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Testimony of Jeanne Shaheen, Governor of New Hampshire
Before the Energy and Power Subcommitiee of the House Commerce Committee
September 24, 1997
Summary of Testimony

#  Mew Humpshire families and businesses pay the highest average retail electric rates in the
couniry. ‘We believe those rates can be lowered through competition,

®  We know from experience thal competition in the eleciric industry will work. In May 1996,
Wew Hampshire implemented a twiosyear pilol program so that we could test how
competition would work. The pilot program is providing msight into how customer choice
can be sucocsafully implemented

#  The implementation of full siatewide competition and customer chaice m the clecirie
mndusery i New Hampshire s now ot a standsull because of a lawsuit brought by our state’s
largest wility - in federal court, based in part on federal statutory claims, The utility claims
that Mew Hampshire is preempted from introducing competition by the Federnl Power Act,
the Public Utility Holding Company Act of 1935, and the Public Unlity Regulatory Policees
Aerof 1978

» Congress can play a role in opening up competition in ihe clectnc industry by freeing my
state and the other states from federal laws that are blocking competiteon,  Don't tell us how
fin o o8 - each seane s different and will no doubt wam 1o fashion compedition o meet each
sate's own needs  [n partcular. do not tell states how 1o adidress the so-called siranded costs
of electrie wilities,  ongress should pass legisiation that helps states to sdvance their own
effiorts at restruciuring the electric indusiry, e, federal Fesislation that makes it clear tha

states can implement custemer choice and competition under the Federl Power Act
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Testimony of Jeanne Shaheen, Governor of New Hampshire
Before the Energy and Fower Subcommittee of the House Commerce Commitles
Sepiember 24, 1997

Thank vou, Mr. UChairman, | appreciate this opportunity 1o appear belore vow. | also wainl
fas thank vou for deveding so much thme (o the issise beiore us 1oday. Few other issues can rival
the restructuring of the electne industry in terms of its scops and the enormous bensfits it could
bring to the lives of ordinary Americans,

loday | am lire 1o testily as the governor of Mew Flampshre obout the difficulties siaies
like Mew Hampehire face ns we Iry to pry open the window of cleclrie power competition thal
hos been semmed shut by the nation’s powerful Secine mdustn

1 want tv siress that this is ol a pamisis ssu, | s befve you us the Democranic
overnod of a4 very Rupublican state where this isswe is a wop prinrity for the vasy magoriny of
husinesses and families. ln Mew MHanmpshive, we pay the highest average retail raies in ihe
cuuntry.  Hefore beine chected governor, | worked chosely ana Democratic state senator with o
bipartisan group of kegislators to lead the Tight 1o enact legislation w restruciure the elecine
industry in Mew |lampshire because | believed competition was ihe best way to lower clectnc
rates.

Howeser, the implesnentation of competition i evustomer ehaiee i the clectnig indusiry
in New Hampshire is mow at a standsill becouss of o lnwsust browght by our state” s largest uiility
= im fedwral court, based oy part on federal statutory claims,

Fhis s amcisely fustrating, becosse we Enow from expenience than competition in
electeie indusdry will wirk, I 1995, mew collengues o the New Hampshine lkgeslature mwd |
worked to pass o bl io create a two-vear pilok program s bl we coald tes) how gompetition
would work and incorporate what we leamed fram that pilon i our staie plan for clectr
mestruciunng

Thnt piled progream began in May 1996 1 s ghe Girsn program of s Kind in fhe counies.
[ is open o ol cusiomer classes, serving lorge commercial and indusirial customers. hospatals,
sehools, small husire s osners and ordinary residential cuslomors. Customers pariicipaling i

the pibor peogram are esperiencing sovings o0 teir electoe bells mm the mnge of wenty pesoent
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[ know from my travels around the state that people in the pilot program have enjoved
the fower ranes and wanl full competition and customer chaice. Uontrary 1o the seare tactics thas
hove been used by some unilities. the lights have stayed on for every single costomer  [m Fact, e
ione customer has expericnced any degradation in relabiliny o wervice quatity, As o result of ihe
pilot, we re gaining firsthind experience as we develop policies for full ststewsde
implementation

In 1949, the Mew Hampshine begisfature passed o wabershed state restructuring ball that
I helpesd craft. Under thet legastation full comipetition and custoner choice was scheduled 1o
bBegin in the first six months of 1998, Our Public Utilites Commassion was given wide laitude o
craft a slavewide restructunimg plan for open competition, Afler a lengthy hearings process, oar
state Public nilities Commission ssued its restructunmg plas thes past February 28th.

b very next business day, our state’s fargest utilicy, Public Service Company of New
Hampshioe, and its parent company, the Connecti “wt-bosed Mortheast Unilities. e stroigh o the
federal courthouse to block competition from going forward. The fate of New Hampshine™s state
plan for competinon m the clecinic industry s naw in the hands of o federal district counl judge
in Khode Istand, whe bas stopped our state plan from going forsward by granting a tensporans
restraiming orcler, which 15 stll i place 1oday.

These wilities are relying i significant part on foderal laws o stop our state plan from
going forward Imdeed. the first count in their federal complamt is entitled: “Federal Preemption
af Jursdiction ver Betail Wheeling.” Their seeor d count i entiiled: “Federal Precmption of the
Authoriny e Ooder PSMNH To File a TanfT with FERC.™ Thear thisd cow is entitled: “Federal
Preemption of State Bopulatven Inconsistent with FERC -approsved Rates.” And their fourih count
s entitled: Fresmpinon by the Pabls Litilities Regulatory Pilicses Act of 19787

Sow, Um po lawser, bul | am the governor of one o oar Tifly sovereign siates. amd
something is wrong when a poserful utility from another stave can use federal laws in a federal
court o stop my state Frn iaplementing competition. The will of an entire state « of the
legtislature, of the governos, of ihe state pablic utilitics comm isswan, of The people -- hias been
thvearmed vn this issee ny o federal coum.

Su, 1 think there is o role lor Congress 1o play in opeang up competition in the cleciric
indusiey - Canygress can Ipoe my S1ae of Maw Hampshire and the other stares fram federal faws

that can be wsad by uncooperative wBikibies to block comipetinion
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Don’t well us how 1o implement competition -- each state is different and will ne dowuht
want 1o fashion competinon 1o meet each state’s individual necds, I federal beeslation s
enacted, it should reilect an appeopriate degree of defference 1o state policymakers. o du
otherwise would risk imposing a cookie-cutter approach on problems that warrant individual
examinatzon, discussson. and debate at the state level

In particular, do not tell states how to address the so-called stranded cosis e electric
utilities. My state believes that stranded eosrs should be fairly and equitably shared betwesn
ratepayers and utility shareholders. | know that there are a number of bills on electric
restructuring pending in the Houwse as well as in the United States Senate, and some would tell
slates hovw 1o ndefress retail stranded costs. Mr. Chairman. | am aware that the fegeslation you ane
sponsarug preserves the authority of the states 1o deal with wranded costs as appropriate. That is
the right way to go. and | thank vou for recogmizing: that. The issue of retail stranded costs
should | wibdiessed by state policymakers and nut (hrough federal legistation.

Rather. of Congriess decides 1o act, it shoulid pass legilation that helps states 1o advance
their own efforts at restrscturing the electric industry. For example, federal legislation should
make it clear both that the Federal Power Act does not prohibit siates from implementing
customer choce and wwmpetition and that states have exclusive jurisdiction over the rates, lerms
and condition of retail transmission, distribution and electric power sales, Congress should also
make it chear that states have the authority 10 impose non-bypassable wires charges o support the
recovery of siranded costs, as well as state-sponsared energy efliciency, rencwable EMAEY,
environmental pratechion, and wniversal service programs. ineluding bow-ingeme nssistanee
programs

Congress alsn shoubd act i faster the development of model pationa) diselosure
standards so that customers ean have the scewrate and verifiahle information needed 1o make
meaningiul power supply choices, while permitting regional inniatives to move forsard, seeh as
thal underwisy in bew England,

We know Fromn the expersence with our pilon progran that competition can work, Dree
all of our consuniers are free to choose, the marketplace will respond with beter sery ice. betier
products. and heiter rtes. There is no technical reason why consumers shoubd not be able to
choose the electrical servive that serves them best, Open competition will not require ainy change
i how ebectiginn s made. ransminted, or delivered. Mo new construction is necded. Mo wires

iseed 1 be lawl, Mo digging is reguined
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The onlv reason hew Hampshire citizens might not be ahle to shop for the best bargain
in eectricity is that our largest utility is using a federal count (o stop them. | urge you 1o act to
remave any federal obsincles that are hincking states hike ming from mplemesting full
curnpetifion in the electric industry

[hank you agamn For the opportunity o speak here today
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Hnlnamax. Roberta
e ———

Frarm: Hammaond, Donald
Sent: Thasrsday, February 15, 2001 10:25 AM
To: Carleton, Morman; DeMarco, Edward, Elis, Dina; Hulfman, Lucy; Mclnemey, Roberia;
Constantine, Eleni; Hughes, Gery; Stewart, Lawranna
Ce: Tishuk, Brian; Roblns, Eric; Paulus, Michael, Sutton, Gary, Huffman, Lucy; McGvern, Tom;
Nickoloff, Peter; Schulheiss, Hesditynne, Gross, Jared
Subject: RE: Bankrupicy Reform Mark-up Hearing
Mesrmman,
[(b)(5)]
Don
~—-Ongnal Message—-
From: Carigton, Morman
SNt Thussclay, February 15, 2001 10:07 AM
Te: Hamimond, Donskd, Detarco, Edwand; Ciks, Dana; Hulfman, Lucy; Hcinemey, Robena; Constantine, Blerd; Hughes, Gery; Stewart,
Liwranine
Cez Tishu, Briden, Robbens, [nc; Paulus, Mchael; Sutton, Gary; Huffman, Lucy; MoGrern, Tom; NeckolafT, Peper; Schulthetss,

Haalhyrne: Gross, Janed
Bject: RE: Bankruptcy Reform Mark-up Hearing

E!‘

[(B)(5)]
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[(B)(3)]

Rlommmn

Froqm!  Hamimend, D
Santi Thessiliry, Fabruary 15, 2001 8: 56 A
Ta: MMMM;HMMJW.WW,M;M.MMMJM

Cis Tiskuk, Brian; Robbing, Erc
Subject: RL: Baneruptoy Reform Fark-up Hearng

Ed,

[(B)S)]

Don

w-Ciginal Mpssage--—

From: Defares, Edhwand

el Thursday, Febrsary 13, 2000 8222 AM

To: Hammond, Donaldd; B8, Dena, Hulfman, Lucy; Carleton, Morman; Mclnermey, Roberta; Corstantine, Sens; Hughes, Gerry; Siewa,
Crr Tigha, Brian; Robdsns, Eric

Subject: FW: Barkrypboy Reform Mack-up Hearing

FYl

——Oiriginal ey ane——

From: Robbins, Enc

Sent: Wednesday, February 14, 3001 5:45 PM
To: Detarco, Edward

Ty Tishaky, Brian

Subject: Earikriphoy Reform Mark-up Mieanng

H.R. 333, the "Bankruptcy Abuse Prevention and Consumer Protection Act 2001 was reported oul
of the House Judiciary Committee on Wednesday, February 14, 2001, During the mark-up hearing,
cighteen amendments were offered with all but one amendment failing to pass. Veoting oceurred
largely along panty lines. The only amendment that passed was a technical amendment offered by
Chairman Sensenbrenner. Only one Republican crossed party lines to vote for one of the sevenicen
other amendments that failed.

Kepresentanve Bachus (R-AL) assured the committes that he was committed to working with
Representative Oxley from the Financial Services Committee on commercial bankruptcy provisions

and netiing requirements.
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Mclnerney, Roberta

S
From: Carkelon, Morman
Sent: Wadnesday, Awsgust 28, 2001 11:15 AM
Ta: Fizhet, Pater: Rosabaro, Brian: Bair, Shaila: Mickoloff, Peler: Schulthelss, Heidiynne,

DeMarco, Edward; Hughes, Gerry, Gross, Jared; Smith, Amy, Sulton, Gary, EBelt, Martha,
Gabilendo, Jose; Mclnemey, Roberta; Lon Sanatarmorena (E-mail)
Subject: Status of Retal Swap Shudy and the Enron Issua

[(B)S)]
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Mclnerney, Roberta

—
Fram: Carleton, Norman
Sant: Wedneaday, August 20, 2001 241 PM
To: Fizher, Pater, Roseboro, Brian, Baw, Sheila; Nickolofl, Peter, Schullviss, Heidilynne,

DeMarco, Edward: Hughes, Gerry; Gross, Jarsed, Smith, Amy, Sutton, Gary, EBetf, Martha;
Gabilondo, Jose; Mclnemey, Robera; Lor Sanatamorena (E-mall); Novey, Michael; Eichner,
Matthew; Hammer, Viva

Subject: Maore on the Enron I55ue

[(b)(S)]

Thoughls?
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M :InurrmI' Roberta

Froam:
Sent:
To:

Ce:
Subject:

[(B)(5)]

Gabilondo, Jose

Tuesday, Octobar 30, 2001 1238 P
Aufnauser, Diavid

Melnemney, Roberta; Biager, Pater
Prizliminary thouwghts on Enron
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Sutton, GarL

e —
Froum: Cardeton, Marman
Sant: Monday, Sepiember 10, 2001 11:34 AM
Tao: Bair, Sheila: DeMarco, Edward, Eichner, Maitthew; Elleit, Martha; Fisher, Pater; Gabiondo,

Jose: Gross, Jared, Hammer, Viva, Hughea, Gerry; Nickoloff, Peter; Novey, Michael;
Roseboro, Brian; Schuliheiss, Heidilynne, Smith, Amy, Sulton, Gary
Subject: Retail Swaps - Telephone Call from Elizabath Fox

[(B)(3)]
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Eul*h:.tr'-i Gag

From: Carledon, Nommaan
Sent: Saturday, September 08, 2001 1:10 PM
Tao: Bair, Sheila; DeMarco, Edward; Eichner, Matihew, EBall, Martha; Fisher, Peler, Gabilondo,

Jose, Gross, Jared, Hammer, Vva; Hughes, Gerry, Mickoloff, Pater, Novay, Michad;
Roseboro, Brian; Schultheiss, Heidiynne; Smith, Amy, Sutton, Gary
Subject: Discimsion with Kan Raisler about Enron Produec

On Friday, September 7, | discussed the retail energy swap issue with Ken Raisler. He is a partner at
Sullivan & Cromwell who represents Enron. [n the mid 1980s, he was the general counsel of the CFTC,

1 asked Ken il Enron oppesed state regulation of retail energy derivatives if the CFTC were 1o grant an
exemption for this product, The first answer to this question was yes, but that answer was modified as we
further discussed the 1ssue.

1 asked Ken il he thought that there was a preemption argument that could be made because of CFTC
exclusive jurisdiction. He said he thought there was. He said Enron would not make such a legal argument
because it is regulated in some states as a utility company, but that others might make such an argument,

1 told Ken that the Treasury had not come to a conclusion about the retail encrgy swip 1ssue but thar we
were unlikely to support a result that would mean no federal regulation and would not allow stale govemments
to regulate this product if they chese to do so. He asked me what regulatory issues might be of concern. |
answered that such issues as adventising, pnicing, and assurances that the company offering the product had the
financial ability 1o meet its obligations might be subjects that governments would be concerned about. Ken said
he thought that this was a reasonable position.

1 asked Ken whether he thought that the CFTC could exempi retail energy swaps from the exclusive

jurisdiction provision of the CEA, thus precluding any arguments about state junisdiction. He said e thought
thiat might be possible.

At the end of the conversation, Een indicated he would talk to his client about the issues | had raised.,
[(b)(5)]

Please call me if you want more details on this.
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Sutton, Gar:r

From:
Sent:
Tao:

Subject:

[(B)(5)]

Carelon, Morman
Saturday, September 08, 2001 1:07 PM

Bair, Sheila, DaMarco, Edward, Eichner, Matthew; Ellett, Martha; Fisher, Pater, Gabiondo,
Jose; Gross, Jared: Hammer, Viva; Heghes, Gemy; Nickoloff, Peter; Novay, Michael,

Rosetora, Baan, Schuttheiss, Heidilynne; Smith, Amy, Sutbon, Gary
Retail Swaps Study Group Meeting - September &
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Sutton, Ear!r

Fram: Carielon, Norman
Senl: Wednesday, August 29, 2001 241 PM
To: Fighier, Peler, Roseboro, Brign, Bae, Sheila, Nckoloff, Petler; Schultheiss, Heidilynne,

DeMarco, Edward; Hughes, Gerry, Gross, Jared, Smith, Amvy; Sullon, Gary, Ellett, Mariha;
Gabilondo, Jose; Mcinemey, Roberia; Lari Sanatamorana (E-mail), Movey, Michael, Echner,
Matlhew, Hammer, Viva

Subject: Maore on the Enron [5sus

[(B)(5)]

Thoughts?
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From: Ellett, Martha
Sent: Wednesday, August 23, 2001 11:59 AM
Ta Carledon, Monman
Ce; Gabilondo, Jose; Sutton, Gary
Subjact; RE: Siatus of Retad Swap Study and lha Enron Issua
[(b)(5)]
Martha
Dviginal Message

Fraim:z Caneton, Mormnan

Sant Wednesday, August 23, 1001 11:15

To

[(B)(5)]

00200000000102



[(e}3)]

Any thoughts or recemmendations? | will send around a separate nole discussing the Enron ssue in mone delad,
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Sutton, Gary

Fram:
Sent:
To:

Subject:

[(B)(=)]

Carlaton, Morman

Wednesday, August 29, 2001 11:15 AM

Fisher, Peler, Roseboro, Brian, Balr, Shella; Nickoloff, Peter; Schultheiss, Hesdilynne;
CeMarco, Edward; Hughes, Gerry, Gross, Jared, Smith, Amy, Sutton, Gary, Ellat!, Martha:
Gabdondo, Josa; Molnerney, Roberta; Lon Sanatamorana (E-mail)

Stalus of Relail Swap Siudy and the Enron Issue
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Gabilondo, Josea

From:
Sent:
Ta:
Subject:

il -

Gabdonda, Jose

Tuasday, Seplember 04, 2001 217 P
McGinnies, Wiam

Fyy: FOLA Boston Globe reguest

Another energy FOLA a5 mentioned below..,

i
Criginal Message
Fram: Flanagan, Rosemany
St Tiosmidy, Sentember 04, 2000 1216 PH
Tar Gabilandn, Jose
Subject: RE- FOlA:Boston Giobe request
[(B)(5)]
Drigrial Hessage--
Fram: Gabiondo, Jose
Sank: Thamrscay, August 30, 2007 | 1209 AM
Ta: Flanagan, Rosemary
Subject: FOILA: Brsanm (iobe reiiest
Rosemary,
[(B)(5)]
José
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Conley, Robert —

e
Fram: Caonley, Robari
Sent: Tuesday, Septamber 25, 2001 3:13 PM
To: Tran, Luyen, Altheim, Staphen; Demopulos, Abigai
Ce: Crawford, Todd; Budington, Michele; Paulson, Sara; ‘chrookins@woridbank.ong'
Subject: Enron IFC energy project in Dominican Rep

Two sanior reps of Enron met with Bill ioday on a project funded by IFC that involves a power purchase agreement thal the
G of DR i3 not honoring. The project may defaull to lenders by 12715 if agreement is not reached with the Gov't. The Enton
reps plan lo meet with Slale and Cargle Brooking on the project.

&ill asked to get information on the pipeline at the MDBs for the DR (WB, IFC, IDB, IIC). In particular, Bill wants to know
what [if any) projects are disbursing. Thanks.
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CEPARTMENT COF THE TREASURY
WASHINGTOM, D.C. 20220

ACTION

MEMORANDUM FOR DEPUTY ASSISTANT SECRETARY SCHUERCH

FROM: Joseph B. Eichenberger, §%1f
Director,
Office of Multilateral Development Banks

SUBJECT: Proposed EBRD Investment in Golden Telecom

ACTION FORCING EVENT:

EBRD Management will seek approval at the upcoming Board meeting on Seplember 7, 1999 o
invest up to $35 million in the IPO of Golden Telecom on the NASDAQ.

RECOMMENDATION:

That we instruct the USED at the EBRD 1o vote “no” on the proposed investment as we do not
believe a company listed on a developed country stock exchange requires IFI support.

Agree \‘ Disagree Let's Discuss

AuG 97 1888
DISCUSSION:

EBRD proposes to invest up to $35 million in Golden Telecom as part of a $150-5200 million IPO
and then list the shares on the NASDAQ. Golden Telecom is a wholly owned subsidiary of
Global TeleSystems, GTS, a pan-European telecommunications group listed on the NASDAQ and
EASDAQ markets, as well as the Frankfurt Stock Exchange with a market capitalization of
approximately 36 billion. GTS would retain a majority share in Golden Telecom and sell a
minority stake in its CIS telecom group, which in the past accounted for the majority of GTS'
financials, through the proposed 1PO.

We recommend opposing the proposed investment. [(b)(5)]
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[(b)(3)]

BACKGROUND:
[(B)(5)]

OUSED VIEWS:
[(B}S)

Cc:  Jan Piercy, U.S. Director, IFC
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Proposed EBRD Investment in Golden Telecom IPO, Sept 7, 1999

Dirafted by:
JCetina 3{:,.

Cleared by ./
GClapp é:—-"" =xf
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From: Steve Radehsl

Toe Dom 13 DOPOS(EICHENBERGER., StewariEK), Goltisbs
Date: 33100 10007 pm
Subject: Enron and Ass Sec of Energy Trip -Raply

Geofl: Good work, nice resdout. Plaase call both the WE and IMF ED's office on this firsi thing Monday morning. Try (o talk
directly to relevant WH staffers if you can, | have been irying to get info from the IMF since Thursday wic luck. | will find oul
during stafl on Monday moming who else has an interest in this (e.g., MDB office, counsel) and we can discuss at argund 11:00 o
w0 aftar stall. Try bo get Info from 'WE and IMF by then. Thanks,

> Geolfroy Gottheb 033 1/00 OT-46pm ===

ACTION: On a conference call Friday nightm the Assistant Secretary of Energy Goldwyn notified us that he will be visiting Nigeria
nexi week a5 a follow-up 10 Sec, Richardsar's trip two weeks ago. [{b;{ﬁ}l

Wi noad to provide guldance fo his effice no later than 1:00pm Monday.

[(B)}5)

Pleaso call me if you hawe further questions.

CCy Dam13 DOPOE{budsngtonm),
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From: Gaaftrey Gottlhab

To EICHEMBERGER., StewanEK
Date: Ar3100 T-48pm
Subject: Ernron and Ass Sec of Energy Trio

ACTION: On a corferenca call Friday nightm tha Assistant Secretary of Enargy Galdwyn

next week as 8 follow-up 1o Sec. Richardson's tip two weeks ago. [(b)(5)]

We need to provide guidsnce o s office no fater than 1:00pm Monday.

[(b)3)]

Please call me 0 you have further questions,
CC; Fedalels, budingionm

notified us thal he will ba visiling MNigeria
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From: Gealfray Galtfeb

To: Dom 13 DOPOEEARBERE, EICHENBERGERY), KLHLDAM
Data: 00 2:0%pm
Subject: Closwre on Enron

[(B)(5)]

=z Margaret Kuhlow 00200 01:41pm ===
Thanks all for handiing this guickly and looks Bee positively. mik

=== Ed Barber 030200 01:22pm =»=
Joa = Thanks. | ihowght your fces were fght on, and Geaffl has fonsarded them o Stale. = Ed

=== joe Eichenbarger DUT200 09:58am »»>

[(b)(3)]

ce: Dom13. DOPOS(gelperna, StewartEK),
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From: Joa Eichenbernges

Ta: Gattlieb S

Date: 200 §:58am

Subject: Nigaria Cable

[(b)(5)]

cc Kuhlowhd, BarberE, AEK
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From; Gooffrey Gottlieh

To Domd 3 DOPOA{slewartek, walahh), KUHLOWM
Date: AMM00 B:5pm
Subject: State on Ennon, elc, meeting? -Reply

[(BM=)]

=>> Margaret Kuhlow 030100 06:21pm ===

[(B)(5)]

Thanks, mik
ce: Diom13. OPOA(eichenberperf, golpema),
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From: Ed Barber

To: Dom13.DOPOS(BEASLEYM, Budingtonh, CROWER, GREWEM, ..
Dt 22900 T-4fipm
Subject: An NWT dispule in Nigena -Reply -Reply -Reply -Reply

[(b)(5)]
»>> Geoffrey Gottiieb 02128/00 08:23pm >>>
({3

Geoll

=53 Maurssn Grevwe 022000 06:05pm ===
Elizabsath and Haleh — can you et us your viaws on this?

[(B)3)]

o Mary Beasley 02200 04 20pm
You need to speak o E&z Stewart on this. She s cur procurement expert.

»»» Gaoffrey Gotlieb 022900 03:13pm ===

[(BXNS)]

Thanks.,
Geoft
(== Dami 3.D0P08( SewantEK), ax.mailCewaismaniD IMF o™
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Frram: Ed Barber

To: Dom 3. DOPOEBEASLEYM, budingtonm, CROVWER, GREWEM, ...
Date: 2/20/00 3:52pm
Subject: Ay MWT dispube in Migers -Raply

[(B)}S5N

==> Geolfrey Gottlieh 0228000 03-13pm ===
[(e)5))

Thanks,
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From: Halan Walsh

To: Dom13.DOPOB(BARBERE, BEASLEYM, BudingtonM, CROWEB., ...
Date: 2/29/00 6:41pm
Subject: An NWT disputa in Nigeria -Reply -Reply -Reply -Reply

[(e)=)

»>> Geofirey Gottied 02/29/00 06:23pm >>>
[(B)(5)]

Geolf

wa urean Graws 022500 05:05pm >>=
Elizabeth and Helen — can you get us your views on this?

[(b)(5)]

=== oy Baasley D200 Od:20pm ===
You noed (o speak bo Eliz Stewarl on thes. She ks o procurement expen,

»»> Geofirey Gotllieh 022300 03:13pm >>>
[(b)5)]

B g

Dom 13, DOP 08 Steward EX), exomademwetsmangBIMF.org”..
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Froemi: Mary Beasley 0.2" 695 5
To: BARBERE, BudingtcnM, CROWER, GREWEM, KUHLOWM, LEEN.,

w}nt A PNt Nigeria -Regly é“?f ﬂ:ﬁ/

Yiou peed b0 speak 1o ENz Stewart on this, She & ouf procurement expet,

>>> Geoftrey Goltieb 02129100 03:13pm >>>
[(b)(5)]

(o1 ] e mail “ewelamand@IMF org®, StewarEK
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From: Mary Daasley

Ta: BARBERE, Budnglonh, CROWEE, GREWEM, KUHLDWM, LEEN..,
Diatm: 22000 4;20pm
Subject: An MWT dispube in Negeria -Reply

You need to speak lo Eliz Slewart on this. She is our procurement axpent.
»>> Geofirey Gotllieb 02/28/00 03:13pm >>>

[(b)S]]

Thanks

L= el "sweisman@iMF .org”, SlewartEK
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4 Anse. 2/ z%[e0

INITIAL OBSERVATIONS

Draft Power Purchase Agreement of 17 October 1339 for Electric
Generating Facilities in Lagos, Nigeria betwcen Eoron Nigeria Power
Holdings Ltd. (*Enron) and Lages State Government, .Hﬂh:ul Electric
Power Authority of Nigeria and Federal Republic of Nigeria (“PPA™).

[(B)(5)]
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INITIAL OBSERVATIONS

Draft Power Purchase Agreement of 17 October 1999 fur Electric
Generating Facilities in Lagos, Nigeria between Earon Nigeria Power
Holdings Ltd. (“Enron™) and Lages State Government, MNational Electric
Power Authority of Nigeria and Federal Republic of Nigeria (“FPA”).

[(B)(5)]
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DEPARTMENT OF THE TREASURY
OFFICE OF AFRICAN NATIONS
FAX: (202) 622-1432

DATE:

PAGES INCLUDING COVER SHEET __
TO: Ebaﬁwﬁ? FAXNO, 2= 2505

OFFICE/FHOME:

FROM:
EDWIN L. BARBER ITI, DIRECTOR
ETHEL R. McKOY, DEPUTY DIRECTOR

GRACE Y. SONE - 6§22-0332

Yl GEOFFREY GOTTLIEB - 622-0455

o ELIZABETH URBANAS - 622-0182

__ BONNIE M. BARNES, SECRETARY

IF YOU HAVE ANY QUESTIONS, PLEASE CALL ON (202) 622-1730
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Eyb-23=00 GE:f0pa  From T=01F FELAT F=O0

IEITULGEEEFN&TIDNS
praft Power Porchuse Agreemeal of 17 Outober 1999 [or Electric
Generating Facilities in Lagos, Nigeria between Enron Nigeria Power

| Electric
loldings Lrd. (“Enron™) and Lages State Gmlrtmmfn.t._rﬂuim:
]l":wer i‘uthnn‘ij of Nigeria and Federal Republie of Nigeria (“PEA").
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RO!
2 4 61090092k on/oz: (118718341 00 & e

AT AT AR -AF=EE
00500000000925



Davis, Michela

=
From; Eair, Shaila
Sent: r-'II:n'rl:IaE'i=I January 14, 2002 435 PM
To Dravis, Michals
Subject: RE: for Secrelary's speach TOMORROW

Pm sorry | dedn't get back o you. 've boen in meetings all aflerndon. In any event, you obviously didn need me, Thes s
greal

I would slightly rework the second para a5 follows:

[(B)(S)]
cosiganal Message-—-
From: Diervis, Micheie
Sent: Maonday, January 14, 2002 1:41 PM
To: Bair, Sheda
Subject:  for Secretary's speech TOMORROW
[(b)(3)]
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Nichols, Robert

From: Adamsz, Tim

Sent: I'.'I-a:nﬂu:lzl:II Januany 14, 2002 5:05 PM
Ta: ichele

Ce: Michois Robert

Subject: Congressional Hearings on Enran

Michele — to prepare for the onslaughi -nfdn:rcun'rent requests and hearngs, David Aufhwaser and John Duncan are saifing
up 2 prepiresponsa team. We nead your help _il_hu-u assign someane {of mulliple somanes) from vour affice to help us
pull arfchas, budld tmalines. monitar the press, atc?

41
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Nichols, Robert

From:
Sent:
To:

F. k ] E |'1|-.|-;: i .: -| .1_1-
ettty F o e
Kt Full |

Fleck, Carobe [CFleck@aap

Thursday, January 10, 2002

238 P

‘robert nichols@®do. treas gov'

#5
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Nichols, Robert

Fram:
Santk:
To:
Subject:

Michele and Rob,

Quinn, Kate

Tuesday, January 08, 2002 2:54 PM
Michols, Robert Davis, Michele
enron

Do you happan to know what enbly within Treaswry would ba regponsible for examining Enron. | know the Secratary made

some camment 1o the press about a revemy of the

ulations involved in thal case

The gquestion has come up because | received a call from PSI, the Permanent Subcommites on Investigations, They have
launched a major congressional investigations into this matier and are interesbed in Treasury's role.

Any direcbion you can provide would be appreciated

mﬂnte Cluimn Sec

putly Assistan rE1ady
IEEHFW{HM'IH

Office of Legislative Affairs
Depaitment of the Treasury
{202) 622-0725

katie guinni@do treas gov

' 00800000000426
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Hichols, Robert

Fram:
Seni:
T

Ce:
Subject:

Importance:

Fratto, Tomy

VWednesday, Movember 28, 2001 3:38 PM

Michols, Rlobert, Holahan, Betsy
Davis, Machelp
ENROHN guestions

ngl'l:

Ari took a question regarding Ennon foday and referred questions to Treasury and seid that Treasury is mandloging the

siuabon

Michele has cleared a quote 19 use In fespEonse o reporer nguines,
“We are manltaring the credit markets, as we do overy day.”™
In response to follow-up questions about evidence of nsk n the markets or unuswal actly,
"The markets always fluctuate, We haven't seen anything extraordinary.”
Further guestions about enargy and Enfon should be referred to FERC or CFTC

126
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Michols, Robert

Erat: B e 11, 2002 732 AM

Sent: riday, January 11, :

To: Ktnlsen Day

SUHhﬁh RE: THE SECEETARY OM & TV MEAR YOU. TUMNE IN!
fun !

Fob Mickals

Deputy RAssistant Secretary for Public Affalirs
Department of the Treasury

1202) b2d=2%1D0

~====riginal Mezsage====—

Froam: Kathlesn Day [mallteo:dayké@washpost.com)

Sent: Thursday, January 10, 2002 &:48 PH

To: Bobert.Xicholsido.tzwas.gov

Evbdject: He: THE SECRETARY ON A TV NERR YOU...TUNE IHN!

chanks., fyl L'm alsc now deoing enron stuff

e o s - |
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Nichols, Robert

e s
H Michols, Robert
Eﬂmr? , January 10, 2002 545 PM
Tao: Davis, Michele
Subject: another ENRON callFW

Aco Wichols

Sepiuky Assistant Secretary for Public RITA1rE
Department of tha Treasury

(202} 622-2010

===e=0riginal Hessage-=---—-

From: Fleck, Carole [mailto:CFleckBaarp.orgl
Sent: Thuraday, Januacy 10, 2002 §:03 FM
To: 'robert.nichols@do.treas.gov’

Subjest:

Fi Robert

T'm & repértnr for the AARP Bulletin, working for Suzy Crowley. Could you
call me please, 202/434-3346, about today's Bush announcesment that Treasury
will be looking Lnto pension rules in light of Enron? If I could talk to you
today, that'd be great == I'm outa here at 5. [f rot today, will you please
call me btomore at hnmE.[{hIIEI]

Tharksa,

Carcle Fleck

- e
00800000000474



Nichols, Robort

Fram: Michols, Robert

Sent: Tuesdsz.;anua? pa, 2002 3:26 PM
T Chuinn, ie

Subject: RE: amfon

fa¢ has the lead

Rob Michols

Deputy Assistant Secretary for Public Altairs
Depariment of the Treasury

(202) 822-2810

ee-igiNAl MESERge-=

Froam; Qinn, Kabe

Senk: Timsclary, Janiey 08, J002 2:54 PM
Toa Nuhols, Robert; Dants, Hicheds
Subject: L

Michels and Rob,

Do you happen 1o know what entity within Treasury would be resgonsible for examining Enron. | know the Secratary
some comment to the press aboul a revelw of the reguiations involved in that case.

The question has come up because | received a call from PSI, the Permanent Subcommitiee on Investigations, They

have launched a major congressional investigations into this matter and are interested in Treasury's rola.

Arvy direction you can provide would be appreciated.

Kate Cuinn

Depuly Assistant Secratary
(Enforcement)

Office of Legistative Affairs

Department of the Treasuny
(202) B22-07T25

katie guinn@do. treas. gov

00800000000479




Nichols, Robert

From: Michols, Pobart

Sent: Tuesday, January 08, 2002 2:54 PM
Ta Chuinn, I%ahu-

Subject: FRE: enron

not sure

will attempt bo find out

Rab Michoks

Deputy Assistant Secretary for Public Atfairs
Depariment of the Treamuny
(202) g22-2910

Michele and Fob,

Do you happen ta know what entity within Treasury would be responsitie for examining Enron. | know the Secretary

made some comment {0 the press about a reveiw of tha regulations invalved in thal case,

The queston has come up because | recehed a call from FSI, the Permanent Subcammaltes on Iquﬁwamn& Thay
have launched a mamor congressional investigations into this matter and are interested in Tréasury's role.

Any direction you can provide would be appreciated

Kale Quinn
Deputy Assistant Secretary
Eﬁnhwﬂ} ;

of Legislative Affars
D of the Treasury

] th
(202) 6220725
katie quinn@do reas. qod

LE]

00800000000480



ROB NICHOLS
DEPUTY ASSISTANT SECRETARY (FA)
TELEPHONE LOG - NOVEMBER 2001

1:08 PM
W v, November 28, 2001 1
[CUTSIDE SCOPE]
323 393-6883 David Invanovich, Houston Chronicle, REF: ENRON going
bankrupt

[OUTSIDE SCOPE]

00800000000530




ROB NICHOLS
DEFUTY ASSISTANT SECRETARY (PA)
TELEPHONE LOG = JANUARY 2002

1:05 PM
Friday, January 11, 2002, pg 2
[CUTSIDE SCOPE]
[-35 513-2267 Pam Fessler Natl Pub Radio, called again, REF: wants to confirm

what's on the wires statement today on ENRON & Peter Fisher;
also wanted to know if there are any press releases (also on Rob's
call list)

[OUTSIDE SCOPE]
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Strickler, Mario

Fram:
Sent:
Ta:
Subject

8]

ENEE T Piefilis]
[ LULTY T

Strickler, Mana

Tuesday, January 15, 2002 11.00 Ak
Strickler, Marie

CHBC TV Investing - MEN Money.hbm
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Strickler, Marie

—— e —
Fram: Stnckler, Marie
Sanl; Tueesday, Janeary 15, 2002 11:20 AM
To: Dravis, Michele
Subject: PHOME CALLS
[OUTSIDE SCOPE]
1 1:06 3934340 Bob Movack- Pls call re the Secy's connection with Mr. Wirth & Mr. Lay in the
Kyoto Treaty
1i:14 614032 Jeff Bimbaum, Fortune Mag, REF: ENRON

00800000000538



Strickler, Marie

From: Sirickier, Mans

Sent: Tuesday, January 15, 2002 1:17 PM
Ta: Davis, Michele

Subjoct: #2 - Phone Calls

[OQUTSIDE SCOPE]

1:14 614032 Jeit Dirnbadm, Fortune Mag, REF: ENRON
[OUTSIDE SCOPE]
12:20 434-0980 Pete Spiegel, FT - Please call re Enron

12:43 201 -346-5825 Andrew Conti, CNBC - would like to request interview w/Secretary on Enron

12:55 628-9029 Darren Gersh - would like interview withe Secretary today or tomorrow or when
convenient on Enron

[OUTSIDE SCOPE]
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Strickler, Marie

-
From: Strckler, Mare
Sent: Tuesday, January 15, 2002 5:23 PM
Ta: Davis, Michele
Subject: #3 - Phone Calls
205 703-683-9733  Christine Hall, cnsnews.com - would like 1o speak with somecne in the GC's

office re standards of conduct for government employees {political & career) who
receive calls such as the Enron calls

[OQUTSIDE SCOPE]
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Strickler, Marie

From:
Sentl;
To:
Subject:

LD 176-9464

SHE £61-4032

[OUTSIDE SCOPE]

12:20 434-0980
12:43 201-346-5825

12:35 628-9029

[OUTSIDE SCOPE]

Srickher, Mares
Tuesday, January 1%, 2002 1:17 PM
Davis, Michele
#2 - Phone Calls

Pete Yost - would like to talk with you about getting copies of Congressional

correspondence to Treasury and the responses re Enron

Jeff Birnbaum, Fortune Mag, REF; ENRON

Pete Spiegel, FT - Please call re Enron

Andrew Conti, CNBC - would like to request interview w/Secretary on Enron

Darren Gersh - would like interview withe Secretary today or tomorrow or when

conventent on Enron

00800000000600



Strickler, Marie

From:
Sont:
To:

Subject;

[(B)5)]

der 15U

Sharar, James
Tuwesday, Janwary 15, 2002 4.43 PM

_DL_Markal Group, Andrew 0. Sacher; David Griffiths, Enc H. Otio; Jay Hoffman, Lundsager,

Meg, Philbppa Maimgren; reidgp; Shevlin, Thomas, wallang, wayneea
Financial Markets Night Repart /15002

0080000000060



Strickler, Maria

—
From: Holahan, Betsy
Sant: Thursday, January 10, 2002 510 PM
To: Lee, Sharom; Fratto, Tony; Bradshew, Tars; Scolinos, Tasla; Stickler, Marie; Alvarads,
Carman
Ce: Davis, Michaia;, Nichoks, Roban
Subjuct: RE: Good Might

GN

Greg Ip of WEJ doing something short on proposed changes to rules regarding the collecktion of race
and gender data by lenders ([kalking te Shalla on background]

CHBC called te say they booked scmeone elsas for thelr Enron plece
sotten cA.le on pension rules review - wires, TX papers

Gez a few calls on Sheila's new DORS for Financial Tnatitutions and GSE Policy [Rep.
SaEer "8 AR

e | MesmRge—

From: Les, Shion

Sent: Trursday, Jeruary 16, 2002 5:00 PM

Tae Frotto, Tomy; Bradshow, Tara; Soolros, Tasis Molahan, Betsy; Stnckler, Mane; Aarada, Carmen
Tz Les, Sharor; Davis, Michels; Mcholy, Robert

Subject: Geocad Might

Please et me know when you get a chance. Also, please remember (o update Michele of any imporiant press items

00800000000625



Alvarado, Carmen

From: Davis, Michole

Sani: Monday, January 14, 2002 S:40 A4
To Alvarado, Carmen

Subject: STalernenis from Fridey

Here is the statement that Al Hunl's office was looking for = please send this fo her = it is evenything that | said on Friday.

