enacted
by vear-end or soon thereafier, they are not expected to force a vote without the support of Sensenbrenner, Even
after a meeting last week with Greenspan, Sensenbrenner maintained that he was “going to try to keep it in the
bankrupicy package,” his spokesman said.
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Subject: AR Weabsite: ENROM UPDATE

ENRON UPDATE

Hollings Pledges Investigariion of Enron Collapse

Senate Commerce Chairman Ernest Hollings (D-5.C.) vesterday pledged that his panel would conduct an
investigation into the circumstances surrounding the collapse of Enron Corp., which stripped thousands
of employee stockholders of their retirement savings, CongressDaily reported. At an initial hearing
convened by the Commerce Consumer Affairs, Foreign Commerce and Tourism Subcommittee, a
number of employee stakeholders provided testimony, painting a picture of a company that persuaded
them that Enron's future was bright, even as top officers sold off their own holdings. “We're going to get
|Enron CEQ Kenneth| Lay in here and... follow it on down as best we can,™ Hollings said. The House
Financial Services Committee has embarked on a similar investigation.

Enron CEQ to Tesrify Bafare Senate Panel Feb, 4

Kenneth Lay, chief executive of bankrupt Enron Corp., has agreed to testify before the Senate Commerce
Committee next vear, Sen. Bvron Dorgan (D-N.D.) said yesterday, Reuters reported. Lay “has committed
to appear belore our commitiee and present testimony at a second hearing which will be held on Feb. 4,”
Dorgan said at the beginning of Tuesday’s hearing examining the downfall of Enron. Lawmakers had
invited Lay to testify at the hearing, but he declined. Enron filed for bankruptey protection on Dec. 2
after its stock price and eredit rating sank, undermined by a complex financial strategy that unraveled
when investors and costomers began raising questions. Dorgan also said the Senate Commerce
Committee would invite former Enron CEO Jeffrey Skilling and Andrew Fastow, the company’s former
chiel financial officer, to the second hearing.

Enron Contract Hearing Delayed Until Dec. 21

A federal bankruptey court hearing regarding Enron’s effort to negotiate, end or sell certain contracts
has been rescheduled the second time for Friday, Dec. 21, Dow Jones reported. The hearing was
ariginally scheduled for Dec. 14, but was postponed until Dec. 18, then pushed back to Dec. 20, because of
objections. Enron is seeking the authority to negotiate and end certain contracts containing safe harbor
provisions without having to get bankruptcy court approval for each deal. More than 10 entities-

including the federal government, Cinergy Corp.’s Cinergy Services Ine. and American Electric Power
Co.-have liled objections.

7L

01300000000380



Nickoloff, Peter

— e ———
Fram: Carlelon, Marman
Sent: Wedneaday, Decembar 15, 2001 4:55 PM
To: Cating, Jil; Sharer, James; Bair, Sheila, Berandi, Steve, Bitsbarger, Timathy,; Eichnar,

Matthew: Gabilondo, Jose; Gross, Jared; Hammer, Viva;: Lorl Sanatamorena (E-mail);
Mickoloff, Peter; Novey, Michael, Pislrangeli, Fred; Rossbono, Brian; Schultheiss, Heidilynne;
Whaley, Jean; Wiadman, Mark

Subject: Slate: Accounting and Accountabllity

moneybox

Accounting and Accountability

By Rob Walker

Posted Tuesday, December 18, 2001, at 2:21 PM PT

It's been a rough lime for the accountants and auditors at Arthur Andersen. While it remains unclear
who knew what and when at Enron, it's very clear that there's almost no scenario that won't reflect
pretty poorly on Andersen. Last week the firm got beat up on by a congressional committee, and at a
certain point, you have to wonder if some of its dients aren't thinking about maybe signing on with an
auditor wha isn'l so cdosely associated with allegations of lax standards.

This got me thinking-after some prodding by one of my Slate colleagues-about the reputations of the
other Big Five accounting firms. Let's say, for example, that you happen to run a major, publicly
traded corporation, and you need an auditor. Let's say you want to pick one with a spotless record,
cne that hasn't signed off on the books of any big corporation that subsequently spiraled into financial
turmoil amid nasty finger-pointing over accounting funny business. Or let's just say you're an investor
who wants to make sure that the companies whose shares you've bought are being audited by a firm
that has no association with stock-price collapses linked to questionable accounting. Following my
usual procedure, | set out to conduct exhaustive due diligence. But it turned out that a simple Nexis
search brought my quest to a rapid conclusion.

Andersen, obviously, was out, There"s the Enron fiasco, of course, bul that's nol the only blemish on
the firm's record. Mere months ago, the firm paid $110 million to setile a fraud lawsuit after being
accused of signing off on assored monkeying with the books at Sunbeam. Andersen paid millicns
more to setile charges that one of its then partners let slide recurring "accounting irregularities® in
Waste Management Inc.'s financials. Investors with particularly long memories might recall way back
in the 1990s-well before this sort of thing was fashionable-the remarkable trip from Nasdag high flyer
to Chapter 11 by the Boston Chicken fast-food chain, Andersen was the Chicken's accountant.

O, then, how about Emst & Yoeung? Well, in February of 2000, Emst & Young agreed to pay $335
million to settle a lawsuit filed by shareholders of Cendant who accused it of accounting negligence
after shares in that company melted down. And a couple of years ago, Emst & Young alzso coughed
up about $23 million to settle charges relating to its allegedly sloppy auditing of a company called
JWP Inc. According to the Washington Post, the federal judge presiding over that suit commentad,
“The 'watchdog' behaved more ke a lapdog.” ™

That doesn't sound very good; let's move on. How about Deloitte & Touche? According to a Forbes
story from earlier this year, that firm was sued by erstwhile sharehoiders in Just for Feet, a shoe store
chain that went bankrupt and has since been swallowed by a rival. The suit alleges-you'll never
guess-that Just for Feet cooked its books and the auditors didn't stop them. Deloitte denied doing
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any such thing, but, again, it seems better to keep looking. (After all, in pretty much every instance
cited here, the relevant accounting firm admitted no wrongdoing, even if it paid a multimillion dollar
seftlement.)

Let's try KPMG. Actually, that firm was the outside auditor for Oxford Health Plans, whose stock blew
up in spectacular fashion a few years back after accounting problems emerged that had apparently
escaped KPMG's attention. That leaves the epic-named PricewaterhouseCoopers. Has it managed
to avoid signing off on books that later proved less than perfect? Not quite. The same Forbes story
cited above notes that Price Waterhouse (one of the mergees that formed the current company) was
the auditor for First American, the U.S. subsidiary of BCCI. More recently, the post-merger firm was
the auditor for Lucent during the penod last year when it "misreported” $125 million in revenus,
contributing to an SEC probe and the crumbling of Lucent's share price. Oh, well.

Admittedly, Andersen’s recent record is far more embarmrassing than those of its rivals. A new lawsuit
accuses the firm of “knowingly participating in Enron's breaches of fiduciary duty.” Its chief executive,
Joseph Berardino, found himself last week being questioned by the House Committes on Financial
Services, noting that he was on hand in part because “faith in our firm .. has been shaken.”

On the other hand, just a few days earlier, Berardino contributed a lengthy op-ed to the Wall Streef
Joumnai titled “Enron: A Wake-Up Call.” There he argued that "it's time to rethink” complex accounting
rules, that "we need to fix” the "broken financial-reporting model” and "focus on ways to improve”
regulation and "accountability” He concluded: "Enron reminds us that the system can and must be
improved. We are prepared to do our part." Gosh. Maybe | should reconsider and go with Andersen
after all, after this reassuring burst of candor on the part of its head honcho. Sura, the Enron debacle
actually seems more like the third, or fitth, or maybe 10" "wake-up call” for auditors-but hey, who's
counting?

Lo
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December 20, 2001

J.P. Morgan Says Exposure to Enron
Is $1 Billion Above Earlier Estimates

By JATHON SaPSFORD and KATHY CHU
Staff Reporters of THE WalL STREET JOURMAL

J.P. Morgan Chase & Co. said its exposure to Enron Corp. was nearly $1 billion mare than the 3900
million that it has already disclosed, which is likely to raise concerns among investors whether the
bank has even more exposure to the enargy trader lurking beneath the surface.

The bank said it has sued several insurance companies which are seeking to back out of
commitments to assure $1.1 billion in payments related to crude-oil and gas contracts. Of that $1.1
billion, $965 million is owed to J.P. Morgan Chase. The bank's litigation seeks to force the insurers to
make good on the paymeants,

The development underscores the extensive ties between the nation's banks and the energy trader.
An official familiar with the matter sald one of the several insurers seeking to back out of the
agreement is a unit of Citigroup Inc., which along with J.P. Morgan Chase represented Enron in its
failed attempt to merge with rival energy trader Dynegy Inc.

[Go]See full coverage of the rise ard fall of Enron,

In a related development, a European financial institution has failed to make payment to J.P. Morgan
Chase on a $165 million lettar of credit linked to a swap contract, the bank said. The bank said it
would seek legal enforcement of the letter of credit. The bank didn’t disclose the name of the
institutian.

J.P. Morgan officials insisted that with this disclosure, the bank was coming clean about its total
exposure to Enron. Yet it had made similar assurances when it made the earlier disclosure of overall
exposure of $300 million around the time Enron filed for bankruptey.

The bank said that as a result of Enron's failure, it would take a charge of $220 million in loans during
the fourth quarter, and a further $235 million reduction in fourth-quarter trading revenue.

Separately, a New York federal bankruptcy judge granted Enron's motion to expedite the auction of a

majority stake in its core energy-trading operations, selting a Jan, 7 deadline for bids.
174
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Enron, which filed for Chapter 11 bankruptcy-law protection on Dec. 2, has said that the sale of its
trading operations to a company with a stronger balance sheal is a vital part of its restructuring plan.

"We're worried that it we delay any longer, we won't have a trading company to sell," said Martin
Bienenstock, of Weil Gotshal & Manges, which represents Enron. The auction is also "urgently®
neaded, he said, because Enron traders may leave if business doesn't pick up soon. All new trading
activity has ceased because Enron doesn't have capital to finance the transactions.

Enron has been negotiating with both Citigroup and UBS AG to take control of the unit, according to
people familiar with the matter, but it is unclear whether sither company will emerge with a bid for
othars to top in the court auction.

Write to Jathon Sapsford at jathon.sapstord @ws|.com fnﬁwlﬁm and Kathy
Chu at kathy.chu@ws].com <mailto:kathy chu@@ws].com
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Subject: A Chronobogy of Enron's Recant Woes

December 20, 2001

Major Business News

A Chronology of Enron's Recent Woes

Dec. 19: J.P. Morgan Chase & Ceo. said its exposure to Enron was naarly $1 billion more than the
$900 million that it already has disclosed, raising concern that the bank has more exposure still
lurking. Following in the footsteps of its energy-sector competitors, Williams Cos. will restructure to
appease jittery debl-rating agencies in the wake of Enron's collapse. The credit rating of Mirant was
downgraded to junk status by Moody's Investors Service Inc., making the power generator the latest
in a growing list of energy companies to suffer from tightening credit standards following Enron's
collapse. FlestBoston will take a $150 million pretax charge to write down troubled loans fram
customers, including Enron.

Dec. 18: Many Enren employees face greater losses 1o their retiremant income than was
immediately apparent, stemming not only from big hits in their 401(k) retirement-savings plans but
also as a result of changes invalving pension and retirement-savings plans. Cradit agencies crack
down on power companies, waming them to slash debt, after falling asleep when California’s
derequlated energy market imploded and acting slowly to Enron’s demise.

Dec. 17: Dynegy announces a $1.25 billion capital-restructuring program to boost its cash holdings
and trim debt. The company has been swept up in a crisis of confidence by investors in the energy
trading market following Enron's collapse. The Royal Bank of Scotland is under fire from fund
managers for its refusal to disclose its exposure to Enron. Volumes surge at several major online-
trading firms amid heavy trading in Enron shares as the company lurches toward bankruptcy.

Dec. 14: Moody's Investors Service downgrades its credit ratings of Calpine and Dynegy unit Dynegy
Holdings. Following Enron's collapse, Moody's stressed the risks posed by high leverage and
reduced access to capital markets.

Dec. 13: A handful of congrassional panels and regulators are investigating the causes of Enron's
plunge into Chapter 11 bankruptcy protection, which may lead to new regulations spurring additional
oversight of accounting firms. Questions are also rising about Enron's outside auditor, Arthur
Andersen which did double-duty work for the company.

Dec. 12: Enron unveils a one-year plan to restructure its way out of trouble, including a

reorganization around its core businesses. Chief Executive Officer Kenneth Lay declines to testify al
7
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a joint hearing of two House panels as Congress begins a painstaking invesligation into the
company’s financial troubles. The energy-trading giant had aggressively lobbied Congress in support
of a little-noticed bill that allowed Enron to shape the industry without much government interference.

Dec. 11: The fallout continues to radiate, as Calpine, maybe the most aggressive power-plant builder
in the U.5., defends its financial structure and says it doesn't deserve to be compared with Enron,
The 4,500 employeas let go by Enron are stunnad by tha quick trip from what they deamead
corporate nirvana to the unemployment line.

Dec. 9: Citigroup and UBS work to finalize separate bids to take over Enron’s trading operations, the
first step toward a potential bankruptcy-court auction for the flagship business. Learming from the
Enron experience, some rating agencias say they will try harder to tip off investors o potentially
devastating credit downgrades.

Dec. 6: Job cuts continue at Enron, with 200 Houston workers laid off at the company's natural gas
and electricity frading unit, Enron Americas, The bankruptcy court proceadings start to take shape;
.S, Bankruptcy Judge Arthur Gonzalaz, who will hear the Enron case, is known as a stickler for
detail.

Dec. 5 Enron pays $55 million to about 500 employeess thal it considers critical 1o its survival, as it
seeks to emerge from bankruptcy-court protection as a slimmed down commedity trading outfit.
Enron's bonds climb as "™wulture” investors scooped up Enron’s bonds and bank loans, sensing a
bargain. Despite Enron's plight, deregulation of energy remains a priority across the globe.
Meanwhile, Dynegy, seeking to reassure investors about its financial health, says its short-term
borrowings of nearly $1 billion over the past week aren’t related to its failed attempt to acquire Enron.

Dec. 4: Enron’s highly questionable financial enginearing, misstated earnings and persistent efforts to
keep investors in the dark were behind its collapse. The Belfers, a waalthy New York oll family, could
stand to lose as much as $2 billion due to the tailspin in Enron's stock, while the collapse of talks
between Enron and Dynegy has raised a potential conflict in the negotiations involving Lehman Bros.

Dec. 3: Enron secures almost $1.5 billion in deblor-in-possassion financing and presses nagotiations
for an additional lifeline for its energy-trading operations, The company also announces it has laid off
4,000 people in Houston.

Dec. 2: Enron files for protection from creditors in @ New York bankruptcy court, the biggest such
filing in U.5. history. Simultanecusly, the Houston-based energy firm sued Dynegy for "not less than
$10 billion,"” accusing it of wrongfully terminating their marger deal. Enron Europe culs roughly 1,100
jobs in the United Kingdom just a day after its European energy-trading arm sought protection from
creditors.

Mov. 30: The Wall Street Journal reports the SEC is investigating the actions of Arthur Andersan
LLP, Enron's auditor, and federal prosecutors in New York and Texas want to monitor the SEC's
investigation into possible accounting fraud at Enron,

Mov, 28; Enron's financial travails reverberate around the globe, roiling markets and manufacturers
and threatening to derail deregulation of the U.S.'s energy markets. Large energy companies will fail
to collect about $800 million owed them by Enron if the energy-trading firm winds up in bankruptoy
Court.

Mov. 28: Enron appeared near collapse after credit-ratings agencies downgraded its debt to junk

status. Dynegy called off its planned merger with the rival enargy concern following the
e
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announcements,

Enron's woes could have widespread conseguences for scores of companies across the economy.
The government is unlikely to bail out Enron If it goes under.

Enargy trading is sent reeling as EnronOnling is shut down.

The merger was scuttled when Standard & Poor's lowered Enron's credit rating to "junk® status.
Enren CEOQ's political connections run silent during firm's crisis.

Mutual funds may get hit by Enron's meltdown.

Enron asks laid-off workers to waive legal claims against it in exchange for some of their severance
paymeants,

Mov. 27: Enron and Dynegy work to save their deal amid the threat of a credit downgrade to Enron's
debt. Bankers have a big stake in the merger succeeding.

Moy, 26: Enron has advanced talks to cut the price of the all-stock acguisition by Dynegy by more
than 40% to about $5 billion.

Mov. 23: The Wall Street Joumnal reports that Enron is being sued by members of its employee-
retirement plan, which has suffered losses because of its plunging stock price.

Nov. 20: Enron warned that continuing credit worries, a decline in the value of some of its assets and
reduced trading activity could hurt its fourth-quarter earnings.

MNov, 9: Dynegy announces & deal to buy Enron for about &7 billion in stock. ChevronTexaco will
inject $1.5 billion inlo the deal immediately, and an additional 31 billion upon closing.

MNov. & Enron reduces its previously reported net income dating back to 1997 by $588 million, or
20%, mastly due to improperly accounting for its dealings with the partnerships run by some
company officers.

Nov. 1: Enron says it has secured commitments for 31 billion in financing from units of J.P. Morgan
and Citigroup.

Oct. 31: The SEC elevates to a formal investigation ils inquiry into Enron's financial dealings.

Oct. 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.

Qet, 25: The company draws down about 33 billion, the bulk of its available bank credit lines.

Oct. 24 Enron replaces Mr. Fastow as CFO with Jeffrey McMahaon, the 40-year-old head of the
company's industrial-markets division,

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. 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 partnership, set up principally to do business with Enron,
according to an internal parinership document.

Oict. 16: Enron takes $1.01 billion charge related o wiite-downs of investments. Of this, 535 million

is attributed to partnerships until recently run by CFO Andrew Fastow. Enron also discloses it shrank
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shareholder equity by $1.2 billion, as a result of several transactions including ones underaken with
Mr. Fastow's investment vehicle.
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Nickoloff, Peter

From: Carleton, Norman
Sent: Thursday, December 20, 2001 11:50 Al
Ta: Cating, Jill, Sharer, James, Bair, Sheila, Berardi, Sleve; Bilsberger, Timalky, Eichnes,

Matlhew; Gabilondo, Jose, Gross, Jared, Hammer, Wiva; Lori Sanatamorena (E-mail);
Mickololf, Pater, Movey, Michael, Pletrangeli, Fred, Roseboro, Brian, Schuliheiss, Heidilynne,
Vehaley, Jean, Wiedman, Mark

Subject: Economisl: Auditors - Whao Fiddled What?
Auditors

Who fiddled what?

Mear Hkh A0

From The Ecorsimist print edition

“Errors of judgment” are piling up at Andersen

Get article background

AUDITING is a dull business, But it is also dangerous, as Andersen, the world's fifth-largest firm of
acoountants, Is finding out, Andersen audited Enron for all 16 yvears since the company's formation. On top
of pure audit, it alse seld Internal-audit and consulting services. But despite this privileged Insight,
Andersen did not spot the fact that Enron was publishing incorrect financial statements. For Tailing Lo do
its job, Andersen now faces the wrath and legal claims of thowsands of staff, shareholders and creditors
who will lase billions from Enron's collapse,

In Movember, Enron announced that it would restate all its annual finandal statements from 1997 to
2000, resulting in a cumulative profit reduction of $591m and an increase in debt of $628m. The reason, It
sald, was that it should have added in three off-balance-sheet entities, vehicles used by some companies
ko acquire more capital without adding debt ta their balance sheets,

Howr could Enron's auditor hawve missed all of this at the time? Jossph Berarding, Andersan's chief
executive, admitted Lo Congress last week that his firm made an “error of judgment” ever ong of the
vahicles, But most of Enren's restaterment, he said, came from a bigger "special purpose” vehicle called
Chewco: Enron’s management did not provide the information about Chewco that would have led
Andersen to insist on its consolidation, He sald Andersen warned Enron's audit committee about *possible
illegal acts”.

Enron is fighting back. It says that it not only discovered and reported the relevant information on Chewco
to Andersen, but that Andersen was involved in “real-time” audit procedures on all of its main structured-
finance vehicdles. If Andersen is found actually to have advised on the design of Enron's off-balance-sheet
vehlcles, as the company Implies, It will find It hard to plead ignarance over thelr construction.

The Securities and Exchange Commission (SEC) is investigating Andersen’s audit work on Enron, and
lawsuits have been filed against the firm; doubtless more light will be shed on what happened, But
already, some observers are guestioning whether Andersen will survive in its present farm, This year, the
SEC imposed a $7m fine on Andersen for signing the accounts of Waste Management, another Texas firm,
knawing that the accounting methads it had used were designed to mislead investors., In the spring,
Andersen paid $110m ko settle an accounting-fraud lawsuit over auditing work it did for Sunbeam, a
Florida consumer-products company that filed for bankruptoy. Given all these cases, it is even possible
that the SEC may bar Andersen from taking new audit clients for a time. If plaintiffs are successiul, the
firmm may have to pay ocut many more millions in compensaticn,
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Mr Berarding's defence, beyond accusing Enron of withholding information, is that the accountancy
profession as a whale |5 at fault, and a few others as well, such as credit-rating agencies and investment
bankers. The heads of the other “big-five” accountancy firms joined in: the standard setters are too slow,
they said, and failed to produce adequate rules on off-balance-sheet vehicles: the finandal reporting
model |5 outdated and there should be firmer regulation and discipline, and improvements to audit
effectiveness.

There |s truth in this, but it remains to be seen how much change the American accounting profession will
accepl. At the moment, auditors are supposedly kept honaest by a longstanding system of self-regulation,
in which big firms conduct “peer reviews” of each others” audit practices. The Public Oversight Board,
which monitors the process, lacks independence from the accounting profession, which funds and staffs it,
and has little ability to punish miscreant auditors, Lynn Turner, 8 farmer chief accountant of the SEC who
Is now at Colorado State University, says that America would do well to adopt something like Britain's
new, indepeandent system for upholding audit standards.

The large part played by special purpose vehicles in Enron's collapse has spurred the Financial Accounting
Standards Board (FASB) to revisit its rules on how to account for them. Up to now, the FASE has been
chary of using the notion of contral, rather than ownership, to decide on consolidation, because of its
subjectiveness, That, some say, has led to a too-lenient standard, Andersen did not follow the existing
rules anyway, says the FASB, which in the case of Enron's off-balance-shest entities required
consolidation.

Will auditors blow the whistle on future Enrons? The big firms argue that every recession throws up a
riumber af corporate failuras and tales of auditing mistakes: they simply pay up and walt for the next. The
sheer scale of Enron's demise, though, is likely to demand some meaningful change. Last yvear, the
owersight board's panel on audit effectiveness made some simple suggestions. It said that auditors should
use forensic methods, Audit thoroughness, as well as fee generation, should feature in deciding pay and
promotion. It should be the audit committes, not management, that decides whether an auditor should be
allowed to carry out non-audit work over a certain value.

The worst cutcome of the Enron affair, for accounting firms, would be that regulators ban them from
selling consulting services to those they awdit, Big firms worry that if they were left with audit alone,
which for most people is a tedious task, their ability to recruit talented staff would evaporate-and they
might as well hand the job to a government agency. Better audits would be the best way to assure
regulators that such a ban is unnecessary.
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Nickoloff, Paeter

— .
From: Carlatan, NMorman

Sant; Thursday, Decembar 20, 2001 11:34 AM

To: Sharer, James; Cetina, Jill; Bair, Sheda; Berardl, Sieve, Biasherger, Timalhy; Eichner,

Matthew, Gabllondo, Jose; Gross, Jarad; Hammer, Viva; Lor Sanatamorena (E-mail);
Mickedodi, Peter; Novey, Michael, Pietrangall, Fred, Roseborg, Brian; Schultheiss, Heidilynne,
Whabksy, Jean; Wiedman, Mark

Sublect: Economist: Pensions in America - The merits of diversity

Pensions in America

The merits of diversity

D L3t 2001
Frgem Thie BECanamish prant edilior

A company pension plan should not be allowed to invest heavily in its own shares

Get article background

DIVERSIFICATION is one of the first rules of any investment strategy. Put too many €ggs in one basket,
goes the proverd, and you risk losing the lot if things go wrong. Enron's bankruptey was bad for investors,
But for Enron's employees, the bulk of whose retirement savings were in Enron shares, it was a disaster-
and one that must be avoided in future.

l Company shares
& % of 407 k) asnets

&0 &0 i L
Procier & Gambie
Coca-Cola

Lenerad £ lectric

Enrman

What is most disturbing is how widespread the practice is in America, As pension funds based on
employees’ final salaries ("defined benefits®) wither away, so-called 401(k) plans are becoming the most
commeon company retirement vehicle. In such "defined-contribution” schemes, employees' ultimate
pensions depend entirely on the investment performance of the plans, Yet such blug-chip companies as
Coca-Cola, General Electric and McDonald's all have three-guarters or more of thelr 401(k) plans invested
in their own egquity. For Procter & Gamble, normally a paragon of best corparate practice, the proportion is
almost 95%. Set against these examples, Enron’s 28% looks almost reasonable (see artiche).

How has this come about? Part of the answer is that section 401(k) plans evolved out of previous schemes
to encourage employee stock ownership. But there are two other, more questionable explanations. Many
campanies match employees' contributions to 401(k) plans in the form of company shares, not cash. In
some plans {including Enron's), these come with the restriction that the shares cannot be sold until the
employee is over 50. The second explanation is that companies offer their staff a relatively small menu of
pessible investments for their 401(k) plans, one of which is the company's own shares. Many select this
option.
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And why not? Nobody is being forced to put his money into a company’s shares, after all. Employees of
such firms as Microsoft and Wal-Mart have been able to benefit mightily from their growth through share
awnership, In general, greater employee share ownership is a healthy way of giving staff more of a stake
in their company's success. If lots of workers freely choose to invest their 401(k) plans in the company's
shares, even if that offends against portfolio theary, should the government protect them against their
awen fiolly?

Yes, it should, for the choloe is not as free as it looks. Quite apart from the company's contribution, many
managers encourage staff, implicitly if not explicitly, to put their 401{k) money into the company’s shares;
and they discaurage selling. The pressure may intensify if the company’s finances are dodgy, The
consequences can be severe. Many Enron workers have lost their jobs and their retirerment savings in oneg
blow. Waorse, thanks to an administrative change that the company made in October, no 401(k) holders,
even those over 50, were allowed to sell any Enron shares cver a crucial four-week period during which
the price fell by over two-thirds,

The simplest remedy would be to legislate that no more than, say, 10% of a 401(k) plan may be invested
in 8 company's own shares. That would replicate the limit set for defined-benefit pension schemes, Several
congressional bills to this effect are already being drawn up. The argument for early action is ot just to
avoid future Enrons, either. Mast ideas for reforming Sacial Security invobve its partial privatisation, with
beneficiaries investing directly in the markets (see article). If these plans are not to be discredited before
they are even tried, Congress should act now to limit the investment of workers' retirement money in their
company's shares,
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Nickoloff, Peter

* R —— e .
From: Carlelaon, Morman

Sent: Thursday, December 20, 2001 528 PM

Ta: Catina, iI; Bair, Sheila, Berardi, Steve; Bitsberger, Timolhy; Eichner, Matthew; Gabilonda,

Jose; Gross, Jared, Hammer, Viva; Lor Sanatamorena (E-maill; Nickoloff, Peter; Novey,
Michae, Piatrangel, Fred, Roseboro, Brian; Schultheiss, Heidilynne; Whaley, Jean; Wiedman,
Mark

Subject: O JP Morgan Chase Surety Bond Sull Names 9 Insurers

December 20, 2001

JP Morgan Chase Surety Bond Suit Names 9 Insurers

Dow Jonas Newswires

WASHINGTON -- J.P. Morgan Chase & Co.'s (JPM) suit involving Enron Corp. (ENE) surety bonds
names nine major insurance companies as defendants, ranging from Citigroup Inc.'s (C) Travelers
unit to Kemper Insurance Co.'s Lumbermens Mutual Casualty Co.

Executives at J.P. Morgan Chase have refused in interviews o identify the insurers they are suing,
and the suit itself is not yet publicly available in court files. But a person with knowledge of the case
said it names Travelers Casualty Surety Co., Travelers Indemnity Co., Kemper's Lumbermens Co.,
Allianz AG's Fireman's Fund Insurance Co., Chubb Corp.'s (CB) Federal Insurance Co., St. Paul
Cos.'s (SPC) Fire and Marine Insurance, CNA Surety Corp.’s (SUR) Continental Casualty Co.,
Safeco Corp's (SAFC) Safeco Insurance Co., Hartford Financial Services Group Inc. {HIG), and
Liberty Mutual Insurance Co.

J.P. Morgan Chase said Wednesday that the insurers notified it that they don't plan to make a
payment due Friday on Enron-related crude oil and gas derivative contracts. The inzurers had made
commitments in the form of surety bonds of about $1.1 billion, of which J.P. Morgan Chase's share is
about $965 million.

-By Lynn Cowan, Dow Jones Newswires; 202-628-9783; Lynn.Cowan{@dowjones.com
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Nickoloff, Peter

— ]
Fram: Carleton, Nomman

Sent: Thurgday, December 20, 2001 5:41 PM

To: Cetima, Jill; Bair, Sheia; Berardi, Steve; Bitsberger, Timathy, Elchner, Matthew, Gabdondo,

Joge; Gross, Jared; Hammer, Viva: Lor Sanatamorena (E-mail); Mickoloff, Peter; Novey,
Michaal, Pielrangedi, Fred; Roseboro, Brian; Schulthelss, Heldliynne; Whaley, Jean; Wisdman,
Mark

Subject: Blaomberg colurmn: Michad Lewis ("Liar's Pokes) on Enron and Dresxel

Is Enron the New Drexel?

Michael Lewis Commentary. Michael Lewis, the author of “'Liar's Poker" and ~The Mew New
Thing." is a columnist for Bloomberg News. The opinions expressed are his own.

By Michae| Lewis

Berkaley, California, Dec. 20 [Bloombarg) — Enron Corp, 13 rapidly expanding the Armerican business journalists” notion of
what is possible: Mo story can ever again be sald to be too oulrageous to be true,

The boss, Kennath Lay, was a friend of the currenl president of these United States, an advisar to his administration and
ane of ks bigoest financial backers. The company itself was rated “strong buy™ by analysts al almost evary Wall Siresl
firm, congidered & shining example of modern accounting by reputable accounting firms, and plugged endlessly by e
business press. Six years running as Fortune's moest innovalive company! And all the while this same operation was, at the
ey log, a lie,

Understandably, people long for some analogy to help them grasp this sifuation, but really there iz’ 8 good one.

Other tvan Taded hedge fund Long-Term Capital Masagement, Michael Milkan's junk bond depariment at Dresel Burnham

Lambert offers the closest parallels on Wall Sireel, and several people have writhen 1o me ower the past week to suggest it
Bul # really is unfair o Milken 1o cormpsarne bim (o Lay,

Alumnd Wil Floursh

Trua, in both cases profitable tracing businesses collapsed because their craditors came W disirus! the people wha ran
them. And in both cases the core business — Drexel's junk bonds and Enron's enargy irading -- ramain wiable in the hands
of ather companias that banks trus:.

Jugl as the Draxel junk bond traders who didn't go ko jail went to othar Wall Street firms and crested replicas of their
former business, former Enron traders will soon be making lots of money far ane-lime rivals such as Dynegy Inc. and
Duke Energy Corp, Well Belore Kenmelh Lay emarges from his kegal hall, the enargy trading business will return to normal.

But the mosality of the casas are antirely different. Whatewer you think of Miken's junk bomd department -- and | think its
sins ware minor beside s achievernenis - you muest admit the peaple in it exhibited a certain honor amang heves,

Thare was never a moment whan Milken batrayed the broed interestis of his fraders for his own nermow ones. He paid
himsalf huge sums of money, but he also made huge sums for his firm. He was careful bo waich oul far the lilke people
who worked for hém, and they loved him far . The Enron bosses, by conlrast, pillaged eir Tem and befl the lithe people
whe warked for them holding the bag.

Different Motivatons

Enron created the llysion that it was much more profitable tnan it actually was. Milken crealed an operation which was, if

anything, much more profitable than it looked. What Milken hid was the thuggish mannes in which b made his profits,
What Enran hid was the sneaky way it made its losses.
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[This s something | still dont understand, and would love for some enferprising reporler b0 explain, as Enron seems inbent
an exglaining ngthing, The ofl-Ihe-hocks parinerships that braught Enron down appear to have been a mechanism for
hiding bad investmants in hard assels — Turkish gas pioelines, Indian power plands and e Bke, Why did Enron, which
made its money a5 an interrmediary, imestin this sl in the first place¥)

The speed with which the markets have punished Enron raflacts the differences batween it and Crexad, In Dreaxel's case, it
ook & mulliyesr investigation by the LLS, government, together with a smear campaign in the press, to bring cown the

business. In Enron's case, all it took was a couple of artickes in the Wall Streat Journal pointing out, among ather things,
that senior executives wera profiting at the company's expensa.

In Drexel’s case, the demise of the firm and the jailing of Milken was pretty much the end of the story. In Enron's, the fate
of the company and its leaders may open up a much bigger scandal that reaches right up 1o the fop. Anything is possible,
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Hir.:lmlﬂ, Peter

#

From: Carlaton, Morman

Sant: Fricay, December 21, 2007 2:52 AM
To: Schultheiss, Heidilyne, Mickokoff, Peler
Subject: Accounting Officiats Picked lor 3EC

Accounting Officials Picked for SEC

By David 5. Hilzenrath
Washington Post Siaff Wriber
Fricay, Decamber 21, 2001; Page E01

President Bush said yesterday that he plans to nominate two members of large accounting firms 1o fill
vacancies on the Securities and Exchange Commission.

They would join Chairman Harvey L. Pilt, a Bush appointee who represented each of the Big Five
accounting firms and their main lobbying group while he was & securities lawyer.

Bush said he plans to name Paul S. Atkins, a lawyer who is a partner at PricewaterhousaCoopers,
and Cynthia A. Glassman, an economist who is a principal at Ernsl & Young .

If confirmed by the Senate, Atkins and Glassman would share responsibility for regulating their
former employers at a time when the industry is under scrutiny for failing to prevent disastrous
accounting errors at corporations such as energy trader Enron Corp.

Congress should “thoroughly examineg” the nominees' backgrounds "given that they are from an
industry that is by its own admission saying it is going to have to make some changes,” said Sen.
Ron Wyden (D-Ore.), who sharply questioned the auditing of Enron at a Senale hearing this week,
mou want to see their commitment to really protect the investing public and the consumer.”

Atkins served as a lawyer at the SEC during the first Bush administration, under then-chairman
Richard Breeden. and he remained at the agency for part of Arthur Levitt Jr's term as chairman
during the Clinton administration. The White House said his titles included chief of staff.

Glassman previously worked at the Federal Reserve and at Furash & Co., a consulting firm senving
the financial services industry. She has worked on issues such as risk management and regulation in
banking.

“'m very honored to be named by the president,” Glassman said, adding, "l hope the Senate sees fit
to confirm me.”

Glassman said she would refrain from commenting on issues "until after the confirmation process.”

Atkins did not return a call, and a spokesman for the SEC chairman referred questions to the White
House.

MNaoting that Atkins and Glassman did not work in the accounting side of their firms, White House
spokeswoman Claire Buchan said, "Individually and together, they will provide strong, balancad and
effective regulation.”
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An SEC official said Atkins and Glassman would fill Republican slots on the commission. Their
appointments would leave two Democratic vacancies on the five-seal commission.

Oine of those vacancies was created yesterday when the term of Commissioner Isaac C, Hunt Jr.
expired with the end of the Congressional session. Hunt's term expired in 2000, but he stayed on
when no one was appointed to replace him. Hunt has not left the agency because officials anticipate
that he might be reappointed.

Bush's Iatest choices underscore a turnabout from the Clinton years, when Levitt battled the
accounting industry over regulatory efforts. Since replacing Levitt, Pitt has promised to make the SEC
a "Kinder, gentler place™ for accountants and others it regulates. He criticized the SEC for playing
"gotcha" on accounting issues.

Rep. John D. Dingell (D-Mich.) recently said Pitt's statements made him sou nd "a lite like the fox
watching the hen roost.”

Pitt appointed Ernst & Young vice chairman Robert K. Herdman to be the SEC's chief accountant, He
recently said he sees a need for stronger oversight of the accounting profession, but he has not
explained what type of change he favors. Leaders of the Big Five said generally that they "will work 1o
make the right improvements in a timely way.”

Members of Big Five firms were among Bush's most generous donors during last year's presidential
campaign. Federal election records compiled by the Center for Responsive Politics show accountants
gave more than $1.1 million to Bush, led by nearly $180,000 from Ernst & Young employees.
PricewaterhouseCoopers workers gave about $128,000.

Individuals listing Ernst & Young as their employer also gave $135,000 to former vice president Al
Gore's campaign, his largest single source of funds. Accountants donated about $400,000 to his
campaign.

Atking and Glassman both are recorded as giving maximum $1,000 donations to the Bush campaign.

Earlier, Bush named another Emst & Young alumnus, Mark Weinberger, assistant secretary of the
Treasury for tax policy.
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Nickoloff, Peter

From: Carleton, Morman
Sent: Friday, December 21, 2001 1037 AM
To: Cetina, Jill, Bar, Sheila, Berandi, Steve; Bitsberger, Timathy; Eichner, Matthew; Gabdando,

Jose, Gross, Jared, Hammer, Viva: Lori Sanafamorena (E-mail); Nickoloff, Pater; Mowey,
Michael, Pistrangeli, Fred; Roseboro, Brian; Schulthelss, Heldilynne, Whaley, Jean, Wiedman,
Mark; Bleger, Peter, DeMarco, Edward; Dorsey, Karen, EBell, Marha; Ellis, Dina; Huffman,
Lucy; Hughes, Gerry, MoGivern, Tom; Mclnermney, Roberta; Salladin, Anne; Smith, Ammy
Sutton, Gany; Tishuk, Brian

Subject: DJ: US Congress Fails To Pass Contract Metling Bl

December 21, 2001

US Congress Fails To Pass Contract Netting Bill

Dow Jones Newswires
(This article was originally published Thursday.)

WASHINGTON -- Despite an eleventh-hour appeal from Federal Reserve Chairman Alan Greenspan
and pressure from Wall Street, lawmakers again failled to enact legislation that clarifies corporate
bankruptcy laws by allowing companies to quickly settle outstanding derivatives contracts in the event
of an insolvency.

The once-obscure financial issue gained new prominence and urgency on Capitol Hill as lawmakers
struggled to understand the high-finance finagling that lead to the recent Chapter 11 bankruptey filing
of energy giant Enron Corp. (ENE).

The measure allows institutions to quickly close outstanding derivatives contracts with bankrupt
trading pariners by netting all the losses and gains of individual contracts into one deal.

"Enron underscoras the importance of it," said Peggy Peterson, spokeswoman for the House
Financial 3ervices Committee. "The other factor is the recessionary economic climate - the netting
provisions would lower market risk.”

Greanspan racently met with committee Chairman Michael Oxley, R-Ohio, and House Judiciary
Chairman James Sensenbrenner, R-Wis., after Oxley held a bruising hearing on financial
improprieties leading to Enren's demise.

Pressure to pass the measure was already building since the Sept. 11 terrorist attacks shul down
U.5. financial markets and destroyed the Manhattan offices of many Wall Street brokerage houses,

“Congress should not fail to enact netting legislation this year,” Greenspan and Treasury Secretary
Paul O'Neill wrote House lawmakers a few weaks after the altacks. "Further delays would
unnecessarily place the financial system at greater risk.”

But Sensenbrenner rebuffed requests from Greenspan, Oxley and House leaders to pass the
legislation apart from the larger bankruptcy bill it was altached,
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Complicated, off-balance sheet transactions were Enron's undoing. Its stock collapsed after a Nov. 8
announcement that the firm had overstated its net income by $569 million over four years.

Craditors are now lining up to collect on the approximately $40 billion in debt owed by Enron.

Of that, roughly $22 billion is on the balance sheet in the form of bank debt, commodily-transaction
financing, bonds and other public securities. The remainder is made up of roughly $7 billion in bonds
and bank debl linked to other assets in special partnerships, as well as an additional $10.7 billion in
“project finance,” a term that typically refars to money lent to build power plants or oil refineries.

-By Dawn Kopecki, Dow Jones Newswires; 202-862-6637; Dawn.Kopecki@dowjones.com
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Nickoloff, Peter

Fram: Carletan, Morman
Sanl: Tuwesday, Januery 08, 2002 4:56 PM
Ta: Bair, Sheila; Berardi, Steve; Bitsbesger, Timothy, Eichner, Malthew, Gabilondo, Jose, Gross,

Jared: Harmmmes, Viva, Losl Sanatamorena (E-mail); Mickoloff, Peter; Novey, Michael,
Piatrangedi, Fred; Roseboro, Brian; Schulthaiss, Heidilynne; Whaley, Jean, Wiedman, Mark
Sublect: FT Articke an Wendy Gramm, the CFTC, and Enran

COMPANIES & FINANCE INTERMATIONAL: Appointmant may be probed
Financial Times; Jan T, 2002
By NANCY DUMNNKNE

Republican Texas Senator Phil Gramm and his wifa, Wendy, former chairman of the Commodity Futures Trading
Commission, rave bolh been strong proponents of deregulation.

Belore leaving her CFTC office in 1992, Mra Gramm kick-started a rule-making process at the behast of various anergy
companies and Wall Streed banks, which exempled energy swaps from government oversight

But it was not instiluted until after she laft the post and her subseguent apgoainbment (o a seat on Enron's bosrd 3 faw
manths later is expected o come ungder seruting from one or more of the Senate committess investigating Enron’s
dowrifall,

AL the time of the CFTC rube-making, Enren was 2 strong financial backer of Mrs Gramm's husband. Between 1996 and
2002, the company's employees, officials and poltical aclion commilieas conlrilsubed Dallars 233,000 o the senators
campaign war chest, according to the Cenler for Responsive Polilics,

This included Dollars 22,000 given during the current Congress, although the senator s not running for re-election.

William Albrecht, who became acling CFTC chairman after Mrs Gramm's deparfure, says il was he who ullmately
instituted the nee, Mow an economics professor in lowa, Mr Albrecht said the Commission had besn directed by Congress
bo exermpd cirlain energy derivalves nom regulation,

"Everyone was on board for this,” he saad, "We had cozens of meetings. If Enron Is trading derivatives with Dynegy, they
dont mead us n there watching it.”

Daregulation, however, had its oppanents, and ey Rourished far 3 whiles during the Clinton years, Former Congressman
Glen English was chairman of the subcommities with jurisdiction ovar the CFTC. He saw no difference batween
derivatives and futures traded on regulated exchenges.

“Regulation is net just for the traders bat for the impact {of not heving regulation} an the economy,” ha said. *|% was the
responsibility of the CFTC {o daal with derivalives.”

Brooksley Born, ex-president Bl Clinton's first appointes as CFTC chairwoman, was opposed 1o deregulation. Bul her
iteas wers anathema to the Republican Congress of the time, which threatened o fold the agency into the Sacurities and
Exchange Commission, according o a former CFTC officsal,

In 1943, Mrs Gramm was offered a posibon on the Enron board. She became & membear of the company's audit
commities. Mrs Gramm declined 1o refum the FT's calls but it is comman for retiring regulatons to move ower 1o industries
ey anersaw,

She was paid Dollass 22,000 a year Tor the first theee vears. Her annual salary grew 1o Dollass 50,000, Between 1993 and
2001, she eamead Dollars 346,000 plus Dollars 176,000 for attendance feas, according to a recant report from Public
Cilizen, a lberal advocacy group,

She also recaived stocks and dividends worth batween Dollars 515,317 and Coflars 1.85m over the perod. Mr SGremm's

tax returns last year listed his wife with assets of Dollars 250,001 -Dollars 500,000 in an Enran Deferred Compensation
205
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Fidelity Balanced fund.

Mr Gramm played a key role in getling the Commaodity Fulures Modemisation Act passed in Decermber 2000, The act,
which deragulated all financial derivatives and relaged owersight of commodily exchanges, nad been languishing in the
Senale,

Copyright: The Financial Times Limited 1995-1228
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Mickoloff, Pater

— e ———

From; Carlaton, Norman
Sent: Wednesday, January 09, 2002 1:45 P
To: Schultheiss, Heldilynne, Nickoloff, Pates

Subject: FW: CFTC Daily Mewsclips 0100802

Articles an retail swaps study, Enron, and Paul C'Meill.

..-.ﬁim‘nﬂ H.mn amr
Fra: sy, Ampinette B. [malbo:amoray BCFTC.gov]
Senk: ‘Wednesday, January 0%, 2002 10:45 AM
Subject: CFTE Daly Mewschps 01/09/02

s
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lanuary B, 2002

Chief of panel has tie to Miss.

By Arpald Lindsay
CrRarion-Ledger Stalf Wabar

A former Mississippi farming activist now heads the federal Commodity Futures Trading
Commussich.

Tames E. "Jim" Newsome, 41, was recently confirmed as chairman of the five-member
commizsion charged with regulating commodity fatures and opt-ion markets, m-cluding
agricultural prosucts, crude oil, natural gas and financial documents such as treasury
bonds and securitics.

in recent years, the commission has redirected its energies largely toward the fnancial
market place, giving agriculture, which once 1ok the majorily of their efforts, less than
15 pereent of their current focus, Newsome said.

Therefors. Newsome heads the agency through a period of refocusing that began in
Diecember 2000, with congressional passage of the Commodity Futures Maodemization
Act, which broadened the commission's responsibilities.

“What we're going to do is contine to build upon that same theme,” Newsome said. "Tn
addition to that, we're going to be involved in a restructuring of the commission itsell"

Mississippi's Republican congressional delegation said Mewsome's involverment has
proven helpful.

“1 am delighted with the elevation of Jim Newsome to the ehairmanship of this important
commission. He has been a steady influence for reasonsble and practical sapervision of
commodity trading under the jurisdiction of the commission. And [ am sure he will win
high praise in this new role,” said U.S. Sen. Thad Coclran, R-Mississippl.

Mississippi cattleman Fred Stokes of Poplarville, president of the Lincoln, Neb.-based,
Organization for Competitive Markets, agreed Newsome's appointment spoke highly for
the slale. Stokes said he considers Newsome, a Plant City, Fla., native who spent thres
years in Mississippi, a frnend.

“The futures market plays 8 major robe on establishing cash prices for hlizsissippi farm
commodities," Stokes said. "t is also issed by many farmers and ranchers 1o hedge the
price for their production and manage risk. There is always the danger that big traders
will abuse the fulures market to unduly enrich themselves or manipulate cash prices.”

MU ==
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11.5. Senate Minority Leader Tremt Lott, agreed Mewsome's background makes him

perfect for the role,

Newsome's schievements include serving as former executive vice-president of the
Mississippi Cattlernen’s Association and Beef Council, former Chairman of the
Mississippi Agribnsiness Council, and a past president of the Association of Mississippi
Agriculiure Organizations, and past president of the Flonda Future Farmers of America,

Newsome received his bachelor's degree in Food and Resource Economics from the
University of Florida, and a master's degree and doctorate in Animal Scicnce/Agriculiural

Economics from Mississippi State University

(ordd)

WWEW EZ?%L

Commodity Futures Trading Commission

Senate Vote Installs Newsome
umﬂmmmhﬂmﬂ

he Senate voted Dec. 20 1o appeove James New-

some a5 the new leader of Ui Commadity Fulures

Trading Commission, removing the * inierim™ label
Mlﬂmﬂﬁnmﬂhﬁwfﬂmlwﬂmm.
14,

Newsome was nominaied as chairman by President

Bush Sept. 20 (33 SELR 1378, 92401). The Senate by-

hearings on the confirmation, instesd approving
ewrsorme an the day it adjourmed for the year.

The last-minute vote denied Newsome a trip Lo T
tal Hill to testify belore the Senale Agricubnane Cormmil-
fee, which has oversight of the CFTC. Hewsome has 1es-
tified pubdichy coly once since taking over for former
Chairman William Rainer, at which time he told the
committee that pay parity for the CFTC stadff and de-
regulation of the commisslon were top pricrilles for his
administration (13 SRLR 457, J24601).

Froe Markets. Newsome, 42, 8 Republican appainted
to the CFTC by President Clinton in July 1928, alreacy
has had » busy year as the commission worked o
implemment an ambiticus futures modernization Bl
passed by Congress af the end o Hainer's tenure in De-
eamber 2000,

Mewsome, who was a key ally as Democratic Rainer
shepherded the swed Bill through Congress, Is an
unabashed champicn of markets who favored the
dramatic deregulation that resulted from The 20K Com-
modity Futures Modernization Act (32 SELR 1757,
12/2500). He was unavailable for comment fodlowing
hig confirmaticn,

Az & result of the legislation, Mewsome hag overse:sn
the formulation of thees new tiers of regulation—the
mist liberal of which permits almost no oversight over
the trading done by so-called “sophisticated” traders of
futures and oplions.

His teniire as the interim chairman also has included
abmost unprecederted cooperation between the CFTC
and thie Securities and Exchange Commission 2s the
two regulators tried to create rules for the introduction
of single stock futures. That effort is engring. with &
target date for rules to allow trading of the new insir-
mends having passed Dee. 21.

Mewsome and SEC Chairman Harvey Fitt, who also
whs named to his post this year, kssued a statement D
21 pledging prompily to resolve the rulsmaling maen
that are delaying the the onser of retail trading in the
products [Ses related report in this issee].

A CFTC official said a date for Mewsome's swearing
im haz not been scheduled,

By Facases Hi
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ANYLS otlenlo-

apd Circuit Beviews Armstrong Civil Contewpt Case

By Mark Hamblert
Hew York Law Journal
Japaary 7, 2002

The argument ower the continued jailing of indicted finarelior Martin
prmstrong for hic failure ko eurm over gold bulliom and other ascaets has
e bo regemble a serpy-go-round That never stops.

For the second time in a y=ar, the Zad U.5. Cirguib Court of Appeals
pendered the limits of eivil conterpt, and debatsd at what point Mr.
Armstrong's two-year incarceration for contempt turne inte a criminal
mancticn. 1Ff the csurt finds his impriscnment is punitive in nature, ie
would order his imsediate release.

sThers is no doubt that, at scme point, this morphs into [a eriminal
penalty] ,* Circuit Judge Dennia G. Jacchs said yesterday, Me added that
while the length of civil incarceration is eme Eactor in the analysis, "He
don't know what that poink ia.®

The argueents before the Second Circuit came just shy of two years To the
day that Southern District Judge Richard Qwen seat Mr., Armstreng to the
Metropolitan Correctional Ceater for refueing to disclose the whersabouts of
£14 million in assets, The aseeld, which include ancient coins, are being
sought by a receiver appointed to protect the intevests of Japaneae
invesesrs allegodly bilked By Mr. Armetrong and hie eompanies, Princeton
Eronomica Internak ional and Princeton dlebal Managemont Lid.

The government, and lawyers for plaintiffa in the civil cass, charge Chat
Mr. Armstrong raised hundreds of milliona of dollars from Japanease corporate
investors throggh the issuance of "Princeton Hotes,® and then, instead of
fizllowing through on his promise to invest the money in bonds, wade
high-risk bets on derivatives and cucrencles.

Mr. Armstrong claims he has no access to the asaata in question, but Judge
crwen refuses to believe him. While Judge Owen and the znd Circuit state that
there i@ scme limit to confinement for civil contempt, no one knows what
that limit is - and Mr. Armstrong's lawysr said yesterday it ip time to eod
his incarceration.

"Mzr. Armatrong will never comply te the satisfaction of Judge Cwen,* Bernard
v. ¥leinman teld Judges Jaccbs, Fred I. Parker and Scnia Sctomayor. "Judgi
Crion oan refer Lhe case to the U.S. Atborney and the TU.E. ALLorney can
prosecute for criminal contempl.®

But Martin Glenn of O'Melveny & Myers, who represents receiver Rlan Cohen,
gaid the time had yet to arrive when the court can consider Mr. Armstrang's
incarceration a eriminal sanction. With the beunds of eivil incarceration
b=ing tesred in the case, Mr. Glenn sald that Mr. Aymetrong ia hoping to
wait out Judge Owen amd wse the 14 million for a comfortable retlremsnt.

sobvigusly, Mr. Armstrong has made an assungtion that he isg willing to sit
in jail for a lomg time,® Mr. Glenn said. *Hopefully the realitles is

ALITUE=D

Fage 4 Wednesday, Januany §, 2002

01300000000407



(Cotimar. )

gtarting to hit home."

But Judge Jacoba told Mr. Glenn, "Under your logic, he can be held uncil
this matter ie presented to judges erill unborn.®

Criminal Contempt

Judge Sotomayor aszked how long Mr. Armstreng could serve in prison if he is
guccessfully prosecuted for cEiminal contempt. She was told five years.

*Tf we keep thiz up, he's going to serve thabt mich and more, = Judgs
Sotomayor said.

Cne argument nads by Mr. Eleinman was that the wnderlying rationale for
Judge Cwen's civil contempt order was that the asmets woere naedsd to
compenaate aggrieved investors. But that ratiocnale became obaolete in
pDecembar, ME, Kleinman said, when Republic Wational Securities Corporationm,
which processed trades Tor Mr. Armstrong, pleaded guilty ©o commodities and
mEcurities fraud. AE part of a plea agreement with the Southern District
.5, Attorney's GEfice, Republie's new owner agreed bto pay 606 million in
restitution e che Japanese investors.

But Mr. Glenn and Mr., Cohen said following oral argumantE Chat chers is a
sgignificant shortfall" betwesnm the amount of money to be paid bte inveatora
under the plea deal and their astuwal losses, and that there remains asble
reason to hold He, Armstrong's feet to the fice.

The Becond Circuit panel took the satber under adviement and did not issue
a ruling in the case.

Date Received: January 07, 2002
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Futures Regulation

Derivatives
Jolnt Regulators’ Report Concludes Congress
Should Refrain From Regulating Retail Swaps

joint repart from federal Bnancial regulators de-

livered 1o Congress Dwc, 20 said there currently is

no need for lvwmakers to create  legal sireciure
te regulate  financial £ lmown o “refal
swaps"—swaps for ordinary-inceme irvestors.

The report cited participants in the derivatives
markets—mosily  commercial  end  iavestment
banks—as there Is no interest in either selling or
berying the products in the retadl ssetor, and therelore
0 meed 1o delve into creating, regulation.

However, one member of the Commedity Fatures
Trading Comemission—which participated in developing
the report—dissented, He warnod that if & regulatory
sysem is oot developed for retall swapd, retadl investors
will be 1=l . Currently, retail swaps, like
gwaps traded by institations, are unregulated.

The report, released by the Treasury Deparimeént
Dec. 28, took its conclusions from interviews done in

with five commercial and investment banks as
well a5 a derivalives T slem, o derivatives trade
association, and a Fortung company. “The Jeint Re-
port on Retadl Swaps,” which was mandated by the
2000 Commeodity Futures Modernization Act and ne-
ceived by Congress thie day i adjourned, Wﬂtpuﬁ.‘d

Treasury, the CFTC, the Securities and Exchange

ixmion, and the Federal Reserve Board of Gover-
nors.

Lack of Bemand, “'Lack of demond,” said the report,
“is npparently sufficient 1o preclude any desire an the
part of thess instinutions to explore lssuance of these in-
struments, thus obviating the nesd to analyze legal is-
sies.” Mot only were the institutions nearly unanimaus
in 1 view that retail investors are not well positianed
to benefit from (e sophisticated swaps contracts, they
glso questioned the cosl and efficacy of offering such
procucts should interest in them rise.

Among its conclugions, the report staled that so-
called retail customers—invesiors with total assets of
bese (han $10 milion—generally are well-served by £x-
isting financial products and may be il-suited Tor
swaps, Investors that currently (nvest in swags, which
are wnregulated contracts wd privately betwenn twa
parties, often do so for the purpeses of hedging and
“synthetic exposuere” 10 securities, the report nitied,
tactics that may nat similary benefit the smaller ipves-
tar.

Using swaps to hedge, the report noted as an ex-
armple, could triggsr tive tax consequences, while
using them for Syw ¢ exposure woubd not be cost
effective or coevenient for ordinary investors, it said
Because of these drawbacks, retail investors hiave rof

clammosed far the product, the roport zaid, and likewise
there has been no efort to sell Customers on them.

Wondes on Costi At the same time, those inter-
viewed, according to the report, also moted patential
cat concerns in offering the to traditional in-
westors, “These (costs) include, for example. admiiis-
trative jssues associsted with negotiating retail swaps,
the potential credit risks of offering retail swaps 1o
{non-sophisticated investorsy, and the need to imple-
ment sales practices for the offering of swap agree-
ments to (non-sophisticated investars),”" said the report

Another issue raised by the participants was the po-
tential Tor such ﬂp ngreemants, which cormenily are

indiwid ailo i ecome more standasdized if
ihere is a jnerease in demand for e instrumems.
“[t nppears ane challenge for firms in i

the Feasibility of offering retail saaps,” the report 5
“f5 the potential tenslon between the desire to miligate
infrastrscrure costs by standardizing terms af redail
swaps end the meed to offer products that would mest
the financial ohjectives of specific retail customers.”

oL ack of demand Is apparently sufficient to
preciude any desire on the part of these
institutions to explore issuance of these
Mmmﬂlﬂqﬁ:uﬂhiﬂu
legal issues.”
Joper Reroer on RETML Swars

The repart used ms jts sources Bank of America and
P Morgan Chase & Co. from the commercial banl::s
seclor; Gotdman Sachs Inc., Lehman Brodhers Inc.,
Margan Stanley Dean Witter from the imvestmenl bank-

sector; as well a8 derfvatives trading system Blasch-
bird Holdings, Inc., the International Swaps and Deriva:
tives Association, and Enron Erergy Services Inc.

Dissent. Thomas Ericksen, & member of the CFTC,
dissented from the recommerndations of the report, say-
ing he “cannol in good conscience agres Lo leave a
!I'ELEA? of begal uncertainty to the Commodily Fatures

ng Commission.”

Erickson termed il incumbent on the CFTL, as well
a5 the other relevant ies, to dovelop an oversight
regime [or the products “*To dio anything less," e =aid,
ol feave retall customers without recourse, for no
federal financial regulator would have any measure af
authority over this markel."”

He also criticized the scope and execution of the re-
port, saying it does ot Hve up be the standards ne-
quested by Congress. “This study neither identifles o

A —»
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ol the retail public; it simply Furveys ::1-:::! entities in-
rerested in offering them to the poblic. Jnﬁj".l'
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HEADLINE: Corzine calls for peabe nf Enron falure

m—

BYLINE: By alexander Bolton

s80DY:

Sen. Jon Corzine (D-N_J) said Monday he will urge the chairman of the Senate Banking
Committee to launch hearings on the collapse of the Enron Corp., and warned that Failure [o
do 5o would amount to a dereliction of the panel's oversight responsibility.

Even though five other congrassional commitbees are Investigating the bankrupt Houston-
based energy-trading giant, the Banking Committee so far has dedined to ake action.

Meanwhile, the Banking Committee’s counterpart in the House, the Finarcial Services
Committee, has already heard testimony from Enron's auditor, Arthur Andersen LLF, and has
asked Enron CED Kenneth Lay to appear before it, The Senate commitbes, which has primary
jurisdiction over the Securities and Exchange Commission (SEC) and accounting practices -
the two areas that are at the center of the controversial case - would have mare justification
than other Senate panels in conducting &n investigation of the largest corporate bankruptoy
in Amerlcan history.

Senate sources suggested that Chairman Faul Sarbanes (C-Md.} is holding back because his
panel's ranking member, Phil Gramm (R-Texas), is married to Wandy Lee Gramm, who Sits
oan Enron's board of directors and is chairwoman of the beard's audit committee.

Also, any investigation of Enron and the SEC oversight of its trading activitles could quickly
turn to focks an the role Sen. Gramm allegedly played to shiekd Enron from government
regulation.

However, Corzine, a farmer co-chalrman and co-CED of Wall Street investment company
Goldman Sachs who is well acquainted with the intricacies of corporate finance, says
Gramm's connections to Enron should not deter the Banking Commitlee from taking action.

*I have complete confidence in the ability of Phil Gramm Lo arrive at his own vigws
independent of his wife's position on the beard,” Corzine, whe is a member of the committee,
told The Hill. .

But he added, "I think it would be 2 conflict if we didn’t [leok into this] because af that

gituation. Mot to perform oversight function on & legitimate ssue strikes me as E-tfttchf& Y __?
laigic.”
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Cockinue - )

While acknowledging that Sarbanes must decide whether Lo hold hearings, Corzine said he
will push for action by the panel.

nur jurisdiction and oversight of the SEC ghves us a real reason to be with regard to
exploring accounting issues that surrcund the role of the auditers,” he said,

“we'd be remiss If we didn't pursue that for the protection of the markets so that investors
have basic infarmation bo make sound investment decisions .. I den't understand how with
the Banking Committee having primary oversig ht of the SEC and owersight of accounting we
could afford not to be invobved.”

Congress curtailed oversight of Enron’s trading practices by the Commodity Futures
Trading Commission (CFTC) and SEC in December ol 2000 when it passed the Commodity
Futures Modernization Act as a legisiative rider to the year-end catch-all spending bill, thanks
in large part to Gramm.

According to a former CFTC official, Gramm helped axempt Enron trading practices from SEC
aversight in the closing days of the 106th Congress, action hardly noticed at the time but
now the subject of growing scrutiny in the wake of Enran's catastrophic collapse.

Micheel Greenberger the one time director of CFTC's Trading and Markets Division, sakd the
legisiation had passed the House but became bogged down in the Senate after numercas
lawmakers volced their objections to what they considered sweeping changes in the ksill.

*Suddenly we discovered that It was going to be added as a ridar bo the omnibus,” said
Greenberger, "It contained what came to be known as the Enren provision. That bill was 200
pages long, [ doubt that it was read through beginning to end befora it was passed.”