Statement by Michele Davis, Assistant Secretary of the Treasury (Public A fTairs):

Following Ken Lay’s call to the Sccretary, the president of Enron called Undersecretary Fisher. Undersccretary
Fisher spoke with president of Enron 6 to 8 umes in late October and early November,

The calls were informational. The Undersecretary®s job is to monitor the effect of any major development on
the capital markets. In that role, he is in contact with people in the markets everyday to be aware of their
COMCEMS.

As Enron's negotiations with its bankers for an extension of credit neared a decision point, the president of

Enron asked Undersecretary Fisher to call its banks. Undersecretary Fisher inferred that he was being asked to
encourage the banks to extend eredit. He made no such calls.

LATER STATEMENT

i-'r.ﬂb:n Rubin of Citigroup called Peter Fisher on November & and asked Fisher what he thought of the idea of
Fisher placing a call to rating agencies to encourage them to work with Enron's bankers to see if there is an
alternative to an immediate downgrade.

Fisher responded that he didn’t think it advisable to make such a call.

Rubin said he thought that was a reasonable position.

Fisher made no such call.

00800000000778



Scuiinuat Tasia

From: Popkin, Jim (NBC) [Jim Popking@nbe com]
Sant: Friday, January 11, 2002 Z:21 PM

Te: Tasia Scolinosfido. treas gov'

Subject: RE: eqiran

She just called, so many thanks.
== Jim

----- original Message-----

From: Tasia.Seollinosddo.treas.gov [mailta:Tasgia.Scolinosedo. Lreas.gov]
Sent: Friday, Januwary 11, 2002 2:12 PM

Tao: jim.popkindnbe.com

Subject: enron

Jim -

Michele ig taking all of the calls on Enron. I just sent her an email
asking her to eall you about this issue. If you need Lo reach her you can
gez her at 623-2910.

Tasia

Becauge s-mail can be altersd slectronically.
the integrity of this communicaticon cannot be guarantesd.

00800000000827



Scolinos, Tasia
— o e E—

Fram: Holahan, Betsy

Sant: Wednesday, Decembaer 05, 2001 5:28 PM

Ta: Lee, Sharon: Fratio, Tony, Bradshaw, Tara; Scolinos, Tasia, Strickler, Marie; Abvarada,
Carman

Ce: Davia, Michale; Nichols, Robor

Subject: RE: Good Might

GN

Washington Pest is doing a story on predatory lending and wanted io find out what Sheila has been saying on it. | refered
the reporter to her récen speeches, on tha web sita, for Sheila's description of best practices. Wall St. Joumal writing
Enron/derivatives story for Friday.

=s={riginal Message—

Fram: L, ShaaTn

Sz Wistnesday, Decemiber 05, 3001 5:16 PM

Tz mrw:m.mmmmm:wmm;m,mm,m
Ciz L, Sharan; Diarwiss, Michisle; Nichols, Robert

Subject:  Good NgHt
b {E}]ﬁ Howevar, please bet me know when you gel @ chance. Also, please ramember to update
L(I'J.au any important prass items.

00800000000828



RE: IN THE NEWS: 1/15/02 Page 1 of 37

Bradshaw, Tara

Fram: Allen Maureen C [Maureen C Allen@irs.gov)

Sonk: Wadnesday, January 18, 2002 9:37 AM

Tao: Washington Linda J; Walas Carolyn; Charles A. Lacian (E-maill Charles L. Kofbe (E-mail); Goss Denise L

TIGTA: Dasler Anne C; George E. Farr (E-mail), Harl Dale F; Rosenker Hoalher B; Joelle Jordan (E-mail|:
Karen Haste Williama (E-mail); Basselte Loretla J; Lrievilan (E-mail); Loor Marlene; Sieve Mickles (E-mailk
Tara Bradshaw [E-mail), Tayhor Gloria L

Ce: Heschel Jarald H: Grant Caryl S; Dixen Teri J; "Rothiacher Ruth A’ Boykin Linda D; Lemons Terry L;
Qisgn Nina E

Subject: RE: 1N THE NEWS: 115/02

Importance: High

Could we follow up with Tom Herman?

This is terrific coverage of the Taxpayer Advocate Service, yet I can't help recalling a discussion
several months ago in which I learned that the Taxpayer Advocate Service criteria for accepting a
case beyond its insolubility over time - and rightly so; they would be inundated!

The article doesn't indicate that Tom knows that taxpayers with long-standing problems have
another alternative. Everyday Tax Selutions, a face/face appointment between an IRS decision-
maker and the taxpayer or his/her representative, is available at every taxpayer assistance center in
America..at the taxpayer's convenience,

The Field Assistance organization has replaced the old "Froblem
Solving Day” with Everyday Tax Solutions, and it is a perfect complement to the work of the
Advocate.

——Cruginal hlansage-—
Frome ‘Amshingion Linds J
Sonl: Teetddy. Jewary 10, T2 300 FM

To:  CaiohnYWatas (E-mad, Chanes & Lecjan (E-mai]; Cranas L piotog [E-nak, Denise L, Goas (E-mall). Dosiwr, Anne,; Geonge E Farr (E-mall.
e, Date; Heathes B Rcsanker [E-mal), Josle Jordan [E-mail Kann Hosle Wisigms [E-maij; Loretla J. Bassetie (E-mal); Lrevian [E-mail) Madens
Lioor jE-madl; Maween C, A {E-musil Sieva picking {E-madl), Tara Braganaw (E-mady Taylor, Gloris

Subject:  IMTHE NEWS: 11512

Today's Contents \ e

=
1. Tom Herman on Taxes * THE WALL STREET JOURNAI ‘(\"tt‘}\ﬁd E :.:' :
THE WALL STREET JOURNAL [ AVY
January 15, 2002

Tom Hermian on Taxes

oA 72002
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RE: [N THE NEWS: 1/15/02 Page 2 0f 37

Consider Taking a New Route When Dealing With the IRS

By TOM HERMAN
Staff Reporter of THE WALL STREET JOURNAL

Welcome to Tom Herman on Taxes, a weekly column available
exclusively in The Wall Street Journal Online. Mr. Herman, the
Joumnal's 1ax expert, answers questions from our readers on personal
taxes and how taxes impact financial planning.

If you've been Lrying to resoive a long-running dispute with the Internal
Revenue Service and have been getting nowhere by going through normal
channels, consider anolher route.

A little-known unit of the IRS, the Taxpayer Advocate Service, headed by
Nina E. Olsan, sometimes ean be surprisingly helpful in lifting struggling
taxpayers out of bureaucratic quicksand.

Asking the IRS for help with the IRS may sound like a waste ef time, at
hest. But accountants, lawyers and other tax advisers generally praise it.

What prompted me to write about this subject was a recent reader
question about how to reach Ms. Olson, the TRSs National Taxpayer
Advocate, whom | mentioned in a recent column aboul a repor she sent
Congress listing the 23 most serious problems facing taxpayers.

In her report, Ms. Olson says the top five
most serious problems taxpayers have with the
IRS are: 1) trouble with accessing the
agency’s customer service toll-free telephone
service; 2) the tax law's multiple definitions of
a "qualifying child"; 3) difficulty in determining
camed-income tax-credit eligibility, 4)
inaccurale answers to queries made on IRS
customer service toll-free lines, or differing
answers to the same question; and 5) difficulty
in documenting eamed-income tax credit
eligibility.

For a copy of her repor, as well as reports from previous years, go lo
www.irs.gov/ind_info/2001 _tas.pdf.

The Taxpayer Advocate Service has lwo general goals. One 15 10 help
taxpayers clear up disputes that haven't been resolved through the usual
processes, The other is to recommend "systemic solutions 1o make the tax

process easier for everyons.”

Relying on the Taxpayer Advocate Service won't work for everyone with
complaints about the IRS. For example, it can't help represent you in
court. The 1RS Web site underseores the point that this "is not a substitute
for established IRS procedurcs or the formal appeals process,” and that
ihis unit "cannot reverse lexal or technical tax determinations.” But it may
be able 1o help with such commen problems as lost refunds, mistaken

0117720602
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RE: IN THE NEWS: i/15/02 Page 3 of 37

penaltics, erroneous notices and other miscellaneous snafus that
buresucrats seem uninterested in fixing.

In some eases, it may even be able to issue a formal order blocking the
IRS from seizing your pay or property. “In certain situations, enforcement
action may be suspended while your case is being reviewed,” the IRS
says. "The Taxpayer Advocate resolves the majority of cases
administratively. Even when hardship is not a factor, the Advocate is often
able to help resolve the taxpayer's problem.”

While the Taxpayer Advocate Service isn’t new, Congress gave it more
power in 1998, Last year, the service handled more than 270,000 cascs --
coming mostly from laxpayers, lux "practitioners,” and as referrals from
IRS operating divisions and congressional offices, Ahout 40% of those
eases arose from four IRS program areas: eamed income tax credit audits,
processing of elaims or amended retums, processing of refunds, and initial
processing of original paper or clectronic individual returns.

No paper tiger, the Taxpayer Advocate has been a voctl entic of the IRS

in the past. In her most recent report 1o Congress, Ms. Olson writes: "Only
14% of our inventory is composed of hardship cases. A small percentage
of taxpayers contact us because they either don't like the way the tax law
has been applicd 10 their situation, or because they feel that their side of the
issue did not get a fair hearing. Most taxpayers contact us because the

RS does not offer timely or appropriate taxpayer assistance.”

Before coming to the IRS in March of last year, Ms. Olson was a lawyer
specializing in representing taxpayers in tax disputes. She also founded and
served 25 executive director of the Community Tax Law project, a
low-income taxpayer clinic in Richmond, Va.

The IRS describes Ms. Olson's post as “an independent voice inside the
IRS." Some readers may wonder about her independence and her
relationships within the IRS. In her recent report 1o Congress, Ms. Olson
wriles: "Some may believe an advocate for the laxpayer must incvitably be
the adversary of others throughout the IRS, This is not the case. The
Taxpayer Advocate Service and its views were and are represenied on a
wide range of IRS teams and task forces, covering maters such as

disaster relief, due process in collections and innocent spouse cases."

Take Action

If you've been battling the IRS for years and want 1o reach Ms.
Olson, visit the Taxpayer Advocate Service Web site at
(www.irs.gov/ind_info/advocate. himi), or write to her at IRS
Mational Taxpayer Advocate, Internal Revenue Service, 1111
Constitution Ave, N.W., Room 3031, Washington, DC 20224,

The Taxpayer Advocate Web site also offers several ways Lo phone
the Taxpayer Advocate Service, including a toll-free phone line,
(877) 777-4778. You also can call, write or visil the ncarest office
for your state -- se¢ Publication 1546, "The Taxpayer Advocate
Service of the IRS” for a list of local offices

01/17/2002
00800000001099



RE: [N THE NEWS: 1/15/02 Page 4 of 37
l[t'l;p.L‘::I.*ar'mld.gu-.-.‘puh-'irs-pdﬁpI.‘Hﬁ pal £,

To bring a case to the atention of the Taxpayer Advocale Service,
you'll be asked 1o fill out Form 911, =Application for Taxpayer
Acsistance Order” (fip. fedworld. gov/pub/irs-pd 01911 pdf). I you
try it, I'd be interested in your reactions, as I'm sure 11 be writing
about this topic again.
3. Tax Policy: BUSH URGES TAX CUTS BE MADE PERMANENT AFTER PLANNED
EXPIRATION OF TAX RELIEF LAW* BNA

The Bureau of National Affairs, Inc.,
Daily Tax Report

January 15, 2002, Tuesday
10 DTR G-1 (2002)
LENGTH: 1121 words
SECTION: TAX, BUDGET & ACCOUNTING

TITLE: Tax Policy: BUSH URGES TAX CUTS BE MADE PERMANENT AFTER PLANNED
EXPIRATION OF TAX RELIEF LAW

AUTHOR: By Nancy Ognanovich

TEXT:

President Bush Jan. 14 officially called for making last year's package of tax culs permanent, saying in
a speech that he wants the provisions of the 5 1.35 trillion tax relief package to be extended indefinitely
after that law expires at the end of 2010,

While Democrats are calling for scaling back the tax reliel package, Bush said in an address on his
economic proposals that he has decided to argue over the next several months that the tax cuts should be

permanent.

"There's going 1o be a debate when we go back to Washington about tax relief,” Bush said during the
start of a two-day, three-state trip to build support for his legislative agenda. "But ['ve made up my mind,
the tax relief plan we passed -- which you're beginning to feel the effects of - is going lo be permanent.”

Bush said he still plans to reintroduce his economic stimulus plan with provisions 1o extend
unemployment benefils for displaced workers and to help the unemployed maintain heaith insurance.
However, the president suggested the stimulus -- which is expected 1o be included in the FY 2003 budget
sent to Congress carly next month - also will include language to make last year's 1% culs permanent,

» Americans don't want an unemployment check,” Bush said during an address to the employees of the
John Deere Harvester Works in Moling, 111 " Americans want a permanent paycheck, and that's got to be
the mission of any good stimulus package.”

Bush's comments came amid reports that Sea, Edward Kennedy (D-Mass.), the president’s ally on
recently enacted education refonm legislation, may call for scaling back the tax relief package during an
address planned for Jan. 16. They also followed comments from Senate Majority Leader Thomas Daschle
(D-8.D.) raising concemns about the imipact tax cuts have had on the disappearance of anticipated federal
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budget surpluscs.
Tepeal’ of Tax Cut Criticized.

The tax cuts enacted under Pub. L. No. 107-16, the tax relief package passed last year, would terminate
after 2010, Current estimates on the size and length of the retuming federal budge! deficit by the Office of
Munagement and Budget and others reflect assumptions that the tax cuts will not be rencwed after that
date.

However, a proposal by the White House to extend those tax cuts after that time would likely increase
deficit projections. The White House already has indicated that the budget blucprint that Bush sends to
Congress for FY 2003 will reflect a new deficil.

[ his comments in 1llinois and in Missouri later in the day, Bush did not address the difficulty the
administration will face if it pushes 1o make the tax clts permanent. But the president suggested his
bottom line in the upcoming debate will be to maintain the Lax relief package enzcted to date,

Bush reiterated his view that recession and war both justify deficit spending.

*The worst thing 1o da is, in the face of this recession, is 1o nol let people have their tax break,” Bush
caid. "1t doesy't make any economic sense. And thal's why we're not going 1o let them ... repeal this tax
{1 e

I terms of the economic stimulus plan, the president told farmers in Aurora, Mo., that he will work
with Demaocrats and Republicans to provide assistance for the unemployed. But he said he will alzo
continue to push for provisions to accelerale depreciation for equipment, give 1ax relief to low-income
warkers, and otherwise speed up tax relief.

Lindsey: Stimulus an Insurance Policy.

With many economists expressing doubt ahaut how stimulative the president's plan actually will be,
White House officials now are characterizing the proposal as an insurance plan for the U.S. economy.

Lawrence Lindsey, director of the Mational Ecoromic Council, said in comments Jan, 12 that he now
believes the preconditions for an cxpansion are in place but the stimulus package 1s still needed.

“Wie have very lean inventories -- that is usuaily the key to the beginning of an economic expansion ==
bul . what is needed is that we have an insurance policy,” Lindsey said on CNN's Novak, Hunt &
Shields, "And the insurance policy, quite frankly, i5 what the president suggested pass, the one that
passed the House twice, that was etalled in the Senate, because we shouldn't take any chances here. This
is the opportunity for the economy (o be revived. The preconditions arc there. Let's not have another
year of slow growth,”

Lindscy, who accompanied Bush on his trip to Hlinois and Missoun, downplayed a recent analysis of
{he House-passed stimulus by the Congressional Budget Office that said key provisions such as ending
the corporate alternalive minimum tax would have only a small impact at best on the economy (3 DTR G-
3. 1/8/02). Lindsey said he does not believe any changes in the stimulus package should be undertaken.

» Almost every private-sector forecast ... [has] estimated what the president proposed as being exactly
what the economy needs, as was the first tax cut,” Lindsey said. "It 15 retail sales that have held this
cconomy together. Retail sales, [ think, were the resull of the tax cut that the president proposed. What
we're proposing now to do is to extend that inte the investment side, because it is investment that 1%
lagping right now.”
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Lindsey said "there's nothing in particular” wrong with Daschle’s altemate proposals for stimulating the
economy, which include tax breaks for businesses that expand and add workers. However, he said "one-
shot" remedies usually are not effective.

“The first thing we know is that one-time, short deals dom't work,” Lindsey said in addressing Daschle's
plan. "You need long-term incentives. And what we're proposing is bringing those rates down as part of
long-term incentive. A three-year incentive 1o invest == that's a long-term incentive. Back in the 705 we
iod 1 lot of these one-shot, one-year deals, The economic evidence is clear. They don't work.”

Lindsey also suggested that the extra spending that Daschle is proposing for homeland secunity, health

and science research, and more will not be as carefully targeted as the extra spending the president will
propose for many of the same categorics in his budget.

Lindsey said OMB has subjected the spending proposals for homeland security and other arcas (o a
cost-benefit test. And even if the extra spending in the FY 2003 budget will contribute to the deficit, he
said the longer term budget outlook should be good.

"We're spending money cost-effectively,” Lindsey said. "We are going to be returning o budget surplus
in the not-too-distant future.”

3. Bush Pledges to Restore Confidence in Feonomy; President Says Success Tied to War on Terror
* The Washington Fost

The Washington Post

January 15, 2002, Tuesday, Final Edition
SECTION: A SECTION; Pg. AD4
LENGTH: 688 words

HEADLINE: Bush Pledges to Restore Confidence in Economy; President Says Success Tied to
War on Terror

BY LINE: Mike Allen, Washington Post Saff Writer

DATELINE: AURORA, Mo,, Jan. 14

BODY:

Unveiling his sccond-year economic agenda in stops at farm towns along the Mississipm River,
President Bush promised today to restore Americans’ con fidence in the listless economy. He
acknowledged, however, that a full recovery depends on making people feel safer from terrorism.

Bush said a comerstone of his plan is to preserve the fax cuts that are scheduled to be phased in between
now and Dee. 31, 2010, even as Sen. Edward M. kennedy (D-Mass.) plans to launch a drive on
Wednesday to roll them back.

Several elements of Bush's § 1.35 inllion tax cut are not scheduled 1o take effect until the final year,
ineluding the estate tax repeal and the full 3 1,000 child tax credit. Bush has said he considers any
postponement of the later phases o be a tax increase, "Now, there's going to be a debate when we go back

1o Washington about tax relief,” Bush sad this meming at a John Decre tractor factory in East Moline, 1L,

01/17/2002

00800000001102



RE: IN THE NEWS: 1/15/02 Page 7 ol 37
*But I've made up

my mind. The tax relief plan we passed, which vou're now beginning to feel the effects of, 15 going o
e permanent.”

In fact, the entire tax cut package is scheduled to expire in 10 years, although many analysts predict that
a future Congress and president will extend ils main components.

Bush's reference to a coming debate was a shot at Kennedy, who plans to give a speech Wednesday al
the National Press Club in which he will call for postponing tax cuts scheduled to take effect in 2004 and
beyond. A congressional source said today that Kennedy will argue those parts of the fax cul package
=averwhelmingly benefit the wealthy.”

Kennedy estimates that his proposal would save the government § 350 billion over the | (- year period.
The senator will propose that the savings go o increased funding for education, a prescription drug
henelit for Medicare and protection of Social Security.

Bush, however, told farmers af a feed mill kere that a erucial way to stimualate growth during a recession
is 1o let people keep more of their own money. “That's Economics 101 - except, it sounds like some of
them hadn't taken the course in Washington,” he said.

Still. Bush lavished praise on Kennedy, crediting him with helping win passage of the education bill
signed last week. "Never did | dream that 1 would say good things about him,” Bush zaid today, drawing
laughter, "Never did he dream that I would say good things about him.”

Bush, expressing concern for workers who have lost their jobs or fear they will, announced a five-point
plan that highlights the economic aspect of all his other domestic priorities: homeland security, education,
trade, energy and an economic stimulus package that includes a speeding up of tax cuts scheduled to take
effect over the next decade.

Alluding to the war on terrorism, he said: “ Al this moment in history, the best thing [ can do, along with
my adminisiration, in order to build the confidence of the American people, is 1o prevent the evil ones
from hitting us agan,”

At the earlier stop in llinois, Bugh said there 15 “no question the attacks on America on 9.11 have
affected our confidence.”

"But the more the American citizen realizes that our federal government, in combination with state
government and local authorities, are working day in and day out to prevent any other kind of attack,
confidence will petumn,” he said.

The president turned his eye unabashedly toward 2004 as he opened a wo-day trip, mesting with lowa
political leaders and stopping in several swing states. Bush's appedrances now feature campaign-style
panmers saving "Working for Amenca.”

The trip was designed partly to reassure farmers who were dismayed by the administration’s decision
last year to stick with its free enterprise principles and oppose a farm bill that would have continued hefty
subsidies, Bush said he will support a bill that s "generous and affordable.”

Bush found a way to make his call for open markets palaiable here in the Farm Belt, Referring to the

Russian president, he said, "We've got 1o get my friend [Vladimir] Putin to be buying John Deere
products.”
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4. Envon Tax Stratepy Opposed by Clinton Draws Attention of Government Officials * THE
WALL STREET JOURNAL

THE WALL STREET JOURNAL

January 15, 2002
Politics & Policy
Enron Tax Strateey Opposed by Clinton Draws Attention of Government Officials

By JOHN D, MCKINNON
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON -- Government officials are examining whether Enron
Corp.'s extensive use of a controversial tax sirategy, once apposed by the
Clinton administration, contributed o its financial problems.

The tax strategy drew fire in 1996 and 1997 as a potentially improper way
to reduce laxes while masking company debt, Initially, it promised a kind
of accounting alchemy. It allowed a company to borrow maney from a
subsidiary and treat the transaction as debt thal generates interest
deductions for lax purposes -- but as equity for its shareholders.

Rut the Clinten administration failed to get Congress to block it, and the
Internal Revenue Service dropped o legal challenge 1o Enron's use of the
strategy, known genenically as "trust-preferred securilies.” The strategy has
been widely marketed and used: Goldman Sachs Group Ine. pioneered the
product with an investment known as MIPS, or Momthly Income Preferred
Shares or Securities. Other firms quickly followed with similar products,
with different names and slightly different forms.

A spokeswoman for Goldman said the company underwrote an early
Enron MIPS deal but, in general, has had linle involvement with the
company. As the sirategy was initially marketed during the 1990s, a
corporation typically formed a subsidiary that issued prefemed shares
paying a fixed, regular amount 1o investors, The subsidiary then lent the
proceeds 1o the corporation.

For tax purposes, the corporation could

deduct interest paid on the debt, arguing that

the preferred shareholders owned the
subsidiary. But for financial-accounting purposes, the corporation could
arzue that it controlled the subsidiary; hence, 1 could treat the loan more
like an asset.

Defenders of the strategy said that in recent years, tighter accounting rules
have required clearer disclosure of the debt on a company's books,
although certain aspects of the strategy still carry advantages over
conventional loans for purposcs of ratings agencies.

The Houston energy-trading firm didn't respond to requests for comment
Q1172002
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an its use of the strategy, which became hugely popular with banks,
insurance companies and utilities, amang others. One advantage is that
such arrangements often allow interest payments 0 be deferred for five
Yeiurs,

But the deals initially raised red flags among regulators. The Clinton
administration asked Congress in 1996 and again in 1997 to limit the
strategy’s Use in many situations. Securities firms and businesses lobbied
intensely to defeat the proposal, The Internal Revenue Service challenged
Enron's use of it with two subsidiaries: Enron Capital LLC, a Turks and
Caicos entity, and Enron Capital Resources LP, a Delaware limited
partnership. [n both cases, the [RS didn't allow Enron to take the interest
deductions.

Enron responded in Apnl 1998, filing a petition in the U.S, Tax Court 10
averiurn the IRS's decision. The litigation became the fest case for the
investments and briefly roiled the financial and accounting industries.

*The case will be closely watched because the MIPS structure has been
used by taxpayers to raise billions of dollars in capital that is meant to be
ireated as debt for tax purposes but not entirely as debt by ralings agencies
such as Moody's and Standard & Poors,” accounting firm Emst & Young
LLP wrote to its clients in June 1998, A number of observers predicted
the TRS would fail in its challenge. The IRS eventually conceded the key
ecues in the Enron case and issued technical advice to taxpayers allowing
use of trust-preferred transactions to justify deductions in many
circumstances. The ruling was “likely an outgrowth of the favorable
cetrlement in Enron v, Commissioner,” Emst & Young wrole.

Energy price swings and the company's use of off-balance-sheet
partnerships appear to have contributed substantially to Enron's problems.
But government officials also are interested in Enron's usc of
wrust-preferred products. They said that at least $900 million or so shows
up in the company's latest annual report, Ed Kleinbard, a lawyer in New
vork who assisted the Securities Industry Association in responding 1o

IRS audits of companies that used the wust-preferred vehicle, said that in
tive current regulatory environment, use of the trust-preferred strategies is
legitimate. "1 don't think of this as an example of the system gone awry," he
said.

- Michael Schroeder contributed o this article,

5. Pensions: GRASSLEY EXPLORING PROTECTIONS FOR RETIREMENT PLAN
PARTICIPANTS * BNA

The Bureau of National Affairs, Inc..
Daily Tax Report
January 15, 2002, Tuesday
10 DTR G-2 (2002)
LENGTH: 600 words
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SECTION: TAX, BUDGET & ACCOUNTING

TITLE: Pensions: GRASSLEY EXPLORING PROTECTIONS FOR RETIREMENT PLAN
PARTICIPANTS

TEXT:
Sen, Charles Grassley (R-lowa], ranking member of the Finance Committee, said Jan, 14 he is
pursuing whether Congress should lighten up protections for retirement plan participants in light of Enron
Corp.'s collapse.

Millions of taxpayers have hundreds of billions of dollars invested in employer-sponsored relirement
plans that receive favored treatment under the federal tax code, Grassley noted in a news release.

*The Committee on Finance has the pnimary responsibility, under its jurisdiction, for making sure
refirement plans comply with the tax code and other laws,"” he said. "Our committee also has the
responsibility to fix any weaknesses that might leave retirement plan participants in trouble if their
employer goes under.”

While all the details of the Enron retirement plans are ot yel known, Grassley said, some arcas already
are emerging as targets for screliny.

Five Areas Targeted.
Specific arcas Grassley is looking into are:

- Company Stock. Under current rules, a company can restrict a retirement plan participant from
selling the match received in company stock through an employee stock ownership plan. Enron
employees' company stock matches were restricted, Grassley noted. The senator said he is researching
whether employees should be able to change this investment choice prior to an arbitrary age.

- Mandated Purchases of Company Stock. Current law allows a plan sponsor to compe! employees to
purchase up to 10 percent of employer stock as a condition of participating in a 401(k) plan. Grassley said
he thinks this ule should be eliminated.

- Fiduciary Rules, These rules ensure that companies propeely invest and handle retirement plan
meney, including spending the money for the exelusive benefit of their employees. Grassley said he
wants 10 learn whether Enron officials violated their fiduciary duties and, in general, whether Congress
should change the existing rules.

— Black-Outs. A black-out or lockdown occurs when a plan is shut down for a period of time 1o allow,
for example, change 1o another plan administrator. Enron had such a black-out, althou gh the length of
time is disputed, Grassley said. The senator zaid he wants to get the facts on this because it may coincide
with the decline in the company’s stock value.

- Mandated Diversification of Stocks in Retirement Plans. Some legislation has been introduced 10
mandate that employees hold no more than a certain percentage of stock in their 401(k) plan.
Diversi fication in one part of the plan should indicate thal all investments should be mandated, Grassley
said. He added that he has an open mind, but thinks mandates are nol desirable nor particularly feasible.
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Grassley said he is pursuing these ideas with expens from outside groups and agencies such as the
Treasury Department, the Labor Department, and the Pension Bencfit Guaranty Corporation.

"The tax code smiles on retirement plans, for good reason,” Grassley said, "Tax breaks encourage
employers to sel up relirement plans and employees to lake part in those plans. If employers find it casy
1o break the rules, then Congress has to rewnite the rule book. Otherwise, employees Counting on a secure
retirement might be left out in cold.”

In addition to the retirement plan track, Grassley said he is part of an effort to look into whether Enron
used certain tax vehicles that might have masked the company's financial condition.

Text of Grassley's news release is in BNA TaxCore.
6. U.S. Loses Trade Case to Europeans on Offshore Tax Havens * The New York Times

The New York Times

January 15, 2002, Tuesday, Late Edition - Final
SECTION: Section C; Page |; Columnn 2; BusinessFinancial Desk
LENGTH: 690 words
HEADLINE: U.S. Loses Trade Case to Europeans on Offshore Tax Havens
BYLINE: By DAVID E. ROSENBAUM with ELIZABETH OLSON
DATELINE: WASHINGTON, Jan. 14

BODY:

The United States lost its final appeal today in a dispute with Europe over tax policies. The ruling is
considered all but certain to renew trans-Atlantic trade tensions and could cost American companies
billions of dollars in higher taxes.

Affirming earlier rulings, an appeals panel of the World Trade Organization, the Geneva-based group
that regulates trade, held that the offshore tax havens allowed by United States tax law amounted 1o an
illegal wrade subsidy and must be scrapped. The dispute between the United States and the European
Union over tax havens has been going on for years, but negotiations were suspended while the case was
before the appeals board.

Robert B, Zoellick, the United States trade representative, said that today's ruling was not unexpected
but that he was "disappointed by the outcome.”

wWe will be consulting closely with Congress and affected U_S. interests regarding next steps,” he
added.

The next step is for a W.T.O. arbitration panel to determine the level of trade sanctions the Europeans
will be allowed to impose. That will probably occur in April.

Under Americar law, exporters can avoid paying laxes on some OVErscas sales by channeling profits
through subsidianes in places like Guam and the Virgin Islands. This saves American companies ==
including giants like General Eleclric, General Motors, Microsoft and Boeing -- more than $4 billion a
year in taxes,
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In dollar terms, that makes this the largest trade case in history.

The European Union contends that the tax breaks give American exporiers an unfair edge in
inernational commerce, The United States holds that the tax advaniage is no greater than comparable tax
breaks in Europe. European companies, for example, do not have to pay value-added taxes on exported
goods. There is no difference between the Clinton and Bush administrations’ positions on the issue.

Many academic tax experts have argued for years that it was bad policy to lower companies’ 1axes
simply because they have subsidiaries overseas. But lawmakers have accepted the argument that tax
havens are necessary to allow American companies to compete in international trade, and the law has
strong support in both parties in Congress.

Companies will continue 1o receive the breaks unless the law is changed.

United States trade authoritics say they think that the European Union brought this case primanly oul of
bitterness against Washington for using the W.T.0. 1o pry open European markets for bananas and
hormone-treated beef. But European officials say that is not the case, and they point in particular to the
advantage the tax break gives Boeing in its competition with the European consortium Adrbus [ndustne
for global aircrafl sales.

The W.T.0O. first ruled against the United States in February 2000. In response, Congress tinkered with
the law that fall, But the European Union said the new law was no better than the old one, and last
August, the World Trade Organization agreed. Today's ruling came on an appeal of the decision last
August.

“Now it is up to the U.S. to comply with the W.T.0.'¢ findings to settle this matter once and for all,”
said Pascal Lamy, trade commissioner of the European Union.

The Europeans have threatened to impose tariffs as high as 100 percent on a broad list of American
goods including iron, steel and aircraft. If that were to happen, the United States would surely retaliate
with stiff sanctions of ils own.

But few people who follow trade matters expect an all-out trade war. "Trans-Atlantic trade is so vast
and so beneficial that neither side can afford a breakdown,” an American trade official said today.

The issue, therefore, is what concessions Washington will have to make to mollify the Europeans and
comply with world trade rules.

“The United States respects its W.T.0. obligations, which serve America's interests,” Mr. Zoellick said,
mand we intend to continue to cooperate with the E.U. in order to manage and resolve this dispute. This is
an especially sensitive dispute that, at its core, raises questions of a level playing field with regard to lax

policy.”

7. WTO Rules Against U.S. Tax Breaks, Opening the Way for EU Retaliation * THE WALL
STREET JOURNAL

THE WALL STREET JOURNAL

January 15, 2002

Business and Finance - Europe
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WTO Rules Against U.S. Tax Breaks, Opening the Way for EU Retalintion

By GEOFF WINESTOCK and NEIL KING JR.
Siaff Reporters of THE WALL STREET JOURNAL

WASHINGTON -- The World Trade Organization ruled against a U.S.
law that gives big 1ax breaks to American experters, a decision that could
open the way for the European Unian to impose billions of doliars in
retaliatory duties.

An appeals panel of the Geneva-based WTO ordered the U.S. to repeal

€4 billion of tax breaks for American exporiers whao operate through
ofTshore subsidiaries, or face possible sanction. If the U.S. fails to comply,
the matter goes 1o an arbitration panel, which would set the level of
penalties the Europeans can impose. U.S, trade officials said April is the
earliest that the new duties could be imposed.

Sg far. the Bush administeation has shown linle desire to amend the law o
gase European concerns.

The EU faces the difficult decision of how to exploit its victory. Few
expect swift retaliation no matier what the arbitration board decides.

Analvsts say the EU is likely to use the decision as leverage 1o make the
11.5. moderate its policies in other areas, especially a possible move by
President Bush to impose protective taniifs on foreign steel imports.

“There {5 no reason for the Europeans to rush
for retaliation,” Gary Hufbauer, a irade
specialist at the Institute for International
Economics in Washington, said. "This is an
important bargaining chip, but for now the EU
is likely 1o hold it in reserve.”

If the U.S. imposes a new set of steel tariffs, a
decision Mr. Bush must make by early March, the EU could respond with
dutics on selected U.S. goods from steel-producing states such as
Pennsylvania or Indiana, Mr. Hufbawer said.

.S, Trade Representative Robert Zoellick said the administration was
"disappointed,” but not surprised by the ruling.

*This is an especially sensitive dispute that, at its core, raises questions of a
level playing field with regard to tax policy,” Mr. Zoellick said in a written
statenient.

The decision, however was welcomed by European Trade Commissioner
Pascal Lamy, who called on the U5, to comply rapidly with the WTO's
findings.

All signs pointed 1o continued discussions on the issue between
Washington and Brussels, though the atmosphere could get chilly very
quickly if Mr. Bush moves to protect the U.S. steel industry.
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U.S. companies have much at stake, particularly General Electric Corp.
and Boeing Corp., the biggest beneficiaries of the tax-break program. The
Clinton administration sought to revise the so-called foreign sales
corporations program in 2000, after the WTO made a preliminary ruling
that the program violates rules that outlaw export subsidies and distorts
warld markets. But lobbying in Congress produced a law that handed even
bigeer breaks to ULS. exponiers,

Meanwhile, the European Commission, the ELPs exccutive arm, has staked
ite credibility on the case and has received support from some European
companies, especially Airbus, which argues that the tax breaks help its
archrival Boeing.

But many European companies are ambivalent about the LS. tax breaks
because they have subsidiaries in the 1.5 that benefit from them.
European consumers will protest any trade sanctions that make goods
there more expensive. The EU also wanis to aveid a spat that could make
it hard to cooperate closely with the U.S. in completing the new round of
world trade talks that was launched last year.

Some ELJ member governmenis, such as Belgium and Spain, are also
reluctant 1o press 100 hard on the issue because the U.S. is threatening to
take action against tax breaks for their companies, which the U.S. says arc
also in breach of world trade rules.
8. EU Says WTO Rejects U.S. Tax Law, Permitting Sanctions Claim * Bloomberg

BLOOMBERG

January 14, 2002
EU Says WTO Rejects U.S, Tax Law, Permitting Sanctions Claim

Geneva, Jan. 14 (Bloomberg) - The European Union said it won World Trade Organization clearance
to impose trade sanctions against U.S. companies after the WTO ruled that a U.S. tax break violates
global export-subsidy rules.

The 15-nation EU must now decide whether to press for as much as §4 billion in damages, which
would be the highest in the WTO's seven-year history. The case affects hundreds of exporters including
Boeing Co., Microsoft Corp., Eastman Kedak Co., Archer Daniels Midland Co. and General Electric Co.

**Going down the road of retaliation is in no-one's interests,” says John Weekes, former Canadian
ambassador to the WTO who now chairs the trade practice of APCO, a public affairs company. ~It's
incumbent on them both to find a solution.”

The threat of European sanctions adds o trade tensions at a time when the economy on both sides of
the Atlantic is slowing. The EU is also seeking to head off U.S. quotas and tariffs on steel imports, while
the U.S. it considering 2 WTO complaini against European restrictions on genetically modified foods.

"“We have made a point of handling this disputc in & very reasonable manner,” EU Trade

Commissioner Pascal Lamy said in a faxed statement. ~"Now it is up to the U.S. to comply with the
WTO's findings.”
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Sanctions
The WTO is expected to rule around the end of March on the final level of sanctions that the EU could
apply. The ELl has argued that §4.04 billion is the size of the tax law's application to U.5. companies’
global exports, not just to the share that go 1o Europe.

Richard Mills, spokesman for U.S. Trade Representative Robert Zoellick, declined to make an
immediate comment, saying the Bush administration will put oul a statement “soon.”

U.S. officials have said that they would oppose any sanctions award of that size, Zoellick last year gaid
the penalties would be like a "“nuclear bomb" on the U.S. trade relationship with the EU.

A WTO dispute panel found last August that even afier an overhaul, a 10.5. law that allows companies
10 shield income from taxes on a range of sales is an illegal export subsidy to hundreds of companics.

Several LS. lawmakers, including California Republican Bill Thomas, who chairs the tax-writing
House Ways and Means Committee, have said they would prefer to move to a "territorial" system such as
Europe's. That would mean that only domestic eamings are
subject to tax, although certain foreign profits are taxed.

Global Taxes

All U.S. taxpayers - including foreign and domestic companies -- are eligible for tax breaks under the
revised law, allowing them to protect much of their income eamed outside the country from U.S. tax, as
long as they have paid tax overseas on

their carmnings.

Currently, the U.S. employs a "global” tax system, in theory subjecting company eamings all over the
world to tax. U.S. law then excludes some categories of eamings, a pelicy the WTO said was illegal.

The new law, known as the Extraterritorial Income Act, was passed in November 2000 after the U.5.
missed an earlier deadline. [t replaces the original Foreign Sales Corporation law.

Kenneth Dam, U.S. deputy Treasury secretary, said in November the ruling sets a standard for taxing
corporate income eamed abroad that calls into question the ax systems of many countrics, including
those in the ELI

9. IRS Tax-Shelter Victory Won't Be Overturned by U.S. High Court * BLOOMBERG

BLOOMBERG

January 14, 2002
[RS Tax-Shelter Victory Won't Be Overturned by U.S, High Court

Washington, Jan. 14 (Bloomberg) -- The U.S. Supreme Court staved out of a battle over corporate 1ax
shelters, rejecting an appeal by a real estate company accused of trying to dodge the Intermnal Revenue
Service by diverting loan payments overseas,

The high court action is a boost to the IRS, which su fTered courtroom sctbacks recently on its claims
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that Compag Computer Corp., United Parcel Service Ine. and American Home Products Corp. used
illegal tax shehters, The agency says such shelters arc a multibillion-dollar problem.

The justices left intact a $1.2 million assessment against Del Commercial Froperties Inc., a Canadian
company that manages U.S. real estate. The Bush administration urged the cour not (o hear the
company's appeal.

Courts *"have had no problem disposing of taxpayer claims in cases such as the present one, in which
there is a transparent lack of nontax business purpose,” the government argued.

A federal appeals court in Washington upheld the assessment. That ruling ""may cripple tax
planning,” Del Commercial contended in its unsuccessful appeal.

** A basic premise of modem corporate finance is the use of numerous steps and/or intermediaries in a
transaction with an underlying commercial purpose in order to reduce or eliminate tax liability," said the
company, which hired Harvard law professor Laurence Tribe to make its case at the high court.

The fight centered on S14 million in loans made by Royal Bank of Canada to one of Del Commercial's
Canadian parent companies in 1990. The IRS says that money was immediately passed through four
affiliates before landing in Del Commercial's accounts.

Del Commercial repaid much of the money, plus interesl, to the Dutch affiliate that was the last o
touch the loan money.

The IRS says that was a ruse designed to avoid the duty of U.5. taxpayers to withhold taxes owed by
their foreign lenders. A treaty in effect at the time exempted lenders based in the Netherlands from those
taxes.

The case is Del Commercial Properties v. Commissioner of
Internal Revenue, 01-681.
10. THIRD-PARTY DESIGNEE BOX ON NEW FORM 1040 AVAILABLE * Tax Notes Today

Tax Notes Today

JANUARY 15, 2002 TUESDAY
DEPARTMENT: Official Announcements, Notices, and News Releases; IRS News Releases
CITE: 2002 TNT 10-13
LENGTH: 298 words

HEADLINE; 413 2002 TNT 10-13 THIRD-PARTY DESIGNEE BOX ON NEW FORM 1040
AVAILABLE. (IR-2002-04) (Release Date: JANUARY 14, 2002) (Doc 2002-1096 (I original page))

The IRS has announced (IR-2002-04) that 1axpayers can enable the IRS to talk directly with a third parny
1 correct mistakes, such as simple math errors and data omissions, during the processing of the
taxpayers' returns by selecting the third-party designee box on the new Form 1040, The third party will
aleo be able to discuss the status of a refund, payment, or other notice with the [RS. The designation,
however, does not eliminate the need for a Power of Attomney for issues dealing with examinations, under
reponed income, appeals, and collection notices.
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11. The Widows Triumph * THE WALL STREET JOURNAL

THE WALL STREET JOURNAL

January 15, 2002
Review & Outlook
The Widows Triumph

Ever have one of those days where vou roll out of bed, gulp your black
coffec and pump yourself up for the big fight you know is coming? Well,
with the Internal Revenue Service preparing to pursue the taxable estales
of foreigners who lost their spouses on Seprember 11, we were ready to
rumble.

And then Congress surprised us, and probably even itself, and did the right
thing.

The surprise is the Victims of Terrorism Tax Relief Act, and actually it
wasn't totally the right thing. But we'll get back to that below. As these
columns first reported when we wrote about the case of Lucy Thompson
on October 12, .S, estate-tax law lacks a spousal exemption for
foreigners. This made widows and orphans juicy targets for the [RS to
pounce on whatever cash and assets the victims of September 11 had left
them. If the numbers add up the way we've been told, Congress has now
eranted them a reprieve.

Congress did this by extending to those who were killed on September 11
the same special tax treatment granted 1o soldiers whao fall in the line of
duty. Though not designed with the forcign widows and widowers in mind,
these people have nonetheless received a huge assist. That's because the
new law grants the special 1ax status 1o the estate of the deceased, 5o the
spousal exemption doesn't really matter,

The math iz extremely complicated, and involves tax treaties with difTerent
countries. But we're told it works out to shielding the first 38.5 million from
federal tax in the absolute best cases (for those foreigners living here) to
$600,000 in the worst (those nonresident). Even in the worst case, that is

10 times the protection they would have received otherwise, with much
lower tax rates. As such it brings a special measure of mercy for the
hundreds of foreizn families who lost loved ones on September 11,
including 53 British, 24 Jupanese, 17 Mexicans, 18 Koreans and many
dozens of others who still have mortgages and college tuitions to pay as
they try 1o keep their families together.

OF course, the simplest and more humane solution would have been to
ahalish the estate tax, which is scheduled for extinction anyway, though not
before 2010 and then for one year. That's precisely what Washington
Representative Jennifer Dunn proposed in her Widows of the World

Equity Act.
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But that would have required more compassion than politicians can muster
at one sitting. In fact, Congress seemed ready to consider any kind of
relief, including making all of the dead 11.S. citizens, rather than repeal the
estate tax. And before we praise the Members of Congress too much, no
doubt the fear of special publicity that would have focused on the
September 11 widows was part of their motivation.

Then there is the twisted moral logic of carving out just this estate-tax
exception. A British woman living in America whose husband was killed in
the World Trade Center attacks can now collect whatever was lefi behind
without fear of the IRS. But 2 British woman whose hushand is killed by,
say, a drunk driver or heart attack still faces an estate tax on her assets
starting at as little as 560,000 (foreigners don't get the U.S. minimum
exemption of $1 million) with confiscatory rates of up to 55%. The IRS
philosophy here is that it's all their money, and that a forcign spouse might
up and leave the country before the IRS gets its share.

The case of the Seplember 11 widows illuminates that the real objection to
the estate 1ax is moral. It is a political grab for assets on which taxes have
already been paid once, if not twice. The spouses of September 11 may
be catching a deserved break, but the real solution is to abolish the estate
tax for everyone forever.

12, Tax Credit Misses Some Eligible ® Associaled Press

Associated Press

01/1472002

Tax Credit Misses Some Eligible

By LAURA MECKLER

Associated Press Wniter

WASHINGTON (AP) -- About 4.3 million taxpayers who were eligible for a tax
credit aimed at the working poer did not claim it in 1999, congressional
auditors reporied.

That adds up to a 75 percent participation rate in the eamed income tax

credit program, better than programs such as food stamps and Medicaid that
are available to many of the same people.

The eamed income tax credit, expected to cost 330 billion this year, is one

of the federal government's largest programs aimed at helping low-income
Americans. Available only to the working poor, the eredit enjoys hipartisan
support and has been expanded several times in recent years.

The new report by the General Accounting Office found that parents with one
or twa children were most likely to claim the credit, with more than 90
percent taking advantage of it.

Only 45 percent of adults without children claimed the credit, and only 63
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percent of those with three or more children did so.

The GAO could not explain the differences in participation rates, saying they
may be a result of data collection problems

in the sample examinced or may be

real.

Rep. William Coyne, D-Pa., the top Democrat on the Ways and Means oversight
subcommittee, who requested the report, plans to ask GAO for further
research.

"We are very troubled by it," said Matt Dinkel, Coyne's spokesman.

There are a varicty of reasons why people who are eligible for the tax credil

do not ¢laim it, said John Wancheck, who runs an outrcach campaign on this
tax credit for the Center on Budget and Policy Priorities.

Among them, he said, are thal families aren't aware of it, sometimes because
they eam too little to be required to file a federal tax return. There also

are foster parents and grandparents who may not realize that they may claim
the children they care for when calculating eligibility for the credit.

The EITC, created by Cengress in 1973, is refundable, meaning that even if a
taxpayer owed no income tax they can get a govemment check by claiming the
credit. About 86 percent of claims represent this form of direct cash help.

But the credit is difficult to compute and always has been plagued by crrors.

In 1997, the IRS found that 25.6 percent of more than $30 billion in claims
mehould not have been paid” due to mistakes or fraud. About 20 million

taxpayers made EITC claims that year.
13. Sweeping new law might make 2002 a good year for finances * Houston Chronicle Publishing

Company

The Houston Chronicle

January 14, 2002, Monday 2 STAR EDITION

SECTION: BUSIMNESS; Pg. 3

LENGTH: 853 words

HEADLINE: Sweeping new law might make 2002 a good year for finances

SOURCE: Tribune Media Services

BYLINE: GARY KLOTT

BODY:

NOW that 2002 is well under way, i's an opportune time to consider what you might do for the rest of the

year to improve your financial life.

Early planning is always essential to achieve sizable tax savings. But it's especially important this year
01/17:2002
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because of the sweeping tax law changes that 1ok effect Jan. 1. Most of the major new benefits from the
Tax Relief Act of 2001 start to phase in this year. Here are some strategies to help make the most of the
new law benefits and otherwise save on taxes in 2002 and beyond.

Keep close tabs on your income levels: The key to qualifying for many of the new law's breaks i to find
ways to hold down your "adjusted gross income." Most of the new or expanded henefits are phased out
for individuals with adjusted gross incomes above certain levels.

Included are the child tax credit, retirement savings credit, the new college tax deduction, Coverdell
Education Savings Account, adoption credit, student loan deduction, IRAs and the camed income credil.

Careful timing of investment sales may prove critical if you're bordering on the income limits for a
valuable benefit you hope o claim. In some cases, you'll want to try to avoid realizing large investment
gains in years in which you expect to reap substantial benefit from some income-contingent breaks,

Employees can reduce their adjusted gross income by taking advantage of their employer's 401(k) plans
and "fexible spending arrangements™ for health-care and dependent-care expenses,

Shelter more: The new law gives most individuals the opportunity to shelter much more of their income
in retirement and education savings accounts, where your money can grow and compound fuster than if
part of the eamings were taxed away each year. The contribution limits for IRAs, self-employed
retirement accounts, employer-sponsored plans and education savings accounts have been sharply
increased, h

Defer income: Deferring income through the use of retirement accounts and deferred-compensation plans
will not only postpone the tax liability for years but also may make the income eligible to be taxed at a
lower rate in the future. Tax rates above the 15 percent tax bracket are scheduled to drop in 2004 and
again in 2006.

Think taxes in daily financial life; Whenever you make a financial move, consider the tax aspecis. In
some cases, how you arrange the financial transaction can greatly affect your tax bill.

Charitable contributions are a prime example. How much of a tax benefit you'll receive for your
charitable donation will depend not enly on the amount of your contribution, but also on the type of gift
you make, While cash may be the most common form of charitable gift, you'll save more in taxes if you
donate stocks or other investments that have increased in value. So long as you've owned the sharcs more
than one year, vou'll be eligible to claim a charitable deduction for the current market value of your
donated shares. In addition, you'll escape capital gains tax on the appreciation.

Securities sales: 1f you plan to sell off part of your holding in a particular stock or mutual fund, the form
of your "sell order” can have a significant impact on your tax bill. If you acquired the shares al different
times and prices, you may be able to minimize the capital gains tax bite by designating in your sell order
which specific shares to sell, For instance, you could minimize your taxable gain by instructing your
broker or mutual fund to sell the shares you acquired at the highest prices. If you don't identify which
specific shares are to be sold when you place your sell order, the RS will make you use on your tax
return a much less favorable method for determining which shares were deemed sold.

Consider larger tax implications: Before making any tax move, be sure to consider all the ramifications.
Not every tax benefit is worth pursuing, For example, parents who plan to take advantage of the expanded
education savings account to save for their child's college education need 1o consider the potential impact
on their child’s eligibility for financial aid in college. Middle-income families could lose more in financial
aid than they'd save in taxes from setting up an education savings account in their child's name. In
determining how much a family can afford to contribute to the cost of college, financial aid formulas
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count assets held in a child’s name much more heavily than assets in the parent's name.

Alternative minimum income: Higher-income individuals should pay close attention to their vulnerability
to the allemnative minimum tax, or AMT, which inflates the tax bills of people who are able to make use
of various tax breaks to slash their regular tax liability below certain levels. The number of taxpayers
affected by the AMT is projected to double this year and continue to grow at a rapid rate in the years
ahead, partly because of the new law's reduction in the lop fax rates,

Knowing whether you're likely to be hit by the AMT is important because strategies lo minimize or avoid
the AMT are much different than you'd normally employ.

14. Changes to 403(b) plans help teachers save for retirement * USA TODAY

USA TODAY
Janvary 15, 2002, Tuesday, FIRST EDITION
SECTION: MONEY, Pg. 3B
LENGTH: 790 words
HEADLINE: Changes to 403(b) plans help teachers save for retirement
BYLINE: Sandra Block

BODY:

Much has been said about the misplaced priorities of a society that rewards mediocre baseball pitchers
with multimillion-dollar contracts while public school teachers cam less than § 50,000 a year. Less has
been said ahout the raw deal teachers get when it comes to saving for retirement.

Like private-sector workers with access to a 401(k) plan, teachers can arrange fo have a portion of their
salarics deposited in a retirement savings plan, known as a 403(b). Money contributed to a 403(b) sn't
taxed until it is withdrawn, usually when the plan owner retires. But 403(b) plans, which are offered to
teachers and other non-profit workers, have been dogged by high expenses and C-minus performance.
And even teachers with doctorates have been baffled by the Maximum Exclusion Allowance, a
complicated set of rules that governed how much they could contribulc cvery year.

Fortunately, the Economic Growth and Tax Relief Reconciliation Act contained some big changes in
403(b) rules, effective Jan, 1. Among the major reforms:

* Higher contribution limits. Like savers in 401(k) plans, most teachers will be able to contribute up to
$ 11,000 to their 403(b) plans in 2002. Teachers who are age 50 or older will be able to contribute up 1o %
12,000 in 2002, under a "catch-up" provision designed to encourage older workers to save.

Some educators will be able to save much more. Many state and local governments offer 457(b) plans,
another type of tax-deferred savings program, to government employees, including teachers. But in the
past, teachers who participated in a 4(3(h) plan couldn't participate. Starting this year, teachers who are
eligible for a 403(b) and a 457(b) plan can contribute the maximum to both — up to $ 22,000 in tax-
deferred savings  a year, says Barbara Perry, vice president, public retirement plans for TIAA-CREF.

* The end of the Maximum Exclusion Allowance. Some teachers may still need 1o do some
rudimentary calculations, Perry says., But most will be able to rely on the 5 11,000 limit and forget about
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the MEA, she says.

* More portability. In the past, the law barred teachers who switched to the private sector from
transferring money from their 403(b) plans into a new employer's 401(k). Likewise, workers who left
private-sector jobs to teach couldn't roll their 401(k) money into their 403(b) plans. As of Jan. 1, those
prohibitions are gone, making it easier for workers to consolidate their savings in one plan.

However, not all plans allow such transfers, so check with vour employer.
Belter refums

The reforms don't directly address one of the biggest problems surrounding 403(b) plans: a lack of
good, low-cost investment choices.

Private employers that offer 401(k) plans typically arrange for a mutual fund group or plan provider to
handle their workers' 401(k) savings. The 401(k) provider offers participanis a menu of investment
options, usually ranging from aggressive to conscrvative. Because savers are part of a large group, they
often get a break on fees.

Public school systems, by contrast, have siayed out of the investment business. While they'll arrange for
payroll deduction into a worker's 403(b), many don't want 1o select a plan provider. Instead, they allow
sales representatives from financial firms, usually insurance companies, to solicit business from their
employees. X

As a result, a lot of 403(b) money has been invested in annuities, which tend to carry much higher
expenses than no-load mutual funds. Annual fees often run as high as 2% of the amount invested.

The money is frequently invested in conservative products, which lowers the nisk but also leads 1o
lower refums.

Many contracts contain surrender and back-end fees that penalize dissatisfied workers who want to
switch plans,

Advocates for 403(b) reform say the situation is improving. Low-cost providers, such as TIAA-CREF,
are negotiating with some school districts to manage their 403(b) plans. More providers may be willing to
set up 403{b) plans now that the onerous MEA rules are gone, because it's simpler to administer the plans.

Still, some school districts need a push. If you're a teacher and are unhappy with your 403(b) choices,
talk to your administrator about adding some low-cost options.

But before you spproach your school district, do your homework. A good place lo start is
www. 403bwise.com, which was founded by two educators who were frustrated with the lack of
information about teachers' retirement plans. The site offers a 403(b) Bill of Rights, calculators and
updates on the rules governing the plans. Momingstar, the mutual fund information source, offers a good
primer on the plans at its Internet site, WwW, momingstar.com.

15. Tax breaks for college, retirement * The Bergen Record

The Bergen Record

January 13, 2002
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Tax breaks for college, retirement
By KATHLE EN LYNN
Staffl Writer

Families often face two big Ninancial challenges at the same time: saving for college tuition and saving for

retirement. The tax bill President Bush signed last summer offers help on both, with expanded tax breaks
that went into effect Jan. 1.

*"I've got clients who had children later in life," said accountant Tony Wyss of Closter. "Their children are
not starting college till the parents are near retirement age. So it's a question of saving for college vs,
saving for retirement.”

All taxpavers will benefit from lower tax rates that went into effect this year, and you don't have to take
any action to get them. But 1o make the most of the other tax breaks, you've got to ratchet up your
savings. Considering the high cost of college and retirement, that might be a good idea anyway.

Among the most useful changes:
You can protect more of your retirement savings from laxes.

Under the new rules, the yearly maximum contribution for an TRA or Roth IRA rosc this year, from
£2,000 1o 53,000 -- §3,500 for those who are at least 50 and who may need to catch up on their retirement
5AVINgs. i

"With this couniry’s savings rate being so low, that is a great incentive for people to save for retirement,”
said Peter Traphagen Sr., a certified public accountant in Oradell,

The maximum contribution for an employer-sponsored savings plan, such as a 401(k), 403(b), or 457,
rose from $10,500 to $11,000 -- $12,000 for the over-50 crowd.

You can get more tax breaks on saving for college. Families can now contribute 52,000 a year - up from
$500 a year -- to Education Savings Accounts, formerly called Education IRAs. These accounts, available
through mutual funds, banks, and brokerages, allow the money to grow tax-free if used for education
expenses.

And Section 529 college-savings plans, sponsored by the states, also became more attractive. Formerly,
the earnings on these accounts would be taxed at the student’s tax rate when taken out for college costs.
Now they're completely free of federal taxes. You can generally invest in any stale's plan, no matier
where you live or where your child ends up attending college. For more information on Section 329
plans, check www.savingforcollege.com,

“With the incredible cost of college today, [ think more and more families are beginning to save carlier,”
Wyss said.

For students who borrow 1o pay for college, the new tax law expands tax breaks for repaying student
loans. Previously, the taxpayer could deduct interest on student loans for only 60 months; now there's no
limit. And the deduction is now available to taxpayers at higher incomes, beginning to phase out at
$50,000 for single taxpayers and to $100,000 on joint retums.

Oiher 1ax breaks that affect families melude:

You can take a higher tax eredit for your children -- $600 a child, up from $500. But the credit begins 1o
phase out for families with adjusted gross incomes above $110,000 (joint return) and above 875,000
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(single).
You can leave more to vour heirs. Okay, it's hard to get excited about a tax break that you can get only by
dying. But you can leave an estate of 31 million, up from $675,000 last year, without your heirs facing
estate taxes. That exemplion is el to rise steadily over the next eight years.

"This will take many families out of 4 taxable-estate siluation,” said Wyss,

And if you want to share the wealth while you're alive, you can give more to your heirs every year
without worrying about gift taxes -- $11,000 this year, up from $10,000,

16. Tax time process clarified * Dallas Morning News

Dallas Morning News (Dallas, Texas)

January 14, 2002

Tax time process clarified

IRS affers guidance in navigating yearly ineome claims ritual
By PAMELA YTP

Most of us wish we didn't have to file a federal income tax return, but no such luck. It's an annual ritual -
like it or not.

If you're a LS. citizen or resident, the law requires you (o file a tax return.
But there are some people who don't have to meet that requirement.
Whether you must file a retum depends on your gross income, filing status and age.

Generally, if you're under 65, once your gross income hits the following amounts, the law requires you to
file a tax retum:

* §7.450 for single taxpayers.
* £0. 550 for head of houschold.
* £13,400 for married, filing jointly.

Gross income includes all income you receive in the form of money, goods, property and services not
exempt from tax.

In addition, some people believe that the elderly don't have to file a return. But thal’s not always true,
If you're 65 and older, you must file a return once your gross income hits the following amounts:

* §8.550 if you're filing single.

* £15,200 for married filing jointly.

* §10,650 for head of household,

If you tumed 65 on Jan, 1, the government considers you to have been age 65 at the end of 2001,

“The law requires you to file a return if your income is above a certain level, so cach taxpayer will pay
their proper amount of tax,"” says Venus Birmingham, a tax resolution representative at the Internal
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Revenue Service in Farmers Branch.

If you're self-employed, generally vou must file a tax return if your net eamings for the vear exceed 400,

It's very important to file a return if you have to. The government considers it a grave violation if you
don't and assesses tough failure-1o-file penalties.

The penalty i5 usually 5 percent for each month or part of 2 month that a retum is lale, but not more than
23 percent.

The penalty is based on the tax not paid by the due date without regard to extensions.

If you file your return more than 60 days after the due date or extended due date, the minimum penalty is
the smaller of 5100 or 100 percent of the unpaid tax.

You won't have to pay the penalty if you can prove that you failed to file on ume because of "a
reasonable cause and not because of willful neglect,” the [RS says.

Even if vou're not required to file a return, it may be o your advantage (o do 5o,

More than 70 percent of those who file a retum are due a tax refund, and you must file a return in order 1o
get your refund.

If you're eligible for the Eamed Income Credit, you must file a return 1o elaim it.

The credit is refundable, which means the IRS will send you a refund for any amount in excess of your
tax liability.

If you qualify for the Eamed Income Credit, you may be eligible for a credit of up to 52,428 fora
taxpayer with one child and $4,008 for taxpayers with two or more children.

If you need more time to file your return, you may get an automatic four-month extension by completing
IRS Form 4868, Application for Autematic Extension of Time To File ULS. Individual Incone Tax Refurn,

The extension will give you until Aug. 15 1o file your return.
You must request the aulomatic extension by April 15,

Remember this crucial peint: An extension of time to file your retumn doesn't give you more lime to pay
the tax you owe,

You will be charged interest on any lax owed but not paid by April 15th,

You may also be charged a late payment penally. The failure-1o-pay penalty is .50 percent of your
unpaid taxes for cach month, or part of a month, after the due date that the tax isn't paid.

If you need an extension of time to file, you may be able to avoid paying interest and penalties by
estimating how much tax, if any, you'll owe, and including that payment with your Form 4868.

17. IRS wisdom: The early filer gets to sit back, be smug * The Commercial Appeal

The Commercial Appeal (Memphis, Tv)
Jan. 13, 2002
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IRS wisdom: The early filer gets to sit back, be smug

Following are tax tips from the IRS.

Earlier is better when it comes to working on your taxes. The IRS encourages everyone to get a head start
on tax preparation. Not only do you avoid the last-minute rush, early filers also get a faster refund.

There are seven easy ways 1o get a good jump on your taxes long before the April 15 deadline rolls
around:

1. Gather your records in advance, including W-2s and 1099s. Remember to save a copy for your files.
2. Get the right forms. They're available around the clock on the IRS Web site, woww.irs.gov, in the
“Forms & Pubs" section.

3. Take vour time. Don't forget to leave room for a coffee break when filling out your tax return. Rushing
can mean making a mistake - and that can be expensive!

4, Double-check your math and Social Security number. These are among the most commaon rrors on Lax
retumns. Taking care on these numbers reduces your chances of hearing from the IRS.

5. Get the fastest refund. When you file early, you get your refund faster. Using E-filing with direct
deposit might get you a refund in as little as 10 to 15 days.

6. E-filing is easy. E-filing catches math problems, provides confirmation your return has been received
and gives you a faster refund.

7. Don't panic. If you have a problem or a guestion, remember the IRS is thers to help around the clock.
Try the Web site www.jrs.gov. Or call the toll-frec customer service number, (800} 829-1040, between 7
am, and 10 p.m. weekdays, 9 am. to 5 p.m. Saturdays until April 13.

Your filing status on your federal tax return identifies you based on your marital and Family situation,
according to the IRS. It is an important factor in determining whether you must file a retumn, the amount
of your standard deduction and your comrect amount of tax. If more than one filing status applies o you,
you may choose the one that gives you the lowest lax obligation.

There are five possible filing statuses: Single, Married Filing Jointly, Married Filing Separately, Head of
Household and Qualifying Widow(er) with Dependent Child. Your marital staius on the last day of the
year determines your status for the entire year.,

Generally, if you are unmarried, divorced or legally separated according to your state law, your filing
status is Single.

If you are married, you and your spouse may file either a joint retumn or separale refums. If your spouse
died during the vear and you have not remarried, you may still file a joint retum for the vear of death.

Generally, to qualify for Head of Household status, you must be unmarried and have provided more than
half the cost of keeping up a home that was the main home for yourself and a qualifying relative for more
than half the year, You may also qualify if you are married but did not live with your spouse at any time
during the last six months of the tax year and you provided more than half the cost of keeping up 2 home
for you and your dependent child for more than half the year.

If your spouse died during 1999 or 2000, you may be able to filc as a Qualifying Widow or Widower. To
do this, you must meet all four of the following tests:

1. You were entitled to file a joint return with your spouse in the year of death,
2, You did not remarry before the end of 2001,
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3. You have a child, stepchild, adopted child or foster child who qualifies as your dependent for the year,
and

4. You paid more than half the cost of keeping up your home, which was the main home of that child, for
the whole year.

You can find detailed information on each filing status in Publication 501, "Exemptions, Standard
Deduction, and Filing Information,” or by using the interactive "Tax Trails" feature on the IRS Web site

at www. irs.gov. You may download forms and publications from this site or order them by calling toll
free (800) TAX-FORM (1-800-829-3670),

18. Low- to middle-income investors get tax credit * Star-Telegram

Star-Telegram (Fort Worth, Texas)
Janwary 13, 2002
Low- to middle-income investors get tax credit

There is o new federal income tax credit called the Saver's Credit, which is directed to low- and middle-
income people who invest in the government's tax-deferred investment plans.

They include individual retirement account, Roth [RA, 401(k}, 403(b), and 457 plans. The objective 15 to
encourage people to put more money in those investments to expand their retirement savings.

That can be difficult for people who are barely making ends meet. The government's incentive is to offer
a tax credit of as much as 50 percent of contributions up to $2,000 a taxpayer makes to a retirement plan
each year. Essentially, the Saver's Credit is like a matching grant that helps pay for the first 52,000 that
you invest.
Who's eligible for the Saver's Credit:

o Single people with an adjusted gross income, or AGI, of 325,000 or less.

o Heads of households with an AGI of $35,700 or less.

& Couples with an AGI of $50,000 or less.

o For married taxpayers filing jointly, each spouse is eligible for his or her own annual conlnibution

up to $2,000.

You qualify for the credit if you are 18 or over, arc not a full-time student and are not claimed as a
dependent on someone else’s tax retumn.

19. [RS, AARP offer residents free tax assistance * The Enid News and Eagle

The Enid News and Eagle (Enid, 0K)

January 12, 2001

IRS, AARP offer residents free tax assistance
By: Tippi Rasp, Staff Writer

AARP: "We do simple returns for simple people.’
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It's time to tally up taxes for another vear, and those who need free help have alternatives.

AARP will offer its 10-week tax assistance program starting Feb. 1.

Two or three trained volunteers will help prepare taxes 9 a.m. to | p.m. on Saturdays Feb. 2 through Apnl
13, at Public Library of Enid and Garfield County, and 10 am. to 2 p.m. Mondays, Wednesdays and
Fridays Feb. 1 through April 12 at Qakwood Bowl.

Vi Musser, AARP tax assistance coordinator, said the frec services aren’t just for seniors.

"It's geared primarily for seniors, but it is for anybody from low to moderate income,” Musser said,
Musser said the volunteers aren't trained to tackle difficult or complicated returns.

"I've always told people, "We do simple returns for simple people,” Musser said.

The Internal Revenue Service will offer free help for more complicated retums, with tax credits such as
Child Tax Credit, Eamned Income Tax Credit and Additional Child Tax Credit,

The IRS Taxpayer Assistance Center is open during regular office hours. Hours are § am. to 4:30 pm.
Mondays, Tuesdays, Thursdays and Fridays and 8:30 a.m. to 4:30 p.m. Wednesdays.

IRS personnel will help working parents figure three tax credits - all of which can reduce the federal
income taxes of working parents, said IRS spokesman David Stell.

"Some parents may be eligible to claim these credits for the first time,” said Stell. "Especially if there
were changes in the family such as a new child, divorce or decrease in eamnings during the past year.”

Susan Snowden, IRS revenue officer, said all tax forms and valuable information are available via the
Internet at www.irs gov <htip/fwaw.irs.gov=. Tax forms can be downloaded from the site.

The site allows users to enter earnings information for help on selecting a form, and it provides frequently
asked questions and answers.

Snowden said a number of local sites provide the public with access to free tax forms, but many of those
sites run out of forms and don’t have the opportunity to regularly restock.

The IRS office, 301 W, Maine, regularly restocks all forms.
20. City to help residents get income tax credit * Indianapolis Star

Indianapolis Star

January 14, 2002

City to help residents get income tax credit
The community effort will help low-income and Hispanic families claim the money they're entitled to.
By LK. Wall

Indianapolis aims to get an extra $5 million from Washington this year.

Not for the city government, but for lower-income residents who can claim the federal Eamned [ncome
Tax Credit.

The mayor's office has joined with the Internal Revenue Service, the Annie E. Cascy Foundation, local
banks, community groups, financial counselors and Hispanic groups to encourage applications for the tax
credit, The coalition wants to spread the word about the credit, provide free tax preparation and connect
credil recipients with financial education and new bank accounts.

The IRS estimates that 15 percent of residents who are eligible for the tax credit don't claim it. That
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means about $22 million is there for the taking,

But the local effort, known as the Eamed Income Tax Credit Outreach Initiative, has smaller dreams. It
would like to process 3,000 additional tax credit claims this year, which the IRS estimates would bring
nearly $5 million 1o Indianapolis.

Individual families can receive up to $4,008, depending on their income and number of dependents. The
IRS said the average refund in Indianapolis last year was 51,576

Expericnce has shown that people who take the eredit don't use the refund money on luxunes or frivolous
purchases,

“Folks who get the eredit help boost the economy in the city, because they don't . . . use it to go 1o the
Baharmas ™ said Lena Hackett, a local coordinator for the Casey Foundation, a Baltimore-based nonprofit
group that seeks to improve families and neighborhoods.

An initiative in Chicago found that credit recipients primarily used the money to pay off bills, then to buy
necded items.

Indianapolis’ initiative will prepare tax forms starting Feb. 1 at five sites: the Hispanic Education Center,
580 Stevens Si.: Southeast Community Service, 901 Shelby 5t.; the Hawthome Community Center, 2440
W. Ohio 5t.; the Brightwood Branch Library, 2500 N. Sherman Drive; and El Centro Hispano, 617 E.
Morth St. "

The locations were sites for the IRS' volunteer tax preparation program in past years. But the initiative
seeks 1o beef up the IRS' efforts by promoting it and adding volunieers.

"We're oul just beating the bushes right now,” said Ellen Quigley, assistant deputy mayor for policy.
Mayor Bart Peterson encouraged members of the Indiana CPA Society to volunteer. And neighborhood
groups talked about it at their meetings.

In late January, the Casey Foundation will lead neighborhood groups in distributing fliers door-to-door in
the targeted neighborhoods,

Elizabeth M. Gore, chairwoman of Martindale-Brightwood Community Development Corp., szid the fax
credit initiative would help in a tght economy.

*This is just extra money that you didn't count on that, during a time like this, would be very helpful,”
Gore said. "It would provide a surge to this community."

And Ivan Schumann, executive director of the Indianapolis Hispanic Chamber of Commerce, lauds the
effort to find bilingual volunteers to help Spanish-speaking residents claim the credit and to counsel credit
recipients and work with banks to open accounts,

"Instead of putting the $5,000 under the maniress,” Schumann said, "it will be used in the retail economy

here"
21. Miami Herald Action Line * INCOME TAXES MADE NEARLY PAINLESS

Miami Herald Action Line

January 14, 2002
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INCOME TAXES MADE NEARLY PAINLESS

Need a tax form? Have a question about changes to tax law? Want to find the nearest IRS taxpayer
assistance center?

If you have & personal computer and Internet access, you can point and click your way to trouble-free tax
filing at www irs.gov <htpu/weww.irs govi>

The IRS website offers a wealth of resources for making tax time less taxing. A user-friendly format
allows even novice Web surfers to quickly find the information they need. With the help of the site’s
interactive features, you can calculate proper withholding amounts, learn if the interest you pay is fully
deductible or determine whether you're eligible to claim the child and dependent care eredit.

The site also provides instructions for obtaining copies of prior-year tax returns and has a handy tax event
calendar. You can even get help with a particular tax question.

Millions of taxpayers visited the IRS site in 2001, downloading nearly 300 million forms, publications
and a variety of topic-oriented tax information. You can obtain:

Tax forms, instructions and publications.

The latest tax information and fax law changes.

Tax tables and rate ﬁchnliu!ns.

Publication 17, Your Federal Income Tax.

All TeleTax topics.

Answers to the most frequently asked tax questions.
A library of tax regulations.

The weekly fnsernal Revence Bulletin, which contains all the latest revenue rulings, revenue procedures,
nolices, announcements, proposed regulations and final regulations.

In addition, the IRS website offers information on the many benefits of electronic filing. More than 40
million taxpayers filed their returns electronically in 2001. It's accurate, convenicnt and cuts the waiting
time for refunds.

22. IRS Hosts Tax Credit * Newsday

Newsday
{Mew York, NY)

January 15, 2002 Tuesday NASSAU AND SUFFOLK EDITION
SECTION: BUSINESS & TECHNOLOGY, Pg. A5l
LENGTH: 631 wonds

HEADLINE: LONG ISLAND INC.;
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Wewsday Seeks Savings Through Staff Buyouts
BYLINE: Tami Luhby; Katia Hetter

IRS Hosts Tax Credit
Aowarensss Dayvs

To help parents qualifying for the camed income tax credit, the Internal Revenue Service is hosting
EITC Awareness Days at its area Taxpayer Assistance Centers tomorrow, Jan. 23 and Saturdays in
February.

Working parents with incomes under $32,121 can claim the ETTC with tax breaks up to 32,428 for one
child and up to $4,008 for two or more children, The primary requiremenis include: The taxpayer must

file a federal income tax retum; must have samings from wages or self-employment; and must provide a
valid Social Security number for each child listed on eamned income credit schedule.

The centers also assist with general tax-related issues.

Centers in Manhattan are at 290 Broadway, 110 W. 44th and 55 W. 125th streets; in Rego Park at |
Lefrak City Plaza, 59-17 Junction Blvd_; in Garden City at 107 Charles Lindbergh Blvd.; in Massapequa
in the Sunrise Mall; in Inwood at Our Lady of Good Counsel, 68 Wanser Ave.; in Hauppauge at 1180
Veterans Hwy., and in Riverhead at 518 E. Main St.

- Tami Luhby
23, Taxman cometh offering credits * New Haven Register

New Haven Register

January 13, 2002
Taxman cometh offering credits

HARTFORD - The Internal Revenue Service is advising Connecticut residents to take note of three tax
credits with the potential to reduce a parent's tax burden by as much as 3600 per chald.

The Child Tax Credit bill, the refundable Famed Income Tax Credit and the Additional Child Tax Credit
are "too valuable to overlook,” said IRS spokeswoman Dianne Besunder.

Those interested in leaming more about how the credits work who can claim them are available on the
IRS Web site at www.irs. gov <hitp:/fwaw.irs govi=.

Parents also have the option of going to the state's seven Connecticut [RS Taxpayer Assistance Centers
during Eamed Income Tax Credit Awarcness Days this month. The first of those is next Wednesday,
from 8:30 a.m. to 4:30 p.m. Another awareness day is scheduled for Jan. 23,

Taxpayer Assistance Centers are located in Bridgeport, Danbury, Hartford, New Haven, Norwalk, New

London and Waterbury.
24, In Brief * The Washington Post

The Washington Post
01/17/2002
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January 15, 2002, Tuesday, Final Edition

SECTION: METRO; Pg. B03

LENGTH: 1031 words

HEADLINE: METRO; In Brief

BODY:

VIRGINIA

Virginia taxpayers, take note:

Federal tax returns, which Virginians have mailed to Philadelphia for the past decade or so, should now
be sent to Memphis. The IRS began notifying taxpayers of the switch last week. The new address: IRS
Service Center, Memphis, Tenn. 37501,

People who file electronically - as more than a million Virginians did last year — face no change.
Taxpayers can visit the IRS Web site, www.irs.gov, to downlosd forms and publications and leam about
changes in the tax laws that might affect their 2001 return.

15 BEVERLY HILLS' LATE TREASURER MAY HAVE LEFT SUBSTANTIAL DEBRT TO

IRS ; OFFICIALS STILL TRYING TO UNTANGLE RECORDS
* St. Louis Post-Dispateh

St. Louis Post-Dispatch

January 14, 2002 Monday Five Star Lift Edition
SECTION: NORTH POST; Pe. 4

LENGTH: 542 words

HEADLINE: BEVERLY HILLS' LATE TREASURER MAY HAVE LEFT SUBSTANTIAL DEBT
TO IRS : OFFICIALS STILL TRYING TO UNTANGLE RECORDS

BYLINE: Kathie Sutin Special To The Post-Dispatch

BODY:

When Beverly Hills' treasurer died unexpectedly last year, his death left officials scrambling to find the
municipality’s financial records. Now officials are recling with the news that payments he made to the
Internal Revenue Service often were late, and Beverly Hills might owe the federal government thousands
of dollars in back taxes and penaliies,

Pervais Butt, the treasurer, had the books in his possession at the time of his death, but no one at City Hall
knew where they were, In fact, no official was aware of the true financial situation. A year later, officials
still are waiting to leamn the exact shape of the finances. Although an auditing company has been working
on straightening out the records for several months, City Clerk Langston Chambers reported (o the Board
of Aldermen last week that they had not yet been successful in untangling the mess,

City Attorney Richard Bresnahan said no money was missing. He said he did not know how much
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Beverly Hills owed the IRS or how much it had been a ssessed in penalties.

Chief of Police and City Manager Joe Collins said Butt's late payments to the IRS probably were the
result of the lagging cash flow, which aften left it short of money to meet expenses, a problem officials
gtill have.

In an interview, Chambers said the municipality had paid the IRS about 318,900 a few months ago but

added that he did not know how much more was owed. "That was the bulk of it,” said Chambers, adding
that Hochschild, Bloom & Co., the auditor, had worked to have some of the penalties reduced.