Greenberger, whao |5 now a professor at the University of Maryland School of Law, said the
i highly confesing and was written by "private parties who had a special Interest in having
that legslation passed.”

He added, "My understanding is thal Gramm was very instrumental. It had to be cleared by
the committees of jurisdiction, Many parts of the bill dealt with the SEC."

However, Gramm's spokesman Larry Neal asserted in & written statement that his boss "tock
na role, had no say, and did not vote on the energy futures provisions of the Commodity
Futures Modernization Act,”

willlam Rainer, who was head of the CFTC at the time, said that scruting of Gramm ks
unwarranted and allegations of his work on behalf of Enron have been overklown.

Ralner tald The Hill that his discussions with Gramm did not broach the subject of energy and
were "confined and restricted to financial instruments,” The bill codified internal regulations
at the €FTC that exempted Enron from the agency's oversight.

Howevier, one Senabe source sald Gramm was In fact concermed that the SEC waould fill the
regulatory volid left by the CFTC and worked to make sure that the exchange commission did
pot extend its jurisdiction to Include the type of hybrid securities that Enron traded actively.

A5 Enron's trading sctivity grew more complax, it began to delve more and mare iInto such
instruments as credit dervatives, instruments normally handled by banks.

~Come of what Enron was doing could have been in the gray area of being a security and not
being a security,” said Allen W. Williams Ir., an attorney specializing in regulatory practice,

u;p
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{ Contme .

By confining the purview of the CFTC and the SEC, the Commodity Futures Modernization Act
allowed much of Enron’s trading activity to remain unmolested by govemment oversight.
However, whether oversight could have prevented the company’s collapse is unknown.

If the Banking Committee chooses not to examine the role of the SEC and Congress i the
collapse of Enron, the task may fall te semecne like Sen. Byron Dorgan {D-N.D. ), wha is
conducting an investigation on behalf of the Commerce Commilbes,

"Enron was very active politically here on Capitol Hill to try to prevent legislation from
occurring that would have resulted in the oversight by CFTC and others,” Dorgan said in a
televisicn interview last month, “They helped create the cdrcumstance in which they aperated
aff the books with secret partnerships. We intend to get to the botbom of all that and see

where it leads us.”

Alexander Bolton can be reached at glexb@thahil.com.
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Enron Met Six Times With Bush Energy Task Force

By Tosi Hasisurdien

Fafif Rgparier of Tee War. STamer dmmraan

WASHINGTON - Esron  Cofp.  &xeci-
lives mel 5ix Hroes las vear with oflicils
af the Bazh edministration's energy task
[oroe, ibsigh thiy did sal talk about the
energy ompany's finences, Wice Pres
dent Déck Cheney's olfice s2id In a lebier
by Capitol Hill,

me of the meetings inchoded a
Himisare sisshon betwen e vice phesi-
dent and Enron Chiel Exzcubive Kenreth
LAy ihat hed betn previousty disckesed, In
mdummﬂrﬂmmmwm
sEnall group mestiegs wilk (e encl-fores
staff. Two of the meslngs occurred afler
Iie SIRIT rompdated writing i15 rapor. -
chuding one 2% late ag Oct. 18- days before
Enron tsegam 185 rapld side lote bank-
ruptcy Gourt,

“Brone of these meelings mohudad a d§s-
mdhﬂﬂﬂﬁﬂhﬂdﬂnh

¥

Huwmwmwmn
lelter Thursday to Eep, Henry Weaxman of
California. ranking Democrsl on ke
Houses Govermmend Belorm Commilles.

Bli. Addinglon, whi was respondang b
a request from Mr, Waxman for izforma-
tlom rm Enron's cosdacts with members of
the energy task foroe, provided few de-
imils, He suppested all of (e meebings
wire cofslstent with e Energy Policy De-
welopment Group's plan to conduct “meet-
inge with & brosd representation of peopde
rosentially affected by the Group's work,”

Mpmetheleas, fhese ewly disckEed moR-
tacts are Hely fo become grist for further
enngressinnal inguiry as hall a dozen com-
mittees plan oversighl kearings Infa the fail-
wre of the piani enerpy-tradisg company.
Mext monih, the Senate Govermment Af-
falirs Committen expects bo open hearings
o Eenrnn, Comenittes Crairman foseph Lie-
berman (1%, Jorn,) szid at o news coofer-
emre last wetk bt he wanled o exploee,
i olber ikdngs, whether Enren infu-
emoed adminkstration energy policy.

The letler produced & swill Fespons
Troen M. Wakmas, whawrole e wice presi-
dent yesterday asking for more dedall. The
st pesiponse, he said, “raises sdditional
questions aboud the exlent o which Ennon

may have infhenced the adsiniration’s
energy poliches or provided infoemobiom
about s own eperalion.” For example, Mr.
Waxman solod thal the afler Hir.
Cheney met prvately with Mr. Lay, the vice
presilent slated his oppeaition boeleetricly
price caps bn Cafiformia, a pesition that B
ron Bied espowed previously,

Mr. Waxmen said the response did nod
prowlde names of participants ofher than
the wiee predldent, nor did il menlbes the
suhject of the meelings, any requesls jor
pHicy changes and copies of any doos
EHEE OF o-mEll oMEmunbcalions belween
EBeron and he admisisiralion.

White Hmse spokeswoman (laire
Bachian €15 thsk force members o0e-
dozted the I:I'IEHh.g'.t 10 learn a8 muck a3
possible ahout energy issues. The meet:
inpe, ehe said, were hidd By 1ie slall with
“miEny, many groupd acriss 8 brosd range
of inleresis o ingure they bad & thormgh
undersiamling™ of the tople, She said that
the White Flous wis cosnmitied 1o oooper-
sbmg with mnbors of Conpresg roviee-
ing the Enron silustion “provided they are
nol !]IJ.I"E.'LU.I'I.g' q;-enudd lI'lEH,EM [Ho
fishing sxpeditions

Enrea, Mﬂlmkhlnﬂimﬂhrﬁ
wseiricily and nalursl en: filed lof hank-

Jphey-conrt Fl'ﬁ-h! FMowing B crlsis
o eonfidence among Me invesbors, The
proddaons have resulled bspely Dros En-
rom'’s dealings wilh peivate partnerskips,
fun by same af its own executives, The
company saw Ks merkel vElUE plangn e

I whoat E040 midlion rom meme
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Call by dan; & guand outslde the w:mnmh

v n mpmuhﬁ-wnhmund-nt

wr'H:H'j‘_lumﬂllnwuui&mh-m:ﬂrhhh:tF‘l:ﬂE iy

Cheney staff held series

of meetings with Enron

Ving-présldent ek Chomey ]
the atalf of his anengy tnsklorms
mel Enron represeniatives six
{imes ver & savenmonth pericd
|ast year Tl never dpcussed the
EnErgy El&NUE prempicus Dnamn
clai positlen, accerding to @
senioe Wiite Fouss alde.

The mosl recemt mesling
pocarmed om Ocioher 1, just a
wieh before Enros revealed a
f13km reduciion in sharcholder
ey, the evemt precplistiog 1is
pollapes let Eankruplcy. o
kng & a felige from David
Addimgicn, 1 vicepresident s
enansel, 1 Memocra] Henry Wan-
muh, & congresslsnal critie

The Jasaiary 3 better i the s
e thi viceproildert or his
stalf have ackpowlalged any oo
incts ®ith Enron olier than &
hali-Bur meelisg on Aprll 17
befween M Chemey formeerrly
chief ezocutive of Halllarion
amother Houston-based en=riy
gomgamy - and Keantlh Lay,
Emrarn Chilil swecaliv.

The vice-president dsclsged
tha! mecting lasl ssmmer and
the ton disowosil encrgy pollcy,
Incligding ihe Callermia Crisia,

bt Mr Addimgbon sald Ehey diel
i, diseass Eeron's linancs.

Similarly, Mr Addington said
Uk (etober 10 meeting bitsmn
“Pprom represeniative” and &
mmber of (be vice-president’s
alalfT o mesl OOWET Ay frrternEl
Enrom Dnancisl probleme. T2
alde, wheo had besn & s=nior stall
soemibir on Vhe dishandsd foarEy
jaskierce, only dscumns " ETRTEY
potlcy mathers™ wiib Fonroqe, 1kve
latier sald

M Chemey's Intrraction wilh
Fnron bos een the subject of
much scrubiny, including iwo
ciwil lawsuits, Bocawmse Be has
previously refused b dischose
whe el e baskSoree be chalred
when it Tormulased the Tush
afminizirelise’s enendy legmsia-
tlon — eurrestly mfore Congress
Emviremmental proups Bave said
Uy were mok alkoweed to masl BT
Chissey.

"o peovislbed Wi Eneon e
pwcrnded (he acoiss providel by
the Wiaile Holsse o odher pasties
interesiad b coerpy policy” M
Wasman Wwrols yosierday kn
puspomse o Lha wice-prealdeni
Ermet &nd b5 ernployee donstod
11550 tx Lhe Bush campalgn
during the @06 elaction, pecoetd:

imig i e Centre for Haipans] ve
Pulitkcs. & waichdoy EROLR.

Thie Geisral Accourting Ciflos,
Congress's Laliueniial auditing
HRERcy, W also conlemplatme &
Jawsuil ngaimst (Be vice presblicnt
le oormpel him e reveal the sk
[orre's lmmer workimgs A CUALE
gpokisman would nol comment
oak Nir Addingion's lelter bo Mr
Waxman, o seninr mrember of U
Homose eairgy A8d COmMmEncE
commbltee, which I8 inwestiga
tlmgg Ui compaey’s eollaped.

Mr Addisgaon said il ofhar
tham 1+ Cheney-Lay mesiing,
theee of (he contasta ooourred
during Ehe iosklesce's roullne
duiles, and ohe of Lhoes mame
Auring o mes=ling o sewurd util-
Ly offidals tat included an
Ennm representillye The ather
g menings ooourred after the
presldent bwoed B8 enengr pal-
| reghirt AL SiumEaT.

He asil the Enpon seeslans
wilh Laskfomos lafl wers pari of
a weries ol Eeetings with “a
hroad representation of prople
pofentially alfecicd by ke

grinip's wark”.
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Enron and Cheney Aides Met 4 Times

By JEFF GERTH

WASHINGTOM, Jan 8§ — Ol
cials of the Enron Corporptim met
four linkes last vesr with the staff
of Wice Pressdent Dick Cheney's
enerEy Lask force th discoss ened-
£y policy maters, bul iy never
talked nhout (e compasy’s fi-
nameed, according o David 8 Ade
dington, Mr. Cheney's counsel.

M. Addingien disclossd (ke pri
vale contacis with Enron, the
Hoisstom-based  energy  services
m-pm,m:hfmmtwut.m
wios responding io a request by

taets batween Enron and Uhe While
Bouse energy task foree and sther
Whide House officials”

gk force swaed (b5 repart i My
anid well betore Enros began 10
digclose s mocounting problems.
The lam meeting, on Oct. 10, enme
a wock belore Fnron made the
first 13 & series ol discoiures
aboist acodanting ervors, Depre-
genting a 1.2 biZlion redociion in
sharehnider walws. Last #nonth,
Emron sought protection under fed:
#ral bankroptoy law,

In oddities to the four stafl
meatings, BMr. Addington said that
M. Chepey mel for 3 @inutes 0
April 17 1o discuss energy policy
with Enom exesigives, inclisding
Kenngth L. Lay, the compamy's
chairinan and ekl excoative, The
mesting with 1he wice president

previously Tesn disclezed by
Enran oflkials and Mr. Chenoy,

In am inberew ladl yeor, M,
Cheney said his task foroe wrkl
imake decislons Brsed on what we
thick makes sound public podicy,"
pod what ' Enron (hinks."

Genersl  Acoounting  Oiflce, the
Congressicoal asdiling arm, which
heas been seeking Afcess W EpRTEY
sask Porce peenrds at (e request of
Mr. Waxman and Bepresittative
Johe [, Diegell, the Michigas
Democral.

The task force's Tinal recom-
mendations on eleasicity deregu-
Tatinn resernbbed maach of what En-
ron ciflclals ke advocated in chelr
mecting waik Mr, Cheney. They
wore also in nocord with poliches
mdvecated by Mr. Bush during the
T campRign.

A5 presidens, Mr. Bush has
somElimss  taken paslilons  Goe-
frary Lo thede ol Enrmn Fog exom-
file, he hacked away fredn curbs of
carbon dicacide emilasions, an hiex
= by Enrom, which was
icokcing to trade amission eredils
&5 part of i esergy busloess.

Early in b administration, Nr.
Lay played an usssual role is ad
vising W White Foose on candl
dates lor seats an the Federsl Ene
ergy Begulatory Commssion, e
agency ihal uversees many of the
markets Enron ofce dominated.
But last gpring the emwrgy cum-
miggion Emited prices @ Califor-
nla’s chisntic whalesale electricily
market, o move Ennos and olhes
peschar GRergy compans=i op-

- (]
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integrity of the accaunting profession.

n launching the probe, Levin blasted what he said "appears to be a massve shell game with
nultiple layers of conflict of interest.” The e qularities seemingly include massive inswder
trading of Enron stock, which has Eallen in value frarm $90 a share last January o less thian
$1 today. Among the losers are thousands of rank-arsd-file Enron employees from whom the
warning bells never seunded. As a result they 58w thelr retirement nest e0qs plummet in
walie. Many of thern are now ot ol work,

Given Levin's preliminary charges, a key witness at the hearings could be Army Secretany’
Thomas White, A5 a former top Enran executive, While fortuitoushy sold millions of dollars n
the company's stock before assuming his curnent post.

Top White House political adviser Karl Reve also held about $250,000 in Enron stock, which
he disposed of when conflict-of-interest allegatons arase garly in the Bush presidency. Bush

013000000004185



ﬂheney, Aides

[P
ol o9z

Met With Enron
6 Times in 2001
Counsel: Energy Policy Was Topic

By Mgz ALLEW

L S e
B iyt Poat Sei M B AL

The White Huoose lold Comgtreaz im0 leiter refeased yesto
alay thst Vics President Cheney o his aides inel six tigs with
Enroe Carp, reprose ntatives lasel yrmar, 12 ng & sesmun iwa
msonlts Bl ke ey irmling onpasy made the lamge)
varpogats bankeuploy Aling in Americin history

Thie meeetings condiond afber Prossdent Hush released e
enenry policy that Cheney's stall hiad develogesd, according Lo
the beticr. Bive of the mociings wire with Cheney aides, ard
o s with the vice ;_|||'\1||||'I|| (e od talll el ma s
curred vix days before Enron announced actsas that redured
ita sharchnolder equity by £12 Ballion

Cheney el for hall @0 hoar on Agwil 17 with Keeneth L.
| ay. [ rro sl e, soenelimg Bia Jan, 3 Iener }"_r' Dhaviel 5.
Addingon, il vie [IITE!-\'.d:"I:.Ilsn--'-'II'-'\-:"E The letier was wrl
fien i resprmse o a D, 4 reques] by B Henry AL Wasnian
{134 ali. ), ramking minoeiy member of the Hoose Commitbee
o Cenvernment, Belegm, wh releised the cormesgaonidencs

Addirarion wiole that Cheney aml Lay *disnseed ependy
podiry matters, incheling the energy orisis in Caelihamia, and
il not discess nlvrmation coneerning the fnancial pegition
o t s Enres Corpasra tion.™

Cheney s odiboe has resisted imquiries inbe (s uperEisons o
huis eerzy podlicy sk, forer by e Gioneral Accounting Uilice,
the iovestigative arm of Coagress, anid by Seoate Penwectals
whi ap: hoping to measare Ensen's influesmes on policy.

The Housdorbased company has konglime persanal aml &
maccizal e Bush Wanman said the Iebtes “shows fhal the
FTes = lq_'\,u.'_p:lnj i Emron tar eceetdisd (he 20 oo provided iy
ke While House to olher parties interestid inemengy policy.”

Bush released his energy plan vn May 17, &nd Esran filed
for bamkruptey protectiog on Dec. ! Adilingion’s lelter said
Cheney's Hatioeal Eneryy Prlicy Developmiont (rfoupe elsted
froen Jan. 24 through Sepl. Ji0, H0]

fuddizgions =il the proup's stalf mel with Engon represen
tatives on Febe 28 apd Weifoh T, e "I.|Il'i| 9, Lhie s1alf mrd with
ahaut bw doprn representatives al varieus wliites, Bcluding
uni frin Enpca, Che ney asdes mad with ifctals o 2 (rernan
waahhenddiarw ol Enran oo Sl T il stk Enrca reprose nkalines
pa O B0, Envon annoenced hug's Indses o U, 1B

“Enpon did mot eommunscale inlormatia about s G-
panckal posdion in any of the mestigs with the Yice Pross
dept or with e Dhatigral Energy Eolicy  Devchepoigent
[rians supgert slaff,” AdidEuion wrole

He motel that Chesrey ol Lay semved em a paoel al the
American Enlerprise lestiete Weakd Foram on June 24. %L
guncl was widely attepded and adkdresaed enenly matiers :
b cmineel wrnle, “There was no discoizen of imhamaticn
e erning the Rl posdizon gl Enron Corporaizon.”

A& White Houa alictal said e meclings refleciod the
“nprn anl inclusive” approach ol Cheners cengy Lisk e

Bz eobd popostors on Dhec. 281kl he s deweply canicemed

1 =
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BODY:
Colin Sullivan, Gresnwire stalf writer

A building Senate inguiry into fallen energy trader Enron
Corp. will likely culminate in directed electricity
ractrurturing nalimy hearinas this winteér oF spring o Assess
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(:ipEmunﬂuﬁmhusnmbﬂmnrmnmnnmﬂrnnum
almost §1 biflion in stock sales in 2000 and 2001, [and] 500
high-leve! executives walked out with over $55 million days
before Ennon declared pankruptcy,” Levin said last week.
WmﬂHMﬂa-nmhmmuemdumdmm:mmLdthmﬁnuﬂmhum"

The apnouncement came amid prees reparts linking Lay and
former Presidant Jeffrey Skiling to partnersnips that may have
disguised the ompany's fuzmy aCcounting methads. A Jan. 2 Wall
Shrest Journal ariicle reported that Lay and Chillizg, desplis
parisr denials, may havs bepn well aware of fake pea b ShIpS
lgadmg up o Erron's collanse and unprecedented hankruptey
conart filing on Dec. 2 (se2 tha 173 Greenwire

Lewin cited the article indirecthy, O2mc fhing the

partnerships as "2 phassive shell game with multipie f2yers of
renflict of intorest.” Dabt may nawa batn iransferred 1o Tpaper
partnerships” in which Enron alficials had parsonad tinzncial
interests, he said. :

A= far political connacliens, Licherman told reporters hi=
Fammitioe would ook o the chose ties bebwaen Loy ard Uhe
push admimstration, bul cautioned 3GHAET chargcterizing
hearings ba comae as nATTIsH

"This is a search for the touth, fot a witch hunt,” he
hul s

also snder the microscspe IS whether the Federal Erergy

Faguiatary Comymission, Securtles and Exchange Commission,
commedity FuturFes Trading Commission and Labar Department lived
up 1o their oversight duties in the maonths prior 1o Enron’s

WO

Beyomd this, phe policy implizatons of the Ernram feeetall

have baen fuzey, st best. On the House side, Democrats raised
ried fags during December hearings and enccassiully foreed
Reputlican jeaders W punt consideration of elecoricity

leqistation ™ early in Eha § acond sewsion -- but Engrgy 2l
Commerce Commitles Chalrman Billy Tauzin (B ta.) has
nemertheless pledged to procesd with Rep. Jue Barmon's (R-Texas)
ectrcity bill whan Congress MEsUmEs (580 the L4517
Ewsironiment and Energy Fraily ],

Tauzin may held ivestgative hearings of his oW, bringing

ihe Hill commiltes courl with an gye on Enfon Lo five. 1

arkdithon to Tauzin and Lieberman's comnmiiess, Hause Fisancial
Comvices, House Etducaton ard Workforce and Senale Commersa haye
iz ar plan o hold ove reight kearings on Enron.

LOAD-DATE: Jaruary B, 200 .

Faga Ih Wi npaciay, Jameany 9, 2062
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There's sasujh blame to go scound for the eollimpes of the eSa8rgy
giang; frem sxecutives to sudlesrs Lo finarclal ssalyats to
Congrans .

Lawsuite, class sotioss and congeeuaional and feduzal proben now
are under wey Eo bry te sscercaln hew much of Boran carpe onllapes
wag dus bE COCEWpEioa and how mush was the rasult of bad invesrmsnt

dmcimicns smd the recession. &e far aw choss wh loat on the snscgy
trader are concerned, the mals gquestion ia: Whe kmew what and whes
aBoiust the fipancial shonssigans ussd bo obecuse Emron's §49
pillicn-plus dabt.

Theee ware P rw;'n:un steund whan Enron Chisf Exsgutiva Offlcar
[CRG) Jeffrey Skillimg bragged last wusscr That the Fouston-bassd
prnTgy Loandher whuld CPerrone Ll Elameet cer=nrabion En rhe wield . ®
Evaryyoare oyad spe=n beek Chese Eveinecs sRalyaTte, naORE AN

ware Jewdlng Ehm coapery far ire radidal mew sapE oFf
paliginiemn, 020, Fepdb 1ans Penoorats allke
Euse was 1&nk & corsersce Jat fov bhe eleacich
[oundus, Evnneth Ly
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duariing che previous racard, TEzACO'S g% % bBillicn mawkrOptcy ThEES
piled im LPRT, ThE enraweling sams quickily amid Alsclosures of
infiaced ERToa gaznlpgs - ©o Lim [une o B600 millicn awar Live
yaars - and magslve hidien debe. Wad gkillieg invizies nesenid whim
he boastsd in Che sosmar of Enren’s goldsn futurs ar advancisd
cynically The stfarc bo diagules what Gary Windes of poleen Assel
sanagpeeant bl Aishbed 8 "COrpSTaTE plagk hole®T spnell L foreasis
aEcountants R0 get in there and sort Chisgs aul ypou just don'E oo
what Enrom's worth,® sald Hindes. Evan 1T e compRITy im auctboned
off followlng ive Dec. 3 filkng for chapeer 11 paEkTUpLoy. GRS
ramificarions - eeune=ic, pelivical and legal= will ke lorg--

lastirg. AEbput ©he omly sllves Limind jrom Earcal® coash 18 Fhe
elming. Analyits may phat 1f it bad oome sarlisr or lates, when the
peognawy was NSk #lendad with liguidicy By the Federal BRSEIVE. the
firm's collapEd ceald Eays possd & sepious thrsaf to the financial
TR

Giron 1neiders baligwa the LLEm"# thundcroan fall was dua Bath T2
carrept ion snd cowsercial stupidicy R sgenlor EnEon sxackkive talls
(RATOMT: *Ekilling was ouf of eancpol: wa didn't koo malf that was
gaieg on. My impressien im That his gowss up WiA &n =ffore ko BOY

£ lms,. He was the Hicawbsr of Lhe Wew Eeonamy . " cerraln that
pemethling woald EWER UR-.

But, am Enran smployess pelng gut, he waE ot & poor Higawhes .
purieg the ymar §eil iing, & DoT=er Hekinaey & O0, conaalrast ke wad
cecrulted by Lay Eo hecoms the e s-and-bolte mAm AT BRTGS. quistly
wap unloading soock, making 17 trades To gell 86T milliom worth of
gnrom #heaced.

While Skillimg waw walkglng Eor powething to besn WP for Enrom,
whare was Arthar Aadersen LLF, fEToR'S audieart It failed Lo amk

probing ganatioms gbout the Dyiantios aff -tha-balancs-sheat
partnarabipe wikh inpsmuous-scondineg names woch a8 CepERY. Harlim
wnd Ehizswing that Skillisd pnd his sideklck, fooess chisf financial
afficer Andresw Fasbos, pwed b disguise the parlous srate of ths

my. FamEow personally mads $30 milllon o Eha pln-lr-hlm - &
gomflict of inceseRb. say ERTOR pmployesd. .

And WhErs, Coo, wei rha company’® | P EpandenT gudiEing commithes
Ehak appesrs to Bave been aisep st the switch? Herveud federal
egelators ey Ehers e plenty of Blams CS e wpresd. They

rhat. the U8, fimapcisl and policical istablighsents have sach to
amewek for, alrher &@ dirsct players o nagligest cbEervarE-

Eent [ ool weloes were — L LT Foreums oaqezins
apticls T pakg Lhiml el piadly padblive apmiEn [ER= b Lid oLl
woipm drmiors ABMT Sl it rsacs © [ s 31 {E3 BEENRLAL A
. e om BEET ; e ima-rn-maroms | asecenting, WO
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&1E looked topy s EnFea‘s pevenus seaced from $14 billiom in 1991
o fU20 billiom én 3081, and its sversge amnual prafit growsh for
the decade wan a EEartling I percest. That artreeted am "A" from
Hall Brreet rating sgencies sich &3 Standard & Poor'a asd Moody's
Investor Secwice. Uut behind the seeses the books waes Baing cosked
and the earnings figures inflaced as coapetlibors stazted Es Bics
into Bwgen's profit marging and ineersational invesrmencs failed o
prcfarm wall

The firec public sigss to bresk chrough Enronts secretive corparate
eulEure ceme in August when Lay nonchalamtly diswdsssd guestlons
aboue & 51.3 billion eeduction in sharshelder sguity relsted, he
paid, Lo accoumting errors iavelving an Bmren parensrehip Tun by
Fambos. Furkbermors, he denied all kmowledge of tha Haron
partnershlips involving Fastow amd Skilling. Belatedly that has

d Ragy i ien - 4f he dido‘t know, he, vos, was Cailing im
respanaibllicy. and for mamy him glalm is wnbelievabie.

“Fiese, toundsre of conpanles dom't remd Eo ignore what's going an
with cheir babias and. secosd, he keows all absut sccoumting

practices, ® says & Wall Sceeet banker who Epoke on conditlon of
dnonymity. Tm Face, ehs S9-yesr-old Esron chalrsss stuodisd mcanonios
At Lhe Ualversity of misssurl, sarmed & dectorace im Che subject
wnd, &8 & maval offloer secvieg in the Pencagon worked to develop
more sfficlent accouncing aysEsss. Lay alsc secved am an alde Es &
faderal ~povecrmant regularver foc tha natural-gas induscrey.

4D sources tell IMSIGHT char they alwo find in unlikely thac Lay
didn"t know Enros wan slippisg rapidly into trouble; slomg with
Skilling. Loy steadily despsd personal Enpon srock throughoue che
yeae, melling im 457 eradew §74 million worth of sbhares.

Lay and Eellling werw not alene in duwping shares. Othear manior
exgcut iven aleo badled out, including Ltou Pai, dicector of Emron's
snexgy-services operation, who sold shares Eormling $353.7 willion:
Reheoos Mack-Jasbasohe, hesd of Enrom's Indian powsr plast and ite
water company, who swaiked sway wikth $79.5 millisn; Nan Harciuon,
head of Emrom's Portland Jenersl Elsceriz Fikdldiary, who took home
#7% wmillien; and Ksmnsth Blce, hesd of Eorcn Brosdbaed Bervicss. wiss
=ald shares worth §71.8 millien. Spasking 68 Ehe Don Esws Ehow, Ben.
vehn WeCale (R-Aris. | ®aid St's going ve be Aifficulc te "axplain

how exscutives of the company wers usloading scock right snd left
while the smplovess wezw nob able ve da mo.®
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Weine mees che Fall of Enron &6 Y8E anobther esassle of & [inamcial
wabohileg éystem chat is mor wopking. se blaoes Comyress for the
Froblem, acguisg that {t undermimed & leqgal detergest im the 1590m by
maklieg it harder for plainciffs to sus those wha "aid amd abets
tiespcial fraud. Hiw bugbear is the Private Sscurl

eied Litigatios Refarm dcr, passsd by Congress in 1995 after
atrenuoud lobbyieg by Cho Dig.Fivo audicing firmn,

"They tesmed up with ehe Bigh-tech indusbries. That was & powsrisl
alliance and well-funded with bocmimg stecks im @ henming econcmy .
They wers able to pull off one of Ehe mopt scandalous Erauds om
Congrens by selling Ehe argueese thace was & licigation explosion,®
BayE Weism.

He adda: "We cams im wikk charce shewing that che nusbers of casss
hadn't risen that mwch at a time rhat capital forsation had increased
by a mulbiple of theesands. The mosber of public companles wam hugely
Areatar. The spportusifies ko cowmic fraud had increased asd, if

inything, it was surprising that so few cases ware brought, s ke
apiisen .

The changer in the law were declesnral. Welas comtends, by making ik
harder for plainbifls to sue and by nuglacting 4 provision enshliog
auditars and inwestment banks to be susd Far sidirg &nd abstting
Praud. *Two ypears lacer chey added fuel te the £ire by pamming a law
that tock away the ability Co f£ile wuoh secusitiom- Eraud camsma im
SEATE Esuareg, *

Welda argues Ehat the Sscuritiss ang Enchange Commipsion [SEC] mover
will Be irn & poeledes ea know enackly whar is

goleg on ineide large companies and that the chraat of massive
lawauice would szgicc in karping suditors and securicies firme om Eha
straight and nacrow.

Ceiticn of Walas maintaln that class-- actlon lawewies cas Eave &
dissstrous effect on the finanoial macksts, paralywisg companias and
datarring risk. They alsc fear vexatlous lawewics that companisse in
the end declde te sstcle becauss it is mach cheapsr £o glve in then to

Fight .

bale Comtorle, who hag wcitten papsre for the fres-markek Cato
Imsrieate, srguss sgaimst & poat-Enzon increase 1B eegulaticn amd
litigation, saying the SBC has contributed to Ehe prebles with andice
by inaiscing on & cne-pipe Cite-all suls for audicing. "WEst I find
s - 1 N [ r 1 e

I [ lvriz 1oaudit.® B oanyas. =vEs alrher
wmEk o 1 [ ] ST an BnAln witE reder Lt
* i rhat i a0 Ll wia reml ol hirg Flvis alkfibr Far
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*tay plays the rols of the clazsic 'Mz. Dutaide.' jerring around ths
woeld opeaing doors for the company asd sthmooeing hile mostly
Republican contacts in Washingesn,* safd Percuse magasime in 1894, Bur
Lay courted Democtats, Loo. He ssrved on an sdvisory commieslon faoz
AEn Richards, Gecrge W, Gush's predecesser a8 governor of Texas. &
place wes found on the Baron boaed Fer foemee Comeod LTy Fubuces
Trading Commission chalrman Wendy Grasm, wlfe of Sen. Phil Grama
(R Tedanl .

Lay ownsd ons of the First Basch howsed Is ehe fancy Calveakan,
Tepsn, resort community of Kahala Beach Estabes. cslled tha “laspions
of the Ouif Comst.® At & typleal party in the nelghborhoad, "ehe
Brumch mnu leclod

= Elncdy Hamer Tresdished wWlel 5e1 1784 fusbe enhTinn, mshraen

irietatar with pepptred hadhn. SesGuETe SEiTled palss znon ows GOk
mia=k hesns, and. fos wio, apedd gapposcine and chooslate- coverssd
e Danasia®.®  pa i 2o ks pesulirc Faska pMeoicbRly

Lty JAYe faFEaThutly T Eiz alwa #qaser, i 2790 mbEraany oo B
1.7 milliion shaic im codasons ca . ‘Endoding & chalc Lo opennomice
lsamk way T BrTinl pabaay for all =t
pir, * LEY E6ld M= igysonear §a primeagiley =

jolve problerr ard be e g1l of

Evwing EOW ba Chi
L in che purmalt ol a litmeal =pkbwm wnl

il te:aim, 3
pn=3 editcat izan, ®

Eiigmr # Tellepey Takaxs O=nploydde WILR AT

N f%a, PORHDTE

Bréwrd s Hiia Boes ia the <iL and gas haslmess for 30 yrars. She
juut walawid Audy Crom o 28 prar csvers yvith Bnros wleh nukbisg B
i [ = F i daradeg of work folr She arficyy sradsr. atarte
SiEA R pebepe Hatwial Gaa Compony and war Thate when LE wan msaryea
wirh Fosishon BEakarsl das & F#n mraIn 9= at owcasswr fniom. JTOE
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AFEP takes over Enron

offices in Scandinavia

1!| I.um—- Jl:nu

A i I’I-l-.I:‘i(‘ I:‘u'-'.'l-r
thee 135 ubalib e greidp veml -
dey curemded il Esicapisn
#oreiey lisdmg apsrallos:
it st Modic reglon by
mwiingn g rong sl ol Enreon's
alfbws in Dwle gl Snes
hulm.

AL w&ich k== mgnth
Bovizgib Pinromy s 10t o adionsl
il Lhiclng symuulncis 52
deaf wortn 1 oen EXm, sl
It Bt himsd 36 of Eonpan's
Iemer iTeckers o8 well B
middle  oml DRk ociEs
e uigmenl. The ook digs
et ioclude Enron's S
trading beok Dl the come
peny =1id it ikl enimder

Furega YUl s vt [hdin
wie &l oA S Al
Lz, The erwup han
iepdlmd Yyminel on Cewinoaiity
und Llie U moavkrl e
laal wear il gl enoof the
vsiaEre s kergesd poerr el
tioms: i 25-m 133 m) lram
Ealinr, Miagen Saeney ol
the Tl

A gl s braslion eneryy
im Morgay, heeisg, sn
i, Flulooid ool Geeusans,
e Norlie operaans il
it o crade weather
erivnciesa, a5 they did
usder Ennys re s

The wahee of Lhe eal =ns
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i 18 aegected b Thish Teas
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ar of e mad ol
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Group says ‘mu

Enfiine  conl
whiph nelud=d g lurmie
Yooldes nondouife®  deal  metels
offmed 1o 32 [xazer Fanoae

wetivatioes,
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Viam Thie Badnikee §8 will mo
Jodiede ke inleripalican!

s fehoi g sl
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niEs

[tiple bids

received’ for trading arm

By Areirae |80 e Juie Earie
in Hl.rl- 'I'-h‘l.
bares, &+ Basloronr cneTEy
mrauiey, <ail yesbadoy il bed
ferbred “paiple by b
s trading e mEHOTLS,

Two Banks - Ciligtoup
wud TRS - have wanoded
s, arcooding in pespls
chisa U process. Seither
compaty et rasmpakod.
aud Farom pefosed o nemme
b Widdere, The Braks e
andersiend, howerur, o
have Tk [or o mdaldeldy
smloe in Mes bnegey Trdd-
ing Compeoy (Modes). Lbe
new jaine yeddare ToT e
Ao g Shrimass

HE, 1e il eqmpany, ssd
yesterday 3¢ had offersd
R Mo a smsall past ol
Errom’s tradling basimoes,
hat il Loarion-based grop

hes ot B T & iscagRrily i
the vors coperulins,

The maim hidders are
nelikely 0 kpwr odlered
insgr upfrosl exsh poye
miEls. Bneiend, Baram's Aim
ig b find B cvsdidworiay
hpeksr il Wil allew 1o
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Tatil Eiron eolapsed inba
hankri i last month, 18
tracting oprrations were B
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HEOLER'E THYE NS,
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cornledeme n Emron's Liod-
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BF aol fis B25m Bl wax
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BP Makes Bid for Part, Not All of Enron Unat

Ay o Wari. STaseer InmAL Snaf] Reparer

LOSD0N —BF FLO said it ssbanilled a4
135 mimion bid for the compiter settimen
support systems of Enrom COrp."s SRergy-
Irading subskliary, but isn’t currently bid-
dizg for coptrd of the whole anit.

BP a phobs] petrobsam concemm based
kn Londos, wog one ol severad oompanies
that mel & Monday desdline for hlés in
advancr of fnmorrow’s scheduled bank-
Tupicy court “amctien”™ fr Epron's trad-
|Dg divizion. Emrun's Bdvisers are ours
rendly sortiog through ihe soaled bids,
which akso Include offers irom New York-
bascd Clitgroup Inc. and Swilzerland's
UBS AG, prople Temiliar with the matter

say, Harun hopes e play the bids off
apuingl oee another iofOrmoe  befare
making 4 final decision.

Frron has expressed interesl in Hiding
0 joing-vesdure partoer o Lake a
siake in the enlire rading arm, called En-
oy Opding, =0 that focan resume ading
with Backing from a credil-worthy par.
mer. BPs hid. |t appewrs, wouldn't fulfild
that ohjeciine.

The Wall Strest Jourmal, citing people
familiar wilk the ematter, moorrectly e
poried yesterday 1hat one of the offers
ikt Enron hal received for A majerily
interesl im the enerpy-iceding Dusiness
wus from BE.

The Enroa compuler suppor] sysiems
et HI* bas bid on are weed kor the sefthe-
el amd sdministration of palicelgs
and electricity contrecls. BF 13 8 major
markster of pagural gus in the 115 “We
are blerested i the iechmolozy,” said BF
sokesman Foddy Kenmedy, =10 would jm-
prowr our marketing capacily”

Mr, Kemnedy addied fhat W the suction
s grheduled for inmoreoe dids®L yield
a deal, “we'd b BALEF b0 endor InD S1s00s
shoms o nther wspecls of Enna™s business.”
He dedlinsd o specily which ones.

(2]

Wednesday, January 9, 2002

Page 75
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THE NEW YORK TIMES, WEDNESDA ¥, JANUARY §, 1002

i Big Banks Seeking Enron s

Energy-Trading Business

thak ullee companies, wilities or ot

By JONATHAN DL GLATER
—':I "—-' — A{.I'l'.fﬂd Hﬂ'fﬂﬂ ﬁ‘ﬂm er entities o probect ibemeslves =
fram Moctealitns b the prices af.

GewepEl Mnancial instilations arnl enETEy products, Some \raders
compankes, incleding Citibank, UBS mhﬁ'ﬂs w'ﬁﬂ knaw l'nl.:flrﬁ."-'-'ichﬂw weather in different -

and BP, hawe irdicared a suzious aris of ik country bo amiicipald .
inbesresk I brying the energyrading hnw ﬂﬂvd lﬂhE‘H thE“ E:h':r?u.' peeds, for i_-;nmt'.lll.l!. o
here the experiesde hecoibe
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Tuesday, Jangary 08, 2002 -- OLJ I'.'I':I.' Renews Contrackt With Dow Jones Indexes

T

—mre

—

Chicaga, Jan. 8 [(OsterDowlones] - The Chicago Board of Trade hao renswed
11:.- contractk with Dow Jones Indexes, lllnuing the CRT to cmtim trading
te
equity producte until the end of 2007, the CBT sald on Tuesday.

The CBT declined to detail terme of the licensing agreement, which Lt
intednily twked {n Fune of 1987 and was set ko expire oo Eq:h 0, 2002.

Howeyer, nceoodirg oo docenests £iled by the ©BY with the 5. Smcurities
and Fachangs ! il B ii:l"l. & = GLELddL [arcal T giilred vk TRT o i.-‘;-.- Pratd Firieas
arnpal Fovaltied baced on crading welaneo, with a minimum annual paysert of
52
=illiou

Fotantlel Py affasbbing viw ooit ol Llee bew sgcesmnl, which Cakead sfleng
in

fetdder, s d new, 3104 monk '.'Ig,r fus that the sxchange thia month began
SoCeRAlng oGk ekl Enecgy Mackeb, ar IDEM. members. Thee fae - whlzh
caprEssatd ae mech as 5L.% med lion in annusl rorenun wasn bEouted a9 3 maans
of nelping fund ita oopaity .'r:_'-rr'g_r.,:-:

el

4
Beuaply €54 TDEM peat holderes are beipn billed the mew monthly fes,. which
could be vicwed as Soelipiog fusd the 1isensing cgreenenl with Dow Jdones,
opiven
an IDEM memhildhap ondly Allosa ter b Erading of irdes producta, 2ll of
which
aze Dine. .

Bodd repeqotisving Lty Aaccord with LDow Jomes andg imploncoting 08 rawonos-
aemeraling fee on LOEX members, the OFD in Doop@Eie: ..In. ailrruneas? @ plan Ta
Al 2 weoord Dow Joszns fubtures mindocontract o trade edeiugivaly o phe
all )
clesrrcnle aJofe plat€orm

While The BT bas eofoyed a sigalficant Booart in volume [os (2p Dow
Dol racts Ehisy mzaill i"i."pl."-""_.i."'ll' A amasl pueds of the sxchang=®a :_-«-----;1'|
bugin=ss . Prone Jamuary barough I:-'.'l..ﬂ]h-" 201, total wolume for Duw Jones
PEAUETA CcAmc B0 nesrly 4.8 @nill F rompared To ororn.l axchenoe woooms ol
240, % million foar bthe mame bime niot

Earte Olhson, ontesToswdomen, (278 90r-1€73
kg i hupnnaas Erprdowd ono s onm

Fare 2B Wadnasday, ._.lunll'..'],- 5, 20012

01300000000431



Lf&f0 rv. 13:8%,00
e aly Hews SaEvice

Cl meursars Limiced Fuel.

Tuesday, Jenuacy 8, 2003

URA: Onechicags taps CROELllrsct faE (1] "“'E placform.

culcadn, Jam 8 [Reuiere)
erivarivel peFhataen 1
selertmd B moresin- ekt

mensem CHIRALURCT
ihg Y mRgl WoCcant T1e ®adt
s rhicags nascd o Toode
ook Facwesd, bak B2

T Bay 2030
szzhisgs acs ol
mrudimy of sisgle-=s
TimeE,

OrChicwgs Wil cald 4 akpocers b begin

wik= gomo 53 L LEiEea .

pipesaicage ploked] GRDEduipect. wRu ol
CEoM, Paranus wf e e rEpAcaty
na o

izpikpre can bE onbasal chraoh Bk b s

traeling phatlfolm L
b g Lhorse saslvangea.

Eiertr
Fe s

PR rack s il arcyide @ el s
sipgle-ni0nE [AEEEL, mmtamke LR wak
wysber and 1 ekl &0l E 0 o CLETmS
sl eeam poe choef smwsai o ol oC

awy

=

O 8.
girggle- acadk Iwtures
“aoslasy wiTh

Foeash Tan YELTY S Tifred Lne 1005
b wbide IF 5.
Fazalogm wiveli

rE =y Lhe R
G113 8971 1a
33 a0 BT

s dElrout, bulle dned
= L] frem §OE.M

TEyLdLlal TEading

am

acr]e
rarslad

rrad

Ll Limg

e L TH
e kamlila

oEd brest
muunesLlans o St pecl Thrrugh §Rdoas pus nEr twm
cHE e futuren needucis

wirh rha nas
frgaspied £ Wark wWlin & jmrd Mazkol Wak
Sgpigrr nesmidn,® Williom Galesr,

+F Camithianss,

L abiitidt

[ony-am EXONARS

apd Lawnched Lnp cctuoker
§.15 aom. E9T (T4 DT
[ ]

. Anechicago LLC, & jeint vembuce of Chicwgo's thiss
o Lenls @lmgle-amsel fetures, wafd on Tieadsy IL hae

ila shrgla crosdinn plasfarm
s, tha (Rizsge Board OpTione

Lugoesher 7o deyvelos plecproiis

Jigp pIAVLESEm WaL narmmd 20 Bt

ir ERe gipusecks This SPELnE

mptiono Trading spween for LTE
and sxaoubc GFdRTE The CEUE

wlegrgonbs plaspocm A
“pit'm T ew, =ME

pEabclant arcra Lol

Jid in Tha prowd yoleads

o Bl Lretbng o8

a B eedrpeTe on mE EUTR

2O%E, Gwarent
[ Flakh
suTh o bk En0E.

¥ia

acoprd by Lo the joins

pyading

L

1y

Wi edinaeday. January '3.'-’.1'"5'.&

F":a:.}uTEn'."QI

01300000000432



1003 Reuters . Hewi Sepw. J0:30:00
Ci ] " ivice

2] Reutsrs Limibed TOGZ.

Tussday, Jamuary B, 2002

USA: CORRECTED - KCRT wore amscds o, 3 wheat far deliverabls wbocks .

In EAMGAS CITY wtory beadlimsd "ECBT wsbtes po dieg He. 3

whest for deliverable stocks.® please resd im Ciret paragraph
..r "Esnaas City Board of Trade menbets om Tuesday voted ta
mike adjustments in che compasieies standacds of lowsy-quality
rembmr thiee grade hard red winear wheat...* lnstesd of ...

sRansas City Board of Trade sesbers on Tuaadsy veted o Demovs

lowpr-gualiey Busher thres grade hazd red winter whest from
approved standarde....® ... correseing to wake clear ECHT wabte
amapded. Tather than deepped, ®o. 3 wheat for delivecies.

A eorrected versiom follows.

EANEAS CITY, Jan. § (Reutecs} - Esnsas Cicy Board of Trade members on Tussday
vored to makes sdjustzants ie Lhe composlticn stasdacds of Lower-quality auskers
thieq gyode Facd red wisker whest Lor miximg bo nast de’ Zvary regul renpcte

sy lial BAT whast soobrackr

Tha mzoi = ®itd Lii » octacemeank bhak, aFfecPise aifl |
taznz cener . any munbey threa hers ool wifitey &l
dglivesed anainst ECET fu-veosx woll he Timwirs io wnn

perponT whesk af olhwr =besava, veaduced fton 10 pescont

Elas, +he discodnt ToF delicory of miaber S2apee whesr @l]]l e increined fo =
maacs per bushed Srisg & oopnre, tnw sxshiegr aald But —Fr fllsccuni iz
dAnl:veciwn T rovhe Eayre whenr Eo Ede ECOSTH RUEL Bl manan KanrsEn , .I|:|.i.--\_-|.I
sudnt will b oning centn per Susbel, oweparsd Lo 13 nente pravascely, I
alied.

. -
FUET shadrmad G TepdElnes ra%0 pEgters vhat che 341<pa=14 Wobe backesd Khe

wrapk el Lhs sdchandd s canliasr onenboiy ik had memalkl To Ty YR BOTE
Balacns Bebwrea the makess and tabers of daliverios. -

Thit piue wlobdards pee perdfng approwa ]l Lows bhe Teezelitys Fotores Tradlang

it gEg o o RS

Susnda-'z oty war the soceinl anresnt T sheet ERe combasil el ELivarahl
ke. Ay 11 1N sugquas 0l Fadlems o puaeii Efd Talisdsmky

mwer BRaxde majar.

AR T al lirLnEtic meneer Ehres vl SrdaE LI o =pk sk @ min Lees
ialluezies bhal stirrad up reac-coverey @k Lbs Thars ey nethecs wle

fen] bormd thar riker Thres w-aaet du besawirg eing hernd o Frozer &F AEll
tez Cowd or aspesk aed Lboes whip wanled Flsxibhitiby ko blewd losdquelity
wias ko deiivecal-le kEatifases Il oase Earro

sEmar WiembE o oodp

Wameor Lhree snsar ha awel praadards Joc nlnlrgs el melghil s srhes
radinc Nl 2 claniigy v srokEds ksrnzl i mlAne “ aaRN- [ e S
idiet bl maad Bhe "pebesdaal dd o sZill thiere 2 paEsr SR producii] e
tnam ila nha=e unbey fhieds 0 DoDrEl dlifac, =ur kha voabl mpafed [

—~mrbere Ledl Far=ablo watiag oo rhe osu rais

Wiklh bks shangea co ehe sonpgsabeion auamlardas For aumber bhoes wheat -z

sp] avimeulle ataska, Y® ig 1lksly rha ‘PRl wi gl baodle LE, rrrclanlies

and gimrount §F a8 bhiy aluags hava, * wdelbiote 2aid. I 's Juah come.cerably
tens Aihaly To ba duelivered

b
Munt af Che Esposs wheel OFSp GFedess @A e rersed Laa vhear, hu vilkferd @J}
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Cotton Posts Third Swraight Day
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sl i s disas ComRcob g A

T YRR - For e hinl AT LT
{lay. cutham Pz on e e vk it
lchange repistered sipoRs uaing, w9k
rados ditng lecanical faces ipreiasid
to B supply aord demand fueties.

Fulp while wedre’s TeAEnl pehatior
mlghl perpen andmueni AN ysti—whr
e rooiaanndly pomdnd g wareet plHYESE
ol thip Exfdbs oeiEDn :l_q'glln'-:. wnri-wide,

poesuenpdin o the 15 arl. mopiiils
plabal veniides - szcppe Ame appmiach
fhe prrrket witie o frest cxo IR P
anficipation of &0 el ToToveTy Wt
il oot DOl e sl PEONLE JOOF
Sacs i i vhe voanl g gefsan

After miming 3 high ol 45 cunks 4
poiinid, fhe kg hiagedi ronradt usfiied
sl p 5-anemion Tagh of 3543 fembs, (059 el
tzher om |keday That give: R b ankh 5
gm sinee The beginwdig o b wanT

Fon LAWEIE, Sinior Y s ol
jovesLents Wk Prodepkiat  decoriibes
e, Im Wama Wl il peestlors
whicliier Tarzpers will ghand us tauch ek
pet senson Weanse they g gt Dl Ut
welves wobh no credits and b S A -
ance. He oraiasate ksl DECulEse af st
fracalent episoudes, harls @0 tigrning
i leling. .

ppcpupe Chasksh g0 furdod th ¥
pirt, SEY gre e ey el knd 10 e
any iy wil el sy 7 eal slove BT
yhapl,” M Lawod b lmard, Loyl

Cotton Futures
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alani rbeTabes 1k nks are T Euing o
lend aoy IRAFT W dIERoaE 0 prrlice 1
prodund wifli & sellisE grce 41F% below 142
T, pxpeciully tiecause Ueoy el
Eaee morey bl e

tn widition, wih (R iEsrpEo: (eEnga-

W einasOmy, Jﬂ'l_an g, 2002

of Strong Gains

s alsy hesinst 1o ponbipye WTLmE
chaeie [ farmers with Eailed ol EROS,
4= they lve i e sl [linee Years, farm
cre wili e faced Wil w1 cmangh T
grauroes on even by thedr s=edt.

Tiased ror. hai, M1, Laean zajd e E-
..-e.-:uum%mm o fhe plambed g e
s e ThE 5 sepspn. Wik be il
st twade pavers might be flral iy LTI
fheiy bnks no tee bear tazk andl jeming
il s, heTs neliave fhe ool e
s d MR TR & e atricily driven

matinns an priee charts, of : -
pzed snid Ghey cam’t ve jestifled by e
sigapiy dean sy ploldTe. = il 1l b e

o 1 o Enoioet Ihast e gverpminsd
righd nar” BAE Breidd galdd "M afe ok
ply Ui g Lhay'e lorcing & Tkl
jasw and b sENE poied 1P foTR will
fall apert 2 fursdaimerials are ot ol lme”

1a pdnpr commdiny markets:

BB AR Wil sughr Potiles o A
oop ot bigh as Spocikalers and ol
irretirs huuphe, amid HED cpopkles fDom
Grapl and of Bunigean while SUEar “The
NEarch crmltact i reteed 008 eend 1o TH
orils & peeand :

LEMURE: Fulures 1zl 1bels dadly
Lami al The Pl Mopmoille Exclange,
2z gpeead tradlag hosped 113 (a2 maliet
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g 5.6 10§53, TR B shosamd board fest,
nang eatliar helh Up try $H.
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Weather, Supply Talk Sink Erudé
Beam HISE Again; Silver Cools Off

iTE[IJI'IIIS-

il clnsed lower on Tuesdiy
e emcpiesafol
Mortheast [
such 2 heating oil welgh-

ot et
ports iasighe,

huﬂmﬁfmﬁmﬁwn-ﬂv;ﬂ-
ing, soybean prices comtinued to
firmup after last week's life-of-con-
tract lowe. Slver prices eased inEne
with solter lesse rates.

Febnaary crode ol fell 23 cents to
42025 a harsel. Heating of fell 0.37
cent to 5683 cents a gallon. Gaso-
licve bowt 1L 35 it s 650,00 i,

Whhmﬂm forecasts showing a

recend financial and politcal’ -
moil i Argentis continued twhang
aver grain markes, The & i
i incladed a neerly 0% pesg
valumtion b chespen exports,
ibsa hass paralyzed grain due
to confission in farming
sl Enancing eircles. TR
Argenting is among the top, five
Hmﬁ. VS prices have
climbed I.hl'l'l.ﬂ'ﬂ'rﬂ-ll-ﬂl'l‘hpﬂ
:]'Nmnruwrl-ud.mpcﬂu‘:-
rurm o the U5, for su -
Ea far, oo blg swi af epart
ﬂduhﬁl‘lﬂn expart-
ers of The 1.5 Agriculbare Depart-
mmﬂu:lhwuutﬂtm-mrhu
nied stresgth on sach talk-afer

tresd, traders H']Jmprinﬂ\l!r!bnmtulm aslmd-

uw]]uh g? sustainedral-
by, Mlhnn&m!h&'ﬂm fuels
like diese] and heating ol bailt
bt wet to b wsed during the mi
winter, remained bearish
W srill bave a diffcullt time see-
Hﬂm"“*f““_‘ﬂ:””
time W cam
draw down distillate levertories,”
suid Peter Beutel, president of Cam-
Fﬂ‘nﬁmh‘l “
cF.
Yoy e wedly Amtiea
Petroleurn Lnssnute ofll5
distillage ssocks IFventories wis ex-
pected to show a miodest reduction
of L05 million barrels Lt week
Crude oil socks wers farezast to
show s decline of L3 milSon barrels,
and gasoling socks wene [opecist o
have risen 125 eillion barreds.
Wﬂﬂtﬂ'knﬂnﬂﬂmﬁ.hﬂﬂﬂ
m the !'ll:rl"ﬂ'l

mm&ﬁdﬂj ilantic io rise

lmldm'mm“rhﬂmnnr
mal an Wednesday and 615 de-
grees shove norensl Thursday, then

es above Friday
pnd 36

Atthe Chicago Board e the

Tor wary last week of rain in
ﬁﬂmﬂmmﬁmﬁﬂﬁ
ped.

March soybeans rose 4 1/4-cents
b $4.25 & bushe], and 8arch sdy-
bear oil rose 013 cesit & [
dac mﬂlhm-ii:;[fﬁl'-m

t t B
bu- ,asestch from Arpesting

rowing or leese rates far the physt-
cal mﬂ.lhubnd-rd from hfomday's
spike. E‘u'tm&nh:rfurmﬂnm
still at their tghtest levels |
the market was loath to uql:i

warcityabates, )

sibver fell 2.7 cents mH.H
m aince after erding as high as
§4.69, lta bl ghest bevel simoe Dot 8.

“Ir cam# in & bit tighter, bstthe

markes stemed to be somewhat
capped,” said James Pogods,  vice
presidnt of precious metals L0

tnabout 25%, deem from Mooday's
307, Maomday's rabe was the tightest
in four vears.

G
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c7  olloile=
LME puts silver

contract on hold

By Rechin Siogh i
Desplte a  histery of
moge than 100 yesrs, the

‘g mote of &tk ol sacmss

Jof thir LME contract]”

Thi mam focas of sileer
trading In London remdln
thie oyver-thegounter builion
markel, wilh siiver Folares
tradimy cenlred an New
York's Coopex

hemurding be My Hesds, I
& difflcult s say saaclly
why ihe coniract coukint
adbrach Tuubdicy.

“Ligality has always
besn & chickem-andegg situ-
aties. Aliracting it is dilli-
cult,” hie aedded

Foms Momman, diresior ab
TheBulllonDesk Com, sakd
the idea of bavieg a siiver
oordrest ahmgside Dass mei-
als bad fadled

=T cuneepl [of having a
siiver conlract ] was basad on
the prestise thad = lot ol
base melals iraders trade
in steer &= well,” Mo Hor
man aid “Ful that proeed
i e wrong, 48 they coulds
Eave amy critlcal mass io
iruds in ib”

Mr Forinen sad tho cone
tract @ond @ chanee of sur-
viving il B was repeckoped
“lg another now mediam,
perhajns oaline”.

The LME notee sad 8he
rxrdusge would covllmme o
keep Lthe shlver copirsst
onder meview, either e

- currenl form or o & mod-

find fofm.

(oudlf
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(1.5, Delays for Year Rule About Poultry Products

WASHINGTON (AP)=The povem-
mintis giving poaliry profesects anibar
year i start disclosing the waber condent
ol raw chicken sold in supermariets.

Processams were sapposed
by borday bl had asked the Agriodiure
Department to delny the mues or teo
woare. “Ve Fell that givimg them a mne-
year postpomement would
clemnt timee t0 prepare for implementation
of the pule,” sgid Caryn Long, & spokrs-
woman for lhe Agriculbers Degariment’s
Foed Balely amd Isspeciion Service,

Unedier the roles, processors will be
required Lo show Lhal any added waler

teria growlh.

o comply

ive Thean sulfi-

15 & corsequenee of anlibacterial treat-
ment. Slaugkersd chickens and - o
tieely chilled In codd waler Lo slop bae-

The catide and hog indusiries, slpug-
giimp 1o regain markel ehare ksl to
chichen products, have argusd that 11 le
wnlalr bor poultry i ke sold with up to
% added waier wekghl whes beef and | |
perk 6 hawe any, Cattle and hog cap- |0
ciasess are chilled in reezers,

& Tedergl Jusfge ruled 1m 1997 that
ibose stnmdards were unfair and oc-
dered the Agriculure Department to
ok Up with the mew rubes.

Wws3

Fed Sees Late

Officials Say Contraction
" Could Last  Longer;
Rates May Fall Further

By Gres 12
MWBITHHNILMJ““IL

WASHINGTON — Foderal Bessrve offi-
¢ials appear b be bess optimistic about eod-
pomic recovery than many privale ana-
mmmmmammﬂmmum
remaln kow for 1 while or even fall agwin.

o] Baliewe Tetovery il ot arousd
w2082 —a few months later Usan the me-
dian forerast predicts.” Aoibesy San-
tomero, president of the Fedrral Reserve
Bank of Plsladeistia, sald in a speech, He
was e of Bive Fad nfficials i gpeak so far
this week. Thelr commenls, while mont up-
ieal am they have been Sor mooils, Sug:
st ey are |ess impreised wilh the run of
pasltive eromcmic reports, ranging-from
capilal-goods prders o home sales, than pe-
wile forecasters and Imvesines.

M. Sasitomern, fur exasple, said il may

pilogloT-
r Recovery Than

take longer thin expsecind for companies @
rebuild imwenitaries, somethlag ‘oplisnisilc
analysts are counting oo bo generate bigher
production &nd &n imisinent pecevery. e
said consumer speoding, though restilent
so far, could retresch if big byolls persist.

AWan Steeet Journal poll of 4 orecast-
15 [oumd that teolbinds pxpecl the ston-
mhwmmmn{mﬂﬂ.lﬂﬂ-
st all expect growil im the nest guartes.

fut Fed officials see mare rigks, Rlch:
i Ped Pregident Allred Broaddus said
1 3 speech that while the consensa fore:
enst i5 “the mwst probable cutome .. |
{hink there's & good chisnee that 2 seon:
amy may be at least & little sofier than L
cansenses over the nexl year or 50”7 He
cliisd the risk el costisued weak profits
il ho'id btk business iestment. O Man-
day, Alkanta Fd President Jac Guymm subd
the mm}ﬂ"‘dﬂﬂ;‘ﬂ]ﬂma'h
andthar goarier or two,” WRIH e ciled 209

suE, Bl Am anpsal rake.
The comments kave promgiled Tvesiors

(one]

Analysts _

im e s eearkels toralse D odds thal
the Frd will cul Tates agsin at its Jan. -0
mecting, Tut jmvestors stil put the chances
a omly 3 —meaning mosl investors still
ihink Ehe Fedhas finished easing. The Fed's
Sedersl bunds bargel rale now slands af
1.75%. The mprkels als ses e Fed sior
ing to rabse raes by Jusb. Fed cifidzle
shrered clear of what they eapecied do 90
with inierest A0S,

‘The mesl imporian WOEe oo manebary
policy  helonps o Chaimman  Alan
Greenspan, who has speeches irircduled
bolh fomerrow and Friday. His seech on
the ercecany |m San Frascisc o Friday
pikety will make up rvestors’ fnlnds ghoal
Ui prber direction of Tates.

Tam ulker oftlcials whe nvariakdy woe
with br, (recrispan op rale decisions gare
thelr mest upbest remarks in a ehile. bol
{rmprentd thowe remarks with warmnIrgsihal
i s hn oo L Sy 4 v ey s B bt
. “Eranomic dats have changed flrum

parters alter p speech in (Zemewa, bul I 15
tawve arly b say whal the conleurs of theture-
around o the US. are lkely bo be” New
Turk Fed Pressdent William beDonoagh,
flso speaking in Burupe, Biid erodcmic
datz are mized, whish |5 “lypical when
weii"Te getting near b the bollom, ot aTé at
the bodtoan,” bl il isn'l clear the worst of

b cirwniurn hos pagsed. m.?.

Prospe 5{)\‘
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(tocknua .. )

The cawtiows culloeks of Mr, Brosddus
and Mr. Santomern are polaworiby beeise
barthy have beruded Bo be o the meee hawkish
wing of e Faid's policy-reaking comamilies,
thal &, wwing more risk of laton than
their solleaguis, Sill, w@ution on the econ-
ooy doesn'T pecessarily rasslale o S
et Tior bowrer rabes. [odenest rubes dre now af
An excegdionalty ko bavel and some Fed of -
¢lals werry thad kaving Ehem Lhere boo
ol fued Infalion. M. Sasiomens
ihar during “wransition” periods such as the
presest, Fed alficlals hed o be sspecislly
mimdiul of the long lags between rale culs
and the imgac on the ecopomy, “so caation
st beihe waichword |2 the mandhs akead.”

At this January’s Fed meeilng, the an-
nisi] relslbn amoag regonal Frd presi:

Wedneschay, Jarwary 0, 2002
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Washing

ton whisp

ers leave

O’Neill looking vulnerable

Speculation is mounting ovar | reasury secretany's fuluie

f Washinglen, whispere
et =izy whlipees Tor
lrmp. rapmcally whes ey
fEEalve aomesae's  CEDEET.
Zolte ware ammeriicns Chad
#ifpeona tmoon L way i
e, or oul, caa QUEELY bl
o & deadening pliei
The man in Uk otho
chambey 5% the atart of L g
ags] year of the sdmoesdc el
af Ceprge W, Bush = Fanl
(¥ Hgill. Treasury secretary.
Throupbsat iba hollday
sk, Washinglon wis &I
with speculaifan - ol & &
pomilive @I - abnul P
O Hll' s Tuburs, He hoxa porscT
ful erlihes in Washinghcn - in
Congress and -#vem i3 Ehe
pidmbryied b
Win hably & speaking Bo
mird on whal was dnving e
dellar, iha effieacy of lnlemas-
tloeal Maancls]l eopperaiion
ard the felly of fsoal drosand
marapemanl miled financal
markess. Eremfiled hia OF
peirirrparis s g back
le mmong hid Repabiican

uiloegues.

Mr OrNedl wes sl Tedped
eithed by w Bacl & clarity
within Uhe @fmeinissraion
abarst wh beld he peins of
weaninic palicymaking.

Lawrepcs  Lindses, MHr
Higph's  coossmbe  glviesr,
permod kst 16 Ul resksl
politiealy mad parsorally. Sev
il lhmea o ywdf, U8 Tres
gy wan Ireced 1o iSsksl Bal
fi. rother i (B2 Whiks
Hoase, was  charge of poliay
an labernalionad senncamicd
Urdorlunately, (ke clurifics
Lz Pretped ooy b mudily e
FHTTET ]

Bail mane of This seemed g
oy U averLheertal former
el wxsculive of Aloss, the
ahemninies prodkiE.

An fhe yeir ware on, he
Loised o soma of Bl o
pavlable remarks, AdEE (B
Fagely of Sepirmbaf 10, b
galmed caniidieribls pralss
froemy enllenpues e Ui U5 aoed
abaad lar bin Bandling of Lhe
cofapiex Seroe of eekwcing
inugher . fizanchal  aciben

mat ireroriiti

Mot i ke lBst mesl® che
pafitical  conlext of Mr
[rpelll's appanenl sbiorboom:
inge hm chesged When his
criliss =eie msly cwrency
eoorurnints snd Dosos mles
pers Of snerging marked scons
e, i divl ot s Lo e bee
mueh. Bub recemily be has
e ] P cardinal sin of
il=nating ihe ceaosmuvelivd
tase of @ Fapuhlican @AY,

In Deiotesr, when the Hous

writes Gerard Baker

o

Panal Tk o dipie] Smmasrvy by Mopndadoian by calirg e vl pack g ilww Buninans” Oty Sy

of Eapressntatives paiicd @
highly partisan (11
SepLimlar B scanamic slimiu
lug pmcksgn of tax cets fo
boziness aud higherinooae
Amaricing, Mr DrRaill ds
mbsid B A5 UEnow i

Baogpuhisaire weie wrirapsl
The Tressary seenddsry had
already Erilaked sorms willin
his own parly With s ol
wapport For M Bak's §1 5500
tun eul In Jums. TR #weT
repuris of delegwlani f
Eapralillioan eongrecenss fre-
pasksg %o march up o Uk
Whitn Hmise and resquest Hr
OrHsilTe mensval.

Hiad!eranilng 'Wivie Wiz
oificias have e Ciceal @
privals bt &hat Chey pee m
Mr (T Heill's dificlenmes, &
manih age, mme e Spoula
Bing Uhat® hli dusdissars weme
oy baitg Wned up

Ta comseragibees. the dyi-
function # Treasory gows
toyond Lie easvary. Thers &
alis erilic s id Peser Flahar, &
pemserat and fomes Mew
Fork Faderal Beserse officol,
who was apgpointed by Mr
Bach to fake choarpe of dofid
vie daarksl poliary. Johm Ty
i, 188 mespeckad msdEEry
sl =t whn hewl misind
tienall policy. bas bedn Tam
weredl for B haadieg of Us

Mnancial croe @ ArgrnBex

Tha Free Congress Founda
i, & consacvallve think
ank, coprelind its members
pasi Befare Chrlsimas and
offered 3 preding of Br Busk's
cabimet in ke (st yoear. Thers
warn A3 for Donald Remelehl
ke dofenee secrekary, aed
Dick Cheney, the wico-paiil-
fend, i B for John Ashensll Gk
bha Juslice: thepartment; u C far
fha pamphed piislyy @il aberafoe
Orlin PPowall G0 ihe Siaka
depariment msal & #AIg O
fer Mr 01N

r OHalll alirscl
crillcism frem s
chmservailres D30

The suspiciom thai Tressury
iy have been overrulsd e
than ik by b Whilo o
s dammaging aod enme heleve
I b o baedt va, sl been
imagnified by, a l=ck of angugs:
ek @ ihe pard e THLery
some big slermatlonad
bisiei = such s Angenlisa
Br FMedll had Finiiee]
absde (Be fray, apparestly
refuizank Lo be drads o The
Nighilng scvand ben. Bul there
afe slpra Ehab dhe Treasurp
maghi e siariiag to agesd Op
palitedy n He own Sedano:
Befoas Chrwimas, whes &
favedpatde arigle apoul Mr

ireill appearsd in Ehe el
fial papee of e W

Prab. s Treasuwry oilicial
gaickly drew i &= the §En
Ltarn of BEOEELE s lirS

Aped il sheould nod B MeEgDs
pen ibak Wir OFMalll B powor
Fab allke. 1506 blpgral 1pensr
s Mr Chaney, the sminmee
i of the By 'Whics Home,
whe worksl withs Mr O'Head L
e Ford adeinlsiracon

Cipse o e adminess 19 Alas
Cricnspan, chalzman of 1he
Findiral Reserve, =Faul OFHeT0
gayd whal be bediswed” Mr
Girernapan Sald yederdus. “He
dersn't perarly coprded B
worihwhile wiffileg stabemenld
so Lbal Ukey Fal wilhin the
el ety oorioc ares.”

And Br Oelll himesl
poinksd this w4ek to LR
gauree of his jpesl humour
=well, pres ko, | have a roe-
pin ol clomts. Tial st fmpr
japk clienl i Ula poegicos? &f
e Dniled Siates” b pald oa
MBI Mevf the Fegas lasi Sun-
day. ~As lorg w3 Shey comilhoe
b bell me Elmel Sheyre hagyy
with what T'm Soisg ..
geing o b0 here 4o help bhem
and T peart. of Ulr 1esm.”

Gl

.[m
|
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Wm:zlu:
Feuters Limibsd 20623,

Tuwuday, Janssry &, 1003

URA: WOBT wores T diog Bo. 3 whast far f:]:!.:ﬂ:*'lt procks.

MABSAE ©1TY, Jam. & (Begtera] - Kansas Chry Board of Tracs AFetcrs os Tessday
vated Bs reseve lower qualicy nunbsr thies grade hard rved winter wheal from
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Tha naw atasdards will begin with ths July, 2003, contre<t and are panding
approval frow the Commodity Futuras Trading Comsission, he eaid.
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SEC Wamms Carter Legislatise Chisf, Harlan Chief Spokeswoman

Washington, Jan. 8 (Bloomberg] == The Securities and Eachange
Commizsion®s acting legislative chief, Casey Carter, was named to
the post on a permanent basis today, and former Senate Banking
Committes aide Christi Harlan was appointed chief SEC spokeswoman,

They will work with SEC Chairman Harvey Pitt, whose immediate
taszks Lncluding facing questions from Cengress and the news media
about possible changea in U.5. scecounting policies following Enron
Cotp.'s collapse.

Carter, 38, amnd Harlan, 44, will report to Brian Gross, Lhe
SEC"s communications director. Harlan and Gross worked for Senator
Phil Gramm, a Texas Aepublican, when he was Senate Banking
Committes chalrman.

Carter, who has been with the S5EC since 1999, worked in
legialative affairs for the Comphbroller of the Currency and the
Fesalution Trust Corp.

Harlan most recently was in charge of external affairs at the
Federal Emprgency Management Agency. She also has werked as a
reporter for several newspapers, including the Wall Strest
Journal .

The SEC is inwvestigatlng Encon and its auditor, Arthur
Andersen LLC, after the energy trader filed the largest Chapter 11
Bankruptcy ever and admitted to overstating eacnings by 3600
millicn,

--Weil Roland in Washington (202} €24=1868 or
necland@bloomberg.net  /ba '
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MNickoloff, Peter

From: Carlaton, Momman

Sent: Thursday, January 10, 2002 11:55 A

To: Bair, Shella; Berardl, Steve; Bitsberger, Tirmoihy,; Eichnes, Matthew, Gabilondo, Jose: Gross,
Jared; Hammes, Viva, Losi Sanalamarana (E-mail); Nickaloff, Peter; Nowvey, Michael,
Piefrangeli, Fred, Roseboro, Brian; Schuithelss, Heldilynne, Whakey, Jean; Wisdman, Mark

Subject: Oz Bush: Waorried By Lost Penssans in Bankrupicies

January 10, 2002

Bush: Worried By Lost Pensions In Bankruptcies

WASHINGTON -- President George W. Bush said Thursday that he wants to see a thorough
investigation into the sudden collapse of Enron (ENE) and has ordered a review of the U.S. laws
goverming pensions.

On other matters, Bush also wared |ran not fo thwart U.5. efforts in the war on terrorism and he
specifically warned Tehran not to harbor "al-Qaida murderers."

Speaking in a hastily arranged event in the Oval Office, the president made his comments as the
political heat mounted over Enron's collapse. The company and its head, Kenneth Lay, have a record
of making large political contributions to Bush. Bush acknowledged this by calling Lay "a supporar”
Enron has also backed Democratic candidates.

Flanked by some of his top economic advisers, Bush said, "One of the things that we are deeply
concerned about is that there has been a wave of bankruptcies that have caused workers to lose
their pensions and that is deeply troubling to me.”

“S0 | have asked the secretary of treasury, secretary of labor, secretary of commerce to convene a
working group to analyze pension rules and regulations to look into the effects of the current law on
hard-working Americans,” Bush said.

Specifically, Bush said the group will lock at ways to prevent workers from losing their life savings if
their companias go belly up.

On top of this, Bush said he was asking the Treasury, the Federal Reserve, the Securities and
Exchange Commission and the Commodities Futures and Trading Commission to convene a working
group look at corporate disclosure rules and regulations.

Bush said he was ordering thase actions "in light of the most recent bankruptcy, Enron,”

"There needs to be a full review” of the events at Enron, Bush added.

Bush said he was particulary disturbed by reports that workers at Enron who held Enron stock in their
401K plans were prevented from selling their shares as the company collapsed,
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White House spokesman Ari Fleischer called the collapse of Enron a “wake-up call.”

Bush said the two working groups would complement the criminal investigation into Enron's dealings
that have been started by the Justice Depariment.

Bush said he hadn't met with Enron's Lay personally but Lay did come to the White House early in
Bush's term as part of a delegation of businessmen who discussed the economy. Bush said former
Texas Governor Ann Richards, a Democrat, named Lay the head of Texas's Gavernor's Bu sinass
Council and Bush allowad him to stay on in that position.

Despite the political backing Lay gave to Bush, the president said he wanted to see the govemment
“fully investigate issues such as the Enron bankruptcy.”

On Iran, Bush reacted to reports that Iran may be sheltering small groups of al-Qaida fighters in
Afghanistan's lawless western provinces with 2 waming.

“First of all, Iran must be a contributor in the war on terror,” Bush said.

He vowed once again to uphold his doctrine "either you are with us or against us.”

“Any nation that thwarts our ability to fight terror will be held to account one way or another. We had
some positive signals early in our war on terror. We would hope that they would continue to be &
positive force in helping us bring people to justice. We would hope, for example, they wouldn't allow
al-Qaida murderers to hide in their country. We would hope that if that would be the case, if somecne
tries to flee into lran, they would hand them over to us,” Bush said.

Bush also warned Iran against trying to undermine the autharty of the newly formed Afghan
government in Kabul and urged Tehran to cooperate with Kabul.

“If they try in any way shape or form, try to destabilize the government, the coalition will deal with
them, you know, in diplomatic ways, initially,” Bush said.

Bush expressed the view that a stable Afghanistan was in Tehran's interests in any case.

On a related issue, Bush said that he suspected a shipload of weapons that was intercepted by
Israeli commandos likely had been bound for the Palestinian Authority. Bush said it was time for
Palestinian leader Yasser Arafat to prove he is a man of peace and to renounce termorism onca and
for all,

-By Alex Keto, Dow Jones Newswires; 202-862-8256; Alex.Keto@dowjones.com
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I'v«lii:lu::tllz'.-f'l‘i Peter

Fram: Carlaton, Morman
Sant: Thursday, January 10, 2002 11:57 AM
To: Bair, Shella, Berardy, Steve; Bitsberger, Tirmothy; Eichner, Matthew; Gabilondo, Jose; Gross,

Jared; Hammer, Vive; Lor Sanatamarena (E-meil); Mickalaff, Peter; Novey, Michesl;
Pietrangeali, Fred; Rosebaro, Brian; Schultheiss, Heidilynna; Whaley, Jean; Wiadman, Mark
Subject: AP: Bush Orders Treasury To Eye Pension, 401K Rulas - Sources

January 10, 2002

Bush Orders Treasury To Eye Pension, 401K Rules - Sources

WASHINGTON [(AP)--U.5. President George W. Bush, in a follow-up to the criminal investigation of
Enron Corp. {(EME]), has ordered the Treasury Depariment to review rules regulating company
pension and 401(k) plans, The Associated Press has leamed.

Administration sources, speaking on condition of anonymity, said Bush would announce the action
Thursday in the Oval Office, in part to inoculate himself politically from the bankruptey of the Texas-
based energy company that has ties to Bush and administration officials.

The Justice Depariment announced Wednesday it has begun a criminal investigation of the bankrupt
energy company, whose collapse caused many employees to lose their life's savings.

The Justice Department is forming a national task force to look into the company's dealings. The
group will be headed by lawyers at the department's criminal division and include prosecutors in
Houston, San Francisco, New York and several other cities, said a Justice Department official,
spaaking on condition of anonymity.

As a follow-up, Treasury Secretary Paul O'Neill will head a review of laws and regulations to
determine if they can be tightened to protect worker pansion plans. A senior official involved in
discussions on the issue said the Justice Department will determine whether Enron broke any laws

and the Treasury Department will study whether Enron's conduct, although potentially legal, exposed
loopholes in the system.

Enron's chairman and chief executive, Kenneth L. Lay, is a political ally of Bush's. He and other
Enron officials met six times with Vice Prasident Dick Cheney or his aides last year, before and after
the release of the administration’s energy plan,

Lay and his company have been leading conlributors to Bush as well as to a long list of Democratic
and Republican candidates.

The Center for Public Integrity, a nonpartisan watchdog agency in Washington, says Enron's
executives contributed nearly $800,000 to Bush, members of Congress and the two national political
parties from 1989 to 2001.

A senior Bush adviser said the president wants to protect workers' pensions, His political team, the
adviser said, is womied that the administration could face intense criticism for its association with Lay
and Enron as hearings heat up on Capitol Hill.
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Hll:knlnﬂi Peter

e ——— ]
Fram: Carlelon, Marman
Sant: Thursday, January 10, 2002 12:07 PM
To: Bair, Sheila; Berardi, Steve; Bitsberger, Timathy; Eichner, Matihew, Gabilondo, Jose, Gross,

Jared: Hammer, Viva: Lofl Sanatamorens (E-mail); Nickoloff, Pedar; Movey, Michael,
Pietrangeli, Fred, Roseboro, Brian; Schultheiss, Haidilynne; Whaley, Jean; Wiedman, Mark

Subject Bloomberg: Bush Task Force to Study Disclosure Rulas After Enron
B0 11:18

Bush Task Force to Study Disclosure Rules After Enron (Update2)
By David Marris

Washington, Jan. 10 (Bloomberg) -- President George W. Bush said he ordered Treasury Secretary Paul O'Neill and otfwer
officials to review the adequacy of corperate dsclosure rules after Enron Conp."s bankrupley,

“*In light of the most recent bankrugley, Enron, there needs to be a full review of disclosure rules o make sure the
American stockholder, or any stockhalder, is prolected,™ Bush said,

The review marks Bush's first official public act in response to Enron's financial collapse. Multiple investigations of
Houwston- based Enson, ncluding a criminal probe by the Justice Department, carry political risks for the president who was
close to Enran Chairman Kenneth Lay, a large contributor to Bush's political campaigns.

The White Howse released a lelter Tuesday saying Enron regresentalives met with Vice President Dick Cheney's anergy
1ask force six timas in seven monihs lasl year (o 1a2lk abowt energy policy.

Bush, the former Texas governor, said he hasn't talked with Lay about Enron's financial troubles and most recenily saw
the Enron chief last spring at a literacy fundraiser held by the president’s mothar, former First Lady Barbara Bush.

Mest Egas

The disclosure-rule task force, including ©'Neil and Commerce Secretary Donald Evans, should look info ways to protect
pensionars from losing ther nest eggs if their employer goes out of business, Bush said.

Enron, which was the biggest enesgy trader, said on Nov. B that profits had been inflated by 3585 milion since 1987
because of accounting errors. After (he reslatement, Enron shares plunged about 58 pereant, 1o as little a8 25 cents.
before the company on Dec. 2 filed the biggest U3, bankruplcy case aver.

Enron's restatemant involved transactons with partnerships and affiliaies, some of which were $&t up by Enron officials.
The Securilies and Exchange Commission i inveshgaling whether Enron adequately disclosed mformaltion about
parinerships and affilalas, and whether its auditor, Arthur Andersen, acted properdy in is reviews of Enron's books.

The Justice Depariment yesterday said it had established a task forge of prosecutors to conduct a eriminal investigation of
the events surrcunding Enron's collapse, Six congressional commitiees are conducling investigations of Enron’s fall and
the impact an 401 (k) retirement accounts, which held much of employees' retirement savings in Enfan stock,

Farmer CEQ

Some of the investigative focus i on what former Enron Chief Executive Officer Jeffrey Skiling knew about parinerships
that allowed Enron 1o shift debt off the company books, Skilling has denied having detailed knowledge of the parinerships.

Skilling's spokeswoman Judy Leon said today the former Enren CEQ would cooperale fully with the Justice Department
prabe and ““welcomes any inguiry aimed af clearing the air and finding out what really happened at Enron.”

Leon sald Skilling already had cooperated with inquirkes by the SEC and Congress. "Whan the facls are in, we expect he
will be vindicated,” Leon said.
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SEC Chairman Harvey Pitl, who has been in office about five months, already has promised a comprehensive review of
rules about corporate disclosures of finamcial informalion, Pill has said he wants to estabésh a system where companses
make mora-frequent disclosures to investors and describe more clearly importanl faclors for their business praspecis.

Enron siock, which traded for as moch $80.75 in Auguat 2000, fell 10 cants fo 69 cants in laie marming rading.
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Nickoloff, Peter

From: Carleton, Morman
Sent: Thursday, January 10, 2002 1214 PM
Ta: Bair. Sheila: Berardi, Steve; Bilsberger, Timothy, Eichner, Malihew, Gabilonda, Jose, Gross,

Jared, Hammer, Viva, Lorl Sanatamorena (E-meail); Mickoloff, Peter; Novey, Michael,
Pietrangedi, Fred; Rosebora, Brian; Schultheiss, Heidilyane; Whaley, Jean, Wiedman, Mark

Subject: Bloomberg Column: Enron Broadoand Trading Losses Grew as Company Touted Success
gD 03

Enron Broadband Trading Losses Grew as Company Touted Success

By Loren Stefly

Houston, Jan. 10 (Bloomberg) -- Dixie Yeck landed Enron Corp s first contract o trade space on high-spead phone linas,
a milestane In the company's plan to tum fiber-cotic bandwidth inte 8 commodity to be bought and sold Bke electricity and
reatusral gas,

Her basses odd Yeck her December 129909 agreement with Global Crossing Litd. was a step toward realizing Enron's goal of
dominating a market thal company execulivis projecied would grow to S500 bilon in 2005 becawse of the explosion of the
Intermet.

"' Enron wanted to be the biggest buyer and seller of bandwidth,” said Yeack, 36, who was in charge of finding
telecomamunications companies i the midwestern LS, that wanted 1o sell network capacity and businesses that wanted to
buy it. " Thay got you 50 pumped up, you just had to believe them ™

Yeck's dream faded in less than 3 year as Inlemeat companies went ourl of business and those that remained had mone
fiar-optic neteark space than they needed, Yeck said many of her 1,500 co- workers al Enron Broadband Sendices had
50 litte to do that they spent hours each day surfing the Internat.

“The wnale market had sieried to dry up,” Yeck said. *'| knew EBS was going under.”

Yeck said she listened in disbelief in Janeary 2001 to &an Intemet broadcast i which Enron execulives told investors the
company's broadband busmess was booming. Chairman Kenneth Lay said the division had reached the “critical mass” i
neaded. Then-President Jeffrey Skilling touted ™ enormous growth prospects” for the business. The broadband division, he
gaid in an interview two months lates, was worth 536 billion, or 240 a shara, at a time whan Enron's stock traded at 570,

"My experience did nol match whal was beng presented,” said Yeck, who quil her job in October, legs than two maonths
before Enran fed the argest Chapier 11 bankruptey in ULE. history.

Suspect Profits

Even as market prices for bandwadib tumbled in 2000, Enron Broadband recorded gaing on its income statement from
equity imestrments in other companies, darivalive instrumeants and sales of fiber-oplic cable amang Enron-affiised
partnerships. Sains from those sales accounied for 20 percent of the division's pratax profit last year.

“There's semething not rght about that,” said Ron Banaszek, director of bandwidth trading for Tradition Financial
Services, an over-lhe-counler commodities broker in Stamford, Connecticut. *"Prices have been eroding. If there was that
kind of maney 1o be made, | think ol (brosd@and) companss would De making a kot of menniey rght noe™

Surge of Losses

When Enron restated earnings for the past four and a half years in Movember, the axtant of the financial distortions
becarne clear, The broadband divisson's 360 million year-end loss ballooned 1o 3357 milon by the thind quarter of 2001,
and restructering a derivative investment resulfted in negative revenue of 3125 million, according bo stalements Red wilh
the LLS. Securities and Exchange Commission,

""The broadband deal was tha beginning of the end,” said Ogan Kose, a crude-oil trader who was one of 4,500 Houston
empboyess Enron fired in December. instead of writimg # off, they continued fo carry it."
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Enron anfared tha 19305 as a Houslon-bazed pipeline operator and ransformed isell inlo the dominant trader of matusal
gas futures, confrolling 2s much as 30 percent of the gas fulwes contracls Iraded on the Mew York Mercantile Exchange,
The cormpany repeated thal seccess o markels Tor rading electricily and wealher dervatives.

Skilling promised investors, Including 1hose at the meeting last January, thal Enson would deliver 20 percent o 30 percent
profit growth annually by apolying fhe same sirategy bo new markets. Enron began trading in medals, lumber and
broadband and set up companies such as Mew Power Holdings Conp. and Azurix Corp. to tap deragulated alectricity
miarkets and buy and sell waler,

Tall af Failuris

kane af the ventures generated the profits that fliowed from Enron's early trading businesses. By tha third quarter of 2001,
gas, power and weather frading generated 3717 milion in pretax profit, Losses from other operations lopped $1.4 billion,

“We made millions, and they just kept putling it inko the next busingss hoping it would be the next big thing,” sakd Tom
Cronohoe, an Encon natural gas trader who was fired in December. 7 Azurix was a flop. Broadband was 2 flop. Any ane of
thirm we probably couldve absoroed, but it was just one after the other.”

For 8 while, Enron endured the losses by shifting debt and asseis off is books using parinerships capitalized by the
company's shares, which rose B7 percent last year. Many of the parlnerships were sel up By Tormer Chiel Financial Officer
Ardrew Fastow, who made 530 million running them, according to SEC filings,

Chain Reaction

Whan Enron's shares began falling, the company becarme liable for off-balance-sheal debl, That set off a chain reaction
that cut the company's credil rating, scared off customers and drowe Enron's shares as low as 26 canis. Tha stock’s
chizclion wipeed aul the savings of thousands of emplovess who'd loaded thee 401 (k) retirernent plans with Enron shares.
The SEC, he Jusbos Depactment and Congress are investigating,

Lay, Skifing and Fasiow declingd interview requests. They are named as defendants in more than 40 kewsults filed by
shareholders and employees and are among Enron insiders who sold more than 31 billion of company stock during the

past tree years.

Broadband Strategy

Enrgn set up Ns broadband unit & Intesnet growih was peaking and thousands of companies were creating retail Web
sites, elecironic sxchanges and invenlory management Systems thatl needed (o move data over high-speed lines. Enran
planned 1o make 8 market in accass to the lines, sarving as a middiaman batwsan companies that wanted 1o sall
transmisalon capacity and those that wanted to buy it

Enron also began building a fiber-optic network, spanding $436 million in 2000 alone on 18,000 miles of cable thal il
planmed 10 connes 1o ransmigsion equipment and lease to users.

I ils first condract, the one Yeck signed with Global Crossing, a telephone and datzs nelwork operator, Enron agread bo buy
bandwidth capable of moving data and slreaming video belween Mew York and Los Angeles. Enron planned 1o resell the
bandwidth at a pealil.

“Trig is 'Day One' of a podentially emormous market," Skiling said in a news redease on Des, 2, 198909, 7" The marked
structure for bandwidth is curently inefficient and expensive. We are demonstrating that bandwidth can be traded under
flexible, market-based contract struclures.”

Enron began tramsferring hundreds of employess from other divisions, eventually sssigning 1,500 to its broadband trading
unit. That was maore than ihree limes the number of emplovees Wiliams Communications Group Ine, hired for its
broadband business, which had 33,000 miles of fiber, almos! twice as much as Erran.

Spending Plans

At a Houston swestor conference in Sepdembser 2000, Lay saad Encon had complebed 80 bandhwidih trades. He annoussed
a plan to spand &5 much as $1.95 bilion to basf up Enron’s fiber network and trading oparafions in two (o thrae years.,
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When tech was in favor, all of Wall Street was pushing them o increase their exposure in broadband,” said Tim

Ghriskey, manager of Ghriskey Capital Partners, As a fund manager for Dreyfus Corp. in labe 2000, Ghriskey sold 1.55
million Enron sharas.

Trading bandwidln proved mare difficull Than Irading nalueal gas, For starters, Encon faced stiffer compelition. When the
company began rading gas fubures in 1991, it took years for rivals o follow ils kead.

Action by Rivals

Twio mondhs afler Enron completed its first bandwidth trade, Willams Communications announced it was forming & unit 1o
trade broadband. By the end of 2000, rivals such as Koch Industries Ine. and Dynegy Inc, had et up units o trade
bandwadih,

“When Enron revolutionized the gas industry, they were ahead of the game and they made 3 (ol of money,” said Kyle
“ann, chiaf executive of Entergy-Hoch LP, a joint vaniure between Koch and Mew Oreans utdity Entergy Corp. ™" Then they
took it to the power industry, and they made & kot of money. With bandwidth, once Enron went that way, there were a lol of
other people who did, oo

Even ag more companies Degan selling Bandwidth, congumers and Dusinesses began ordering Newer lelecommunmicalions
services. Industry experts estmate that about 20 percant of the world's fiber is being used.

“ou have such an incredizle surplus of capacity, that there's really net & lot of trading leverage there," Yann sad, "i's
just @ big old hupe excess ™

in March, Enron lost one of its biggest customears. Blockbuster Inc., the world's largest video-siore chain, canceled a 30-
yaar conlract 1o deliver movies-on-demand over Enron's network. Blockbusler spakeswaman Karen Raskopl said al the
Firmue thad The cormpany "~ decided lhere wane planty of afhar carriars aut thare: that were more sophisticated technicalky."
Mew Counting Meathod

¥With contracls drying wp, Enron developed a new melthod for measuring frading volume. Al the January investor
conference, Lay said Enfan completed 300 Tinlermadiation transactions™ the pravious yaar. He nevar defined the term,

and Yeck had never heard it before, It was 8 measure thet broke broadhand confracts down bo thar smallest camponenls
to create a larger number, Yeck said,

ClE e i ook like @ 101 more was happening than there was,” she said, 710 like @ personal compuler maker Saying “we
sold @ million byles,” That's nod much, but it sounds like i€ -"a million, wow,™

Banaszek of Tradilbonal Financial Services and other broadband fraders and conswitants said they aran't familiar with the
term, either.

“'If wias always vary difficult with these guys fo get any specifics in terms of their businesses," said Ghriskey, the formear
Dreyfus fund manager. ' That's one of the reasons we sold all our stock ®

Few Broadband Trades

At a Houston courl hearing on Dec, 7, William Lerach, an atlorney for Amalgamaled Bank, an Endon shaneholider hat
wants o freaze profits Enron executives made from stock sales, said his investgation fownd Enren's broadband unit never
did maare than 20 7 legitimate” transactions.

Maost of Envon's broadband Irades wene so-called daisy chaim deals, with related afffiabes, Lerach said.

Enrcn spokesman Mark Palmer said he has no way to find out how many contracts the broadband division had. He said

e Ivinks intermediabon iransacions represented deals whene wa wene gilhuer the buner or seller of some type of
bandwidih commitment in the fulura.”

Yeck end Kose sad they knew of Enron buying and selling broadband conbracts at no profil to increase trading volume.
Palmer dismissed such claima as the “"talk of disgruntled former employees ™
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Sales to Partnerships

Enren's fmancial slalements show the division was in decline since labe 2000, Revenue of 5162 millian in the third quarter
of that year slippad ta $83 million by the first quariar of 2007 and 516 million by the sacond quarter, Al the same tlime,
pretax losses rose from 20 miBion in the third quarar of 2000 ta 3102 millian by he second gquarter of 2001,

Much of the revenua came from sources ather than frading. Encon derived some of it from investments In comaanies such
s Rhythms Nelconneclions Inc,, a provider of local high-speed networks whose shares rose more than fourfald in the
manth afler it went public = Agril 1999, The company fled for bankmuptcy in August.

Enrcn generated about 20 percent of the 3318 milion gross profit reparted for 2000 from seling a block of féser 1o
partnerships controlled by Fastow, the former CFO.

Recording a Gain

Irv Junie 2000, the parinership, known as LIM2, paid 3100 m#lion -- 530 mition in cash and 570 milion in &an interest-
bearing note — for some of Enron's fiber, accarding to SEC filings. Enron booked a 567 millgn pretax profit from the sale
and received 520 million for operating, maintaning and marketing the fibar.

Enron's profit from the transaction depended on LIM2's ability to find 2 buyer willng 1o pay a higher price for the fiber. In
Decgmber 2000, il Found two, LIM2 50l part of the fiber 1o unnamed " indusiny participants” for 340 million and set up a
"spacial purpose enlity” that bought the rest of the fiber for $113 million, according 1o SEC flings.

Inv six months' fime, tha value of tha fiber, based on Enron’s accounting, rase by 353 million. Banaszek sald even the inltal
E67 million profit seems unlkety because fiser prices fell during most of 2000,

Weck decided 1o quit in Oolober, after being transferred to the trading desk, She said “there was nothing 1o do™ and (e
siaff battled over Iredes in the hope of wissing perormancs bonuses thal made up most of their compeansation.

"It was like a pieca of meat in a pack of wolves,” Yeck said. " They would claw and scratch and do whalever il ook to gel
L

Broadoand Falls

Masrny af Envan's compelitors had already given up on broadband. Koch, which set up a bandwidth trading business in
Sapiamber 2000 under its Koch Investment Growp unit, hed three employees devoled 1o broadband. Aller signing one
conlract, Koch stopped frading in the marke! bacause of lack of demand.

The amound that broadband cost Encon becarme chear in Novernber, affer the company restated eamings to reduce them
by 5585 milkon over the past 4 1/2 years,

The unit took 5277 million in charges for restrucluring, soured egquity imvestments, Wiiling cown excess network egquiprmand
and adjpusiing the vakue of a derivalive imesimant. Enron didn't provide dedails on the derivetive, which resulted in negathe
revenus of 125 million for the quarter, according 1o stelements filed with the SEC.

With bankrupdcy looming, Enron said it would sl its broadband operation, along wih other assets. During a conlerence
call on Newv. 14 o discuss e sale, SKiling's replacemend, Goeg Whalley, told analysls whal Dide Yeck had suspecled a

yaar earlier: " Tha retum for these investments and businesses s dismal,™
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Mickoloff, Peter

 ___________ E—
Fram: Carleton, Morman
Sent: Thaursday, January 10, 2002 12:22 PM
To: Caina, J#; Bair, Sheila; Barardi, Steve; Bilshergar, Timothy, Eichmer, Matthew, Gabilondo,

Jose: Gross, Jarad:; Hammer, Viva: Lor Sanatamorena (E-mail ), Nickoloff, Peter; Novay,
Michaal, Piefrangeli, Fred; Roseboro, Brien, Schultheisa, Heidiynne; Whalay, Jean; Wisdman,
Mark

Subject: FT: Enron's collapse sparks governmeant réwviaw

Enron's collapse sparks government review
By FT.com staff in New York, Peter Spiegel in Washington and Sheila McNulty in Houston
Published: January 10 2002 02:15 | Last Updated: January 10 2002 17:00

gavel

President George W. Bush on Thursday called for a government review into the adequacy of currant
regulations govermning corporate pension funds and disclosure in the wake of Enron’s collapsa, the
largest corporate bankruptey in US history,

Mr Bush also created a task force in which the treasury secretary and commerce secretary will
analyse pension rules and recommend reforms so that employee savings will be better shielded from
employer bankruptcies.

The Treasury department, Securities and Exchange Commission, Federal Reserve and the
Commeodity Futures Trading Commission will carry out the review of corporate disclosure rules in
crder to protect stockholders.

Mr Bush's move follows the US government's launch of a criminal probe into the bankruptey of the
energy frading giant. Enren's bankruptcy in December led to thousands of lay-offs and wiped out
investors and the life savings of some of its employees, as a large part of employee retirement plans
were invested in the company’s own stock.

The criminal probe was welcomed by Enron’s new Washington lawyer, who said it will help
consolidate the various investigations cumently under way.

The criminal inquiry, which will be headed by the Justice Department’s Washington-based criminal
division, will be run by a new task force being set up by the agency, which will include prosecutors in
New York, San Francisco and Houston, whera Enron is based.

Robert Bennett, the prominent Washinglon attorney who was recently retained by Enron to handle
the sundry investigations into the company’s collapse, said on Wednesday the new task force will
centralise requests made of the company.

"It makes it a much maore rational process to be dealing with a primary leader in the investigation,” Mr
Bennett said in an interview. "l wish there were no investigation, but if there were an investigation,
this is the way to do it.”

The Labor Department and the SEC have launched separate civil inquiries into the company's
dealings, and the decision by the Justice Department to launch a full criminal inquiry comes after it
has boan debated within the agency for weeks.
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Mr Bennetl said Enron has set up its own independent investigation committee, headed by a former
head of the SEC's enforcement division, and cautioned that the launch of a criminal investigation
does not necessarily signal any wrongdoing.

“People should keep their powder dry and not rush to judgment here," he said. "Enron wants to get to
the bottom of this as soon as possible.”

Enron is also subject to four major congressional inguiries, and Mr Bennett said he hoped
congressional leaders would consolidate their investigations as the Justice Department has.

In addition to the causes of Enron's collapse, a number of the congressional commitleas have
indicated they will also examing the company’s ties to the Bush administration. Kenneth Lay, Enron
chief executive, is close to Mr Bush, and Enron and its executives donated $114,000 to Mr Bush's
presidential campaign.

Earier this week, the While House disclosed that vice president Dick Cheney and his staff had met
with Enron representatives six times last year, but never discussed the company's financial condition.

Ari Flaischer, White House spokesman, said on Wednesday he was not aware of any other White
House staffers discussing the matter with Enron.
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Nickoloff, Peter

From: Carleton, Norman
Sant: Thursday, January 10, 2002 12:24 PM
To: Ceting, Jili; Balr, Sheils, Berardi, Steve;, Bilsberger, Timoathy, Eichner, Matthew, Gabilonda,

Joge, Grogs, Jased, Hammer, Viva; Lor Sanatamaorana (E-mail); Mickoloff, Peter, Novey,
Michael; Pietrangeli, Fred, Roseboro, Brian; Schulthelss, Heldilynne; Whaley, Jean; Wiedman,
Mark

Subject: FT: Cheney under fresh presswre over Enron

Cheney under fresh pressure over Enron
By Peter Spiegel in Washington
Published: January 9 2002 19:31 | Last Updated: January 10 2002 08:14

Critics of the Bush administration’s handling of its energy policy continued to push on Wednesday for
more information on its contacts with Enron, the failed energy company. They say that Vice-President
Dick Cheney's disclosure of meetings batween his office and company officials did not sufficiently
explain the breadth of the administration’s activities.

The push for further disclosures is coming from both ends of the political spectrum, Including the lefi-
leaning Matural Resources Defence Fund {NRDF) and the conservative watchdog group Judicial
Watch, both of which have filed suit against the administration seeking documents related to the
White House's energy task force, which Mr Cheney chaired.

"The fact the vice-president can say what wasn't discussed is not sufficient, it's not the way the
government works,” said Tom Fitlon, president of Judicial Watch, which was one of the most
aggressive critics of the Clinton administration. "Enron's intent may have been other than policy. It
may have been something to do with their finances.”

In & January 3 letter to the Democrat Henry Waxman, a senicr member of the House energy and
commerce committee, Mr Cheney's counsel said the vice-president and his staff had six meetings
with Enron representatives last year. The letter said Enron’s financial difficultias were not raised in
the sessions, bul did not give any other specifics, other than to say "energy policy matters” were
discussed.

In his own letter to the vice-president, Mr Waxman said the disclosure raised "additional guestions®
about Enron's influence over White House energy policies and potential revelations it may have
made o the administration ebout its internal operations.

He asked the vice-president o provide additional information, including documents used during the
meetings and the names of those attending the sessions. He also asked for information on contacts
with any other White House officials not part of the Cheney task force.

“We'ra baing slonewalled to the point they're ready to go to court,” said John Walke, an attorney with
the NRDF. "The letter raises the obvious question of, what are they afraid of ?"

The White House on Wednesday did not rule out providing additional information, but remained
circumspect, saying only that the vice-president's office had received Mr Waxman's letter and was
reviewing it.
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Additional pressure may soon come from the influential General Accounting Office, Congress's
auditing agency, which is also seeking records from the Cheney task force. After backing off the
threat of a lawsuit in the wake of the September 11 terrorist attacks, David Walker, the GAC chiaf,
said [ast month he was reconsidering his options in light of "several recent developments.”

Although Mr Walker did not detail what developments have prompted his new review, they are
believed to include Enron’s collapse and US success in the Afghan campaign.
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Mickoloff, Peter

d I ———— e ————— |
Firam: Carleton, Marman
Sent: Thursdary, January 10, 2002 12:33 PM
Ta: Catina, Jill; Sharer, James; Corfield, Anna; Bair, Sheila; Berardi, Steve; Bitsbherger, Timoty;

Elchner, Matihew, Gabilondo, Jose, Gross, Jared; Hammer, Viva; Lori Sanatamaorena (E-
mailf; Nickoloff, Peder; Novay, Michael, Platrangeli, Fred; Roseboro, Brien; Schultheiss,
Heidilynne, Whaley, Jean; Wiedman, Mark

Subject: Economist: Rites of passage —~ With Enron and Argenting, eredit derivatives nass an impadant
lest

Credit derivatives

Rites of passage

Jan Dl S
From The Ecanamist prink acitisn

With Enron and Argentina, credit derivatives pass an important test

ARGENTINA'S debt default and the collapse of Enron, America’s biggest bankruptey, are together offering
the greatest test yet faced by dealers in the still young market for credit derivatives, These are
Instruments that allow lenders to pass on to others the risk that borrowers will default-in rFeturn for a fee.
Billiens of dollars of credit-default swaps, one class of such derivatives, were written on Enran and on
Argentina. Here is 2 chance, people who deal in credit derivatives think, to prove their products’ worth.

In the early days, just a few years ago, the joke among traders at investment banks was that the busiest
persan on a credit-derivatives desk was the lawyer. In all too many cases, buyers of cradit-derivative
protection found that their interpretaticn of a contract differed vitally from that of the firm which had sold
it. Legal wrangles ensued, harming the young product's reputation. Yet so far, to the relief of the six or so
investrmeant banks that dominate the market, there is no sign of trouble over the settlement of credit-
default swaps written on Enron,

Argentina might be more of & problem. In November, the government announced a restructu rimg of its
lacal debt on terms more favourable to itself. Some buyers of default protection on foreign-held debr
believe that, although the restructuring was described as voluntary, It met their contracts' definiticn of a
“credit event”, meaning that they should receive the debt's full face value. One hedge fund in New York,
whose defaull swap expired soon after the restructuring, plans to sue 1.P. Morgan Chase, ane of the banks
most active in the market for credit derivatives, for rejecting their interpretation. But most owners of
credit-default swaps are now clearly entitled te their money, after Adolfo Rodriguez Saa, briefly president
of Argentina, announced in December that the country would stop paying interest on its foreign debt.

Even s0, dealers and hedge funds are guarrelling over whether two particular government bonds, maturing
In 2018 and 2031, are covered by the default protection, The argument springs from the fact that these
bonds were issued as part of a debt exchange by the Argentine government last June. Some sellers of
protection fear that, because of this, the bends may be treated less favourably than other government
debt in any future workout. Goldman Sachs and other credit-derivative dealers would prefer not to acoept
these bonds-although they are reluctantly doing so. Ron Tanemura, the firm's head of credit derivativas,
says that there is a grey area, but that Goldman will fall into line with market Consensus, once there s
e,

Disputes are thus still breaking out in the market, But dealers in credit derivatives have lately been keen
to make their products more reliable. When lawyers were called in by buyers and sellers of pratection an
Railtrack, the owner of Britain's rail network that was forced into administration last wear, they quickly
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brought in the industry trade body, the International Swaps and Derivatives Assodiation, to sort things
out.

Al issue was whether Railtrack's convertible bonds were covered by default protection. The association
opined, in faveur of protection buyers, that they were, It did much last year to improve its rules on
contracts for credit derivatives. Its new "modified restructuring” rule clarifies the issue, keenly debated
over the past two years, of whether debt restructuring, as opposed to actual default or bankruptcy, should
count as a credit event. The trade body has also offered guidelines for what should happen to default
swaps on companies that demerge or spin off units,

With these Improvements, growth in the market for credit derivatives is likely ta continue apace. It has
almost doubled each year since 1998, to a total of nearly $700 billlen In value, according to the Bank for
International Settlements, Credit protection has particular appeal at a time of high corporate default rates.

Commercial banks are continuing to shed corporate-credit risk using default swaps. But new entrants-
Insurance companies and fund managers-are coming into the market to assume risk, as sellers of
protection, Last year, investors seeking attractive yields were eager to gain exposure to corparate credit
through "synthetic” collateralised debt obligations {CDOs), structured-finance vehicles made up wsing
credit-default swaps. Investors may not be quite so gung-he in future. Enron, for example, was one of the
credits contained in many synthetic CDOs, and its collapse will have led to losses for investors. In the
world of credit derivatives, caveat emptor still applies.
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Nickoloff, Peter

Fram: Carletan, Morman

Sant: Thurgday, January 10, 2002 12:44 PM

To: Whaley, Jean; Celina, J#; Piatrangsli, Fred, Movey, Michael, Hammer, Viva, Gross, Jared,
Wiedman, Mark; Piefrangel, Fred, Shares, James, Schulihess, Heidilmne, Mickolol!, Peter

Subject: FT: A kerfuffle, indeed (Faul O'Nall, Enronlam, eoosrpta)

A kerfuffle, indeed
Published: January 9 2002 23:17 | Last Updated: January 10 2002 00:12

Despite continued whispers around Washington that Paul O'Meill’s job is in jeopardy, the White
Housa on Wednesday stood by its man, saying rumours of the outspoken Traasury secratary's
imminent downfall were nothing but "kerfuffle” and "nonsense".

Asked whether President George W, Bush's confidence extended to O'Neill's handling of the
Argentine crisis - while some critics have accused the Treasury of failing to give Buenos Aires more
support, others have slammed O'MNeill for nol cutting the strapped government loose earlier - While
House spokesman Ari Fleischer insisted it did.

"O'Meill has done an excellent job,” he told a gathering of reporters.

When the irascible Helen Thomas, a columnist for Hearst newspapers and the dean of the Whita
House press corps, reminded Fleischer that the riols and government collapse in Argenting have not
generally been viewed as successes where policymakers have done "excellent” jobs, a nonplussed
Flelscher sakd the blame did not faill at O'Neill's feet: "Not everything in the world is in the control of
the United States, or even the Treasury secretary.”

Enronism

Financiers have heard more than once the old joke explaining the differences between capitalism,
communism and many other isms:

"Capitalism - You have two cows. You sell one and buy a bull. Your herd multiplies, and the economy
grows, You sell them and retire on the income. Communism - You have two cows, Your neighbours
help take care of them and you all share the milk.”

The latest version of the joke doing the rounds on Wall Street adds an "Enronism” to the list:

“You have two cows. You sell three of them to your publicly listed company, using letters of credit
openad by your brother-in-law at the bank, then execute a debtfequity swap with an associated
general offer so you get all four cows back, with a tax exemption for five cows. The milk rights of the
six cows are transferred via an intermediary to a Cayman Island company secratly owned by the
majority shareholder who sells the rights to all seven cows back to your listed company. The annual
raport says the company owns aight cows, with an option on one more.”

Enron's shareholders will be hard-pressed o see the funny side.
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Nickoloff, Peter

From: Carlefon, Norman
Sent: Thursday, January 10, 2002 1:27 PM
To: Cetina, Jill; Sharer, James; Bair, Sheila; Berardi, Steve; Bitsberger, Timathy, Eichner,

Mattnew; Gabdondo, Jose; Gross, Jared; Hammer, Viva; Lori Sanatamorena (E-rmail;
Mickoloff, Peter; Movey, Michae!, Piefrangeli, Fred: Roseboro, Brian; Schultheiss, Heidiynne;
‘Whaley, Jean; Wisdman, Mark

Subject: AP: Enran Chairman Gave Waming to Bush Officials on Company's Collapse

January 10, 2002

Enron Chairman Gave Warning to Bush Officials on
Company's Collapse

By THE ASSOCIATED PRESS

Filed at 12:57 p.m. ET

WASHINGTON (AP) - Enron Chairman Kenneth L. Lay reached out to two of President Bush's
Cabinet officers when the energy company was collapsing, the White House disclosed Thursday as
the Justice Department opened a criminal investigation of Enron's bankruptcy.

Bush, who received significant campaign contributions from Lay and other Enron executives, said he
himself has never discussed Enron's financial problems with its embattled corporate chairman. The
president said he last saw Lay in Texas at spring fund-raiser for former first lady Barbara Bush's
literacy foundation.

Lay also was among a group of some 20 business leaders who came to the White House early in the
Bush administration to discuss the stale of the economy, Bush said.

Many Enron employees lost their life savings when the company filed for bankruptcy Dec. 2.
“What anybody's geing to find oul is that this administration will fully investbigate issues such as the
Enron bankruptcy, to make sure we can learn from the past and make sure workers are protected,”
Bush said.

But Lay did seek the ear of other top-level administration officials last fall.

According to White House press secretary Ari Fleischer, Lay telephoned Treasury Secretary Paul
O'Neill amid Enron's collapse “"to advise him about his concern about the obligations of Enron and
whethear they would be able to mest those obligations.™

Lay also told O'Neill that Enron ““was heading to bankruptey,” Fleischer said.

O'Neill received calls from Lay on Oct, 28 and Nov, 8, said Treasury spokeswoman Michele Davis. It
was on Oct. 16 that Enron made its stunning disclosure of a 3638 million third-quarter loss.
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In a separate phone call to Commerce Secretary Don Evans, Lay similarly wormed that the company
might have to default on its obligations. He brought to the secretary’s attention ““that he was having
problems with his bond rating and he was worried about its impact on the energy sector," Fleischer
said,

After that conversalion, Evans spoke to O'Neill “"and they both agreed no action should be taken to
intarvene with their bond holders," Fleischer said.

The spokesman had said Wednesday he did not know of anyone in the White House who discussed
Enron's financial situation,

Fleischer also brushed aside talk of any conflict in the Justice Department investigation and said
there was no reason to tum the probe over to a special counsel.

Lay gave $25,000 to a leadership committee headed by then-senator and now Attorney General
John Ashcroft, according to the Center for Public Integrity.

An attorney for Enron welcomed Ashcroft's inquiry, the latest in a series of governmental probes into
the company's demise, saying the investigation would “bring light to the facts.”

“We want to get to the bottom of this too,” said Robart Bennett, a Washington attorney representing
the Houston-based company. ~A lot of decent and honorable people work at Enron and we should
wait until the facts are out.”

Bush ordered a separate review Thursday of pension and corporate disclosure rules that could
jeopardize workers' savings. " There has been a wave of bankrupicies that have caused many
workers to lose their pensions and that is deeply troubling lo me," Bush said.

The Justice Department is forming a national task force to look into the company’s dealings. The
group will be headed by lawyers at the department's criminal division and include prosecutors in
Houston, San Francisco, New York and several other cities, said a Justice Depariment official,
speaking on condition of anonymity.

The official declined to say when the investigation began. Enron faces civil investigations by the
Labor Department and the Securities and Exchange Commission and subpoenas from congressional
commiltees.

All are looking into the energy trading company’s collapse, the largest bankruptcy filing in u.s.
history.

The failure hit employees and investors hard. Workers were prohibited from selling company stock
from their Enron-heavy 401 (k) retirement accounts as the company's stock plummeted. Many lost
their life's savings.

Enron executives cashed out more than 51 billion in stock when it was near its peak.

Former Enron chief executive Jeffrey Skilling, who left the helm neardy two months before the
company’s swift descent, welcomes the investigation, said spokeswoman Judy Leon. Skilling has

said he had no idea, despita Enron's falling stock values, that the company was on the brink of
failura.
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Formed in 1985, Enron had 20,000 employees and was once the world's top buyer and seller of
natural gas and the largest electricity marketer in the United States. It also marketed coal, pulp,
paper, plastics, metals and fiber-optic bandwidth.

One likely focus of the Justice Department investigation Is possible fraud based on Enron’s heavy
reliance on off-balance-sheet partnerships which took on Enron debt. The partnerships masked
Enron's financial problems and left its cradit ratings healthy so it could obtain the cash and credit
crucial to running its trading business.

The Houston-based company went bankrupt after its credit collapsed and its main rival, Dynegy Inc.,
backed out of an $8.4 billion buyout plan late last year.

Just a year ago, stock of Enron, the nation's largest buyer and seller of natural gas, traded at $85 per
share. Today it is less than $1

Lay has close ties to Bush and his father, the former president. Lay was & top contributor to the
younger Bush's 2000 presidential campaign.

The company played a key role eardier this year when a White House task force met with business
executives and other interests to fashion a national energy policy. The task force was headed by Vice
President Dick Chenay.
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Nickoloff, Peter

From: Carleton, Morman
Sant: Thursday, January 10, 2002 2:47 Fid
To: Cetina, Jill, Bar, Sheila; Barardi, Steve; Bitsberger, Timalty, Eichner, Matthew, Gabdanda,

Josa; Gross, Jared; Hammer, Viva; Lor Sanatamorena (E-mail); Mickoloff, Peter, Movey,
Michael, Pistrangeli, Fred, Roseboro, Brian; Schullheiss, Heidilynne, Whaley, Jean, Wiedman,
hark

Subject: 0u: White House Says Enron Soughl Help, Was Rebuffed

January 10, 2002

White House Says Enron Sought Help, Was Rebuffed

Dow Joves Newswines

WASHINGTOM — The Bugh administration confirmed Thursday that Enron’s (ENE) chief executive,
Kenneth Lay, contacted two top officials last autumn and warmed his company was headed toward
bankruptcy, White House spokesman Ari Fleischer said.

However, Fleischer said that Lay's appeal for help from the government was rebuffed. In his appeal,
Lay compared Enron to Long-Term Capital, a hedge fund that collapsed in the 19905 and sparked
fears that its collapse could cause a shock fo the financial system

“What was told to me this morning was (Treasury) Secretary Paul O'Neill said that he had been
contacted by Mr. Lay in the fall of last year and Mr. Lay brought to the secretary’s attention his
concemns about whether or not Enron would be able to meet its obligations. And he expressed his
concern about the experience that Long Term Capital went through when Long Term Capital went
bankrupt,” Fleischer said.

"Secretary O'Neill then contacted (Treasury) Undersecretary (Peter) Fisher to ask him to evaluate
wheather the comparison was apt, and the Depariment of Treasury was advised that it was not apt as
a result of Secretary Fisher's review * Fleischer said.

Interest in the administration’s ties to Enron have been high because Enron was a major donor lo
President George W. Bush's political campaigns.

Democrats on Capitol Hill have begun hearings to see to if there was any impropriety in Enron's ties
o the White House,

Further complicating the situation is that fact that many Enron employeas held company stock in
their 401K plans. Enron prevented the employees from selling their shares while the company
collapsed, wiping out their savings in some cases.

Fleischer also said thal Lay talked to Commerce Secretary Don Evans and expressed concems
about Enron's credit rating as the company expenenced financial troubles.

Earlier in the day, Bush announced that two government working groups would begin reviewing the
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country's 401K regulations and corporate disclosure rules as a result of Enron's bankruptcy. On
Wednesday, the Justice Department announced it would launch a enminal investigation into Enron’s
collapse, the largest bankruptcy in the nation's history.

However, Bush said he didn't mest with Lay personally and he said & full investigation into Enron
was warranted and would take place,

Fleischer maintainad that Bush was never involsad in the discussions about whether to extend
govemnment assistance to Enron.

Asked if O'Neill or Evans approached Bush about the Enron matter, Fleischer said. "They did not.”

Fleischer also said the two secretaries didn't tell Bush that Enron had approached them until
Thursday moming. He called the fact that Enron's Lay approached the two secretaries nothing
unusual.

*| think it should surprise no one that people in the administration receive phone calls from people
who are either in business or at unions. It happens everyday. | mean, it's not uncommaon for paople to
receive phone calls from business leaders across the country, from union officials across the country.
That happens as a commaon occurrence has always taken place,” Fleischer said.

“I want te remind you that, communication is not a wrongdoing. What took place here was, they
received phone calls and took no action. The charge has been, did the government take any action?
And the answer form these two officials is no,” Fleischer said.

Fleischer warned Democrats against seeking to reap political hay from Enron's woes and its ties to
the White House, He called such efforts a *fishing trip" and said it was the sort of investigation the
country tired of in the 1990s,

-By Alex Keto, Dow Jones Newswires,; 202-862-0256,; Alex Keto@dowjones.com
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Nickoloff, Peter

I —— e ———
From: Carleton, Morman
Sent: Thursday, Janusry 10, 2007 2:45 P
Tao: Catina, Jill; Bawr, Sheda; Berardi, Stove; Bitsberger, Timathy; Eichnar, Matthew; Gabiondo,

Jose; Groas, Jared, Hammer, Viva: Lori Sanatamorena (E-mail); Nickaloff, Peter; Movey,
Michael, Pietrangsli, Fred; Roseborn, Brian; Schulthelss, Heidinne; Whalay, Jean, Wiedman,
Mark

Subject: D Enron Justice Probe Mot Ssen Reaching Into Bankruptey Crt

January 10, 2002

Enron Justice Probe Not Seen Reaching Into Bankruptcy Crt

By PHYLLIS PLITCH

0fF DOW JONES NEWSWIRES

NEW YORK - Despite its apparent sweeping nature, the Justice Department's creation of & task
force to investigate Enron Corp. (ENE) isn't expected to have much of an impact on ongoing
bankruptcy proceedings.

Mor does the bankruptcy code offer a safe haven to senior executives who managed the company
before its historic Chapter 11 filing in December, the largest on record.

Late Wednesday, Enren confirmed it's the target of a criminal investigation. The probe, which s
axpected to focus on possible accounting fraud, will be run by the Justice Department in coordination
with LL.S. Attorneys from across the country, ineluding Mew York City, San Francisco and Houston,
where Enron is headqguartered.

Inveslors and employees lost billions in the collapse of Enron's core energy-trading operations amid
a crisis of confidence among shareholders and trading partners, and the case has spawned a slew of
shareholder [awsuits, as well as investigations by the Securities and Exchange Commission and the
Department of Labor.

There have been past bankruptcy cases where stays have been issued or injunctions entered that
protect current officers and directors from being sued during bankruptey, if the court finds a civil
lawsuil would interfere with the ability to help the company reorganize, said attorney Matthew
Feldman.

"But that extension of an automatic stay or injunction would not apply under any circumstances that
would protect an officer being pursued by state or federal authorities,” said Feldman, a bankruptcy
partner at Willkie Farr & Gallagher.

Similarly, the criminal probes are not seen undermining any continuing efforts by Enron and its
creditors to dispose of the failled energy company's assets, he said.

Feldman represented another high profile bankruptcy filer that drew criminal scrutiny, Livent Inc., the
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Toronto-based theatrical production company that went down in flames in 1298, Though top
execulives, including prominent Livent founder Garth Drabinsky were criminally indicted by the U.S.
Attorney's office, unloading assets of value went off without any issues related to the criminal
investigation getting in the way. (Remaining in Canada, the executives themselves, however, have
escapad the clufches of prosecutors hera,)

Mot to say that any potential criminal actions won't ultimately have an impact on plaintiffs pursuing
civil cases against Enron, be they shareholders or olher creditors. Any findings in a potential fraud
complaint could help bolster future civil lawsuits, legal experts said.

“The criminal investigation as well as the Department of Labor and the SEC's investigation may
develop facts that would support asserting certain causes of action against officers or other entities
that dealt with Enron,” said Jack Williams, the outgoing schaolar-in-residence at the American
Barnkruptcy Institute in Alexandria, Va.

Further, a background of criminal activity that might emerge could help color any future efforts by
creditors to appoint an examiner or a trustee to manage the company during bankruptey, said
Williams, who is returning 1o his former post teaching bankruptcy at Georgia State University College
of law.

"It can change the tone of a bankruptcy case,” said Williams. "The fact that you have a coordinated
criminal investigation involving prosecutors from several different cities suggests a very serious
investigation. It does raise the possibility of the ability of creditors and the like to successfully seek an
examiner or an appointment of a trustes.”

But the way things have been unfolding in bankruptcy court, that event is extremely unlikely, given
that the company is not giving creditors reason to take that unusual step, said Feldman. The
company appears to be trying to aggressively sell assets of value and retain critical employees and is
being represented by highly respected lawyers and bankers, he said.

“If it wasn't moving in that direction, you might see creditors, as a leverage point, try to bring in an
examiner, or in a dramatic scenario, a trustee," he said. "As long as it is moving in a direction people
generally think it should be, they won't want to be distracted by a criminal investigation, any more
than they already are."

-By Phyllis Plitch, Dow Jones Newswires, 201-838-2357; phyllis plitch@dowjones.com
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Mickoloff, Peter

d — ——— N
From: Carleton, Norman

Sant: Thursday, Janweary 10, 2002 2:54 PM

To: Cetina. Jill: Bair, Sheila; Berardi, Slewe; Bisberger, Timathy; Eichner, Malthew, Gabilonda,

Josa; Gross, Jared; Hammer, Viva; Lon Sanatamarena (E-mail); Nickoloff, Peter. Novey,
Michael; Pletrangeli, Fred; Roseboro, Brian; Schulthaiss, Heidilynne: Whaley, Jean; Wiedman,
Mark

Subject: Bioomberg: Attorney General Asheroft Recuses Himsalf From Enron Probe

M0 1435

Attorney General Ashcroft Recuses Himself From Enron Probe
By Anna Marie Stolley

Washinglon, Jan. 10, (Bloomberg) - U.5, Attorney General John Ashcroft sad he won't particpate in the Justice
Department’s investigaton into Enron Corp.’s collapse due to his " relationship® with the company.

The announcerment followed 2 call to step aside by U5, Representativa Henry Waxman. The California Democrat poanted
la palitical contributions that Enron &nd its Chief Executive Officer Kenneth Lay made to fsheraft's unsuccessful 2000
Senabe campaign

The Justice Department said yesterday that it [ creating a task foree in Washington 1o investigale the events that led to
the bigoes! corporale bankrupicy.

Asheroft announced today that he and his chiel of staff, David Ayres, have recused themsealves from anything 1o do with
{he Enron investigation " due to the totality of the circumstances of the relationship between Enron and the altormey
general”

““The attorney genaral has nod been invalved in any aspect of indiating or conducting any irvestigation imeolving Efron,”
the Justice Department said in a stalemeant.
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Mickoloff, Peter

Fram: Carleton, Morman

Sent: Trureday, January 10, 2002 3:54 PM

To: Schulthelss, Beidilynng; Nickololf, Peler, Berardl, Steva; Pistrangedi, Fred
Subject: Bond slauihs wene ahead on Ennon. Now thiy have their sights an three others.
AGAINST THE GRAIN

Caught Off Balance

Bond sleuths wera ahead on Enron, Now they have their sights on three others.
FORTUNME

Monday, January 21, 2002

By Herb Greenberg

If you learn nothing else from the Enron mess, take this lesson to heart: A company’s inability to
handle its debt can be its downfall--no matter how much Wall Street likes its stock. Indeed, while
earnings may be a window to a company's psyche, the balance sheet is what gives you a truer
picture of its well-being. Bond analysts make a beeline o this crucial piece of financial disclosure,
paying special aitention to a company’s ability to service its debt. And when the ratio of cash to dabt
plunges--watch outl

The best balance-sheet snoops are often way ahead of the pack in finding signs of trouble.
Sometimes, however, the big credit-rating firms, Standard & Poor's and Moody's, which get paid by
the companias they rate, are slow off the mark--slower, as a rule, than indepandent bond-rating
services like Egan-Jones of Wynnewood, Pa., or research firms like Mew York-based Gimme Cradit.
“We don't have the constraint of trying to keep a company happy,” says Egan-Jones President Sean
Egan, whose dewngrade of Enron to junk beat the big guys by about a month. (To be fair, Moody's is
revising how it assesses companies, taking into account additional information that could lead to a
default. Standard & Poor's, for its part, argues that its existing methods are adequate.)