Chambers said the amount was significant because of penalties "from years past that didn't get paid." He
added that over the vears, the insurance premiums sometimes were not paid and other times were paid
late. It was all kind of messed up,” he said. "It was before I was hired. I'm kind of winging it."

The financial tangle also has cost money as the auditing fees mount. "Some months the auditor's bill is
1,400 and some months it's $2,500," Chambers said.

"If they were doing just our bookkeeping from month to month, the bill should run about 3600 a menth if
everything was in proper order,” he said, "It's a small city, and there’s not much to do. But when you start
calling back and forth and play phone tag with the IRS, the price tag goes up.”

Chambers said officials had tried to carry on after the books had been found after Buit's death but that
without knowing balances in the accounts, the tangle deepened.

*Things got messed up more,” he said. "They were already messed up, but we didn’t know it. After
several months with bills coming in and sitting around with no one knowing what to do, they got messed
up eveén more.”

He estimated Beverly Hills was about $20,000 in arrears on its bills and is struggling to catch up. He said
the amount was significant for a small municipality such as Beverly Hills.

" A5 money comes in, we kind of catch up and then we go behind, then we catch up and go behind again,"
he said.

On another matter, the board approved a $1 hike in the city's trash collection fee and adopted guidelines
fior its lateral-sewer program, which sets a $1,000 cap on the amount the municipality will pay on a sewer
replacement.

26. Federal workers are among those who owe back taxes * The Free-Lance Star

The Free-Lance Star (Fredericksburg V)

Tanuary 13, 2002
Federal workers are among those who owe back taxes

BY NOW, most of you have received your New Year's greetings from the federal government in the
shape of a 2001 Form 1040 and instruction book. It truly amazes me that the Internal Revenue Service
always beats the Christmas bills to my mailbox.

As the nation's premier tax collector, IRS collects about S2 trillion annually. Though most cilizens
comply with our tax laws by filing returns and paying taxes, some do not.
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At the end of fiscal 2001, the IRS reported an estimated $240 ballion in unpaid assessments, of which
only $22 billion was estimated to be collectible. The total reflects all types of taxes--payroll, corperate,
and indivadual.

At the request of the 1.5, House Government Reform Committee, the General Accounting Office last
year reviewed [RS records to determine the number of federal workers and annuitants who owe taxes,
how much they owe and how they compare with nonfederal taxpayers,

Using IRS data, GAO reperied that in October 20040, some 340,000 federal workers and annuitanis owed
cumulative unpaid federal taxes of about $2.5 billion. Of this amount, about 54 percent was owed by
federal annuitants and 46 percent by federal workers. GAO found an additional 85,000 federal workers
and annuitants who had not filed tax retums,

According to GAD, the taxes owed by federal workers and annuitants were almost always unpaid income
taxes. Over one-third owed taxes for more than one year, with 56 percent going back to before 1995.

While this rate of noncompliance was fairly consistent, GAO reported that annuitants owed
proportionately more in taxes than current federal workers. Much to the relief of IRS management, GAD
discovered that the ratz of noncompliance by IRS employees was lower than the rest of the federal
population--about 3 percent.

When comparing tax cempliance by federal workers and annuitants with the general taxpaying population
in 2000, IRS records showed about 5 percent noncompliance for current or retiréd federal workers as
compared to about 7 percent for their private-sector counterparts,

I was disturbed by GAO's conclusion that a significant portion, 59 percent, of the amounts owed by
federal workers and annuitants were potentially uncollectible. Some didn't have the financial resources 1o
pay or had died. But in other cases, the IRS said it was unable to locate the laxpayers--despite the fact that
they are receiving federal salzry or benefit payments.

To those federal workers and annuitants who owe outstanding tax obligations, | have a word of caution:
Treasury's Financial Management Service is looking for you. It has the power to apply a continuous levy
of up to 15 percent against your federal salary and pension payments and wants to expand its collection
efforts over the next year.

17. Tax returns coming soon fo North Ogden center * The Ogden Standard Examiner

The Ogden Standard Examiner

Jan 13, 2002

Tax returns coming soon (o North Ogden center
By DAVID TROESTER

Standard-Examiner stafl

NORTH OGDEN -- Millions of tax returns will find a new path this year through a state-of-the-art mail-
processing facility in North Ogden.

The Internal Revenue Service plans to open the facility by the end of the month, just in time to handle the
busy tax-return season. It will be located in a former Autoliv plant at 1973 Rulon White Blvd. in Weber
Industrial Park.
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Autoliv closed the 100,000-square-foot plant in August. The company sold it Dec. 31 for $3.9 million to
ARKA Properties Group of Beverly Hills, Calif. ARKA, in turm, leased the facility to the U.S. General
Services Administration for use by the IRS,

The facility will be equipped with modem air-handling ventilation systems to ensure safety for cmployces
in the wake of recent anthrax scares.

"Should there be any issue that occurs when somebody opens up an envelope, for example, you can
immediately shut down the ventilating systems in that area so that it limits any exposure,” szid Bob
Wenzel, IRS deputy commissioner in Washington, D.C. Wenzel served as director of the Ogden [RS
sarvice center from 1986 o 1992,

During peak months from February through mid-June, the new mail facility will employ 1,200. No new
jobs will be added. Positions will be transferred from the main IRS center off 12th Street.

The number of IRS sites in Northern Utah is now 10, including eight in Ogden and one in Syracuse. An
1 1th site will be added in late summer or early fall when a 120,000-square-foot complex opens off Wall
Avenue in Ogden. The complex will house [RS accounts management,

The IRS cmploys a total of 6,900 at its Northem Utah sites. Ogden has benefited in recent years from a
work restructuring aft the 10 IRS service centers nationwide. The Ogden center and one in Cincinnati,
QOhio gained all business-1ax processing natiomwide.

]
"The future is very bright for the Ogden location because there will be continued growth in business tax
returns being filed throughout the whole country and Ogden will receive at least half of those,” Wenzel
said.

28. PAST FREQUENT FLYER ABUSE WON'T GO AWAY * FederalNewsRadio.com

FederalNewsRadio.com

January 15, 2002

PAST FREQUENT FLYER ABUSE WON'T GO AWAY

ALTHOUGH IT'S NOW LEGAL for feds and military personnel to use
frequent flyer miles earned on official business, workers who used them

BEFORE the law was changed may still be punished.

The irony is that fods can now use mileage points they eammed in the past
{if they have the proper records and proof). But, if they have already done
that---that is, use the mileage awards before the new law was signed on
December 31st---they could be in 2 heap of trouble!

Over the past decade, hundreds of government workers, many of them in

important agency positions, have gotten into trouble for using mileage

points or awards camed on business trips for personal pleasure.

Nobody knows how many employees used official miles for personal

travel---cither by accident or design-—and weren't caught or punished.
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But employees who got inte trouble for ignoring-—or not knowing
about---the frequent flyer ban---sometimes got into big trouble.
Punishments ranged from reprimands that now appear on therr official
work record, to suspensions and in some cases criminal prosecution
and/or forced resignation.

Washington attomney Bill Bransford (Shaw, Bransford, Veilleux and
Roth) said some offenders were hil very hard. In some cases, they were
required to repay the government the full price of a ticket even though
airlines were offering reduced rates at the time of their travel.

This week's issue of FEDmanager wams that "employees who have been
subject to discipline or investigation of frequent flyer benefit misuse should
be aware that allegations of misuses prior to December 31, 2001 stll
might be pursued as actionable...misconduct...however, the new law may
substantially reduce the significance of past violations."
29, FEDERAL DIARY: Legislation Would Make a Deferred Annuity a Better Deal * The
Washington Post

The Washington Post

January 15, 2002, Tu:sdf_';r, Final Edition
SECTION: METRO; Pg. B0Z; FEDERAL DIARY STEPHEN BARR
LENGTH: 658 words
HEADLINE: Legislation Would Make a Deferred Annuity a Better Deal

BYLINE: Stephen Barr
BODY:

Legislation has been introduced in the House to increase the value of deferred retirement payments in
the pension systems for federal employees.

Today, employees who leave their federal jobs before retirement age are eligible for a deferred annuity,
puyable at 62, if they have worked for the government at least five years, The amount they receive is
based on retirement contributions and is not indexed to inflation. In other words, the government pays no
interest on those accounts. Rather than leave their money in the pension system and at the mercy of
inflation, many employees choose to take their retirement contributions with them when they leave
government service.

The recently introduced House bill secks to enhance deferred annuities and provide an incentive for
departing employees to leave their retirement money with the govemnment.

The bill, sponsored by Rep. Nydia M. Velazquez (D-N.Y.), would increase the value of deferred
annuities from the time an employee left the government until the date retirement payments begin. The
increased value of the deferred annuity would be based on the average increase in General Schedule
salaries during that period.

The proposed change has been endorsed by the National Association of Retired Federal Employees,
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which noted that the eivil service trust fund invests employee contributions but does not pass along any
added value 1o people with deferred annuities.

The Velazguez bill also would provide a new survivor benefit to spouses of former employess who are
eligible for a deferred annuity under the Civil Service Retirement System.,

Today, when CSRS deferred annuitants die, their survivors get only what the employee contributed 1o
the retirement fund. But survivors of employees covered by the newer Federal Employees Retirement
System also receive the government’s contribution toward the employees' retirement -- as do survivors of
members of Congress coverad by either CSES or FERS.

Dan Adcock, NARFE's assistant legislative director, called it "a little quirk in the law" that treats CSRS
survivors differently from FERS survivors and members of Congress on the issue of deferred annuities.

MARFE got involved in the issue at the urging of Jim Cowie, who once taught computer systems
management in the Navy. When he quit his job to move abroad, Cowic left about § 6,000 in his
retirement account and was surprised, a decade later, to leamn the government did not pay interest on such
accounts.

"Faimess is really the issue," Cowie zaid. "T will be forever refreshed in my belief in democracy if this
does work oul."

Adeock said NARFE will work to "drum up support” for the Velazquez bill when Congress retums Jan,
23.

Last week, President Bush dismissed all seven Clinton appointees on the Federal Service Impasses
Panel and named four replacements, including Heritage Foundation Vice President Becky Norton Dunlop
as the panel’s new chairman.

The panel often serves as a court of last resort in labor disputes between unions and agencies, and last
week's mass firing prompled expressions of surprise and concern from some federal unions.

Yesterday, Colleen M. Kelley, president of the Mational Treasury Employees Union, said she looked
forward "to the panel being fully staffed so that its work can continue. As far as [ can tell, [Dunlop]
doesn't have any expenience in laber relations, and I'm concerned about that, but I'm looking forward to
working with her to get that panel up and running.”

Rep. Thomas M, Davis 111 (R-Va.) inviles parenis and students to free workshops Saturday on paying
for college.

Learn about grants, loans, scholarships and the financial aid process at 9:30 a.m. at Gar-Field High

School in Woodbridge and at 12:30 p.m. at Fairfax High School in Fairfax City. For more information,
call this toll-free number: 877-840-8224.
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1. Tom Herman on Taxes * THE WALL STREET JOURNAL

THE WALL STREET JOURNAL
January 15, 2002

Tom Herman on Taxes

Consider Taking a New Route When Dealing With the IRS

By TOM HERMAN
Staff Reporter of THE WALL STREET JOURNAL

Welcome 1o Tom Herman on Taxes, a weekly column available
exclusively in The Wall Street Journal Cmline. Mr. Herman, the
Journal's tax expert, answers questions from our readers on personal
taxes and how taxes impact financial planning.

If you've been trying to resolve a long-running dispute with the Intemnal
Revenue Service and have been getting nowhere by going through normal
channels, consider another route.

A little-known unit of the IRS, the Taxpayer Advocate Service, headed by
Nina E. Olson, sometimes can be surprisingly helpful in lifting struggling
taxpayers out of bureaucratic quicksand.

Asking the IRS for help with the IRS may sound like a waste of ime, at
best. But accountanis, lawyers and other tax advisers generally praise it.

What prompted me to wrile about this subject was a recent reader
question about how to reach Ms. Olson, the IRS's National Taxpayer
Advocate, whom | mentioned in a recent column about a report she sent
Congress listing the 23 most serious problems facing taxpayers.

In her report, Ms. Olson says the top five

most serious problems taxpayers have with the
IES are: 1) trouble with accessing the
agency's customer service toll-free telephone
service; 2) the tax law's multiple definitions of
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a "qualifying child"; 3) difficulty in determining

eamned-income tax-credit eligibility; 4)

inaccurate answers 1o queries made on IRS

customer service toll-free lines, or differing

answers to the same question; and 5) difficulty

in documenting camed-income tax credit
cligibility.

For a copy of her report, as well as reports from previous years, go lo
www.irs.gov/ind_info/2001_tas.pdf.

The Taxpayer Advocate Service has two general goals, One 15 (o help
taxpayers clear up disputes that haven't been resolved through the usual
processes. The other is to recommend "systemic solutions 1o make the tax
process casier for everyone,”

Relying on the Taxpayer Advocate Service won't work for everyone with
complaints about the IRS. For example, it can't help represent you in
court. The [RS Web site underscores the point that this "is not a substitute
for established IRS procedures or the formal appeals process,” and that
this unit "cannot reverse legal or technical tax determinations.” But it miy
be able to help with such common problems as lost refunds, mistaken
penaltics, erroneous notices and other miscellancous snafus that
bureaucrats seem uninterested in fixing.

In some cases, it may cven be able to issue a formal order blocking the
IRS from seizing your pay or property. "In certain situations, enforcement
action may be suspended while your case is being reviewed,” the IRS
says. "The Taxpayer Advocate resolves the majority of cases
administratively. Even when hardship is not a factor, the Advocate is ofien
able to help resolve the taxpayer's problem.”

While the Taxpayer Advocate Service isn't new, Congress gave it more
power in 1998. Last year, the service handled more than 270,000 cases --
coming mostly from taxpayers, tax "practitioners,” and as referrals from
IRS operating divisions and congressional offices. About 40% of those
cases arose from four IRS program areas: eamed income tax credit audits,
processing of claims or amended returns, processing of refunds, and initial
processing of original paper or electronic individual retums,

Mo paper tiger, the Taxpayer Advocate has been a vocal entic of the IRS

in the past. In her most recent report to Congress, Ms, Olson writes: "Only
14% of our inventory is composed of hardship cases. A small percentage
of taxpayers contact us because they cither don't like the way the lax law
has been applied to their situation, or because they feel that their side of the
issue did not get a fair hearing. Most taxpayers contact us because the

IRS does not offer timely or appropriate taxpayer assistance.”

Before coming to the IRS in March of last year, Ms. Olson was a lawyer
specializing in representing taxpayers in tax disputes. She also founded and
served as executive director of the Community Tax Law project, a
low-income taxpayer clinic in Richmend, Va.
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The IRS describes Ms. Olson's post as "an independent voice inside the
IRS.” Some readers may wonder about her independence and her
reletionships within the [RS. In her recent report o Congress, Ms. Olson
writes: "Some may believe an advocate for the taxpayer must inevitably be
the adversary of others throughout the IRS. This is not the case. The
Taxpayer Advocate Service and its views were and are represented on a
wide range of RS teams and task forces, covening matters such as

disaster relief, due process in collections and innocent spouse cases.”

Take Action

If you've been battling the IRS for vears and want to reach Ms.
Olson, visit the Taxpayer Advocate Service Web site at
{www.irs. gov/ind_info/advocate.himl), or write to her at IRS
National Taxpayer Advocate, Internal Revenue Service, 1111
Constitution Ave,, N.W,, Room 3031, Washington, DC 20224,

The Taxpayer Advocate Web site also offers several ways to phone
the Taxpayer Advocate Service, including a toll-free phone line,
(877) 777-4778. You also can call, write or visit the nearest office
for your state -- see Publication 1546, "The Taxpayer Advocale
Service of the IRS” for a list of local offices

(fip.fedworld. gov/pub/irs-pd Fp1 546.pdf).

To bring a case to the attention of the Taxpayer Advocate Service,

you'll be asked to fill out Form 911, "Application for Taxpayer

Assistance Order” (fip. fedworld.gov/pub/irs-pd'@11.pdf). 17 you

try it, I'd be interested in your reactions, as I'm sure I'll be writing

about this topic again.
2, Tax Policy: BUSH URGES TAX CUTS BE MADE PERMANENT AFTER PLANNED
EXPIRATION OF TAX RELIEF LAW™® BNA

The Bureau of National Affairs, Inc.,
Daily Tax Report
January 15, 2002, Tuesday
10 DTR G-1 (2002)
LENGTH: 1121 words
SECTION: TAX, BUDGET & ACCOUNTING

TITLE: Tax Poliey: BUSH URGES TAX CUTS BE MADE PERMANENT AFTER PLANNED
EXPIRATION OF TAX RELIEF LAW

AUTHOR: By Nancy Ognanovich
TEXT: .
President Bush Jan. 14 officially called for making last year's package of tax cuts permanent, saying in a

speech that he wants the provisions of the $ 1.33 trillion tax relief package to be extended indefinitely after that
law expires at the end of 2010
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While Democrats are calling for scaling back the 1ax relief package, Bush said in an address on his economic
proposals that he has decided to argue over the next several months that the tax cuts should be permanent.

“There's going to be a debate when we go back to Washington about tax relief," Bush said during the start of a
two-day, threc-stale trip to build support for his legislative agenda. "But I've made up my mind, the tax relief
plan we passed -- which you're beginning to feel the effects of - is going to be permanent.”

Rush said he still plans to reintroduce his economic stimulus plan with provisions to extend unemployment
bencfits for displaced workers and to help the unemployed maintain health insurance. However, the president
suggested the stimulus -- which is expected to be included in the FY 2003 budget sent to Congress early next
month -- also will inelede language to make last year's tax cuts permanent.

= Americans don't want an unemployment check,” Bush said during an address to the employees of the John
Deere Harvester Waorks in Moline, IIl. "Americans want a permanent paycheck, and that's got to be the mission
of any good stimulus package.”

Bush's commenis came amid reports that Sen. Edward Kennedy (D-Mass.), the president's ally on recently
enacted education reform legislation, may call for scaling back the tax relief package during an address planned
for Jan. 16. They also followed comments from Senate Majority Leader Thomas Daschle (D-5.D.) raising
concerns about the impact tax cuts have had on the disappearance of anticipated federal budget surpluses.

‘Repeal’ of Tax Cut Caticized.

The tax cuts enacted under Pub. L. No. 107-16, the tax relief package passed last year, would terminate after
20140, Current estimates on the size and length of the returning federal budget deficit by the Office of
Management and Budget and others reflect assumplions that the tax cuts will not be renewed after that date,

However, a proposal by the White House to extend those tax cuts after that time would likely increase deficit
projections. The White House already has indicated that the budget blueprint that Bush sends to Congress for
FY 2003 will reflect a new deficit.

In his comments in [llinois and in Missouri later in the day, Bush did not address the difficulty the
administration will face if it pushes to make the tax cuts permanent. But the president suggested his bottom line
in the upcoming debate will be to maintain the tax relief package enacted to date.

Bush reiterated his view that recession and war both justify deficit spending.

=The worst thing to do is, in the face of this recession, is to not let people have their tax break," Bush said. "It
doesn't make any economic sense, And that's why we're nol going to let them ... repeal this tax cut”

In terms of the economic stimulus plan, the president told farmers in Aurora, Mo., that he will work with
Democrats and Republicans to provide assistance for the unemployed. But he said he will also continue to push
for provisions to accelerate depreciation for equipment, give tax relief to low-income workers, and otherwise
speed up tax relief.

Lindsey: Stimulus an Tnsurance Policy.'

With many economists cxpressing doubt about how stimulative the president’s plan actually will be, White
House officials now are characterizing the proposal as an insurance plan for the U.S. cconomy.

Lawrence Lindsey, director of the National Economic Coungil, said in comments Jan. 12 that he now believes
the preconditions for an expansion are in place but the stimulus package is still needed.
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"We have very lean inventories - that is usually the key to the beginning of an economic expansion - bat ..,
what is nceded is that we have an insurance policy,” Lindsey said on CNN's Novak, Hunt & Shields. "And the
insurance policy, quite frankly, is what the president suggested pass, the one that passed the House twice, that
was stalled in the Senate, because we shouldn’t take any chances here. This is the opportunity for the  economy
to be revived. The precondilions are there, Let's not have another year of slow growth,”

Lindsey, who accompanied Bush on his trip to Illinois and Missoun, downplayed a recent analysis of the
House-passed stimulus by the Congressional Budget Office that said key provisions such as ending the
corporate alternative minimum tax would have only a small impact at best on the economy (5 DTR G-2,
1/8/02). Lindsey said he does not believe any changes in the stimulus package should be undertaken.

" Almost every private-sector forccast ... [has] estimated what the president proposed as being exactly what the
economy needs, as was the first tax cut,” Lindsey said. "It is retail sales that have held this economy together.
Retail sales, | think, were the result of the tax cut that the president proposed. What we're proposing now 1o do
is to extend that into the invesiment side, because it is investment that is lagging right now."

Lindsey said "there's nothing in particular” wrong with Daschle's alternate proposals for stimulating the
economy, which include tax breaks for businesses that expand and add workers. However, he said "one-shot"
remedics usually are nol effective.

*The first thing we know is that one-time, short deals don't work," Lindscy said in addressing Daschle's plan.
"You need long-term incentives. And what we're proposing is bringing those rates down as part of a long-term

incentive. A three-year incenliye to invest -- that's a long-term incentive. Back in the '70s we tried a lot of these
one-shot, one-year deals. The economic evidence is clear. They don't work."

Lindsey also suggested that the extra spending that Daschle is proposing for homeland security, health and
science research, and more will not be as carefully targeted as the extra spending the president will propose for
many of the same categories in his budget.

Lindsey said OMB has subjected the spending proposals for homeland secunity and other areas lo a cost-
benefit test. And even if the exira spending in the FY 2003 budget will contribute to the deficit, he said the
longer term budget outlook should be good.

“We're spending money cost-effectively,” Lindsey said. “We are going to be retuming to budget surplus in the
not-too-distant future.”

3. Bush Pledges to Restore Confidence in Economy; President Says Success Tied to War on Terror * The
Washington Post

The Washington Post

Tanuary 15, 2002, Tuesday, Final Edition
SECTION: A SECTION; Pg. A4
LENGTH: 688 words

HEADLINE: Bush Pledges to Restore Confidence in Economy; President Says Success Tied to War on
Terror

BYLINE: Mike Allen, Washington Post StafT Writer
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DATELINE: AURORA, Mo., Jan. 14

BODY:

Unveiling his second-yeir economic agenda in stops at farm towns along the Mississippi River, President
Bush promised today te restore Amenicans’ confidence in the listless economy. He acknowledged, however, that
a full recovery depends on making people leel safer from terrorism.

Bush said a comerstone of his plan is to preserve the tax cuts that are scheduled to be phased in between now
and Dec. 31, 2010, even as Sen. Edward M. Kennedy (D-Mass.) plans to launch a dave on Wednesday 1o roll

them back,

Several elements of Bush's § 1.35 trillion tax cut are not scheduled to take effect until the final year, including
the estate tax repeal and the full S 1,000 child tax credit. Bush has said he considers any postponement of the
later phases to be a tax increase. "Now, there's going to be a debate when we go back to Washington about tax
relief,” Bush said this moming at a John Deere tractor factory in East Moline, LIl "But I've made up

my mind. The tax reliel plan we passed, which you're now beginning to feel the effects of, 15 going to be
permanent.”

In fact, the entire tax cut package is scheduled to expire in 10 years, although many analysts predict that a
future Congress and president will extend its main components.

Bush's reference to & coming debate was a shot at Kennedy, who plans to give a speech Wednesday at the
National Press Club in which he will call for postponing tax cuts scheduled to take effect in 2004 and beyond. A
congressional source said today that Kennedy will argue those parts of the tax cut package "overwhelmingly
benefit the wealthy."

Kennedy estimates that his proposal would save the government $ 350 billion over the 10-year period. The
senator will propose that the savings go to inereased funding for education, a prescription drug benefit for
Medicare and protection of Social Security.

Hush, however, told farmers at a feed mill here that a crucial way to stimulate growth during a recession 15 to
let people keep more of their own money. "That's Economics 101 -- except, it sounds like some of them hadn’t
taken the course in Washington," he said.

Still, Bush lavished praise on Kennedy, crediting him with helping win passage of the education bill signed
last week, "Never did [ dream that [ would say good things about him,” Bush said today, drawing lasughter.
*Never did he dream that I would say good things about him."

Bush, expressing concern for workers wha have lost their jobs or fear they will, announced a five-point plan
that highlights the economic aspect of all his other domestic priorities: homeland security, education, trade,
energy and an economic stimulus package that includes a speeding up of tax cuts scheduled to take effect over
the next decade.

Alluding to the war on terrorism, he said: "At this moment in history, the best thing I can do, along with my
administration, in order to build the confidence of the American people, is to prevent the ¢vil ones from hitting
us again.”

At the earlier stop in Tllinois, Bush said there is "no question the attacks on America on 9-11 have affected our
confidence.”

“But the more the American citizen realizes that our federal government, in combination with state
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govermnment and local authorities, are working day in and day out to prevenl any other kind of attack, confidence
will return,” he said.

The president turmed his eye unabashedly toward 2004 as he opened a two-day trip, meeting with lowa
political leaders and stopping in several swing states, Bush's appearances now feature campaign-style banners

saying "Working for America.”

The trip was designed partly to reassure farmers who were dismayed by the administration’s decision last year
to stick with its free enterprise principles and oppose a farm bill that would have continued hefty subsidies.
Bush said he will support a bill that is "generous and affordable.”

Bush found a way to make his call for u'pu:n markets palatable here in the Farm Belt. Referring to the Russian
president, he said, "We've got to get my friend [Viadimir] Putin to be baying John Deere products.”

4. Enron Tax Strategy Opposed by Clinton Draws Attention of Government Officials * THE WALL
STREET JOURNAL

THE WALL STREET JOURNAL

January 15, 2002
Politics & Policy
Enron Tax Strategy Opposed by Clinton Draws Attention of Government Officials

By JOHN D. MCKINNON
Staff Reporter of THE WALL STREET JOURMNAL

WASHINGTON -- Government officials are examining whether Enron
Corp.'s extensive use of a controversial tax strategy, once opposed by the
Clinton administration, contributed to its financial problems.

The tax strategy drew fire in 1926 and 1997 as a potentially improper way
to reduce taxes while masking company debt. Initially, it promised a kind
of accounting alchemy. [t allowed a company to borrow money from a
subsidiary and treat the transaction as debt that genecrates interest
deductions for tax purposcs -- but as equity for its shareholders.

But the Clinton administration failed to get Congress to block it, and the
Internal Revenue Service dropped a legal challenge to Enron’s use of the
strategy, known generically as "trust-preferred securnities.” The strategy has
been widely marketed and used: Goldman Sachs Group Inc. pioneered the
preduct with an investment known as MIPS, or Monthly Income Preferred
Shares or Securities. Other firms quickly followed with similar products,
with different names and slightly different forms.

A spokeswoman for Goldman said the company underwrote an carly
Enron MIPS deal but, in general, has had little involvement with the
company. As the strategy was initially marketed during the 1990s, a
corporation typically formed a subsidiary that issued preferred shares
paying a fixed, regular amount to investors. The subsidiary then lent the
proceeds to the corporation.
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For tax purposes, the corporation could

deduct interest paid on the debt, arguing that

the preferred sharcholders owned the
substdiary. Bul for financial-accounting purposes, the corporation could
argue thal it controlled the subsidiary; hence, it could treat the loan more
like an asset.

Defenders of the strategy said that in recent years, tighter accounting rules
have required clearer disclosure of the debt on a company's books,
although certain aspects of the strategy still carry advantages over
conventional loans for purposes of ratings agencies.

The Houston energy-trading firm didn't respond to requests for comment
on its use of the strategy, which became hugely popular with banks,
insurance companies and utilities, among others. One advantage is that
such arrangements often allow interest payments to be deferred for five

VieaIrs,

But the deals initially raised red flags among regulators. The Clinton
administration asked Congress in 1996 and again in 1997 to limit the
strategy's use in many situations. Securities firms and businesses lobbied
intensely to defeat the proposal. The Internal Revenue Service challenged
Enron's use of it with two suhsidianes: Enron Capital LLC, a Turks and
Caicos entity, and Enron Capital Resources LP, a Delaware limited
partnership. In both cases, the IRS didn't allow Enron to take the interest
deductions.

Enron responded in April 1998, filing a petition in the U.S. Tax Court to
overiurn the IRS's decision. The litigation became the test case for the

investments and briefly roiled the financial and accounting industries.

*The case will be closely watched because the MIPS structure has been
used by taxpayers to raise billions of dollars in capital that is meant to be
treated as debt for tax purposes but not entirely as debl by ratings agencies
such as Moody's and Standard & Poors,” accounting firm Emst & Young
LLP wrote to its clients in June 1998. A number of observers predicled
the IRS would fzil in its challenge. The IRS eventually conceded the key
issues in the Enron case and issued technical advice to taxpayers allowing
use of trust-preferred transactions to justify deductions in many
circumstances. The ruling was "likely an outgrowth of the favorable
sefilement in Enron v. Commissioner,” Ernst & Young wrote.

Energy price swings and the company’s use of off-balance-sheet
partnerships appear 1o have contributed substantially to Enron’s problems.
But government officials also are interested in Enron's use of
trust-preferred products. They said that at least $200 million or so shows
up in the company’s latest annual report. Ed Kleinbard, a lawyer in New
York who assisted the Securities Industry Association in responding to

IRS audits of companies that used the trust-preferred vehicle, said that in
the current regulatory environment, use of the trust-preferred strategies is
legitimate. "1 don't think of this as an example of the system gone awry,” he
said.
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-« Michael Schroeder contributed to this anicle.
5, Pensions: GRASSLEY EXPLORING PROTECTIONS FOR RETIREMENT PLAN
PARTICIPANTS * BNA

The Bureaun of National Affairs, Inc.,
Daily Tax Report

January 15, 2002, Tuesday
10 DTR G-2 (2002)
LENGTH: 600 words
SECTION: TAX, BUDGET & ACCOUNTING

TITLE: Pensions: GRASSLEY EXPLORING PROTECTIONS FOR RETIREMENT PLAN
PARTICIPANTS

TEXT:

Sen. Charles Grassley (R-lowa), ranking member of the Finance Committee, said Jan, 14 he is pursuing
whether Congress should tighten up protections for retirement plan participants in light of Enron Comp.'s
collapse. it

Millions of taxpayers have hundreds of billions of dollars invested in employer-sponsored retirement plans
that receive favored treatment under the federal 1ax code, Grassley noted in a news release.

*T'he Committee on Finance has the primary responsibility, under its jurisdiction, for making sure retirement
plans comply with the tax code and other laws,” he said. "Our committee also has the responsibility to fix any
weaknesses that might leave retirement plan participants in trouble if their employer goes under.”

While all the details of the Enron retirement plans are not yet known, Grassley said, some areas already are
emerging as targets for scrutiny.

Five Areas Targeted.
Specific areas Grassley is looking into are:

- Company Stock. Under current rules, a company can restrict a refirement plan participant from selling the
match received in company stock through an employee stock ownership plan. Enron employees’ company stock
matches were restricted, Grassley noted. The senator said he is researching whether employees should be able to
change this investment choice prior to an arbitrary age.

- Mandated Purchases of Company Stock. Current law allows a plan sponsor to compel employees o
purchase up to 10 percent of employer stock as a condition of participating in a 401(k) plan. Grassley said he
thinks this rule should be climinated.

— Fiduciary Rules. These rules ensure that companies properly invest and handle retirement plan money,
including spending the money for the exclusive benefit of their employees. Grassley said he wants lo leamn
whether Enron officials violated their fiduciary duties and, in general, whether Congress should change the
existing rules.
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- Black-Chuts. A black-out or lockdown occurs when a plan is shut down for a period of time 1o allow, for
example, change to another plan administrator. Enron had such a black-out, although the length of time is

disputed, Grassley said. The senator said he wants to get the facts on this because it may coincide with the
decline in the company’s stock value,

-- Mandated Diversification of Stocks in Retirement Plans. Some lcgislation bas been introduced to mandate
that employees hold no more than a certain percentage of stock in their 401(k) plan. Diversification in one part
of the plan should indicate that all investments should be mandated, Grassley said. He added that he has an open
mind, but thinks mandates are not desirable nor particularly feasible.

Grassley said he is pursuing theze ideas with experts from outside groups and agencies such as the Treasury
Department, the Labor Department, and the Pension Benefit Guaranty Corporation,

"The tax code smiles on retirement plans, for good reason,” Grassley said. "Tax breaks encourage employers
to set up retirement plans and employees to take part in those plans. If employers find it easy to break the rules,
then Congress has to rewrite the rule book. Otherwise, employees counting on a secure retirement might be leit
out in cold.”

In addition to the retirement plan track, Grassley said he is part of an effort to look into whether Enron used
ceriain tax vehicles that might have masked the company's financial condition.

Text of Grassley's news release is in BNA TaxCore.
6, 1.5, Loses Trade Case to Europeans on Offshore Tax Havens * The New York Times

The New York Times
January 15, 2002, Tuesday, Late Edition - Final
SECTION: Section C; Page 1; Column 2; Business/Financial Desk
LENGTH: 690 words
HEADLINE: U.S. Loses Trade Case to Europeans on Offshore Tax Havens
BYLINE: By DAVID E. ROSENBAUM with ELIZABETH OL3S0ON
DATELINE: WASHINGTON, Jan. 14
BODY:
The United States lost its final appeal today in a dispute with Europe over tax policies. The ruling is

considered all but certain to renew trans-Atlantic trade tensions and could cost American companies billions of
dollars in higher faxes.

Affirming earlier rulings, an appeals panel of the World Trade Organization, the Geneva-based group that
regulates trade, held that the offshore tax havens allowed by United States tax law amounted to an illegal trade
subsidy and must be scrapped. The dispute between the United States and the European Union over tax havens
has been going on for years, bul negotiations were suspended while the case was before the appeals board.

Robert B. Zoellick, the United States trade representative, said that today's ruling was not unexpected but that
he was "disappointed by the cutcome.”
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"We will be consulting closely with Congress and affected ULS. interests regarding next steps,” he added,

The next step is for 3 W.T.0. arbitration panel to determine the level of trade sanctions the Europeans will be
allowed to impose. That will probably oceur in Apnl.

Under Amernican law, ¢xporters can avoid paying taxes on some overseas sales by channeling profits through
subsidiaries in places like Guam and the Virgin Islands. This saves American companies -- incleding giants like
General Electric, General Motors, Microsoft and Boeing -- more than 34 hillion a year in taxes.

In dollar terms, that makes this the largest trade case in history.

The European Union contends that the tax breaks give American exporters an unfair edge in international
commerce. The United States holds that the tax advantage is no greater than comparable tax breaks in Europe.
European companies, for example, do not have to pay value-added taxes on exported goods. There is no
difference between the Clinton and Bush administrations’ positions on the issue.

Many academic tax experts have argued for years that it was bad policy to lower companies’ taxes simply
because they have subsidiaries overseas, But lawmakers have accepted the argument that tax havens are
necessary to allow American companies to compete in international trade, and the law has strong support in
both parties in Congress.

Companies will continue 1o receive the breaks unless the law is changed,

United States trade authorities say they think that the European Union brought this case primarily out of
bitterness against Washington for using the W.T.Q. to pry open European markets for bananas and hormone-
treated beef, But European officials say that is not the case, and they point in particular to the advantage the tax
break gives Boeing in its competition with the European consortium Airbus Industrie for global aircrafi sales.

The W.T.O. first ruled against the United States in February 2000, In response, Congress tinkered with the
law that fall. But the Furopean Union said the new law was no better than the old one, and last August, the
World Trade Organization agreed. Today's ruling came on an appeal of the decision last August.

"Now it is up to the U.S. 1o comply with the W.T.0.'s findings to settle this matter once and for all," said
Pascal Lamy, trade commissioner of the European Union.

The Europeans have threatened to impose tariffs as high as 100 percent on a broad list of American goods
including iron, steel and aircrafl. If that were to happen, the United States would surely retaliate with stff
sanctions of 1s own.

But few people who follow trade matters expect an all-out trade war. "Trans-Atlantic trade is so vast and 50
beneficial that neither side can afford a breakdown,” an American trade official sud today,

The issue, therefore, is what concessions Washington will have 1o make to mollify the Europeans and comply
with world trade rules,

“The United States respects its W.T.0. obligations, which serve America's interests,” Mr. Zoellick said, "and
we intend to continue to cooperate with the E.U. in order to manage and resolve this dispute, This is an
especially scnsitive dispute that, at its core, raises questions of a level playing field with regard to tax policy.”

7. WTO Rules Against U.S. Tax Breaks, Opening the Way for EU Retaliation * THE WALL STREET
JOURNAL
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WTO Rules Against UK, Tax Breaks, Opening the Way for EU Retaliation

By GEOFF WINESTOCK and NEIL KING JR.
Staff Reporters of THE WALL STREET JOURNAL

WASHINGTON -- The World Trade Organization ruled against a LS.
law that gives big tax breaks to American exporters, a decision that could
open the way for the European Unien lo impose billions of dollars in
retaliatory duties.

An appeals panel of the Geneva-based WTO ordered the U.S. to repeal

%4 billien of tax breaks for American exporiers whe operate through
offshore subsidiaries, or face possible sanction. If the U.S. fails to comply,
the matter goes lo an arbitration panel, which would set the level of
penalties the Europeans can impose. U.S. trade officials said April is the
earliest that the new duties could be imposed.

So far, the Bush administration has shown little desire to amend the law to
ease European concems.

The EU faces the difficult decision of how Lo exploit its victory. Few
expect swift retaliation no matter what the arbitration board decides.

Analysts say the EU is likely to use the decision as leverage to make the
U.S. moderate its policies in other areas, especially a possible move by
President Bush to impose protective tariffs on foreign steel imports.

“There is no reason for the Euwropeans to rush
for retaliation,” Gary Hufbauer, a trade
specialist at the Institute for International
Economics in Washington, said. "This is an
important bargaining chip, but for now the EU
is likely to hold it in reserve.”

If the U.S. imposes a new set of steel tariffs, a
decision Mr. Bush must make by carly March, the EU could respond with
duties on selected U.S. goods from stecl-producing states such as
Pennsylvania or Indiana, Mr. Hufbauer said,

1S, Trade Representative Robert Zoellick said the administration was
*disappointed,” but not surprised by the ruling.

*This is an especially sensitive dispute that, at its core, raises questions of a
level playing field with regard to tax policy,” Mr. Zoellick said in a wnilen
statement.
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The decision, however was welcomed by European Trade Commissioner
Pascal Lamy, who called on the US. to comply rapidly with the WTO's
findings.

All signs pointed 1o continued discussions on the issue between
Washington and Brussels, though the atmosphere could get chilly very
quickly if Mr. Bush moves to protect the U.5. steel industry.

1.5, companics have much at stake, particularly General Electric Corp.
and Boeing Corp., the biggest beneficiaries of the tax-break program. The
Clinton administration sought to revise the so-called forcign sales
corporations program in 2000, afier the WTO made a preliminary ruling
that the program violates rules that outlaw export subsidies and distorts
world markets. But lobbying in Congress produced a law that handed even
bigger breaks to U.S. exporters.