Given the scope—and the surprise-of the Enron failure, it's worth asking: Are there other companies
out there that these aggressive independent credit-rating agencies are flagging now? You can bet on
it. We're not necessarily talking future Enrons, but simply companies whose financial situation is
more dire than the market thinks. Certainly one where the alarm bells are ringing loudly (and which--
don’t remind me—got a positive nod from this column a year ago) is Ford Motor. It's no secret that
Ford is having serious problems, but you wouldn't know it from its credit rating, which is still
investment grade. Egan-Jones, however, labels it BEB-, a few notches lower than the other rating
agencies do and just one step above junk. That's where Egan-Jones thinks Ford will arrive within six
months, a5 the sales boost from the much heralded 0% financing starts to wane and bad auto loans
pile up. Junk status raises the cost of borrowing and would be particularly damaging for Ford, whose
ability to cover its debt has been deteroraling rapidly. Egan and other bond analysts measure this by
calculating a company’s interest coverage ratio--pretax income plus interest expense divided by
interest expense.

The ratio, which varies widely by industry, is key to credit analysis. Egan calculates that Ford's
interest coverage has tumbled from 2.2 in September 2000 to just above 1 now. "That's akin to
saying that nearly everything you earn will have fo be used to pay your interest expense, which
doesn't leave a lot of money to invest in the business,” he says. Ford responds that it's
"disappointed” by the Egan-Jones rating: both S&P and Moody's insist they haven't been laggards
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and that their ratings are appropriate.

Egan-Jones is even warier of computer maker Hewlett-Packard. Its credit picture is as imperiled as
its proposed Compag merger, according to Egan-Jones—which has already tossed the tech giant's
debt on the junk heap with a rating of BB+, several notches below that of the major rating agencies.
"It's appropriate to view Hewlett-Packard on a stand-alone basis, which is not particularly atfractive,”
Egan says. “Today it is hard to name any business where it's the undisputed leader—even its printer
business is being attacked.” Making matters worse: From October 2000, Hewlett-FPackard's interest
coverage has sunk steadily from 19 to just 6.6. (By contrast, IBM's ratio, according to Egan-Jones, is
11.7.) Hewlett-Packard officials couldn't be reached for comment.

Finally, there's retailer Gap (another company this column once argued you should never bet against,
because of its miracle-warking marketing genius of a CEQ, Mickey Drexler). While Gimme Credit's
Carol Levenson says Gap's balance-sheet condition is not yet critical, it's "not nearly as strong as it
used to be.” Egan-Jones points out that Gap's interest coverage ratio has plunged from 27.3 down o
8.8 over the past four quarters. As a result, the firm rates the retailer's debt one step above junk and
a couple of notches below that of both Standard & Poor's and Moody's ratings. Gap officials say they
have never “worked" with Egan-Jones and point to the retailer's standing with the major rating
agencies instead. The problem is, as Enron proved, those agencies are not always the first to sound
the alarm.
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Nickoloff, Pater

From: Carleton, Norman
Sent: Thursday, January 10, 2002 4:50 PR
To: Catina, Jill; Bair, Sheda, Berardl, Steve; Bitsberger, Timaolhy, Eichiner, Maitthew,; Gabfondo,

Jose: Gross, Jared: Hammer, Viva; Lor Sanatamaorena (E-mail); Mickaoloff, Peber; Rovey,
Michaal; Pistranged, Fred; Roseboro, Brian; Schultheiss, Heidilynna; Whaley, Jean; Wiedman,
flari

Subject: DJ; Arthur Andersen Says 1 Destroved Documents Related 1o Enfon Account

January 10, 2002

Major Business News

Arthur Andersen Says It Destroyed
Documents Related to Enron Account

By JuDITH BURNS
Diow Jones MNewswires

WASHINGTON — Arthur Andersen LLP, already under fire for its audits of Enron Corp., said it has
destroyed documents sought by federal law enforcement officials investigating the Enron debacle.

In a staternent Izsued Thursday, Andersen said it notified the U.5. Justice Department and the
Securities and Exchange Commission that individuals at the firm "disposed of a significant but
undetermined amount” of documents relating to its work for Enran. The Houston energy company
declared bankruptcy in December after announcing it had overstated four-and-a-half years worth of
aarnings.

The document destruction includes paper documeants and e-mail correspondence.

Andersen said it has instructed employees to retain all existing documents "until further noftice.”

In addition, the Chicago-based Big Five accounting firm said it has asked former Sen. John Danforth
(R., Mo.) to conduct “an immediate and comprehensive review” of the firm's policies on document
handling and recommend improvemants.

Andersen said destruction of Enron documents occurred "in recent months” by individual employees
involved in auditing the energy company.

Michael Denovan, a Philadelphia attomey with Donovan Searles, LLC, which has filed a class-action
lawsuit against Andersen on behalf of Enron shareholders, said document destruction by an audit
firm is shocking.

*Auditors save everything," including all work papers for audit clients, Mr. Donovan commented.
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Enron was one of Andersen's largest clients, generating $25 million a year in audit fees and $27
million of fees for consulting. Enron, a high-flying energy company which last year ranked No. 7 on
the Fortune 500 list, announced big losses last October in off-balance-sheet partnerships run by
former Chief Financial Officer Andrew Fastow. In early Movember, Enron acknowledged it had
overstated eamings by $568 million over a four-and-g-half year period and said investors could not

rely on its past financial statements.

The SEC launched a formal investigation into Enron's accounting on Ocl. 31,

Write to Judith Bumns at judith burnsi@dowjones.com’
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Mickoloff, Peter

_ ______ E—
From: Carlaton, Marman

Senk: Thursday, January 10, 2002 466 PM

Tao: Getina, Jil; Bair, Sheila; Berardi, Steve; Bitsbergear, Timolhy, Eichner, Matihew, Gabilonda,

Jose: Gross, Jared; Hammer, Viva; Lori Sanatamorena (E-mai); Mickoloff, Peter, Novey,
Michael; Pietrangeli, Fred; Roseboro, Brian, Schultheiss, Hesdilynne; Whaley, Jean, Wiedman,
hark

Subject: O WHITE HOUWSE WATCH: Enron Siory Heats Up At White Housa

January 10, 2002

Dow Jones Newswires

WHITE HOUSE WATCH: Enron Story Heats Up At White House

By ALEX KETO

Bk Dow Jon=s Mewswires Analysis

WASHINGTON - The long-simmering story over the collapse of Enron (ENE) and its political
contributions to President George W. Bush heated up considerably Thursday with the revelation that
Enren Chairman Kenneth Lay pleaded for help from the administration while his company was going
dovwn in flames.

Administration officials turned Lay down, but the news brings the issues of political contributions and
palitical favors into uncomfortably close proximity,

For his part, Bush said he was out of the loop.

*| have never discussed with Mr. Lay the financial problems of the company. The last time that | saw
Mr. Lay was at my mother's fund-raising event for literacy in Houston. That would have been last
spring,” Bush said.

Bush want on to say he wants to see a full investigation into Enron’s bankruptcy, the largest in U.S.
history.

"What anybody's gaoing to find out is that this administration will fully investigate issues such as the

Enron bankruptcy, to make sure we can leam from the past and make sure workers are protected,”
Bush said.

Nevertheless, the White House appearad to be buffeted by fast-moving events with White House
spokesman Arl Fleischer denying at midday there was any conflict of interest in having Attomey
General John Ashcroft, who received political contributions from Enron as a Senate candidate,

aversee a criminal probe of the company's bankruptey. Less then two hours later, Asheroft and a top
aide recused themselves from the investigation.
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Shortly after the Ashcroft announcement, Arthur Andersen LLP, the company that served as Enron's
auditors, announced that a "significant” number of the company's documents and records had been
desfroyed. Both federal and congressional investigators have been seeking the documents,

Fleischer said that during the autumn Lay called Treasury Secretary Paul O'Neill to warn him that
Enron was on the verge of collapse, and Lay said the bankruptcy of his company could be as
destabilizing as the implosion of the Long-Term Capital Management hedge fund in the late 1990s,

However, upon investigation, the Treasury Department rejected Lay's arguments.

Later, Lay called Commerce Secretary Don Evans to say "he (Lay) was having problems with his
bond rating and he was worried about its impact on the energy sector.”

Evans then callad O'Meill but "they both agreed no action should be taken to intervena with their
bond holders,” Fleischer said,

Even before the latest revelations, the White House had confirmed Vice President Dick Cheney or
his aides met with Enren officials six times last year to discuss energy issues while the While House
was drawing up its energy plan .

However, Fleischer said the fact that Lay and others were talking to top officials isn't in and of itself a
crime.

" want to remind you that communication is not 2 wrongdoing. What took place here was, they
received phone calls and took no action. The charge has been, did the government take any action?
And the answer from these two officials is no,” Fleischer said.

"| think it should surprise no one that people in the administration receive phone calls from people
who ara either in business or at unions. It happens everyday,” Fleischer said.

However, some of Fleischers asserfions wera, (o be blunt, surprising.

Te begin with, Fleischer said Thursday morning was the first time that O'Neill and Evans mentioned
to Bush they had been in contact with Lay in the weeks just ahead of the company’s bankruptcy.

In addition, Fleischer said no one in the administration briefed Bush about Enron’s woes and he was
hard pressed to say how the president learned the company had gone belly up late last year,

"He leamed last fall. And | couldn®t tell you if he learmed as a result of the media accounts when
everybody wrote that Enron had gone bankrupt or through any other mechanism. He learned last
fall," Bush said.

However, this explanation appeared to be rather thin considering that Bush was fully informed and
deeply involved in the financlal ballout of the nation's airfines at the same time in part because
thousands of jobs were at risk. Enron employed 20,000 workers.

Asked if, in hindsight, the president wished he had been better informed of the developments at
Enron and among his top officials, Fleischer said, "No.”

Adding to the White House's discomfort is the fact that Democrats on Capitol Hill are gearing up for
hearings on Enron. Fleischer wamed them against going too far.
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"li's appropriate to take a look into what led to the bankruptcy of Enron and whether or not anything
was done wrong in the process of Enron going bankrupt. But if that's a politically charged, a politically
motivated effort, then | think the American people are going to say that this is just another fishing
expadition, another endless investigation, the type that they scured on over the last many vears,”
Flelscher said.

Bush Wams Iran Not To Shelter Fleeing Al-Qaida
Following reports that Iran may be sheltering small numbers of fleeing al-0aida or Taliban fighters
and trying to control Afghanistan's western provinces, Bush bluntly warned Tehran it will be held

accountable for any maoves 1o terrorism or terrorists,

"Any nation that thwarts our ability to rout terror out where it exists will be held to account one way or
the other," Bush said.

"We had some positive signals early - early in this war from - from the Iranians. We would hope that
they would continue to be a positive force in helping us bring people to justice, We would hope, for
example, they wouldn't allow al-Caida murderars to hide in their country. We would hope that if that
ba the case, if someone tries to flee into Iran, that they would hand them over to us,” Bush added,

Bush also told Tehran to keep its hands off of Afghanistan’s fragile government and hinted the UL.5.
response could be sharp.

"If they, in any way, shape or form, fry to destabilize the government, the coalition will be - will deal
with them in, you know, in diplomatic ways, initially," Bush said.

For what its worth, Iran denied it was either undercutting the Kabul government or hiding terrorists.

"It has been our policy not to allow terrorist groups such as al-Qaida in Iran," Vice President
Mohammad Ali Abtahi told The Associated Press,

The U.S. has long considered Iran a major backer of international terrorism.,

Cerainly, Abtahi's comments didn't sway Secretary of Defense Donald Rumsfeld.

"Wae know that (Afghanistan-lran) has a porous border and we know people have moved back and
forth throughout history. And we also know they've been moving back and forth in recent history,”

Rumsfeld said.

-By Alex Keto, Dow Jones Newswires, 202-862-9256, Alex. Kelo@ Dowjones.com
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Nickoloff, Peter

— S ]
From: Carkelon, Marman

Senl: Thursday, January 10, 2002 5:57 PM

To: Catina, Jill; Bair, Sheila; Barardi, Steve; Bisberger, Timothy, Elchner, Matthew, Gabilonds,

Jose; Gross, Jared; Hammer, Vive; Lor Sanatamorana (E-malll; Mickoloff, Peter; Nowvay,
Michaa!, Pietrangsdi, Fred, Roseboro, Brian; Schultheiss, Haidilynne; Whabey, Jean; Wiedrmar,
Mark

Subject: OJ: CAPITAL VIEWS: An Interesting Day In The Enron Trenches

January 10, 2002

CAPITAL VIEWS: An Interesting Day In The Enron Trenches

By JOHN CONNOR

A Daw Jones MNewswires Column

WASHINGTON -- Today was a big day on the Enron front, with key developments coming fresh on
the heels of Wednesday's new that the Justice Department has opened a criminal investigation of
Enren's bankrupley.

To briefly review the bidding:

- Arthur Andersen, LLP, already taking heavy fire for its auditing of the now-bankrupt Enren Corp.
{EME), told the Justice Department and the Securities and Exchange Commission thal individuals at
the firm “disposed of a significant but undatermined amount” of documents relating to its Enron work,

Andersen said the destruction, encompassing both paper documents and e-mail, was done in recent
manths by individual employees involved in auditing Enron. The number of individuals involved was
not specified,

- White House Press Secretary Ari Fleischer disclosed that Enron Chairman Kenneth Lay, a big
campaign contributor to George W, Bush, contacted two senior Bush Administration officials last fall.
The officials in question were Treasury Secratary Paul O'Neill and Commerce Secretary Don Evans.
The contacts sound in the telling like a bid for help.

Fleischer related that O'Neill said he had been contacted by Lay last fall and that Lay brought to
O'Meill's attention “his concemns about whether or not Enron would be able to meet its obligations.

And he exprassed his concemn about the experiance that Long-Term Capital (Management) went
through. ..

"Secretary O'Neill then contacted (Treasury) Undersecretary (Peter) Fisher to ask him fo evaluate
whether the comparison was apt, and the Department of the Treasury advised that it was not apt as a
result of Secretary Fisher's review,” Flaischer recountad.

- Peter Fisher to center stage once again. As a senior official of the Federal Reserve Bank of New

York, Fisher played a leading role in cobbling together & non-government-funded financial Heimlich
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Maneuver for the strickened LTCM, animinated in that effort by concerns of systemic risks. Sounds
like Lay was trying to float the systemic risk possibility - and Fisher blew it away.

Told by a questioning reporter that it sounds like Lay was asking for & bailout, the White House Press
Secretary said, "I don't characterize it one way or another, | just report to you what was sald. | leave
the characlerization to others. That was the conversation with Secretary O'Neill.”

He later added that O'Meill told him the O'Neill-Lay conversation occurmed in October,

- With respect to the O'Neill and Evans conversations with Lay, Fleischer told reporters, "This
marning, Secretary O'Neill and Secretary Evans made the information known, and we immediately
shared it and provided it to you.”

Asked specifically when President Bush learned that the two secretaries had talked to Lay, Fleischer
said, "“This morning."

- Attorney General John Ashcroft, another recipient of Enron campaign contributions during his
unsuccessiul Senate race in 2000, recusad himself from the Enren investigation, as did David Ayers,

Asheroft's chief of staff who previously served as his campaign manager.

Earlier in the day, Fleischer at the White House had said that "the president has full faith and
confidence in the professional prosectors of the Department of Justice, and in the attornay general,
to get to the bottom of all the allegations of criminal wrongdoing by Enron.”

- Speaking of the president and Enron, Fleischer was asked whan Bush learmed of Enron’s financial
difficulties. "He learned last fall,” the press secretary said.

"And | couldn't tell you if he leamed as a result of media accounts when everybody wrote that Enron
had gone bankrupt or through other any other mechanism,” Fleischer added. "He learned last fall."
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Mickoloff, Peter

#

From: Carlaton, Marman
Senl: Thursday, January 10, 2002 5:58 PM
Ta: Cetina, Jill: Bair, Sheila; Berardi, Steve; Bitsberger, Timothy; Eichnar, Matthew, Gabilonda,

Jose: Gross, Jarad; Hammer, Viva; Lori Sanatamorena (E-mail); Mickoloff, Peter; Novey,
Michael, Pietrangell, Fred; Roseboro, Brian, Schultheiss, Heidiynne; Whaley, Jean; Wiedman,
Wk
Subject: 0n: US OMedl Focuses On Regulatory Reform In Enron Review

January 10, 2002

US O'Neill Focuses On Regulatory Reform In Enron Review

NEW YORK — U.S. Treasury Sacretary Paul O'Meill said Thursday that he would focus on regulatory
reform as part of President George W. Bush's newly announced probe of Enron Co. {(ENE).

O'Meill told Fox News Channel that he would be part of two task forces stemming from the issue.

In the first, he would join Commerce Secretary Don Evans and Labor Secretary Elaina Chao to look
at the impact of recent corporate bankruptcies on pension benefits.

In the second, he would join Federal Reserve Chairman Alan Greenspan, Commodities Futures and
Trading Commission Chairman James E. Newsome and Securities and Exchange Chairman Harvey
Pitt in looking into disclosure rules. O'Neill said they will determine whether changes are needed "lo
assure thal investors and markeats have all the information they are entitled to have to make our free-
market economy work properly.”

In ordering the probe, Bush particularly pointed at the loss of pension benefits by employees at
Enron, which filed for bankruptcy last month. As Enron's slock collapsed, employses were barmed
from selling the company's shares while the energy trading company was changing pension
administrators and the accounts were frozen.

Asked for specific solutions, O'Neill suggested that the government needed to see if 401(k) and other
pension accounts need 1o be locked up when new administrators come in.

“We need to look at that and see if that is a sensible thing to do." he said.

But beyond that, the Treasury secretary refused to be pinned down on possible remedies. *| think we
need to do a study and we need to do analysis," he said.

“We need to do analysis before we do prescription. It's a pretty good idea to figure out what disease
exists before we start cutting off arms and legs,” he added.

(YMeill also stressed that this effort is motivated by Bush's concern for Enron's employees. The

Treasury secretary said the president is "just hurting a lot for people who apparently accumulated all
of their savings in a 401(k) plan and then lost it all in a couple of months.”
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-By Paul Rekoff, Dow Jones Hewswires; Z01-338-8370;
pauvl .rekof fédawjones . com
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Mickoloff, Peter

—
From: Carledon, Nosman
Sent: Thursday, Januwary 10, 2002 5:01 PM
Ta: Cating, Jill, Bair, Sheila; Berardi, Steve; Bitsbarger, Timathy; Elchner, Matthew; Gabilondao,

Jose; Gross, Jared;, Hammer, Viva; Lor Sanalamaorana (E-mail); Mickoloff, Patar, Novey,
Michaal, Pietrangel, Fred; Roseboro, Brian; Schultheiss, Heidilynne; Whaley, Jean; Wiedman,
Mark

Subject: Cu: Asheroft Recuses Seif From Enron Investigation

January 10, 2002

Ashcroft Recuses Self From Enron Investigation

By Mark Wigfield
Of DoW JONES NEWSHIRES

WASHINGTOMN -- Attomey General John Ashcroft and his chief of staff David Ayres have recused
themselves from the investigation of Enron Corp. (ENE).

In a pregared statement, the Justice Deparment said Ashcroft's decision was "due to the totality of
the circumstances of the relationship between Enron and the Attorney General.” Ashcroft hasn't
been invalved in any aspect of the investigation to date, the Justice Department said.

The statement didn't explain why Ashcroft and Ayres were recusing themselves. However, according

to the Center for Responsive Politics, Enron gave $25,000 in so-called "soft money” to the Asherofi
Victory Commillea in the 2000 eleclion cycle.

Enron Chairman Kenneth Lay also gave the Ashcroft Victory Committee $25,000. The committee
provided funds to the National Republican Senatorial Committee and Ashcroft's failed campaign for
re-election to the Senate.

Enron’s political action committee also gave Ashcrofi's Senate campaign $4,993 in the 2000 cycle,
while employees of the company gave 52,500, according to the Center for Responsive Politics. The
group analyzes campaign financea filings.

Deputy Attormey General Larry Thompson will oversee the investigation in Ashcroft's absence, the
Justice Department said.

Asheorofl's recusal is another indication of the company’s ties with the Bush administration. Enron
also contributed to President George W, Bush's election campaign, and the White House has
acknowledged that Vice President Dick Cheney or his aides met six times with Enron representatives
on enargy issues last year, with the final meeting held six days before the company's financial
condition was known.

However, YWhite House spokesman Ari Fleischer told reporters Wednesday that he wasn't aware of
anyone in the White House who discussad Enron's financial situation.
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The Justice Department Wednesday confirmed that it is forming a special task force to combine the
efforts of prosecutors nationwide who are investigating Enron, The nation's largest energy trader
fled for protection from creditors under federal bankrupley law after its market value plunged upon
disclosures that it apparently misrapresentad its financial condition.

-By Mark Wigfield, Dow Jones Newswires, 202-B28-3387, mark. wigfield@dowjones.com

The Justice Department said Ashcroft made his decision without knowladge of a letter sent to him
Thursday by Rep. Henry Waxman, D-Calif, that raised questions regarding Enron's campaign
contributions to Ashcroft.

"As welcome as the Department of Justice's involvement is, it raises an awkward question regarding
your own personal background with Enron," Wasman wrote. "As you know, during your last election
campaign in 2000, Enron was one of your largest contributors.”

Waxman also cited Federal Election Commission records showing that Ashcroft had received
contributions from Enron and its employees totaling more than $60,000 since 1984, including a
21,000 1294 contribution from Enron's Kenneth Lay, when Ashcroft first ran for the Sanata.

Waxman also cited criticism by the campaign finance walchdog group, Common Cause. The group
last January complained o Senate Judiciary Committee Chairman Patrick Leahy, D-VL, that the
Asheroft Victory Commitiee illegally mixed non-federal "soft money” that can only be used for party
building activities with *hard money™ that can go directly to an election campaign in an effort to
exceed federal campaign contribution limits,

Leahy was ranking Democrat of the panel at the time because the Senate was still controlled by
Republicans.

Waxman didn't recommend a gpecific course of action for Ashcraft. But "at a minimom, | would hope
that you would immediately fully disclose your past background and contacts with Enron and
seriously consider whether it is appropriate for you to be involved in the criminal investigation of
Enron," he wrota,

The Justice Department sawd Asherofl "voluntarily recused himself from any Enron matter,” with the
concurrence of Justice Departmant athics officials.

In a statement, Leahy praised Ashcroft's decision,

"Attormey General Ashcroft has taken the appropriate step, and | commend him for it,” Leahy said. °|
have full confidence in Deputy Altormney General Larry Thompson and his ability to pursue this
investigation_"

-By Mark Wigfield, Dow Jones Newswiras; 202-828-3397, mark.wigficld@dowjones.com
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Nickoloff, Peter

From: Careton, Morman
Sent: Friday, January 11, 2002 9:47 AM
Ta: Catina, Jill; Bair, Sheila, Berardi, Steve; Bisberger, Timothy, Elchner, Matthew, Gabllondes,

Jose, Gross, Jared; Hammer, Viva, Lon Sanatamorana (E-mail); Mickoloff, Peter; Novay,
Michael, Pietrangeli, Fred, Roseboro, Brian, Schultheiss, Heidilynne; Whabey, Jean; Wiedman,
hark

Subject: Fi: 1BM ) Treasury's O'Meill Comments an Enron Calls, Disclosur

-—-Original Message—

From: Lor.Santamarena@bpd. treas.gov [mailks:Lor.Santamorena@bpd. treas.gov]
Sant: Friday, January 11, 2002 8:40 AM

To: norman.carleton@do.treas, gov

Subject: 18M ) Treasury's O'Neill Comments on Enran Calls, Disclosur

-— Fonwangied by Loni Santamonenadd D on 01771002 0838 A —-
SPUBLIC DERT, US DEPT OF TREASURY" <GSRRS Dbloomborg. net>

011002 DE17 AM

T Bantamorenafbpd iraas . gov
Lo
Subject: 1BM ) Treasury's O™eil Camments on Ennan Calls, Disciosus

Treasury s 0'Heill Comments on Enron Calls, Disclosure Rules
2002-01-10 19:35 [Hew York]

Washingeon, Jan. 10 (Blacmbergl -- The fallowing are ccoments
from U.5. Treasury Secretary Paul 0'Meill on his conversaticns
with Enron Corp.'s chairman Ken Lay prior to Enron's bankrupkbcoy
and a review by government regulaktore of ehe adegquacy of coarporate
disclosurs rules. 0'Heill spoke during interviews on Cable Hews
Network and CHEC,

"My firet call from Een Lay wase for him to give me a heads-
up that they were struggling and to offer the president of hie
company to speak with the Undersecretary of Domestic Finance
(Peter Fisher] to understand the positions they had sa we could
make suwreé Chat we were taking care of our responsibility, which is
Lo make sure thak the T.5. capital markets work,'' 0'Heill told
CHH .

""That was the purpose of Kem'e call to me, Lo leb me know we
wera walcome ta heve accdess ka infarmation so we could understand
what they were doing and the possible expeosure to the world's
capltal markets,
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“"The seccnd call, Ken called me to tell me they were in
discussions with Eynergy and it was an information-aonly call.
Subsequently, [Commerce Secretary) Don Bvans called me to say he'd
had a call and that ¥en had told him that rating agencies wers
locking at them and there was real goncern LE CLhe rating agencies
downgraded them that that could effectively scupper the deal with
Dymergy, ' he azld.

On what he did following the call:

**1 subseguently asked [Fisher) to speak with the Enron
people, which he did, =0 thal we oould satiefy ourselves Chab the
Enren affalirs were mob golag to have a negative impact on U.5.
capital markets,'' O'Heill told CHBC.

on whether he thinks ethics rules werse braken:

**1 thought it was business as usual, '’ he cold CHBC. "1 get
calls every day from the bhig playersa in the world. Enron was Che
biggest trader of energy in the world, So T wae not surprised at
all ehat I would get a call saying we'we got a problem over herae
and you should know abouk ig,'°

on whethar he was he acgked By Ken Lay Far a government baileui:
**abeclucely not, '’ he told CHEC. ""One of things 1 enjoy
about Treasury is I don't have a lot of giveaway programs so if he
wanted a g‘i'l.l'EH'nIH':r' From the governsEnc he sere wouldn't have called
me. I don't know if on= were inclined to make bailouks why there
would be a ballout for a company that's gotten iteself into
trouble. TIf you wank to look at recent Chapter 11 filings or
Chapter seven filings you can lock at Bethlehem Stesl and Sunbeam
and they don't call the government for a bailout. I ran a Fortuns
5q Company, it never would have cocurred £o me Eo call cEhe
government for a bailout if I got my company in trouble. '’

On what President George W, Bugh has asked him to do today:

"“The president tasked me to one, head a comnmittee that
includes Don Evane and (Labor Secretary) Elaine Chao to look at
the Enrcn case and other bankruptcy cases to pay special attention
te the gquesticon of whether we need to amend the rules that gowvern
pension plans and 401k plans to provide a greater deal of
asgurance to individuvale whe have a stake in pension plans and
401k plans, ' he Eold CHM. “"That ifg driven by the president's
concern about the individual empleoyees. The presldent said to me
we need bto gee 1f there la scesthing we need to do ec that we
learn frem thie. If there ig a weaknese in our rulee let's fix the
rules. !

“*And the pecond committees the president asked me to convene
ig one that's a standing committee, the president's economic
committes. That ineludes myself and Alan Greenspan, the head of
(the Commoditbies Futures Trading Commission! and Harvey Pitt of
the SEC. The charge the president's given us is to logk at the
Enron case and other cases and see if we need to adjust the
diselagure rules a6 that eharshaldsre and employvess have all the
informaticn they need to make intelligent decisicne. This ia nokb
about Enreon, thie is about making sure the rules that govern the
way our economic system works are worthy of the conditions that
we're dealing wikh these days ta assure thar individusals are net
hurt becauss of & weakness in our ruleg '?

==8imon Kennedy in the Washington newsroom (202} &34-1834, ar at
skennedydgblocmberg.-net fjao

Btory illustration: For graph of Enrcn's atock price, type:
{ENE U5 =Equity> OGP0 D =0G0=]

ENE VS <BEquity> CH
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From: Carlefon, Morman

Sent: Friday, January 11, 2002 10:53 AM

Ta: Cating, Jill; Bair, Sheila; Berardi, Steve; Bisberger, Timothy; Eichner, Matthewr, Gabilondo,

Jose; Grosa, Jared, Hammer, Vive; Lon Sanatamarena (E-mail); Nickoloff, Peter; Movay,
Michael; Pietrangeli, Fred, Roseboro, Brian, Schultheiss, Heidilynne; Whabsy, Jean, Wiedrnan,
hiars

Subject: FT: Power politics

Power politics

The furore over Enron is starting to raise some uncomfortable questions about the Bush
administration’s links with the collapsed energy giant, says Peter Spiegel

Published: January 10 2002 20:12 | Last Updated. January 10 2002 20:18

Home states have not been friendly to recent American presidents. For most of his administration,
Bill Clinton found himself hauntad by his financial dealings in Arkansas. Disquiet over a failed land
development called Whitewater led to an investigation by an independent prosecutor that almost
brought down his presidency.

Mow George W. Bush is slarting to find embarrassment in his proud Texas roots. The Lone Star
State, of which Mr Bush used to ba governor, is also home to Enron, the energy trading company.
Enron's spectacular collapse has promptad a criminal investigation and spurred Mr Bush to order on
Thursday a sweeping review of federal pension rules and corporata financial disclosure regulations.

Mr Bush's own connections to the company extend back to his time as Texas governor, when
Kenneth Lay, Enron chief executive, was head of the govemor's business council. Mr Lay was an
early and eager supporter of Mr Bush's presidential campaign, signing on as a "pioneer” who raised
mare than $100,000 for the race. Enron and its executives donated §114,000 themselves.

But Mr Lay's ties to the Bush family go back even further. He was a strong supperter of Mr Bush's
father, going so far as to hire former cabinet members James Baker and Robert Mosbacher as Enron
consultants after the 1952 election defeat. Tha president said yesterday that he had last sean Mr Lay
at a literacy fund-raising event organised by Barbara Bush, his mother. "I have never discussed with
Mr Lay the financial problems of the company,” he added.

Faor the Bush administration, the growing Enron controversy is proving a delicate tightrope. On the
one hand, Mr Bush appears eager to be seen as above the fray, ordering executive branch agencies
to pursue Enron without fear or favour. On the other, his stubbom and influential vice-prasident, Dick
Cheney, has been unwilling to release records regarding contacts his energy taskforce had with
Enron while it was formulating the administration's energy legislation, now before Congress.

"The vice-president could have put a lid on this early on," says Tom Fitton, president of Judicial
Watch, a conservative group that is sueing for Mr Cheney's taskforce records. "Instead, he's painted
himself into a comer. Supporters of the Bush administration have lo ask themselves what would have
baan their reaction if the Clintons came out with this. They would have gone ballistic.”

Mr Cheney also has links with Enron, as recent disclosures about a meeting betwaen him and Mr Lay
in Washington last April have illustrated. The two had got to know each other in Texas, where Mr
Cheney was chief executive of Halliburton, another Houston-based energy company. indeed, Mr Lay
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and Mr Cheney had worked closely on one of the city's most prominent new landmarks, a baseball
stadium for the home-team Astros, which was built by a Halliburton subsidiary and bears the name of
Mr Lay's company: Enron Field.

On his trip to Washington |ast April, Mr Lay did not want to talk baseball. California was in the middle
of an energy crisis - the state’s largest investor-owned utility, Pacific Gas and Electric, had just filed
for bankruptcy. Enron, which had helped to formulate the state's electricity deregulation plan, was
facing criticism.

Meither Mr Lay nor Mr Cheney has talked in detail about what the two discussed in the half-hour
session, A Cheney aide disclosed this week that the meeting was generally about "energy policy
matters”, including the California situation. But the sit-down, along with five other contacts between
Enron representatives and the staff of the vice-president, who chaired Mr Bush's energy taskforce,
has begun to raise questions.

Henry Waxman, a senior Democrat member of the House energy and commerce committee, which is
conducting an inquiry into Enron's collapse, notes that the day after the Cheney-Lay meeting, the
vice-president gave an interview to the Los Angeles Times in which he stated that the administration
would not support price caps on electricity. Conservatives in Washington have long resisted price
caps of any kind, and opposition from the Bush administration was not particulary surprising. The
coincidence is nonetheless awkward,

These are not tha only links between the administration and Enron. Both Lawrence Lindsey, the
White House economic adviser, and Robert Zoellick, the US trade reprasentative, were employad as
consultants by Enron before taking jobs with Mr Bush. Whila therae is no evidence so far of
impropriety by any White House official, the saga reinforcaes past questions over whether Mr Bush's
administration does the bidding of moneyed interests and corporations that provide political
donations,

"Enron is just one example of these sell-interested energy companies that had special access." says
John Walke, a lawyer for the Natural Resources Defence Council, an environmental group that has
sued the administration seeking documenls about how Mr Cheney's energy taskforce formulated the
White House's energy legislation.

Indeed, the taint of even an arm’s-length association with Enron has become so great that several
high-profile political groups have decided to forgo confributions from the company. The Republican
Governors Association recantly returmed a $60,000 Enron donation, and the National Republican
Senatorial Commiliee - the arm of the Republican party responsible for Senate races - sent back two
chegues totalling $100,000. The Democratic Senatorial Campaign Committee - which received an
identical $100,000 Enron donation - donatad the maneay to charity,

Congressional inquiries into the ties between the Bush administration and Enron have their perils for
Democrats as well. Senator John Breaux, a powerful conservative Democrat, has called for the White
House to disclose all contacts with Enron, & move Mr Cheney in particular has resisted. But Mr
Breaux himsaIfl received maora than 511,000 in donations from Enron over the past decade, according
to the Centre for Responsive Politics, a watchdog group. He is not alone. Senator Jeff Bingaman,
chairman of the energy committee, has been a recipient of thousands of dollars of Enron's largesse,
as has Congressman John Dingell, the top Democrat on the House energy and commerce committee
and one of the most cutspoken critics of Mr Cheney's dealings with the company. Linda Robertson,
formerly a senior lobbyist for Enron, was an assistant Treasury secretary in the Clinton
administration,
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The question of whether Enron bought influence in Washington is not the only ane facing the
administration. A separate investigation is being carried out by Senator Joseph Lieberman, chairman
of the government affairs committee, into the role of federal regulators. So far, the most
embarrassing revelation has been the role of Wendy Gramm, wife of Phil Gramm, a Texas senator,
who served as the chairman of the Commeadities Future Trading Commission before joining Enron’s
board of directors. While at the CFTC, she kick-started regulations that exempted some energy
trading from government oversight, a move backed by Enron, Mrs Gramm is now a member of the
auditing committee of Enron's board, which has come under scrutiny.

The announcement by Mr Bush on Thursday will only add to the pressure on Washington figures
such as Mrs Gramm whose ties 1o Enron are now proving embarrassing. So far, the Enron affair has
been far less awkward for the administration than Whitewater was for Mr Clinfon. Nor is there any
sign that any Bush official had direct knowledge of, or involvement in, the financial mismanagement
of the company. But Texas, like Arkansas, has come to Washington.
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Carleton, Norman

Fram: Lori Santamorenaf@bpd treas gov
Sent: Friday, January 11, 2002 2:00
To:  normman carlelon@do treas gov

SHOW: MONEY LINE 06:00 PM Eastern Standard Time

January 10, 2002 Thursday

Transcrpd # 01 1001ck 110

SECTION: Busimess

LEMGTH: 3009 words

HEADLINE: LOU DBBES MOMNEYLINE; ChWMin

GUESTS: Paul 0°Neill, Stephen Cannell, Willsam Esrey

BYLINE: Lou Diobbs, John Kmg, Susan Candioth, Allan Chemadt, Ball Hemmer, Kty Pilgrm, Jamse Melabyre, Daved Jrange

BODY:
THIS 15 A RUSH TRAMSCRIPT. THIS COPY MAY MOT BE [N ITS FINAL FORM AND MAY BE UPDATED.

LOU DOBBE, CHNfn AMCHOR, LOU TRORBS MOMNEYLINE: Good evening. The Enren {Company: Enrom Corparation; Ticker: EME;
URL: hegedf wemrw enron,com’) debacle is taking on ominous and disturbing dimensions. 11 has already resulted in the largest corporaie
bankruplcy i history, the lass of thousands of jobs, and the o3z of Bllions of dollars m mvestments. Today, Enson's accounting firm,
Andersen, disclosed that it had desiroyed o significant number of documents in recent months, something the Securities and Exchange
Commssion 15 callmg, guote, "extremely serious”,

Also today, Attomey General John Ashcroft and a top aide recused themsslves from the criminal investipation of Enron. For the latest, we head
i the White House, where senior White House commespondent Jobn Eing s following the story = John JOHN KING, CNH 5B WHITE
HOUSE CORRESPFONDENT: Low, good evening. Mot only dramatic developments today indicating how the investigations are expanding, but
alsn how the peliscal rmmifications of the Eovomn situdison e stretchdine scrosz Washington and decg within the Buosh White House,

You mentianed the atorey peineral, Joha Asheroft. He and his chicf of staff anrouncing teday they will recuse themselves fram this relativiely
mew, tavn-wetk=nld fileral crimmal imestigation inte whether Envon delrzuded a1 employees and 115 shanshalders. The reason why: John
Achcroft was a Bepoblican senator last year, seeking re-election, He received 360,000 in contributipns from Enren and top company officials.
S hee is atepping aside,

Here at the White House, the president announced two additional investigations, Thess povernment reviews fo determine if the povernment
needs o do mone, new disclosure laws to require companies o 1l their sharcholders and their employees those invested im 4010k} plans,

especially when their finances are deterdorating. But, of course, because of (he polittcal conmections of Enson CEOQ Ken Lay, the president was
also asked whether perhaps this leng-time friend of the Buosh family recenmed any special treatment,

(BEGIM VIDED CLIF)

GEORGE W, BUSH, FRESIDENT OF THE UNITED STATES: [ have never discussed with Mr. Lay the financial problems of the company.
The last time that I saw Mr, Lay was at my mather’s fundraising event for literacy in Houston, That would have been last spring.

(EMD VIDED CLIF

KING: Now, Earen filed lor bankrepicy in early December, We lzamed today that CED Ken Lay did call two members of the Bush cabinet. In
late Ohetaber, he called Commerce Secretary Don Evans and the Treasury sccretary, Paul O°Neill, We're wld be called Secretary OMell a
second tme, & shorl mme later, moearly November, In those conversations, we are fold Ben Lay said the company was at risk of not being abla
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to meet its obligations and asked for belp secusing, boosting up Earon's bend ratmg. We're also told that Secretaries O'Neill and Evans
conducted n quick review, spoke to each ather and decided thers was nothing e povernment could or should da. Top Bush administration
elficials saying tomeght pechaps they should bave disclosed ward of those conversations a bit earlier. But the White Howse press secretary, Ari
Fleischer, saving in the end, any mvestigation will show this adminisiration did absolwely nothing wrong,

(BEGIN VIDED CLIP)

ARIFLEISCHER, WHITE HOUSE PRESS SECRETARY: What's important here in the president's opimion is that this nesds to be
imvesligated from a cniminal point of view to determine what went wrong with Enron as well as from the Department of Labor to protect the
pensioners who worked for Enron, the employess of Enron, Buf i addition, it's very important o kok at policies to make certain this doesn't
beapgren to anybody else,

(EMD IDEC CLIF)

B0 Again, the administration saying any investigation will prove that when & msjor friend, a contributar of thas president asks for help, the
answer was no. Bar Democrats say they sull want mare infarrmation on any contacts betwesn Enson, CEO Ken Lay and other top officials with
the president, wilh the vice president and anvene elie, senior officizls of this administration, 5o as the investigations continae, 50, Low, too will
the political fallout,

DHYEES: John, thank you very much, And we will be talking with Treasory Secretary Pawl 0°MNelll here inthis broadeast, perhaps Commerce
Secretary Don Evans as well a= these events are unfolding and the investrpation of ibe collapse of Enson.

For more now on the criminal investigation of Enron what it could mean for its audit fiem, Andersen, we tum o TS Swan Cancuiti —
Susan,

SUSAN CANDIOTTL CHN CORRESPONDENT: Good evening, Lou.

With the recusal of the attorney general and his chief of staff, the Justice Depariment’s Earon investigation will sow be overseen by Deputy

Adtormey General Larry Thompaon. The Washmglon-based sk force incledes prosecutors based in Enron's hometown, Houston, as well as
San Francisco and Mew Yaork, home to the Stock Exchange and Security Exchange Commission.

Mational investigations like Enron's are rare hecause justice doesn't usually focus on a single company. but an induarry ke big obsceo, And
the timing is critical when justice is concentrating &0 many of is resouwrces on the 9711 investigation and stll unselved anthrax attacks.

Aned tosight, a dasturbing disclesure from Anthur Andersen, which did accounting and consulting work for Enron. The company admitting it
has gotten rid of documends that could be critical to the Enron ievestigation. Omee more, the firm sayvs i doesn’t know exactly bow many
documsnts ane gone, but calls the number significan, & revelation that has the SEC hopping mad.

Here's part of Arthur Andersen’s statement: In recent months, docaments including electronic files related o ihe Enron engagement werne
dispoaed of or deleted. Millisns of documents related 1o Enron still exist and the firm has successfully retrieved some of the elecmonic file.

Well, e SECs enforcement chiel, B1even Cutler, not happy, 184uing this response: Diestruction of docaments ks obviously an extremely
matter. Documents are an essential ingredisot in our irvestigations. The destmaction of doswments by Arthur Andersen wall not deter us from
pursuit of our investigation apd will be included within the seope of our investigation.

Mow Arthur Andersen says it has todd pot only the SEC, bt the Justiee Department and the corgressonal cormmitiess myestigating Enron,
During congressional testimony kast month, Anlus Anderses’s chiel sudstor said be warned Earon it was invelved in, gquate, "pessible illegal
acts for allegedly withholding information from its own awditers”. Now Enron denved thas charge.

And this night. we alse have late word for vou, Low, that tenaght a spokesman for Cangressman Billy Tauzin of the Houss Enerpy and
Commeres Committes i saying that grven the disclosures by Andersen about destruction of documents, ke says that the company should be
prosected if these documents were destroyed intemionally - Lou

DOBRS: Susan, thank you. Congressman Billy Tauzin, whao has been imvolved in this investigation om the onset, sayving that anyose who did
this through negligence at Andersen should be fired, anyene who did it intestionally should be prosecuted. Susan, thank you very much, Swsan
Candiott from Washimgton.

The fallowt from the collapse of Enran is far reaching of courss, Yet anather example: Enron bas 3,500 subsidiaries; 34 of them already have
filed for banknepdcy profection. 1 want to twm, if T may now, to Allan Cherneff, who 2 follvwing this investigation. hust bow did we get here,
im your judgment? How has this been spiraling so quickly?

ALLAN CHERNOFF, CWNfn CORRESPONDENT: Well, Lo, il latest item in terms of these Jost documents, apparently it all started with
irreestigators from Billy Tawein's committes, Four of them went down to Housten, were looking for the decuments vesterday. And they were
twbd at the Andersen offices there was a problem. And sarlier today, they were informed that in fact, patentially thousands of documents,
primmarily electromic, they believe...
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DXBBES: Congressman Tauzin's committes, staff conmitiee.
CHERMOFF: Precisely.

DMIBERS: Commettes stafl ather was mformed, and then came the slatement and the disclosure from Andersen, Now the siatement from

Andersen, Allan, is intriguing for a number of reasons. And T'd like to read, and I apologize to our audience for not having this up on the
SCrEe.

Buar the firm says, “individuals in ke firn mvelved with the Enron engagement disposed of a significant but undetermired number of
electronic and paper documents.” This appears al least 1o me o be the sugeestion that there's some separation between the mdividuals of the
firm and the finm itself, which is unigue amangst professional services firms,

CHERMOFF: Yes. And, Low, the people from the House Commerce and Energy Committes are saying that the deletions of these documents
cecurmed in September, October and Movember when there already was some heat on Enson,

DOBBS: And the firm, the audit firn of Enron, Andersen, has retained former U5, Senator John Danforth, as you know, o conduct an
immediate and comprehensive review of Andersen's record management palicy, But it goes on here to say that they're alsa looking to him to
leok for what they termed, "remedial and disciplinary actiens within the firm", You're take on what that would mean?

CHERMOFF: Well, clearly they're looking for some people to blame, We don't know the full stosy just yet. And the investigniors from the
House committes are achally planning 1o mest with the pariner in charge of the audit of Enron next Wednesday,

THWHIES: And the next steps in Washingion, in terms of Capitel Hill?

CHERKOFF: We have got a lot of investigations ongoing right now, &t least four, five separate investigations on Capitol Hill. And we have pod
also the Treasury secretary leading a number of palicy reviews umder direction of the presdent.

DO BS: A, of course, a bankrupley proceeding about (o pel underaay m Mew Yook Cily, undetermaned as vet as to whether it will be in
Houstan, which is the desire of many of the creditors, or Mew Yark City. What is the latest there?

CHERMOFF: That is still being battled. And today, there was 5 mesting. in fact, reviewing bids for encrgy, for the Enron trading business. The
Judpge, Arhur Gonzalez, tomorrow in banknipicy court may actaally approve one of the bids for that business,

[OBES: And Doymegy (Company: Dymegy Inc.; Ticker: DY, URL: bitpe'eeans dynegy. coms, the panitive white knight for Enson in the
carly stages and later a linigant against Enron, reaching & seolement on the pipeling, Where does that stand?

CHERMNOFF: Right. They have scoually gone ahead. They'ne going to be able 1o go abead and purchase the pipeline business from Earon that
they wanted.

CHOBEBS: 0K, Allan, thank you, Allan Chemoft fellowing chis story as are we all and appreciate your diligence on it, Thank yoa,

Well, a reminder once again, we will have much more on this developing story fomight. We will be talking with Treaswry Secretary Paul
O'Meill abowt this and 3 mumber of odlser Bsues ag well.

We want o fum now to the war against terrorism, amd repon o you that the fist wave of al Caeda and Taliban prisoners have been flown out
of Kandahar. But despite an extremely high level of security, gunfire was beard, flares were seen, as the C-17 transport aireraft sped down the
marvway, That aircrafi ook off without incident, No U5, servicepeepls were injursd. A Marine spokesman says soms people penstrated the
auter perameter. They were not identified, but presumably deey're al Qaeda or Taliban, bat they are no longer there afier some ssarch for them
by the rnilitary,

Twenty al Caeda and Taliban prisonces are being flown to tee ULS. naval base as expected, Guantanamo Bay Cuba their destinztion. That
Jjourney covers ahout B miles and is expected to take ahowt 20 hours to complete.

Chur Bill Hemmgr is at Kandahar airport tonight, and he heard a tracer fire while the ransport plane was taking off. He joins us now from
Kandahar. Bill, if | may, I'd hike to start with the Pentagon, which is now saying the gunfire that ok place a4 the plane ook off, that it actually
iook place Later and that it was nol directed a1 the aircraft. You were an eyewitness, What can you tell us?

BILL HEMMER, CHM CORRESPORDENT: Low, we got those feporis agam when they came oul about 35 muouics ago. This is what we saw,
We saw the C-17 taxiing toward the runway, There was tracer fire then shot up at the nosth end of the runway on the far side, And 2gain, a= the
C-17 mumed around and started heading down that runway, tracer fire was scen again,

Here is the confusion and here 15 why this is significant, Why was the tracer fire ignried at that time? Did they perceive shots or were they

simply respending to sensors that may have been fnpped on the perimeber? The C-17, as vou meatiomed, Low, ook of withouwl incwdent, Bug
about 12 minutes after that, there was sigaificant red tracers crisqerassime the rurvway bere. Aned woe also heard several M-16s break out ina
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short exchange of gunfire. To what that was directed is not chear right now, but it did last several minuies,

W wene [ter todd by the Mannes that smal] amms were recervesd here and also recerved by cover! gunships circling overhead, two to be
precise. Later, we were tabd by the Marines that snipers were deteeted and perceived around the perimeter. Special forces were sent oul o
extinguish that threat. Members of the 1015t Airborme division, U5, Marmes, scrambling at that point (o take their defensive positions hene,
mamy more scrambling mside the terminal buildimg where we were located at the ime,

Again, this lasted about three 1o three-and-a-half bours and we're not quite sure right now, Lo, as towhether or not that security breach
continaes at this poing, or whesher or not they'll be questions for the next shipment of detainess once that gets undsrway at sometine in the
viery mtar fuhure, Lo,

DOBBS: ¥ou mentioned the two covent gunships. Presumably, they were dispatched in response to the peresived breach of the perimence. ls
that sormect?

HEMMER: Yes, that is indeed comect, Low. And they were fhying around, based on cur perception, for about bwo howrs time. And we did
riptice also, at the fime that the covert punships were basically the only type of aircraft in the air, the airport was basically and essentially shus
down, no Might operations, oo lights wese on as the security again was breached here, and they were taking no chamces,

I should menticn alse prior to that, the first group of detainees, Low, tao groups of 10 taken out here. It s2emed very orderly and very
deliberate. Secunty wad extmemely tght. And tbe tee groups were wld recently all the detainses ere taken oul were clean shaven from bead 1o
toee, including the much coveted beard worn by many and all al Qaeda members bere 10 Alghamistan.

Again, a O-17, especially equipped to take the detairees on that 20-howr flight to Guantaname Bay, Cuba, But again, as | mentseaed, this s a
major security breach af this point, There will be many questions about how to handle thes i the future, One source said it was 2 tnal run of
st fo make sure the security measures imglemented over the past four or five days here in Kandalar indeed were uplssld. There will be many
guastions about that when the daylight comes up several bours From mow, Lo,

DOBBS: One final question, Bill, the perimeter, presumably, manned by ULS. forces rathee thas Afghan. That would be my presumpiion. [s
that a correct presumption”

HEMMER: Lou, ot this pomit, here's our undersiandmg: Two perimeiers here in Kandahar, the internos and the exienor. The intenor is guanded
by the 115, military and the other coalition forces, The exteriar, we'ne told, is guasded by the OCs, the oppasitien groups, opposition growps of
the Taliban and al Qaesda here in Kandahar, We are told the exterior perimster is where the breach was determined and located, where those
silpers apparently wers firing again abowt nine boues ago here in Kandakar, Low.

DOBRS: Bill, thank you very much. Bill Hemmer from Kandahar,

Well, CWM has leamed an that an advance team of 25 ULS, special forces has landed in the Philippines. And that number could grow o 100
gpecial forces with hundseds of maisenance aisd otber personnel m support. They ase all part of a larger ULS. military elTon that could
eventually mimber a5 many as 500 troops 1o help the Fhilippine govermment fight Muslim termorists tied to the al Caeda, Expents calculate that
humdreds of Muslom terrorsts oy be mothe cutlymg islands of the Philippines, perhaps thousands. Kitly Pilgron bas e reporl

(BEGIN ¥IDEOTAPE)

KITTY PILGRIM, CNM i CORRESPOMDENT [vedce-over): 1.3, officzals say the wial elfon could pumber 500 ULS, troaps, including
special forces troops, will ke mvalved in the effort to root out Muslim temonsts tied to al Casda.

DOMNALD RUMSEFELD, SECREETARY OF DEFENMSE: Some tme back, 1 signed underatandings that we would provide some raming and
assistance to the Philippine government.

PILGRIM: The cusrent effort is part of a 54 billion military aid packags approved after September 11 to provide advice, maining and
equipment to the Philippine foroes,

MIKE VICKERS, C515: Helicopters, transport aircraft, patrel craft and trucks, and then a lot of stepped up training too by spesial forces and
mielligence folks and alse belicapier traming for the Filipinos o give them an edge aver the geemllas. Bul | think the Fulipano aomy wall
largely da the work themselves,

PILGRIM: The Philippinss has a been a hotbed of terrorist activity. A particularly savage group, Abu Sayvaf, opsrates from the Philippine
island of Mindinao, 1.5, troops are being sent to the seuthern ciry of Zarmboanga.

Abu Sayyaf termansts are norieas for beheading their captives, Two Americans, Martin Bumbam and his wife, Gracia, were taken hostage
alomg with anodher American and 17 Filipine guests of a resornt kst May, Ooe of tbe Americans and four of the other captives were bebeaded m

Jume,

ADRIAN EARATNYCKY, PRESIDENT, FREEDH R HOUSE: Bat it is a fact feat the founders of this groug participated in the stniggles m

1/17/02 01 832

{}1 Sﬂ'ﬂﬂ{}ﬂ'ﬂ'ﬂ'ﬂdlﬂﬂ



Page 5 of 11

Algharistan. Some of them have heen closely linked © Libya. So they do have links to this broader setwork of states and movements that have
enabled and supporied isternatonal terrorism.

PILGERIM: Abu Sayyal has undeniable ties 1o al Qaeda. And convicted temarisis have stadied in the Philippines, inchiding Mohamed Sadeek
Oideh, who was comvicied for helping m the 1998 bombings of the 1.5, embassees in Kenya and Tanzama. Also Bame Yousel, the masiermind
of the first World Trade Center bombing in [993,

(END VIDEOTAPE)

{on camera): The U5, forces will sef up o command center in the city of Zamboanga, And alse expected, up to 10 helicopters amd C-130
airerall - might Nymg equipment will give them an added sdvantage -- thousands of rifles and up o 1 motor vebicles. Lo, the woogs have
landed,

DOBRS: Ky, thank you very much, Kinty Pilgrm,

Well, for meare now on the U5, military presence in the Philippines as well 25 the fransport of the 2l QeedaTaliben fighters o Guantanamas zrd
the continuing engagement in Afghanistan, I'm joined by Jam:e Mclntyre 2l the Pentagon -- Jamie,

TAMIE MCINTYRE, CHM MILITARY AFFAIRS CORRESPOMDENT: Well, Lou, [ think ase of the key questions abaut these mmalitary
trainers, special fosces, going to the Philippines is exacily what they're going to be doing, And CNM has leamed the mission guidance that
they've been given allows For armed U5, observers (o ravel with Philsppoe malitary to forwand arsss. Now that could potentially put them inte
a combat role even as the Pentagon says there are no plans to use them in dmrect combat, And the l"I:i||']:pci.r|-: governanenl says that swch a use af
rvops would requine special autherization from their Congress,

Buat when asked point blank today about what they - whether they might be engaged in those kind of operations, Secretary Fumsfeld,
following his well catablished policy, refused to speculate what they might do in the famure,

And as for the detaimess, the first flight is en route o Guantaname Bay, Cuba, The United States = employimg extraordmarny securily measures
onboarnd the plane, keeping the delaisees hooded, chained. They're not allowed o get up and go to the bathroom. They're given a bucket for
thiat Purposs, And the 1.5, s extremely cautious abaut what fhese pri:nnenmdddn whale L11.:'_l,' are 10 a conlined TSRS, Tht].' ahouald armve
in Cuba by sometime tomormow and begin to be processed there. And again, extremely tight sscurity and some nervousness even about the
transport af these very dangerous detatnees -- Law.

DOBRS: Jamie, thank you. Let me tum, it T may, to Bill Hemmer reporting from Kandahar, whao says he heard and saw, of course, saw the
trucer fire as the C-17 wking the al Qoeda and Taliban prisoners o Guantarssmo Bay ook off. The Pentagon, &= [ understand i, is nod
necessarily comffortable with that report, is that correct?

MCTNTYRE: Inany case like this they are tryig to figure out exactly what happenel The report they got back o the 1138, central command,
s that il major exchange of gunfire occamed after the plane had faken off and was apparently not directed at the amrcradt, bat directed at the
base, testing the defenses ar, yoo know, an assanli there that coincided with the takeof of the aircrafi.

I don't think they are disputing arything Bill Temmer saw, mclading seame of that racer fine early on, But they ae just saying thar a1 this podat,
as they po back and reassess, they don't think that what happened is an attemipt fo shoat at the aireraft, but rather an attempt to shaat at the L5,
forces that are st that base in Kandslar,

DOERS: An indication, Jamis, there at the Pentapon, that there will be a further beefing up of the ouwler perimeter, which Bill Hemmer reposted
was al least momentaraly bresched?

MCINTYRE: Well, they have very tight security there already, So I'm not sure exactly what they'll be doing. Dut the bave « it just
umderscones, that this coarinwes vo be a war zone ina very dangsrous place,

DOBBRS: Jambe Meolntyre, as always, thank you.

As T mentioped earlser. The first flight carrying the Taliban and al Qeeda prisoners fram Kandahar are on their way to the 1135, Maval Base in
Ciuantanamo Bay. The fact of the marter is CMM military analyst, General David Grange is here to assess, at least give us his aseessment of the
situatien,

Creneral, as always, good to have you here. It 8 interesting we have an eyewiiness, one of the few incidems in which we have :ﬂ.e'_.'ewimm, a
reporter on the ground and the Pentagon, #t least in the initZal stages wanting to, if you will, mold 2 somewhat different story. What's your

reacizon’

BRIGADIER GEN. DAVID GRANGE (RET.), CNN MILITARY ANALYET: Well, it depends where you're located at the incident site. A lot
ol people see dillerenl thinges.

DOERS: .E:I.ﬁl'.'ll],'-
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GRANGE: Bill probably saw some fracer fine. Was the tracer fine ned, was the fracer five green” A lot of AK-47 fire is grean tracers, So, il's
really hasd 1o say, And fo one knows i the perometer was even breached. It may have besn just fire, The: fire could have besn outgoing,

[ think it i5s boo early 1o tell, and 1 think that the security forces there ook approprinte action from the rehearsals that they have conducted,
which all wnits do when they start an operation in an arza, by firing mortar flairs, helicapters, launch and check the area net. Sa it seems very
small. This 15 one of those incidents that bappened almost every day in Viemam.,

MORES: General, we have an axiom in the newscraft - always go with your persen in the fiebd. | believe the mildany has a similar axiom, so it
i interesting and the good news is that no ope, certainly, was injured in what did transpie.

Crerveral, lets turn to the Philippines; 100 LS, troops, special forcss, amiving thers, The first elements of a force estimated to rise to as many as
500, How effective could such & small force be i & sipnificant stoggle against terroslsm?

GRAMGE: What we have in the Philippines i5 you bave termornist organizations, (UNINTELLIGIBLE) al Caeda and probably soms other
organizaiions thal sgxin are m a guernlla force environmend. In olber words, you have a counter-insusgency effort godng on with the Filipino
government against an insurgency o the south

So you have fighters like the Taliban, very similar, with the terrorist nucleus within that. So what they have to do is conduct @ counter terrorisd
traiming to assist the Filipimo Army taking down this insurgency, That will invalve -- and it doesr’t invelve a log, bt some special forces
trabners o leach some advance techniques in this, as well & some other support and aviation units o belp train and support the Filipise Army
to d this counter-insurgency.

DOEBRS: General, would o surprese you 1o leam thal the 1S, military has had a presence in the Philippines before teday's announcements af
the armival of L5, Special Forces?

GRAMGE: Mot at all. T would think they've besn there, And any -« any day of the year. Seriowsly, Any day of the year, you have - 1 would say
i over T countries, special ops forces, doing normal training with our allies,

DOBRS: T just wamted you to make the point if you woeuld, Gensral, and as you always do, the fact is that we have a significant membsr of
special operations, elements at wark ground the world, but particalarly in cerfain pans of Asia. Do you expeet this to hold at 500 or do you see
a more sizabls commitment in the Philippines?

GHRANGE: [ puesa it depends if this is going to be maybe truly the next mapor operation. You know, lmited operations will take place for sure.
Mainky by the Filiping Army [ would believe, It may be unilateral hostage rescue o direct assanlts by Amertican forces with the permission, of
colarsg, of the Filipine gevernment if that is necessary.

Tt could grow bigger. I's pretty big area down there, jungle Aghtmg usuzlly consumes quite 2 kd of roops.
DOBBRS: General, thank you very much. General David Grange.
GRANGE: Thank you, Lou

CIBEBS: Coming up next, we will kave moee for you on tonight's developing story on the criminal investigation inte Enron, We'll be joined by
Treasury Secretary Poul O'Meill to discunis this and a sussber of other ssues. We'll be taking an inside look st the cormupt world of money
laundering from what you might consider an urusaal spurce, Stay with os,

(COMMERCIAL BREAK)

DOBBS: The world of money undering, cormption and ihe role played by bip corporations is the subject of a new novel by Stephen Cannell.
Cannell knows this material wery well. He is the creator of more than 40 television crime serves, such as "The Bockfond Files" and "The A-
Team." And he's one of the most prolific wniters in television, a very asbute businessman as well.

Through his production company Canmell still owns the rights to 1,000 howrs of tzlevision series amd movies. Elis new book 15 called “The
Viking Funeral ” [2 a fletional socount of & group of rogue LAPD officers, but Canpell's rescarch is based some very real cases. And we ane
Ening to be fumning 10 him in just o moment, o tobd, o disowss i book and what we have bszrsed about the war on drags and its relationshig
o thie against terrorism.

Stephen Cannell are you there? OF, I'm wold he's not there, and [ want o apobogize. Let's tum to the lamest developments in the war against
femorism,

Tracar fire, a5 you heard Bill Hemmer report earlier in this broadeast, heard today as the first plane carmying Taliban and al Caeda prisoners
took off fram Kandahar, Afghanistan, Small arms fire followed. Marnes a1 the airport returned five, Two Cabra gunships were launched in
relaliation, There are no reposls of any American inguries; 20 al Qeeda Tahban prisoners are being flown (o the LL5, Naval Base on
Guantanamo Bay Cuba, a trip expecied to take about 20 houars.
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MM has learned that 25 special foroes soldiers on the ground in the Plalippines. They will be there o help tram Philippive troops to bun

down Muslim rebels ted to al Qaeeda termorist network. Sources now till TN that they expect the ULS, deployment to expand 10 maore than 500
trocps in the next few months.

President Bush is demanding that Palestinian Leader Yasser Arafat renounce temmorism, President Bush's words come one day after LS,
officials said there is now credible evidence that Arofar’s Palestinian anthority was involved in an arms shipmendt intercepted by lsrel,

As we mentioned, Treasury Secretary Panl (O'Meil is joming us. He s at the center of the war against terronism, ssarchmg out, freezing
terrorist assets anpand the world. He is also belping to manage the: fallout from an economy in recession and now involved in the Enron disaster
and s investigation. .