Meanwhile, the European Commission, the EL's executive arm, has staked
its credibility on the case and has received support from some European
companies, especially Airbus, which argues that the tax breaks help its
archnival Boeing,

But many European companies are ambivalent about the U.5. tax breaks
because they have subsidiarics in the U.S. that benefit from them.
European consumers will protest any trade sanctions thal make goods
there more expensive. The EU also wants to avoid a spat that could make
it hard to-cooperate closely with the U.S. in completing the new round of
world trade talks that was launched last year,

Some EU member governments, such as Belgium and Spain, are also
reluctant to press oo hard on the issue because the U.S. is threatening to
take action against tax breaks for their companies, which the U.S. says are
also in breach of world trade rules.
8. EU Says WTO Rejects U.S. Tax Law, Permitting Sanctions Claim * Bloomberg

BLOOMBERG

January 14, 2002
FEU Says WTO Rejects 1.8, Tax Law, Permitting Sanctions Claim

Geneva, Jan. 14 (Bloomberg) - The European Union said it won World Trade Organization clearance to
impose trade sanctions against U.S. companies after the WTO ruled that a U.S, tax break violates global expont-
subsidy rules.

The 15-nation EU must now decide whether to press for as much as $4 billion in damages, which would be

the highest in the WTO's seven-year history. The case affects hundreds of exporters including Boeing Co.,
Microsoft Corp., Eastman Kodak Co., Archer Daniels Midland Co. and General Electric Co.

“*Going down the road of retaliation is in no-one’s interests,” says John Weekes, former Canadian
ambassador to the WTO who now chairs the trade practice of APCO, a public affairs company. " Ii's incumbent
on them both to find a solution.”
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The threat of European sanctions adds to trade tensions at a time when the economy on both sides of the

Atlantic is slowing. The EL is also seeking to head off U.S. quotas and tariffs on steel imporis, while the U.S.
is considering 2 WTO complaint against European restrietions on genetically modified foods.

""We have made a point of handling this dispute in a very reasonable manner,” EU Trade Commissioner
Pascal Lamy said in a faxed statement. *“Now it is up to the LS. to comply with the WTO's findings."

Sanctions

The WTO is expected to rule around the end of March on the final level of sanctions that the EU could
apply. The EU has argued that 54.04 billion is the size of the tax law's application to U.5. companies’ global
exports, not just to the share that go 1o Europe.

Richard Mills, spokesman for LS. Trade Representative Robert Zoellick, declined to make an immediate
comment, saying the Bush administration will put out a statement *"soon.”

1).5. officials have said that they would oppose any sanctions award of that size. Zoellick last year said the
penalties would be like a “"nuclear bomb” on the U.S. wrade relationship with the EU.

A WTO dispute panel found last August that even after an overhaul, a U.S. law that allows companies to
shield income from faxes on & range of sales is an illegal export subsidy to hundreds of companies.

Several 1.5, lawmakers, ineluding California Republican Bill Thomas, who chairs the tax-wnting House
Ways and Means Committee, have said they would prefer to move o a “"territorial” system such as Europe's.
That would mean that only domestic earnings are
subject to tax, although cerain foreign profits arc taxed.

Global Taxes
All U8, taxpayers -~ including foreign and domestic companies — are cligible for tax breaks under the

revised law, allowing them to protect much of their income eamed outside the country from [.5. tax, as long as
they have paid tax overseas on

their eamings.

Currently, the U.S. employs a **global” tax system, in theory subjecting company eamings all over the world
to tax. ULS. law then excludes some calegories of earnings, a policy the WTO said was illegal,

The new law, known as the Extraterritorial Income Act, was passed in November 2000 after the ULS. missed
an carlier deadline. It replaces the original Foreign Sales Corporation law.

Kenneth Dam, U.S. deputy Treasury secretary, said in November the ruling sets a standard for taxing
corporate income eamned abroad that calls into question the tax systems of many couniries, including those in
the EU.

9. IRS Tax-Shelter Victory Won't Be Overturned by U.S. High Court * BLOOMBERG

BLOOMBERG

January 14, 2002
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IRS Tax-Shelter Victory Won't Be Overturned by U.S, High Court

Washington, Jan. 14 (Bloomberg) -- The ULS, Supreme Court stayed out of a battle over corporate tax
shelters, rejecting an appeal by a real estale company accused of trying (o dodge the Internal Revenue Service
by diverting loan payments overseas.

The high court action is a boost to the IRS, which suffered courtroom setbacks recently on its claims that
Compaq Computer Corp., United Parcel Service Inc. and Amenican Home Products Corp. used illegal tax
shellers. The agency says such shelters are a multibillion-dollar problem.

The justices lefl intact a $1.2 million assessment against Del Commercial Properties Inc., a Canadian
company that manages U.S. real estate. The Bush administration urged the court not to hear the company's

appeal.

Courts ""have had no problem disposing of taxpayer claims in cases such as the present one, in which there is
a wrangparent lack of nontax business purpose,” the government argued.

A federal appeals court in Washington upheld the assessment. That ruling “"may eripple tax planning," Del
Commercial contended in its unsuccessful appeal.

** A basic premise of modem corporate finance is the use of numerous steps and/or infermediaries in a
transaction with an underlying commercial purpose in order to reduce or eliminate tax liability," said the
company, which hired Harvard law professor Laurence Tribe to make its case al the high court.

The fight centered on $14 million in loans made by Royal Bank of Canada to one of Del Commercial's
Canadian parent companies in 1990, The IRS says that money was immediately passed through four afTiliates
before landing in Del Commercial's accounts.

Del Commercial repaid much of the money, plus interest, to the Dutch affiliate that was the last o touch the
loan money.

The IRS savs that was a ruse designed to avoid the duty of U.S. mxpayers to withhold taxes owed by their
foreign lenders. A treaty in effect at the time exempled lenders based in the Netherlands from those taxes.

The case is Del Commercial Properties v. Commissioner of

Internal Revenue, 01-681.
10, THIRD-FARTY DESIGNEE BOX ON NEW FORM 1040 AVAILABLE * Tax Notes Today

Tax Notes Today

JANUARY 135, 2002 TUESDAY
DEPARTMENT: Official Announcements, Notices, and News Releases; IRS News Releases
CITE: 2002 TNT 10-13
LENGTH: 298 words

HEADLINE: #13 2002 TNT 10-13 THIRD-PARTY DESIGNEE BOX ON NEW FORM 1040
AVAILABLE. (IR-2002-04) (Release Date: JANUARY 14, 2002) (Doc 2002-1096 (1 original page))
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The RS has announced (TR-2002-04) that taxpayers can cnable the IRS to talk directly with a third party to
correct mistakes, such as simple math errors and data omissions, during the processing of the taxpayers' returmns
by selecting the third-party designee box on the new Form 1040. The third party will also be able to discuss the
status of a refund, payment, or other notice with the IRS. The designation, however, does not eliminate the need
for a Power of Attorney for issues dealing with examinations, under reported income, appeals, and collection
notices.

11. The Widows Triumph * THE WALL STREET JOURNAL

THE WALL STREET JOURNAL

Janvary 15, 2002
Review & Outlook
The Widows Triumph

Ever have one of those days where you roll out of bed, gulp your black
coffee and pump yourself up for the big fight you know is coming? Well,
with the Intemal Revenue Service preparing to pursue the taxable estates
of foreigners who lost their spouses on September 11, we were ready to
rumhble.

And then Congress surprised us, and probably even itself, and did the right
thing,

The surprise is the Victims of Terrorism Tax Relief Act, and actually it
wasn'l totally the right thing. But we'll get back to that below. As these
columns first reported when we wrote about the case of Lucy Thompson
on October 12, U.S, estate-tax low lacks a spousal exemption for
foreigners. This made widows and orphans juicy targets for the IRS to
pounce on whatever cash and assets the victims of September 11 had left
them. 1f the numbers add up the way we've been told, Congress has now
granted them a reprieve,

Congress did this by extending to those who were killed on September 11
the same special tax treatment granted to seldiers who fall in the line of
duty. Though not designed with the foreign widows and widowers in mind,
these people have nonetheless received a huge assist. That's because the
new law grants the special tax status to the estate of the deceased, so the
spousal exemption doesn't really matter.

The math is extremely complicated, and involves tax treaties with different
countries. But we're told it works out to shiclding the first $8.5 million from
federal tax in the absolute best cases (for those foreigners living here) to
S600,000 in the worst (those nonresident). Even in the worst case, thal is

10 times the protection they would have received otherwise, with much
lower tax rates. As such it brings a special measure of mercy for the
hundreds of foreign families who lost loved ones on September 11,
including 53 British, 24 Japanese, 17 Mexicans, 18 Koreans and many
dozens of others who still have mortgages and college tuitions o pay as
they iry to keep their families together.
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Of course, the simplest and more humane selution would have been 1o
aholish the estate tax, which is scheduled for extinction anyway, though not
before 2010 and then for one year. That's precisely what Washington
Representative Jennifer Dunn proposed in her Widows of the World

Equity Act.

But that would have required more compassion than politicians ¢an muster
at one sitting. In fact, Congress seemed ready to consider any kind of
relicf, including making all of the dead U.S. citizens, rather than repeal the
estate tax. And before we praise the Members of Congress too much, no
doubt the fear of special publicity that would have focused on the
September 11 widows was part of their motivation.

Then there is the twisted moral logic of carving out just this estate-tax
exception. A British woman living in America whose husband was killed in
the World Trade Center attacks can now collect whatever was left behind
without fear of the IRS. But a British woman whose husband is killed by,
say, a drunk driver or heart attack still faces an estate tax on her assels
starting at as little as $60,000 (foreigners don't get the U.S. minimum
exemption of $1 million) with confiscatory rates of up to 55%. The IRS
philosophy here is that it's all their money, and that a foreign spouse might
up and leave the country before the IRS geis its share.

The case of the September 11 widows illuminates that the real objection to
the estate tax is moral. It is a political grab for assets on which taxes have
already been paid once, if not twice, The spouses of September 11 may
be catching a deserved break, but the real solution is to abolish the estate
tax for everyone forcver.

12. Tax Credit Misses Some Eligible * Associated Press

Associated Press

0171472002

Tax Credit Misses Some Eligible

By LAURA MECKLER

Associated Press Writer

WASHINGTON (AP) - About 4.3 million taxpayers who were cligible for a tax
credit aimed at the working poor did not claim it in 1999, congressional
auditors reported.

That adds up to a 75 percent participation rate in the eamed income tax
credit program, better than programs such as food stamps and Medicaid that
are available to many of the same people.

The camed income tax credit, expected to cost 530 billion this year, 15 onc
of the federal government's largest programs aimed at helping low-income

Americans. Available only to the working poor, the credit enjoys bipartisan
support and has been expanded several imes in recent years,
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The new report by the General Accounting Office found that parents with one
or two children were most likely to claim the ¢redit, with more than 90
percent taking advantage of it.

Only 45 percent of adults without children claimed the credit, and only 63
percent of those with three or more children did so.

The GAO could not explain the differences in participation rates, saying they
may be a result of data collection problems

in the sample examined or may be

real.

Rep. William Coyne, D-Pa,, the top Democrat on the Ways and Means oversight
subcommittee, who requested the report, plans to ask GAO for further
research,

"We are very troubled by it," said Matt Dinkel, Coyne's spokesman.

There are a variety of reasons why people who are eligible for the tax credit

do not claim it, said John Wancheck, who runs an outreach campaign on this
tax credit for the Center on Budget and Policy Prionties.

Amoeng them, he said, are that families aren't aware of it, sometimes because
they eam too little to be required to file a federal tax return. There also

are foster parents and grandparents who may not realize that they may claim
the children they care for when calculating eligibility for the credit.

The EITC, created by Congress in 1973, is refundable, meaning that evenif a
taxpayer owed no income tax they can get a govemnment ¢check by claiming the
credit. About 86 percent of claims represent this form of direct cash help.

But the credit is difficult to compute and always has been plagued by ermors.

In 1997, the IRS found that 25.6 percent of more than $30 billion in claims

“should not have been paid™ due to mistakes or fraud. About 20 million

taxpayers made EITC claims that year.
13. Sweeping new law might make 2002 a good year for finances * Houston Chronicle Publishing

Company

The Houston Chronicle

January 14, 2002, Monday 2 STAR EDITION
SECTION: BUSINESS; Pg. 3

LENGTH: 853 words

HEADLIME: Sweeping new law might make 2002 a good year for finances
SOURCE: Tribune Media Services

BYLINE: GARY KLOTT
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BODY:
NOW that 2002 is well under way, it's an opportune time to consider what you might do for the rest of the year
to improve your financial life.

Early planning is always essential to achieve sizable tax savings. But it's especially important this year because
of the sweeping 1ax law changes that took effect Jan. 1. Most of the major new bencfits from the Tax Relief Act
of 2001 stan to phase in this year. Here are some strategies (o help make the most of the new law benefits and
otherwise save on taxes in 2002 and beyond.

Keep close tabs on your income levels: The key to qualifying for many of the new law’s breaks is fo find ways
to hold down your "adjusted gross income.” Most of the new or expanded benefits are phased out for
individuals with adjusted gross incomes above cerain levels.

included are the child tax credit, retirement savings credit, the new college tax deduction, Coverdell Education
Savings Account, adoption credit, student loan deduction, IRAs and the earned income credit.

Careful timing of investment sales may prove critical if you're bordering on the income limits for a valuable
benefit you hope to claim. In some cases, you'll wanl to try to avoid realizing large investment gains in years in
which you expect to reap substantial benefit from some income-contingent breaks.

Employees can reduce their adjusted gross income by taking advantage of their employer's 401(k) plans and
"flexible spending arrangements” for health-care and dependent-care expenses.

|l
Shelter more: The new law gives most individuals the opportumity to shelter much more of their income in
retirement and education savings accounts, where your money can grow and compound faster than if part of the
camnings were taxed away each year. The contribution limils for [RAs, self-employed retirement accounts,
employer-sponsored plans and education savings accounts have been sharply increased.

Diefer income: Deferring income through the use of retirement accounts and deferred-compensation plans will
not only postpone the tax lisbility for years but also may make the income eligible to be taxed at a lower rate in
the future. Tax rates above the 15 percent tax bracket are scheduled to drop in 2004 and again in 2006.

Think taxes in daily financial life: Whenever you make a financial move, consider the lax aspecis. In some
cases, how you arrange the financial transaction can greatly affect your tax bill.

Charitable contributions are a prime example. How much of a tax benefit you'll receive for your charitable
donation will depend not only on the amount of your contribution, but also on the type of gift you make. While
cash may be the most common form of charitable gift, you'll save more in taxes if you donate stocks or other
investments that have increased in value. So long as you've owned the shares more than one year, you'll be
eligible 1o claim a charitable deduction for the current market value of your donated shares. In addition, you'll
escape capital gains tax on the appreciation.

Securities sales: If you plan to sell off part of your holding in a particular stock or mutual fund, the form of your
"sell order” can have a significant impact on your tax bill. If you acquired the shares at different times and
prices, you may be able to minimize the capital gains tax bite by designating in your sell order which specific
shares to sell. For instance, you could minimize your taxable gain by instructing your broker or mutual fund to
sell the shares you acquired at the highest prices. If you don't identify which specific shares are to be sold when
vou place your sell order, the IRS will make you use on your tax return & much less favorable method for
determining which shares were deemed sold.

Consider larger tax implications: Before making any tax move, be sure to consider all the ramifications. Not
every tax benefit is worth pursuing. For example, parents who plan to take advantage of the expanded education
savings account to save for their child's college education need to consider the potential impact on their child's
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eligibility for financial aid in college. Middle-income families could lose more in financial aid than  they'd save
in taxes from setting up an education savings account in their child's name. In determining how much a family
can afford to contribute to the cost of college, financial aid formulas count assets held in a child's name much
mare heavily than assets in the parent's name.

Alternative minimum income: Higher-income individuals should pay close attention to their vulnerability to the
alternative munimum tax, or AMT, which inflates the tax bills of people who are able 1o make use of various fax
breaks to slash their regular tax liability below certain levels. The number of taxpayers afTected by the AMT is
projected to double this year and continue to grow at a rapid rate in the years ahead, partly because of the new
law's reduction in the top lax rates.

Knowing whether you're likely to be hit by the AMT is important because strategies to minimize or avoid the
AMT are much different than you'd normally employ.

14. Changes to 403(b) plans help teachers save for retirement * USA TODAY

USA TODAY

January 15, 2002, Tuesday, FIRST EDITION
SECTION: MONEY; Pg. 3B
LENGTH: 7% words
HEADLINE: Changes to 403(h) plans help teachers save for retirement
BYLINE: Sandra Block

BODY:

Much has been said about the misplaced priorities of a society that rewards mediocre baseball pitchers with
multimillion-dollar contracts while public school teachers earn less than § 50,000 a year. Less has been said
about the raw deal teachers get when it comes to saving for retirement.

Like private-sector workers with access to a 401(k) plan, teachers can arrange o have a partion of their
salaries deposited in a retirement savings plan, known as a 403(b). Money contributed to a 405(b) isn't taxed
until it is withdrawn, usually when the plan owner retires. But 403(b) plans, which are offercd to teachers and
other non-profit workers, have been dogged by high expenses and C-minus performance. And even teachers
with doctorates have been baffled by the Maximum Exclusion Allowance, a complicated set of rules that
governed how much they could contribute every year.

Fortunately, the Economic Growth and Tax Relief Reconciliation Act contained some big changes in 4053(b)
rules, effective Jan. 1. Among the major reforms:

* Higher contribution limits. Like savers in 401 (k) plans, most teachers will be able to contribute up o §
11,000 1o their 403(b) plans in 2002. Teachers who are age 50 or older will be able to contribute up to 5 12,000
in 2002, under a "catch-up” provision designed o encourage older workers ta save.

Some educators will be able to save much more. Many state and local governments offer 457(b) plans,
another type of tax-deferred savings program, to govermnment employees, including teachers. But in the past,
teachers who participated in a 403(b) plan couldn't participate. Starting this year, teachers who are eligible for a
403(b) and 2 457(b) plan can contribute the maximum to both - up to § 22,000 in tax-deferred savings a year,
says Barbara Perry, vice president, public retirement plans for TIAA-CREF.
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* The end of the Maximum Exclusion Allowance. Some teachers may still need to do some rudimentary
calculations, Perry says. But most will be able to rely on the 5 11,000 limit and forget about the MEA, she says.

* More portability. In the past, the law barred teachers who switched to the private sector from transferring
money from their 403(b) plans into a new employer's 401(k}. Likewise, workers who left private-sector jobs to
seach couldn't roll their 401(k) money into their 403(b) plans. As of Jan. 1, those prohibitions are gone, making
it easier for workers 1o consolidate their savings in one plan.

However, not all plans allow such transfers, so check with your emplayet.
Better returns

The reforms don't directly address one of the biggest problems surrounding 403(b) plans: a lack of good, low-
cost investment choices.

Private employers that offer 401(k) plans typically arrange for a mutual fund group or plan provider o handle
their workers' 401(k) savings. The 401(k) provider offers participants a menu of investment options, usually
ranging from ageressive lo conservative. Because savers are part of a large group, they often get a break on
fees.

Public school systems, by contrast, have stayed out of the investment business. While they'll arrange for

payroll deduction into a worker's 403(h), many don't want 1o select a plan provider. Instead, they allow sales
representatives from financial firms, usually insurance companies, to solicit business from their employees.

As a result, a lot of 403(b) money has been invested in annuities, which tend o carry much higher expenscs
than no-load mutual funds. Annual fees often run as high as 2% of the amount invested.

The money is frequently invested in conservative products, which lowers the risk but also leads o lower
returns.

Many contracts contain surrender and back-end fees that penalize dissatisfied workers who want to switch
plans.

Advocates for 403(b) reform say the situation is improving. Low-cosl providers, such as TIAA-CREF, are
negotiating with some school districts to manage their 403(b) plans. More providers may be willing to set up
403(b) plans now that the onerous MEA rules are gone, because it's simpler to administer the plans.

S1ill, some school districts need a push. If you're a teacher and are unhappy with your 403(b) choices, talk to
vour administrator about adding some low-cost options.

But before you approach your school distnict, do your homework. A good place to starl is
www 403bwise.com, which was founded by two educators who were frustrated with the lack of information
ahout teachers' retirement plans. The site offers a 403(b) Bill of Righis, calculators and updates on the rules
governing the plans. Momingstar, the mutual fund information source, offers a good primer on the plans at its
Internet site, Wi, MOMINESIAr.com.

15. Tax breaks for college, retirement * The Bergen Record

The Bergen Record

January 13, 2002
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Tax breaks for college, retirement
By KATHLEEN LYNN
Staff Writer

Families often face two big financial challenges at the same time: saving for college tuition and saving for
retirement. The tax bill President Bush signed last summer offers help on both, with expanded tax breaks that
went inta efTect Jan. 1.

“I've ot clients who had children later in life,” said accountant Tony Wyss of Closter. "Their children are not
starting college till the parents are near retirement age. So it's a question of saving for college vs. saving for
retirement.”

All taxpayers will benefit from lower tax rates that went into effect this year, and you don't have to take any
action to get them, But to make the most of the other tax breaks, you've got to ratchet up your savings.
Considering the high cost of college and retirement, that might be a good idea anyway.

Among the most useful changes:
You can protect more of your retirement savings from taxes.

Under the new rules, the yearly maximum contribution for an IRA or Roth IRA rose this year, from 52,000 to
£3,000 - $3,500 for those who are at least 50 and who may need to catch up on their retirement savings.

"With this country’s savings rate being so low, that is a great incentive for people to save for retirement,” said
Peter Traphagen Sr., a certified public accountant in Oradell.

The maximum contribution for an employer-sponsored savings plan, such as a 401(k}, 403(b), or 457, rose from
$10,500 1o 511,000 -- §12,000 for the over-50 crowd.

You can gel more tax breaks on saving for college. Families can now contribute $2,000 a year - up from 5500 a
year -- to Education Savings Accounts, formerly called Education [RAs, These accounts, available through
mutual funds, banks, and brokerages, allow the money to grow tax-free if used for education expenses.

And Section 529 college-savings plans, sponsored by the states, also became more attractive, Formerly, the
eamings on these accounts would be taxed at the student's tax rate when taken out for college costs, Now they're
completely free of federal taxes. You can generally invest in any stale's plan, no matter where you live or where
your child ends up attending college. For more information on Section 529 plans, check
www.savingforcollege.com.

"With the incredible cost of college today, 1 think more and more families are beginning to save earlier,” Wyss
said.

For students who borrow to pay for college, the new tax law expands tax breaks for repaying student loans.
Previously, the taxpayer could deduct interest on student loans for only 60 months; now there's no limit. And
the deduction is now available to taxpayers at higher incomes, beginning to phase out at $30,000 for single
taxpayers and to $100,000 on joint refums.

Other tax breaks that affect families include:

You can lake a higher tax credit for your children — $600 a child, up from 3500. But the credit begins to phase
out for families with adjusted gross incomes above $110,000 (joint return) and above $75,000 (single).

You can leave more to your heirs. Okay, it's hard to get excited about a tax break that you can get only by
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dying. But you can leave an estate of $1 million, up from $675,000 last year, without yeur heirs facing cstate
taxes. That exemption is set to rise steadily over the next eight years.

“This will 1ake many families out of a taxable-gstate situation,” said Wyss.

And if you want to share the wealth while you're alive, you can give more to your heirs every year without
worrying about gift taxes - 511,000 this year, up from $10,000.

16. Tax time process clarified * Dallas Morning News

Dallas Morning News (Dallas, Texas)

January 14, 2002

Tax time process clarified

IRS offers guidance in navigating yearly incone claims ritual
By PAMELA YIP

Most of us wish we didn't have to file a federal income tax return, but no such luck. It's an annual ritual - like it
or not.

If you're a U.S. citizen or resident, the law requires you lo file a tax retum,
But there are some people who don't have to meet that requirement.
Whether you must file a return depends on your gross income, filing status and age.

Generally, if you're under 65, once your gross income hits the following amounts, the law requires you to file a
lax retum:

* 57,450 for single taxpayers.
* £0,550 for head of household.
* £13,400 for married, filing jointly.

Gross income includes all income vou receive in the form of money, goods, property and gervices not exempl
from tax.

In addition, some people believe that the elderly don't have to file a return. But that's not always true.

If you're 65 and older, you must file a return once your gross income hits the following amounts:

* £8,550 if you're filing single.

* £15.200 for married filing jointly.

* 510,650 for head of household,

If you tumed 65 on Jan, 1, the government considers you to have been age 65 at the end of 2001.

"The law requires you to file a retum if your income is shove a certain level, so each taxpayer will pay their
proper amount of tax," says Venus Birmingham, a tax resolution representative at the Internal Revenue Service

in Farmers Branch.

If vou're self-employed, generally you must file a tax retumn if your net eamings for the year exceed 5400
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It's very important te file a return if you have to. The government considers it a grave violation if you don't and
assesses tough failure-to-file penalties.

The penalty is usually 5 percent for each month or part of a month that a return is late, but not more than 23
'|'.|EI'EI:rll.

The penalty is based on the tax not paid by the due date withoul regard to EXICN5ions.

If you file your return more than 60 days after the due date or extended duc date, the minimum penalty is the
smaller of $100 or 100 percent of the unpaid fax.

You won't have to pay the penalty if you can prove that you failed to file on time because of "a reasonable cause
and not because of willful neglect,” the [RS says.

Even if you're not required to file a retum, it may be to your advantage to do s0.
More than 70 percent of those who file a retum are due a tax refund, and you must file a return in order to get
your refund.

If you're eligible for the Earned Income Credit, you must file a retum to claim it.
The credit is refundable, which means the IRS will send you a refund for amy amount in excess of your tax
liability.

If you qualify for the Eamed Income Credit, you may be eligible for a credit of up to $2,428 for a taxpayer with
one child and 54,008 for laxpayers with two or more children.

If you need more time to file your return, you may get an automatic four-month extension by completing IRS
Form 4868, Application for Automatic Extension of Time To File ULS. Individual Income Tax Return.

The extension will give you until Aug. 15 to file your return.
You must request the automatic extension by April 15.

Remember this crucial point: An extension of time to file your retum doesn't give you more time to pay the tax
you owe.

You will be charged interest on any tax owed but not paid by April 15th.

You may also be charged a late payment penalty. The failure-to-pay penalty is (.3 percent of your unpaid taxes
for each month, or part of a month, after the due date that the tax isn't paid.

If you need an extension of time to file, you may be able to avoid paying interest and penalties by estimating
how much tax, il any, you'll owe, and including that payment with your Form 4868.

17, IRS wisdom: The early filer gets to sit back, be smug * The Commercial Appeal

The Commercial Appeal (Memphis, TN)
Jan. 13, 2002

IRS wisdom: The early filer gets to sit back, be smug

Fallowing are tax tips from the IRS.

Earlier is belter when it comes to working on your taxes. The IRS encourages everyone to get a head start on tax
preparation. Not only do you avoid the last-minute rush, carly filers also get a faster refund.
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There are seven easy ways 10 get a good jump on your taxes long before the April 13 deadline rolls around:

1. Gather your records in advance, including W-2s and 1099s. Remember to save a copy for your files.

2. Get the right forms. They're available around the clock on the RS Web site, www.irs.goy, in the “Forms &
Pubs" section.

3, Take vour time. Don't forgel to leave room for a coffee break when filling out your tax return. Rushing can
mean making a mistake - and that can be expensive!

4. Double-check your math and Social Security number. These are among the most common errors on lax
returns. Taking care on these numbers reduces your chances of hearing from the IRS.

5. Get the fastest refund. When you file early, you get your refund faster. Using E-filing with direct deposit
might get you a refund in as little as 1010 135 days.

6. E-filing is easy. E-filing catches math problems, provides confirmation your retum has been received and
gives you a faster refund.

7. Don't panic. If you have a problem or a question, remember the IRS is there to help around the clock. Try the
Web site www.irs.gov. Or call the toll-free customer service number, (800) 829-1040, between 7 a.m. and 10
p.m. weekdays, 9 am. to § p.m. Saturdays until April 13.

Your filing status on your federal tax return identifies you based on your marital and family situation, according
to the IRS, It is an important factor in determining whether you must file a retur, the amount of your standard
deduction and your correct amount of tax. If more than one filing status applies to you, you may choose the one
that gives you the lowest tax obligation.

There are five possible filing statuscs: Single, Married Filing Jointly, Married Filing Separately, Head of
Household and Qualifying Widow(er) with Dependent Child. Your marital status on the last day of the year
determines your status for the entire year.

Generally, if you are unmarried, divorced or legally separated according to your state law, your filing status is
Single.

If you are married, you and your spouse may file either a joint return or separate returns. If your spouse died
during the year and you have not remarried, you may still file a joint retumn for the year of death.

Generally, 1o qualify for Head of Household status, you must be unmarried and have provided more than half
the cost of keeping up a home that was the main home for yourself and a qualifying relative for more than half
the year. You may also qualify if you are married but did not live with your spouse al any time during the last
six months of the tax year and you provided more than half the cost of keeping up a home for you and your
dependent child for more than half the year,

If your spouse died during 1999 or 2000, you may be able to file as a Qualifying Widow or Widower. To do
this, vou must meet all four of the following tests:

1. You were entitled to file a joint return with your spouse in the year of death,

2. You did not remarry before the end of 2001,

3. You have a child, stepchild, adopted child or foster child who qualifics as your dependent for the year, and
4. You paid more than half the cost of keeping up your home, which was the main home of that child, for the

whole year.

You can find detailed information on each filing status in Publication 501, "Exemptions, Standard Deduction,
and Filing Information,” or by using the interactive "Tax Trails" feature on the IRS Web site awww.irs.gov.
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You may download forms and publications from this site or order them by calling toll free (300) TAX-FORM
{1-800-829-3676).

18. Low- to middle-income investors get tax credit * Star-Telegram

Star-Telegram (Fort Worth, Texas)
January 13, 2002
Low- to middle-income investors get tax eredit

There iz 2 new federal income tax credit called the Saver's Credit, which is directed to low- and middle-income
people who invest in the government's tax-deferred investment plans.

They include individual retirement account, Roth IRA, 401(k), 403(b), and 457 plans. The objective is 10
encourage people to put more money in those investments to expand their retirement savings.

That can be difficult for people who are barely making ends meel. The government's incentive is to offer a tax
credit of as much as 50 percent of contributions up to $2,000 a taxpayer makes to a retirement plan each year,
Essentially, the Saver's Credit is like a matching grant that helps pay for the first 52,000 that you invest,

Whao's eligible for the Saver's Credit:

Single people with an adjusted gross income, or AGIL, of 325,000 or less.

Heads of houscholds with an AGI of 335,700 or less.

Couples with an AGI of $50,000 or less.

For married taxpayers filing jointly, each spouse is eligible for his or her own annual contribution up to
$2.000.

- R §

You qualify for the credit if you are 18 or over, are not a full-time student and are not claimed as a dependent on
someons else's tax returm.

19, IRS, AARP offer residents free tax assistance * The Enid News and Eagle

The Enid News and Eagle (Enid, 0K)

January 12, 2001

IRS, AARP offer residents free tax assistance

By: Tippi Rasp, Staff Writer

AARP: "We do simple returns for simple people.’

Ir's time to tally up taxes for another year, and those who need free help have alternatives.

AARP will offer its 10-week tax assistance program starting Feb. 1.

Twao or three trained volunteers will help prepare taxes 9 am. to 1 p.m. on Saturdays Feb. 2 through April 13, at
Public Library of Enid and Garfield County, and 10 a.m. to 2 p.m. Mondays, Wednesdays and Fridays Feb. |
through April 12 at Oakwood Bowl.

Vi Musser, AARP lax assistance coordinator, said the free services aren't just for seniors,
"It's geared primarily for seniors, but it is for anybody from low to moderate income," Musser said.

01/17/2002

00800000001159



IN THE NEWS: 1/15/02 Page 27 of 30

Musser said the volunteers aren't trained 1o tackle difficult or complicated returns.

"I've always told people, 'We do simple returns for simple people,™ Musser said.

The Internal Revenue Service will offer free help for more complicated returns, with tax eredits such as Child
Tax Credit, Eamed Income Tax Credit and Additional Child Tax Credit.

The IRS Taxpayer Assistance Center is open during regular office hours. Hours are & a.m. to 430 pm.
Mondays, Tuesdays, Thursdays and Fridays and 8:30 a.m. 1o 4:30 p.m. Wednesdays,

IRS personnel will help working parents figure three tax credits - all of which can reduce the federal income
taxes of working parents, said IRS spokesman David Stell.

“Some parents may be cligible to claim these eredits for the first time,” said Stell. "Especially if there were
changes in the family such as a new child, divorce or decrease in eamings duning the past year."

Susan Snowden, RS revenue officer, said all tax forms and valuable information are available via the Internet
at_www.,irs, gov <httpe/sww.irs.gove, Tax forms can be downloaded from the site.

The site allows users to enter earnings information for help on selecting a form, and it provides frequently asked
questions and answers.

Snowden said a number of local sites provide the public with access to free tax forms, but many of those siles
run out of forms and don't have the opportunity to regularly restock.

The IRS office, 301 W. Maine, regularly restocks all forms.
20, City to help residents get income tax credit * Indianapolis Star

Indianapolis Star

January 14, 2002

City to help residents get income tax credit
The community effort will help low-income and Hispanic families claim the money they're entitled to.
By J.K. Wall

Indianapolis aims 1o get an extra 55 million from Washington this year,
Not for the city government, but for lower-income residents who can claim the federal Eamed Income Tax
Credit.

The mayor's office has joined with the Internal Revenue Service, the Anme E. Casey Foundation, local banks,
community groups, financial counselors and Hispanic groups to encourage applications for the tax credit. The
coalition wanits to spread the word about the credit, provide free tax preparation and connect credit recipients
with financial education and new bank accounts.

The IRS cstimates that 15 percent of residents who are eligible for the tax credit don't claim it, That means
about $22 million is there for the taking,

But the local effort, known as the Eamed Income Tax Credit Outreach Initiative, has smaller dreams. It would
like to process 3,000 additional tax credit claims this year, which the IRS estimates would bring nearly $3
millicn to Indianapolis.

Individual families can receive up 1o $4,008, depending on their income and number of dependents. The [RS
gaid the average refund in Indianapolis last vear was 51,576,
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Expericnee has shown that people who take the credit don't use the refund money on luxuries or frivelous
purchases.

"Folks who get the credit help boost the economy in the city, because they don't . . . use it to go to the
Bahamas," said Lena Hackett, a local coordinator for the Casey Foundation, a Baltimore-based nonprofit group
that seeks to improve familics and neighborhoods,

An initiative in Chicago found that credit recipients primarily used the money to pay off bills, then to buy
needed ilems.

Indianapolis’ initiative will prepare tax forms starting Feb. | at five sites: the Hispanic Education Center, 580
Stevens St.; Southeast Community Service, 901 Shelby St.; the Hawthorne Community Center, 2440 W. Ohio
St.; the Brightwood Branch Library, 2500 N. Sherman Drive; and El Centro Hispano, 617 E. North St.

The locations were sites for the [RS' volunteer tax preparation program in past years. But the initiative secks to
beel up the IRS' efforts by promoting it and adding velunteers.

"We're out just beating the bushes right now," said Ellen Quigley, assistant deputy mayor for policy. Mayor
Bart Peterson encouraged members of the Indiana CPA Society to volunteer. And neighborhood groups talked
about it at their meetings.

In late January, the Casey Foundation will lead neighborhood groups in distributing fliers door-lo-door in the
targeted neighborhoods. i

Elizabeth M, Gore, chairwoman of Martindale-Brightwood Community Development Corp., said the tax credit
initiative would help in a tight economy.

"This is just extra money that you didn't count on that, during a time like this, would be very helpful,” Gore
said. "It would provide a surge to this community.”

And Ivan Schumann, executive director of the Indianapolis Hispanie Chamber of Commerce, lauds the effort to
find bilingual volunteers to help Spanish-speaking residents claim the credit and to counsel credit recipients and
work with banks to open accounts.

*Instead of putting the $5,000 under the mattress,” Schumann said, "it will be used in the retail cconomy here."
21. Miami Herald Action Line * INCOME TAXES MADE NEARLY PAINLESS

Miami Herald Action Line
January 14, 2002
INCOME TAXES MADE NEARLY PAINLESS

Need a tax form? Have a question about changes to tax law? Want to find the nearest IRS taxpayer assistance
center?

If vou have a personal computer and Internet access, you can point and click your way to trouble-free tax filing
at www,irs gov <hiip:fwaw irs.govi,

The IRS website offers a wealth of resources for making tax time less taxing. A user- I'rlendl:r' format allows
even novice Web surfers to quickly find the information they need. With the help of the site's interactive
[eatures, you can calculate proper withholding amounts, leamn if the interest you pay is fully deductible or
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determine whether you're eligible to claim the child and dependent care credit,

The site also provides instructions for obtaining copies of prior-year tax returns and has a handy tax event
calendar. You can even get help with a particular tax question.

Millions of laxpayers visited the IRS site in 2001, downloading nearly 300 million forms, publications and a
varicty of topic-oriented tax information. You can obtain:

Tax forms, instructions and publications.

The latest tax information and tax law changes,

Tax tables and rate schedules.

Publication 17, Your Federal Income Tax,

All TeleTax topics.

Answers 1o the mast frequently asked tax questions.
A library of tax regulations.

The weekly fnternal Revenue Bullesin, which contains all the latest revenue rulings, revenue procedures,
notices, announcements, proposed regulations and final regulations.

In addition, the IRS website offers information on the many benefits of electronic filing. More than 40 million
taxpayers filed their returns electronically in 2001, It's accurate, convenient and cuts the waiting time for
refunds.

22, IRS Hosis Tax Credit * Newsday

Newsday
(Mew York, NY)

January 15, 2002 Tuesday WASSALU AND SUFFOLK EDITION
SECTION: BUSINESS & TECHNOLOGY, Pz. A51
LENGTH: 631 words

HEADLINE: LONG ISLAND INC;
MNewsday Secks Savings Through Staff Buyouts

BYLINE: Tami Luhby; Katia Hetter
ITRS Hosts Tax Credit
Awareness Days

To help parents qualifying for the eamed income tax credit, the Internal Revenue Service is hesting EITC
Awareness Days at its area Taxpayer Assistance Centers tomorrow, Jan. 23 and Saturdays in February.
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Working parents with incomes under $32,121 can claim the EITC with tax breaks up to 52,428 for one child
and up to $4,008 for two or more children. The primary requirements include: The taxpayer must file a federal

income tax return; must have eamings from wages or self-employment; and must provide a valid Social
Security number for each child listed on camed income credit schedula,

The centers also assist with general tax-related issues,

Centers in Manhattan are at 290 Broadway, 110 W, 44ith and 55 W. 125th streets; in Rego Park at | Lefrak
City Plaza, 59-17 Junction Blvd., in Garden City at 107 Charles Lindbergh Blvd.; in Massapequa in the Sunnise
Mall: in Inwood at Qur Lady of Good Counsel, 68 Wanser Ave.; in Hauppauge at 1180 Veterans Hwy., and in
Riverhead at 518 E. Main 5L

- Tami Luhby
23, Taxman cometh offering eredits * New Haven Register

New Haven Register

January 13, 2002

Taxman cometh offering eredits

HARTFORD - The Intemal Revenue Service is advising Connecticut residents to take note of three tax credits
with the petential to reduce a parent's tax burden by as much as 5600 per child.

The Child Tax Credit bill, the refundable Eamed Income Tax Credit and the Additional Child Tax Credit are
“too valuable to overlook," said IRS spokeswoman Dianne Besunder.

Those interested in lcaming more sbout how the credits work wheo can claim them are available on the IRS Web
site atwww,irg.gov <hfiplwaw,irs.govi=>.