There is wosd wondght thar the eatire ULS. atomey’s office in Houston has recused itself from the Enren investigation. Treasory Secretary Paul
O'Meill joins me now,

Mir. Secretary, good (o have you bere.
FAUL O"NEILL, 5. TREASURY SECRETARY: Mice in ba with you, Lou,

DOBES: Theee are extraordinary developrents in terms of Enron: the atformeey general recusing himeelf, the president now for the firse tims
having to dezal with the issue from the Whibte Flouse; the reports |:|I'3,'|:|1.|.1' conversations between Ben Lay, twice, once in Ociober, once in
Movember; and then his calls alse to Commerce Secretary Evans as well as subsequent conversation between the two of you. 11 [ may, sie, I'd
Just like to ask you what yvou and the commerce secretary discussed and whas your decision was?

O'MEILL: Well, as you say, Low, T had -- my first call from Ken Lay was for him to give me 2 heads-up that they were struggling and to offer
the president of his company o speak with the undersecretary for domestic fnance o understand the pasitons that they had 1© make so that we
could make swre that we were taking care of our responsibility which is fo make sare that the U5, capital markets work. And that was the
purpase of Fen's call to me, to let me kiow that we were welcome o have access to information 5o we could anderstand what they were doing
and understand the possible exposure for the world's capital markets. The secomd call 10 me was — Tve forgotten exactly when, but Ken called
e Liv bell e that they were in discussions with Dynegy. And it was an information only call. And subsequent to that, Don Evans called me 1o
tell me that be'd had a call from Ken and that Ken had sold him that their - rating agencies were looking at them and there was a real concem
that if the :|:|I.'i,|1,g ng:miﬁ dnnmu'la{lnd thermn, thiat that conld had effectively scuttle the deal with [hymegy, And | went down...

DOBRE: Which ol subssguently dud
O'MEILL: Excuse me?
DOBRES; Which it subseguently dad,

O'MEILL: That's nght. And when Don called me, and we talked about it, we sgreed there wasn't anything within owr responsibilities tat
required us b0 do anything. And that was the end of it

DIOHEBES: Were you asked ot anytime by Een Lay to do anything specific?
OMEILL: T wias neod. .'Ll'm-u-'lub:hl nat.

B ES: As extraondinary statement today, the president said that ke had nod discussed the financial problems of Enron with Ken Lay. And |
wimild like a0 ask you at any point have you discussed the fimancial problems of Enron with Ken Lay aver the course of your tenure as
Treasary secrstary™

FMEILL: Well, the only contact 1 had with Een on the subject of Enron was the teo timess that he called me that have been reported. And 1
must tell you, [ thought it was business a5 usual, | mean, as secretary of the Treasary with the responsibility for the ULS. capital markets and
our position in world capital markets, [ get calls every day fram the big players in the warld. Enron was the biggest trader of energy in the
winld. And so | was not surprised ar all that T woold get a call saving, hey, we've got a problem over here and vou shoald know aboat it

DOBBS: Although, you were, I'm sure, aware that on Movember 2, the auditor, bead of the auditing fiem Andersen had said o the finance
cormmittee, (he Financial Instivations Committee, that in fect they had sasd thar there were criminal violations &5 a resalt of their own early
investigatbon, would thar be correst?

OWETLL: Thave no idea. Youa're telling me something | doa't know.

DOBBS: You were fol aware hes?

O'NEILL: Absoluiely mod.
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CBBS: Mr. Secretary, at this peint, e SEC has an investigation, the Justice Depanireent, the Labor Deparnimment, i3 there 2 sigrificant and
large role for the Tﬂ:mrr [epartment in the investigation of Enron here?

OMEILL: Ma, T don't think so at all. Today the president asked me to do two different things, one, io head 8 comrmattes thet inclades Don
Evans, the secretary of comsmerce, and Elaine Chao at the Labor Deparment, to look at tee Enron case and o other bankrupicy cases, 1o pay
special alention 1o the question of whether we seed by amend the mules that govern pensian plans and 401{k) plans to provaede a greater degres
of assurance to the individuals who have a stake i pension plans and 401(k) plans. And this is driven by the president's concemn abowt the
individual employees,

He's seen stories on television about people who kst all of the money that they had accumulated im 201(k} plans, that represented their Life
savings. And the president said to me, we nead 1o see if there's something we nesd to do, This is really a - this is a8 tragic circomstance for
these individuals. And =0 you should have a commuites, inelede Elaine Chao because of her Labor Department responsibility, and Don Evans,
and let's see iT there's something we need to do so that we leam from this, If there @5 & weakness in aur rules, let's fix the mkes,

A the second committee the president agked me 1o convens i 2 slandmg committes, thar's the president's economie comemdriee. It meludes
ryself, and Alen Greenspan, the bead the Commesdities Future Trading Corporation, and Harvey Pitt at the SEC. And the charge the president
has given us there is to look at the Enron case and other cases and see if in this ever mare complicated world we need to adjust the disclesure
rubes s that shareholders, employees, have all ithe information that they veed to make imelligent ¢ decisions,

S this is not about Ensron, This is about making swure that the mules and regulations that govemn the way our economic system works are worlby
of the conditions that we're dealing with these days to assure first and foremost that individualks are not et becasse of a weakness in the nalss.

DOBRS: Mr. Secretary, you are certaindy taking the long view when vou say this is mot abowt Enron and 1 understand T belisve the implications
o whal you're saving, bat for the forssesable futare, it will definliely be abour Enson in the way m which thousands of employees lost their 401
ks, penajons, bond funds, and the iavestors in them lost 3 considerable amownt of money. And o aould you rate this as a signdflcant amd
large task you have to assure protection for investors and emplayees in the years ahead?

CYNEILL: Well, 1 dan't know, 1 think 1 was asked this guestion earler todiay and 1 said this, P ane whe beheves belore you do preseriplion,
you do analysis.

DOBBS: Right.

OYMEILL: If you think about this in a medwcal metaphor, you woulds't want the doctor to stan culling your arms 2nd legs off before he Ogured
oul what was wrong with vow Asd =0 [ don't know what we should do. [ bave a clear idea what the president asked me to do and we will do it

CEBRS: Mr, Secretary, | have no doubt, We want 10 go to your colleague in the cabinet immediately after this short break. We're gomng to be
talking with Commercs Secretary Dom Evans next. Stay with ue,

(COMMERCIAL BREAK)

CHOBRS: The warld of money lundering., comaption and the rale played by big corparations s the subpect of a new novel by Stephen Cannell
ard Shane Sculley. A character that Stephen Cannel] created is one of my very favorites, so o is good 1o have you bere.

STEFHEM CANNELL, AUTHOR, “THE VIKING FUNERAL": MNice to be here,
DOBBRS; Some of our audience may be wondering why you and [ aze walkmg aboul this, Ao the reason 18, one of the carliear questions | was
asked, a5 matter of fact, in the state of Texas, after September | 1, if we're being 50 swecessful in this war on terrosism, why in the world weren't

we o fuccessful in the war against drogs? Your boak begins o sugpest some answers 1o that.

CAMNELL: Yeah, | ihink we're beiag very lazy about some gspects of law enforcement, and if we don't prosecute thess cases, you know, we
aren’ going o be able o shut down a good pertion of the drug business,

Yiou knovw that mierdiction akes about 10 percent of whal comes acrags ihe border, our best guess.

IMIEBS: Cur best puoess,

CANNELL: So, what does that tell us? That means that if we are going to hit these guyvs, way you are goms o bl them 1% by geitmg their
laundries. And if you don't shut thess lundries down then they continue to profit from their drug bosiness and they continue (o set-ap new
busieszes and expaid.

And we have inoour grasp hers, 1 think, the opportunity to shut down soms of thess big laundries,

DOBEBES: How much tome dad you spend researchang the book?

CAMMNELL: Quite a bit, 1 started with some custam officials. Worked very clasely with a guy named Bill Gately (ph] , who was the ASACK in
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L_A. that was involve with this. He told me that there's o thing called the paralle] market whers Fortune 500 companies are basically using their
prodect o lannder Colombdan drag cash, It has hesn going on for years and years.

HIRES: l_]sing cerfain counirees, Canbbean countries, principly, as the du'l]'-fn.-e {ar,

CANNELL: That's nizht. The duly-lree companies broker these deals between the drag dealers and the cigaretie companies. The cigarcties go
1o 2n iskand, somewhere i the Caribbess, a duty-free 2one and then it 18 smageled into Columbia.

[EFRES: What is the total size of the cigarstie markes in Colambia?

CAMMELL: They heliewve that the market is about 510 million,

DRSS And they spend -- LS. companies -- spend in advertising, how much a year?

CAMNMELL: Well, over 30.

DOBRS: Mow there is a 310 million marked. They are spending 30 million, and what do you think the valee of the entire enterprise is?
CAMMELL: I think there may be as muech as a billion dollar illzgal markes in Columibia,

DOBBS: Just in Columbia®

CAMMELL: Yes, And this advertising money is beug spent to basically promote that billion deltar market,

DOBBS: Yoo don't name names, you don't name specific iobaceo company, would you like to ventere fonh tonighs?

CAMNELL: Mo, | mean, Twill tell you what, if you go on the Internet and you punch out the black market peso exchangs, and — with any
cescent search engine you will get 50 stosies deat will name them for you — the idea is that what T'm trying e do with this novel, this is work of
fiction — but it is based on fact - I'm trying to do is put some heat on this klea that there is 2 way that we can attack drag dealers without
manning these borders and tryving e shat down the imperation of narcotics.

LOBBS: Ard in my opinion, vou've done just that. And a5 always, anytime you hove Shane Scalley, [ 2m going 4o read it, The fact is, whar 1
s poanting out in terms of naming names, the lawsuits that would result are probably sufficiemtly bothersome that it wouldn be,

CANMELL: Well, that is probably where we are headed. You're right.
CHORRS: All right, Stephen Cannell as always, good to see you,
CANMELL: Thank yo

DOEBRS; Sull shead here, with the telecom businesa in the midst of the worst sbamg ever, we will be talking with the chief exscutive officer of
Speint William Esvey will be talking about new products and plaguing problems, Sty with us.

(COMMERCIAL BREEAK)

DOBRS; On Wall Sdreet, stock prices finshing generally lower despite pew siging polnting towand coonomic pecovery, Blue Chips falling for
the fourth straight session, the Dow doan 26 podnts today. The Nasdag gamed two prints hawever, And the 58P 500 up a point on the day.

A mech anticipated advancement in telecam: the third generation echnology 3G, providing higher data speed and capacity for the mobile
phones of Sprint (Company: Sprint FON Group; Ticker: FON: URL: hitpo/faroww sprint.com/). Sprint teday announcing the new product af its
consumer elecimonics show, announcing that they will offer the 3G sext generation applications and services this summer, tw first io do so.
CEQ William Esrey poms me now from Las Vepas 1o talk about the prodeet, his conpany and the prospecis.

Bill, gocd to have you here.

WILLIAM ESEEY, CHMN & CEO, SPRINT: Lou, always a pleasare 1o be with you,

[HEAES: Y ouw've stolen the march on your compelitors. with the intmodocion of the next, if youo will, generation of COMA. Flow wall you
maintain the advaniage?

ESREY: We're going to convert aur entire nationaice netaork in the maddle of the year to thes therd generation techmology. We are fortunats
that we have the frequency and we have the technology that enables us to pet there. It is podng to be very hard for our competitors that ane
frequency abiy amd doe't have the echnology that allows a praceful mipration to third gencration.
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S, we have an advaniage. It is not oft=n you get a distinctive advantage and we are gomg to be working hard 1o keep that sdvantage for a long
time inke the futere,

[DIBBES: Mow in the - in ferms of the addition of new customers, some analysds are a little disappoanted by @ relatively small shortfall @mopew
customers and o the third guarber, What's the fourth quarter look like for you?

ESREY: We haven't announced fourth guarter. Actually, we had a buge gain -- gain in the third quarter, We surprised people on the upside.

Fourth quarter we will be anmouncing in a few days, and as you knoow, under the miles of the SEC, Il have wadl "l then o make the
anmduise .

[HIEES: Ok, 1 was st alking aboat the sign-ups of new customers. | wase' talking aboot eamings, Bill,
ESREY; Well, that's ome that s akin 1o the other.

DOBBES: Your stock, lke the stocks of 30 many companies, in particular, telecom companies, languishing here, Tremendous overcapacity in
telecom in general, How long is it goimg o take to you work through the persod?

ESREY: Ifs been a tough time for the whole mdusiry, 1 dunk it 5 goung o be sometime particularly on the wire line side. On the wireless zide
there 1sn'l that. There's lat of comgetitors but there really isn't overcapacity,

I think most of the wireless companies are struggling o keep up with the demand of the marketplace. But on the wirclne side there is a lot of
capacity, it s already being absorbed, but it is not godng to go away temormow,

DOBRS: O, Bill Esrey, congramlations, thanks for being here and good luck i managmg through wohat §koow will be another tough year.
Thanks.

EZREY: Thanks, Lou.
[XIHES: Bill Esrey.

Tust abead, we will take & look at your thoughts, inchuding an answer 1o a question roubling many investors: Is this market overvalued? Stay
with ui.

[(COMMERCIAL BREAK)

DOERS: Mow taking o look at your thoughts, Fim Davies wretimg o from Mexso says: "When [ accentuate the positive, I'm doing viewess a
disservice." His beef? That we are ignoring the high valuation of the marker.

T writes: "The PE level of the markets now is ahout dowble the historical norm. This maght he understandable if we are in a boom economy,
bt wee are not, We are still irying 1o find our way back from an incredible equity bubble, yet imational exuberance remains in fact.”

Pased on the latest guasier, on an as-reported basis, irs tue. The S&P 300 is rading around 40 times earnings, that's mere than dockle the long
term average. But simply putting those numbers side-by-side dastorts the whole picture. As Professor Jeremy Siegel, professor of finance at the
Wharton School points sut, the historical average is skewed by very bad epusodes m the sconanty, like double-digit inflation and severe
recessians. And That pulled valuations down

The professors conclsion, you cannot use today's recessionary eamimgs when determining the futere profit poieatial of companies. They're
adimply ot owt of line, he says, with the favorable ecopomic conditions being built noe.

Gosdon Travis in Ealamazeo, Michigan writes in 4o say on economic stimulus package will anly serve ba atimulate the economies of other
couniries, saving, "isn't there something we can do o boost cur own manafacturing sector? 1 am a duplaced seeel worker and it is painful wo see
the influx of foreign goods flocding sur markess,”

Buy American means more now than ever belore, and unformasately, Gordon. you have analyzed the sitoation precisely as it is. The
ot facturing sector dwindling to its smallest Jevel ever,

O to the povernment’s specaal fand s21 up w belp the families of those killed on September 11 and the growing owtrage that we'ne receiving as
what's bednp viewed by some as apparent greed by some a few of those families,

Barh Harris wiites in b sxy, 1 dos want b mendeze the tragedy of teat day, bae rzll me, how nuch the survivors familiss in Oklahoma City
received."

Will Sitmpson m New YWork, writing in fo say, "While aur hears are broken, and the loss of 40 many 18 & satossl ragedy, we lsave lost oor
perspective, Such a major commitment 1o create a special class of victims 1@ be supported by the federal government 5 ansound and ill-
concaived.”
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Please semd us your thoughis. Our address: Moneylines@ilcnncom. Pleags mclude you name and address.

“WOLF BLITZER REPORTS" begins in just a few minutes, Lets go fo Wolf now to find owt what's in store - Waolf

WOLF BLITZER, HOST, WOLF BLITZER REPORTS: Thank you very much, Low. The ULE. military is sending troops to 2 second far away
country in the war againat terrorism. We will go live to the Pentagon for details. Also, 1.5, Morines af the Kandahar base come under hostile
fire. Char Bill Hememer 15 nght there, And in our CNN WAR ROOM discussion, what are the new dangers faclag Amesican foreea. Al that and
mech mare at the top of the bour -« Low,

CHBES: Waolf, thanks, we are looking forward to o

Coming up next here, some reparts that may move af Jeast in part, same part of the markets tormorrew. Stay with us,

(COMMERCIAL BREAK)

DOBBS: Tomarmow, on the economy, the Producer Price Index for December will be reparted, Federal Reserve Chasrman Alan Greenspan will
be talking before business leadess in San Prancisco, He will be falking about the prospects of the economy, Talking in some detail for the first
timee in point of fact, sinee Ociober of last vear,

Ford is anuncing 163 restraciuring, and sepontedly those plans inclede a5 many as 20,004 layoffs,

Ared the Enron myvestigation &5 aceelesating. Enron is expected to announce a winning bid for its trading operations, The judge in that case also
deciding where the hankrupicy proceedings will be held and of course Congress contiaing 188 mvestigation, el tomormow (o sead oul
subpocnas to various parties, 5 many as 50 subposnas expected to be issued tomamow,

For tonight that's MONEYLINE. Thank vou for being with ws. I'm Lou Dobbs, Good night from Mew York, "WOLF BLITZER EEPORTS"
begins right now,

TO ORDER A VIDEQ OF THIS TRAMSCRIPT, PLEASE CALL S88-CMMFM-01 OR USE OUR SECURE OMLINE ORDER FORM
LOCATED AT WWW_ FINCH. OO

LAYAD-DATE: Janwary 10, 2002

[=] F'rn'-rl e

Abcad LaisHews™ | Terms and Condbions | Privacy Policy | Sepport dentliar
Copyright & 2002 LaxisMosls, a dvision of Foed Elsover Ing. Al righis reseryed.
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CRM
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SHOW: CNM THE POINT 20:30
January 10, 2002 Thursday 830 PM Bastern Time

Tramscript # 01 1O0HCN.WGE

SECTION: News; Intemational

LEMNGTH: 4186 words

HEADLINE: Enron Political Repercussions Just Beginning

GUESTS: Mark Juerpensmeyer, Tric Margolies, Jon Corzme, Aramma Huffisngion, Fever Coy, William Bradley
BYLINE: Catherine Crier, Sheila MacViear

HIGHLIGHT: CGuests discuss the collapse of Enran,

RODY:
THIS 15 & RUSH TRANSCRIPT. THIS COPY MAY NOT BE IN IT5 FINAL FORM AND MAY BE UPDATED.

(BEGI VIDED TAPE)

ANMNOUNCER:

THE POINT, with Catherine Creer.

He's m jail. But others pot away, and could oy again. Tonight, why investigators have decided the alleged shoe bomber didn't act alone,

UMIDENTIFIED MALE; The combination of materials m the device and ihe priming osechaism appears to be quite unosual and
sophisticated. ANNOUNCER: Flashpoint: whene are the others?

It was the biggest bankrupécy i L5 history,

UNIDENTIFIED MALE; Each floor at the -- 2t the Enron bualding had a floor meeting, Some flocrs were told you bave 20 minutes and get
o,

AMMOUNCER - Thousands lost ther retrement savings. Ancd the polideal sepercussions ane just bepining.

UNIDENTIFIED MALE: What's ieportant heee in the president's opinion is that this needs 1o be investigated from o criminal point of view 1o
deterrnine whal wenl wrang with Enron.

1/17/02 01 890
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(END VIDEQ TAPE)

ANNOUNCER: THE POINT. Now, from New York, Cathenne Crier.

CATHERINE CRIER, HOST: Good evening, Well, you seed something else o woary about, especially if you're a frequent Mec? We've gat o
[nvestigators have been knoking over the shoes taken from shoebomb suspsct Richard Eeid, and they den't think he made them without help,

Wow, ashpoint. Where are the others? CHM's Sentor [ntemnational Correspondent Sheila MacVicar brings us up to date sow on the
investigation,

(BEGIN VIDED TAPE)

SHEILA MACVICAR, CWN CORRESPONDENT: Hidden in the immigrant seighborhoods of Paris are the secrets of Richand Beids six days
in this city. Zpmewhers here, Just hours hefore be was scheduled bo leae, intelligence sources believe Rechard Beid was given fhe shoes
containing the bombs — the bombs he tried to set off on the American Airlines flight to Miami.

French palice are urgenily irvmg 1o retrace his movements, The French anbi-terronsm judge 15 50 concemed, be 15 now warking the case full
tise. lwvestigaross want to know if Reid's orip to 1srael last summer was designed to test adrline secusity, and intelligence sources say there i
growing evidence he traveled al least ance 1o Alghamistan.

European investigstors and idelligence sowrces say they now believe that Richard Beid, far from acting alose, is part of a previously unksown
temor nebwark, ons which may ultimagely prove 1o be part of al Qe=da. And they wamn that within the ranks of that network, there is a very
sophistcabed bombmsaker.

FBI analysis of the shoes showed the bombs were made of two explosives, a combination experts say they had not previously seen: & military
explosive called PETHN &nd 2 homermade explosive called TATP.

TATP was the :_tplusiv: used by the Hamas suicide bomber who blew himself up outside this Tel Aviv nightclub lase June, killing mare than
0 athers.

MACYICAR: Joseph Almop is the former head of the Tsrasli police forensic laborataries, TATP was first analyzed in those labs,

JOSEFPH ALMOG, HEBEEW UNIVERSITY: Tt's an extremely sensitive materinl, Extramely sensitive. Ifs very sensitive to friction, to spois,
1o blow, aed it can explode just by itself,

MACVICAR: Buropean intellipencs sousces say, quote, "It B absolutely impossible that Reid meds the bombs. " And the former bead of the
FEI Explosives Unit says the bombmaker was very skilled.

CHEIS ROMAY, TNST, OF MAEKERS OF EXPLOSIVES: The combination of maierials in the device and the priming mechanism appears to
b quite unusual and sophisticated. Hard to concoct it. Hard o put it together,

MACVICAR: Given the evidence, investigators now believe there is a kogistics base somewhere in Enrope, 3 place where the explosives and
the bombs could be manufacturad, They do ned vet know where.

It s novey clear, they say, the crew and passengers on board American Airlines Flight 63 averted a disaster. And they wam of the possibility of
pnore atterpts by this previously unknown temmor network, of mone bombs that could bring down planes concealed in places beyand the limited

capabilities af sisport screenmg. Shela MacVicar, CNN, Pans.

(END VIDEC TAFE)

CRIER: 5o if there is a previously unknewn feror group and bombomaker oud there, i5 iL time foc everyone o Ny barefoot?

Joining ws from Toronta is jeurnalist and author Eric Margolies. His book "The War at the Top of the World" is about the struggle for

Adfghanistan, Kashmir, and Tibet. And in Los Angeles, Mark Juergensmeyer. He's chaimman of the Global Peace and Secanty Program at LIC
Hania Barbara and the auwthor of *Terror inthe Mind of God ®

Geatlemen, thanks so moch. Mark, bt me stam with youw, Do voa buy the theory that there is an unknasm temorist group eperating prmarily in
Euraps? :

MARK JUERGEMNSMEYER, AUTHOR: Sure, it makes perfectly good sense. In fact, it fits in very well with what we know about al Claedn. |
mean, the common-sense nobion that there 15 a kind of corporate stracture and o we get Osama bin Laden, we get the CEO of erronsm really
doesit hold iroe with what se know about the way i which the network wesks,

There are all these small cells, these varions groups, some of them workimg, mone or less independendly, some wath anby somewhat tenuous ties
i the Osama bin Laden‘al Qraeda netwark. And it appears as if Reid was a part of one of these groups.
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CRIER: When we talk ahowst analyzing the - the explosive material and one being a military substamce, one that the Israelis had diseovered
throwgh the Hamas bombing, it is = it atill sounds like this is some grest revelation to investigators, be it the CLA or those over in Europe, and
that's a bit frightening.

JUERGEMNSMEYER: Yeah, ifs...

CRIER: In other words, the premise being if they've booked af this before, there - somebody has been making these sorts of combinations, why
would this be so mew, 3o [meah?

JUERGEMNSMEYER: Well, I don't think 16 new 1o the people who have studied the al Qaeda network closely, bat | think it is shockmg o
thase of us who think that now that the war in Afghanistan seems to he over, that there is still these cells operating out someplace that we don't
know absput,

The other thing that's very interesting is thar this is not the uwsual suspect. This iz nod a Middle Eastem male berween the ages of 16 and 30 tha
we sz 1o have targeted o5 our prime suspect for imtemationzl terrenism. This s 2 guy of a different background, a different eithaic
background, resident of London.

Al thas shows that the unrest sgaingt Amenca has a kind of Brger show of strength of groups that would like 1o do America in in somes way --
some Inosely associated with al Queda, ofhers more strongly -- 18 8 much broader net than we had previously thowght,

CRIER: On the other hand, Eric, this - this guy doesn't sirike me as a rocket scieniist This — the Redd fellow. Does he seem like someons who
winisld be intzgral to 2 metwork who might be participating in the building of explodives and the Blowing up of a plane or possibly an underling
of sons?

ERIC MARGOLIES, ALUUTHOR: Catherine, he does not fit any of the normmal patterns. In fact, to me, Beid looks - s the pattern of being

wour typical deag mualbe, that is, somebody who travels around hiding or smupgling drsgs. And the pattemn of his travels suggest that strongly,
the places he went 1o,

The fact he worked as a cook and an neense salesman, sapposedly. Yet he went to Ismael, he went to Pakistan. He may bave been i
Afghanistan, He traveled around Gurops with cash - suggests a criminal. And in fact, he had a criminal background.

Mow, I've spent a good deal of time with == with Islamic milnants in Pakisian snd in Kashmir and sther parts of the Muslim world. And be is
totally atvpical These are not criminalks, petty criminals, as he wos, These are == are milsant, commatied people.

CRIER: But Eric, back up just a minute with your analysis before you move on. And that is criminal. [ den't know abowl a crimunal record. But
rraveling with cash to Afghanistan, to Uzbekistan, even to Tsmel and across Burope, all of that conkd certainly be cormelsted with the terrarnam
WE'VE 5EEM,

MARGOLIES: Yes, if's - it could very truly. But hes nol the type of person that the tervor ar legrorist groups of the extremist groups would
normalky pick. He's very obvious.

CRIEE: Wouldn't that be a brilliant plan, though” Woulde't that be brilliant?
LNIDENTIFIED MALE: Yesh, what a perfect person io choose.

CRIER: Read all thas shall — read all this snsff abouwt the fact that they want to come into the United States, Here devout Muslims are weaning
Wiestern clothes, they're drinking in strip bars, for heaven's sakes, [t doesn’t seerm so far-fetched that they begin to reach out.

MARGOLIES: Mo, to not so, Catherine. Because when he was stopped by the Israzlis, for example, he sioed out like o sore thumb. He's s tall
-- almost a5 Osama bin Laden,

He looked like a wild man, anenrage, is the French would call him. He had Islamic texis in his hackpack, And they == 5o thas -- he waso't trying
te sort of hide in plain sight. So the best theory is that somehow he was some poor sont of very unintellipent or retarded person who was
somehow comvimesd o go and go on a suleide raid for reasons we still don't understand,

CRIER: Well, et me ask you about that, Mark, Trymg 1o understand the ressons. They have made some correlation with Mousssoui, who is
prepariog o stasd irial here inthe United Staoes beeause they went to dhe same mosque, apparently, for a time period in London, There may be
even some lelephonse lmks, I'm oot sure. But they qeem to be trying o the him m through that

JUERGENSMEYER: Yes, and what an excellent choice to make, somebody who was somewhat out of the box, I mean, we've assumed that
there would be po women invalved. But is i entirely impossible that maybe one of the next carmriers of one of these weapons might be 2
woman? Might be a blond, blue-eyed woman? Somebody that vou might pot ar all expect?

I think part of the extraordinary character of this kind of war, this kind of struggle, is it involves a movemaent that is diverse, a movement that
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does pot follew the patterns, the wsual lines, amd for which our response has 0 be a5 - as diverse and subtle 25 well,

CRIER: All right. But then -- one final thought from Enc. Becasse whatever we think Rewd 15 pant of, be 15 displaying something with this shoe
bamb that is Frightening a lot of investigators, What does that signal fo you Anylhmg?

MARGOLIES: Well, first of all, that there are not so much a network but like-minded groups everywhere who are against the Unibed States

and wha are attracting other anii-American groups around them. We're lucky that Reid was s stupid as e was and tried 1o light 2 match ipside
the cabin.

Supposed he had gone io the spilet and 52t ofF the bomb there, 1f he had had any brains ke wouwld have done that. Thank God be dido’t. 5o next
te, e - the person wle was sent may be much more clever than this, This guy was sinctly expendable matenial, Cannom fodder,

CEIER; Absolately, Well, next time is a chilling phrase, but one we have to remember. Erc E.-'llrg:nn-]ru, Mlark Jurgensmyer. Gentlemen, thank
Yo,

Tow, we're going B stop worrying about terronsts for just a whale and 1alk aboul money. Specafically, a stock that went from 380 a share o a
rnere G cents. Was your retirement riding on if? Don't go away,

(COMMERCIAL BREAK)

(BEGIN VIDED TAPE)

ANMNOUMCER: Ahead, the bigaest fall m corporate histary,

People who lost a good chank of change.

ANMOUNCER: Whe's hurting? Who's investigating” And who's nof getting, involved? When THE POINT confinues,

(COMMERCIAL BREEAK)

CRIER: Tt was the higgest fall from grace in business history. Enron was ranked number seven in last vears "Fartune 500." By the time the
energy merchant went banknept in December, its fallout wiped oud 360 billion in shareholder valee and the financial, gzl and political falloet,
far from over,

Today, e aveid a possible conllict of iaterest, Attoreey General John Asheroft and bis chief of staff recused themselves from the criminal
irvestigation of Enron, The company and its exscwtives have given tzns of thousands of dollar to Ashorodi's political campaigns,

Enron alse has been one of Preswslent Bushk's eontributors. Today the president told repomers he never discuassed the company's finarcial
problems with its chief executive, alibough the two met &1 a fundraiser. The adminisiration alio has disclosed that during Enron's fall there
were conbacts between its executives and YWice President Cheney, Treasury Secretary Paul O'Meill and Commerce Secretary Don Evans,

This afternoon, Enron's accounting firm, Andersen, disclosed it had destroved 2 sigmificant number of documents m recent mosths, somethang
the Securities and Exchange Comevission i3 callimg, quote, “extremely serious "

All pight. Congress is now looking inte the Enron mess, [t's alzo looking for lessons and ways to protect repular invesiors from future wipeouwts,
S0 joinng me now 4 Mew Jersey Senator Jon Corzine. He ds co- sponsor of lepislation wo protect pension plans in the wake of Enron's collapse,
Senator, thanks so much for joining vs,

SEM. JOM CORZINE (D), MEW JERSEY: Good cvening, Catherine,

CRIER: Looking at this act, cited a5 the Pension Protection and Diversification Act of 2001, the point being whag?

CORZINE: Very simple. Whens mvestors pat all of thedr bets, all of their invesiments m one assel, one stock or 2 highly-concentrated portion of
it, they'ne at a much greater risk than they would be if they had a deversified poaifolio,

Wost professional money managers, most peaple wha study financial planning think about this on a -« an effective basis have a diversified
portfolin, 5o we put a cap, o 20 percent cap.

Barhars Boxer and | intreduced the ball fo make that the maximum that cne could hadd motheir 400k} plans with regard o company slock -
actually, any stock, because diversification is a good principle for investment,

CRIER: OF. Senatod, | bave a linle bit of tronble, While - while | think it & good thing for vou ta go in and wll companies they cannot
mandate - which | understand 15 part of this — they can’t make employees buy their stock. They can't prevent employees from selling stock
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within ceriain parameters, because so many peopls were trying o bail cut and couldn'.

CORZINE: We also have a 90-day rule bhere.

CRIER; Yeah, Bui, But to tell peaple, the govemment, finzncial planners, no hetter than you = since all these financial people couldn't figure

out what was happening with Enron, [ don't have a lot of confidence — but to tell us we can’t hold more than x amount of stock begins to bother
oz Lan't that o bat Big Brothes?

CORZINE: Well, there’s two things that I'd comment, First of all, sometimes when there is fravd or deception in accoumting statements, if's
easy for investors b draw the wreng conclusions, [ think there's a whole set of issues with regard to Enron that susroand their accounting
sLalEmenis.

Bui a5 it relates to so-called interference with an individual's decision, the fact is that the federal government i3 sponsaring 400 (k) programs,
1t's giving tax advantages both to the employes and the employer for encouraging thess 201(k) programs,

I think they're great. | think the defined contribution programs, as embedded m the 4031k} program and a aumber of the ESOF programs, are

great. But when the gowvemment is encouraging if, then [ think we oughi io follow sound principles of investmend management within thai
oonlesl

CRIER: The govenmment - the government s giving people tax breaks, as it does corporations and others in the TRS code, It's giving tax
breaks to encourage savings, 1t's el taking the place of either a financial myvestor o my own judgmest as to what [ want o mvest in.

Mow, for example, when Enron was 580 2 share, | would probably ke pretty angry if the Senate was elling me | coaldn't buay much of det shefl

that | wanted. Mow, if I'm going o be foolish epough to do that, sn't that really my choice? OF course, it's very different from the company
telling me 1 have @ buy thelr stock.

CORZINE: Again, when | think poblic mondes ase wsed 1o encourage refirement savings — and by the way, if you were in 8 divine benefit
program, the ERISA laws have a 10 percent limal when professional money managers are responsible — T think it is reasonable that the public
ocught to say that we use our money consistent with sound financial planning adwvice,

CRIER: OF. Fimal guestion...

CORZTNE: And that’s what you'd bear from anyone who has been involved in financial markets over ime,

CRIER: Yeah, well, [ do agree with the principle. Buat final question, Senator. All these people who have lost their retirement portfolios are
going fo be desperate, Anything bout the Enron imvestigation that can give them hope they'll see mosey back?

CORZINE: Well, 1 think there 15 the potential that theere may be some recovery from sone of the individuals who have Benefited from Enron,
particularly inside the company,

If we find out with the fullness of fme of mvestigations, either by the Juatice Dopartmicit of other entitics that there was frand imvolved, then |
think we can go back for recovery, some people who may have asssis, Thai's part of the process, the legal process, and | thmk ot s 1w nan s
COUTE,

CRIER: OFK.

CORZINE: Thank wou.

CRIER; Senator Jon Corzine, thank you very much,

Ausd Jusl as 8 gade pote, the judge down in Housten — for all of you at home - the judge down in Hoaston that's beoking at this is thinking about
freszing the financial assets of 29 current or fommer execs over 2l Enron. Sull debating, and maybe these is some money thers o glom on to.

In the meantime, anyone smell 2 rat in the whele Enron mess? Well, perhaps aven more than one.

Jolniig us 1o do some sndffing around are "Bosiness Week" economics editor Peter Coy, who is m New York; in Los Angeles, syndicated
cohmmmist Arianna Hullinglon; and in Sacramento, pabitical writer Willram Bradley. He's & coatributor o the "Armerican Prospect.”

Arianna, | want b start owt with you, You wrote o grest ediserial, really took off on the political question, And it's disturhing o me that we're
hearmg a bot abouwt the pension funds and meney that peophe lost, which is crifical.

We're hearing o lot aboat Arthar Andersen and ncooanting, firms nof doing thedr job. We're not bearing a Iot aboat outright cormeptson and
passible political connections. What about that?

ARIAMMA HUFFINGTON, SYNDICATED COLUMMNIET: Well, actually, that 1 probably the most mierestmg story, becawse 's really an
i 01894
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mdwtment on our whole $ysiem,

It's the aura of power around Ken Lay and otber Enron execetives, s access 1o George Bush, hag fnendships wilh 1op Cabimet members thal
wir are seeing that spmehow has a chilling effect on any kind of mvestigation, waichdogs

We had really everybody not minding the store, fem political leaders whe are now falling all over themselves to investigate Enron, bat wlha
really did nothing during the many months that led te the collapse, meluding allowing Harvey Peete (ph) to be named and confirmed by the
Senate as head of the SEC, even though he bad had - all his relationships with the — with Anhur Ardersen and with many accounting firms
and had lobbisd agzinst changes in the mbes that would have perhaps prevented the kind of auditimg that Arthar Andersen did thal allewed all
these things o go on unchecked for 50 many momths,

Also, we had financial joumnalists, finoncial watchdogs, everyhody giving high marks to Enron without any real investigation. | think at the
bieart of that is that ghow of power around Ken Lay and Erron.

CRIER: Peter, to expand on that a litile i, weve got the SEC connectiom there, You've got the -- the head of the energy regulatory
camtmssion that was basically Mlipped, eany say at Eoron's request, so that they had a buddy over there,

The commodities exchange is supporting legislation fo deregulate. Just 5o happens that Senator Gramm's wife, Wendy - 2 top economist - is
aver there, Leaves them, joms Enron, This good senator & = 18 very cniical in passing through that deregulation and legislation.

You've gob many loomer Earon employess and advisers, Larry Lindsey. Mow our secretary of the Army, our -- our trade head, all of thess
people. It is so incestuous and nobody sesms to think that thas access and influence could have brought dewn Enron,

PETER COY, "BUSINESS WEEK" ECONOMICS EDITOR: Bight. 1 -- 1 think that the incest is quite remarikable, but [ alee think that peaple
are drawing a connection that is far from proven se far, which 1s that somebew (his tass energy deregulation,

[ hnp;:-:ntq-:l.hi_nj: that electricity deregulation has oot worked the way if's been dane so far, particularly e Callormia. Bul | thank that the
argument that because Enron collapsed, therefore energy deregulation was a bad wdea, just doasn't make sense.

CHRIER: Well, SNETRY derepulation = going on all over the world, Tt is prohably poing 1o be the trend. We aren't g-n'ing ter v that. But that's
soft of like focusing on the pension question, isn't it?

If you book at, oh, well, it's the deregulation pelitics or oh, it's the pension prablem, that's 2 great way o ignore what 1 se¢ a5 major political
corruplzon. When [ say that, I'm not podeting 4 finger at Georgs W, Bush or pointing a finger at Dhick Cheney.

Biecause you've got Repuablicans and Democrats who were seduced by the powsr Arianna described, who were influenced by the corpomie
coninbutiens and who allowed tremendous acoess amd literally disection of this country's energy policy by a company who wasn't coming
clean,

COY: Right, And the point [ was trying to make i5 that connecting Enrea (o the falure of elecirieity decegalstion, the reason if docsn't make

sense, if you think abaut it — if the purpose of electricity deregalation hed been 1o protect large powerful firms from fatlmg, ten you could
say, ves, eleetrieity deregularion failed vo do that becanse Envon did fail.

That was mever the point of it. The point of it was 1o Jower mies for consamers. You could arges that that haso™ worked esther. And I'm nog
defending electrmeny deregulaiion, I'm godng against the point that Aranns made that somebow this proves — Enron's failure proves the failure
of electricity dersgalation,

CRIER: | don’t buy that either. But in facy, Willkam Bradley, we bave w pet into the whole notion of energy, naural gas and other things like
bandwidth as a commodity, which gets - starts to get very complex and the regulations of a commodity,

But back 10 — Ananna mentiomed i, bui nobody s alking teme and 1 wand do bear this - about how ouch influence thas company had of o
energy palicy. How much Dick Cheney listened to them,

I was shiocked when he was confronted with the six mestings, the accounting offics trying bo get him o tell what happened in those meetings.
The White House basically said this reflects the open and inclusive approach of Cheney's energy task force, that it was dominated by Ken Lay
and Enron. T don't buy it. What do you think, William?

WILLIAM BRADLEY, "AMERICAN PROSFPECT®: It really doesn't make any sense o all. | think a5 Arianna was suggesting, there's a
tremendous connection betwesn big money politics and unfetiered markets. And that's what we see with Enton's tole.

Enrom was rzally the forerunner for both deregulation and for globalization in the energy markeis. And both have -- have come a cropper.
There are tremendous problems around the world with U5, finns myvesting, reming inbo problems i ledia, as Enron did, In [ndes, bey...

CRIER: Before you go into that, we've god about 15 seconds lefi.

- 01895
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Page T of 7
HEADLEY: Oh, QR Well. Well then,

CRIER: The paint that you just made - and I'll get you back on here, William, because this is such an important story. The point is that access
will breed complacency and possibly cormuption and we better g2t 1o the bottom of that.

BREADLEY: Totally deregulated markets and big money pelitics go hand in hand fopeiher

CRIER: You gol i1,

BREADLEY: Cosruption follows.

CRIER: Ok William Bradley, Arianna Huffington, Peter Coy, thank you o very much. THE POINT will be right hack.

(COMMERCIAL BREAK)

CRIER: I know you've got opinions about the Enron mess. We want to know. Send that ¢-mail to thepoimiizonn. com,

I'm Catherine Crier in Mew York, Coming wp next on Larry Kung, be takes up the issue of televising the Zacarias Moussaoui trial with pocars
like Mark Geragos and Julizn Epstein. We'll see you back here tomomow night. TO ORDER A VIDEOQ OF THIS TRANSCRIPT, PLEASE
CALL 300-CHMN-MEWS OR USE OUR SECURE OMLINE ORDER FORM LOCATED AT www filch.com

LOAD-DATE: Jarmary |1, 2002
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Tsy: Fisher Spoke With Enron Pres 6-8 Times
Oct-Nov

By Deborah Lagomarsino
Of DOW JONES NEWSWIRES

WASHINGTON -- Treasury Undersecretary for Domestic Finance
Peter Fisher spoke with Enron President and Chief Operating OfTicer
Lawrence Whalley six or eight times in late October and carly
MNovember and rebuffed Whalley's request to "call the banks" at at a
time when Enron Corp. (ENE) was engaging in negotiations for an
extension of credit, a Treasury spokeswoman said Friday.

The disclosure from Treasury ahout Enron's conversations with Fisher
comes a day after the White House revealed that top Enron executives
sought help from the administration last fall mot long before collapsing
in what was the biggest-ever corporate hankrupley.

"Following (Enron Chairman) Ken Lay's call to the Secretary, the
President of Enron called Undersecretary Fisher," said Treasury
spokeswoman Michele Davis.,

The White House said Thursday that Lay called Treasury Secretary
Paul O'Neill in late October. The Treasury also has said Lay called
{¥Meill again in early November and at that time likencd Enron's woes
to that of Long-Term Capital Management, a hedge fund that failed in
the fall of 1998,

Fisher, who headed the New York Federal Reserve's open-market
operalions at the time of LTCM's failure, helped 1o organize a Wall
Street batlout of the iroubled hedge fund

Davis said Fisher's six or eight conversations with Enron's Whalley
were "informational,” and stressed that Fisher's job 15 10 "monitor
capital markets and monitor the effects of any major cconomic
developments on the capital markets.”

Fisher rebuffed Whalley's request to "call the banks" at a time when
Enron was negotiating for an extension of credit from its bankers,
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Dravis said.

"As Enron’s negotiations with its hankers for an extension of credit

neared a decision point, the President of Enron asked Undersecretary
Fisher to call the banks," Davis said.

"Fisher inferred that he was being asked o encourage the banks (o
extend credit. He made no such calls," she said.

White House spokesman Ari Fleischer on Thursday said O'Neill asked
Fisher 1o evaluate whether there were any LTCM comparisons o be
drawn from Enron's problems after Lay brought up LTCM's
eXperience.

Asked to confirm whether Fisher did, in fact, review whether there
werns any comparisons between the two, Davis said: "The Secretary
passed along information from Ken Lay's call 1o Undersecretary Fisher
and asked him to look in to 1t.°
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ﬂckalaﬂ, Peter

From: Carlaton, Morman
Sent: Thursday, December 20, 2001 5:38 PM
To: Cetina, JUI, Salladin, Anne; Bair, Sheila; Berardi, Steve; Bilsberger, Timalhy, Eichar,

Matthew; Gabilondo, Jose; Gross, Jared: Hammaer, Viva; Lor Sanatamonena (E-mad);
Mickoloff, Peter; Movey, Michael, Pistrangeli, Fred; Roseboro, Brian; Schultheiss, Heidiynne;
Whaley, Jean; Wisdman, Mark

Decembear 20, 2001

Enron, GE, Bechtel Claim US Insurance On India Project

Oow Jones Newswirgs

WASHINGTON -- Enron Corp. (ENE), General Electric Co. (GE) and Bechtel Corp. (X.BTL) have
filed a total of nearly $200 million in insurance claims with the U.S. govemment for investment losses
in India.

Since last week the three companies have individually filed applications with the Overseas Private
Investment Corp. for "expropriation compensation” on their investments in Dabhol Power Co., OPIC
spokesman Larry Spinelli said Thursday.

Dabhol Power is a $2.9 billion power plant and liquefied natural gas, or LNG, import terminal near
Bombay in westemn India. It's considered the largest foreign direct investment in India's history.

"We obviously regard this as a very serious development,” Spinelli said of the insurance claims. "And
we ara |ooking to the Indian government for constructive involvement to settle these issues.”

OPIC is a government agency that finances U.S. companies' overseas investments through
insurance and loans. In addition to OPIC financing, the U.S. government is owed 3202.5 million for a
loan the Export-lmport Bank made to Dabhol Power.

Work on the 2,184-megawatt Dahbol power plant stopped this year after its sole customer, the
Maharashtra State Electricity Beard, declined to pay earlier-agreed power prices.

Faced with nonpayment, Enron said in August it would consider buyers for its controlling 65%
interast in the project. Officials from the bankrupt Houston-based company met last week with Indian
lenders and govemment officials to discuss ways of disposing of its stake.

GE and Bachtel each hold a 10% interest in the project. The Maharashtra State Electricity Board
holds the remaining 15%.

Two Indian companias, Tata Power Co. (P.TPW) and BSES Ltd. (P.BSX), have shown interest in
bidding for the Dabhol power plant. Royal Dutch/Shell (RD) and BG Group Ple (BRG) have shown
intarest in the Dabhol LNG import terminal.

-By Campion Walsh, Dow Jones Newswires; 202-862-9291; Campion.Walsh@dowjones.com

X 02001
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UNITED STATES SECURITIES AND EXCHANGE
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WASHINGTON, D.C. 20549
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QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the guarterly perled ended SEPTEMBER 30, 2001

Commission File Mumber 1-1315%
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ENRON CORP. AND SUBSIDIARIES

TABLE OF CONTENTS

Fage Ho,
EXPLAMATORY MNOTE 3
BART I. FINARCIAL IMPORMATION
ITEM 1. Financial Statements
Congolidated Income Statement - Three
Months Ended September 30, 2001 and 2000 and
Hine Montha Ended September 30, 2001 and 2000 4
Congolidated Balance Sheet - September 30, 2001
and December 31, 2000 5
Conmolidated Statement of Cash Flows - Mine 2
Months Ended September 310, 2001 and 2000 7
Hotes to Consolidated Financial Statemenkts B
ITEM I, Management's Diecueaion and Analyslas of
Financial Condition and Besults of Cperaticns 43
PART II. OTHER IHFOBRMATION
ITEM 1. Legal Proceedings T4
ITEM 6. Exhibits and Reporte on Form B-¥ T4

EXFLANATORY NOTE 0206 8

As explained in a November B, 1001 Form 8-K filed by Enren Corp. (Enrcnm)
with the Securities and Exchange Commission (SEC), Enron will be £iling restated
conaolidated financial statements for the fiscal years ended December 31, 1997
through 2000 and for the first and second quarters of 2001 but it has not yet
done so. A & result, the previcusly issued financial statements for thege
periods and the audit reporta covering the year-end financial statements for
1597 through 2000 should not be relied upon. In addition, as discussed in Note 2
herein, Enron's Board of Directors has formed a Special Committee te conduct am
independent investigation and review of transacticns between Enron and certain
related parties, The Special Coemittes has retained the law firm of Wilmer,
Cutler & Pickering (Wilmer, Cutler) as ite counsel., Wilmer, Cutler has retained
Deloitte & Touche LLP Lo provide related gccounting advice to the law firm. The

hup:ffuuhn-tmhulzard.mmfpﬁnt.php?mpnqenk&ipuge:iSdll}zsqidm-I&TK=EHE&CK-IGZMM&¢NP=M..J 1902
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Special Committes began its review on Octaber 26, 2001. Managemant belisven
that, based on information currently available tc it, the consolidated financial
Ftacements set forth herein were compiled in accordance with generally accepted
accounting principles and fairly depict the financial conditicon and results of
aperaticne of Enron, and include adjustments deaigned to capture the anticipated
restacements. Information gathered during the Special Committee's investigationm,
however, may impact the unaudited results set forth herein, including the
adjustments designed to reflect the necessary restatements &g well as the
information set forth in the Movember 8, 2001 Form 8-E. In addition, Enrcon has
been advised by Arthur Andersen LLF, Enron's independent auditors, thakt, dus to
their need to complete review procedures and the ongoing Speclal Committen
investigation, Arthur Andergen LLP is unable at this time te Finalize its review
of Enron's congolidaced financlal statements set forth herein in accordance with
established professional standards and procedurss for conducting such reviews,
ag egtablished by generally accepted auditing standards, which review ig
required by Rule 10-01(d) of Regulation 5-X.

PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
ENRON CORP. AND SUBSIDIARIES
CONSOLIDATED INCOME STATEMERT

iIn Millione, Except Per Share Amounts)

Il (Unaudited)
Three HMontha Ended
September 30,
2001 2000
Eegtated
See Hote 3
Revenues 546,877 L29,.834
Coate and Expenses
Cost of gas, electricity and other products 45,7432 28,036
Operating expenses 929 Sa3
Depreciation, depletion ard amorcization 293 257
Investmeant lospes 768 -
Taxes, octher than incoms taxes 62 &5
47,794 25,301
operating Income= [(Loms) [217) 533
Other Income and Deducskticns
Equity in earnings (loseess) of uncconsclidated
affiliaces 194 T2
Qaing (losges} on sales of ncn-merchant assets i1} 45

;;::?fiﬁﬁmﬂ s net 0 2 06 9 ::::l [:11}]

hupjfmbn.tmhvizardmmfpﬁnt.php?rw&img:-IHIUEE&&M-I&IK-EHE&CE-IMI&mp-ﬁ.[_..ﬂ 1/9/02
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Income (Loss) Before Interest, Minority

Interesta and Income Taxes {566) &745
Interest and Related Charges, net 201 2839
Diwidends on Company-Obligated Preferred

Securities of Subsidiaries -1 20
Minority Intereate ) 13 24
Ingome Tax Expense (Densfit) (2761 73
Wet Income (Loss) Before Cumulatiwve Effect

of Acoounting Changes [644) in3
Cumulative Effect of Accounting Changes,

net of tax - -
Mat Incoss (Loss) (644} 303
Preferred Stock Dividends 20 21
Barnings (Losg) on Common Stock 8 (664) § 282

Earnings (Losd)Per Share of Common Stock

Bamic
Before Cumulative Effect of Accounting
Changes 3 (0.87) & D0.31%
Cumulative Effect of Accounting Changes - -
S
Bagic Earnings (Lose) per Share ) & {D.a7) 4 8.33
Diluted
Before Cumulative Effect of Accounting
Changes g (0.87) 5 0.15

Cumilative Effect of Accounting Changes : ' - T -

Diluted Earnings (Loss) per Share £ [D.@7) & 0.3%8

fiverage Number of Common Shares Used in

Computation
Baelec T8l T29
Diluted TE1 BS5R

bk i b 2 b B P B L T LR RS+

The accompanying notee are an integral part of these consolidated financial
statements.

FART I. FINANCIAL INPORMATION - (CONTINUED)
ITEM 1. FIRANCIAL STATEMENTS - (CONTINUED)
EMNRON CORP. RND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
(In Millicna)

(Uaaudiced)

Septes

02070 LD

hup:f.%chluenhvimrd.mm*;thi.php?mpa#mk&ipagaﬂlﬂlﬂzﬁﬁdm'I&TK=EHE&CK-1DEM{!I&EIP=&LJ /%02
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ASSETSE

Current Assets . .
Cagh and cash equivalenta .
Trade receivables (net of allowance for deubtful
accounts of $437 and $35, reapsctively)
Cther receivables
Asgeta from price risk managessnt activitles
Inventories
Depogita
Other

Total Current Rssets

Investments and Other Asgets
Investments in and advances to unconagolidaked
affiliates
Asgete from price risk management activities
Goodwlll
Ocher

Total Inmvestmente and Other hsgsts

Froperty, Plant and Eguipment, at cost
Hatural gas transmisaiaen
Electriec generaticn and distribution
«Fiber-optic network and equipment
Construction in progress
Other

Lese accumilated depreciation, depletion
and amortization

Het Property, Plant and Bguipment

Tokal Assete

The accompanying notes are an integral part of these conaslidated financial
statemsnts,

BART I. FINANCIAL INFORMATION - (CONTIHUED)
ITEM 1, FINAMCIAL STATEMENTS - {CONTINUED]
EHRON CORF. AND SUBSIDIRARIES
CONSOLIDATED BALAKCE SHEET
[In Millione)

(Unaudited)

02071

Page 50f 83

4,

561,

Septem

hitp://ccbn tenkwizard.com/print, php?repo=tenk&ipage=1542028&doc=1 & TK =ENE& CK=1024401 &exp=&(..{ 1/5/02
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20
LIABILITIES AND SHAREHOLDERS® EQUITY
Current Liahilitiesm
hocoounts payable 57,
Liabilicies from price risk management activities a,
Ehortc-term debt G,
Customers " depoeBits 1,
Other z,
Total Current Lisbhilities ' 27,
Long -Term Daebt &,
Deferred Cradits and Other Liabilities
Deferred income taxes 1,
Liabilities from price risk management activities 8,
tther 3,
Total Deferred Credits and Other Liabilities 15,
Minority Interests 2,
Company-Obligated Preferred Securitise of Subsidiariss
. S
Ghareholders' Equity
Zecond preferred stock, cumulative, no par wvalus =
Mandatorily Convertible Junior Preferred Stock,
Series B, no par value 1,
Common stock, no par value (net &f notes receivable
of none and 5172, reapectively} a,
Retained earnings z,
Accumulated other comprehensive income (1,
Common stock held in treasury !
Regtristed stock and ather i
Tatal 5,
Total Liabilities and Shareholders' Eguity £81,

The accompanying notes are an integral part of these consalidated financial
gtatements.

02072
FART I. FIMAMCIAL INFORMATION - (CONTIHUED) ’
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ITEM 1. PINANCIAL STATEMERTS - [CONTINUED)
ENRON CORP. AND SUBSIDIARTES
CONSOLIDATED STATEMENT OF CASH FLOWS
iIn Millions)

(Unaudited)

-

e

Cash Flows From Operating Activitiss
Reconciliaticn of net income to net casgh
provided by (used in) operating activities
Het income B
Cumilative effect of accounting changes, net of eax
Depreciation, depletion and amortizatien
Deferred income taxes
Gains on sales of non-merchant assets
Investment loBzes
Changes in components of working capital:
Net margin deposit actiwicy [
Other working capital
Het assets from price risk management activities
Merchant asse=ts and investments:
Realized (gains) losses on pales
Proceeds from sales
Additions
Unrealized losses
Other, net

ket Cash Provided by (Used in) Qperating Activities

Cagh Flows From Investing Activities
Capital expenditures |
Equity investments {
Froceeds from males of non-merchant assets
hoquisition of subsidiary etock
Buslness acquisitiens, net of cash acguired
Other investing accivities

Het Cagh Used in Investing Activities {

Cagh Flows From Financing Activibies
Isguance of long-term debt
Repayment of long-term debt {
Kot increase in short-term borrowings
Issuance of comsan stock
Net redemption of company-obligated preferred
gsecuritiga of subsidiaries
Diwvidends paid
Het (acquisition) disposition of treasury stock
Dther fimancing activities

Heb Cash Provided by Financing Activities

Increase (Decrease] in Cash and Cash Eguivalents 02073 -

Cash and Cash Equivalente, Beginning of Period
hnp:ﬂaubn,mhiﬂrd.m*prim.php?mpiﬁmk&iPWFI542ﬂ25&dm=i&TK=EHE&C‘K=1ﬂ2MﬂI&np=&LJ 1/8/02
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Cash and Cash Bgquivalents, End of Period &

Changes in Components of Other Working Capital

Receivables o, -
Inventoriss .
Fayablea : {
dther

Taotal . =

The accompanying notes are an integral part of these conselidated Financial
statemente.

PART I. FINANCIAL INFORMATICN - (CONTINUED)

ITEM 1. FINANCTAL STATEMENTS - (CONTINUED)
ENRON CORF. AND SUBSIDIRRIES
HOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

As discussed in Note 3, on November 8, 2001, Enron Corp. {Enron)
announced that it will restate its Consolidated Financial Statements for the
years ended December 31, 1337 through 2000 and for the first and second guarters
of 2001. Rs a result, the previously-lssued financial statemencs for these
pericds and the audit reports covering the year-end financial statements for
1337 through 2000 should not be relisd upon,

hg further discussed in Wote 2, the Securities and Exchange Comfission
[SEC) haa opened a formal inveatigation of certain related party tranpactlons.
Additionally, Enron‘s Board of Directors (Board) has formed a gpecial committes
iSpecial Committes) to conduct an independent investigation and review af
transactions betwsen Enron and certain related parties. The Special Commitbes
alpo wae charged with taking any disciplinary action that it deems appropriake,
communicating with the SEC and reccmmending te the Board any other appropriake
actions. The duratiocn of the SEC and Special Coamittes investigatione, and the
ultimate results of those investigations, have mot yet been determined.

The consolidated financial statements included herein hawve heen preparad
by Enron without audit pursuant to the rules and regulations of the SEC.
Contrary to the rules of the SEC, the Consolidated Financial Statementa included
herein have not been reviewed by an independent public accountant using
professional standards and procedures for canducting such reviews, as
egtablished by generally accepted auditing standards, because of the ongoing
investigation by the Special Commirtes, as discussed above, and the need of
Arthur Andersen LLP, Enrcn's independent auditors, to complete their review 02074
procedures.

Theae statements reflect all adjuetments {(consisting of the anticiparad
restatem=nt items discuesed in KWote 3, and normal recurring entries) which are,
in the opinion of management, necessary for & fair statement of the fimancial
results for the interim periods. The Consolidated Finaneial Statements included

hth#mbn.turﬂ:wimd.mm‘pﬁnwhp?repn-mk&ipwI542013&du:=1&1'1{=m-1mm1&mp—&£.£ 1/9/02
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ferein have been adjusted to reflect the impacts of the anticipated restatements
discussed in Mote 3 based on Enros's current understanding of the relevant facta
as of the date of filing of this report. Por the impacts on Enron'e Consolidated
Financial Statementp foar the vears ended Decamber 31, 1997 ehrough 2000 and for
the first and second quarters of 2001, eee Note 3. It is possible that the
ipvestigation by the Special Committes will identify additiopal or different
infermation concerning these matters which may require additienal or different
restatements. Accordingly, Baron will not file amendments to its annual reports
on Forma 10-KE for the years ended December 31, 1837 throuwgh 2000, or its
quarterly reporte on Forme 10-0 for the quarterly pericds ended Mareh 31, 2001
and June 30, 2001 o reflect the restatements of Enron's Censolidated Pinancial
Statements until the Special Committes has completed its inveatigation.

FART I. FINANCIAL INFORMATICN - (CONTINUED)

ITEM 1. FINANCIAL STATEMENTE - (CONTINUED)
ENROH CORFP. AND SUBSIDIARIES *
HOTES TO0 CONSOLIDATED FINANCIAL STATEMENTS

The preparation of financial statemsnta in conformity with generally
accepted accounting principles requires managemant Lo make estimaces and
ageumptions that affect the reported amounts of ageete and liabilities and
disclogure af contingent assets and liabilities ar the date of the financial
statements and the reported amounts of revenues and axpenses during the
reporting pericd. Actual resulte could differ from thoge estimates,

Consigtent with SEC requiremente for interim reporting, certain
information and notes normally included in Financial statements prepared in
accordance with generally accepted accounting principles have bess condensed ar
omieted pursuant teo such rules and regulations. Enron believes that the
disclosures are adequate to make the information pragenteéd not misleading.

Certain reclassifications have been made in the 2000 amounts te conform
with Lthe 2001 presentation,

2. RECENT EVENTS

FINANCIAL CONDITION. Following Enron's anneuncement of its third guarcer
2001 resulte on October 16, 2001, there was a significant decrease in Enron'sg
common share price and subsequent decreases in the credit ratings of Enron's
long-term debt to BBE- and Baa3 (the lowest level of investment grade] with a
warning that further downgrades were possible. This situation resulted in a loss
of investor confidence and gignificantly affected Enron's ability to raise

capital. 02075

Maintaining an inveatment grade credit rating i8 a eritical element in
maintaining liquidity for Enren's wholesale business which, together with the
natural gae pipeline operations and the retail business, comprise Enroan’s core
businesses discussed below. As a part of their ptandard contractual
arrangements, Enron and its trading counterparties regularly post cash deposita
or letters of credit to collateralize a portion of their trading obligations.

A dewngrade to below investment grade sould lead to a substantial increase in
Ehe level of cash required for collateral and margin deposits with Enrcn's
wholesale trading partners, Additiomally, Enron and its subsidiaries have
cutstanding surety bands and other instruments related to aonstructlon projects

htrp:.-'ﬁ:cbn.lml:wizard.cum‘pﬂnl.php?repn-tmk&ipwl5#2033&du;I&TK-EHE&CK=IDH¢ﬂI&:xp=&l'_-.l 1/9/02
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and other performance cbligaticns. Under certain circumstances, the issusrs of
Fuch sureties may reguest collateral.