Parents also have the option of going to the state’s seven Connecticut IRS Taxpayer Assistance Centers during
Earned Income Tax Credit Awareness Days this month. The first of those is next Wednesday, from §:30 am. to
4:30 p.m. Another awareness day is scheduled for Jan. 23.

Taxpayer Assistance Centers are located in Bridgeport, Danbury, Hartford, New Haven, Norwalk, Mew Lendon

and Waterbury.
24. In Brief * The Washington Post

The Washington Post
January 15, 2002, Tuesday, Final Edition
SECTION: METRO; Pg. BO3
LENGTH: 1031 words
HEADLINE: METRO; In Brief
BODY:
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Virgima taxpayers, take note;

Federal 1ax returns, which Virginians have mailed 1o Philadelphia for the past decade or so, should now be
sent to Memphis. The IRS began notifying taxpayers of the swilch last week, The new address: IRS Service
Center, Memphis, Tenn. 37501,

People who file electronically = as more than a million Virginians did last year -- face no change. Taxpayers
can visit the TRS Web site, www.irs.gov, to download forms and publications and leam about chanpes in the tax
laws that might affect their 2001 retumn.

15. BEVERLY HILLS' LATE TREASURER MAY HAVE LEFT SUBSTANTIAL DEBT TO IRS ;
OFFICIALS STILL TRYING TO UNTANGLE RECORDS
* Si. Louis Post-Dispatch

St. Louis Post-Dispatch

January 14, 2002 Monday Five Star Lift Edition
SECTION: NORTH POST; Pg. 4

LENGTH: 542 words

HEADLINE: BEVERLY HILLS' LATE TREASURER MAY HAVE LEFT SUBSTANTIAL DEBT TO
IRS ; OFFICIALS STILL TRYING TO UNTANGLE RECORDS

BYLIME: Kathie Sutin Special To The Post-Dispatch

BODY:

When Beverly Hills' treasurer died unexpectedly last year, his death left officials scrambling to find the
municipality’s financial records. Now officials are reeling with the news that payments he made to the Internal
Revenue Service often were late, and Beverly Hills might owe the federal government thousands of dollars in
back taxes and penalties.

Pervais Butt, the treasurer, had the books in his possession at the time of his death, but ro one at City Hall knew
where they were. In fact, no official was aware of the true financial situation. A year later, officials sull are
waiting 1o leamn the exact shape of the finances. Although an auditing company has been working on
straightening out the records for several months, City Clerk Langston Chambers reported to the Board of
Aldermen last week that they had not yet been successful in untangling the mess,

City Anomey Richard Bresnahan said no money was missing. He said he did not know how much Beverly Hills
owed the IRS or how much it had been a ssessed in penallies,

Chief of Police and City Manager Joe Collins said Butt's late paymenis to the IRS probably were the result of
the lagging cash flow, which often left it short of money o me=t expenses, a problem officials stll have.

In an interview, Chambers said the municipality had paid the TRS about $18,900 a few months ago but added
that he did not know how much more was owed. "That was the bulk of it,” said Chambers, adding that
Hochschild, Bloom & Co., the auditor, had worked to have some of the penalties reduced.

Chambers said the amount was significant because of penalties "from years past that didn't get paid.” He added
that over the years, the insurance premiums sometimes were not paid and other times were paid late. "It was all
kind of messed up,” he said. "It was before I was hired. I'm kind of winging it."
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The financial tangle also has cost money as the auditing fees mount. "Some months the auditor's bill is $1,400
and some months it's 52,500," Chambers sad.

“If they were doing just our bookkeeping from month to month, the bill should run about 5600 a month if
everything was in proper order," he said. "It's 2 small city, and there's not much to do. But when you start
calling back and forth and play phone tag with the [RS, the price tag goes up.”

Chambers said officials had tried to carry on after the books had been found after Butt's death but that without
knowing balances in the accounts, the tangle deepened.

"Things got messed up more,” he said. "They were already messed up, but we didn’t know it. After several
months with bills coming in and sitting around with no one knowing what to do, they got messed up even
maore,”

He estimated Beverly Hills was abouwt $20,000 in arrears on its bills and is struggling to catch up. He said the
amount was significant for a small municipality such as Beverly Hills.

"As money comes in, we kind of catch up and then we go behind, then we catch up and go behind again,” he
said.

{n another matter, the board approved a $1 hike in the city's trash collection fee and adopted guidelines for its
lateral-sewer program, which sets a $1,000 cap on the amount the municipality will pay on a sewer replacement.

26. Federal workers are among those who owe back taxes * The Free-Lance Star

The Free-Lance Star (Fredericksburg VA)

January 13, 2002
Federal workers are among those who owe back taxes

BY NOW, most of you have received your New Year's greetings from the federal government in the shape of a
2001 Form 1040 and instruction book. It truly amazes me that the Internal Revenue Service always beats the
Christmas bills to my mailbox.

As the nation's premier tax collector, IRS collects about 32 trillion annually, Though most citizens comply with
our tax laws by filing returns and paying taxes, some do not.

At the end of fiscal 2001, the IRS reported an estimated $240 billion in unpaid assessments, of which only 522
billion was estimated to be collectible. The total reflects all types of taxes—payroll, corporate, and individual.

At the request of the U.S. House Government Reform Committee, the General Accounting Office last year
reviewed IRS records to determine the number of federal workers and annuitants who owe laxes, how much
they owe and how they compare with nonfederal taxpayers.

Using IRS data, GAO reported that in October 2000, some 340,000 federal workers and annuitants owed
cumulative unpaid federal taxes of about $2.5 billion. OF this amount, about 54 percent was owed by federal

annuitants and 46 percent by federal workers. GAQO found an additional 85,000 federal workers and annuitants
who had not fled tax retums.

According to GAD, the taxes owed by federal workers and annuitants were almost always unpaid income taxes.
Owver one-third owed 1axes for more than one year, with 56 percent going back (o before 1995,
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While this rate of noncompliance was fairly consistent, GAQ reported that annuitamis owed proportionately
more in taxes than cumrent federal workers, Much to the relief of IRS management, GAO discoverced that the
rate of noncompliance by IRS employees was lower than the rest of the federal population--about 3 percent.

When comparing lax compliance by federal workers and annuitants with the general taxpaying population in
2000, TRS records showed about 5 percent noncompliance for current or retired federal workers as compared to
about 7 percent for their private-sector counterparts,

1 was disturbed by GAO's conclusion that a significant portion, 39 percent, of the amounts owed by federal
workers and annuitants were potentially uncellectible. Some didn't have the financial resources to pay or had
died. But in other cases, the IRS smd it was unable to locate the taxpayers--despite the [act that they are
receiving federal salary or benefit payments.

To those federal workers and annuitants who owe outslanding tax obligations, [ have a word of caution:
Treasury's Financial Management Service is looking for you. It has the power to apply a contineous levy of up
to 15 percent against vour federal salary and pension payments and wants to expand its collection efforts over
the next year.

27. Tax returns coming soon to North Ogden center * The Ogden Standard Examiner

The Ogden Standard Examiner

Jan 13, 2002

Tax returns coming soon (o North Ogden center
By DAVID TROESTER
Standard-Examiner staff

NORTH OGDEN -- Millions of tax returns will find a new path this year through a state-of-the-art mail-
processing facility in North Ogden.

The Internal Revenue Service plans to open the facility by the end of the month, just in time to handle the busy
tax-return season. It will be located in & former Autoliv plant at 1973 Rulen White Blvd. in Weber Industrial
Park.

Autoliv closed the 100,000-square-foot plant in August. The company sold it Dec, 31 for $3.9 million 10 ARKA
Properties Group of Beverly Hills, Calif. ARKA, in wrn, leased the facility to the U.S. General Services
Administration for use by the IRS.

The facility will be equipped with modem air-handling ventilation systems to ensure safety for employees in the
wake of recent anthrux scares.

"Should there be any issue that occurs when somebody opens up an envelope, for example, you can
immediately shut down the ventilating systems in that area so that it limits any exposure,” said Bob Wenzel,

IRS deputy commissioner in Washington, D.C. Wenzel served as director of the Ogden IRS service center from
1986 to 1992,

During peak months from February through mid-June, the new mail facility will employ 1,200. No new jobs
will be added. Positions will be transferred from the main IRS center off 12th Street.

The number of IRS sites in Northern Utah is now 10, including eight in Ogden and one in Syracuse. An 11th
site will be added in late summer or early fall when a 120,000-square-foot complex opens off Wall Avenue in

01/17/2002
00800000001166



N THE NEWS: 1/15/02 Page 34 of 36

Ogden. The complex will house IRS accounts management.

The IRS employs a total of 6,900 at its Northern Utah sites. Ogden has benefited in recent years from a work
restructuring at the 10 IRS service centers nationwide, The Ogden center and one in Cincinnati, Ohio gained all
business-tax processing nationwide.,

"The future is very bright for the Ogden location because there will be continued growth in business tax returmns
heing filed throughout the whole country and Ogden will receive at least half of those,” Wenzel said.

28, PAST FREQUENT FLYER ABUSE WON'T GO AWAY * FederalNewsRadio.com

FederalNewsRadio.com

January 15, 2002

PAST FREQUENT FLYER ABUSE WON'T GO AWAY

ALTHOUGH IT'S NOW LEGAL for feds and military personnel to use
frequent flyer miles eamed on official business, workers who used them
BEFORE the law was changed may still be punished.

The irony is that feds can now use mileage points they earned in the past
(if they have the proper records and proef). But, if they have already done
that---that is, use the mileage awards before the new law was signed on
December 315t---they could be in a heap of trouble!

Owver the past decade, hundreds of government workers, many of them in
important agency positions, have gotten into trouble for using mileage
points or awards eamed on business trips for personal pleasure.

Nobody knows how many employees used official miles for personal
travel---either by accident or design---and weren't caught or punished.

But employees who got into trouble for ignoring-—-or net knowing
about---the frequent flyer ban---sometimes gol into big trouble.
Punishments ranged from reprimands that now appear on their official
work record, o suspensions and in some cases criminal prosecution
and/or forced resignation.

Washington attorney Bill Bransford (Shaw, Bransford, Veilleux and
Roth) said some offenders were hit very hard. In some cases, they were
required 1o repay the government the full price of a ticket even though
airlines were offering reduced rates at the time of their travel,

This week’s issue of FEDmanager wams that "employees who have been
subject to discipline or investigation of frequent flyer benefit misuse should
be aware that allegations of misuses prior to December 31, 2001 still
might be pursued as actionable... misconduct.. however, the new law may
suhstantially reduce the significance of past violations,”
29, FEDERAL DIARY: Legislation Would Make a Deferred Annuity a Better Deal * The Washington

Posi
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The Washington Post
January 15, 2002, Tuesday, Final Edition

SECTION: METRO; Pg. B0Z; FEDERAL DIARY STEPHEN BARR

LENGTH: 658 words

HEADLINE: Legislation Would Make a Deferred Annuity a Better Deal

BYLINE: Siephen Barr

BODY:

Legislation has been introduced in the House to increase the value of deferred retirement payments in the
pension systems for federal employees.

Today, employees who leave their federal jobs before retirement age are eligible for a deferred annuity,
payable at 62, if they have worked for the government at least five years. The amount they receive is based on
retirement contributions and is not indexed to inflation. In other words, the government pays no inferest on
those accounts. Rather than leave their money in the pension system and at the mercy of inflation, many
employees choose to take their petirement contributions with them when they leave government service,

The recently introduced House bill seeks to enhance deferred annuities and provide an incentive for departing
employees to leave their retirement money with the government.

The bill, sponsored by Rep. Nydia M. Velazquez (D-N.Y.), would increase the value of deferred annuities
from the time an employee left the government until the date retirement payments begin. The increased value of
the deferred annuity would be based on the average increase in General Schedule salaries during that period.

The proposed change has been endorsed by the National Association of Retired Federal Employees, which
moted that the civil service trust fund invests employee contributions but does not pass along any added value to
people with deferred annuilies.

The Velazquez bill also would provide a new survivor benefit to spouses of former employees who are
eligible for a deferred annuity under the Civil Service Retirement System.

Today, when CSRS deferred annuitants die, their survivors get only what the employee contributed to the
retirement fund. Bul survivors of employees covered by the newer Federal Employees Retirement System also
receive the government's contribution toward the employees' retirement -- as do survivors of members of
Congress covered by either CSRS or FERS.

Dan Adcock, NARFE's assistant legislative director, called it "a little quirk in the law™ that treats CSRS
survivors differently from FERS survivors and members of Congress on the issue of deferred annuities.

NARFE got involved in the issue at the urging of Jim Cowie, who once taught computer systems management
in the Navy, When he quit his job to move abroad, Cowie left about § 6,000 in his retirement account and wis
surprised, a decade later, to learn the government did not pay interest on such accounts.

*Fairmess is really the issue,” Cowie said. "I will be forever refreshed in my beliel in democracy if this docs
work oul."
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Adeock said NARFE will work to "drum up support” for the Velazquez bill when Congress returns Jan. 23.

Last week, President Bush dismissed all seven Clinton appoiniees on the Federal Service Impasses Panel and
named four replacements, including Heritage Foundation Vice President Becky Norton Dunlop as the panel's
new chairman.

The panel often serves as a court of last resort in labor disputes between unions and agencies, and last week's
mass firing prompted expressions of surprise and concemn from some federal unions.

Yesterday, Colleen M. Kelley, president of the National Treasury Employees Union, said she looked forward
“to the panel being fully staffed so that its work can continue. As far as I can tell, [Dunlop] docsn't have any
experience in labor relations, and I'm concerned about that, but I'm looking forward to working with her to get

that panel up and running.”

Rep. Thomas M. Davis 111 (R-Va.) invites parents and students to free workshops Saturday on paying for
college.

Learn about grants, loans, scholarships and the financial aid process at 9:30 a.m. at Gar-Field High School in
Woodbridge and at 12:30 p.m. at Fairfax High School in Fairfax City. For more information, call this voll-free
number: 877-840-8224.
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Desler, Anne; George E. Fare (E-mail); Harl, Dale; Heather B, Rosenker (E-mail); Joelle Jordan (E-mail); Karen
Hastie Williams (E-mail), Loretta J. Basseite (E-mail); Lrievitan [E-mail); Madene Loor (E-mail);, Maween C.
Allen (E-mad); Steve Nickles (E-mail); Tara Bradshaw (E-mail); Taylor, Gloria

Subject; IN THE NEWS: 1/114/02
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1. IRS: TAX GROUPS URGE TREASURY, OMB TO SUPPORT ADEQUATE FUNDING FOR IRS *
BNA

The Bureau of National Affairs, Inc.,
Daily Tax Report
January 14, 2002, Monday
09 DTR G-3 (2002)
LENGTH: 256 words
SECTION: TAX, BUDGET & ACCOUNTING

TITLE: IRS: TAX GROUPS URGE TREASURY, OMB TO SUPPORT ADEQUATE FUNDING FOR
IRS

AUTHOR: By Brant Goldwyn
TEXT:

The Tax Executives Institute and the National Society of Accountants wrote Jan. 11 to the Treasury
Department and the Office of Management and Budget to urge adequate funding in the Internal Revenue
Service's fiseal year 2003 budget.

TEI and NAS each wrote to ask Treasury Secretary Paul O'Neill and OMB Director Mitchell E. Daniels to
"resist pressure to reduce the [IRS] funding level” and to assure IRS that "the programs needed to implement its
mission will be fully and effectively funded.”

Adequate funding is necessary to enable IRS "to effectively administer this country’s tax laws"™ and "to
succesd in reinventing itself as a modern, customer-focused agency,” said Robert L. Ashby, TEI's international
president,

"Our organization ... encourages you to play a constrective role in providing the service with sufficient assets
to fulfill its new mission,” NAS Executive Vice President John G. Ams said. "Full funding of eritical IRS
initiatives is of utmest importance and to do less is to short change the American taxpayer.”

Referring to concerns expressed by Sen. Charles Grassley (R-Iowa) about IRS inventory management
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problems (7 DTR G-9, 1/10/02), TEI said "[a]ithough we recognize that the IRS has experienced some
problems with its inventory management, we believe the agency has made substantial progress. ... [T]hese
concems, while important, should not impede the TRS's effort to deal with its broader mission.”

Texts of the TEI and NAS letters are in BNA TaxCore.
2. Supreme Court Will Review Case On Taxation of Restaurant Tips * THE WALL STREET

JOURNAL

THE WALL STREET JOURNAL

January 14, 2002

Law
Supreme Court Will Review Case On Taxation of Restaurant Tips

By ROBERT 5. GREENBERGER
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON - The Supreme Court said it would review how the
Intemal Revenue Service estimates income from tips, a case that

restaurants and their employees are walching closcly.

Using an aggregate estimating method, the TRS determined that Fior
D'lalia, a San Francisco restaurant, underpaid taxes by about 512,000 in
both 1991 and 1992, The restaurant challenged the ruling and prevailed in
federal court and in the appeals court, The courts said the IRS must make
individual audits before determining how much tax income is unreported,

Under IRS rules, tips received by an employee totaling more than $20 a
month are considered reportable wages and subject to Federal [nsurance
Contribution Act taxes, payable by both the worker and employer. The

Supreme Court's decision could affect any worker who eams substantial

tips.

The restaurant showed that employees reported tips of $247,181 for 1991
and $220,845 for 1992. But that didn"t go down well with the IRS, which
noted that tips reported on credit-card slips alone totaled 3364,786 in
1991 and $33%8,161 for 1992, The IRS increased the tax bite, using the
then-7.65% FICA tax rate, according to filings to the court, to determine
the additional taxes owed.

In upholding the lower count, the U5, Court of Appeals for the Ninth
Circuit, in 5an Francisco, ruled that the IRS assessment was invalid
becaise "it rests on an estimate in circumstances where Congress has not
authorized the [HS to use estimation as an assessment method.™

In asking the high court 1o review the case, the
U.S. solicitor general said, "This case presents
a frequently recurring question of significant
importance on which the courts of appeals are
in sharp conflicl.”
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3. Supreme Court To Hear Tip Tax Case * Associated Press

Associated Press

Jan. 12, 2002

Supreme Court To Hear Tip Tax Case
By GINA HOLLAND

WASHINGTON (AP) — The Supreme Court agreed Friday to hear Bush
administration argumenis that restaurants have been given too much leeway on
their laxes.

Justices will decide how much flexibility the IRS has in calculating taxes
that businesses owe from employess’ tips.

Determining taxes from tips has long been a troublesome task because often
the tips are cash and workers handle their own paperwork.

The Supreme Court sided with the [RS nearly 30 years ago in a case involving
employees accused of underreporting tips. This dispute deals with audits of
restaurants.

The court is being asked to affirm the practice of estimating the amount of
tips that should have been given to employees, then using that amount to
determine whether correct taxes were collected from their employer,

An appeals court has ruled that the practice is improper.

Solicitor General Theodore Olson said in court filings that without accurate
or comyplete records "the [RS has no plausible allernative bul to rely on an
indirect method to estimate the tips."

The lawver for San Francisco restaurant Fior d'ltalia sces it differently.

"It would appear (the government) seeks the authorily to unleash thousands of
untrained IRS agents, wholly unfamiliar with the nuances of vastly varying
restaurant operations and tipping practices and procedures, on the hundreds
of thousands of restaurants across the country,” Tracy J. Power told the

court.

Power said the IRS did not take into account cheap tippers, takeoul meals or
tip-sharing among hostesses and other staff.

Justices agreed to consider reversing an earlier court victory for Fior
d'ltalia, an [talian restaurant which dates back 1o the 1580s.

A panel of the 9th U.S, Circuit Court of Appeals said the [RS had "some

serious flaws" in its calculation for taxes and restaurants could end up
paying o much.
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"We are aware that auditing individual employees is much more cumbersome than
slapping the employer with assessments based on aggregate esimates,” Appeals
Judge Alex Kozinski wrote in that decision.

The government also lost in a lower court. Other courts around the couniry,
however, have sided with the IRS in similar fights.

The Supreme Court said in 1973 that the IRS can make an educated guess about
employees' tip taxes when records are inadequate. Kozinski said that in this
situation, restaurants cannol be blamed for problems with their employees'

records.
Al issue is the employer's share of FICA taxes. Fior d'Ttalia Ine. is

challenging taxes from 1991 and 1992, Using credit card receipts, the [RS had
estimated that staff received tips of aboul 14 percent on meals.

The restaurant had paid taxes based on what employees said they received,
which was less than 14 percent. The restawrant’s attorney said that if the

IRS suspected underreporting by employees, it should have audited them. The
restaurant then could revise its own records if there were problems.

Olson said Congress recognized tip tax problems and passed a law in 1998 that
lets restaurants enter agreements with the [RS.

Restaurants promise to educate employees about tip reporting and set up
procedures to get accurate information. In return, the IRS agrees to collect
taxes only on reported tips or unreported tips discovered during an audit of
an employee.

IRS records gshow that employees are doing a better job. The amount of
reported tips in the restaurant business increased from 58.5 ballion in 1994
to 514.3 billion in 1999, according to the IRS. :

The case is United States v. Fior d'Ttalia Ine., 01-463.
4. New Number, Fewer Answers at IRS * The Washington Post

The Washington Post

January 14, 2002, Monday, Final Edition
SECTION: FINANCIAL; Pg. EO3
LENGTH: 910 words
HEADLINE: New Nomber, Fewer Answers at [RS
BYLINE: Albert B. Crenshaw, Washington Post Staff Writer
BODY:

For the past month or so, budding entrepreneurs report that it has been all but impossible to reach the Intemal
Revenue Service to obtain an employer identification number (ETN), without which it's impossible to open a
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business bank account, get health insurance, or even deposit or pay taxes properly.

Minna Kahn, a certified public accountant in Bethesda, said she began calling Dec. 24, trying to get EINs for
clients, and got nothing but busy signals or a recorded message saying please call back later. She called at 7 in
the moming, all during the day and into the evening — always with the same result, she said.

The agency is not responding for some other requests, either. One of Kahn's clienis wanted to make an
election to be treated as a Subchapter 8 corporation, a form often used by small businesses because it allows
profits and losses to be passed through to owners for tax purposes, But there is a deadline for doing this, and her
client saw it looming. Kahn could not get through by fax, so she mailed the application, but as of last week she
had gotten no response.

"It is just so frustrating. They want you to comply with the requirements, then you are at a total loss,” she sud.

Likewise Susan B. Levine, just starting a company in the District, hit the same EIN wall.

She and her attorney, Julian Spirer, started trying Dec. 18, expecting to get the number in a couple of days.

Mo such luck. "We've been in phone-recording hell,” she said last week.

The IRS says that (a) it is sorry, and (b) it is working to get things fixed.

The explanation, IRS spokesman Tim Harms said, is that the agency had to shut down its system to do year-
end processing, and on Jan. | it converted to a new single national phone number for these requests. The
backlog from the December shutdown, combined with more new requests than expected, overwhelmed the new
phene system. And the siluation was made worse by taxpayers calling to try to find out what had happened to
fax and mail requests.

*We've redirected personnel to make sure calls are answered timely,” and "there should be significant
improvement by Jan. 18," Harms said, adding that the agency is also tackling that backlog. But "it will probably
take us about three wecks to catch up,” he said.

There is hope - of sons. By the end of last week, both Kahn and Levine, displaying small-business initiative
and tenacity, said they had gotten their numbers. Kahn just kept calling, and all of 4 sudden she got through.

Levine took her problems to the office of the National Taxpayer Advocate, where an IRS worker promised to
help and assigned her a case number, though net an employer number. Then on Thursday, she said, "the
taxpayer advocate came through for me. | have an EIN. I spoke to the most delightful person. She was most
helpful . . ., so it's 2 nice happy ending."

Meanwhile, the IRS hopes people who do not absolutely have to will hold off on calling. The more calls it
gets, the harder it is to catch up.

Small businesses contemplating starting an employee retirement plan - or that have a relatively new one —
get a break this month.

Under the tax-cut bill passed last year, the customary "user fec” assessed by the IRS for a favorable
determination letter on the tax-qualified status of a retirement plan is waived for employers with 100 or fewer
employees.

These determination letters allow an employer to show the IRS the plan, and the agency can determine if it
passes all the tests for favorable 1ax treatment.
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Exempting small businesses from the fee, which can run from 5 125 to § 1,250, is meant to encourage small
companies 1o start retiremnent plans. The exemption is available anytime during the first five vears of the plan's
operation.

The Small Business Administration said recently that it will extend the application deadline for its Physical
Lass Disaster Loans to March 11. The previous deadline had been last Thursday. It also is extending the
National Economic Injury Disaster Loan application deadline to April 22.

The Physical Loss Disaster Loan program is designed to help small businesses recover from physical damage
caused by a catastrophe within a federally declared disaster zone, such as New York. In October, the SBA
broadened its Economic Injury Disaster Loan (EIDL) program to qualified small busincsses affected by the
terrorist attacks nationwide, creating the National Economic Injury Disaster Loan (NEIDL) program. The
NEIDL had an original deadline of Jan. 10. The deadline for the regular EIDL, just for the declared New York
and Virginia disaster zones, remains June 11.

*Small businesses, which we depend on for our recovery and rejuvenation, are still hurting,” said Rep. Nydia
M. Velazquez (D-N.Y.}, ranking minority member of the House Small Business Committee. "Many of them are
just now discovering how badly they have suifered over the past three months. It is impertant to keep these
resources open to them."

The Bush administration last month revoked a year-old regulation that small businesses claimed effectively
blacklisted them from government contracts if they did not follow union rules on projects. . . . The IRS ruled
this month that operators of taverns and restaurants can expense "smallwares," a term that covers myriad small
items including salt shakers, bar glasses, cruets and potholders, rather than capitalizing them.

5 BusinessWeek: IRS Launches Investigation Into ... * BUSINESS WIRE

BUSINESS WIRE
Jan 11, 2002
BusinessWeek: ITRS Launches Investigation Into ...

NEW YORK, Jan 11, 2002 (BUSINESS WIRE) -- The Internal Revenue Service has
ppened its own investigation of Enron Corp., the beleaguered and bankrupt

energy trader, according 10 senior government investigators, BusinessWeek

Cmline has leamed.

The tax service could bring civil or criminal charges if it found that
Enron's zccounting snafus were reflected in its tax retumns.

The IRS probe pushes to an even dozen the count of government inquiries into
the accounting, securities, and pengion practices of the failed Houston-based
giant. The Securities & Exchange Commission is investigating whether emrors
on Enron's financial statements constituted securitics fraud -- a question
which is also subject to an investigation by a nationwide task force of the
Justice DeptL.

Meanwhile, the Labor Dept. is investigating Enron's pension plans, which
barred employees from selling their Enron stock as the company melted down
last fall. And President George W. Bush has ordered two Cabinet-level task
forces to look into issues surrounding Enron's pensions and energy trading,
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while at least six committees in Congress have announced probes or heanings.

Contacted by Business Week Online, the IRS would neither confirm or deny any
investigation, citing Enron's privacy nights as a taxpayer. Enron had no
immediate comment. And Enron's outside counsel, Washington attormey Robert
Bennett, could not be reached for comment for this story.

Details of the IRS probe were not available. But according to altorneys
familiar with tax law, the agency could be looking into whether the original
accounting treatment, which separated the partnerships’ profits and losses
from Enron's, misstated the giant company’s tax liability. In particular, the
probe could look at whether Enron claimed interest deductions for 51.2
billion in debt which it carried on its books as sharcholders’ equity.

The complete text of the article appears on BusinessWeek Online at

hittpe/fwww businessweek com/
6. Congressional Panel Probes Enron Audit; Andersen Memo Is at Center of Inquiry * THE WALL
STREET JOURNAL

THE WALL STREET JOURNAL

January 14, 2002
Major Business News
Congressional Panel Probes Enron Audit; Andersen Memo Is at Center of Inguiry

By MICHAEL SCHROEDER and TOM HAMBURGER
Staff Reporiers of THE WALL STREET JOURNAL

WASHINGTON -- A House committes is seeking information about an
Oct. 12 memo from Arthur Andersen LLP management, which committee
aides believe advised the firm's Enron Corp. audit team 1o abide by an
Andersen policy to destroy electronic and paper documents relating to
andils

The memo was issued days before Enron reporied a $618 million loss for
the third quarter last year. Last week, Arthur Andersen confirmed the
destruction of decuments and said it is investigating further.

"We acknowledge that there were intemal communications that raise
questions. Until we know more, it would be inappropriate to comment
further,” said David Tabolt, a spokesman at Arthur Andersen. He wouldn’t
confirm the existence of the memo, which was reported by Time magazine
on s Web sile Sunday,

The congressional inquiry is alse looking into pessible tax vielations by
Enron, Capitol Hill aides said.

Enron filed for Chapter 11 bankruptey-court prolection on Dec. 2, the
largest ever, following 2 serics of recent financial setbacks, including a
restatement of financial results dating back o 1997. The collapse of the
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Houston energy-trading company is being investigated by the Securities
and Exchange Commission and the Justice Department, as well as by
various congressional committees.

On Friday, Rep. Billy Teuzin (Rep., La.}, chairman of the House Energy
and Commerce Committee, wrote Arthur Andersen's chief executive,
Joseph Berarding, for documments and information conceming the destruction
of Enron documents.

He asked for a copy of the Ocl. 12 memo and subsequent
correspondence from Arthur Andersen's professional-standards group at
the firm's Chicago headquarters. In addifion, the committee has requested
information about whether the Enron auditors continwed o destroy
documents after the SEC issued a subpoena Nov. 8 related to its formal
investigation of Enron,

In another development, the Senate Governmental Affairs Committee sent
oul 51 subpoenas Friday o Enron and Andersen. Each Enron board
member received a subpoena, including Wendy Gramm, former chair of
the Commodities Futures Trading Commiszsion and wife of Texas Sen. Phil
Gramm.

Sen. Carl Levin, Michigan Democrat and chairman of the investigations
subcommitee, said on ABC's "This Week" that the panel is "focusing on ...
the failures of this corporation, the deceptive practices of this corporation
and the failure of its auditors and board.”

The SEC launched a formal investigation into potential accounting fraud at
Enron on Oct. 31 and later expanded its inguiry to include Arthur
Andersen's audit work. Last week, Arthur Andersen disclosed that it had
destroyed documemnts related to its Enron audit work after investigators
from the House committee raised questions about missing documents.

The existence of missing documents was tumed up by Davis Polk &
Wardwell, an ouside law firm hired by Arthur Andersen to assist in the
SEC investigation. The accounting firm informed the law firm that it
couldn't comply with part of the SEC's request for documents because
many had been destroyed, according to peaple with knowledge of the

probe.

As a result, Arthur Andersen informed the SEC before last wecek that it
wis missing some of the documents requested by the agency, including
e-mails and audit partners' paper files that were shredded, these people
say. Mone of Arthur Andersen's audit-work papers, which are most critical
to the investigation, were destroyed. After leaming aboul the document
destruction, the SEC subpoenaed Arthur Andersen's computer hard drives

and fapes, these people say.

Daviz Polk now has the tapes and hard drives and has hired ouiside
computer technical people to recover the e-mails, these people say. The
SEC is particularly interested in recovenng ¢-mail comespondence among
audit partners to determine whether there was an internal debate at Arthur
Andersen about the propriety of Enron's accounting, they zay.
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SEC spokeswoman Christi Harlan said the agency doesn't comment on
investigations.

Also last week, the Justice Department confirmed that it has set up a task
force of U.S. Attorneys offices to investigate Enron's collapse. The criminal
probe has been under way since early December.

As a result, the SEC, which had assigned 2 team to conduct a rapid
investigation, may now be taking a back seat to the Justice Department's
probe, The SEC is hunkering down for a long-term probe that has been
slowed by a parallel criminal investigation, according to people with
knowledge of the matter. i

The SEC and criminal authorities are looking at whether Enron officials
intended to deceive investors through improper accounting and by failing to
properly disclose transactions between Enron and partnerships affiliated
with Enron execulives.

Meanwhile, congressional aides said tax issues are increasingly surfacing as
a focus in the various Enron investigations. Aides said, for instance, that
Enron might have excluded some of its hefty debt from ils shareholder
books but counted it as debt for tax purposes, in order to take interest
deductions. That might or might not be appropnate, the aides said.

Officials also are interested in other complex investment vehicles that
accomnplished much the same thing for Enron -- treating investments as
equity for accounting purposes but as debt for tax purposes.

The location of some of the company's numerous accounts in the Cayman
Islands — a Caribbean tax haven — also is generating interest. It is likely
that the Internal Revenue Service will become active in the various
investigations, tax experts said. An IRS spokesman declined to comment.

Regarding the SEC probe, the agency wouldn't file a case until afler

criminal authorities have completed their probe, regardless of when the

SEC might prepare a civil enforcement action. Criminal cases take
precedence because defendants face possible jail time and restitution,

while the SEC imposes less onerous civil fines and sanctions. The facts of
both civil and criminal securities-fraud allegations are similar, but the Justice
Department has a higher threshold of proof that can cause criminal
investigations to take longer. Prosecutors must prove allegations "beyond a
reasonable doubt." The SEC must produce 2 "preponderance” of evidence
of wrongdoing.

While the SEC has interviewed numercus Enron officials at various levels
and has received hundreds of thousands of documents, the existence of the
criminal probe has begun to affect the SEC. Witnesses who are being
criminally investigated are often reluctant to answer SEC questions,
claiming the Fifth Amendment right against self-incrimination.

Andrew Fastow, Enron's former chief financial officer, invoked the Fifth
Amendment in his interview with the SEC in late December, according 0
people with knowledge of the matter. Mr. Fastow's lawyer couldn't be
reached.

01/1772002

00800000001178



IN THE NEWS: 1/14/02 Page 10 of 36

Meanwhile, the attomey for Jefirey Skilling, Enron's former chief executive,
gaid that Mr. Skilling answered all questions. Enron Chairman Kenncth
Lay hasn't yet been interviewed by the SEC.

Despite SEC Chairman Harvey Pitt's push for “real-time enforcement” to
speed resolution of securilies-frand cases, the complex facts surrounding
the investigation of Enron and Arthur Andersen will prevent the agency
from finishing its probe before year end, these people say.

Arthur Andersen's role in the Enron probe suggests a clear-cut reason for
Mr. Pitt to recuse himself from action on the matter. Mr. Pitt's former

law-firm clients include Arthur Andersen and the other Big Five accounting
firms.

The SEC's Ms. Harlan declined to comment on whether Mr. Pitt will
recuse himself from the Enron probe. Mr. Pitt has said he wouldn't take
part in decisions by the commission related to his former law-firm clients
for a year, she said.

But ethics rules would allow Mr. Pilt to act on a possible Enron casc aftcr
August when he completes his first year as chairman.

“It's not the general practice af public officials to announce each time they
decided not 1o participate in a matter,” said David Becker, the SEC's
general counsel,

He added that "there are many circumstances in which it's unwise to
announce a recusal. It might invelve information that's not public or it might
allow people to game the system and cause people to be recused.”

Attorney General John Asheroft, who received Enron contributions when

he was a 1S, senator, recused himself from the criminal probe last week,

as did the whole U.S. Atterney’s office in Houston, where Enron has its
headquariers,

-- John MeKinnon contributed to this article,
7. A Proposal to Reduce Estate-Tax Paperwork * The New York Times

The New York Times
January 13, 2002, Sunday, Late Edition - Final
SECTION: Section 3; Page 8; Column 1; Money and Business/Financial Desk
LENGTH: 375 words
HEADLIME: PERSONAL BUSINESS: DIARY; A Proposal to Reduce Estate-Tax Paperwork
BYLINE: By David Cay Johnston

BODY:
When death ends a marriage, the surviving spouse inherits everything free of tax. Yet the federal government
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siill requires an estate tax retum for those situations.

Mow two lax law professors, after analyzing returns, say there is no reason for these forms - about 43,000
annually — to be filed. Congress, they say, could easily eliminate them. The estate tax form is 44 pages long and
includes 21 schedules. Preparing it, including appraisals of the family home and other property, can cosl
515,000, said one of the professors, Jay A. Seled of the Rutgers University business school,

"Executors and surviving spouses who endure the expense” of such retums "have a nght to be annoyed if and
when it becomes clear that these returns serve virtually no purpose,” he wrote with Prof. Richard Schmalbeck of
the Duke University Law School in a paper to be published tomaormow in the journal Tax Notes.

"Members of Congress can eliminate the source of this annoyance easily and at ittle cost, and we strongly
urge them 1o do so," they wrote,

This year, an individual may leave 51 million untaxed to people other than a spouse. Professor Soled says that
for a couple to pass $2 million untaxed when the second spouse dies requires the creation of a trust, whose
existence matters to the Intemal Revenue Service only after the second spouse dies.

An LR.S. spokesman said the very few estate retums audited when no tax was due were checked primanly to
ensure that the deceased person's will indeed bequeathed all assets to the surviving spouse or to charity.

Professor Schmalbeck said that only about 7,000 of the so-called first-to-die estale tax returns showed a tax
due, and usually hecause of bequests to grown children from an earlier marnage.

These estate tax returns were important before 1981, when the law imposed what was commonly known as
the widow's tax. At the time, the law said that when the first spouse died, the surviving spouse could inherit no
maore than $175,000 free of 1ax, the equivalent of $340,400 today. The rule created a burden for many Family-
owned businesses, prompting Congress to change the law so that the surviving spouse could inherit unlimited
amounts tax-free.

8. Tax Credits: MOST ELIGIBLE TAXPAYERS CLAIMING EARNED INCOME TAX CREDIT,
GAD SAYS * BNA

The Bureau of National Affairs, Inc.,
Daily Tax Report

January 14, 2002, Monday
09 DTR G-5 (2002)

LENGTH: 197 words

SECTION: TAX, BUDGET & ACCOUNTING

TITLE: Tax Credits: MOST ELIGIBLE TAXPAYERS CLAIMING EARNED INCOME TAX
CREDIT, GAO SAYS

TEXT:
Most eligible taxpayers are claiming the earmed income tax credit, the General Accounting Office concluded
in a letter released Jan. 11.

In a Dec. 14 letter to Rep. William 1. Coyne (D-Pa), ranking Democrat on the House Ways and Means
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Oversight Subcommittee, GAQ estimated that 12.9 million of 17.2 million eligible households claimed the
credit in 1999, a participation rate of 75 percent.

For the 9.7 houscholds with one or two children, the estimated participation rate rose to 95 percent, GAO said.
The lowest rate of participation was 45 percent for the 4.7 million eligible houscholds with no qualifying

children.

GAO said it did not have sufficient information to explain the different participation rates. The study was
based on samples of the Census Bureau's 1999 Current Population Survey (CPS) and Internal Revenue Service
estimates of taxpayers claiming the credit for 1999, GAO said. The CPS data does not contain all the
information needed to determine eligibility, GAO said.

Text of the GAO letter, Earned Income Tax Credit Eligibility and Participation (GAO-02-290R) is available
on the World Wide Web at hiipaiwwwv. gao.gov.

9. TAX PREPARER ADVERTISING MISLEADING; DAMAGES REMANDED FOR
RECALCULATION * Tax Notes Today

Tax Notes Today

JANUARY 14, 2002 MONDAY
DEPARTMENT: Court Dociiments; Court Opinions
CITE: 2002 TNT 9-6
LENGTH: 6613 words

HEADLINE: 6 2002 TNT 9-6 TAX PREPARER ADVERTISING MISLEADING; DAMAGES
REMANDED FOR RECALCULATION. (JHT Tax Inc, et al. v. H & R Block Eastern Tax Services Inc., cl
al.) (Mo. 01-1353) (United States Court of Appeals for the Fourth Circuit ) (Section 6011(e) — Electronic Filing)
(Release Date: JANUARY 10, 2002) (Doc 2002-959 (19 original pages))

The Fourth Circuit, in an unpublished per curiam opinion affirming in part a district court, has held that a tax
preparation company's advertising of loan products violated the Lanham Act, and it granted the plaintiff
attorney's fees, but limited the injunctive relief and remanded the caleulation of the lost profits award.

JTH Tax Inc., d/b/a Liberty Tax Service, provides tax preparation services. In 2000 Liberty opened offices in
the Hamplon Roads area. H&R Block Eastern Tax Services Inc. and H&R Block Tax Services Inc. also provide
income tax preparation services and have offices in the Hampton Roads arca. Block offered a no-additional-
charge refund anticipation loan(NACRALS). NACRALs, unlike refund anticipation loans (RAL), have no
interest or fees. Block advertised it as a refund, refund amount, and a check in the amount of your refund. Block
increased its client base where the advertising appeared. Block signed a consent order to refrain from
advertising RALs as a refund, refund amount, or amount of your refund, but continued advertising. Liberty
secks recovery under the Lanham Act, 15 U.S.C. section 1125(a)(1994), alleging that Block used misleading
advertisements,

A U.S. district court, reviewing the Lanham Act, noted that the advertising was partly true, but misleading.
Liberty proved that the advertising was likely to influence purchasing decisions based on Block's bad-faith
conduct. The court dismissed the jurisdiction argument, concluding that it had subject-matter jurisdiction over

the false advertising claims. Finally, the court made an award to Liberty from the defendants’ profits and for
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attorney’s fees. The court granted injuncuve relief requinng H&R Block to stop advertising loan products as
refunds and requiring it not 1o refer to a loan product as an "advance,” "refund amount,” or a check in the
“amount of your refund," and not to use its "rapid refund" mark with loan products.

H&R Block sought clarification; the court clarified that Block was only resiricted in the use of its Rapid
Refund mark in advertising. JTH Tax Inc., et al. v. H&R Block Eastern Tax Services Inc., et al., No. 2:00cv51
(E.D). Va. Feh, 23, 2001) (For a summary, see Tax Notes, Mar. 12, 2001, p. 1493; for the full text, see Doc
2001-6123 (49 original pages), 2001 TNT 42-13, or H&D, Mar. 2, 2001, p. 2859.)

The Fourth Circuit dismissed Block's challenge 1o the finding that it acted with malice. Following the district
court's reasoning, the court held that in view of Block's history of representing in consent decrees that it would
refrain from advertising RAL products in a misleading manner; the public nature of the provisions in
Publication 1345, requiring Block to do the same; the identical character of the RAL and NACRAL products;
and the nature of the advertising campaign, the court had little trouble finding that Block acted maliciously,
deliberately, and in bad faith, Thus, the circuit affirmed the district court's conclusion on the issue. The court
also dismissed Block’s challenges to the district court’s finding of materiality - that the advertisements at issue
were material in that they were likely to influence purchasing decisions. The court concluded that the expen
offered probative evidence that supported the conclusion that Block misrepresented the NACRALSs, and that the
misrepresentation was material to the consumers’ purchasing decisions.

The court vacated and remanded the loss profits award, for recaleulation in accordance with the Lanham Act.
The court concluded that the district court didn't consider any evidence of Block's costs, and it also failed to
reduce the future profits to present value, Thus, the court concluded that the district court abused discretion in
awar:hn_g the profits. The court affirmed the award of attorney’s fees and costs. Finally, the court agreed  that
the injunctive relief was overbroad in enjoining the use of Block's Rapid Refund mark, and it reversed that
portion of the court’s order. The court concluded that the injunctive relief prohibiting Bluc'k from advertising in
violation of Publication 1345 and from u.'img certain phrases was sufficient and that the prohibition of the rapid
refund mark was overbroad,

10, E-filing tax returns gets more costly * Star-Telegram

Star-Telegram
Fort Warth, Texas

January 10, 2002

E-filing tax returns gets more costly
Todd Mason - COMMENTARY

Players in the electronic filling business are cutting back on incentives this year, figuring that speed and
convenience will sell the service. Here's a sure sign that electronic tax filing is hitting stride. E-file players are
raising prices and scaling back promotional freebies, counting on the service's speed and convenicnee to sell
itself.

Some professional preparers are roping the anthrax scare into their sales pitches by claiming - inaccurately - that
safely precautions by the [RS will slow paper retumns (o a crawl.

Mot true, says IRS spokesman Phil Beasley, who says that the Austin processing facility is ready to rip
envelopes,

*You don't e-file because of anthrax,” said Beasley, who fields questions at the IRS regional office in Dallas.
"You e-file because it's fasl, pecurate and easy.”
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But more expensive this year in its most popular form, Industry-leading Cuicken TurboTax for the Web - the
anline version of the tax preparation software - will cost $19.95 when it goes live Wednesday for this filing
season, up 33 from last year. Intuit, TurboTax's publisher, bumps the price to $24.95 on April 1 for the final
push.

Meanwhile, Fidelity Investments will offer TurboTax at half-price this year on its Web site. It was free last year
from the mutual fund eompany, Filers are not required to be Fidelity customers to use it, although they must
register at Fidelity.com.

As in past years, Quicken will offer free e-filing to folks who report 525,000 or less in adjusted gross income.
Look for the service at Quicken.com, or point your browser 1o www.irs.gov and click on the e-file icon for lisis
of e-filing rivals and matching low-income freebies.

The best deal outlined on the IRS site yesterday: Free preparation at TaxACTOnline.com, available online or
through downloaded software, with optional e-filing for $7.95,

How does ¢-filing work? The software walks you through the math, in some cases suggesting places to look for
tax savings. When you're done, you transmit the return to the e-filing service, which transmits it to the IRS.
Providers ask you to check back in a day or so to make sure the IRS accepted the retumn.

Sorry, there's no way to skip the middleman. For some reason, the IRS frowns on direct public access (o ils
computer system.

E-filing is completely paperless. By answering a specific question about their 2000 returns, filers can obtain a
personal identification number that serves as an electronic signature.

Folks who are due a refund can authorize the Treasury to transmit it directly to their checking account. Folks
wheo owe money can authorize the IRS 1o draft their checking account for the amount automatically on, say,
April 15.

In & new wrinkle, taxpayers can sign up for a permanent PIN that formalizes the automatic drafl arrangement,
Self-employed folks could use it to make quarterly estimated tax payments by Intemet, www.efips.gov, or by
telephone (800) 555-3453, in addition to annual tax payments.

The Federal Tax Payment System is run by commercial banks under contract to the government. Payments
arranged directly with the system are free.

What are the advantages of e-filing? Greater reliability is the big one. The IRS screens electronic retums for
common mistakes. If the service finds a bum Social Security number, for example, it kicks back the retum ina

matter of hours, for the e-filer to try again. E-filers can also print out confirmation that they've filed and paid on
time.

Speed follows. E-filers should have their refunds in two wecks compared with four weeks or more for paper
filers.

As for convenience, suffice it to say that tax pros traded their No. 2 pencils for a keyboard long ago.
11. Gift-Tax Exclusions, Deducting Loan Interest Worry Readers * THE WALL STREET JOURNAL

THE WALL STREET JOURNAL

January 13, 2002
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Ask Dow Jones

Gilt-Tax Exclusions, Deducting Loan Interest Worry Readers

By TOM HERMAN
Staff Reporter of THE WALL STREET JOURNAL

(): Do vou have to itemize deductions in order to deduct
student-loan interest payments? IFT had interest in 2000 and didn't
deduct it then, can | add it to my 2001 interest?

I, W, , Houston

A: The answer to your first question is no: You needn't itemize in order to
deduct your student-loan interest. You may deduct these interest payments
even if you take the "standard” deduction, as long as you pass all the other
tests,

The answer to your second question also is no: You can't deduct
student-loan interest paid in 2000 on your return for 2001. But here's the
good news: you can file an amended return for 2000.

You might be interested in two major changes, in a law cnacted June 7.
Those changes will greatly increase the number of people who qualify for
the deduction for 2002, says Jim Seidel of RI1A, a New York-based
publisher of tax information and software, First, the income phase-out
range increases significantly, he says. As the IRS puts it: "This deduction is
now available to taxpayers with incomes up to $65,000, with the

deduction amount phasing oul as income increases above $50,000. For
married couples filing jointly, these figures are doubled. Previously, the
phase-out range was $40,000-555,000 of income (360,000 -375,000,

joint retumns).”

Another big change in the new law is the elimination of the heavily criticized
“G0-month rule," also effective for the year 2002, That provision limited

you to deducting only those interest payments made within the first 60
moenths of the required repayment term. "Therefore, those who are paying
off student loans over, say 10 years or 15 years, may claim the deduction
each year as long as they don't exceed the income limits,” says Mr. Seidel.

Just remember that climination of the 60-menth rule and the introduction of
higher income phasc-out ranges are effective for 2002. These changes
don't apply to returns filed during 2002 for the 2001 tax year,

Two provisions that won't change this year: The maximum amount You cin
deduct for 2002 is $2,500, the same limit that applied for 2001. And you
can't claim the deduction if you are marnied filing separately.

) You reported last year that the House Ways and Means
Committee approved raising the capital-loss threshold to $4,000 for

2002 and 55,000 for 2003. The IRS tax package I received in the
mail over the holidays had no mention of this. What happened?
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E.D.,Ene, Pa.

A: This is one of many tax ideas that died recently when Congress couldn't
agree on an economic-stimulus package. While the idea of raising the
capital-loss threshold enjoys widespread suppert, Congress is so sharply
divided that it's unlikely there will be any major tax-law changes this year.
Thus, if your capital losses exceeded your capital gains for 2001, you can

deduct as moch as §3,000 of your net losses (81,500 if you're married
filing separately) from your wages and other ordinary income. Additional

losses can be carried over into future years.

Q: Several readers have asked me to cite the source for my report
that the gift-tax exclusion rose for 20032.

A; Sce IRS Revenue Procedure 2001-59, Look on page 627 of the
Internal Revenue Bulletin, available on the IRS Web site (www.irs.gov)
under the heading "Tax Regs in English.” The gist: You can give away as
much as $11,000 this year, tax-free, to anyone you want, or to as many
people as you wish, That's up from 510,000 last year. The giver doesn't
have to pay gift taxes, and recipients don't owe income taxes. The IRS
says this is the first change in the dollar amount in 20 years.

12. Taxing consequences * Star-Telegram

Star-Telegram
Fort Worth, TX

January 11, 2002

Taxing consequences

Actor and comedian Steve Martin has a routing in which the punch line for explaining to the Internal Revenue
Service why you didn't pay your taxes is "two little words - I forgot.”

Unfortunately, forgetting dossn't cut it with the IRS. Neither does knowingly refusing to pay.
As the tax scason begins, the IRS has issued a 25-page legal summary that refutes many of the most common

legal arguments individuals and groups make against paying taxes or filing returns. Some of the schemes are
marketed by promoters for a fee, but taxpayers who sign up could be burned.

The IRS cautions taxpayers against following anti-tax pied pipers, reminding them that the federal courts can
impose a penalty of up to $25,000 if a taxpayer's argument is decmed fvolous.

The summary, “The Truth About Frivolous Tax Arguments,” is available on the IRS Web site, www.irs.gov.
Some arguments and counterpoinis:

Because paying taxes and filing a return is "voluntary,” taxpayers can refuse to do so. The use of voluntary in
this case means that taxpayers determine their own tax burdens and fill out IRS forms.

The income tax is a "taking”™ of property by the government without due process of law. The 16th Amendment
to the Constitution, which instituted the income tax, was properly ratified by the states.

Because those bom in the United States are bom in specific states, they are citizens of sovereign states, not of

01/1 772002
00800000001185



IN THE NEWS: /1402 Page 17 of 36

the United States, The 141th Amendmen stipulates that anyone bom or naturalized in the United States isa U5,
citizen.

Income is not taxable because there is no taxable gain when exchanging labor for money, Federal law states,
however, that gross income includes compensation for services.

The IRS is focusing its tax compliance resources on such tax avoidance schemes, Commissioner Charles
Rossotli says.

“It may take us a while, but ... the people who are abusing the system, they're going to be sorry."
13. DON'T BE MISLED BY TAX SCAMS; CONTRARY TO CON ARTISTS' HYPE, AN ATTEMPT
TO DODGE THE IRS CAN COST YOU DEARLY * The Charlotte Observer

The Charlotte Observer

January 13, 2002 Sunday ONE-THREE EDITION
SECTION: BUSINESS; MICHELLE SINGLETARY - COLOR OF MONEY; Pg. 2E
LENGTH: 736 words

HEADLINE: DON'T BE MISLED BY TAX SCAMS; CONTRARY TO CON ARTISTS' HYPE, AN
ATTEMPT TO DODGE THE IRS CAN COST YOU DEARLY

BYLINE: MICHELLE SINGLETARY

BODY:
Like most Americans, paying taxes is not something [ do joyfully. But I don't loathe paying them so much
that [ make myself vulnerable to con artists.

Unfortunately, theusands of individuals and small-business owners each year are so desperate 1o reduce their
tax bills that they make it easy for criminals to take their money. While many of us wait for our W-2 forms
listing 2001 wages and withholdings, also coming in the mail, e-mail or on late-night cable TV infomercials
will be pitches to "protect” you fram the tax man. Be leery of such claims. You can get burned either of two
ways. First, you can pay for advice that is phony. Or, you can pay a crook for the fraudulent tax-savings advice,
follow it and the Internal Revenue Service catches you, Worse vet, you could go to jail for tax evasion.

This past summer the IRS published a 25-page summary addressing most of the arguments about the legality
of not paying taxes or not filing a return. "The Truth About Frivolous Tax Arguments” is available on the
Internet at www.irs.gov under the section titled "Tax Info For You."

For example, some con artists have gotten people to pay $100 to 5200 for help in applying for a refund of
Social Security taxes paid over their lifetimes. According to Dale Hart, deputy commissioner of the IRS' small-
business and self-employed division, there is no provision in the tax code that allows for & refund of Social

Security contributions.

The IRS says most arguments against paying taxes fall into these categonies:

Filing a return and paying taxes are voluntary, Numerous courts have debunked this notion. Although IRS
hooklets do use the word "voluntary,” it merely means taxpayers are allowed to calculate their own taxes and
prepare their refurns rather than have the government do it. Still, some con artists will charge $50 or more tu_l:]]
you just the opposite. Wages, tips and other compensation received for personal services are not income. This
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the United States, The 14th Amendment stipulates that anyone bom or naturalized in the United States 15 a ULS.
citizen

Income is not taxable because there is no taxable gain when exchanging labor for money. Federal law states,
however, that gross income includes compensation for services.

The IRS is focusing its tax compliance resources on such tax avoidance schemes, Commissioner Charles
Rossolti says.

v me g J'-.a-"‘r. " . e ; ."" L
“[t may take us a while, but ... the péople who are abusing the system, they'regoing té be sorry.”
13, DON'T BE MISLED BY TAX SCAMS; CONTRARY TO CON ARTISTS' HYPE, AN ATTEMPT
TO DODGE THE IRS CAN COST YOU DEARLY * The Charlotte Observer

The Charlotte Observer

January 13, 2002 Sunday ONE-THREE EDITION
SECTION: BUSINESS; MICHELLE SINGLETARY - COLOR OF MONEY; Pg. 2E
LEMGTH: 736 words

HEADLINE: DON'T BE MISLED BY TAX SCAMS; CONTRARY TO CON ARTISTS' HYPE, AN
ATTEMPT TO DODGE THE IRS CAN COST YOU DEARLY

BYLINE: MICHELLE SINGLETARY

BODY:
Like most Americans, paying taxes is not something I do joyfully. But | don't loathe paying them so much
that I make myself vulnerable to con artists.

Unfortunately, thousands of individuals and small-business owners each year are so desperate to reduce their
tax bills that they make it easy for criminals to take their money. While many of us wait for our W-2 forms
listing 2001 wages and withholdings, also coming in the mail, e-mail or on late-night cable TV infomercials
will be pitches to "protect” you from the tax man, Be leery of such claims. You can get bumed either of two
ways. First, you can pay for advice that is phony. Or, you can pay a crook for the fraudulent tax-savings advice,
follow it and the Internal Revenue Service catches you. Worse yet, you could go to jail for tax evasion.

This past summer the IRS published a 25-page summary addressing most of the arguments about the legality
of not paying taxes or not filing a return. "The Truth About Frivolous Tax Arguments” is available on the
Intermet at www.irs.gov under the section titled "Tax Info For You."

For example, some con artists have gotten people 1o pay $100 to $200 for help in applying for a refund of
Social Security taxes paid over their lifetimes. According to Dale Hart, deputy commissioner of the [R5’ small-
business and self-emploved division, there is no provision in the tax code that allows for a refund of Social

Security contributions.

The IRS says most arguments against paying taxes fall into these categones:

Filing a return and paying taxes are voluntary. Numerous courts have debunked this notion. Although IRS
booklets do use the word "voluntary,” it merely means taxpayers are allowed to calculate their own taxes and
prepare their retumns rather than have the government do it. Still, some con artisis will charge £50 or more 1o tell
vou just the opposite. Wages, tips and other compensation received for personal services are not income. This
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argument asserts that personal-service compensation is not income because there is no taxable gain when &
person exchanges labor for money. Don't believe it. If you are paid by check or cash you are supposed to
declare that payment as part of your gross income. If you get property or some other economic benefit for your
services, that counts too.

The Constitution, including the 16th Amendment, does not allow a federal income tax. The 16th Amendment
says, "The Congress shall have power to lay and collect taxes on incomes, from whatever source derived,
without apportionment among the several states, and without regard to any census or enumeration.” Numerous

people claim to have done research that proves the 16th Amendment was not properly ratified by the states.
Daon't believe the hype,

The IRS and tax forms are invalid. Some contend that Congress did not properly create the IRS. Others argue
that Form 1040 does not comply with laws regarding federal paperwork.

These arguments could land you in Tax Court or result in civil penalties. And if you file what the court
considers a frivolous tax retumn, you could be fined $500,

Bogus trusts. Promoters of these schemes offer to teach individuals how to set up certain trusts to avoid
paying income taxes. "One marketing technique these promoters use is to tell people that the wealthy have been
taking advantage of these types of opportunities for years, and now they arc offering it to you,” Hart said. Don't
g0 for it

"When we go to court and prosecute, we do not lose,” Hart said. "These are absclutely slam-dunk cases.”

If you have questions or think someone is peddling an unscrupulous scheme, report it to the IRS at (800) 829-
D33, '

If you are bold encugh to refuse to pay taxes as a protest against the federal tax code, be prepared to get slam-
dunked.

However, if vou're just looking for ways to reduce your taxes, there are more legitimate and less-risky ways,
such as contributing to 2 tax-deferred retirement plan, putting money in a 529 college savings plan in which the
eamnings are now tax-free, or contributing to a chanty.

As the Tth U.S. Circuit Court of Appeals noted in United States vs. Sloan, 1991, "Like moths to a flame, some
people find themselves irresistibly drawn to the tax protestor movement's illusory claim that there is no legal
requirement to pay federal income tax. And, like moths, these people sometimes get bumed.”

14. Tax Treatment of Points, Mortgage Interest Are Key Issues for Homeowners * The Washington Post

The Washington Post
January 12, 2002, Saturday, Final Edition
SECTION: REAL ESTATE; Pg. H03; HOUSING COUNSEL BENNY L. KASS
LENGTH: 1265 weords
HEADLINE: Tax Treatment of Points, Mortgage Interest Are Key Issues for Homeowners

BYLINE: Benny L. Kass
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BODY:

Secomd in a series of articles

Al tax time, two of the most important meney-saving deductions available to homeowners are those for poinls
and morgage interest.

Points are often called by different names, such as loan discounts or origination fees. No matter their name,
they represent money that you, the borrower, must pay to get a morigage. And the payment is usually upfront,
in cash, since it generally is not included in the loan amount.

One point is equal to 1 percent of the mortgage loan amount. Thus, one point on a loan of § 225,000 will cost
you § 2,250, Lenders can charge as many points as they want, but at some level, the loan becomes usurious,
potentially illegal and may represent what is commonly known as "loan sharking.” Lenders take risks. They
give money to a stranger, who may or may not be able to repay the loan in full. To secure repayment of the
loan,

the lender requires the borrower to sign a deed of trust (the mortgage document) whereby the house is put up
as collateral (security) to guarantee payment of the loan,

But houses can dscreasze in value, which makes the lender's security potentially more risky. The higher the
risk, the higher the mortgage interest will be; the higher the risk, the more points a lender will want to charge.
o

But many consumers do not shop around to get the best mortgage deal. They take the lender's statements
about credit status on blind faith, It is often possible to get a better interest rate -- or fewer points — from
another lender.

Tax treatment of points is an important issue for homeowners. Points paid to obtain a new mortgage are fully
deductible in the year they are paid by the borrower, It used to be that the Intemal Revenue Service required
that the borrower write a separate check to the lender for these points; in recent years, the IRS seems to have
backed off this position.

It still makes sense, however, to either wrile a separate check at closing, or at least have the settlement
statement clearly reflect the number and amount of points you are paying.

The settlement sheet, also known as a HUD-1 form, is perhaps the most important document you receive at
setllement, and you should keep it forever. This will be your best proof if you are ever challenged by the IRS.

If you pay points to obtain a refinance loan, in most circumstances those points are not deductible in full for
the vear they are paid. Rather, the IRS requires that you allocate the points by the number of years of your
mortzage loan.

For example, you refinance and obtain a loan in the amount of § 225,000, To get this new loan, you are
required to pay two points, or $ 4,500, 1f your loan is for 30 years, you can only deduct one-thirtieth of the
points cach year, or 5 150.

However, if you pay off this loan early - in five years, for example, either by selling your house or
refinancing again -- the balance of the unallocated (nondeducted) points can then be deducted on your income
tax return for that vear.

Talk to your potential lenders about trading interest rates for points. Generally speaking, cach point that you
pay is the equivalent of one-eighth of a percentage point in interest. Thus, you may be able to get a loan at 6 7/8
percent with no peints, but a 6 6/8 (Le., 6.75 percent) interest rate with one point.  Another tax-related subject
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that is relevani 1o many home buyers is that of seller-paid points.

Everything in real estate is negotiable, Often, a potential buyer presents a sales contract to a seller and asks the
geller io make certain financial concessions to make the sale go through.

Such concessions include the seller paying some or all of the buyer's closing costs, the seller giving a cash
credit at settlement, or the seller paying some or all of the buyer’s points.

For many years, the IRS disallowed seller-paid points from being deducted by the purchaser. In an about-face,
however, in 1994 the IRS ruled that these poinis could be deducted by the purchaser.

The IRS announced that for principal residences purchased after Dec, 31, 1990, purchasers could deduct,
under certain circumstances, points required by morigage lenders, even if those points were paid by the seller.

Let us look at an example. Say that you will pay § 250,000 for your new house and obtain a loan of $
200,000, The lender can give you a fixed 30-year conventional loan for 7 percent with no poinis, or 6.73 percent
loan with two points, or § 4,000,

If you can persuade your seller to pay this § 4,000 - and have your sales contract reflect that the seller is
paying this money as points - You should be able to fully deduct this § 4,000 from the income tax that you file
for this year. The settlement sheet should also reflect this agreement.

There is one hitch to this new'IRS requirement. The amount of the points paid by the seller will be used to
reduce the purchaser's basis price if the purchaser now deducts those seller-paid points.

In our example, if the purchaser paid § 250,000 for the property, and now deducts the § 4,000 of seller-paid
points, the cost basis of the purchaser is reduced by the amount of the points deducted. So, the basis will now be
8 246,000 (5 250,000 minus § 4,000).

But the main function of the basis price is to determine how much capital gains tax you owe following the
eventual sale of a house. And under current tax law, taxpayers can fully exclude from taxable income up 1o 5
250,000 of gain ($ 500,000 for married couples filing a joint return) on the sale of their principal residence,
provided they have lived there an aggregate of twio of the five years previous to the sale.

Thus, under the rew law, the taxpayer's tax basis of his principal residence is relatively unimportant -- unless
the profit from the sale exceeds the statutory amounts of § 250,000 or § 500,000

In our example, if you sell your house several years later for § 400,000, your gain of $ 134,000 -- even taking
into consideration the $ 4,000 reduction in basis -- will still be less than § 250,000 (§ 400,000 less § 246,000
equals § 154,000). Thus, if you have lived in this home for at least two years, all of your profit is tax-free.

For many people, the biggest tax break of homeownership is that for morigage intercst payments.

Interest on mortgage loans on a first or second home is fully deductible, as long as the loan is an acquisition
loan up to $ 1 million or a home-equity loan up to § 100,000, If you are married, but file separately, the limits
are split in half.

You must understand the concept of an scquisition loan, To qualify for such a loan, you must buy, construct
or substantially improve your home.

If you refinance for more than the outstanding indebtedness, the excess amount does not qualify as an
acquisition loan unless you use all of the excess lo improve your home,
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Look at this example: Several years ago, you purchased your house for § 150,000 and obtained a $ 120,000
morigage. Over the years, you've paid down the mortgage, so your indebtedness is just § 100,000, bul your
house is worth 5 300,000,

Because rates were low last year, you refinanced and were able o get a new morigage of § 190,000, Your
acquisition indebtedness is § 100,000, The additonal § 90,000 that you took out of your equity does not qualify
as acquisition indebiedness, but since it is under § 100,000, it qualifies as a home-equity loan. (Scveral years
ago, the IRS ruled that a borrower does not have to take oul a separate home-equity loan to qualify for this tax
deduction.)

However, if you had borrowed § 225,000, you would be able to deduct interest only on 3 200,000 of your
loan: the § 100,000 acquisition indebtedness, plus the $ 100,000 home equity. The remaining interest would be
treated as personal interest and is not deductible,

15. Save Less, Spend More — You Do the Math * THE WALL STREET JOURNAL

THE WALL STREET JOURNAL

January 13, 2002

The Wall Street Jourmal Sunday
Save Less, Spend Maore = You Do the Math

By KELLY GREENE
Staff Reporter of THE WALL STREET JOURNAL

It's time to fatten up the pigey bank: A new report shows that
people are saving less while on the job - but spending more when

thew retire,

Georgia State University in Atlanta and Aon Corp., Chicago, together
have looked at retirement-income trends in five surveys since 1988, Using
data from the Bureau of Labor Statistics' consumer-expenditure survey,
which includes thousands of workers’ and retirees’ actual expenses, they
have crunched what they call an "income-replacement ratio,” or the
percentage of pre-retirement income you need to continue living in
retirement the same way you did when you had a regular paycheck.

Their most recent analysis, presented at an employee-benefits conference
in Washington, D.C., last month, found that workers -- particularly those
with houschold income of $50,000 or less -- are saving smaller chunks of
their paychecks than they did at the time of the last study, in 1997. Back
then, a couple making $50,000 a year saved 6.5% of their pre-retirement
income on average. Those savings fell to 4.6% last year, The drop was
even more dramatic for workers making $20,000: Their savings fell to
1.6% of their pay from §.2%.

Meanwhile, the percentage of their pre-retirement income that retirees
needed to continue their lifestyle rose in most income levels by four to eight
percentage points, says Bruce Palmer, the Georgia State professor who
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led the research. The only expenses that continued to drop significantly in
retirement were taxes and savings; retirees continued spending for the most
part at the same rate as when they were working, the study found.

For example, spending dropped by only $603 a year afier retirement for a
one-income family previously making $50,000 a year, in which the worker
is 65 and the spouse is 62. That means the family would need 74% of its
pre-retirement income to maintain the status quo = up from 65% in 1997.
Dr. Palmer's conclusion: “People are probably not saving nearly enough.”

Heading back to school? A little-known perk called the "lifetime leaming
credit" may pick up part of the tab.

Whether you're honing new skills for the cutthroat job market or dabbling
in a course for pleasure, this tax credit may help offset your expenses.
Created several years ago, it provides as much as 51,000 off your tax bill
for undergraduate or graduate courses taken at any accredited public or
private college, university or vocational school. It doesn't matter whether
vou're enrolled full time or part time, or whether you're pursuing a degree.
Even if you're taking only one course at a community college, you may still
be eligible for a partial eredil. And there's no limit on the number of years
you can claim it

There are two big caveats: First, you cannot claim the credit if you're
already deducting the same higher-education expenses on your tax retum
using what's called a Schedule A or Schedule C. "There's no double
benefit,” says Tim Harms, a spokesman for the Internal Revenue

Service. Second, to qualify, your income can be no maore than $50,000,

or §100,000 for couples filing their taxes jointly.

If you're planning ahead, here's something to think about: Through this
year, you can claim 20% of your first 35,000 in expenses for tuition and
other fees, or as much as 51,000, In 2003, that amount doubles to 20% of
your first $10,000 in expenses, or up to $2,000. So, if you're taking
classes for fun, you could save twice as much by waiting until next year,

Compared with the paperwork involved in getting many tax deductions,
claiming the lifetime learning credit is relatively simple: Colleges and
universities mail a receipt, called a Form 1098-T, to those who have paid
qualified tuition and expenses. You're supposed to get it by Jan. 31 of the
following year. Next, you use the information from that form to fill out
another worksheel, Form 8863, to figure out the size of your credit.
Finally, you enter that amount on your tax return (the worksheet tells you
what line to use, depending on the type of return you file), and subtract it
from your taxes. You can get the forms at www.irs.gov.

Scientists have pul a price iag on families’ canng for elders with dementia:
$18 billion a year.

Using data from the University of Michigan Health and Retirement Study
for 7,500 people who were 70 or older, the group of researchers, based
for the most part at Michigan, added up the additional caregiving those
people received from family and friends when their minds started to fail.
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The scientists found that the typical person in that age group with no
cognitive impairment received 4.6 hours of help cach week from the family
with activities of daily living - things like bathing and eating. People with
mild dementia got 8.5 hours of help on top of that. And these with
moderate and severe dementia received an extra 17.4 hours and 41.5

hours, respectively.

At $8.20 an hour, the average wage of a home-health aide, such care 15
worth more than 518 billion, says Kenneth M. Langa, the study’s lead
author. That figure doesn't even take into account the additional time that
many caregivers spend with dementia patients "just sort of being there to
make sure that people are safe,” or the lost promotions and leaves of
absence from work that people may take to be with their spouses or
parents, he adds. "It's a conservative number, but it is pretty staggenng.”

The study is among the first to use a large, nationally representative sample
of older Americans to estimate the costs of providing informal care to
those with dementia. The scientists hope "to make sure that policy makers
realize that this is a real cost to families and society,” says Dr. Langa.

There are two new sources of help for such caregivers: The federal
Administration on Aging has added an online version of its Eldercare
Locator service at the Web site www .eldercare.gov. You also can geta
new guide for family caregivers of people with Alzhcimer's disease by
calling the Alzheimer's Disease Education and Referral Center at
800-438-4380, or by going to www.alzheimers.org/pubs/careguide.htm
for information.

-- Ms. Greene is a reporter at The Wall Street Joumnal and for Encore,
the Journal's guide to life after 55.
16. Court takes on tips and iaxes * United Press International

United Press International

Jan 11, 2002
Court takes on tips and laxes

WASHINGTON, Jan 11, 2002 (United Press Interational via COMTEX) - In a case
sure to be closely watched by restaurants, hotels and beauty salons all over

the United States, the Supreme Court has agreed o decide how lips are

audited for Social Security taxes.

The case involves the self-described "America's oldest lalian restaurant,”
San Francisco's Ristorante Fior D'ltalia

Al issue is whether the Federal Insurance Contnibution Act tax on employee
tip income must be determined by looking at the totals of individual audits
-- for example, audits of every waiter or waitress in an establishment -- or
may instead be based on a "reasonable estimate of the aggregate amount of
tips received by all employees.”
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FICA treats tips in excess of 520 a month as wages, and both the employee and
employer are required to pay FICA taxes on them.

Usually, employees such as waitresses make monthly reports to their employers
on the tips they receive so that FICA contributions can be calculated.
Restaurants with 10 or more employees are required to make annual reports to
the Internal Revenue Service of the tips reported by employees.

Usually, employees such as waitresses make monthly reports to their employers
on the tips they receive so that FICA contributions can be calculated.
Restaurants with 10 or more employees are required to make annual reporis Lo
the IRS of the tips reporied by employees.

Fior D¥talia filed forms showing that employees reported tips to supervisors
of $247,181 for 1991 and $220,845 for 1992, However, the forms also showed
that the total amount of tips reported on customer credit card receipts alone

at the restaurant far exceeded both those figures —- $364,796 in 1991 and
$338,161 in 1992.

Mevertheless, the restaurant calculated its share of the FICA tax on the
lower figures.

The IRS pounced, conducting @ compliance check of the restaurant. Looking at
the credit slip information, the IRS deduced that there was a 14.49 percent
tip rate for 1991 and a 14,29 percent tip rate for the following year.

Multiplying those tip rates by the restaurant’s gross receipls for those two
years, and then subtracting the total tips actually reporied on the
restaurant’s forms, the IRS determined that unreported bip income was more
than §156,000 in 1991 and more than $147,000 in 1992.

Let's sce, the IRS told Fior Dtalia: That means you owe us §11,976 for 1991
and 511,286 for 1992 in emplover's FICA taxes. Pay up.

The restaurant, however, only paid a portion of the tax, and then filed suit
against the IRS5.

Fior D'ltalia didn't dispute the IRS calculations. 11 just said the IRS
lacked the authority to assess taxes on employers by using an aggregate
estimate of tip income.

Instead, the restaurant argued, under the law the IRS must first conduct
individual audits of employees, then base any assessment of employer FICA
taxes on the total indicated by the audits.

A federal judge agreed with the restaurant. A federal appeals court panel, by
a vote of 2-1, agreed with the judge. The IRS, acting through the Justice
Department, then asked the Supreme Court for review.

The appeals court "did not point to any language in the Intemal Revenue Code
a5 support for its conclusion, and there is none,” the department said ina
brief to the high court. Citing the dissenting judge's opinion on the panel,

the department said the appeals court decision "invites employers and
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employees alike to evade their statutory tax obligations.”
The Justice Department said it isn't talking about small potatoes.

Since the IRS began its FICA enforcement program in response 1o a 1984 study,
reporied lips from the restaurant industry "increased from 58.52 billion in

1994 to $9.45 billion in 1995, to $10.19 billion in 1996, to $11.14 billion

in 1997, 10 512.17 billion in 1998 and to $14.31 hillion in 1999."

By MICHAEL KIRKLAND, UPI Legal Affairs Correspondent
17. Supreme Court: COURT TO RULE ON USE OF AGGREGATE ESTIMATES OF TIPS TO
ASSESS RESTAURANT'S FICA TAXES * BNA

The Bureau of National Affairs, Inc.,
Daily Tax Report

January 14, 2002, Monday
09 DTR G-4 (2002)

LEMGTH: 1098 waords

SECTION: TAX, BUDGET & ACCOUNTING

TITLE: Supreme Court: COURT TO RULE ON USE OF AGGREGATE ESTIMATES OF TIPS TO
ASSESS RESTAURANT'S FICA TAXES

AUTHOR: By Raul R. Cabrera
TEXT:

The U.S. Supreme Court Jan. 11 agreed to decide the propriety of the Intemal Revenue Service's use of
agpregate estimates derived from credit card charges to determine a restaurant’s liability for payroll taxes on its
employees' tip income (United States v. Fior D'ltalia Inc,, US., No. 01-463, cert. granted, 1/11/02).

The court will review a decision by the U.S. Court of Appeals for the Ninth Circuit holding that IRS, in
calculating a restaurant's employment tax liability for unreported tip income, lacks authority to use aggregate
estimates derived by applying a "tip rate” from meals charged to credit cards to the restaurant’s gross receipls
but, instead, must conduct an employee-by-employee audit to determine taxable tips eamed by each employee
(46 DTR K-35, 3/8/01).

Like most restaurants, Fior D¥Italia employs waiters, table bussers, bartenders, and others whose eamings
come in part from tips lefl by customers. Although these tips are paid by customers directly to employees,
federal law deems them to have been paid by the employer for payroll tax purposes. Thus, for tax purposes,
employers are deemed to have paid large sums of money that they have never touched and whose exact amounts
they have no way of ascertaining. Yet employers need 1o know how much tip income employees receive in
order to calculate their own tax liability under the Federal Insurance Contributions Act (FICA) and withhold
appropriate amounts from the wage portion of the employees' compensation, pursuant to Section 3102 of the
Internal Revenue Code.

To make this information known to employers, tipped employees are required to submit monthly stalcments
{usually on Form 4070) reporting all tip camings that qualify as wages under the statute. Employers, in tum,
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must report to the government (on Form 8027) their gross sales, charged tips, and the tip amounts reported by
employess,

Average Tip Rate.

In 1991 and 1992, Fior D'ltalia reported aggregate tips that were significantly less than the tips that appeared
on its credit card charge slips. IRS assessed Fior D'[talia for additional FICA taxes on what it decmed was
unreported tip income for thase years, To determine what Fior D'ltalia owed, RS used a simple calculation: For
each year, it divided total tips charged on eredit cards by total credit cand receipts, yielding an average tip rate of
14.49 percent and 14.29 percent for 1991 and 1992, respectively. It then applied this "tip rate” to the restaurant’s
gross receipls to get a presumed tip total for the year.

IBS assessed Fior D'ltalia additional FICA taxes based on the difference between its presumed total and the
amount of tips Fior's employees had reported. IRS did not readjust the FICA or income tax liahility of the
various employees who may have understated tip income on their 4070 forms. Fior D'Italia challenged the
aseessment method in district court, arguing that it exceeded IRS's authority. The district courl agreed, and the
government appealed.

In an opinion dated March 7, 2001, the Ninth Circuit affirmed. The IRS assessment suffered from a
fundamental flaw in that it rested on an estimate in circumstances where Congress had not autherized IRS to use
estimation as an assessment method, the Ninth Circuil said.

According to the Ninth Circuit, IRS could not rely on Section 446 of the tax code as authenity for its
assessment method because the section does not apply to the collection of FICA taxes.

Neither could IRS rely en code Section 3121(g), the appeals court said. That section merely says that, where
employees have not provided accurate tip information to the employer, and IR3 finds some other means of
determining how much the employer owes, the employer must pay its share, the appeals court pointed oul.
Nothing in the text of Section 3121{q) speaks to the method IRS may use in making its assessment, the appeals
court said.

Employee-by-Employee Determination.

The Minth Circuit concluded that IRS cannot dispense with auditing employees' records or otherwise
determining the amount each employee camed in tips. There is no way to determine the employer's FICA tax
liability without making an employee-by-employee determination of the taxable tips each has earned, the Ninth
Circuit said.

While auditing individual employees is much more cumbersome than slapping the employer with assessments
based on aggregate estimates, the fact remains that Congress authorized IRS to use estimates in collecting
income taxes but withheld such authority in collecting FICA taxes, the Ninth Circuil noted. By using an
estimale - and particularly one that ignores the statutory provisions that exclude remuneration (salary plus tips)
in excess of the Social Security wage base and that also exclude all cash tips amounting to less than § 20 per
month per employee - and putting on the employer an impossible burden in rebutting the egtimated amount,
IRS has effectively increased the tax payable by the employer above that provided in the Internal Revenue
Code, the Ninth Circuil ruled.

If auditing individual employees proves too burdensome, [RS can seck to have Congress extend ils tax code
Section 446 authority to the collection of FICA taxes, the Ninth Circuit said. Alternatively, RS may proceed by
regulation, which would entail the procedural requirements of notice-and-comment rulemaking, the Ninth
Circuil said,

The court's decision in this case will resolve a conflict between the Ninth Cireuit, on one hand, and the
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Seventh, Eleventh, and Federal Circuits, on the other.