Liguidity Actiona. Enron has implemented a financial strategy to restors
investor confidence and will continue its initiatives in this regard. Enron has
taken the following steps to assure ite custcmers and investors that it can
Fulfill ite commitments in the ordinary course of business:

© Enron borrowed approximately £3.0 billisn from its committed lines of
credit to repay cutstanding and expiring commercial paper abligationa
of approximately $1.9 billion and to provide immediate cash liguidity,
This action to convert Enron's committed lines of credit bt cash was
done to eliminate any deubt as to their availability in the future;

¢ In an effort to further enhance short-term ligquidity, on Hovember 13,
2001, Enron (through its wholly-cwned subsidiary} obtained
§550 million in a new secured line of credit frem Jp Morgan Chase
Bank {Chase] and Citicorp Nerth America, Inc. (Citicorp), secured by
Enron's Transwestern Fipeline Company assets. Enron anticipates
obtaining $450 million in a new secured line of credit on or about
Hovember 20, 2001 from Chase and Citicorp secured by Morthern
Hatural Gas Company assets. These procesds will be used to further
supplement short-term liguidity and to rekire maturing obligaticna;

- PART I. FINANWCIAL INFORMATION - (CONTINUED]

ITEM 1. FINARCIAL STATEMENTS - {CONTINUED)
ENRON CORPF. AND SUBSIDIARIES
HOTES TO CONSOLIDATED FINANCIAL STATEMENTS

o On Rovesber 13, 2001, Enrom received & 51.% billion eguity infusion in
the form of a preferred stock investment in Northern Natural Gas
Company, an Enron subsidiary [Northern), from Dynegy Inc. [Dynegqy)l imn
connection with the merger agreement signed between Enron and Dynegy
discuseed below,

@ Enren anticipates the receipt of over 5300 millien in net procesds
Erom apeet sales acheduled te =lose by year-end. However, the closings
of these sale transactlons are pending certain regulatory and other
approvals that will impact whether such transactions elase and che
ultimate timing of che clesingas. Of the net procesds, appraximately
$250 million, or a portion therecf, may be required to repay an
obligation that may become & demand obligation due Le a recent credie
rating downgrade diecussed below and in Nobe 9.

Enron is ales engaged in discussions with varicus institutions about
investing in Enron egquity. Enren is diligently pursuing & program to raise an
incremental 5500 millien to %1 billion of private eguity from these sources in
the near future. There can be no assurance, however, that such program will be
successful. Depending on the terms and amounts of such investmenta, Enron may be
required to increase its autherized capital, which would require the approval of
ite atockhelders. OZ

Restructuring Flan. Rs a result of the merger agréement with Dynegy, 076
discuseed below, and the loss of investor confidence, Enron has initiated an
action plan for restructuring its business. The key aspects of the action plan
involve (i} concentrating primarily on ite core businesses; (ii) taking
aggressive steps to rationalize the existing cost structure; {iii) accelerating
the process of divesting non-core businesses and asseta; [iv] restructuring
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echeduled maturities of debt and ather obligaticns; (v) completing the
investigation by the Special Committes and its advisors with respect to related
Party tramnpactioma; (vi) reviewing and strengthening Enron's corporate
governance; and (vii) expanding certain diselosures with a focus on inereaged
Eransparency. Management and the Board have not completed mor approved a
restructuring plan. Such restructuring plan is currently being prepared and,
therefore, Enron ies wnable to estimate the timing of implementation or the
financial impacts, Enron‘s fourth quarter 2001 results of cperations will likely
be negatively impacted by severance, restructuring and other charges resulting
from the repositioning of many of Enron's businesses.

In order to focus on Enreon's core businesses and rationalize their cogk
BLructure, management iz in the precess of dividing Enron inte three fundamental
groups of businesses - Core, Non-Core and Under Review. Following ls a
description of sach group of businesses:

o Core Businesses are the consistent franchise businesses for which
Enrcn has a distinet competitive advantage. These businesses,
collectively, generate significant carninge and cash flows. Thess
businessas include:

o Gas and power businesses in Norkh America and Europe ;
o Coal businegses in Workh America and Eurcpe;

© Retall businesges in Worth America and Eurcpe; and

3 MNatural gas pipeline businesses.

¢ Hon-Core businesses ars businesses that do nok provide value ta
Enron's core businesses. These primarily are part of Enron's global
aggets and broadband services segments. Enren has approximately S8
billion

=10
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ITEM 1. FINANCIAL STATEMENTS - [(CONTINUED)
ENRON CORP. AND SUBSIDTARIES
HOTESZ TO CONMSOLIDATED FIMAMNCIAL STATEMENTS

invested in these businesses and the return from these investments is
below acceptable rates. Accordingly, Enrom is developing a plan to
exit these bueinesses in an orderly fashion. Enron expects that the
sale of these non-core businesess will generake cash procesds that
will be used to repay debt. Should the exie etrateqgy, currently being
prepared, result in a lower value than Enron's current carrying value,
then Enron may be required te record related asset writedowns,
poseibly as early as the fourth guarter of 2001.

© Buginesses Under Review are businesses that Enrcn believes have strong
future prospects; however, under the reptructuring program, Earasn is
in the process of locking closely at the capital requiremsnts and
near-term growth prospects of these businesses. These businesges ars
primarily Enron's wholesale businegses cutside of power and gas, which
include both energy-related and industrial markets activities. The
in-depth assessment of each of these businesses will be complerzed very
quickly teo determine the rescurces Enron intends to expend in these

o 02077

Impact of Recent Events. The recent detericraticon in Enren's credit
rating and decline in ite stock price has caused a negative impact on Enron'e
projected 2001 fourth guarter profitability. This is primarily the result of a
reduced level of transaction activity by Enron's trading counterparties,
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particularly in longer-term transactions. It is too garly to determine the
impact these events will have on Enron's fourth guarter 2001 operating results.
Additionally, the fourth guarter of 2001 will likely ba negatively impacted by
severance, ragtructuring and sther chargee resulting. from the repositiconing of
many of Enron's businesees consistent with tha regtructuring plan, ap well am
potential writedowns ag discugsed in Note A,

Enron has varicus financial arrangements which require Earon to maintain
specified credit ratings. The Wovember 12, 2001 downgrade in Enron'e senisr
unsecured debt racing to BBS- by Standard & Posr's hag caused a ratings event
related to a $650 million note payable that, abaent Enron posting collateral,
will become a demand sbligation on Movember 27, 2001, Ses Wote % for a
description of this obligation. Congistent with Ehe restructuring plan discussed
above, Enron ie currently working with the lenders to develop a mutually
acceptable amendment or waiver to the transaction documents in order to avold anm
early Enron payment cbligation.

In the event Enron were to lose iks investment grade credit rating and
Enron's stock price was below a specified price, a note trigger event would
oocur. This could require Enron to repay, refinance or cash eollateralize
additicnal facilities totaling $3.9 billien, which primarily consist of 32.4
Billion of debt in Osprey Truak (Osprey) and $315 million of debt in Marlim
Water Trust {Marlin}. Tn the event such a trigger event cocurs and Enron cannot
timely issue egquity in an amount sufficient to repay the notes orf restructure
the obligations, Enren is obligated to pay the difference in cash. FPor a
description of the Marlin and Ceprey Trusts, both of which are uncongolidated
affiliates, and the related debt ashligaticns, see Note B,

In the event that Enron falle to pay any debt chligations when due,
ingluding when such abligationa may be accelerated, or is unable o refinance or
chbtain & waiver of or amendment to such obligations, & asries of events would
begin which could impact Earon's compliance with the terma af its Revelving
Credit Agreements and certain other obligations, including bank debt facilities.

11
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It im not posaible to predict whether any or all of the actisas described
above lincluding the sale of non-core businesses and agsets and the refinancing
or walver of Enron chligations that may become immediately payable upon
scheduled maturities or due to an acceleration evant) will be adeguate ko
maintain Enrcn's investment grade credit rating or enable Enren to refipnance or
otherwise restructure its dahe obligations that become due. An adverse cutcose
with respect to any of these matters would likely have a material adverse impact

on Enron's ability to continmue aE a going concern. 02078

MERGER WITH DYNEGY AND RELATED EQUITY FINANCING. On Hovember 3, 2001,
Enrcn and Dynegy announced the execution of a definitive agreement providing for
a merger of the two companies. The merger agresment contemplates that both Enren
and Dynegy will merce with separate subeidiaries of a newly Formed holding
company to be named Dynegy Inc. (New Dynegyl. AS & regult of the mergers, both
Enron and Dynegy would becoms wholly ocwned subsidiaries af Hew Dynegy. However,
the merger agreement provides that both parties will coocperate with each cther
in analyzing and determining an alternative ptruckure that results in & single
corporaticn with substantially all the senier debt (other than that of regulated
utility subsidiaries) of the two companies.
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Under the terms of the MErger agresmsnt, Enron shareholdere will receive
0,26085 shares of Mew Dynegy Clags A comman stock per share of Enron comman
stock, subject to adjustment as provided below. Dynegy shareholders will receive
one phare of Hew Dynegy Clase A common stask or Class B common atesk for cheir
existing shares of Dynegy Class A commen stock or Class B common stock,
respectively. A8 a result of the merger, Dynegy s current stockholders will own
appreximately 64 percent of the common stock of Hew Dynegy and Enron's
gtockholders will owm approximately 315 percent. .

The proposed merger is subject toc the approval of Enron's and Dyvonegy's
shareholders, regulatery approvals and othsr customary conditions, including the
absence of any event after November 9, 2001 that would have a material adverse
effect on Enron, exclouding the effects of general economic and industry
conditions. If Enrcn's liabilitiss and expenses from and after Movember 9, 2001
aggociated with all pending or threatened licigation mattera, in the reascnable
Judgment of Dynegy, exceed, or are reascnably likely to exceed, %2 billion in
the aggregate (net of proceeds of insurance and litigation reserves reflected in
Enrcn's financlal statements), the amount of guch excsss ovar $2 billion will be
tiken into account in determining whether a material adverse effect on Enron has
occurred, and, in any event, if the amount of such ewcess excesdn, or ie
reascnably likely to exceed, 51.5 billion, a material adverse effect an Enron
will be deemed te have occurred, Assuming all approwvals are obtained and
conditions satiafied or waived, the merger is expected ko close by the end of
the third quarter of 2002.

The merger agreement alsc provides that, in the event the marger
agreement is terminated in certain circumstances invalving a competing affer to
acquire Eoron or a change in the Board's recommendation of the merger, Enrcm
would pay Dymegy a break-up fee of 5350 =illion. Dyneqgy muet pay a similar fee
to Enran in the event of corresponding acticns with reapect te Dynedgy.

Under the merger agreement, Enron is entitled to issue up to 52 billion
of additional eguity prier to cloging of the merger. However, the Enron mErger
ratis is subject to downward adjustmant if BEnron issues equity Bt an Enrcn
common gtock price belew the implied Enron common stook price determined
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by multiplying the Encon serger exchange ratle by the then current Dynegy common

gtock price. 02079

In connection with the merger agreement, Dynegy entered into a
subscription agresment with Enrop and Nerthern pursuant to which Dymegy agresed
to purchase 1,000 shares of Northern's Ssries A preferred stock for 51.5
billion. This purchase was consumsatsd cn Hovember 13, 2001. Additionally,
Cyneqgy has agreed to invest an additiomal &1 billien in Enron at the cloeing of
the merger.

The preferred stock provides for ecumilative diwvidends at the rate of &%
per annum {gubject to declaration by the Northern board of directors) payable
annually beginning on January 31, 2003, ar, at Northern's option, quarterly.
Unpaid dividends accrue additional dividends ak 6% FeEr annum. Upon any
iiguidation or winding up of Rorthern, the holders of the preferred atock would
be entitled to receive, in prefersnce to the holders of the Northern common
stock, an amount equal to $1.5 million per share plus sccrusd and unpaid
dividends, if any. If the merger agresment ig Lerminated for various specified
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reascns, Worthern may redeem the preferred stock in whole, but not in partc, At a
redesmption price equal to the %$1,5 billion ligquidation preference amount plus
any accrued and unpaid dividends.

in coanecticn with the subscription agreement, Dynegy antered inta an
optlon agreement with a subsidiary of Enron that indirectly owns the cosmen
stock of Worthern, under which a ynegy subsidiary has the option te purchase
all of the eguity of that Enron subsidiary. The option will become exercigable
only upon certain specified terminations of the mErger agreement. The exercise
price for the opbtien is £33 million, plue the amount by which Morthern's
indebtedness under ite bank credit facility and senior notes is less than §%50
million {(or minus the amount by which such indebtedness exceeds $950 million},
subject to adjustment for the amount of working capital at the tisme of the
exercise. If the option is exersised by Dynegy, BEnron will have certain rights
Lo repurchase the ownership of Northern for 90 (or under asme scenarice 1B0)
days at a substantially equivalent exercise price adjusted for changes in
working capital and debt after the purchase by Dynegy .

Aleo in comnection with the purchase of the Worthern preferred stock,
Dynegy entered into an exchange agreement with Enron under which sach phare of
the Northern preferred stock may be exchanged for shares of Enron common gtock.
Dynegy has the eption to cavse such an exchange if the mRTrger agresment is
terminated in certain circumstances relating to a co#peting third parcy
acquisition proposal relating te Enron or if the Board withdrawe or changes, in
a manner advérse toc Dynegy, its approval or recommendation of the merger with
Dynegy or recommends a competing third party acquisition propesal. Enron has the
option to cause such an exchange if the merger agreement is terminated in
certain circumstances relating to & competing third party acquigition propoeal
relating to Dynegy or if Dynegy's board of directors withdraws or changes, in a
manner adverse to Enron, ite approval or recommendation of the merger with Enrom
or recommends a competing third party acquisiticn proposal. If the exchange
right is exercised, each ghare of Northern preferred stock would be exchanged
for approximately 169,300 shares of Enron cosmen stock lor approsimately 169.3
million shares in the aggregate), subject to adjustment based en changes to the
Enron merger exchange ratio pursuant te the merger agreement. The exchange
agreement will terminate if the proposed merger is consummated, the option under
the opticn agreement described above is exercised or the preferred stock is
redeemed in accordance with its terms. %
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The exchange agreement further provides that if Dynegy is prevented from
recelving Enron common stock under the exchange agresment because the regulatory
and other specified conditions for the issuanse have not been satisfied, Dynegy
will have the right to assign its rights under the exchange agreement =o any
third party or Enron will issue ta Dynegy shares of a new clase of Enron
preferred stock comvertible inte an equivalent number of shares of Enron common
stock. If the conditions for Dynegy to receive Enron common stock are mot
gatiafied after twelve months, Dynegy may instead elect to withdraw its exercise
of the exchange right and exercise its rights under the option agreement, or
receive equivalent consideration from Enron.

Subseguent to the executisn of the merger agreesent with Dynegy, Kenneth
L. Lay, Enron's Chairman and Chisf Executive officer, waived his right to
receive approximately $50.6 million under the change of coentrol terms in hig
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employment conbtract with Enron, with respect Lo the merger with Dynegy.

SEC INVESTIGATION. On October 17, 2001, the SEC requested that Enron
wvoluntarily provide information regarding certain related party transactions. om
Octaber 31, 2001, the SEC cpened a Formal investigation of the matters that were
the subject of recent press reports and that were previously the subject of the
SEC informal inguiry. Borom is cooperating fully with the SBEC relative to itas
investigation. Enron cannot predict the term of the SEC investigation or ies
potential oubcome.

EFECIAL COMMITTEE. Based on warious reporte and information concerning
Enron's transactions with certain related parties, on October 31, 2001 the Board
elected wWilliam K. Powers Jr., Dean of the University of Texas School of Law, to
the Board, and appointed Dean Powers as Chairman of a newly formed Special
Committee. The Special Committes ig responsible for conducting an independent
investigation and review of transactiocns between Enron and cerctain related
parties. The Special Committee alsc was charged with taking any disciplinary
action that it deems appropriate, communicating with the SEC and recommending to
the Board any other appropriate actions. The other members of the Special
Comtiittes are independent direckors Frank Savage, CED of Savage Holdings LLC,
Paulo Ferraz Pereira, Executive Vice President of investment bank Group Bozano,
and Herbert £. Winckur, Jr., Chairman and CED of Capricorn Holdings, Ins.

The Special Committee has retained the law firm of Wilmer, Cutler &
Pickering (Wilmer, Cutler) as ite counsel. The firm's representation is led by
William R. MoLucas, former Director of the Division of Enforcement of the SEC.
Wilmer, Cutler has retained Deloitte & Touche LLE to provide related accounting
advice to the law firm. The Special Committes began itas review on October 26,
2001:»The review will include an analysis of both the underlying substance and
business purposes of the transactiens, as well as an analysis of their financial
impact on Eoron and, to the extent information ig available, on the related
parties. The duration of the Special Committee's review, and the ultimate
regults of that review, hawve not yeb been determined. Accordingly, Enron cannot
predict the ultimate results of the Special Committee investigation and the
related impact on Enron's reported Consolidated Finaneial Statements.
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d. RESTATEMENT

On November 8, 2001, Enren announced that it will restate ite
Coneolidated Financial Statements for the yeara 1997 through 2000 and the first
and second quarterse of 2001 to (1] reflect itg conslusion that thres previcualy
unconsclidated entities did not meet ecertain accounting requirements and sheuld
have been included in Enron's consolidated financial gtatements, (2} reflect an
adjustment to sharsholders’ equity described below and (3} include Drior-year
proposed audit adjustmentes and reclaseifications (which were previously
determined to be immaterial in the years criginally proposed) . Specifically,
Enron has concluded that based on a review of related party transastiong:

@ The financial activities of Chewco Investments, L.E. (Chewoo) ., a 0208 1
related party which was an invester in Jaint Energy Development
Investments Limited Partnership (JEDI), should have been congalidated
inte Enron's consolidated financial statemsnbs beginning in Movember
15997,
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© The financial activities of JEDT, in which Enren was an investar and
which were consolidated into Enren's finaneial statements beginning in
the firat gquarter of 2001, should have been consolidated beginning in
November 1997; and

© The [inancial activities of a wholly-owned subsidiary of LJM Cayman,
L.P. (LJIM1), a private investment limited partnership for which the
general partner's managing mesber wao Andrew 5. Fagtow, former
Exgcutive Vice President and Chief Financial Officer of Enron (see
Hoke 4), should have been consclidated inte Enron's canpolidated
financial statements beginning in 1999,

The Congolidated Financial Statements included herein reflect such
anticipated restatements based on Enren's current understanding of the relevane
facts as of the date of the filing of this report. It is pogsible =hat the
Special Committes's investigation (discussed in Hote 2} will identify additional
or different information concerning these matters which will require additisnal
or different restatements. As a result, Enrom will not iosue amendments to ita
annual reports on Forms 10-K for the years ended December 31, 1997 through 2000
or its guarterly reporte on Forme 10-0 for the quarterly pericds ended March 11,
2001 and June 30, 2001 to reflect the impacts of the anticipated restatements on
Enron‘s Coneclidated Financial Statements until the Bpecial Committes has
completed its investigation. Additicnally, Enron has announced that the
previcusly-issued financial statements for thege pericds and the audit reports
covering the year-end financial statemente for 1997 through 2000 should not be
relied upon.

The effects of the anticipated restatemanta, based on Enron's
understanding of the relevant facts as of the date of the filing of this report,
are outlined below and a description of the anticipated restatements follows the
table (dollare in millicns, except per share amounts). Certain amounts in the
following table differ frem thoge included in Enron's Hovember B, 2001 Form B-K
due to further refinement of the idenmdfied rREtatement items,

15 -
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ENRON CORP. AND SUBSIDIARIES
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(Amountas are subject te change pending the results of the Special Committes

| 02082

1st
1997 1598 1593 2000 20
Het income as reported i 105 (a) 4 T03 g Lk g #7F 5
Bestatements:
Congelidacion of JEDI and chewes (28} (133) 1183} (1]
Congulidation of LJM1 subsidiary - - [95) (8]
Raptor equity adjustment - - - .
Prior pericd proposed audit
adjustments and reclassifica-
tions (51} (&) (10} (3@}
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Het Tncome Restated

Diluted shares outstanding, aa
reported
DILUTED SHARES RESTATED

Diluted EPS as reported
DILUTED EFE2 RESTATED

Total assets a2 reported
Restatements
Conaclidation of JEDI and Chewco
Consolidation of LaMml subsidiary
Raptor squity adjustssne
Prior pericd proposed audit
adjust ments and reclassifica-
Eions

TOTAL ABEETE RESTATED

Debt as reported

Restatements:
Conasclidation of JEOT and Chewea
Comgalidatien of LML subsidiary
Raptor equity adiustmsnt
Prior pericd proposed audie
Cadjustmente and reclassifics-

tions

DEBT RESTATED

Equity as reported

Reatatementcs :
Conaclidation of JEDT and cChewes
Consolidacion of LJM1 subgidiary
Raptor equity adjustment
Prior pericd proposed audie
adjustments and reclassifica-

tiocns

EQUITY RESTATED
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& 26 5 584 £ 615 £  Bd42 ]

" 5E§ g85 759 814
553 GBE 755 ' B0l

6,16 1.01 1.10 1.12 i}

0.03 o.a2 0.78 0,57 o

523,552 529,350 £31,381 65, 501 467,
451 160 18] (151}
- - {222} -

= - - [l?:} tl.l

(75] (6@ (e8] (244) 11,

523 824 525, 442 £33,372 564, 926 565,

bl b e R EEemmmE L o o O i o

& 8,254 % 7,387 £ 8,152 510,229 £11,
711 £51 GBS 628
§ 6,965 5 7,918 5 g,E1% £10, 857 £11,
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§ 5,618 5 7,048 g 5,590 511,470 511,
{258} [3151) (544) {814]
- - (188) &0

- - - (172} (1,

(51} (57} (136 (285 i

§ 85,309 & 6,600 § B,724 §10, 285 10,

fa} After sffect of aignificant contract restructuring charge totaling 463

millian {after tax).
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HOTES TO CONSOLIDATED FINANCIAL STATEMENTS

hﬂp:ffmtm.wnkﬂﬂm.mnfpﬂm.phpﬁwmnk&ipngc-l 342028 &doc=1 & TK=ENE&CK=1024401 &exp=&( 7 1/9/02
01300000000691

—

£l



10K Wizard - SEC filings Page 18 of §3

DESCRIFTION OF RESTATEMENT ITEMS

Chewco and JEDI Consolidatien. Enron's decigien that Chewco should be
consclidated beginning in Movember 1537 is based on recently cbtained
information that Chewee did not meet the accounting criteria to qualify as an
adequately capitalized unconsolidated #apecial purpose entity (SPE}. Ses Note 4
for a discussion of Chewco and a description of an SPE. As a result of Chewco'sg
failure to meet these eriteria, JEDI, in which Chewco wae a limited partner,
aleo did not qualify for nonconsslidation treatment. When the consolidation of
these two entities are taken into Bccount, Enorom's prior-year reported debt
Amounte are increased by both JEDI's and Chewco's borrowings. In addition,
Enron's net income is reduced for specific JEDI revenues previsusly allocated to
Chewco, relating to the appreciatien in walue of Enren stock held by JEDI, which
eliminates upon consolidation, This, in effect, reduces Enron’s share of JEDI'E
earnings. The net effect reduces Enron's prior-yeara' reported net income and
shareholders® eguity amounte.

) LJM1 Subsidiary Consclidation. Enron's decisien that the LMl subsidiary
should be consolidated in 1995 and 2000 is based oo ENron's CUrrent asssasment
that the subsidiary did not gualify for nonconsolidation treatment because of
inadequate capitalization.

In 1893, Enron entered into a series of trangactions involving a third
party and LJMl. The effect of the transactiocns was (2] Enron and the third parey
amended certain forward conktracts to purchase shares of Enron comman ptock,
resulting in Enron having forward comtracts to Purchase Enron com®sn shares at
the market price on that day, (ii} LIW1 received 6.8 millien shares of Enron
tommon gtock subject to cercain restrictions, 3.1 million shares of which it
contributed to the LIM1 subsidiary and (iii) Bnren received a note receivable
from LaM1, which was repaid in Decesber 15%3; and certain financial instrussnes
hedging Enron’g investment in the stock af Ehythms MetConnections, Inc. Enron
recarded the assets received and equity issued at estimated falr value. In
connection with the transacticns, LMl agreed that Mr. Fastow would have no
Fotunliary interest in such Enron cesmen shares and would be restricted from
voting on mattere related te such shares, In March 2000, Enron and LJM1 entered
into an agreement to terminate the financial instruments. In connecticn with
this agreement, Enron received the 3.1 million shares of Enron common stock held
by the LJMi1 subsidiary. A put option, which was eriginally entered inte in the
first quarter of 2000 and gave LMl the right te sell shares of Enron comman
tock to Enrem at a strike price of 571.31 Per share, was terminated under this
dgreement. In return, Enron paid approximately £26.8 million to LaMi,

Congolidation of the Lam subsidiary has the effect of eliminating the
fncome recognized by Enron on derivative tramsactions with this LJM1 subsidiary,
thus reducing Enron's pet income in 1959 and 2000. Shareholders' equity has been
reduced in 1999 and inereased in 2000 te reflect bhe elimination of Enron comman
stock contributed by LIM1 to the LJMi pubsidiary.

Shareholders’ Equity Reducticon. Enron's previcusly-announced 51.2 killicn
reduction of shareholders’ equity primarily involves the carrection of an
accounting error made in the second quarter of 2000 and in the first quarter of
2001. Ap described in more detail below and in Hote 4, four SPEs known as Raptor
I-IV {collectively, Raptor) were created in 2000 &o permit Enron to hedge market
risk in certain of its investmente. (LJMz Co-Investment, L.P. (LJMZ), a private
investment limited partnership for which the general partner's managing membar
was Mr. Fastow, invested in these entities, But the related-party nature of the
transaction is not relevant ko the accounting correctien.) As part of the
capitalization of these entities, Enron issued

17 02084
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common etock in exchange for a note recsivable. Einron increased notes receivable
and sharebolders' eguity to reflect this transaction. Enron now belisves that,
under generally accepted accounting principles, the note receivable should have
been presented as a reduction bao sharehalders® equity {similar to a sphareholder
loan). This treatment would have resulted in no net increase to shareholders®
equity. The net effect of this initial accounting entry was to owverstate both
notes receivable and sharsholders® equity by approwimately $172 million (which
represented less than 2% of sharsholderg! equity at the time} in each of the
second quarter, third quarter and year-end financial statements of Enron for the
year 2000.

In the first quarter of 2001, Enron entered inte a series of transactions
with Raptor that could have obligated Enron to issue Enron common stoek in the
future in exchange for notes receivable. Enron accounted for these transacstiong
using the accounting treatment described in the preceding paragraph, Thia
resulted in an additional overstatesent of bath notes receivable and
shareholders' eguity by $828 millicn. As a resulk of these errors, shareholders®
equity and notea receivable were cverataksd by a total of 31 billion in the
unaudited bflance shests of Enron at March 31, 2001 and Jurs= 30, 2001,

In the third quarter of 2001, as a result of deterioratison in the aredit
guality of the Raptor SPEs caused by the decline in New Dower Holdings, Inc.'a
[NPW} stock price, the increase in Raptor's exposure under derivative contracks
with Enron and the increasing dilutive effsct on Ensen's earnings Wer share
calculaticn, Enron acquired LIMZ'se equity in ethe SPEs for 5§35 million and
terminated the entities. Consistent with the original treatmsant, Enron accounted
for this transaction as a redustion to Enron shareholders® equity and notes
receivable by $1.2 billion. Of this amount, %270 million related to the ameunt
by which the fair value of contracts to deliver Enren shares exceeded the walue
of the notes receivable, which is not related to the regtatement discussed
above .

Audit Adjustmente. The tuatatementé include prior-year proposed audit
adjustments and reclaseifications which were determined to be immaterial in the
pericde originally proposed.

4. RELATED PARTY TRAMNSACTIONS

On Wovember 8, 2001, Enron released informatien in a Form B-K regarding
the two LM limited partnerships Formed by Enron's former chief financial
afficer, his role in the partnerghips, the businesg relationships and
transactions between Enron and the partnerships, and the proonsmis resulta of
those transactions ae known thus far, and transacticns betwesn Enron and certain
other Enron emploveesg, Following ia the information that was provided.

THE LJM LIMITED PARTHERSHIPS AMD TRAMNBACTIONS WITH ENRON. LJM1 and LJM?
leellectively, LJM] are private investment limited partnershipe that were formed
in 1939, Andrew 2. Fastow was (from ilncepticon Chrough July 2001} the managing
member of the general partnere of LJM1 and LJM:. Enran believes that the LIM
partnerships have as limited partners a significant number of institutions and
other investors that are not related parties o Enron, These partnerships are a
subject af the Special Committes'g investigation and it ie possible that thie
investigation will identify additional or different information comcerning

matters described herein.
" 02085
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PART I, FINANCIAL INFORMATION - (CONTINUED)

JITEM 1. FINAMCIAL STATEMENTS - (CONTINUED]
: ENRON CORP. AMD SURSIDIARIES
ROTES TO CONSOLIDATED FINARCIAL STATEMENTS

Enron, like many other companies, utilizes a variety of structursd
financings in the srdinary course of ite business to access capital or hedge
risk. Many of these transactiocne involve "special purpose entities,® sr *SPEs.®
Accounting guidelines allow for the non-consolidation of SPEs with the
Fponecrlng company's financial statementa in certain circumatances. Accordingly,
certain traneactions between the sponsoring company and the SPE may result in
gain or lose and/or cash flow being recognized by the sponsor, commonly referred
to by financial institutions as "monetizatians.”

The LJM Partnerships. Enron believes that, under the LJM1 and LT3
limited partmership agreements {as with many similar agreements in private
equity Investing), the general partners are entitled to receive a percentage of
the profits in excess of their portions of total capital contributed to the
partnerships depending upon the performance of the partnerships’ investments.
Enron also believes that the general partners are entitled to receive annual
management fees based in part on formulae that take into account the total
amount of capital committed and/or invested by the limited partners. Enron now .
believes that Mr. Fastow earned in excess of $30 million relating to his LJM
management and investment activities. Enron believes that the initial capital
commitments of all parthers to LIM1 were 516 million, and aggregate capital
commitments of all partners to LIM2 were §394 millien.

LMl and LJM2 were described to the Enron Board of Directors as potential
sources of capital to buy assets from Enron, potential equity partners for Enron
investmente and counterparties to help mitigate risks associated with Enron
investments. The Board also was informed that LJM1 and LJM2 intended te transact
business with third parties. Prior to approving Mr. Fastow's affiliation wich
LJK1 and LJMZ, the Board determined that Mr. Fastow's participation in the
partnerships would not adversely affect the interests of Enron. The Bosard
approved the initial transaction with LJIM1 and recognized that Enron could (but
was not required tol engage in additiemal transactiona wikh LJM.

The Board directed that certain controls be put inte place relating te
Mr. Fastow's involvement with the partnershipe and transactions betwesn Enrcn
and the partnerships. The Board reguired review and approval of sach transaction
by the Office of the Chairman, the Chief Accounting Officer and the Chief Risk
Officer. The Board also recognized the ability of the Chalirman of the Board to
require Mr. Fastow to resign frem the partnerships at any time and directed that
the Audit and Compliance Committee conduct annual reviews of transacticns
between Enron and LJM1 and LJMZ completed during the prisr yvear to ensure the
Board's requiremente as to controls were met. Whether these controls and
procedures wers properly implemented is a subject of the Special Commikbteels
investigaziean.

Enron believes that, as of July 31, 2001, Mr. Pastow sold his interests
in LJM1 and LJM2 to Michael J. Kopper, and that Mr. Fastow ceased to he the
managing member of LJM's general partners. Prior to that time, Me. Kopper
reported to Mr., Faskow as a non-executive officer of an Enron division., M.
Kopper resigned from Enron immediately before Enren believes he purchased Mr.
Fastow's interests in LJM. Mr. Fastow is no longer working for Enron.

1%
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Qeneral Summary of LJM Transactione. From Jung 1999 through September
001, Enron and Enron-related entities entered inte 24 business relaticnships in
which LJM1 or LJM2 participated. These relationships were of several gensral
types, including: (1) salee of amsets by Enron to LJM? and by LIM2 to Enrom; (2)
purchases of debt or equity interests by LJM1 or LIMZ in Enrcn-sponecred SPEs:
(3} purchases of debt or equity interests by LdHMl or LJM2 in Enron affilistes aor
other entities in which Enron wae an investor; (4] purchasea of eguity
investments by LJM1 or LJM2 in SPEs designed to mitigate marker riek in Bnron's
inveatments; (5) the gale of a call option and a put option by LJM2 on physical
asgets; and (6) a subordinated lean to LJM2 from an Enron affiliate. The
financial results of thege transactions are summarized below,

Cash and
LJM Oeher Value LM Het

{In Milliona) Inveatmant Recelwved by LJaM Cash Flow
Wine Monthe Ended September 30, 2001
Bales of Asseta 8 - E - - -

e
Purchases of Equity/Debt in Enron-

Eponpored Special Purpose Entities - 52.5 52.5
Investmants in Enron Affiliatea 3.4 17.8 14.4
Portfolic Special Purpose Enkities - 75,5 5.5
Call Option - . -
Transactlens with LM and Other Emtiti=s = E =
Transaction with LJM and whitewing - - =

Toeal £ 1.4 £1458.8 51424

Nine Months Ended September 30, 2000 0203?

Salen of Rpseks 5 30.0(k) - - Z{30.00
Purchasea of Bguity/Debt in Enron-

Spongored Speclal Purpose Enticies #3.3 81,0 {20.3]
Investments in Enron Affiliates 64,3 48.9 (15.4)
FPortfolic Special Purpose Entitics 127.1 109.0 (18.1)
Call Option 8.2 0.3 (7.31
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Transactions with LJM and Other Entities

Transaction with LJM and Whitewing

Total

Page 22 of 83

7.5 ' 11.7 4.2

R W e

g320.4 '3233-5 Slme.8)

fa) Enrcn's pre-tax earnings impact of transactions with LIM3 through the
Raptor EPEs wae approximately 5545 million and £45 million for the nins
monthe ended September 30, 2001 and 2000, regpactively, excluding the
pre-tax charge described below. During the nine montha ended September 310,
2001 and 2000, the Raptor 5PEs hedged losses related bo Enren imvestments
of $453 million and $35 million, respectively. The 2001 pre-tax esarnings
amount includes a 5710 millien pre-tax charge in the guarter ended
September 30, 2001 related to the termination of the Raptor SFEs.

() Thie amount excludes a seller fimanced note from Enron to LJIM of

approximately 570 milliomn.
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Cash and
LM Other Value LM Nec

{In Millisna) Investment Received by LJM Casgh Flow
2000
Bales of Assets £ 30.01(k) 4 32.4 4 2.4
Purchages of Equity/Debt in Enron-

Sponsored Special Purpose Enticies 100.7 64 .4 (323
Investments in Enron Rffiliates &66.5 51.z2 (15.3}
Portfolio Special Purpose Entities 127.1 14B.5 21.4
Call Optiom 11.3 12.8 1.2
Transactions with LJM and Other Entities 7.5 11.7 4.2
Transaction with LJM and Whitewing 40.3 - {40.3)

Tatal %383.4 S320.7 FiB2.7)
1395 02088
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Salea of hssets 4 - 5 - 5 -
Purchasee of Equity/Debt in Enron-
Sponsored Special Purpose Entities 73.8 15.4 (B _4)
Investments in Enron Affiliates i4.5 1.0 [43.5)
Portfolic Special P;rpnau Entities | £4.0 . 895.2(c) 3.z
Call opticn - - -
Transactions with LM and Other Entities - - -
Transaction with LJM and Whitewing - 3B.5 3|5
Total 182 .3 9150.1 F(32.2)
T 0

s

Estimated Fair Value of Existing
LIM Inmvestments $ 43.8(d)

la)  Enron's pre-tax earninge impact of transactions with LIMZ through the
Faptor SPEs wae approximately 5532 million in 2000, During 2000, the
Raptor SPEE hedged losses related te Enron inveatments of 4501 million.

ikl This amount excludes a seller financed note from Enren Eo LM of
approximacely 570 million, T

e} Thias audznt repregents Enron‘s estimate of the value received in Enron
common 8tock, a portion of which was restricted. The estimate was based an
4 1&% discount off the market price on the dace of issuance for shares
that were restricted and eatimated proceeds received by LaM from the sale
of the uarestricted shares.

idl This amount represents Enron's estimated fair value af the six investments
made by LJ¥ that remained outstanding as of September 30, 2001.
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Bales of Assets. In Jume 2000, LJMZ purchased dark fiber optic cable from
Enron for a purchase price of $100 million. LJM2 paid Enron £30 millien inm cash
and the balance in an interest-bearing note for 270 millicn. Enrcn recognized
67 million in pre-tax sarnings in 2000 related te the asset sale. Fursuant to a
marketing agreement with LJIMZ, Enron was compensated §20 million for marketing
the fiber to others and other fess for providing operaticn and maintenance
services to LJMZ with respect to the fiber. This Arrangement gave Enron profit
potential in proceeds received after LIMZ achieved a specified return level.
L2 gold a portion of the fiber ce industry participants for $40 millien. LJM2
sold the remaining dark fiber assets for 5113 million in December 2000 to an SPE
that was formed to acquire the fiber, In December 2000, LIMZ used a portion of
the proceeds to pay in full the note and acerued interest owed to Enron. At the

http://ccbn.tenkwizard.com/print phprepo=tenk &ipage=1542028 &doc=1 & TK=ENE& CK=1024401 &exp=&( .4 1/9/02
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Eime of LIM2's male of the fiber to the SPE, Enron enkered into a derivative
contract which served as credit support for the benefit of some of the debt
holders of a third-pasty investor in the 5PE. This eredit support provided the
lender with a specified rate of return. Az a result, Enron's credit exposure
under the 370 million note was replaced with 561 million in remaining expopure
under the derivative contract. LIM2 earned 52:4 millicn on ibs resale of the

fiber,

Purchases of Equity/Debt in Enron-Sponscred S5PEs. Bebween September 13%%
and December 2000, LJM1 or LJMZ purchased squity or debt interests in nine
Enrcon-sponsored SPEe. LJIM1 and LJMZ invested $175 million in the nipe SPER,
These transactions enabled Enron to monetize assets and generated pre-tax
earnings to Enrcn of $2 million in 1999,

Enron believes that LJM received cash of £15 millien, %64 million and E53
millisn in 1999, 2000 and 2001, reepectively, relating to its investments in
these entities. In three instances, third-party financial instituriens also
invested in the entities. LJM invested on the pame terme as the chird-party
investors. In ene of these nine transactions, Enron entered into a marketing
agresment with LJMI that provided Enron with the right to market the undarlying
equity. This arrangement gave Enron profit potential in proceeds received after
LJMI achieved a specified return level. In gix of these nine transacktions, Enren
repurchased all or & portion of the equity and dske initially purchased by LJM.

The fPEs owned, directly or indirectly, a variety of cperating and
financial assets. For example, Yosemite Securities Trust was a finance sntity
which facilitated Bnron's ability to raise funds in the capital markets through
the use of credit-linked notes, a standard financing arrangement of fered by
invegtment banks. Osprey Trust is beneficially-owned by a number af financial
inaeitukiens and ie a limited partner in Whitewing Asscciates, L.P": an Enron
uncongolidated affiliate (Whitewing) (see Mote B). Enron iz the other partner.
Whitewing purchased certain Enron investsents for future sale.

In addition, as a result of these transactions, Enren was able to
monetize equity interests with investment banks. These menetizations resulted in
Enron'e recognizing 5146 million and 5 million 4n pre-tax earnings in 2000 and
the nine months ended 2001, respectively, and $252 million in cash inflows, all
in 2000. 5

Investment in Enrcn Affiliates. In two transactions, LIM2 made direct and
indirect investments in etock [and warrants convertible inta stock) of NPW. KPW
initially was a wholly-owned aubsidiary of Enron, subsequently included other
strategic and financial lnvestors, and in Octocber 2000 became a
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public company. NPW is engaged in the retail marketing and sale of natural gas,
electricity and other commodities, products and services to residential and
emall commercial customere in the United States. In January 2000, LIMZ invested
S673,000 in Corte: Energy Servieces LLC (Cortez), a limired liability company
formed by Enron and LJM2, and Enron contributed five millien shares of HPFW atock
Eo Cortez. In July 2000, in a private placement, LJMZ purchasgd warrants

exercisable for WPW stock for $50 million on the pame terms &8 third-party
investors. Enron believes that LIMZ still owne these investsents, 02 090

in September 1533, LJM1 acquired from Enron a 13% equity interest in a
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company cowning a power project in Brazil for $10.8 million, and acquired
redecmable preference shares in a related company for £500,000. Enron recognized
a 31.7 million loss on the sale of these interests to LJM1. Enron recognized
revenues of 565 million, 514 millicn and &5 million frem a commodity conbract
with the cempany owning the power project in 1999, 2000 and 2001, respectively.
As part of an exclusive marketing arrangement te sell LJM1's equity in the
project to third parties and te limit LJM1's return, Enron pald LIM1 a 5240,000
fee in May 2000. In 2001, Enron repurchased LIM1's 13k e#quity interest and the
redeemable prefersnce shares for 514.4 million. Enrcn currently owne this equity
interesst and consclidates the Brazilian COMPANY .

In December 199%, LJM2 paid Enron 530 millicn for a 75% equity intereat
in a power project in Poland. Enron recognized a $16 sillicn galn in 159% on che
sale. Enros paid 5750,000 to LJMZ as an equity placement fee, In March 2000,
Enron repurchased 25% of the equity in the Polish power project from LaM2 for
$10.6 million, and Whitewing acquired the remaining 50% from LJMZ for 521.3
millien. Enrcn and Whitewing still own their respective equity interests.

In December 1%3%, LJMZ acquired a 0% equity interest in an Enron enktity
with ownership rights to certain natural gas resersves for 3 million. hs a
result, Enren recognized 53 million in revenue from an existing commodity
contract. Subsequently, LJM2 assigned a partion of ita ownership interest in the
entity ©o Enron and Whitewing at no cost (to achieve certain after-tax
benefits). Enron believes LJMZ continues to own its remaining interest.

Portfolio SPEs. Enrcn and LJM established a ‘series of SPEs to mitigate
market expogures on Enron investments, including investments in NPW, Rhythms
MetComnectiens, Inc., and other technology, energy, and ensrgy-related
companied. LJM made 5191 million in equity investments in five separate SPEe
($127 million in the four Raptor SPEs and $64 million related to the Rhythme
BFE), three of which (Raptor I, IT and IV) were algo capitalized with Enren
stock and derivatives which could have required the Future delivery of Enron
Btock. Raptor III was capitalized with an economie interest in warrants
comvertible into stock of NPW. The Rhythms S5PE is discussed in Hote 3 in the
"LIM1 Subeldiary Consolidation® section. Enron subsequently engaged in hedging
transactione with these SPEs, which included price swap derivatives, call
cptions and put options. The derivacives and cptions generally were intended to
hedge Enron's risk in certain investments having an aggregate notional amount of
approximately $1.% billion.

In the firat quarter of 2001, Enron entered inte a series of transactions
with the Raptor SPEs that could have obligated Enron to iseus Enron commeon stock
in the future in exchange for notes receivable. These transactions, along with a
transaction entered into in 2000, cbligated Enron to deliver wp to 30 million
fhares of Enron common stock to the Raptor SPEs in March 2008.
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Such transactiocns were to have been accounted for as equity transactiens when
settled,

In the third gquarter of 2001, as a result of detericration im the credit
quality of the Raptor SPEs caused by the decline in Enron and WPW's stock price,
the increase in Raptor's exposure under derivative contracts with Erren and the
increasing dilutive effect on Enron's earnings per share calculation, Enron
acquired LJMZI's equity in the SPEs for $35 million and terminated the encities.
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Enrcn recognized pre-tax sarnings (losses) (as restated) relating to risk
management activities of none, 5532 million and ($166) million im 1395, 2000 and
2001, respectively, including the effect of a 5710 millien pre-tax charge
recognized in 2001, related to the decline in credit gquality and ultimate
termination of the Raptor SPEs. During 2000 and the nine monthe ended Septbember
30, 2001, the Raptor SFEs hedged losses of 5501 million and 5453 millien,
reapectively. The Rhythms SPE was usod to hedge Enron's exposure arising from an
investment in the stock of Rhythms WetConnections, Ine. Howaver, it was
subsequently determined that it did not meet the criteris to gualify as an
adeguately capitalized unconsclidated SPE. Ses Hote 3 for a discussicn of che
restatemsnte related to the Rhythma SEE.

In total, L[JM1 and LaM2 invested 5191 million and received 5319% million
fan estimated $95 million of which is non-cagh valus fres the receipt of 3.8
million shares of Enrcn restricted stock) related to cheir investmente in these
five SPEs.

Call Option. In May 2000, Enron purchased a s=all cpticn from LJMZ on two
gas turbines at the same time that LJMZ centracted to purchase the gae turbines
from the manufacturer. Enron paid LJM2 £1.2 millien for this right during a
seven-month peried in 2000. The call option gave Enron the right to acquire
these turbines from LIMZ at negotiated fair market valus, which was $11.3
million. The call option was gubsequently assigned from Enran Eo an
Enron-sponaored SPE capitalized by a third-party financial imstitution. In
December 2000, the call option was exercised by the SPE, which acguired the
turbines from LIMZ at cost.

Transactions with LJM and Other Entities. Enrem scld its contractual
Tight Lo acquire a gas turbine to a utilicy for $15.8 million in July 2ooo,
Enron recognized a pre-tax gain of $3.5 million on Ehe tranpacticm. At the same
time, the utilicy entered inte a put option agreement with LJMZ relating to the
turbipe under which the utility paid LIM? 53.5 million. Subsegquently, upon the
execution of an engineering, procuremsat and comstruction contrackt wikh a
wholly-owned subsidiary of Enren, the utility assigned the contractual right to
acguire the gas turbine to that subsidiary,

In December 1995, Enron sold an equity investment in Enron Nigeria Barge
Ltd. to an inveestment bank and provided seller finansing. Im June 2000, LIM2
purchased this squity investment directly from the investment bank for 7.5
=illicn and the assumption of the seller-financed note from Enren. In September
2000, LJMZ aold the egquity investment to an industry participant for %31.2
millicn. The proceeds from LJMZ's sale wers used by LJM2 to repay the principal
and interest on the nmote from Enron in the amoust of §23.0 millicn, The
remaining $6.2 million repaid LJMZ'e %7.5 million pPurchase price and provided a
profit of S700,000 to LMz,

Transaction batween LIM and Whitewing. In December 1999, a wholly-owned
Bubsidiary of Whitewing entered into a £38.% milliom credit agrasment with
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LMM2, the borrower. The lean had a term of one year and carried an inters=st rate
of LIBDR+2.5%. The loan amount (ingluding intersat) of $40.3 million was repaid
by I.JMZ in 2000,

Currently Cutacanding LJMZ Transactions. Enron belleves that LJM2 02092
hnp:ﬂcchntmﬁwiwim'pﬁm.php?rq:mﬁﬁime-lMEEEMW-=1&TK=ENE&EK-]ﬂEMﬂI&::qJﬂL.J 1/9/02

Q1300000000700



10K Wizard - SEC filings Page 27 of 83

currently has interests in six of the investments degeribed above in which LIMZ
sriginally invested $134 millicn, and that LJMZ has received cash inflows of 527
million from theee investments. These investments include %23 million in eguity
in two Enron-sponscred SEEs, $32.5 million in agquity in Osprey Trust, 531 million
in equity in am Enron affiliate and &50.7 million in direct equity investments
in MFW (representing two transacticns).

. Enron and LJM2 also entered into various agreements relating to cash
management gervices, emploves services and officse gpace provided by Enron to
LIM2. In addition, Enrcn paid LIMZ a management fee for eertain transactlicns,
and other transacticn fees described above. Enron aleo reimbursed LIM2 far
transaction-related expensea (such as legal and tax fees and cther costs)
agaociated with some of the transastions dessribed above.

DTHER EMFLOYEE TRANSACTIONS. From June 1533 through Nevember 1397, an
Enron subsidiary was the general partner of JEDI and a chird-party, the
California Public Employees' Retirement System (CalPERS), was the limited
partner. In Hovember 1%97, JEDT made a liguidating distribution te CalPERE of
5383 million. Concurrently, Chewco purchased a limited partnership intersat in
JEDI for §383 million, $132 million of which was financed by an interest-bearing
loan from JEDT to Chewes, and 3240 million of which was borrowed from a
third-party financial imetitution {(supparted by & guarantes from Enron). The
balance of the transaction {approxwimately $12 million) was principally funded by
& contributicn [rom a third party. Enron has gubsequently determined that a
portion of this contribution was cash collateralized. Based on current
informaticn, Enron believes that a non-executive officer of an Enrcn divieion,
Michael J. Kepper, was an investor in the general partner of Chewoo and, at the
time of the purchase, alsc was the manager of the Chewco general partner. Thege
events resulted in inadequate capitalization of Chewco te meet the SPE
accounting guidelines. The reatatement resulting from the Chewee transaction is
digcusged in Wote 3,

From December 1537 Co December Z000, Chewco received distributiona of
$433 million from JEDI. Among other things, Chewee used a portion of these
distributions to make repayments on its JEOI loan and ®a repay an addicienal
borrowing from the third-parey financial inssitution.

In Decembor 1539, Chewco purchased a £15 million equity interest in
Ospray Truskt, an Enron-sponsored SPE, from LIML.

In March 2001, Enron purchased Chewco's limited partnership intersst in
JEDI for $38 million. In September 2001, Enron paid an additional gz2.6 millian
Eo Chewco in connection with a tax indemnification agresment betwsesn JEDI,
Chewco and Enron. Of the total purchase consideration, £326 million was used by
Chewcoe to make a payment on the JEDI lean. Chewoo currantly has an cutetanding
balance dus on the JEDI loan of $1% millicn. JEDI is currently a wholly-owned
subsidiary of Enron.

Enron now believes that Mr. Kopper alsoc was Ehe controlling partner of a
limited partnership thae (Ehrough another limited parktfershipl purchased
interests in affiliated subasidiaries of LJML in March 2000. Enren alsc now
believes that four of the six limited partners of the purchaser were, at the
time of the investment, non-executive officers or employeess of Enron, and a
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£ifth limited partner was an entity associated with Mr, Fastow. Theas officers
and employees, and their most recent job titles with Enron, were Ben Glisan,
Managing Director and Treasurer of Enran Corp.; Eristina Mordaunt, Managing
Director and General Counsel of an Enran divimion; Rathy Lynn, Viece Preaident of
an Enrcn division; and Anne Yasger, a non-officer employes. Enron has terminaced
the employment of Mr. ¢lisan and Me. Mordaunt. Hs. Lyna and Me. Yaeger are no
longer associated with Baron and Enven believes they are now agmociated with
LJMZ. At the time these individuals invested in the limited partnership, LJmMi
had ceased entering into new transactions with Enron. However, some pre-existing
investments involving LJML and Enron were still in effect, and Enron believes
that these inveetments resulted in distributions or payments te LIM1 and bo bhe
limited partnership in which these individuals invested.

PUTEUANC to & services agreement among Enron, LIW1 and LJM2, Enron made
available te LJM1 and LJMZ a portion of the time of certain of its employess To
provide administrative assistance to the general partners of LJIML and LJM2. Mr.
Ecpper, Ms. Lynn and Me. Yaeger, among other Enron employess, were made
available to LIN1 or LJMZ from time to time during their employment by Enron.

QTHER TRAMSACTIONS. In the first nine months of 2001, Enren received
approximately 5341.8 million from Whitewing, an unconsolidated equlcy affiliate,
related to monetizations. Durimg the firet nine months of 2001, Enron acqulred
investments from Whitewing for approximately $28.8 million. Bo gains were
recorded by Enron in connection with these transactions, Hanagement balisvem
that the terme of these transactions are reascnable compared to those which
could have been negotiated with third parties.

5. EUPPLEMENTAL CASH FLOW INFORMATICH

Ket cash paid for income taxes for the first nine months of 2001 and 2000
was 5168 million and $37 million. respectively. Cash paid for interest for the
aame periud:,dgut of amounts capitalized, was $640 millicn and 5573 million,
respectively.

BUSIKESS ACQUISITIONS. In September 2001, RZetail Services gantributed
subsidiary companies with net book value of $102 millien in the formaties of a
new company, ServiceClo Heldinga Inc. {Servicefol. Alsao contcributing to the
formation of ServiceCe was a third party financial investor and Eechnology
partner. Zervicefo provides facility management services o retail cugbomears .
Retail Services received an 86% interest in ServiceCo in return for its
contributions.

In the third quarter of 2000, Enron, through a wholly-owned subaidiary,
acquired all of the cutstanding common shares of M3 ple, a leading independent
international metals market-making bueiness that provides financial and
marketing services to the gleobal metals industry, for approximactely $413 million
in cash. Enron recorded goodwill of approximately $354 million. As of the date
of acquisition, MG plc's balance sheet primarily consisted of approximately 51,7
bBillion of metals inventory and 5$1.6 billien of short-term debt.

In 2000, Enron entered into an agreement with Asurix Corp. (Azurix] under
which the holders of Azurix's approximately 3% million publicly traded shares
would receive cash of $8.375 in exchange for each share. ©n March 18, 2001,
Azurix shareholderas approved the agreement whereby Enron paid approximately $310
million for an equivalent number of shares held by the public and all publicly
traded sharea of Azurix were redesmed.
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OTHER. In Septembar 2001, Enren acguired LJM's interests in the Four
Raptor SPEe for #$35 milliom (eee MNote 3 “Description of Restatemsnt Items" and
Kote 4]. : ’

G, LITIGATION AWND OTHER CONTINGENCIES

Bnron iF a party to various claims and litigation, the glgnificant itema
of which are discuseed below.

RECENT SECURITIES, FRAUD AND DERIVATIVE LAWSUITS

Since October 15, 2001, multiple class action lawsuits have been filed
against Enrcn and certain current and former officers and/ar directors (the
Defendants) in the District Court for the Southern District of Texas. The
lawsuits allege that the Defendants violated sections 10(b) and 20({a} of the
Securities Exchange Act of 1934, and rule 10b-5 promulgated thereunder, by
issuing a series of material misrepresentations to the market during different
class perleds ranging frem June 1, 1959 to Ootaber 3@, 2001, thereby
artificially inflating the price of Enron common and/er preferred stock. The
lawsuite generally claim that the alleged misrepresentaticns and omigsions
iovolved the Broadband Services Division, transactions with the LM entities and
Azurlx and Bnron's acesunting for various transacticne. The plaintiffs gensrally
ssek bo recover compeneatory damages, expert fees, attorney's Fees, costs of
court and pre- and post-judgment interest. Enron expeckts that these lawsuits
will be congclidated into a single action and Ernron intends Ea vigorously defend
these lawaulte.

e

Enran aleo is & nominal defendant in numerous shareholder derivakive
lawsuits pending in state courts in Texas and Oregon and in the United States
District Court for the Southern District of Texag. These lawsulte, which were
filed after October 16, 2001, purport to assert derivative claims on behalf of
Enron againet certain current and/or former officers and directors of Enromn,
outside firms providing professicnal services te Earen and various other
companies. The claima asserted in these lawsuits include breach of the duty of
disclosure, abuse of control, fraud, unjues enrickment and money bad and
received. The plaintiffs seek actual and punitive damages, reatitution. a
conebtructive trust, an accouwnting, injunctive relief, attorney's fees, expert
fees, pre- and post-judgment interest and court copts. These lawsuite wers £iled
very recently and Enron is investigating its responsibilities with respect to
them. Enron hag also received reguests from ghareholders under Section 16 (k] of
the Sscurities Exchange Act of 1934 to recowver short-awing profita from
cfficers, directors and certain other parties. Enren is currantly investigating
these reguests.

On November 12, 2001, a shareholder filed a class action in mtate court
in Houston, Texas against Enran, its direckors and ymegy, seeking to enjain the
merger between Enrom and Dynegy. The petitien alleges that BEnren's directors
breached their fiduciary duties to Enren's shareholders by agresing to a=ll
Enrcn for inadequate consideration, for improper purpoees and without an
adequate investigation of the alternatives available to Enron. The shareholder
seeks to enjoin the merger. Enron intends to vigorously defend this lawewit.

Although the outcome of these variocus lawsulte cannot be determined, the
resolution of theee matters could well have material impact on Enren's financial
conditien andfor results of operations. The cost of any resclution is not
currently estimable. In addition, as explained in Note 2 (see "Merger with
Dynegy and Related Equity Financing®), the completion of the merger with

02095
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Dynegy is conditiloned on the absence of any event after Nowvember 5, 3001 that
would have a material adverse effect on Enron. Pursuant to the merger agresment,
if Enron's liabilities and expenses from and after November 9, 2001 associated
with all pending or threatened litigation matters, in the reaponable judgment of
Dynegy exceed, or are reascnably likely to exceed, 32 billion in the aggregate
inet of proceeds of insurance and litigation reserves reflected in Enren's
financial sptatements), the amount of such excess over 52 billion will be taksn
inte account in determining whether & matarial adverse effeck on Enron haas
eccurred, and, in any event, if the amount of such excess gxceeds, or is
reasonably likely to exceed, $1.5 billion, a material adverse affect on BAron
will be desmed te have ocourred.

OTHER LITIGATION

Intratex. In 1955, a number of parties (the Plaintiffs) Filed suit in
Harria County District Court in Houston, Texas, against Intratex Gas Company
{Intratex], Houeton Fipe Line Company and Panhandle Gas Company foolleceively,
the Bnron Defendants), each of which is a wholly-owned subaldiary of Enron. The -
Plaintiffe were either sellers or royalty ownere under numercus gas purachase
contracts with Intratex, many of which have terminated. Early in 1996, the case
waE pevered by the Court into two matters to be tried [or otherwise resolved)
geparately. In the first matter, the Plaintiffs alleged that the Enrocn
Defendants committed fraud and negligent misrepresentation in commection with
the “Panhandle program,* m special marketing program established in Ehe =arly
1%805. This case was tried in October 19%8 and resulted in a wverdict for the
Enron Defendants. In the second matter, the Plaintiffe allege that the Enron
Defendants viclated state regulatory requirements and certain gas purchase
contracts by failing to take the Plaintiffs' gas ratably with other producers
gas at certain times betwesn 1978 and 1%86. The trial court certified a class
action with respect to ratability claims. On March 9, 2000, the Texas Supreme
Court ruled that the trial court's class certification was improper and remanded
the case te the trial court. The case was then severed again into two lawsulte
ageerting two separate theories of recovery. The trial court grankted summary
judgment in favor of the Earon Defendants in ene of the lawsuits. The Plaintiffs
have appealed. The Enron Defendants deny the Plaintiffe' claims and have
asserted various affirmative defenses, including the statute of limitations. The
Enron Defendants believe that they have strong legal and factual defenses, and
intend to vigorously contest the slaims. Although no assurances can be given,
Enron believea that the wltimate resolution of these matters will not have a
material adverse effect on ite financial position or results of operations. 02096

Ban Juan Gas. 0n Hovesber 21, 1996, an explosion occurred in the Humberto
Vidal Building in San Juan, Puerto Rico. The exploeiocn resulted in fatalities,
bodily injuries and damage to the building and surrounding property. San Juan
Gas Company, Inc. (San Juan Qas), an Enreon affiliate, operated a propane/air
distribution system in the vicinity, but did not provide service to the
building. Enron, San Juan Gas, four affiliates and their insurance carriers were
named as defendants, along with several third parties, including The Puerts Rieco
Aqueduct and Sewar Authority, Puerto Rice Telephone Company, Heath Consultants
Incorporated, Husberto Vidal, Ine. and their insurance carriers, in numersus
lawsuite filed in U.5. District Court for the District of Puerte Rico and the
Superior Court of Puerte Rico. These suits seek damages for wrongful death,
personal injury, business interruption and property damage allegedly caused by
the explosion. After nearly four years without determining the cause of the
explosion, all parties agreed mot to litigate further that igsue, but tea mave
these suits toward settlemente or trials to determine whether sach plaintiff was
injured as a result of the explosion and, if go, the lawful damages attributable
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defendants agreed on a fund for settlements or final awards., Numerous claima
have been settled and ten cases invelving 18 plaintiffs were scheduled for trial
in the United States Disktrict Court beginning on December 10, 2001, Five of
these cases involving 11 plaintiffs have been resolved. No cases have yet been
scheduled for trial in the Superior Court. Rlehough oo assurances can be given,
Enron believes that the ultimate resolution of these matters will not have a
material adverse effect on its financial position or results of operations.

Trojan Investment Recovery. In early 19393, PCE ceased commersial
aperation of the Trojan nuclear power generating facility. The Oregon Public
Utility Commission (OPUC) granted PGE, through a general rate order, recovery
of, and a return on, B7 percent of itg remaining investment im Trodjan.

The OFUC's general rate order related to Trojan has been subject to
litigacion in variocus state courts, including rulings by the Oregon Court of
Appeals and petitions to the Oregon Supreme Court £iled by parties opposed to
the OPUC's order, imcluding the Utility Reform Project (URP) and the Citizens
Utlléky Board (CUR) .,

In August 2000, POE entered into agresments with the CUB and bhe staff of
the OFUC to settle the litigation related to PGE's recovery of its investment in
the Trojan plant. Under the agreements, the CUB agreed to withdraw from the
litigation and to support the settlement as the means te reaoclve the Trojan
litigation. The OPUC approved the accounting and ratemaking elements of the
seLtlement on September 29, 2000. Ae a result of these approvals, PGE's
investment in Trojan ie no longer included in rates charged to customers, either
through a return on or a return of that investment. Colleetien of cngolng
decommigeioning coets at Trojan is not affected by the settlement agresments or
the September 29, 2000 OFUC order. With the CUB's withdrawal, thes URP ias the cne
remaining significant adverse party in the litigatisn. The URF has indicated
that it plans to continue to challenge the settlement and the original oOPUC
ordar allowing PGE recovery of and a return on its investment in Trojan.
Although no assurances can be given, Earon belisves that the ultimake resolution
of these matters will not have a material adverse effect an its financial
position or resulte of cperations.

Azurix Litigation. In October 2000, several class actions were filed
against Enron, Azurix and several of Enron’s afficers and directors, alleging
EBat some or all of the defendants vielated Sectien 16 (b} and 20{al of the
Securities Exchange Act of 1934 and Rule 10b-5 thereunder and Sectioms 11, 12
and 15 of the Securities Act of 1933, The plaintiffs alleged that dafandants
made migrepresentations and cmissions related te Azurix's performance betwesn
June 5, 1539 and August 8, 2000. The lawsuits wars consclidated inte one lawsuir
in the United States District Court for the Southern District of Texas. The
plaintiffe seek rescission and compensatory damages, expart fees and attorney's
fees. The defendants have moved to dismiss this lawsuit, Enron fntends to
vigorgusly defend this laweuit. Although no assurances can be given, Enron
believes that the ultimate resslution of these matters will not have a material
adverse effect on its financial position or results of operations.

OTHER CONTINGERCIES '[JJE!‘:.E;FFF

Environmental Matters. Enron is subject to extensive federal, state and
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local envirenmental laws and regulations. These laws and r-gulnﬁiuns require
expenditures in connection with the construction of new facilities, the
operation of existing facilities and for remediation at various operating
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sites. The implementation of the Clean Air Aet Amendments is expected to result
in increased operating expenses. These increased operating expenses are not
expacted to have a material impact on Enron‘s financial position or results of
operations.

Enron's natural gas pipeline companies conduct socil and groundwater
remgdiation on a number of their facilities. Enron doss nok expect to incur
material expenditures in connectien with soll and groundwater remediation.

Enron bas received a request for information from the Envircnmental
Protection Agency (EFA) asking for data regarding certain Epills and diacharges
gsince 1958 on cll pipelines cperated by Enren and its subsidiariss. EOTT Energy
Partpers, L.P. (EOTT)., an unconsclidated affiliate of Enran, is the only enticy
that has extensive domeatic cil pipeline cperatiocns, and Enron's reaponse will
include information on EOTT pursuant ta the reguest. The responsive information
wag originally to be filed with the EPA on or prior to November 7, 2001. In
October 2001, Bnron received an extension frem the EPA ke file the responsive
informaticn on or before January 31, 2002. Enron cannot predict the ocotcome of
the EPA inguiry but believes that the ultimate cutceme will not have a material
adverse effect on its financial position or resules of operations.

Developments in Ehe California Power Marketr. During 2000, prices for
wholesale electricity in California significantly increased as a result of a
combination of factors, including higher natural gae prieces, reductionm in
available hydroelectric generation resources, increaged demand, over-reliance on
the spot market for electricity and limitations on supply. California's
requlatory regime instltuted in 19%& permitted wholesale price increasess buc
froze retall prices below market levals. The refulting disparity betwesn costs
of supply and customer revenues caused twoe of California's public utilicies,
Pacific Jas & Electric Company (POAE) and Southern California Edisen Company
[SCE}, to accrue substantial unrecoversd wholesale power copts and certain
ohligatione related to the difference between third party power purchase costs
and frozen rates charged to retall customers. PGEE and S5CE have defaulted on or
are challenging payments owed for certain outbstanding cbligatione, including
wholesale power purchased through the Califernia Power Exchange {the Powar
Exchangel, from the California Independent Syatem Operator (Ehe Independent
Syetem Operator), and from qualifying facilities. In addition, POLE and the
Powar Exchange each have filed a volunbtary petition for bankruptcy,

Various legislative, regulatory and legal remedies to the ENATgY
gltuatisn in California have been implemented or are being pursued, and may
result in restructuring of markets in Califernia and elsewhere. Additisnal
initiatives are likely at the Federal, state and local level, but it is not

possible to predict their cutcome at this time. 02093

Enron has entered into a variety of transactione with Califernia
utilieies, the Powar Exchange, the Independent System Operator, end users of
energy in Califernia, and other third parties, and is owed amounts by certain of
these entities. Enron has established reserves related to such activities and
believes that the combination of puch reserves in aceounts receivables and other
credit offsets with such parties are adequate to cover iks exposure ko
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developments in the California power market. Due to the uncertalnties invelved,
the ultimate outcome of the California power pituation cannot be predicted, bus
Enron belisves these matters will not have a material adverse impace on Enron'e
financial position or results of operatione.
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India. Enrcn indirectly owns 50% of the net voting interesat in Dabhol
Fower Company (Dabhol), which owns a Fa0 mogawatt power plant and ig
cynstructing an additional 1,444 megawatt power plant together with an LHG
regasification facility (eollectively Phase IT) in India. Enron acoounts for icas
investment in Dabhol under the equity method and the debt of Dabhol is
non-recourae to Enron. AE of September 34, 2001, Enron's investmenk in and
advances to Dabhol and related activities was 51.2 billieon. This amount is
included in "non-core businesses" as discuseed in Mote 2.

Dabhcl has been in dispute with the Maharashtra State Electricity Board
(MSEB}, the purchaser of power from Dabhel, and the Government of Maharaghtra
{G0M} and the federal government of India (GOT), the guarantors of paymenks by
the MSEB pursuant to the terms and conditions of Ehe power purchase agreements
(PPA) and the other project decuments. The contract disputes relate principally
to (&) the failure by the MSER to pay certain capacity and energy payments under
the PPA, and the failure of the GOM and GOI to satiefy certain guarantes
obligations under the project documents and (b) MSEE's statemsnts that MSEE has
"rescinded" the PPA and MSER 18 therefore ne lenger bound by the PPA. A &
result of such disputes, the 740 megawatt power plant is not being dispatched by
MSEB, the Phase II lenders have stopped funding the continued coemnstruction af
Phase II, the construction contractors have terminated the conatruction
contracts for non-payment and Dabhol has suepended all conatructicn activitien,
hAdditionally, the lenders to Dabhol have assumed control of Dabhol'a bank
dccounte in order to monitor the use of its remaining available funds, There is
no aggurance that Dabhol will be able to resclve the disputes with MSER, GOM and
GOI ko its favor and to spuccessfully collect on and ko enfarce any judgment or
settlement. However, Dabhol belisves that the MSEB's actions are in clear
vielation of the cterms of the PPA, and Dabhol intends Eo pursue all available
legal remedies under the projest documente which would entitle Enron to ceceive
&N aMount in excess of its investment.

Cn Hovember &5, 2001, Dabhoel delivered metice etating its intent to sell
and transfer the power plant and the LNG regagification facility toc MSEB
pursuant to the provigiona of the PPA. Most recently, certain of the Indian
financial inetitukicns providing loans to the project have chtained court ordears
temporarily preventing Dabhol from terminating the PPA. These same lenders are
szeking broader orders requiring Dabhel to restart the power plant pending the
resolution of disputes between Dabhol and MSEE. Tn additien, the India
Commigsioner of Customs has recently passed orders adversely altering the custom
duty rates applicable to substantial porticne of the projest and other rulings
detrimental to the projest. babhol intends to appeal these orders. Based on the
latest developments, Enron cannct predict the outcome of this dispute. Howewver,
the ultimate cutcome of these proceedinge or negotiations may have a material
adverse effect on Enron's financial poasition and results of operatiang.

7. SALE OF PORTLAND GENERAL (]IEEi[]E;IE?

On Ockcber 5, 2001, Enron entered into an agreement with Horthwest
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Batural Gas Company (NW Watural) for the sale of Portland General for $1.9
billien, comprized of §1.55 billien in cash, %200 million in MW Watural
preferred stock and common stock purchase units, 550 million in NW Hatural
common stock and the assumption of Baron's 275 million balance on its Customer
benefitas eobligation, which was stipulated in its 13596 agresmant to purchase
Portland General. In addition to the purchase price, HW Hatural will assume
approximately $1.1 billion in Portland General debt and preferred stock. The
proposed transaction, which is subject to customary regulatery approvala, is
expected to close by the fourth quarter of 2002; however, no BSSUTAncEE Can be
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given that such regulatory approvals will be cbtained. Bnren currently belisves
that the aftér-tax gain en the sale of Psreland denoral will not be material.
However, certain regulatory and other contingencies could negatively impact
Enron's current estimate. Enron's carrying amount of Portland General as of
Septéember 310, 2001 was approximately 5$1.6 billion. Income hefars interest,
minority interest and inceme taxes for Portland General was £108 million and
§241 million for the nine month periode ended September 30, 2001 and 2000,
respectively, o

8. " UNCONSOLIDATED EQUITY RPFILIATES

Summarized below is a description related to btwe of Enron's
unconsolidaced equity affiliakes for which Enron has commikted o iseue eguity
to satisfy obligations of these equity affiliates. As discussed in Kote 2,
Enron’e current common share stock price, liguidity situation and eredit ratings
may significantly impact Enron‘'s ability to satisfy these cbligatione solely
with equity issuvances. L

WHITEWING ASSOCIATES L.P. Whitewing is an entity formed by Enron and
varioug investors, investing through an entity named Osprey, to acguire and own
energy-related asee=ts and other investments. Osprey ig capitalized with
approximately $2.4 billien in debr and £220 millien in equity. The Qpprey debt
is supported by the assets within Whitewing, which include Enron Mandatarily
Convertible Junior Preferrsd Stock, Series B (which is convertible into 50
millicn shares of Enron ceemon stock), and a contingent ckligation of Enron to
isgue additional shares, if needed, to retire such debt chligation. In che avent
that the sale of equity is not sufficient to retire such obligationa, Enreon is
liable far the shorcfall.

At November 16, 2001, Whitewing held assets with a bock value of
approximately 54.7 billion. This includes approximately $1.3 blllion in aneTgy
related projecte in Eurcpe and South America, including Eurcpean power plants,
and an electric distribution company in Brazil, approximately 5600 million of
merchant investments, approximately $600 millicn in demand notes due frem Enron
and other assets of §$100 million, The merchant portfolic includes bath privatbe
and publicly traded entikies and coneists of oil and gas investments, power
generation and energy investments and technolegy related and other investments .,
In addition, Whitewing halds Mandatarily Convertible Junior Preferred Brock,
Series B, mentioned above, and a contingent obligation of Enrcm to issus
additional shares, if needed, which together have a combined besk value of
approsimately $2.1 billion. This contingent obligation is in the form of a 02 1 00
derivative instrument. A such, both Enron and Whitewing account far thie
contingent sbligaticon at Fair value. Ae a result, Enron recognizes losses
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agsociated with this cbligation as a reduction of "Revenues" in the accampanying
conaclidated income statement. However, the lose is offset as Enron recognlzes
its share of Whitewing's earnings through "Bquity in Earnings of Uncongolidated
Affiliates” in the accompanying consclidated income statement . As of September
3¢, 2001, the amount due Whitewing under such derivative totaled approximately
¥1.0 billion and is included in "Other Liabilities® in the accompanying
consclidated balance sheet. Such amount has increased by approximately SE00
million as a repult of the decline in Enren's common #tack price subseguent ko
September 30, 2001 through Movember 16, 2001. Based on the subsequent decline in
the Enron etock price through November 16, 2001, thers would currently exist an
approximate §700 million pre-tax charge te earnings due to the shortfall in the
recovery of Enron's book investment. Enron is currently evaluating the failr
value of Whitewing'e other asaets menticned above in conjunction with the
restructuring plan discussed in Note 2
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which will impact the amount of any writedown of Enron's investment in
Whitewing, possibly as early as the fourth gquarter.

ATLANTIC WATER TRUST. Atlantic Water Truse is an entity formed by Enron
and unrelated institutional investors, investing through an entity named Marlin,
for the purpose of acquiring and holding an interest in Azuris Corp. (Azurix),
The primary agset of Azurix is Wessex Water Services Led. (Wessex), a regulated
water utility in the UX. Atlantic Water Trust currently owns €7% of Azurix, with
Enron owning the remaining 33%. Marlin wae capitalized with approximacely £515
million in debt and $128 million in equity. The Marlin debt is supported by the
agsets of Atlantic Water Trust and Enron‘s contingent abligation ke cause the
sale of Emnron equity, if needed, in an ameunt sufficient to retire such
cbligations. In the event that the sale of equity is not sufficient to rekire
such obligations, Emnron is liable for the ghortfall.

DESCRIPTION OF TRIGGER EVENTS. Osprey and Marlin'as debt obligaticns
contain certain "Mote Trigger Eventa® Es protect the note heldera, including (i)
an Enron senior unsscured debt rating below investment grade by any of the three
major credit rating agencies concurrent with an Enrsn stock closing price of
555.78 per share or below in the case of Osprey and $34.13 per share or below in
the case of Marlin; {ii) a cross default to Enren senicr obligatione in excess
of §50 million and $100 million for Osprey and Marlin, respectively: and (114
the requirement that an ameount sufficient te redeem the notes be depasited with
a trustee 120 days prior to maturity dates of Janvary 15, 2003 and July 18, 2003
for Osprey and Marlin, respectively. Az of Movember 16, 2001 the Enren stock
closing price was £5.00 per share. 02 1 0 1

In the event a Note Trigger Event was to occur, Enren hag 21 dave to file
a registration statement for the issuance of equity to repay the notes and such
registration statement has 50 daye from the Mokbe Trigger Event toc become
effective. Any Enron registration statement filed cannct becoms effective until
Enrcn filee its restated audited consolidated financial statements which is not
expectad until completien of the Special Committes investigation. In the event
that Enron does not file its registration statement or the reglacration
etatement ie not effective during the respective time reguirements, Enron must
pursue a private placement of eguity, if permitted. If Enron cannot timely sall
equity in an amount sufficient te repay the notes, Enron is ebligated to pay the
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difference in cash.

In the event that Enrcn falle to pay any debt ebligaticns when due,
including when such obligations may be accelerated, or ie unable to refinance or
obtain a waiver of or amendment to such abligations, & series of events would
begin which could impact Enron's compliance with the terms of ite Revolving
Credit Agreemente and certain other obligationa, including bank debt facilitles.

Either ae a result of the restructuring plan discussed in Note 2 or to
raise cash to repay Enron‘e sbligaticne discussed above, Enron may sell the
assets of Whitewing andfor Atlantic Water Trusts for amounts below their
carrying values. The net proceeds frem the sale of auch assets can be used Eo
repay Enron's cbligaticne discussed above. Accordingly, Enron may be required to
record asset writedowns, posaibly as early ag the fourth gquarter af 2001,

k|

PART I. FINANCTAL INFORMATION - [COMTIMUED)

ITEM 1. FINANCIAL STATEMENTS - (CONTINUED}
ENEON CORF. AND SUBSIDIARIES
KOTES TO CONSCLIDATED FINANCIAL STATEMENTS

§. MINORITY INTERESTS

Enron consclidates a limited partnership (the Limited Partnershipl , for
which the consclidated third party'e cwnership interest is reflected in minority
interesrtd on Enrcon's balance sheét in the amount of %651 millien at September
3¢, 2001. The Limited Partnership assets include a #8590 million nots payable
from Enran and certain merchant investmente, both domeskie and internaticnal .
Enron anticipates the receipt of approximately 5250 million from the sale of one
of the Limited Partnership'e investments, a local gas diatributien company in
Brazil, upon the closing of the sale which is pending certain regulatory and
cther approvals. Enron may be required to use the net proceads upon the clasing
of the sale, or a portion thereof, to repay a portion of the note payable.

The Movember 12, 2001 downgrade in Earon's senicr unsecured debt rating
to BEB- by Standard & Poor's has caused a ratings event related to the Limited
Partnership. This ratings event started a nine business day periocd during which
Enron has the right, untll Hovember 28, 2001, to FoFt an unsecured letter af
credit equal te Enron's note payable, to repay the note payvable with the Limited
Partnership investing such proceeds in permitted investments, or to purchase the
invegtora® interest in the Limited Partnership. To the extent that Enron doss
not satisfy this requirement by November 27, 2001, the investors have the right
to immediately begin te liguidate the Limieed Partnership assets, Additionmally,
as a reault of the rating downgrade, the investors, subject e certain actions,
are able to accelerate and asaign the note payable. Consistent with the
restructuring plan discussed in Note 2, Enron is surrently working with the
lenders to develop a mutually acceptable amendment or waiver te the transaction .
documents in order to avoid an early Enron payment cbligatfion.

Bither as & result of the restructuring plan discussed in Wote 2 or ta
raise cash to repay Enron's cbligatlicn discussed above, Enron may Bell the
Limited Partnership assets for amounte below their carrying valueg. The net
proceeds from the sale of such assets can be used to repay Enron's chligatiss.
Accordingly, Enron may be required to record asset writedowns, posaibly as early
as the fourth gquarter of 2001. . :

It ie not posaible to prediect whether Enron will be able to favorably 02 l 02
complete the acticns described abowe. In the évent that Enren fails to pay any
debt obligations when due, including when such obligations may be accelerated,
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or i@ wnable te refinance or obtain a waiver of ita abligations, a sariess af
events would begin which could impact Enron's compliance with the terms of its
Revolving Credit Agreements and certaln obher obligations, including bank debt

facilicies.
a4
PART I. FIMAHCIAL INFORMATION - (CONTINUED)
ITEM 1. FINANCIAL STRTEMENTS - (CONTINUED )
ENRON CORP. AND ZUBSIDIARIES
HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1o, ERRNINGE PEF SHRRE

The computation of basic and diluted earnings per share ip ag follews [in
millicns, except per share amounta] :

Hine
Third Quarter g
2001 2000 (k) 2001
Humerator:
Bagicg i
Income {loeal before cumulative effact
of aceounting changes Slad4} § 303 § 20
Freferred stock dividends: -
Second preferred steck {d] 15} (1
Seriea B Preferred Stock {1&) (15} (4
Income {loes) available to common
ghareholders befors cumulative
affect of accounting changes (564} 282 14
Cumulative effect of accounting
chargag - - 1
Income (loss) available ta common
shareholders L(E64] 5 2p2 5 16
Diluted
Income {loes]l available to cosmon
pharshalders before comulative
effect of accounting changes SlE64) g 282 5 14
Effect of assused converaion
of dilutive securiciesial:
Second preferred Btock - 5
Beries B Preferred Steck - 16
Income |(loss)] before cusmulative effect
of accounting changes (BE4]) 303 14
Cumuilative effect of accounting
changes - 1

02103

Income |(loss! avallable to common
pharsholders after agsumed
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Conversions

Denominacar:
Denominator for basic earnings per
share - weighted-average shares
Effect of assumed conversion of
dilutive securitiss(a):
Preferred mtock:
Second preferred stock
Zeries B Preferred Stock
Stock options
Equity instruments

Dilutive potential common shares

Denominator for diluted earnings per
share - adjusted weighted-average
shares and assumed conversions

e
LS

Bagic earnings {loesl per share:
Before cusulative effect of
accounting changes
Cumilative effect of accounting
changeg

Basic earninge {loss! per share

Diluted sarnings {loes) per share:
Before cumulative =ffesct of
accounting changes
Cumulative effect of accounting

changes o~

Diluted earninge (lose) per share

Page 38 of B3
Sil6E4) £ 303 § 16
= TS smen = R P
TE1 T8 .75
= s
= 50
- 44 2
- - 3
- 125 5
TEl BESE B

& (0.487) 0.5 0.1
= = .0
g (0.87) S0.13 0.2

§ 10.87) 50.35 0.1
- - 0.0
g (o.a7) 50,358 50.2

S O

{al For the three months ended September 30, 2001, the dividends and conversion
of the second preferred etock and the Series B Preferred Stock, stock
options and eguity instruments have been excluded fram the computation
because they are anti-dilutive. Par the nine months ended Eeptember 30,
2001, the dividends and conversion of the pecond preferrad stock and the
Series B Preferred Stock have been excluded from the computation because

they are anti-dilutive.

ibl] Restated [(see Hote 3).

is

PART I. PINARCIAL INPORMATIOH -

ITEM 1. FIMANCIAL STATEMENTS -
ENROW CORP. AND SUBSIDIARIES
HOTES TO COMSCLIDATED FIMANCIAL STATEMENTS

11. COMFREHENSIVE INCOME

{CONTINUED |

{CONTINUED)

Comprehensive income {loss) includes che following [(in millians) : 02 I 04
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Mine Month
Third Cuarter Septemb
2001 2000 (&) 2001 {a)
Het income (loss) ElEdad) g 301 % 228

Other comprehensive income {loos)
(net of cax):
Foreign currensy translation
adjustment 4B (1179] (301) (b}
Derivative instrumente:
Cumulative effect of
accounting changes - - 25
Deferred gain on derivative
instrumencs associated with
hedges of future cash flows 17 - {5}
Receguition in earnings of
previously deferred lesses
related to derivatiwve
inetruments used as cash

flow hedges (34} - (55] (e}
EFRE 71 deferral of net gains
to regqulatory asset 12 - 1
Chenge in valus= of availabla-
for-pale investments {18] (&} (5}
Total comprehensive income (lose) g{s17) = & 178 5{104)

(a) Reptakted (s&=e Hooce 1.

{b} Change primarily reflects the decline in value of the Brazilian real and
che British Pound.

b
(el  Includes an after-tax galn of 510 millisn related bte the discontinuation of
4 cash flow hedoe on a forecasted transaction that became probable of nokb
oocourring.

The aceumulated other cosprehensive income at September 10, 2001 was a 51.5
billion reductien in Shareholders' Bquity. Of this amount, £1.1 billian relates
Lo currency tranelaticn impacts for assets in Brazil,

12, BUSIHNEESE SEGMENT INFOSMATION

hs dipcupaed in Mote 2, management ie in the procese of dividing Enren
into three fundamental groups of businesses - Core, Men-Core and Under Review.
The following business segment information does not reflect the results of this
cn-goling evaluation.

As discussed in Hote 3, the Consolidated Financial Statements insluded
herein have been adjusted to reflect the impacta of the anticipated restatemsnts
baged on Enron's current understanding of the relevant facts. The following
business segment information reflecta the impact of such adjustments .

Enrcn's business is divided intc reporting segments, defined as

components of an enterprise about which financial inforsmation is avalilable and
evaluated regularly by the Office of the Chairman, which serves as the chiaf

operating decicion making group. 02 1 05
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JPART I. FINANCIAL INPORMATION - (CONTINUTED]

ITEM 1. FINANCIAL STRTEMENTS - (CONTINUED)
’ ENROH CORP. AND SUBSIDIARIES
HOTEE TO CONSOLIDATED FINAMCIAL STATEMEMTS

In August 2001, after Jeff Skilling resigned from his positicn as CEO,
Een Lay, Chairman of the Board, assumed the additicnal reaponalbilicies of CEOD.
In addition, Greg Whalley and Mark Frevert were promoted to preaident and chief
operating officer and viee chairman, respectively, and joilned Mr. Lay in tche
Office of the Chairman. The Office of the Chalrman serves as Enron‘s chief
cperating decision maker in allocating resources to and assessing the
performance of its business unite. In connsction with these svents, Enron
recrganized the manner in which its business units report to the Office of the
Chalrman. Enron's new reporting eegments are Wholesale - Americas, Wholesale -
Europe and Other Commodity Markets, REetail Services, Hatural Cas Plpelines,
Portland General, Global Asgets, Broadband Services and Corporate and Other.
Year 2000 results in the following table have been restated to reflect this
change.

Additionally, beginning in 2001, the commedity-related risk management -
activities of Retall Services' North American customer contracts wers
transferred to the Americas segment, consolidating all Worth American Energy
commedity risk management activities within cne pegment. In 2001, Retail
Servicea' business includes origination of new commodity and energy asset
management and services contracts, execution of energy asset management and
services activity and management of customer relationships. Year 2000 results in
the following tables have been vpdated to reflect this change.

ar

PART I. FINANCIAL INFORMATICN - (CONTINUED)

ITEM 1. FINAMCIAL STATEMENTS - (CONTINUED)
ENROM CORP, AND SURSIDIARIES
NOTES TO CONSOLIDATED FIMRMCIAL STATEMEHTS

Burope
and
Gther
Commed ity Rerail
(Tn Millions) Americas gl Markets Services (o)
Three Monthe Ended
September 30, 2001
Unaffiliated revenuesa) 526,581 216,401 & 504
Intersegment revenues (b} 371 T (3]
Total revenuss #2328, 553 516,408 5 501

Income [loesl before interest, 02 106

minarity intereste and
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incomes taxes £ 717 % [21] g2 13

B e e N R S S RS S S S e S e ke e e G o e e e

Mine Monthas Ended
September 30, 2001

Unaffiliated revenues(a) ' L83, 855 $49, 023 §1,691
Intersegment revenues(b) 1,245 {5585) 46

T W N B G e S e e o e

Total revenuss S85,108 S48, 4BR 51,737

W B S S S e o o e R E B e e e o

Income (losse)l before= interest,
minerity interests and
income taxes L 1,980 -3 235 ] -]

Portland #lobal Broadband
(I Millicna) Geanaral AEgets Services a

T T T T T R R e e T T N R e e e R S S e e o S R S S i o - e o

Three Monthe Ended
September 30, 2001
o

Unaffiliated revenues{al 4 B94 5 422 5 [(125)
Intersegment revenues|b)’ 11 ' F : -

B W B S e o o e S S G . -

Tetal revenues 3 90§ 3 424 £ {1z5)

Income (loss) before interest,
minority intersets and
incoss taxes 5 (171 & [2a&\) 5 [187)

T e e e e T R R R R R e e e T WS S S S e e B B E S S o o i o S S e e e

Hine Monthe Ended
September 30, 2001

Unaffiliated revenuesa) 52,387 21,131 i [2s)
Intersegment revenues (b) 136 i (1)

Total revepues 52,503 51,134 5 (26}

S S S e B - -

Income (losa) befare interest,
minarity interssts and
incomes taxes & 108 g [278) Sidmd)

T e T e e e s R R R e e i S e e o e

)

FART 1. FINAWCIAL IRFORMATION - [CONTINUED) 021 07

ITEM 1. FINANCIAL STATEMENTS - (CONTINUED)
ENRON COORE. AND SUBRSIDIARIES
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WOTES TO COMSOLIDATED FINANCIAL STATEMENTS

Eurcpe
and
other
Cosmedity Retail
(In Milliene) Americas (o) Markets Sarvices (o)

R I R B R B M R M e e e e e e BB EE W TR MR MR M RS s e S

Three Months Ended
Septembar 30, 2000{=}

Unaffiliated revences (&) £20,374 5 7.566 & 514
Intersegment revenwes (bl 546 (407) 21

T e e e e N W R e e

Total Fevenuss 520,832 $ 7,158 § 518

o o I T R e e e

Incame |(loss) befare interest,

minority inkterests and
income taxes 5 E4m % 53 L 27

Wine Monthe Ended
September 30, 20400 (e)

Unaffiliated revenuesal 339,678 518,578 51,214
Intersegment revenues(b) T4 [418) Lg

im emesess e N B e e e e e e e e S =

Total revenusg $4ﬂ,41!' £15,1462 51,265

Income |loss) before incereat,
minarity intereste and
income taxes £ 1,009 - 265 -4 T8

SEM g e . L L L L L L o

Portland Global Broadband
(In Willicns) General Aspeto Sarvices a

o R R R e e e e S W e 2SS S

Three Mocnthe Ended
September 30, 2000{s)

Unaffiliated revenues(a) & B8 4 394 5 162
Intersegment revenuss (bl 66 14 -

o o B T e R E

Total revenuss & 729 5 408 5 1ls2

e BT M e o o o o e S B R R

Income (loss) before interest,
minority interesta and
income Caxes 5 M 3 19

e B R N B N RN MR W R MR M M M o e

[20)

Hine Months Ended 02 108 -
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September 30, 2000 ()

Unatfiliated revenuss[a) 51,442 51,138 & 33s
Intersegment revenuss (k) 115 14 -
" Total revenues §1,557 . £1, 150 : § 315 '

e e e e el L L T St — =

Income (loBe) before interest,
minoricy interssts and
ingome taxes 5 241 ) 5 119 4 {31\

(a)

(b)

()

Unaffiliated revenues include sales to unconaolidakted affiliates.

Intersegment sales are made at prices comparable te thoge recsived from
unaffiliated customers and in some instances are affected by regulatory
congiderations,

The 2000 amounts have been changed to reflect the new FEgment presentation.
In the prior year, Retail Services reported revenues and IBIT of $1,476
million and 530 million, respectively, for the ehird quarter of 2000,
Updated full year 2000 revenues and IBIT were $1,766 millisn and £173
million, respectively. Operating resulte in 2001 inelude servicing charges
from Americas for management of BRetail Services' riek management
activitiee. These servicing charges are reflective of the applicable lewvel
of risk management services provided and have been presented on a basig
ccnsistent with how such charges are reported internally.

{d}’ Includes consolidating eliminaticns.
&
(#] Reatated {(see Hote 3],
iw
FRRT I. FIMAMCOIAL INFORMATION - (CONTINUED )
ITEM 1. FIMANCIAL STATEMENTS - {COMTINUED)
ENRON CORP. AND SUBSIDIARIES
NOTEE TO CONSOLIDATED FINAMCIAL STATEMENTS
Total assets by segment are as follows (inm =illicna):
Septembear 30, Dacember
2001 20008
Americas 526,715 531,13
Europe and Other Commodity Markets 14,754 11,81
Retail Bervices 1,478 1,27
Matural Gas Pipelines 3,457 3,52
Portland General 4,254 4,77
Global Assets 7,593 T, 89
Broadband Services 1,279 1,32
Corporate and Other 2,238 3,1a
Total Asgeta 561,783 L64,92
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ia} Restated (pesa Hote 3).

The decreass in assgets of the Americas segment is primarily related to
the decline in per unit commodity prices and the sale of Ffive peaking power
plants. The increase in assete of the Eurcpe and Other Commodity Markets segment
lg due to the growth of the segment's commodity business.

13, DERIVATIVE INSTRUMENTS

On January 1, 2001, Enrom recognized an after-tax non-cash gain of 51%
million in earmings and deferred an after-tax non-cash gain of 525 million in
"Accumilated Other Comprehensive Income® (OCI), a component of shareholders'
equity, and reclassified %277 million from "Long-Term Debt" ko *"Price Rigk
Managemént Liabilities" to reflect the imitial adoption of Statement of
Financial Rccounting Standard Wo. 133, "Accounting for Derivatiwve Instruments
and Hedging Activities" {SFAS No. 133). SFAS Fo. 133 must be applied to all
derivative instrumente and requires that such instruments be recorded in the
balance sheet either as an asset or a liability measured at its fair value
through earnings, with special accounting permitted for certain gualifying
hedges ae described in Ehe following paragraphs.

In tWMe ordinary course of business, Enron enters into derivative
ingtruments, as defined in SFAS No. 133, ae part of its normal risk management
operaticns, which are subject to parameters established by Enron's Board of
Directors. The adopticon of SFAS Me. 133 hae no impact on the way Enron accounts
for ilta risk sanagemsnt business activities,

wll

On & much more limited bagis, Enron's other businesses =nkter inko
derivative inetruments, such as forwards, swaps and cther contracts, to hedge
certain non-trading risks, including incerest rate risk, commodity price risk
and foreignm currency exchange rate risk. Enron primarily uses cash flow hedges,
for which Enron's objective is to provide protection against varlability in cash
flows due to an associated variable risk. Enren accounts for such hedging
ackivity by initially deferring the gain or less related to the fair value
changes in derivative instruments in OCI. The deferred change in fair value ig
then reclaseified inte income soncurrently with the recognition in income of the
cash flow item hedged. The net after-tax amount expected to be reclassified from
OCT within the next 12 months is approximately 55 millien. Enron recognized a
loss of approximately 513 million related to ineffectivenese in cash flow
hedges. Enron hae alsc entered into a limited number of fair value hedges to
procect the fair value of

49

BART I. FIHMAMCIAL IHFORMATION - (CONTINUED)

ITEM 1. FINAKCTAL STATEMENTE - (CONTINUED)
ENRON CORF. AND SUBSIDIARIES 02 1 1 0
NHOTES TO COMSOLIDATED FINANCIAL STATEMENTS

certain liabilities from variability caused by fluctuations in either interest
rates or foreign currency exchange rates. Enres accounts f£or these hedges by
recognizing the fair value of both the derivative instrument and the hedged item
inte income concurrently. There was no material ineffectiveness in fair wvalue
hedges during the first nine menths of 2001. Certain of Enron's unconsalidaksd
affiliates entered into net investment hedges to protect against the foreign
currency exposure related to foreign operations. Enron recorded an increase of
approximacely 315 million fn OCI related to such hedges inm 2001. Enren also
holds a limited number of derivative instruments in ite non-risk management
businesses, which do not mest the reguirements of SFAS No. 133 for hedge
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acoounting, but provide Enron with an economic hedge of an aspocisted risk.

The maximum amount of time over which cash flow exposure in forscasted
transacticna ie hedged, excluding hedges of variable intersst rate risk on
exigting financial instrusents, is approximacely 20 years, Derivative contracta
are entered into with counterparties who are equivalent to investment grade.
ABoccordingly, Enron doee not anticipate any material impact to its finaneial
position or results of cperations as a zesult of nonperformance by the third
parties on derivative instruments related to non-risk management business
ackivities.

In August 2001, the OFUC isaued a general rate order that, among other
things, excluded all SFAS No. 133 mark-to-market waluaticns for determining net
variable power costs in setting PSE base rates. This action wag further
Bupported by an accounting order ipsued by the OPUC in Junme 2461 directing
deferral as a regulatory aseet or liability under SFAS 71 the effects of SFAS
133 mark-to-market on contracta subjest to regulation. As a result, subsequent
to August 2000, PGE began recording a regulatory asset or regulatory liability
purduant to S5FAS 71 to fully offsst the net effects of unrealized gains and
losses in earnings amd OCI.

FGE's net after-tax amount expected to be reclassified From OCT and Eo Be
fully offset by recording a regulatory asset or regulatory llabkility within the
next 1% montha is approximately $5 million,

14. KEW ACCOUNTING PROMOUMNCEMENTS

In July 2001, the Financial Accounting Standards Board (FASE) issued
Etatement of Financial Accounting Standard Mo, 142, *Goodwill and Other
Intangible Assets® (SFAS Ha. 142). SFAS Mo. 142, which muet he applied to fiseal
years beginning after December 15, 2001, modifies the accounting and reporting
of goodwill and intangible assets.

The proncuncement requires entitles to discentinue the amertization of
goodwill, realloscate all exiating goodwill among its reporting segments based on
criteria set by SFAS No. 142 and perform initial impairment tests by applying a
fair-value-based analyeis on the goodwill in sach reporting segment. Anmy
impairment at the initial adoption date shall ke recognized as the effect of a
change in accounting principle. Subseguent to the initial adoptien, goodwill
8hall be tested for impairment annually or more freguently if circumstances
indicate a poesible impairment.

41

PART I. FINANCIAL INFORMATION - [CONTINUED)

ITEM 1. FINAMNCIAL STATEMENTE - (COMCLUDED)
EMRON CORP, AND SUBSIDIRRIES

ROTES TO CONSOLIDATED FIMANCIAL STATEMENTS 02 1 1 1

Under SFAS No. 142, entities are required to determine the useful life of
other intangible assets and amortize the value over the useful life. If the
useful life is determined to be indefinite, no amortization will be recerdsd.
For intangible assets recognized prior to the adoption of BFAS Ma. 1432, the
useful life should be reassessed. Other intangible assets are required o be
teated for impairsent in & manner similar ko goodwill.

At Geprember 30, 2001, Enron's goodwill related to consolidated encities
was approximately $3.5 billion. Additionally, unconsclidated equity affiliates
of Enron have approximately $1.9% billion of goodwill. Estimated annual
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amartization of such goodwill is approximately $195 million, of which
approximately 365 million relates to unconsclidated equity affiliates. Enron ia
in the process of evaluating the applicaticon of EFAS Fo. 142 in light of recent
events discussed in Kote 2,

In August 2001, the FASE issued EFAS 143, "Accounting for Asaet
Retirement Obligatioms." SFAS No. 143, which must be applied to fiecal years
beginning after Jume 15, 2002, addresses financial accounting and reporting for
obligations associated with the retirement of tangible long-lived assets and
the associated agset retirement costs. Enron 18 in the process of evaluating
the impact of SFAS No. 143 cn the financial statements.

) In Ootober 2001, the FASE issued SFAS No. 144, "Acocounting for the
Impairment or Disposal of Long-Lived Assets." SFAS Mo. 144, which must be
applied to fiscal years beginning after Decembsr 15, 2001, addresses the
financial accounting and reporting for the impairment or dispoeal of leong-lived
ms@eks. Enron is in the process of evaluating the impact of SFAS No. 144 on che
financial statements.
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ITEM Z. MRHACSEMENT'S DISCUSSION AND AMALYSIS OF
FIMAHCIAL COMDITION AWD RESULTS OF OPERATIONS
EMROM CORP. AND SUBSIDIARIES

EXFLANATORY HOTE

A3 explained in a Wovember &, 2001 Form 8-K filed by Enron Corp. {Enrcn)
with the Securities and Exchange Commisesion (SEC), Enron will be filing restated
eonsolidaced financial statements for the fiscal years ended December 31, 1537
through 2000 and for the first and second guarters of 2001 but it has not yet
done so. AF a result, the previously issued financlal statements for thess
pericds and the audit reports covering the year-end financial statements for
1957 through 2000 ghould not be relied upen. In addition, as discussed in Kote 2
ko the Conpolidated Financial Stactements, Enron's Board of Directors has formed
a Special Committee to conduct an independent investigation and review of
transactions between Enron and certain related parties. The Special Cosmittee
has retained the law Firm of Wilmer, Cutler & Pickering (Wilmer, Cutler) as ite
counsel. Wilmer, Cutler has retained Deloitte & Touche LLF to provide related
accounting advice to the law firm. The Special Committee began ite review on
October 26, 2001. Management believes that, based on information currently
available te ik, Ehe cpnsolidated financial atatements set forth herein were
compiled in accordance with generally accepted accounting principles and fairly
depict the financial condition and resulce of operations of Enrom, and include
adjustments designed to capture the anticipated restatements. Information
gathered during the Special Committee's investigation, however, may impact the
unaudited results set forth herein, including the adjustments designed to
reflect the necessary restatements as well as the information set forth in the
Wovember 8, 2001 Porm 8-K. In addition, Bnron has been advised by Arthur
Andersen LLP, Enrcn's independent auditors, that, due te their need to complete
review procedures and the ongoling Special Committes investigatiom, Arthur
Andersen LLP is unable at this time to finalize ite review of Enron's 021 1 2
consclidated financial statements set forth herein in accordance with
metablished professicnal standards and procedures for conducting such reviews,
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ag established by gensrally accepted auditing standards, which review is
required by Rule 10-01(d) of Regulation 5-X.

RECENT EVENTS

As discussed in "Liquidity, Capital Resources and Outleck® below,
folloewing Enron's announcement of its third gquarter 2001 results an Octaober 14,
24001 there war a aignificant decreasme in Enrcn's common share price and
subsequent decreases in the long-term credit ratings of Enron's debt. This
situation resulted in the loas of investor confidence and plgnificantly affected
Enrcrn's ability to ralse capital, Rdditionally, on Wovesber 3, 2001, Enron and
Dynegy Inc. {Dynegy! anncunced the execution of a definitive MErger agreement
between the two companies. Ae & result of the Dynegy merger agresement and the
lose of investor confidence, Enron has initiated an ackEicno plan for
restructuring its businesses. The key aspects of the actien plan imvalwve (1)
concentrating primarily on Enren's core businesses; (ii) taking aggressive staps
toc rationalize the existing cost structure: (iii) accelerating the process of
divesting non-core businesses and assets: (iv) restructuring acheduled
maturicies of debt and other obligations; (v) completing the imrestigacion by
the Special Committee with respect to relatsd party traneactiess; (vil reviewing
and strengthening Enron's corporate governance; and (viil) expanding certain
disclosures with a focus on increased transparency. Management and the

i3

FART I. FINANCTIAL INFORMATION - (CONTINUED)

ITEM 2, MANAGEMENT 'S=DISCUSSICH AND ANALYSIS OF
FIMANCIAL CONDITION AND RESULTS OF OPERATIONS - [ CONT INUED ]
ENRON CORP. AMD SURSIDIARIES

Board have not completed nor approved a restructuring plan. Such restructuring
plan is currently being prepared and, therefore, Enron is unable to estimate the
timing of implementation or the Financial impacts. Enron's fourth gquarcter 2001
results of operatiens will likely be negatively impacted by severance,
regtructuring and other charges resulting from che repositioning of many of
Enrcn'se buEpinessss.

In order to focus on Enron's cors businesaes and rationalize their cost
structure, matagesent is in the process of dividing Enron intc three fundamental
greups of businesses - Core, Non-Core and Under Review, For a desecription of
sach group of businesses, ses "Liguidity, Capital Resources and Outleck! below.

The recent detericration is Enron's credit rating has caused a negative
impact on Enron's projected 2001 fourth quarter profitability. Thie is primarily
the result of a reduced level of transactisn activity by Enron's trading
counterparties, particularly longer-term transactions. Howewgr, it is too early
to determine the exact impact these evente will have on Erren's fourth qUAFrter
2001 operating results. Addirionally, the fourth guarter of 2001 will likely be
negatively impacted by severance, restructuring and other charges resulting from
the repceitioning of many of Enron's businesses consistent with the
restructuring plan as well as potential writedowns as discussed in "Liguidiky,
Capital Resaources and Outleck - Unconselidated Bquity Affiliates" below.

RESULTE OF OFERATIONS - THIRD QUARTER 2001 VE. THIRD QUTARTER 2000 02 l 1 3

The following review of Enren's results of operations should be read in
conjunction with the Comsolidated Financial Statements. The Consolidated
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Financial Statemente included herein have besn adjusted to reflect the
anticipated impacts of the restatements discusesed in Neote 3. For che impacks on
Enron®s Consolidated Financial Statements for the yeare ended December 31, 1997
through 2000 and for the first and second quarters of 2001, ses Hote 3 to the
Consclidated Financial Statements. While these restatements reflect Enron's
current understanding of the relevant facts, it ie possible that the Epecial
Committee's investigation will identify additional or different information
concerning these matbters and Enron cannct predict whak impact the informakbion
gathered by the Special Committee may have on the financial information included
in this report. As a result, Enron will not issue amendments te its annual
EBpOXTE on Forms 10-KE for the yeare ended December 31, 1997 through 2000, or its
quarterly reports on Forms 10-0 for the gquarterly periods ended March 31, 2001
and June 30, 2001 to reflect the anticipated restatements of Enren's
Congclidated Financlal Statements until the Special Committes has completed its
investigation.

COMSOLIDATED NET INCOME

Enron reported a loss of 5644 million in the third quarter of 2001
compared to §303 million of sarnings in the third quarter of 2000. The
significent decrease relates to losses on investing activities discussed in
"Corporate and Other", the impairmente by Azurix Corp. discussed in "Global
Agsets” and charges recorded by Broadband Services, Enron's business is divided
inte eight reporting segments.

Wholesale - Americas. The Wholesale - Americas segment (Americas)
coneists of Bnron's gas and powsr market-making operations and merchant energy
activities in Moerth and South Assrica.

FART I. FIMANCIAL INFORMATION - (CONTINUED)

ITEM 2. MAHAQEMERT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)
ENRON CORF. AND SUBSIDIARIES

Wholesale - EBurope and Other Commodity Marketas. The Wholesale - Europe
and Octher Commodity Markets segment (Eurepe and Other) includes Enron's European
gag and power operaticns and Enren's other commodity businesses, such as =etals,
codl, crude and liquids, weather, forest products and stesl,

Fetall Services. Eetail Services igm extending Enron's energy expertiss
énd capabilitiee to end-use retail customers in the industrial and commercial
business sectors to manage their energy reguirements and reduce their tetal
anergy costa,

Fatural Gas Fipelines. The Natural Gaas Pipelines peqmant includes Enron's
interstate natural gas pipelines, primarily Worthern Natural Gas Company
(Horthern), Transwestern Pipeline Company {Tranewestern), Enron's 50 ipncersst
in Florida Gae Transmission Company (Florida Gas) and Enron's interests in
Worthern Border Partners, L.P. and EQTT Energy Partnere, L.P. [(BOTT). 02 l 14

Portland General. This segment consists of Portland General Electric, an
electric utility in the northweatern 0.5,

Global Aseets. The Global Apssts segment includes energy-related assets
that are anct part of Enrcn's wholesale ar retail energy operations. Major asseta
of this segment include Elektro, an electric utility in Brazil; Dabhol. a pawser
plant in Tndia; natural gas pipelines in Secuth America; Enron Renewabls Energy
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Corp. (EREC), which develeops and constructs wind-generated power projects; and
Enron's investment in Azurix Corp.

Broadband Services. Enron's Broadband gervices business (Broadsand
Services) provides customers with broadband services, including network
intermediation gervices. '

Corporate and Other. Corporate and Other insludes the aperationa af
Enrcn's methancl and MTEE plants as well as averall corporate activities of
Enromn.

INCOME BEFORE INTEREST, MINORITY INTERESTE AND INCOME TAXES
The following table presents income (loss) before interesst, minority

intersats and income taxes (IBIT) for sach of Enron's operating segments (in
milliong) :

Third guarter

s B e e

2001 2000
-

Amarican % 717 4 B4
Eurcpe and Other 21 53
Retail Services 13 27
Matural Gas Pipelines BE B3
Portland Gensral (L7} T T4
Blobdl -Assets - . (Z268) - 15
Broadband Services [357) 12a)
Corparate and Okher (B18) (1)

Incose (loga) before intersst and tawes 51666} 5 6TH

WHOLESALE SERVICES RUSINESSE

Enron's Wholegale Services business ie comprised of two FEgqmants ,
Americas and Burope and Other lcollectively Wholesale Services). Wholesale
Services builds ite business through the creation ef networks imvalwing
selective aspet ownership, contractual aceess to third-party assets and
market-making activities. Fach market in which it operates utilizes these

45

FRRT I. FINANCIAL INFORMATION - (CONTINUED)

ITEM 2. MANAGEMENT'S DISCUSSION AND AMALYSIE OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS - {CONTIMUED

ENRON CORP, AND SUBSIDIARIES 02 1 1 5

components in & slightly different manner and is at a different stage of
development. This network strategy has enabled Enron to establish a leading
pesition in ite markets. Aectivities may be integrated into a bundled product
offering for Enron's customers.

Wholesale Bervices manages its portfolic of contracts and assets in order
to maximize value, minimize the associated risks and provide overall liguidity.
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In doing &, it uses portfolio and risk management disciplines, including
offeetting or hedging transactions, to manage exposures to market price
movemsnts [commoditiss, interest rates, foreign currenclies and egquities).
mdditionally, Wholesale Services manages its liguidity and exposure to
third-party credit riak through monetization of its contract portfolic or
third-party insurance contracts.

Addiricnally, Wholesale Services invests in debt. and equity securitiea of
energy-related businesses, which may alse utilize its products and gervicas,
With these merchant investments, Enron's influence is much more limited relative
bo assets developed or constructed. Earnings from these activities, which are
aceounted for on a falr value basis and are included in revenues, result from
changes in the market value of the securities. Wholepale Services uses risk
management disciplines, including hedging transactions, to manage the impact of
market price movements on its merchant investments.

RMERICRE

Significant compocnents of Americaa’ resulte are as followe [in milliona}:

Third Quartar

I ———— et Y]

2001 2000

Revonues £28,952 20,922
Cost of sales 28,550 20,197
Gross margin 402 715
Operatifng axpenses : 145 168
pepreciaticn and amortization 54 22
Egquiky in earninge 515 43
oOther, net i1} 129)
IBIT 3 T17 S 543

16

FART I. FINARCIAL INFORMATION - (CONTINUED)

ITEM 2. MANMASEMENT'S DISCUSSICH AND AHALYEIS OF
FIMANCIAL CONDITION AND RESULTS OF OPERATIONS - | COMTINUED )
ENRON CORP. RND SUBSIDTRRIES

Americas markets, transports and provides energy commodities as reflected
in the following table {(including intercompany amounts):

Page 50 of 83

02116

Third Quarter

o s e

4001 2000

e R B Ty o e o e e
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Physical Volumes (BEtue/d) [a) :

Gag 26,659 25,2583
Fowar (k) 31,507 17, 777
Total £8,156 43,030

Power Volumes Marketed (Thousand Mwh] (c) 289,853 163, 556

Financial Sectlements (Hotional) (Bbtue/d) 247,467 163, 555

{al Billion British thermal units eguivalent per day.
(b} Represents e=lectricity volumees, converted to BEtus/d,
il Thousand megawatt -hours.

Gross margin of Americas, excluding the impact of a change in value of
Enron®e contingent cbligation to Whitewing (Whitewing Cbligation) discussed in
Fote B to the Consolidated Financial Statemente, increased 5260 millienm in the
third quarter of 2001 as compared to the third guarter of 2000, primarily as a
result of increased esarnings from both gas and power marketing operations,
partially asffest by a decline in the value of merchant lnvestments. Gas asnd
power marketing operations benefited from price wolatfility in the third guarter
of 2001. In the third guarter of 2001, the Whitewing obligabien resulted in a
decrease in revenuss of approximately 5583 million with a :urrtnpnnding increase
in equity in earninge of unconeclidated affiliates.

Operating expenses decreased 538 million in the third gquarter of 2001 aa
compared to the same perlod in 2000, primarily as & result of the sale of
certain Houston Pipeline Company aseets in the second quarter of 2001.
Depreciation and amorcization increased $32 million primarily as a result of
increased amortization related to intangible assets acguired in the second
quarter of 2001 and other assete and depreciation associated with
computer-related equipment placed into eervice im 2001,

Bquity in earnings, excluding the impact of the Whitewing Obligation,
decreased 5111 million in the third quarter of 2001 as compared to the same
period of 2000 primarily as a result of the decline in the value of marchant
inmvestments held by unconsolidated equity affiliates. Other, net in the third
quarter of 2000 included charges related to losses on transactions in Foreign
currencies, partially offset by interest incoms.
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02117

Bignificant components of Burocpe and Other's resulkts are as follows (in
milliong) :

EUROFE AND OTHER
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Revenues
Coet of maleas

Gross margln
Operating expenses
Depreciation and amortizacion
Equity in earnings
Other, net

Income (loss) before interest and taxes

Third Quartar

Page 52 of 83

s B B o

2001 . 2000
516,408 57,159
16,174 E,900
234 255
1@ 208
al 13
{7} [&]
1%} 1.3

& (21} £ E

Europe and Other markets and provides energy and other commodities as
reflected in the follewing tables {including intercompany amounts) :

Phyeical Volumes (BBEEue/d) (&) ;
Gag
Power (b
Crude oil and liguids

Tatal
Power Volumes Marketed (Thousand MWR] (c)
Financial Settlements (Hotional) (Bbkue/fd]

Other Commodity Volumes:
Crude oil and ligquids (MM Bbl)
Coal (chousand tona)
Weather (noticnal value SHM)
LRG (AECus)
Metals (thousand tons)
Forest products (thousand tons)
Steel (thousand tens]

Third Quarter

2001 2000
9,318 1,595
11,308 1,080
9,410 5,754
10,054 10,428
s v T D D O i
104,006 9,932

71,8930 46,173

157 1oz
2L, 77D 9,543
304 164
B.B8T4 -
2.362 969
EG9 101
&40 -

ta] Billion British thermal units eguivalent p=r day.

(k)  Represents electricity velumes, converted to BBtue/d.

(2} Thousand megawatt-hours,

Gross margin of Furope and Other desreaped 525 millicn in the third
quarter of 2001 as compared to the third guarter of 2000, primarily as a resule
of lower sarnings from Europesan power marketing cperaticns, an adjustment to
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reflest an increase in credit reserves in the crude oil and liguids marketing
bueiness and the settlems=nkt of certain comstructieon related receivables for less
than book walue subsequent to September 30, 2001 but prior to the filing date of
the Form 10=0 (thess amounks were not reflected in Enron's announcement of its
third guarcer 2001 results on October 16, 2001}, partially offset by increased
earninge from the European gae marketing operations and steel, coal and ligquids
marketing. : -

Operating expenses for Burcpe and Other increased $10 million in the
third gquarter of 2001 as compared to the same period of 2000 primarily due to
the expansien inte new markets and the growth of the European operations.
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Other, net in the third gquarter of 2001 included charges related to
lesses on transactions in foreign currencies partilally offset by lntcerast
.*_Ll'lﬂt'ﬂ'u!- Other, net in the third quarter of 2000 primarily reflected interest
incoms

RETAIL SERVICES

Retail fervices selle or managee the delivery of natural gas,
electricity, ligquids and other commodities te industrial and commercial
customars located in Herth America and Burope. Retail Services also provides
full energy management services. Thls integrated product includes the management
of commodity delivery, energy informaticn and energy assets, and price risk
management ackivitiss.

Significant components of REetail Services' resulks are asg follows {in
millions) :

Third Juarter

2001 2000

Revenues 4 B0} § 538
Cost of sales 261 #06

Gross margin 240 129
Operating expenses 142 115
Depreciation and amortizaticn 10 10
Equity losses and impairment of Hew Power
Holdings, Inc. (TE} (15}
Other, net 1 g

IEIT § 13 & 27

Revanues decraased 814 millioen in the third guarkter af 2001 -l‘_'ﬁ#li.l:‘\&ﬂ to
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the third quarter of 2000 primarily as a result of lower retail gas sales
partially offset by an increase in long-term energy contracts criginated im 2001
and the monetization of interests in a merchank asget for a gain of 521 million.
Cross margin increased §111 million in the third quarter of 2001 compared to the
third quarter of 2000 due to long-term emergy contracts originated in 2081 and
the gain associated with the monetization of a merchant asset discussed above.
Operating expenses increased $27 million primarily as a result of risk
management support service expenses in 2001 and higher computer system-related
expendituree. Equity losses for both periods reflect Retail Services' portion of
lopses of New Power Foldings, Inc. (NPWI, formerly The New Power Company. In the
third gquarter of 2001, Retail Services recorded a £58 million charge which is
included in eguity leosses to reduce its carrying walue in its investment in NPW.
Other, net in the third quarter of 2000 consisted primarily of gains associated
with Retail Services' monetization of a portion of its interest in MW,
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MATURAL GAS PIPELINES

The following table summarizes total volumes tranaported for each of
Enrcn's interstate natural gas pipelines.

Third Quarter

2001 2000
Total Wolumeg Transported (BBow/d) (a)
Horthern Matural 3as 2,70 3,009
Tranewestern Pipeline 1,833 1,746
Florida Gas Transmission 1,929 1,64%
Morthern Border Fipeline 2,295 2,420

fa} Reflects 100% of each entity's throughput velumes.

Significant components of Natural Gas Pipelinea' resulte are as follows
{in millions) :

02120

o o e W B S o o

2001 2000
Het revenues 4 1as # 132
Operating expenses Td Td
Depraciation and amortization 17 17
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Equity in sarnings im 28
Other, net 2a 14

IRIT £ BS $ 83

Revenues, net of cost of pales (net revenues) of Natural Cas Pipelines
increaged $4 million in the third quarter of 2001 compared to the third QUAarTer
of 2000 primarily due to higher transportation rates and wolumes at
Transwestern. Equity in earninge decreased 510 millice im the =hird quarter of
2001 as compared to the same peried in 2000 primarily due to lower cperating
results from Florida Gas and the monetizatien of Enron's investment in EOTT. In
4001, other, net congisted primarily of a gain related to the expiration of an
Enron guarantee to fund the ECTT partnership. Other, net for the third quarter
of 2000 included a gain related to the sale of compressor-related eguipment.
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Tl
PORTLAND GENERAL
Statistics . for Fortland General for the third quarter of 2001 and 2000
are asg faollows:

Third Quartar 02 1 2 1

2001 2000
Electricity Sales (Thousand MWh) (a)
Eegidential 1,432 1,444
Commarcial 1,870 1,564
Industrial 1,207 1,249
Total Eetail 4,505 i,887
Wholesale i, 062 5,703
Tobtal Electricity Sales B, 571 10, 360
Average Billed Revenue (cents per kiwh) 2.51 £.89
Rescurce Hix
Coal 16% 1
Combustion Turbine 16 14
Hydra 4 i
. Total Gemeratieon 36 27
Firm Purchases 5@ 63
Secondary Purchaees [ 10
Total Respources 100% 100%
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Average Variable Pewer Cost (Mills/kWh) (b) 115.3 8.4

Retail Cuatomers (end of pericd, thousands) 73z 722

{al Thousand megawatt-houra.
ik} Mills {1/10 cent] per kilowatt-hour.

Significant components of Portland General's results are ag follows {in
millicne) .

Third Quarter

N S e W S

2001 2030
Bevenueg E 305 £ 729
Furchased power and fuel a2z Lo b
Het revenuss a3 207
Uperating expenses Ga ag
Depreciation and amortization iz ES
Cther, nat - 1l
Incoms= {logal before interest and taxes £ {17) £ 74

-

Het revenues decreased 5124 millien in the third guarter of 2001 compared
to the third gquarter of 2000, The decrease was dus to increased power coskts
resulting from gensral market conditicns, including lower hydroelectric
generaticn. Portland Ceneral entered into power contracts im prior pericds co
ensure adeguate supply for the recent quarter at prices that wers significantly
figher than actual settled prices during the third gquarter of 2001, Although the
rate mechaniss in place anticipated and substantially mitigated the effect of
the higher purchased power costs, only the amount in excess of a dafined
baseline was recoverable from ratepayers. Increased poweEr COBEL FeEcOVAry was
incorporated into Portland General's new Fifteen-month rate structure, which
became effective October 1, 2001 and included an average 40 percenk rate
iferease.
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Operating expenses decreased primarily as a result of lower maintenance
costs and lower regulatory and overhead sxpenses. Depreciatien and amortizakien
decreased in 2001 primarily as a result of a favorable energy efficiency rate
mechanism adjustment, partially offset by increased requlatary amortizacion.

hitp:/icchn.tenkwizard comyprint php?repo=tenk&ipage=1542028 &doc=1 & TK~ENE&CK=1024401 &exp=&€.4 1/9/02

01300000000730



10KWizard - SEC filings Page 57 of 83

Third guarter 2001 aother, net incloeded the impact of a decline im the value of
investments. Other, net in 2000 conslsted primarily of a gain on the sale of a
generation-related asset.

On Goetober B, 2001, Enron entered into an agreement with Morthwest
Hatural Gas Company (NW Matural) for the sale of Portland General for 1.9
billien, comprieed of $1.55 bkillion in cash, 52300 million in MW Matural
preferred stock and common stock purchase unite, 550 milliom in NW Hatural
common stock and the assumpticn of Enron's 575 million balance ¢n its customer
benefits cbligaticon, which was stipulated in ice 19%6 agreement to purchase
Portland Ganeral. In addition to the purchase price, NW Natural will assume
approximately %1.1 billion in Portland General debt and preferread atock. The
proposed cransaction, which ias subject to customary regulatory approvals, ia
expected to close by the fourth quarter of 2002. Enren currenktly believes that
the after-tax gain on the sale of Portland General will not be material.
However, certain regulatory and other contingencies could negatively impact
Enron's current estimate. Enren's carrying amount of Portland Gensral as of
September 30, 2001 was 51.6 billion. Income before intereskt, minority interest
and income taxes for Portland General was 5108 millien and $241 milliom for the
nine month pericds ended Septembar 310, 2001 and 2000, respectively.

GLOBAL ASSETS

GBignificant components of Global Rasete' results are as follows (in

milliong) :
Third Quarter
2001 2000

ReEvanuas £ 424 5 408
Cost of sales 2EBB 244
Operating expenses 107 1264
Depreciation and amortizaticon 46 50
Equity in earnings {losses) 1263} 22
okher, net ig 3

Income (loss) before interest and taxes 1268} § 19

Revenues increased $16 million in the third gquarter of 2001 compared to
the third guarter of 2000 dus to an increase in project revenues at EREC,
partially offeet by a decrease in revenues from Elektre which had curtailed
power sales dus to the reduction in available hydro-gensrated power. Cost of
gales increased 542 million in the third gquarter of 2001 compared to the third
guarter of 2000 due to an increase in costs at EREC, partially offsec by a
decrease in costs at Elekbro. Operating expenses decreased due to reduced
developmental activities Pnrl::i.a.:l.l]r affset by ]:d.gher coEtE in EREC's
Eurcpean operaticnsa.

Equity in earnings (losses) for the third gquarter of 2001, reflect the
recognition of a lops of $287 million related to asset impairmente by Atblantic
Water Trust (the parent of Azurix Corp.), an eguity method investment., Thess
impairments primarily reflect Azurix's planned disposition of lts North American
and certain South American service-related businesses. Soe

52 02123
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FART I. FIMANCIAL INFORMATION - (CONTINUED)

ITEM 2. MAHRGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)
. ENRON CORF. AND SUBSIDIARTES '

"Unconsolidated Equity Affiliates" below for a discussion of Atlantic Water
Trusk.

BROADBAND SERVICES

Enron's network services intermediation business allows customers o
manage unexpacted fluctwation in the price, esupply and demand of necwork-relabed
requirements, including bandwidth and storage. The Enron Intelligent Retwork
(the EIN), a nationwide fiber optic network, which connects 28 pooling points in
North America, Europe and Japan, provides the infrastructure for Broadband
Sq;vinun' products.

Bignificant components of Broadband Services' results are &E fallaws (im
milliona)

Third Quarter

W B S

2001 2000

Revenues . . Z{125] % 182
foat of sales B |
r NN R SR e e e e e

Groae margin 1133} 153
Operating expenses 135 123
Depreciation and amortizacion B4 52
Bquity in earnings 4] -
Ocher, net 1) 2
Loss before intersst and taxes 5{3s7) 5 {20)

In the third guarter of 2001, Broadband Services recorded charges
totaling 5277 million due to the continued weak market condieicne im the
broadband and commuinications sectors. The chargee related to the content
mervices business (§160 million), costs associated with restructuring Broadband
Services' business (583 million) and the write down of the value of cerkain
broadband-related long-lived assets and excess network equipment to net
realizahle value ($34 million). The amount related ts the content sErvices
business included the write-off of the value of Broadband Servicas: investmant
in content eervices entities, the impairment of related aseete and a valuation
adjustment on a derivative instrument asgociatsd with the content systems
business. The adjustment to the derivative instrument was reflsctsd in revenua
regulting in negative revenue for 2001. Gross margin for the third guarter 2001
also reflects continued weakness in markst conditions which negatively impacted
results of cperations. Third quarter 2000 gross margin benefited from the
significant increase in the market value of Broadband Services' merchant
investments.

CORPORATE WD OTHER 02124

Corporate and Other realized a loss befere interest, minsrity interessts
and taxes of 5816 millien in the third quarter of 2001 compared to & loss of
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9106 million in the same period of 2000,

In September 2001, as a result of detericraticn in the credit guality of
the Raptor SFSs caused by a decline in NPW's stock price, the inereage in
Raptor's exposure under derivative contracts with Enron and the increasing
dilutive effect on Enron's e=arnings per shire calculation, Enren acquired, for
approccimately $35 million, LJM'e interests in the Raptor SPEs which were created
in 2000 to hedge certain of Enron's merchant and other investments. See Notes 3
and 4 to the Consolidated Financial Statements. Enron recorded charges totaling
§710 million {4462 million after tax) related to the acquisition of the Raptor
EFPEs and a charge of $48 million (531 million after-tax) to write down Enron's
investment in NPW warrants acquired in connection with the termination of the

Raptor SPEa.

53

PART I. FINANCIAL INFORMATION - (CONTINUED)

ITEH 2. MAMAGEMENT'S DISCUSSION AND ANALYEIS OF
FINANCTAL COMDITION AND RESULTE OF OFERATIONS - (CONTINUSD)
ENRON CORP. AND SUBSIDIARIES

INTEREST AND RELATED CHARGES, NET

Interest and related charges, net is reported net of intersst capitalized
of 522 million and 53 million for the Ehird gquarter of 2001 and 2000,
respectively. The net expense decreased 558 million in the third quarter of 2001
a8 compared to the same period of 2000, primarily due to decreased debt lewvels
and lower interest rates resulting from general market conditions within the
U.s.,

INCOME TAEX EXPENSE

Income taxes decreased during the third quarter of 2001 as compared with
the same pericd of 2000 primarily as a result of pretax losses due to charges
related to the aseet impairments by Azurix, the restructuring of Broadband
Gervices and the losses asscciated with the Raptor SPEs. The projected effective
tax rate for 2001 is lower than the statutory rate mainly due to differences
between the book and tax basis of certain asests and sptock sales.

£4

PRAT I. FINANCIAL INFORMATION - {CONTINUED)

ITEM 2., MANAGEMENT'S DISCUSSION AMD AMALYSIS OF
FINAHCTAL CONDITION AND RESULTS OF OPERATIONS - {CONTINUED )
ENRON CORP. AMD SUBSIDIARIES

RESULTS OF CPFERATIONS - MINE MONTHS ENDED SEPTEMBER 30, 2001 Vs, 02 1 2 5
NINE MONTHS ENDED SEPTEMBER 30, 2400

The following review of Enron's results of operaticns should be read in
conjunction with the Consolidated Financial Statements. The Consolidated
Financial Statements included herein have been adjusted to reflect the
anticipated impacte of the restatements discussed in Mote 3 to the Consolidated
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Financial Statements. For the impacts on Enron's Consolidated Financial
Statements for the years ended December 31, 1997 through 2000 and for the first
and sscond gquarters of 2001, see Hote 3 to the Coneclidated Fipancial
Statements, While these restatements included herein reflect Enron’s currcent
understanding of the relevant facte, it is possible that the Special Committes's
imvestigation will identify additional or different information concerning these
matters and Enron cannct predict what impact the information gathersd by the
Special Committes may have on the financial informaticn included in this report.
As a result, Enren will pot issue amendments to ite annual reports on Forms 10-K
for the years ended December 31, 1997 through 2000, or its guarterly reports on
Formas 10-3 for the gquarterly pericds ended March 31, 2001 and Jumne 30, 2001 to
reflect the anclelpated restatements of Bnron's Coneclidated Financial
Statements until the Special Committee has completed ite investigation.

CONSOLIDATED HET IRCOME

Enren reporked net income of £228 million for the first nine monthe of 2001
compared to $757 million during the samea pericd in 2000. The significant
degrease relates to losses on investing activicies diacuseed in Corporate and
Other, the impailrments by Asurix Ceorp. discussed in Global Assets and charges
recorded by Broadband Services.

INCOME BEFORE INTERESET, MIRORITY INTERESTS AND INCOME TAXES

The following table presents IBIT for each of Enrcon's operating seoments
(im millions) :

L=
Hine Manths Ended
geptember 30,
401 2000

americas £1,580 51,009
Europe and QOther 235 285
Rekail Services 99 T9
Hatural Gas Pipelines 235 2835
Portland Gensral 108@ 241
Global Aesecs [275) 117
Broadband Services 454 LET:N
Corporate and Other (54T [154]

IEIT 5 9a1 £1,808
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PAET I. FINANCIAL INPORMATION - (CONTINUED]

ITEM 2. MAMAOEMENT'S DISCUSSION AND RANALYSIS OF

Page 60 of 83

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED) 02 l 26

ENRON CORF. ARND SUBSIDIARIEE
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AMERICAS

Significant cosponents

Revenues
Cost of sales

droes margin
Operating expenses
Depreciation and amartization
Equity in earnings
dther, net

IBIT

of Americas' results are as follows (in millions):

L

Hine Months Ended

September 30,

2001 2000
565, 108 540,442
83,137 Ig, 969
1,971 1,473
610 513
132 71
718 11@
13 2
$ 1,960 § 1,008

Americas markete, transports and provides energy commodities as reflected
in the following table (including intercompany amcunts) :

Fhysical Wolumes [(BEeue/d) [a):
das
Power (B)

Tatal

Pewer Volumes Marketed [Thousand Muh) {e)

Financial Setclements (Motiomal) (Bbtue/d)

Wine Months Ended
September 30,

(4.

2001 2000
26, TH? 23,152
25, 642 14,287
E2,429 37.439

TS EESEasEeEEe e

Fan, 0o7 381,459

2&8, 300 128,266

fal Billieon British thermal unite equivalent per day.

(bl Represents electricity volumes, comverted to BBtue/d.

(o] Theusand megawatt-hours.

Grogs margin of Americas, excluding the impact of a change in value af
Enren's contingent obligation to Whitewing (Whitewing Obligation) discussed in
Hore 8 to the Consolidated Financial Statements, increased $1,271 million in the
first nine months of 2001 as compared to the firat nine monthe of 2000,
primarily as a result of increased earnings from both power and gas marketing
cperations. The sale of five peaking powsr plants in 2001 faverably impacted

hnp:#fmhnlmkwimd.mnﬂpﬂﬂphp?mpﬂmk&imb-lHIﬂlE&dnc=]&‘IK=ENE&EK=IHMI&HF&[..J 1/9/02
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gross margin from power marketing. The power and gas intermediation businesses
both benefited from price volatility in the 2001. Gross margin from merchant
investments was lower in the first nine menths of 2001 as compared te the same
period of 2000 primarily due to a decline in the value of investments in 2001
and a significant increase in the value of power-relited investments im 2000,

The Whitewing Obligation resulted in a decrease in

revenues of approximately

773 million with a corresponding increase in equity in earnings.

Operating expenses increased by 597 million in the firgt three quarters
of 2001 cempared te the sams pericd in 2000 primarily due GCo the growth of
Americap' commodity intermediation business. Deprecistion and amortization
increased $61 million primarily as a result of increased amortizaticn related to
intangible assets acquired in the second quarter of 2001 and other assets and
depreciation asscciated with computer equipment placed into service in 2001,

56

PART I. FIKANWCIAL INFORMATION - [(CONTINUED)

ITEM 2. MAMNRGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS - {CONTINUED)
EWNRON CORF. AND SUBSIDIARIES

Equity in earnings, excluding the impact of the Whitewing Obligatian,
decreased $173 million in the first nine months of 2001 as compared to the same
period of 2000 primarily as a result of the decline in the value of merchant
investments held by unconpolidacsd equity affiliates combined with increases in
the value of merchant investments during the first nine months of 2000.

EURJPE AND OTHER

Significant components of Europe and Other's results are as follows (in

milliang)] :

Revenuea
Coet af sales

Grops margin
Operating expenses
Depreciation and amereization
Eguity in earnings
Other, nek

IBIT

Hine Months Ended
Septembar 10,

B s e R S S e

2001 2000
548,468 $15,162
47,524 14,455
544 707
683 £27
E5 50

9 1
a0 32
& 338 § 265
EEEEFS oS TooDEEE LA Bl -+ ] 5

Eurcpe and Other markets, transports and provides energy and other

commodities as reflected in the following table (including intercompany

amdunts) =

Page 62 of 83
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Hine Months Ended
Beptember 30,

2 T - e s v e e e e e T B

do001 2000
Phyeical Volumes (BBtue/d} {a):
Gas ‘B,4318 3,182
Power (B 7,798 1,086
Crude 011 and Liguids E, 776 5,640
Tokal 25,012 49,518

Power Volumes Marketed (Thousand MWh) () 212,906 29,777

Financial Settlements (Hotional) (Bbkws/d) 64,672 i, 7RI

L b L g L2 b Lo bl o L | 4 F 4 0 F ) °

Other Commodity Yolumes:

Crude OL1 and Liguids (MM Bbl) 4234 300
Coal (chousand cons) 87,2089 28,643
Weather (notlonal value 5MM) 778 512
L¥E {(BBtue) 17,664 -
Meatals (chousand tong) 6,904 2,548
Forest Producte [(thousand tons) . ) 2,094 182
Steal m}':""'t“d Eons) BET -

fal Billion British thermal unite eguivalent per day.
ikl Represents electricity veolumes, converted to BBtue/d.
tcl  Thousand megawabt-hours.

Groas margin of Burope and Other increased £237 million in the first nine
months of 2001 as compared to the first nine months of 2000, primarily as a
result of increased earnings from Buropean powsr and gas marketing operations
and steel, coal and ligquids marketing partially offset by lower earnings frem

57

PART 1. FINANWCIAL INPORMATION - (CONTINUED)

ITEM 2. MANRGEMERT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTE OF OFERATIONS - (CONTINUED)
ENRON CORF. AND SUBSIDIARIES

Enron's metals marketing operations, an adjustment to reflect an increase in
credit reserves in the crude oil and liguids marketing business and the
settlement of certain construction related receivables for less than book wvalus
subseguent to September 30, 2001 but prior to the £iling date of the Form 10-0
(these amounts were not reflected in Enron's anncuncement of ite third gquarter

2001 results on Octeber 14, 2001},
02129
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Operating expenses for Europe and Other increased $256 million in the
first nine months of 2001 as compared te the same period of 2000 and
depreciaticn and amorcization increased $1% million primarily due te the
expansion into new markets and the growth of the Eurepean cperations.

Equity in earnings in the first nine months of 2001 increased as compared
to the same period of 2000 primarily due te the earnings from an affiliate
formed in 2001 to hold Enrom's investment in forest product-related ag@ets.
Other, net in both 2001 and 2000 primarily consisted of interest income.

RETAIL SERVICES

Eignificant components of Retall Services' results are ag follows (in
millicns) :

Hine Months Ended
Septembar 30,

E

2001 2000
-
Revenies 51,937 £1,269
Cost of sales 1,084 235
Grose margin 653 v 134
Oparating expenses . ) 474 284
Depreciation and amortizacicn 25 27
Equity in losses and impairmente of HPW (104} (32}
Ocher, net 53 BE
IBIT 5 95 9 T

kRevenues increased $468 million in the first nine months of 2001 compared
to the same period in 2000 primarily as a result of long-term energy contracts
originated in 2001 and the growth of Retail Services' European operatione. Gross
margin increased 5313 million in the firak nine months of 2001 compared to the
same pericd im 2000 due to long-term energy contracts originated in 2001 and the
monetization of interssta in a merchant asset for a gain of 521 milliom.
Operating expenses increased 5190 million primarily as a resulr of risk
management support service expenses in 2001 and higher employee and computer
system-related expenditures. Bguity losses for both periods reflect Rerall
Services® portion of losses of NPW and in 2001 a charge of 558 million to reduce
the carrying value of ite investment in NPW, Other, net in 2001 and 2000
consisted primarily of gains associated with Retail Services' monetizatiocn of &
portion of its interest in MPW.
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ENRON CORF. AND SUBSIDIARIES

HATURAL GAS PIPELIHES

The following table summarizes total volumes transported for each of
Enron's interstate natural gas pipelines.

Hine Montchas Ended
September 34,

2001 2000
Total Volumes Transported [BBou/d) (a)
Northern Hatural Gas 3,139 3,464
Tranaweatern Pipeline 1,847 1,639
Florida Gas Transmission 1,578 1,801
Korthern Border Pipeline 2,362 Z,438

tal Reflecte 100% of each entity’s throughput velumes.

Significant components of Natural Gas Pipelines' results are as Eollows
fin gillicns) :

Hine Monthes Ended

September 30,

2001 2000

Ret revenues % 500 3 4389
Operating expenses 236 2332
Depreciation and amortization 51 D
Eguity in earnings 48 45
Qther, net 34 7
IBIT % 295 % 389

Revenuea, net of cost of pales (net revenues) of Matural Gas Pipelines in
the first nine monthe of 2001 were comparable to the prior pericd. Im 2001,
increased revenues generated by Transwestern from transpertation and operational
gas salea and inereased storage revenues received by Northern, were offset by
lower sales of gas storage inventory by Nerthern. Operating expenses, ineluding
depreciation expense, in the first nine monthe of 2001 increased primarily as a
result of higher gao prices and cther costs amsocciated with the valumes
transported by Transwestern and other pipeline expenses. Bgquity in sarninga
increased 53 millicn in the first nine monthas of 2001 compared to the same
parisd in 2000 primarily due to higher operating results from EOTT and Florida
Gas. In 2001, other, net consisted primarily of a gain related to the expiration
ef an Enron guarantes to fund the EOTT partnership. Im 2000, other, net
consiscted of galns related to an energy commodity contract and the sale of 02 1 3 1
compressor-related squipment.
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5%

FRRT I. FINAMCIAL INFORMATION - (CONTINUED)

ITEM 2. MANAGEMENT'S DISCUSESION AND AMALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OFERATIONS - (CONTINUED)
ENRON CORF. AND SUBSIDIARIES

FORTLAND GEHERAL

Statistics for Portland Gensral for the first nine months of 2001 and
2000 are as followa:

Fine Months Ended
Saptember 10,

2001 2000
Electriclty Sales [Thousand MWh) (a)
Resldential 5,151 5,205
Commarcial 5,475 5,805
Indugtrial . 3,546 : 3,653
Toeal Eetail . 14,172 14,543
Wholesale 9, B35 14,893
Tatal Electricity Sales 24 008 25,438
e
Average Billed Revenus [cents per kwh] 5.97 5.18
Eesource Mix
Caal 15% 10
Combuaticn Turbine 17 10
Hydro & &
Total Generatcion 3B 26
Firm Purchases 5& 1]
Secondary Purchases & B
Total Repources 100% 100%

EECSSssseEmTE TSRS
Average Variable Power Cost (Mille/kWh] {b] 113.3 3Z.8

Retail Customere (end of period, thousands) 732 722

{al Thousand megawatt-hours.

(] Mills (110 cent) per kilowatt-hour.

Significant components of IBIT are ae follows (in milliona) 02 1 3 2
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Hine Months Ended
September 10,

-

2001 2000
REv s 52,503 51,887
Purchased power and fual 2,028 974
Het revenues 475 g1
Operating sxpenses 229 233
Depreciation and amortizacion 13g 152
Other, nat = 51
IRIT 5 lom 5 241

Het revenues decreased 5106 millien in the first nine months of 2001
compared to the same periced in 2000. The decrease was dus to increased power
coats resulting from general market conditioms, including lower hydroeleckric
generation, Portland densral entered inte power contracts in prior pericds to
ensure adequate supply for the recent guarter at prices that were significantly
higher than actual settled prices during the third guarter of 2001. Although the
rate mechanism in place anticipated and substantially mitigated the effect of
the higher purchased power coets, only the amount in excess of a defined
baseline was recoverable from ratepayers. Increased power cost recavery was
inecrporated into Portland General's new fifteen-month rate structure, which
became sffective October 1, 2001 and included an average 40 parcent rate
increage.

&0

FART I. FINANCIAL INFORMATION - (CONTINUED)

ITEM 2, MANAGEMENT'S DISCUSSION AND AMALYSIS OF
FINARNCTAL CONDITION AND RESULTS OF OPERATIONS - ([CONTINUED)
EHRON CORF. AND SUBSIDIRRIES

Operating expenses decreased primarily as a result of lower maintenance
costs amnd lower regulatory and cwerhead expenses. Depreciaticn and amortization
decreased in 2001 primarily ae a result of a favorable energy efficiency rate
mechanism adjustment, partially offsst by increased regulatory amortization. In
2000, other, net consisted primarily of a gain on the sale of a
generation-related asset and was favorably impacted by certain regulatary
Bvents,

GLOBAL ASSETS

Significant componente of Global Assets' results are ae fellows (in
millicns) :

02133

Hine Monkhs Ended
September 30,

hittp://cchn. tenkwizard. com/print. php?repo=tenk&ipage=1542028& doc=1 & TK ~ENE&CK=1024401 feexp=£&(.. 4 1/9/02
01300000000741



10K Wizard - SEC filings Page 68 of 83

2001 2000

Revenues 51,134 1,150
Cost of sales 719 €69
Operating expenses 352 164
Depreciation and amortization ) 134 ) 134
Equity in earninge [lossea) (240} 112
other, net 16 z2
Income (loae) belfore interest and caxes £ {278) & 117

Revenues decreased $16 million in the first nine monthe of 2001 compared
Eo the game pericd in 2000 due to a decrease in revenues from Elekbro which had
curtailed power sales due to the reduction in available hydro-generated Fower,
partially offset by an increase in project revenues at EREC. Ccet of palas
ificreased $50 million in the first nine months of 2001 compared Lo the same
pericd in 2000 due to an increase in coste at EREC, partially offset by a
decrogage in costa at Elektro. Operating expenses decreased dus to reduced
developmental activities, partially offset by higher coats in EREC's European
cperations.

Equity in earnings (losses] for the nine months ended September 30, 2001
reflacts the recognition im the third quarter 2001 of a lose of $287 milliom
related te aseet impairments by Atlantic Water Trust (the parent of Azurix
Corp.), an equity method investment. These impairments primarily reflect
Rzurix'e planned disposition of its Worth American and certain South Amsrican
service-related businesges. See "Unconsolidated Equity Affiliates" below for a
digcuseion of Atlantic Water Truak. Equity earninge in 2000 consisted of a gain
from the monefization of a power plant by an equity method affiliate.

51

FRRAT I. FINANCIAL INFORMATION - (CONTINUED)
ITEM 2. MANAGEMENT'S DISCUSSION AND AMALYSIS OF
FIHANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTIMUED)
ENRCH CORF. AND SUBSIDIARIES

ERCADBAND SERVICES

Eignificant components of Broadband Services' results are as fallowa (in

| 02134

Hine Monthe Ended

September 30,
2001 2000
Ravenusg & (28) % 335
Copt of aales 59 4
Grogs margin (as} 271
Operating expenses 280 243
Depreciation and amercizaticn 114 63
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Bquity in emarnings [1) 1
ocher, net (4} 2

Loga bafore intereast and taxes Si494) % (3m)

In the third gquarter of 2001, Broadband Services recorded charges
cotaling 5277 wmillion dus to the coatinued weak market conditions in the
broadband and communicationa sectors. The charges related bto the sontent
pervices business (3160 million), costs amsociated with restructuring Broadband
Gervices' bupiness (583 million) and the write down of the walue of certain
broadband-related long-lived asseta and excess network egquipment to fair value
less sgtimated costs to sell (534 million). The amount related to the content
gervices business included the write-off of the value of Broadband Services'
investment in content services entities, the impairment of related apsets and a
valuation adjustment on a derivative instrument agsociated with the content
systems business. The cumulative adjustmente to the derivative instrument were
reflected in revenues resulbing in negative revenues for 2001. Gross margin for
the nine months ended Septesber 30, 2001 aleo reflects continued weaknesses in
market conditions which negatively impacted results of cperations. Gross margin
for 2000 primarily reflects sarnings from sales of excess dark fiber, an
increase in the market value of Broadband Services' merchant investments and an
increase lnrthe valus of the derivative instrument assgciated with the content
ayetems business.

CORPORATE AND OTHER

Corporate and Other realized a loss before interest, minoriey interests
and taxes of 947 million in the First nine months of 2001 compared to a losa of
5154 million for the same period in 2000,

In September 2001, as a result of detericration in the credit quality of
the Raptor SPEe caused by a decline KPW's stock price, the increase in Raptor's
exposure under derivative contracts with Enron and the increasing dilutive
effect on Enron's earnings per share calculaticon, Enron acguired, for
approximately §35 million, LJM's interests, in the Rapter SPEa which were created
in 2000 to hedge certain of Baron's merchant and other investments. See Hotes 3
and 4 Es *he Consslidated Financial Statements. Enron recorded charges totaling
£710 million {3462 million after tax) related te the acquiesition of the Raptor
SPEa and a charge of 548 million (531 million after-tax} to write down Enron's
investment in WEW warrants acguired in connecticn with the termination of the
Raptor SPEE.

INTEREST AND RELATED CHARRGEES, HET

Interest and related charges, net, is reported net of interest
capitalized of 345 millicm and %28 million for the first nine months of 2001 and
2000, reapactiualy. Mot expense decreased 513 millien in the firat nine months

of 2001 as compared to the same perlod of 2000, primarily due to lower Lnterest
rates resulting from general market conditions within the U.S.

¥

FRRT I. FINANCIAL INFORMATION - (CONTINUED)
ITEM 2. MAMAGEMENT'S DISCUSSION ANMD ANALYEIS OF 02 1 35

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)
EMROM COREP. RND SUBSIDIARIES
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INCOME TAX EXPENSE

Incoms Taxee decreased during the firset three gquarters of 2001 aB
compared with the same period of 2000 primarily as a result of pretax losses
related to the asset impalrments recorded by Azurix Corp., the restructuring of
Broadband Services and the lcsses asgociated with the Raptor SPEs. The projected
effective tax rate for 2001 is lower than the statutory rate mainly due to
differences between the book and tax basis of certain assets and stock salses.

Enren recorded bax benefits in shareholdera® equity related to Btock
cptions exercised by employess of appresimately %174 milliom in the first nine
months of Z001.

CUMULATIVE EPFECT OF ACCOUNTING CHANGES

On January 1, 2001, Enron recognized an after-tax non-cash gain of 515
millicn in earnings and deferred an after-tax non-cash gain of $25% millicon inm
"hecumulated Other Comprehensive Income, " a component of shareholdera® equity,
and reclassified 5277 million from "Long-Term Debb® to "Other Liabilities" ko
reflect the initial adoption of Statement of Financial Recounting Standard No.
133, "Acocounting for Derivative Instruments and Hedging Activities*® [(SFAS Mo,
133). BFAZ Fo. 133 must be applied ko all derivative instrumente and requires
that such instruments be recorded in the balance sheet either ap an assek or a
liability measured at its fair value through earnings, with special accounting
permitted for certain gualifying hedges.

HEW ACCOUNTING PROBOUNCEMEMTS

s In July 2001, the Flnaneial Aceounting Standards Board (FASE) issued
Statement of Financial Accounting Standard Mo. 142, "Gocdwill and Other
Intangible Rapete” (EFAE Mo. 142). EFAS No. 142, which must be applied to fiscal
years beginning after December 15, 2001, modifies the accounting and reporting
of goodwill and intangible asseta.

The pronouncement regquires entities to discontinue the amoreization of
goodwill, reallocate all existing goodwill ameng its reporting segmente based on
criteria get by SFAS No. 142 and perform initial impairment tests by applying a
fair-value-based analyais on the goocdwill in each reporting segment. Any
impairment at the initial adoption date shall be recognized as the effeck of a
change in accounting principle. Subsequent to the initial adoption, goodwill
ghall be tested for impairment annually or more frequently if circumstances
indicate a poBsible impairment.

Under SFAS Ho, 142, entitiles are regquired to determine the uaeful life of
ather intangible assecs and amortize the value sver the useful life, If the
ugeful life ie determined to be indefinite, no amortization will be Tecorded.
For intangible assets recognlized prier to the adopticn of SFAS Wo. 142, the
useful life should be reassessed. Other intangible assets are required te be
tested for impalrment in a manner similar to goodwill,

At September 30, 2001, Enron's goodwill related to consclidated entities
was approximately $3.5 billion. Additiomally, unconsolidated equity affiliaves
of Enron have an additional approximately $1.9 billion of goodwill. Estimated
annual amortization of such goodwill is approximately £$195 million, of which
approximately 65 million relates to unconsolidated equity affiliates. Enron is
in the process of evaluating the application of EFAS No. 142 in light of the

recent events discussed above, Oz 1 3 6

In Rugust 2001, the FASE issued ZPAE 143, "Accounting for hasset
Retirement Obligations." SFAS Ko, 143, which must be applied to fiscal vears
beginning after June 15, 2002, addresses financial accounting and reporting for
chligations associated with the retirement of tangible long-lived assets and
the associated asget retirement costs. Enron le im the process of svaluating
the impact of SFAS Ko, 143 on the financial statements.
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In Ootober 2001, the FASE ipsued SFAS Mo, 144, "focounting for che
Impairment or Disposal of Long-Lived Aseets." SPAS Mo. 144, which must be
applied to fiacal years beginning after December 15, 2001, addresses the
financial accounting and reporting for the impairment or disposal af long-lived
asgets. Enron i@ in the process of evaluating the impact of SPAS No. 144 on, the
financial statemenks.

a3

PART 1. FINANCIAL INFORMATION - [(CONTIMUED)
ITEM 2. MANROEMENT'S DISCUSEION AND AMALYSIE OF

FINARCIAL COWDITION AND RESULTS OF OPERATIONS - [CONTINUED)
ENRON CORP. AKD SUBSIDIARIES

FINAMCIAL CONDITION

ChSH FLOWS
Nine Months Ended
September 30,
o e mm e m——m e m e
{In Milligong) 2001 2000
Cagh provided by (used inj:
Operating activities:
Operating activities exeluding net
margin deposit activicy 5 1,588 3 [414)
Het margin deposit activity 12,349) 41
Uperating activicies £ (78a) 5 127
Investing activities f01,348) S03,5880)
Financing actiwvities § 1,800 § 3,871

Cash used in operating activitles eeotaled $753 milliom in the first nine
manths of 2001 as compared to cash provided by operating activities of 5127
million in the spame period last year. Cash used in operating activities in the
first nine months of 2001 reflects cash provided by operations and price risk
management activitiee, offset by net cash used related to margin deposit
activity. Excluding net margin deposit activity, cash provided by operating
activity was §51,5596 million. Enron received significant cash deposits as credit
collateral during the fourth quarter of 2000 resulting from velatility in the
power and gas markets. During the first nine months of 2001, net deposits of
$2,34% million were returned as general price levels in the commadity prices
have declined. Net cash provided by eperating activities in the first mine
months of 2000 primarily reflects earnings and proceeds from the sale of
merchant assete and investments, partially cffeet by cash used in acguiring
merchant assete and investments and working capital requirements. 02 1 37
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Caph used in investing activities bokbaled $1,366 wmillicn in the first
nine monthe of 2001 as compared to 53,580 million in the same peried of 2000.
Cash used in the firat nine monthe of 2001 reflects investments in .
unconsclidated equity affiliates and capital expenditures. Investments in
uncengcllidated aguity affiliates inm 3001 include the acguisition of a company
whose agsets include a newsprint mill and related aseets, a power generation
related entity and the purchase of all publicly traded sharee of Azurixz Corp.
Capital axpenditures in 2001 related to Wholesale Services' energy netbwork.

Cash provided by financing activities totaled 51,880 million in the firet
nine monthe of 2001 as compared to 33,873 million during the same period of
2000, The first nine months of 2001 include the net issuances of short- and
leng-term debt of 52,522, partially offset by paymente of dividends.

a4

FART 1. PINAMCTAL ITNFORMATION - (CONTIHUED)

ITEM 2. MAMARSEMENT'S DISCUSSTON AND AMALYSIS OF
FIMAMCIAL CONDITION AND RESULTS OF OPERATIONS - (COMTINUED)
ENRON CORP. AMND EUBSIDIARIES

LIQUIDITY, CAPITAL RESOURCES AND OUTLOOK

Following Boren's announcesent of ita third gquarter 2001 results on
Cotober 16, 2001, there was a significant decrease in Enrcn's ceommon share price
and gubsequent decreases in the credit ratinge of Enron's long-term debk to BEE-
and Baa} (the lowest level of investment grade) with a warning that further
downgrades ware possible. This situation resulted in & loss of investor
confidence and significantly affected Enrcn's abllity to raise capltal.

Haintaining an investment grade credit rating = a critical element in
maintaining liguidity for Enron‘s wholesale business which, together with the
natural gas pipeline cperaticns and the retail business, cosprise Enron's core
buginesses dlscussed below, As a part of their standard contractual
arrangements, Bnron and its trading counterparties regularly post cash deposits
or letters of credit to collateralise a portion of their trading obligations. A
downgrade to below investment grade could lead to a substantial increase in the
level of caph required for collateral and margin deposits with Enron's wholesale
trading partners. Additicnally, Enron and its subsidiaries have ocutstanding
surety bonds and other inetruments related to cemstructlon projects and other
performance obligations. Under certain circumstances, the ismsuers of such
sursties may request collateral.

LIQUIDITY ACTIONS. Enron has implemented a financial straktegy to restore
imvestor confidence and will continue its initiatives in this regard. Enrom has
taken the following ateps bto assure its customers and investors that it can
fulfill ire commitments ln the ordinary course of business:

o Enron berrowed approximately $3.0 billion freem ite committed lines of
credit to repay outstanding and expiring commercial paper obligations
of approximately 51.9% billion and to provide immediate cash liquidity.
Thie action to convert Enron's committed lines of credit to cash was
done to eliminate any doubt ag to their availability in the future;

o In an effort te further enhance short-term liguidicy, on Hovember 13,
2001, Enron (through ites whally-owned subsidiary] cbtained 5550
millicn in a new secured line of credit from JP Morgan Chase Bank
(Chase) and Citicorp Worth America, Inc. (Citicorp), secured by 02 1 33
Enron's Transwestern Pipeline Company assets. Enron anticipates
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obtaining $450 millien in a new secured line of credit on or about
November 20, 2001, from Chase and Citicorp secured by Worthern's
assets. Theae proceeds will be used to further supplement short-term
liguidity and ko retire maturing obligatione;

T On NHovember 13, 2001, Enron received a $1.5 billion equity infusion in
the form of a preferred stock investment in Morchern from Dynegy Inc.
{ymegy} in connection with the merger agrasment signed between Enron
and Dynegy;

@ Enron anticipates the receipt of ower 5800 million in net procesds
from asset sales scheduled te cloass by year-end. However, the closinga
of these sale transactions are pending certain regulatery and other
approvals that will impact whether such transactions close and the
ultimate timing of the closings. Of the net procesds, 5250 million, or
a portien therecf, may be required to repay an cbligation that may
bacome a demand cbligation dus to a recent credit rating dowvngorade
discussed below and in "Impact of Recent Events" and "Minarity

o Intereste" below.

ES

PART I. FINANCIAL INFORMATION - (CONTINUED)

ITEM 2. MANAQEMERT'S DISCUSSION AND ANALYSIS oOF
FINAMCIAL COMDITION AND RESULTS OF COPERATIONS - (CONTINUED)
: ENROH CORF. AND SUBSIDIARIES

a

Enron is engaged in discussions with various inetitutions about investing
in Enron equity. Enrcn is diligently pursuing a pregram to raise an incremental
5500 million te §1 billion of private equity frem these sources in the near
future. Thersa can be no assurance, hewsver, that guch program will be
successful. Depending on the terms and amounts of such investments, Enren may be
required Lo increase its authorized capital, which would require the approval of
ita shareholders.

REETRUCTURING FLAN. As a result of the Dynegy merger agreement and the
loss of investor confidence, Enron has initiated amn actiss plan for
restructuring ite business. The key aspects of the action plan invelwe (i}
concentrating primarily on lte core businesses; (ii) taking aggressive steps to
rationalize the exisking cost struckture; (iii) acceleracing the process of
divesting non-core businesses and assets; (iv) restructuring scheduled
maturities of debt and other obligations; (v] completing the investigation by
the Special Ccomittee and its advisors with respect to related parey
transactions; (vi) reviewing and strengthening Enron's corporate governance; and
(vii} expanding certain disclosures with a focus on increased transparency.
Manmagement and the Board have not compleced nor approved a reatruckuring plan.
Such restructuring plan is currently being prepared and, therefors, Enron is
unable to estimate the timing of implementation eor the financial impacts.
Enrcn'e fourth quarter 2001 resulte of operations will likely be negatively
impacted by severance, restructuring and other charges resulting from the
repogsitioning of many of Enron's businesses.

In order to focus on Enron's core businesses and rationalize cheir cosk
Structure, management is in the process of dividing Baren inte threes fundamental
grauvps of buainesses - Core, Hon-Core and Under Beview, Following ie a

depcription of each group of businesses: 02 1 39

o Core Businesaes are the consistent franchise businesses far which
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Enron has a distinct competitive advantage. These businesses,
collectively, generate significant earnings and cash flowe. These
businssges include;

o das and power businesses in Horth America and Europs;
o Coal Beainesser in Worth America and Burope:

o Retail buginesses in North America and Burope; and

o Hatural gas pipelin= busin=sses.

o Hon-Core businesses are businsss=s that do not provide valus to
Earan's core businesses. These primarily are part of Enron's global
aseats and broadband services segmenks. Enron has approximately S8
billios ipvested in cthess businesses and the return from these
investments is below acceptable rates. Accordingly, Enren is
developing a plan to exit these businesses in an orderly fashion.
Enron expects that the sale of theas non-core businesses will generate
cash proceeds that will be used to repay debt. Should the exit
atrategy, currently being prepared, result in a lower walue than
Enron's current carrying value, then Enron may be regquired to record
related asset writedowns, possibly as early as the fourth quarter of
2001.

o Businesses Under Review are bhusinesses tchat Enron believes have strong
future prospecta; howewer, under the restructuring program, Enrcn is
iw the process of looking closely at the capital reguirements and
near-term growth prospects of these bhuainesses. These businesses are
primarily Enren's wholesale businesses outside of power and gas, which
include both energy-related and industrial markets activities. The
in-

ol
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PRRT 1. FIMANCIAL INFORMATION - (CONTINUED)

i
ITEM 2. MANAGEMENT'S DISCUSSION AND AMALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OFERATIONS - (CONTINUED)
ENRON CORP. AND SUBSIDIARIES

depth assesament of each of these businesses will be completed very
gquickly to determine the resources Enron intende to expend in these
arsags.

IMPACT OF RECENT EVENTS. The recent deterioration inm Enron's credit
rating has caused a negative impact on Enrcn's projected 2001 Fourth quarter
profitability. This ie primarily the result of a reduced level of transaction
ackiviky by Enron'e trading counterparties, partieularly longer-term
transactions. It is too early to determine the impact chese events will have oo
Earon's fourth gquarter 2001 operaking resulte. Bdditionally, the fourth guarter
of 2001 will likely be negatively impacted by severance, restructuring and other
chargea resulting from the repositicning of many of Enron's businesses
conaistent with the restructuring plan, as well as potential writedowns as 021
digeusged in *Unconeclidated Bquity Affiliates” below. 40

Enrcn has varieus financial arrangements which require Enron Lo maintain
gpecified credit ratings. The November 12, 2001 downgrade in Enrcn's senior
unsecured debt rating to BEB- by Standard & Poor's has caused a ratinge event
realaced to a 5650 million mobte payable thak, abeent Enron posting collateral,
will become a demand ocbligation on Hovember 27, 2001. See "Minority Interests®
balew for a description of this cbligation. Consistent with the restructuring
plan discussed above, Enron is currently working with the lemders to develop a
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mutually acceptable amendment or waiver to the transacticn documents in order bto
avoid an early Enron payment cbligation.

In the e&vent Enron loses ics investment grade credit racing and Enron's
stock price is below a specified price, a note btrigger event would ocour, Thie
could require Enron to repay, refinance or cash eocllateralisze additional
facilities totaling $3.9 billion, which primarily consist of 52.4 billion of
debt in Oeprey Trust (Doprey) and $515 million of debt in Marlin Water Trust
(Marlin). Por a description of the Marlin and Osprey Trusts, both of which are
uncongolidated affiliates, and related debt abligations, see "Unconsoclidated
Bquity Affiliates® below. In the event a Hote Trigger Event occurs, Enron musat
either issue eguity in an amount euffilecient te repay the notes or Enron is
chligated to pay the differsnce in cash.

In the event that Enron fails te pay any debt chligations when due,
including when such cbligations may be accelerated, or 18 unable ro refinance ar
ocbtain a waiver of such obligaticns, a series of events would begin which could
impact Enron's compliance with the terms of its Revolving Credit Agroements
certain other obligations, including bank debt facilities.

It is not poesible to predict whether any or all of the acticns described
above (including the sale of non-core buainesses and assets and the refinancing
or waiver of Enron obligations that may become immediately payable upon
acheduled maturitles or due te an acceleration event) will be adequate Eo
maintain Enron's investment grade credit rating or enable Enron to refinance or
ctherwise restructure its debt ckligatione that become due. An adverse cutcoma
with respect to asy of these matters would likely have a material adwerse impact
on Enroen's abllity te continue as a going coacern.

MERE TERM MATURITIES OF DEET AND OTHEERE SIGNIFICANT OBLIGRATIONS. As
diacussed above, a key aspect of Enron's restructuring plan is restructuring
scheduled makurities of debt and the cbligations discussed below in
"Unconealidaced Equity Affiliates” and "MWinority Interests.® The following
summarizes the maturities of debt and these ckligatiecns by gquarter through 2002
as of Hovember 1&, 2001 (in millions), assuming no accelerations as a result
of events of default:

&7

FART I. FIHNANCIAL INPORMATION - (CONTINUED)

ITEM 2. MANROEMERT'S DISCUSSION AND RNALYSIS OF
FINAMCTAL COMDITION AMD RESULTS OF OPERATIONS - (CONTINUED]
ENRON CORP. AND SUBSIDIARIES

Outstanding Balance

September 30, Hovember 16, Remaining
2001 001 40 2001

Short-Term Debt SE. 424 56,564 [a) 52,140(a) ib)
Long-Term Debt 6,544 7,782 -
UTneonsol idated
Equity
affiliates (el - 1,819 -
Minority

Page 75 of 53

Matu
10 20
& 72 82,
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Inceragte (£) 5391 &30 a0 (E) =

{a} Bhort-term debt includes %1,267 mlillion related ko Enron's zero coupon
convertible senior notes that mature in 2031. Of this amounk, 594 million
is included as a maturity in the fourth quarter of 2001 which reflects the
convertible redemption valus of the notes at Hovember 16, 2001 based on
Enron'e then current stock price. The remaining amount has been ineluded as
4 maturity im the third quarter of 2002, assuming closing of the Dymegy
merger as currently structured, at which time the holder of the notes may
request Enron to repurchase the notee at issue price plus accrued eriginal
ipsuwe discount through repurchase date.

(b} TIncludes 51,026 million of demand notes payable to unconsolldated egquity
affiliates (including $616 million due to Whitewing, see (&) below) under
long-term revolving credit agreements for cash management purposes which
can be requested as needed by the unconsclidated eguity affiliates.

fe) Includes $1.75 billion of amounts borrowed under the revolving credit
agreements.

(d) Includes $550 million borrowed under the new sacured lines of eredit
dipouseed above.

(e} he discussed in "Unconsolidated Equity Affiliates" below, In the event that
Enron hae not repaid its obligaticne to Osprey and Marlin prior to their
respective maturity dates of January 15, 2003 and July 1%, 2003, Enron is
required to depesit an amcunt sufficient ©o redeem the notes 120 days pricc
Ea the maturity dates. Rs such, the 52.4 billion depoeit requirsmant
related to the Osprey obligacien less $618 million of deomand notes due ko
Whitewing included in short-term debt. has been reflected as a scheduled
maturity in the third guarter of 2002,

(£] &As diascuseed below in "Hinnrit?{Iutareatﬂ.' absent Enren repaying the note,
pesting collateral or cobtaining a waiver from the lenders, a £6%0 million
note payable will become a demand cbligation on Wovenber 27, 2001.

As discussed in "Liguidity Actione" above, on November 1%, 2001, Enron
closed a 5450 million new secured line of credit which will mature in *he Faurth
quarter of 20032.

CASH LIQUIDITY. Ae reflected cn its Consclidated Balance Sheet as of
September 30, 2001, Enrcon had $1.0 billion in cash and cash equivalentes. OFf chis
amount, 5656 million related to domestic cash managed by Enron's corporate
treasury department. At Wovember 16, 2001, Enron had $1.2 billion of domsstic
caph managed by Corporate treasury. Cash inflows during this pericd primarily
congisted of net collecticns from business cperations and trade setbtlements, the
borrowing from committed lines of credit, obtaining new secured lines of credit,
the egquity infusion from Dynegy and receipt of collateral deposits from Erading
partners. Cash cutflows during this pericd prisarily consisted of operating
costs of business cperaticns and trade settlements, repaying expiring commercial
papar cbligatione and maturing short- and long-term debt and payment of
collateral deposita to trading partners.

CREDIT LINES. Ae a result of BEnron's loss of investor confidence
discuassed above, Enron exited the commercial paper market for ite short-term
liguidity needs and borrowed under ite committed lines of credit (approximately
§3.0 billion] ©o repay cutatanding and expiring commercial paper cbligations of
approximately 91.9 billion and te provide additicnal cash liquidity. OFf its £3.3
billicn in committed credic lines, at Wovember 16, 2001, Enrcn had unused

L1

commercial paper linee of eredit of %103 million.
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PART I. FINANCIAL INFORMATION - [CONTINUED)

ITEM 2. MAHAGEMENT'S DISCUSSION AND RMALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OFERATIONS - (CONTINUED)
EHRON CORP. AND SUBSIDIARIES

CREDIT RATINGS. Enron's credit ratings at September 30, 2001 and the date
of this filing are as follows:

Maody's Standard & Poor'e
amptemer 30n T sepramber 30, sep
Debt Instrument 2001 Current 2001 Current
Senior unsecured debt Baal Baal BRE plus ERB minua BEH
gubordinated debt Baal Bal EEH BEB minus BB
Commercial paper F-i Hot Prime RA-2 - A-3 Fz

Addieicnally, each of the above rating agencies have igsued warnings that
further downgradeg ars possible. :

UNCONSOLIDATED BEQUITY AFFILIATES. Susmarized below is a description -
related to two of Enran's unconsolidated eguity affiliates for which Eanron has
committed to issue equity to satisfy cbligations of these equity afffliates. A=
discussed above, Enren's current common share steock price, liguidity situation
and credit ratings may significantly impact Baron'e ability to patisfy thede
chligations solely with eguity issuances.

Whitewing Associates L.P. Whirewing is an entity formed by Enrcn and
various investors, investing through an entity named Osprey, to acquire and own
energy-related asgecs and other investments, Osprey is capitalized with
approximately $2.4 billion in debt and $220 million in equity. The Desprey debt
is supported by the assets within Whitewing, which include Enron Mandatorily
convertible Junier Preferred Stock, Series B (which is convertible into 50
million shares of Enron common stock), and a contingent obligaticn of Enron Eo
igaue additional shares, if needed, to retire puch debt ohligation. In the event
that the sale of egquity iz not sufficient to retire such ebligaticns, Enrcn is
liable for the shortfall.

At Wovember 16, 2001, Whitewing held assets with a book value of
appreceimately $4.7 billien. This includes approximately §1.3 bBillion in energy
related projects in Europe and South America, including European power plants,
and an electrie distribution company in Brazil, approximately $600 million of
merchant investments, approximately $600 million in demand notes due from Enron
and other assets of 5100 million. The merchant portfolio includes both private
and publicly traded entities and consists of oil and gas investmentas, pawer
generation and energy investments and technology related and cther investments.
In addition, Wnitewing holds Mandaterily Convertible Junior preferred Stock,
Series B, menticned above, and a contingent obligation of Enron to issue
addirienal shares, if needed, which together have a combined book value af
approximately $2.1 billion. This contingent obligation is in the form of a 02 l 43
derivative instrument. As such, both Enron and Whitewing account for this
contingent obligation at falr value., As a regult, Enron recognizes losses
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aspociated with this abligaticn as a reduction of "Revenues" in the accompanying
congolidated income sbatement. However, the loss is offeet as Enron recognlzes
its share of Whitewing's earnings through "EBquity in Barmings of Unconsolidated
Affiliares™ in the accompanying consolidated income statement. Re of September
30, 2001, the amount due Whitewing under such derlvative totaled approximately
$1.0 billion and is included in "Other Liabilitise" in the accompanying
congolldated balance sheest. Such

G

PART 1. FINANCIAL INFORMATION - (CONTINUED)

ITEM 2. MAMAGEMENT'S DISCUSSION AND ANALYSIS OF
FIMANCIAL CONDITION AND RESULTS OF OFERATIONS - |CONTINUED)
ENROM CORP. AND SUBRSIDIRRIES

amount has inereased by approximately 5500 million as a resault of the decline in
Enron's common stock price subsequent to September 30, 2001 through Hovember 18,
2001. Based on the subsegquent decline in the Enron stock price through Nowvember
16, 2001, thers would currently exist an approximate 5700 milliom charge to
garnings due to the shortfall in the recovery of Enron's book investment. Enron
is currently svaluating the fair value of Whitewing's other assets mentioned
above in conjunction with the restructuring plan discussed above which will
impact the amount of any writedown of Enron's investment in Whicewing, possibly
as early as the fourth guarter.

Atlantic Water Trust. Atlantic Water Trust is an entity formed by Enron
and unrelated instituticnal investors, investing throuwgh an entity named Marlin
Water Trust (Marlin), for the purpose of acquiring and holding an interest in
Azurix Corp. LAzurix). The primary asset of Azurix is Wessex Water Services Ltd,
(Wessex), a regulated water utility in the UK. Atlantic Water Trust currently
owne 67% of Azurix, with Enron owning the remaining 33%. Marlin was capitalized
with approximately §915 million in debt and $125 millicn in equity. The Marlin
debt is supported by the assets of Atlantic Water Trust and Enron's contingent
obligation to cause the sale of Enron equity to retire such obligations. In tChe
event that the sale of equity is mot sufficient to retire such obligations,
Enran ig liahle feor the shortfall.

Description of Trigger Evente. Osproy and Marlin's debt obllgations
contain certaln "Note Trigger Events" to protest the note holders, including (i)
an Enron senior unsecured debt rating below lnvestment grade by any of the thres
majer credit rating agencles concurrent with an Enron stock cloeing price of
§59.78 per share or below in the case of Osprey and §34.13 per share or below in
the case of Harlin; (ii) a cross default to Enron senior obligations in excess
ef 550 million and $100 million for Osprey and Marlim, respectively; and (iii)
the requirement that an amount sufficient to redeem the notes be deposited with
a trustes 120 days prier teo maturity dates of January 15, 2003 and July 15, 2003
for Osprey and Marlin, respectively. As of November 16, 2001 the Enren stock
cloging price was 59.00 per share. 02 l 44

In the event a Note Trigger Event was to occur, Enron has 21 days to file
a registration statement for the issuance of eguity to repay the notes and such
registration statement has 90 days from the Note Trigger Event to become
effective, Any Enron registration statement filed cannot become effective until
Enron filea ite restated avdited consolidated financial statements which is not
expected until completion of the Special Commitbtee investigation. In the event
that Enron does nat file its registrakticn staktement or cthe reglstratien
statement ia not effective during the respective time reguirements, Enren must
pursue a private placement of eguity, Lif permitted. If Emnron doss not sell
equity in an amount suffiecisnt to repay the notes, Enron is cbhbligated to pay the
difference in cash,
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In the event that Enrcn fails to pay any debt obligaticns when due,
including when such cbligations may be accelerated, or is unakle to refinance or
chtain a walver of such obligations, a series of events would begin which could
impact Enron's compliance with the terss of its Revolving Credit Agreemente and
certain other shbligations, including bank debf facilities.

70

BRRET I. FINAMCIAL INFORMATION - (CONTINUED)

ITEM 2. MAMAGEMENT'S DISCUSSION AND RNALYSIS OF
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Bither as a result of the restructuring plan discuseed above or to raise
cash to repay Bnron's obligaticns discussed above, Enrcn may eell the assets of
Whitewing andfor Atlankie Waker Truste for amounts belew their carrying values.
The net procesds from the sale of such assets can be used to repay Enron's
obligations discussed above. Accordingly, Enron may be regquired to record asset
writedowns, Fpoesibly as early as the fourth guarter of 2001.

MINCRITY INTERESTS. Enron consclidates a limited partnership (the Limited
Partnershipl, for which the consoclidated third party's ownership interest is
reflected in minerity interests on Enron's balance shesat in the amount of $631
million akt September 30, 2001. The Limited Partnership assets inclafe a 5550
million note payable from Enron and certain merchant investmente, both domestic
and interpacicnal. Enren anticipates the receipt of approximately 5250 million
from the gale of one of the Limited Partnership's investments, a local gas
digtributicn company in Brazil, upon the closing of the sale which is pending
certain regulatory and other approwvals.

The NHovember 12, 2001 downgrade in Enren's senior unsgcured debt rating
to BEE- by Standard & Foor's has caused a ratinge event relaked to the Limited
Partnership. This rakings event started a nine busineas day pericd during which
Earan has the right, until Hovewber 26, 2001, to post an unsecured letter of
credic egqual to Enron's note payable, to repay the note payable with the Limited
Partnership investing such proceeds in permitted investmenta, or to purchase the
investors’ interest in the Limited Partnership. To the extent that Enron does
not satiefy this requirement by Howember 27, 2001, the investors have the right
to immediately begin te liguidate the Limited Partnership assets. Additionally,
as a result of the rating downgrade, the investors, subject to certain actions,
are able to accelerake and aselgn the note payable. Ccnsistent with the
restructuring plan discussed above, Bnron is currently working with the lenders
to develop a mutually acceptable amendsment or waiver to the Erangaction
documents in order to aveid an sarly Enren payment chbligation. 02 1 45

Either as a result of the reatructuring plan discussed above or to raise
cagh to repay Enron'e obligation discussed abowe, Enrcm may sell the Limited
fartnership agspets for amounts below their carrying values. The nek proceeds
from the sale of such assets can be used to repay Enrcn's cobligation.
Aceordingly, Enren may be reguired to record asaet writedowns, poselbly as early
as the fourth guarter of 2001.

It is not poselble bto predier whether Enron will be able to faverably
complete the actions described abowe. In the event that Enron fails Eo pay any
debt obligatione when due, including when such ckligaticne may be accelerated,
or ie unable teo refinance or cbtaim a waiver of its ckligations, a series of
evants would begin which ecould impact Enron's compliance with the terms of ics
Revolving Credit Agreements and certain other obligations, incleding bank debt
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facilicies.

CAFITALTZATION

Aa discussed above in "Ligquidity, Capital Resources and Cutlook,™ since
September 30, 2001, Enron has borrowed from cosmitted lines of credit and new
pecured lines of credik and received an equity infusion
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from Dynegy. These evente have increased Earon's debt as a percentage of total
capitalizaticn.

Total capltalization at September 30, 2001 was 5$25.% billion. Debt as a
percentage of total capitalizatien increased to S50.2% at September 30, 2001 as -
compared to 44.3% at December 311, 2000. The increase in the ratic reflecta
increased debt levela, including the issuance in Japcary 2001 of £1.2% billiom
of notes payable and increased net short-term borrowings im 2001 and the
transactions with LJM discussed in Hote 4 to the Consolidated Financial
Statements and the impact of the declime in walue of certain foreign currencies.

FIMAMCIAL RISK MANAGEMENT

Enron's Wholesale segments, Americas and Burope and Other, offer price
risk management services primarily related to commodities asscclated with the
energy sector [natural gas, crude oil, natural gas liguids and electricity).
Enron'se other businesses alas enter inte forwards, swaps and other contracts
primarily for the purpeose of hedging the impact of market fluctuaticne on
assets, liabilities, production and cther contractual commitments. Enrcn
utilizes value at risk measures that assume a cne-day holding pericd and a 5%
confidence lewvel.

Summarized belew illustrates the value at risk far sach component of
market risk {(in millicns}:

02146

Sepkembar 30, December 31,
2001 2000
Tekal Market Riask:
Commodity price £&0 3 66
Interest rate 1 -
Foreign currency exchange rate - -
Bguity 53 55
Mon-Trading Market Risk:
Commodity price 5 2
Interssk rate Tiah =
Foreign currency exchange rate 5 i
Bguley 2 7
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{ma] This increase 18 a result of contracta to hedge incerest rate risks
associated with Yen-denominated notes issued by Enron during 2000.
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INFORMATION REGARDING FORWARD LOOKIMG STATEMENTS

This Report and the Form 10-K include forward-locking etatements within
the meaning of Section z7h of the Securities Act of 1931 and Bection 21E of the
gecurities Exchanga Act of 1534. A1l statements other than statements of
histarical facts contained in these documents are forward-lecking statements.
Parward-locking statements include, but are not limited to, statemente relating
to expansion opportunitiess for the Transportation Services, axtengion of Enron's
buginess model to new markets and industries, transactlion velwmes in the U.5.
power market, commencement of commercial cperaticns of new power planta and
pipeline projects, completion of the sale of certain assets, growth in the
demand for retail energy cutscurcing solutions, completiom of the merger with
Dynegy and effectiveness of Enron's action plan for restructuring its businessss
including restructuring scheduled maturities of debt and other cbligations and
cther efforts to assure adeguate liguidity. When uweed in this document, tha
worde "anticipate,® "believe,” "estimate," "expects,” "intend,® "may,”
rproject, " "plan,® "should® and similar expreseions are intended to be among the
gtatements that identify Forward-locking statements. Although Enron belisves
that its expectations reflected in these forward-looking statements are basped on
reascrnable aspumptions, such atatements invelve riskse and uncertainties and no
asgurance can be given that actual results will be consistent with these
forward-locking statements. Important factors that could cause actual results Co
differ materially from those in the forward-locking statements herein include
Eanrcn's ability £o maintain an investment grade credit rating; Envon's ability
to implement its action plan for restructuring ite businesses outlined in this
Form 10-0; Enron‘e ability to complete ita merger with Dynegy, ae well as the
gale of certain aseets; developmente in and the outcome of pending litigation
including eecurities class action litigation; the effectiveness of Enrcn'a risk
management activities; willingness of counterparties to engage in financial risk
management and other contracts with Enron without requiring collateral for
obligatiene or increasing existing collateral requirements; the ability of
counterparties to financial riek management instrumente and other contracts with
Enren Eo mest their Fimancial commitments te Enren; and Enren's ability to
access the capital markets and eguity markets during the periods covered by the
forward-looking statements, which will depend on general market condicione and
Enron's ability to maintain the credit ratings for its unsecured senicr
long-term debt cbligations: succeae in marketing natural gas and power Lo
wholesale customers; the ability of Enron to penetrate new retail natural gas
and electricity markets (including energy outecurcing markebs) in the United
States and foreign jurisdictionsa; the timing, extent and market effects of 02 1 4?
deragulation of energy markets in the United States, including the current
energy market conditions in Califormia, and in fareign jurisdictions; other
regulatory developments in the United States and in foreign countries, including
tax legislation and regulations; political dewelopments In foreign countries;
the extent of efforte by governments to privatize natural gas and electric
peilitiss and other industriss; the timing and extent of changes in commadity
prices for crude oil, patural gas, electricity, foreign currency and interest
rates; the timing and success of Enron's efforts to develop international pawer,
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pipeline and other infrastructure projects,

T3 "

PFART I1. OTHER IHFORMATION
ENRON CORF. AND SUBRIDIARIES

ITEM 1. Legal Proceedings

Ses Part TI. Ttem 1, Mote & to Consolidated Fimancial Statements entitled
"Litigation and Other Contingencies,” which is incorporated herein by reference.

ITEM &. Exhibhite and Reporte con Form 8-K
i@ Exhibita.

Exhibit 10 Amendment Ho. 3 to Employment Rgreement betfween Enron Corp.
and Kenneth L. Lay effective August 13, 2001.

(b} Reports on Form 8-K

Current Report on Form 8-K filed Howember &, 2001, containing information

concerning (i} requirement of prier year financial statements to be restated,
(ii} -the Special Cosmittee appointed by Enron's Board of Directors to review
cransactionse between Enrcn and related parties and (iii) transactions between

Enron and ocher Enron emplovess.

Current Report onm Form 8-K Eiled Hovember 13, 2001, containing
information concerning credic fasility commitment letters for Transwestarn
Fipeline Company and Morthern Maktural Gae Company .

Current Report on Form &-K filed Hovember 14, 2001, containing
information concerning the proposed merger between Enron Corp. and Dynegy Inc.

Td

BIONATURES

Pursuant to the regquiremente of the Securities Exchange Act of 1534, the
Registrant has duly caused this report to be signed on its behalf by the
updersigrned thereunto duly authorized.

Chasiscrants 02148

Date: Hovember 1%, 2001 By: Richard h. Causey

RElchard A. Caussy
Executive Vice President and Chief
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hecounting 0fficer
(Principal Reocounting Officer)
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EXHIBIT INDEX

ITEM &. Exhibics and Reports on Form B-K
{al  Exhibits.

Exhibit 10 Amendement Wo. 3 to Employment Agresment between Enron Corp.
and Kenneth L. Lay effective Rugust 13, Z001.

02149
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Carleton, Norman

From: Schulhess, Heidiynne

Sent: Muondany, Oclober 29, 2001 10001 AM
To: Carleton, Morman, MNickaloll, Peter
Subject: Enron Seexs Additional Financing
Oetsber 29, 2001

Enron Seeks Additional Financing

By RICHARD A. OPPEL Jr.

DALLAS, Oct. 28 - The Enron Corporation, still struggling to reassure investors it can weather a financial crisis
over complicated transactions involving its former chief financial officer, is secking 31 billion 1o £2 billion in
additinnsrfinunc::ing from banks, an industry official said today.

Last week, Enron, the nation's largest energy-trading concern, used about 33 billion in available credit lines and
spent abaut §2 billion to pay off commercial paper. Now, by obtaining even more financing, Enron is hoping 1o
convince investors and other energy-trading {irms that it will not face a cash squecze that could lead trading
partners to refuse to extend credit or do business with il.

Enron's hoard, which has been holding meetings by telephone over the last two weeks to monitor the company's
financial situation, held another meeting this aftermoen. "The board is meeting frequently and will announce any

actions when appropriate,” an Enron spokesman said.

Two weeks ago, Enron disclosed that its sharcholder c?uit:r had been reduced by $1.2 billion because of deals
with investment parinerships involving its former chief financial officer, Andrew 5. Fastow, who was custed
last week. The company also disclosed about $1 billion in separate write- offs, and it said last week that the
Securities and Exchange Commission had made an inguiry into its financial accounting.

Enron hopes to maintain its investment-grade credit rating, which is erucial to ensuring that other energy traders
continue to do business with it, Lately, Enron’s bonds have been trading al prices more like junk bonds, and two
major credit-rating agencies are considenng whether to downgrade the company's rating.
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Carleton, Norman

Fram: Schultheiss, Heidilynne

Sent: Monday, October 28, 2001 10:03 AM
Ta: Carleton, Momman; Mickoloff, Paber
Subject: Plurnbing Mysiery of Deals by Enron
Oictobser 28, 2001

Plumbing Mystery of Deals by Enron

AT the heart of the sudden collapse in investor confidence in the Enron Corporation are unusual trades it
entered into with partnerships led by its chief financial officer, Andrew 5. Fastow, beginning in the summer of
199%, Because they were transactions among related parties, the company was required to disclose them, but the
digclosures raised as many questions as they answered. Following are some questions that investors arc asking,
and the currently available answers.

). Why did Enron enter into the deals?

A. Enron's first disclosures, in 1999, gave no reason. In later reports, it said it was seeking to "hedge certain
merchant investments and other assets" by which it apparently meant invesiments in technology and
telecomimunications companies.

7. How did those investments do?

A_ It looks as il they plunged in valug, although there is no clear disclosure on that

7. Why can't that be discemed?

A. The company never said just what the investments were. And the transactions with the paninerships were
complicated, involving a vaniety of derivative securities, Enron stock and various promissory notes. Enron’s
financial disclosures do not provide enough information to understand the arrangements completely.

). Why were they so complicated?

A_ One reason may have been to use accounting rules to its advantage. One accounting rule dictates that
companies may not record profits or losses on transactions in their own stock. If a company sells 11s shares at
$10 each and then buys them back - whether for $1 or $50 - there is no gain or loss. Bul sharcholder equity does
go up or down on the balance sheet - in that case reflecting how much extra cash the company took in, or paid
out, on the transactions. Enron's transactions appear to have been structured to fall under that rule,

(). Who made money from these transactions?

A. Enron reported some profits along the way from the deals, although not all of the profits were spelled out in
its quarterly filings. And it appears that the partnerships distributed money to investors,

(). If the deals began in 1999, why all the uproar now?

A. Many investors and analysts were not curious about them when everything seemed to be going well. As long
as Enron was exceeding its forecasted profils each quarter, they were willing to assume that what was not being

disclosed was not really important.
Q. When were concemns raised with Enron?
A. The complaints grew as Enron's share price fell earlier this year, By this summer, Enron decided that Mr.

Fastow would sell his stake in the parinerships. Then, because the parinerships would no longer be considered
related to Enron, the company would no longer have to disclose anything about the transactions. But investors
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were still worried, and Enron later closed out its deals with the partnerships.
(. How did Enron do?

A. Badly, It took a 35 million loss, which, given the size of the transactions mvolved and the previous profits
taken, was not very much, But it alse reduced shareholder equity by $1.2 billion.

Q. How did that happen?

A That, like so much else, is not clear. But it looks as if the partnership owed Enron that much money, could
not pay and was let off the hook by Enron. In return, Enron terminated "previously recorded contractual
obligations to deliver Enron shares in fuluredpnril:rds.“ Enron treated that like a share buyback, even though the
shares in question had not been issucd, and determined that there was no need to treat it as a loss that would

reduce reported earnings.
Q. Is that legal under the accounting rules?

A. Presumably it is. Bul Enron's limited disclosures make it impossible to say for sure. Enron may have
discovered ways to use the accounting rules to enable it to keep losses ofT income statements, while leaving
profits on them, That may become clearer when the Securities and Exchange Commission, which has begun
preliminary inquiries, completes its work, FLOYD NORRIS
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