Separate and Distinct Obligation

In its petition, the government noted that the issue presented in the case is 4 "frequently recurring” one. "The
carrect resolution of the question presented in this casc affects the taxes owed by each of the tens of thousands
of businesses whose employees regularly receive tip income,” the government said.

In challenging the Ninth Circuit's holding, the government noted that "{t]he employer portion of the FICA tax
imposed by Section 3111 [of the tax code] is a separate and distinct obligation from the employee tax in Section

3101." According to the government, nothing conditions the determination of one on any determination of the
other.

The government also took issue with the Ninth Circuit's conclusion that LR.C. Section 446(b), the provision
dealing with methods of accounting, preciudes IRS from basing FICA tax asscssments on reasonable aggregate
gstimates.

18, Tips* The Washington Post

The Washington Post

January 12, 2002, Saturday, Fipal Edition
SECTION: A SECTION; Pg. A4
LENGTH: 657 words

HEADLINE: Tips
BYLINE: Charles Lane, Washington Post Stafl Wnter

BODY:

Separately, the court also agreed yesterday to decide a case that could have major financial implications for bath
business owners and employces in the nation's restaurant industry, which has taken an economic hit from the
recession and the Scpt. 11 lerronst attacks.

At issue are Internal Revenue Service rules under which the IRS collects millions of dollars in Social
Security taxes from employers each year to match taxes workers such as waiters and bushoys themselves pay on
the tips from their customers.

In 1991 and 1992, the owners of the Fior D'ltalia restaurant in San Francisco paid the IRS based on the
amount of tips its workers reported receiving.

However, the IRS, reviewing credit card receipts, estimated that the tip total was far higher and that Fior
DFltalia would have to pay more than § 23,000 in additional taxes.

Fior [VItalia 1ook the IRS to court, and a three-judge panel of the San Francisco-based ULS. Court of Appeals
for the 9th Circuit decided 2 to 1 last year that the government could not use estimales but would instead have
to audit individual employees' tip eamings to determine how much income, if any, the workers had failed to

report.
The Bush adminisiration appealed, noting that the 9th Circuit's ruling was at odds with those in other circuits.
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The case is U.S. v, Fior D'Ttalia, No. 01-463. A ruling is expected by July.

19. IRS says tax forms were falsified * The Flint Journal
The Flint Journal

January 11, 2001

IRS savs tax forms were falsified
By Ken Palmer
JOURNAL STAFF WRITER

A Flint tax preparer was arraigned Thursday on charges he prepared federal tax retums listing false expenses to
gain larger tax returns for his clients.

Amos Lampley, 58, who operated Quadruple A Income Tax Service, was indicted last month on 31 counts of
helping prepare false income tax retums in 1996 and 1997.

The government said Lampley prepared forms containing fictitious job expenses, charitable gifts and gambling
and business losses, among other inflated deductions.

If convicted, he could face up to 3 years in prison and a $250,000 fine on each count.

Lampley is among at least four Flint-area tax preparers who have been charged with defrauding the IRS over
the past few years. The agency hints that Michigan is a hotbed for shady tax preparers.

"We know it's a recurring problem in Michigan," said Stephen Moore, a special agent in the [RS cniminal
investigation unilL.

*In Michigan, we are very aggressive in that area and have been very successful in identifying these retum-
preparers.

"We seem to identify more cases in the Michigan area, including the Flint arca. We're going lo see more,
perhaps, throughout the year and in the years ahead.”

Moore said at least 10 such cases were adjudicated across the state over the past year - a disproportionately

large number, Nationally, 61 tax preparers were indicted or charged in fiscal year 2000, according to the IRS
Web site.

The Flint cases include:

Kelvin O. Towner of Flushing was sentenced to 2 years in prison in October 2000 after admitting he inflated the
amount of charitable contributions and employee expenses for a client.

The government said Towner, who was indicted on 68 counts of helping prepare false tax retums, handled
similar returns for 25 other clients who underpaid a total of nearly $150,000.

Marlene Powell, a tax preparer who previously owned or operated businesses, was indicted on 17 counts of
filing false income tax returns and failing to pay withholding taxes.

She pleaded guilty to two of the counts and was sentenced to 10 months of community confinement. Last year,
Powell was sentenced to 9 months of home confinement for failing to notify clicnts that she had been convicted
of a felony tax offense.
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Melvin C. Bell, a Flint man who had since moved to Ypsilanti, pleaded guilty in 1999 to a count of preparing
false income tax relums.

Federal officials said Bell helped friends and family fill out three tax returns and did not have a tax-preparation
business.

Taxpayers who [ile false retums can be ordered to pay back taxes and penaltics, the IRS said.

"It looks nice up front, but somewhere down the line you've got to pay your fair share,” Moore said. "The
bottom line is thal when a taxpayer signs & return, they are ultimately responsible for that retum.”

Moore said people should aveid prtp:r:ré who claim they get a larger refund than other preparers, as well as
those who base their fee on a percentage of the refund.

20. IRS warns you to know your tax preparer * AbelZ.com

Abel2.com

January 10, 2001

IRS warns you to know your tax preparer
A Flint businessman has beef arraigned in federal court on 31 eounts of tax fraud. Amos Lampley is
accused of preparing false income tax returns for several clients

By Randy Conat <http:/abelocal. go.com/wjrt/aboutus/052301_BO_conathtm=

Flint -

ABCI12's Randy Conat reports the IRS is tuming up the heat on dishonest tax preparers. IRS special agent
Stephen Moere told ABC12 News, "Even though somebody else prepares your taxes, you are ultimately
responsible for the retum and the accuracy.”

That's the word from the IRS, which has stepped up its prosecution of less-than-honest tax preparers, "You
probably don't want to go to someone who offers you a larger refund or bases his fee on a percentage of what he
gets back for you,” Moore added.

Rob Selley, a Grand Blanc Township CPA, says word is getting out on crackdown, "They've hired more people
There will be more audits in the future. And also, remember technology has enabled the IRS to keep track of a
lot of income and expenses through electronic means that they've never been able to do before.

58-year-old Amos Lampley of Quadruple-A Income Tax Service in Flint allegedly inflated job expenses and
gifts to charities on behalf of his clients in 1996 and 97. Preparing a false federal tax retum is a three-year
felony. Fines can be as high as 250-thousand dollars per case.

Plus...Moore warns, "The tax payer is stuck paying the additional taxes, in some cases paying penalties and
criminal investigation.”

So you'd be better off finding an honest tax preparer in the first place. "You can ask your friends, family
members who they use. Are they happy with them,” Rob Selley suggests.

Special Agent Moore says several other tax preparers in the Flint area are under investigation. The IRS has set
up a hotline 1o report suspicious tax preparers. Call 800-829-0433, Or follow the link to the IRS website on the
upper right side of this page.
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21. Detroit councilweman undersiated income, RS says * The Associated Press

The Associated Press

January 12, 2002

Detroit councilwoman understated income, IRS says

DATELINE: DETROIT

City Councilwoman Barbara-Rose Collins owes the federal government more than $111,000 for understating
her taxable income and for filing retumns late,

according to an Internal Revenue Service document.

Collins blamed her failure to file and dispute with the [RS on depression
that she has suffered since shortly after leaving Congress in 1996, She said she is taking medication for the
depression.

An IRS audit of Collins' tax returns from 1996 through 1998 found that she
claimed improper deductions for items including charitable contributions,
personal exemptions and housing costs, the Detroit Free Press reported Saturday.

In 1998, Colling failed to declare more than $114,000 that should have been taxed, the IRS said, including
£55,445 she received from the sale of property.

Most of the unreported income in 1997 - $50,779 - was from pension pay.

The IRS said in its documents that many of the former congresswoman's
deductions lacked proper documentation. IRS officials declined to comment.

"I don't know why they're doing this," Collins said of the IRS. "T haven'
been employed for five years.”

She said her accountant prepared her tax retums, all of which were filed
late in June 2000.

Collins disputed the amount she owes, saying it is closer to $8,000. She
appealed the findings Dec. 4 in U.S. Tax Court in Washington and said she plans to meet and negotiate with
IRS examiners.

The RS questioned $37,000 in charitable contributions Collins claimed as
deductions over the three-year period, saying she did not substantiate the gifis
were made, according lo the documents filed in Tax Court.

Before her tax troubles, Collins came under scrutiny for her spending of
public and campaign money.

When she lost her congressional seat in 1996 o Carolyn Cheeks Kilpatnick,

Collins was under an ethics investigation that alleged she had misappropriated congressional and campaign
funds. A grand jury in Detroit investigated her, but she was never charged with a crime.
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Collins said she is not in any financial rouble and her depression will not
keep her from being a productive council member.

"First of all, | don't consider myself having problems. [ think that any
citizen of America who works or pays taxes is likely to have a tax disagreement
or two,” she said. "If it tumms out that I owe more than $8,000, then I'll make
arrangements with them to pay iL"
23, Ex-Officer Tipped Off Drug Suspect; Courts: Task force member sought money before major bust *
Los Angeles Times

Los Angeles Times

January 12, 2002

Ex-Officer Tipped Off Drug Suspect; Courts: Task force member sought money before major bust.
BYLINE: DAVID ROSENZWEIG, TIMES STAFF WRITER

A former Ontario police officer assigned to a federal drug task force pleaded
guilty last July to tipping off a suspect in a narcotics investigation that
resulted in more than 100 arrests nationwide, the ULS. attorney’s office
disclosed Friday. i

The case against Douglas John Bos, 34, was filed under seal 5o as not to
further damage the investigation, which ended Thursday with the arrests of
suspects in 12 cities, including Los Angeles, Riverside and Fresno, authorities
saud.

The suspects are accused of smuggling tons of pseudoephedrine, used to make methamphetamine, from
Canada to California.

Among those apprehended in the three-year probe was the man Bos was accused of lipping off, Nidal
Hamayel, 45, of Moreno Valley.

According to a court document unsealed late Thursday, Bos was part of a
six-member law enforcement team that was using 2 confidential informant to buy pseudoephedrine from

Hamayel.

The informant, fitted with a concealed transmitter, was to meet with Hamayel
on Oct. 28, 2000, the document said. On the moming before the meeting, Bos
allegedly telephoned Hamayel, wamed him about the informant and asked for

money.

Assistant U.S. Aity. Rebecca S. Lonergan said that Hamayel met the government informant anyway and
confronted him, saying his cover had been blown by a drug agent assigned to the case.

The Drug Enforcement Administration launched an investigation, aided by the FBI, the IRS and the
Ontario Police Department, which Bos joined in 1993

Bos, who lives in Canyon Lake, admitted in 2 plea agreement that he
telephoned Hamayel on three dates before the Oct. 28 meeting.
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Bos faces up to 10 years in prison and a $250,000 fine when he is sentenced
Jan. 28 in Los Angeles.

Bos' defense lawyer, Edward Robinson, said his client made the solicitation
at a time "when he was going through a dreadful emotional enisis." He declined
to elaborate.

Bos remains free on $50,000 bond,

23, WOMAN'S TESTIMONY EARNS HER PROBATION * Pittsburgh Fost-Gazette

Pittsburgh Post-Gazette

January 12, 2002

WOMAN'S TESTIMONY EARNS HER PROBATION
BYLINE: TORSTEN OVE, POST-GAZETTE STAFF WRITER

She laundered $3.3 million in stolen money from automated teller machines
between 1996 and 1998 in one of the largest ATM frauds in the United States.

But Janette Frattaroli-Reilly also helped criminal investigators from the
Internal Revenue Service put away ringleader Barry Chesla of Ligonier, the
former head of an armored car company who stole millions from banks.

Chesla is in prison.

And because of her willingness 1o tum over records and testify against him,
Frattaroli-Reilly, 53, of Sicklerville, N.J,, walked out of federal court
yesterday with a sentence of five years' probation instead of prison.

Federal prosecutors had asked U.S. District Court Judge Robert Cindnich for
leniency because of the extensive cooperation, and federal public defender Penn Hackney
requested probation so she could continue working.

"She was the one who moved all that money, but she did it at the direction
of Mr. Chesla," said Hackney. "She was an automaton.”

Cindrich agreed, saying she was a functionary and not an instigator in the
scheme. In addition to the probation, he sentenced her to six months of home
detention and ordered her to pay the remaining balance of a $52,000 civil
forfeiture debt she owes to the governmenl.

Chesla, former principal stockholder in Tri-State Armored Services of
Hammeonion, N.J., pleaded guilty in Seplember to tax evasion and money
laundering.

Operating out of a branch ofice in Ligonier, he and his co-conspirators are
believed to have stolen at least 320 million.

Frattaroli-Reilly pleaded guilty in May to laundering his money through two
storefront shops in New Jersey, one of them a bridal store she owned.
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Chesla started out as a guard for the former National Westminster Bancorp in Atlantic City in 1938 and rose
to become head of its ATM program. He later

worked for Executive Cash Services, an outfit that replenished ATMs, and in 1996 returned to Ligonier to
manage one of the company's branch offices.

The company came under suspicion in 1997 when CoreStates Bank filed a claim for an unexplained loss of
2.3 million.

In Oxctober that year, Chesla and his pariners incorperated Tri-State and
bought the armored transport portion of Executive Cash. The company supplied
cash for 3,000 ATMs.

Chesla pilfered cash from Tri-State’s vault, but he tripped himself up by
making large deposits by ATM into his account at Laurel Bank of Johnstown. Any deposit of more than
§10,000 requires filing a currency Iransaction report.

When Chesla was informed about the requirement, he tried to cover his tracks by depositing hundreds of
money orders in smaller amounts, most purchased by Frattaroli-Reilly.

24. FEDERAL DIARY: Many Options to Consider When Deciding on Long-Term Care Insurance *
The Washington Post

The Washington Post
January 13, 2002, Sunday, Final Edition
SECTION: METRO,; Pg. C02; FEDERAL DIARY STEPHEN BARR
LEMGTH: 733 words
HEADLINE: Many Options to Consider When Deciding on Long-Term Care Insurance
BYLINE: Stephen Barr
BODY:

If you're a government employee or retiree intercsted in long-term care insurance, it may be time to do some
homework.

The Office of Personnct Management recently announced that LTC Partners, formed by the Metropolitan Life
and John Hancock insurance companies, has been selected to provide coverage to federal employees, military
personnel, retirees, survivors, spouses and certain other family members.

The long-term care program could become one of the government’s largest benefit programs. About 20
million people are eligible to apply for coverage, OPM estimates. The program, approved last year with
bipartisan support in Congress, is intended to help government employees and retirees oblain insurance Lo cover
such costly services as nursing home care, assisted-living care, adult day care, home health care and other long-
lerm care.

"Most federal employees and annuitants will find that insurance being sold through the new program will be a
pretty good deal,” said Dan Adcock, assistant legislative director at the National Association of Retired Federal
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Employecs.

*But that doesn't excuse them from doing their homeweork,® he added. "They should understand how long-
term care insurance works, what it covers and what it doesn't. They should compare benefits and premiums in
the federal plan to other policies on the private market, and they should decide if they can afford paying the
premiums and if it is otherwise appropriate for their individual circumstances,”

OPM hopes to release information in the next month or two listing what benefits will be available and what
premiums will cost. The agency will then schedule an early enrollment period, probably from late March
through mid-May, for employees and retirees who understand long-term care options and want to buy the
insurance a5 soon as possible.

Most employees and retirees, OFM thinks, will wait to see the educational materials being prepared for the
regular enrollment period, tentatively scheduled from late June or early July through October.

Regardless of whether you apply for early or regular enrollment, there are dozens of questions to think
through. Among them:

* Will your long-term care needs be met in your home, in adult day care, in an assisted-living facility or in a
nursing home?

* Have you checked out assisted-living care and nursing homes in your area to determine whether you would
be comfortable with them and to find out what they cost?

* Have you estimated how much of the long-term care expenses you will be able to pay on your own?

To help people sort out such questions, OPM has published information an many aspects of long-term care at
its Web site (www.opm.gov/insure/lic). The federal insurance carriers, LTC Partners, has sel up an Internet site
{(www.ltcfeds.com) and a toll-free telephone line (1-800-582-3337) so that employees and retirees can register
to receive information about the program as it develops.

In making your decisions, you'll want to keep a few points in mind:

* Enrollees will pay the full cost of the premiums, which will be based on the options chosen and the
individual's age at enrollment.

* Early enrollees may have more limited benefit choices than will be available to those who wait until the
formal open season. In most cases, they will be able to change their coverage during the open scason, but
additional questions about health status may be required.

* Early enrollees will not be able to have the premiums withheld directly from their salaries or annuities as
will those who wait until the open season. Early enrollees will be able to swilch to withholding during the open
SEA50M.

Arthur Stein, a financial planner with Cassady & Co. in McLean, said employees should calculate how high a

daily benefit they will need and how long they want the benefit to run, and know the length of any waiting
perinds when they have to cover costs out of pocket.

Stein said he regularly recommends that clients purchase a long-term care option known as the "compound
inflation adjustment.” With it, the benefit automatically increases by a given percentage every year, typically 5
percent, while premiums remain level.

"Everyone needs 10 customize it to their personal financial situation, and that is not particulasly easy 1o do,”
0171772002
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Stein said.

25. FEDERAL DIARY: Bill Would Close Salary Gap for Federal Reservists * The Washington Fost

The Washington Post

January 14, 2002, Morday, Final Edition
SECTION: METRO; Pg. B02; FEDERAL DIARY STEPHEN BARR
LENGTH: 756 words
HEADLINE: Bill Would Close Salary Gap for Federal Reservists
BYLINE: Stephen Barr
BODY:

Legislation has been introduced in the Flouse 1o protect the pay of federal employees who serve in the
reserves and Mational Guard and have been called to active duty.

Reps. Robert Wexler (D-Fla.} and Bob Filner (D-Calif.) asked House Republican and Democratic leaders last
week 1o move the bill to the House floor under rules permitting quick approval of legislation that is not likely to
draw objections,

The Wexler-Filner bill would require federal agencies to make up the difference between a reservist's federal
salary and military salary so the employee does not face a pay cut. The bill would apply to salaries paid on or
after Sept. 11.

In @ letter to House leaders, Wexler said American Express, Ford, Lockheed Martin, Northwest Airlines,
Sprint and other companies; the states of lllinois and Florida, and some city govemments make up pay
shortfalls when their employees are called to active duty.

"The federal government should do the same for its civilian cmployees so their familics can remain financially
secure during a mobilization," Wexler wrote,

Mare than 120,000 reservists are federal employees, and, of those, about 63,000 would be required to leave
their civil service jobs in a full mobilization, Wexler said.

"While many of these employees are at least being paid at a GS-11 level [ 46,469 to 5 60,405 in the
Washington area], the majority serve as enlisted personnel rather than officers. Asa result, many take a pay cut
when they get called up,” he said.

In a letter to Wexler, the Congressional Budget Office estimated that the bill would cost about £ 3 million to
cover pay shontfalls for the 2,500 federal employees called to active duty between Sept. 11 and Oct. 1, 2001.

The proposal has won the support of the Reserve Officers Association, the Enlisted Association of the
Mational Guard, the National Air Traffic Controllers Association and the American Federation of Government
Emplovees, Wexler and Filner said.

In the House, the bill has 14 co-spensors, including Reps. Steny H. Hoyer (D-Md.), Constance A. Morella (R-
Md.) and Albert R. Wynn (D-Md.). Sens. Richard J. Durbin (D-11L.) and Barbara A. Mikulski (D-Md.) are
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sponsoring a Senate version of the bill.

"Family members of federally employed reservists are already starting to feel the pinch of service as their
loved ones have left,” Mikulski said, "These families are forced to sit and wail at home, with no guarantee when
their leved omes will return and little means to pay for their college funds, morigages and car loans. [ fail to see
why these dedicated Americans should be forced to leave their families financially vulnerable al a ime when
they have so many other things to worry about.”

Congress last year left it to the Transportation Department to determine the pay, benefits and job rights of
newly hired airport security screeners. Federal unions, naturally, are urging the department — which should be
announcing a decision soon -- 1o extend collective bargaining nights and civil service benefits to this new class
of federal workers. In a letter to Transportation Secretary Norman Y. Mineta last week, Colleen M. Kelley, the
president of the National Treasury Employees Union, urged him to give screeners the same basic benefits and
rights provided to the civil service,

*The American public is well aware of the dangers of hiring airport security personnel on the cheap,” Kelley
wrote, adding that "It is in the sound interest of the government and the flying public that these workers have

the same rights to health and life insurance, retirement benefits, whistleblower protection, equal employment
opportunity, representational rights and job prometion as any other civil servant.”

In a late Friday announcement, President Bush said he intends to appoint Becky Norton Dunlop, of Arlington,
chairman of the Federal Service Impasse Panel.

Bush roiled federal unions last week when he dismissed the panel's seven members without indicating his
plans for replacing them. All seven were Clinton administration appointees.

Dunlop, who served in the Reagan administration, is a vice president at the Heritage Foundation, a
conservative think tank.

Bush's announcement also said he is naming Richard B. Ainsworth, of Cleveland, Andrea Fischer Newman,
of Ann Arbor, Mich., and Joseph C. Whitaker, of Shreveport, La., to the impasse panel, which resolves disputes
between federal agencies and unions.
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ENRON CORPF.

6 4% Exchangeable Notes due December 13, 1998

October 26, 1995

Movember 7, 1995

MNovember 8, 1995

November __, 1993

December 7, 1995

Chronology of Events

Event
Enron Authorization

Enron Board of Directors approved concept and authorized Special
Commitiee to take all action necessary to complete the transaction.

Special Committee of Enron Board of Directors approved
parameters of Motes and scope of related documentation.

Filings with SEC
Enron filed Registration Statement on Form 5-3 with SEC
(registering the sale of the Notes under the 1933 Act).
Enron filed Form E-A with the SEC (registering the Notes under the
1934 Act).

Enron files Amendment Mo, 1 to Registration Statement on Form
5-3 with SEC.

National Association of Security Dealers Matters

November 9, 1995

November 29, 1995

Registration Statement, Form of Underwriting Agreement, related
documents and a filing fee were filed with NASD.

NASD advised that they had no objections to the faimess and
reasonableness of the underwriting terms and amrangements and
confirmed that advice by letter dated November 30, 1995,

o E=—
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Movember 20, 1995
Movember 30, 1995

December 6, 1995

Movember 9, 1995 -
Movember 14, 1995

November 14, 1995

December 7, 1995

November 5, 1995

November 20, 1995 «
December 7, 1905

December 1, 1995

December-7, 1995

Proceedings with the NYSE

Enron delivered to the NYSE a preliminary listing application and
applicable supporting documents with respect to the Notes.

The Underwriters delivered to the NYSE certain undertakings with
respect to the offering and sale of the Notes.
Enron received a letter from the WY SE advising it that the listing of

the Notes under the symbol "EXG" on the NYSE was approved,
subject 1o official notice of issuance,

Blue Sky Matters

Filings were made in all states where required so that the Notes
could be sold in all 50 states.

A Preliminary Blue Sky Letter and Preliminary Blue Sky Survey
relating to the Notes was prepared.

A final Blue Sky Memorandum was prepared.

Marketing Activities
The Underwriters mailed to prospective purchasers copies of the
preliminary prospectus.

Meetings with potential investors were held at locations
selected by the Underwriters. Indications of interest from
prospective purchasers were noted. Over 70 meetings were held.

Enron and Harris Trust and Savings Bank, as Trustes, negotiated
and executed a First Supplemental Indenture relating to the Notes,
Form of Note finalized.

All "comfort letters” and opinions of counsel to be delivered in
connection with the closing of the transaction were negotiated prior
to execution of the Underwriting Agreement.
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Registration Statement declared effective, Motes priced and
Underwriting Agreement signed.

December 13, 1995 Motes are issued and sold.
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Instruments issued pursuant o a registration statement under the 1933 Act first becoming effective
December 7, 1995, which were priced on December 7, 1995 and which were actively marketed prior
thereto pursuant to a preliminary prospectus dated November 14, 1995 will not be subject to these
proposals.
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AVAILABLE INFORMATION
Enron, a Delawars corporation, is subject to the informational requirements of it
Act of 1934, as amended (the “Exchange Act”), and In accordance therewith lilas mﬂﬁimn@u
and other information with the Securities and Exchange Commission (the “Commission'). Such reports, proxy
stalemants and other information can be inspected and copéed &t the public reference faciiigs I'l'laint.njlnm by
the Commission at Room 1024, 450 Filih Streat, N.W., Washington, D.C, 20549; and al the following Regional
Otfices of the Commission: Midwest Regional Offica, Citicorp Cantar, 500 West Madison Street, Suite 1400
Chicago, lilinois B0G61-2511; and Northeas! Regional Office, Seven World Trade Center, Suith 1300, Mage York,
gurn- York 10048. Copies snf such material can also be obtained from the Public Reference Section of [
emmission al 430 Fifth Street, MW, Room 1024, Washington, D.C. 20549, at préscribed rates. Enron's
Common Stock and Cumulative Second Praferrad Convertible Stock are listed on the New York and Midwest
Stock Exchanges, and Enron's Common Stock is also listed on the Pacific Stock Exchangs. Reports, praxy
statemants Cihar information concemning Enron can be inspacted and copied at the respactiva offices of
thase exchanes at 20 Broad Street, New York, New York 10005; 120 South LaSalla Straet, Chicago, llinois
60603; and 301 Pine Street, San Francisco. California 94014,
This Prospectus constiutes a part of a Registration Statement on Form 3-3 (tooather with all amandmants
and exhibits thareto, the "Registration Statemaent™) filad with the Commission under - & Securities Act of 1933,
as amanded (the * Securities Act"), with respect to the Exchangeabls Notes. This I ssctus doEs not contain
nmmmmmhthmnnﬁmummw“mmﬂw. + omiltted in accordance
with the rules and regulations of the Commission. Relerence is made to such FAeg:si-ation Statement and 1o
manmmm.urqm-mmrmwmmmmwh&mnnm.w

INCORPORATION OF CERTAIN DOCUMENTS BY REFEREMCE
mmwmmmmhcﬂnm:ﬂmwm:mﬂn.immmﬂmﬂmm[a}nl
the Exchange Act are incorporated herein by reference:
(a) Annual Report on Form 10-K for the year ended December 31, 1994
ib) mmmmmm1mrwhmmmm.1m:
(c) Cuarterly Report on Form 10-Q for the quarter ended June 30, 1995; and
(d) Quarterly Repont on Form 10-Q for the quarter ended September 30, 1595

superseded, 10 constitute a part of this Prospectus. '

Enron will provide without charge to each person to whom a copy of this Prospectus is deliversd, on the
request of any such parson, a copy of any or all of the foregoing documaents incorporated harein by reference
muunammmmwiuummmmmwmmwmnnmmm
documents thal this Prospectus Incorporates). Requests should ba directed to Secretary Division, Enron
Corp., at its principal executive offices, 1400 Smith Street, Houston, Texas 77002 (telaphone: 713-853-6161)

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

The following is a summary of certain information contained in this Prospectus. It is not
intended lo be complete and is qualified in its entirety by the more detaied information contained
alzawherg in this Prospecius. Capitalized terms which are nof dafined in this SUMImAry are used as
dafined slsewhere in this Prospecius.

Enron Corp,

Enron, organized in 1530, is an integrated natural gas company with headquarters in Houslon,
Texas. Essentially all of Enron’s operations are conducted through its subsidiaries and affiliates
which are principally engaged in the gathering, transportation and wholesale marketing of natural
gas o markets throughout the United States and internationally through approximately 44,000 miles
of natural gas pipelines; the exploration for and production of natural gas and crude oil in the Unitad
States andantarnationally; the productien, purchase, transporiation and worldwide marketing of
natural gas liquids and refined petroleum products; the indepandent (i.e., non-utility) developmant,
promoticn. construction and operation of power plants, natural gas Bquids faclities and pipesnes in
the United States and internationally; and the non-price regulated purchasing and marketing of
anargy ralaled commitmaénis.

Enron Ol & Gas Company
EOQG. together with its subsidiaries, is one of the largest independent {non-integrated) o and
gas companies in tha United Stales in terms of domestic proved reserves. It is engaged, directly and
throwgh its subsidiarias, in the exploration for, and tha developmant, production and markating of,
natural gas and crude ol primarily in major producing basing in the United States, as well as in
Canada, Trinkdad and India, and 1o & lesser axtent, selected other international areas,

The Exchangeable Notes Otfering
Exchangeabls Notes Offered..... 10,000,000 Exchangeabla Notes -
Interest Rate .................. % per annum, or § per Exchangeable Mote per
quarter, payable quarterdy in armears.
Interast Payment Dates ... .. ..., . ' ; And + baginning L1996,
Exchange at Maturity ........... At Maturity, the principal amount of sach Exchangeabie Nole
will ba . a axchanged by Enron into a8 number of

sharas of EDG Commaon Stock [or, sl Enron’s option, which
may ba axarcised with raspact to all, bul not less than all, of
the outstanding Exchangaabls Notes, cash with an equal
vialug) at the Exchange Rate. The Exchange Rate is aqual to,
uﬂmmwwtnuwmm Prica |5
greater than or 1o the Thrashold Appreciation Price,

shares of EDG Common Stock per Exchangeabla
Mote, (b) if the Maturity Price is less than the Threshold
A iation Pri

ppraciation bt than
fractional share of EDG Common Stock per Ex abla

Prica} equals tha Initial Price and ﬂ“ Maturity Price is
M gﬁuﬂ lnﬂﬂmnmm Mote. The “Maturi

| par ! .
Price’ means the aver mu-alnnml‘nl-nu per shara of
Common Stock for the 20 Tr ya
Maturity. Accordingfy, holders of the Exchangeab
will not mecessanly récelve an amount aqual 1o the principal

:
;
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amount theracf, The Exchangeabls Motes a .
gble for EOG Common Skock at the n-pﬂ:: altuﬁ.mn:qm

Enron may only exercise its option to p.w outstand| :
chm-gaabi‘; Waotas in cash from the g
Enron comrion stock. See "Descr
eble Notes - Genaral.”

No Redemption of Sinking Fund .. The Exchangeabla MNoles are nol subject to radamption,
deleasance or any sinking fund prior 10 Maturity.

RamMng . ... ... occiivciannees The Exchangeable Moles will be unsecured cbligations of
Enron ranking par passu with all of its other unsecurad and
unsubordinated indabbedress,

ﬁvz
%

The Exchangeable Notas will bear intarest at % per
annum, 8 yiekd substantially in excess of the % antici-
ted dividend yield of EOG Common Stock based on tha
al Price of § and the current quarterly dividend paya-
bda on EQOG Common Stock. However, the opportunity for

Bquity lﬂwdidbrmmuwmmmna
Motes is less than tha nm-tmﬂtrfuqury
appreciation alorded by an investment in EOG Common
Stock bacausa tha amount raceivabla a holder of an
excead plWIumuﬂufumﬂ vﬂlm
Ao
S e P o s
reprasants an a annar
MW.Muthﬁt s “112
ba io recalva at Matu
ﬁmm-mmmmum by tha
tion Price) of any the
valua of EOG Stock in axoass of the Threshold
Appraciation Price. Holders of the Matas will

racaive any div or other distributions in respec there-
of) untll such time, if any, as Enron shall have exchanged
shares ol EQOG Common Stock for Motes at

Use of Proceads .. ..
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RISK FACTORS RELATING TO EXCHANGEABLE NOTES

As descriped in more detall below, the trading price of the Exchangeable Notes may vary
considerably prior 10 Matunty due to, among other things, fluctuations in the prica of EDG Comman
Stock amd other events that are difficull to predict and beyond Enron's contral.

Comparison 1o Other Debt Securities; Relationship to EOG Common Stock

The lerms of the Exchangeabla Notes dilfer from those of ordinary debt securities in that the
amount that a holder of the Exchangeabls Notes will receive upon mandatory axchangea al Maturity
5 not fixed, bul is based on the price of the EOG Common Stock as specified in the Exchange Rats.
There can be no assurance thatl the amount received by such holder upon sxchange at Malurity
(whether jp stock or cash) will be aqual 1o or greater than the principal amount of an Exchangaable
Mote because the price of the EQG Common Slock is subjech o market Nuctuations, and tha valos of
the EOG Commaon Stock [or, at the option of Enron, the amount of cash) received by a holder of an
Exchangeabls Noté upon exchange at Maturity, determined as described herain, may ba more or
less than the prinicpal amount of the Exchangeable Note. For example, If the Maturity Price of tha
ECG Common Stock is less than tha Initial Price, the amouni received upon axchange will ba lass
than the principal amount paid for the Exchangeable Mote, in which case an investmani in
Exchangeable Motes will result in a loss.

in addition, the opportunity for equity appreciation afforded by an invastmant in the Exchanga-
able Motas is lass than the opportunity for equity appreciation alforded by an investment in the EOG
Common Stock because the amount received by a holder ol an Exchangeable Note upan exchange
al Maturity will only exceed the principal amount of such Exchangaable Note il the Maturity Prica
axcaads the Thrashold Appreciation Price (which represents an appreciation of % over the Initial
Price). Holders of the Exchangeabls Notes will only be entitled to recaive upcn exchangs al Maturity
% of any appraciation of the value of E0G Common Stock in excess of the Thweshold Apprecia-
on Prica.

It is impossible to predict whether the price of EQG Common Stock will rise or fall. Trading
pricas of EOG Commaon Stock will ba influenced by EOG's operational results and by complex and
interrelated political, econcmic, financial and other factors that can affect natural gas and cruds ol
commaodity markais ganerally. See the prospecius relating to EOG and 1o EOG Common Stock
attached herato as Appendix A and included as part of this Prospacius.

In addition, in the event Enron doas not axarcise its oplion fo deliver cash, holders of the
Exchangeable Noles will not be entitled to any rights with respect to the EOG Common Stock
{inchuding, without limitation, voting rights and rights to receive any dividends or other distributions in
respact thareof) until such time as Enron shall have exchanged shares of EOG Common Stock for
Exchangeable Moles at Maturity thereof and unless the applicable record date, if any, for the
axercise of such rights ocours after such axchange.

Dilution of EOG Common Stock

The amount that holders of the Exchangeabls Nolas are entitled to receive upon the mandatory
exchange at Maturity Is subject to adjusimeni for cerlain events arising from stock splits and
combinations, stock dividends and certain other actions of EOG that modify its capital structure. Sea
“Description of the Exchangaable Notes - Dilution Adjustments.” The amount to be recelved by
holders of Exchangeable Notes upon mandatory exchange at Maturity may not be adjusted for other
events, such as offerings of EQG Common Stock for cash or in connection with acquisitions, that
may adversaly affect the price of the EOG Common Stock and, bacausa of the relationship of such
amount 1o ba recalved upon exchange o the price of EOG Commaon Siock, such other avents may
sdversely affect the rading price of the Exchangeable Moles. There can be no assurance that EQG
will not make offerings of EQG Common Stock or teke other action In the fuiure.

5
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Possible Niguidity of the Secondary Market

It is not possibie to predsct how the Exchangeable Notas will trade in the secondary markst or
whathar such market will be lquid or iBiquid, Exchangeable Notes are novel securities and thare is
currently no secondary market for the Exchangeable Notes. The Undarwriters currently ntand, but
are not chligated, o make a market in the Exchangeable Notes. There can ba no assurance thal a
sacondary market will develop or. Il a secondary market does devalop, thal it will provide the holdors
of the Exchangeable Notes with kquidity of investment or that it will continua Tor the lifs of tha
Exchangaable Motes.

Enron has applied for listing of the Exchangeable Notes on tha NYSE. However, thera can be no
assuranca that the Exchangeable Motes will not laler ba delisted or that trading in the Exchangeable
Notes on the NYSE will not be suspended. If the Exchangeabla Notes are not listed or traded on any
securifs exchange or trading market, or if rading of the Exchangeabls Notes |s suspanded, pricing
information for the Exchangeable Notes may ba mora difficult to obltain, and the lquidity of the
Exchangeable Noles may ba adversaly afiected.

Hao Obligation on the Part of EDG with Respect to the Exchangeable . g

EOQG has no obligations with respect to the Exchangeable Notes or amounts 1o be paid to
holders thereol, including any obligation to take the needs of holders of the Exchangeable Notes
into consideration for any reason. EOG will not receive any ol the proceads of the offering of the
Exchangeable Notes made hereby and is not responsible for the determination of the timing o,
prices for of quantities of the Exchangeabis Noles to be issuad or the determination or calculation of
tha amount to be paild upon mandaiory exchanga al Maturity.

Tax Uncartaintiss

The Indentura (as defined herein) requires that any holder subject to U.S. federal incoma tax
include currently in income, for U.S. federal income tax purposes, payments denominated as
interast that are made with respact o the Exchangeabls Noles, In accondance with such hobdar's
mathod of accounting, and the amount of original isswe discownt (“OID"), If any, attributable 1o the
Exchangeabla Notes as it accrues. The Indentura also requires holders to treat the Exchangeabis
Notes as a unit consisting of (i) an exchange note, which is a dabt obligation with a fixed principal
amount unconditionally payable at Maturity equal to the principal amount of the Exchangeabls
Notes, and (i) a forward purchase contract pursuant o which the holder agrees 1o use the principal
payment dus on the Exchangeable Notes to purchasa at Maturity the EOG Common Stock thal the
raldar is entithed to recelve at that time (subject to Enron's right to deliver cash In llew of the EOG
Common Stock). It is contemplated that, upon a holder's sale or other disposition of the Exchange-
able Notes prior to Maturity, the amount realized will be allocated between these two componants of
the Exchangeabls Motes on the basis of their then redative fair market! values. Bacauss of an
abzance of authority as to the proper charactarization of the Exchangeabls Motes lor tax purposes,
these tax characterizations and results are uncertain, This uncertainty sxtends to characterization of
any gain or loss recognized with respect to the Exchangeable MNotes at Maturity as capital gain or
loss or ordinary Income or logs and, in the event Enron delivers EOG Common Stock at Maturity, as
1o whathar any gain or losa can be daferred until & sale or disposition of such siock. As a result of
ihese uncartainties, Enron has not recelved an opinion of counssl with respect to the specific tax
consaguences of owning or disposing of the Exchangeable Motes, See “'Cerlain United States
Federal Income Tax Considerations.”

ENRON CORP.

Enron, 8 Delaware corporation organized in 1930, is an inlegrated natural gas company with
haadquartars in Howston, Texas. Essoantially all of Enron’s oporations are conduciad through its

subsidiarios and affMintas which are principally engaged in the gathering, ransportation and whole-
sale marketing of natural gas to markats throughout the United States and internationally threugh
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approximately 44,000 mies of natwal gas pipelines; the exploration for and development and
production ol natural gas and crude od in the United States and nbernatonally; the producton,
purchase, transportation and worldwide marketing of natural gas liguids and refined petroleum
producis; the independent (i.e.. non-utility) devalopmant, promotion, construction and operation of
powear plants, natural gas liquids facilities and pipelines in the United States and internationally; and
the non-price regulated purchasing and markating of enargy related commiiments

Transportation and Operation. Enron’s operations include the interstate and intrastate trans-
mission of natural gas. construction, management and operation of natwal gas and natural gas
liquids pipelnes, liquids plants, clean fuel plants and power facilies. Encon and its subsidiarias
oparate domestic interstale pipelines extending from Texas to the Canadian border and acrass the
scuthern United States from Florida to California. Inciuded in Enron's domestic interstale natural
gas pipgline oparations are Mortharn Natural Gas Company {“Morthern”), Transwestam Pipaling
Company (“Transwestern'), and Florida Gas Transméssian Company [“Florida Gas”) (indiractly
S0% owned by Enron), and all such pipelines are subject to the regulalory jurisdiction of the Faderal
Energy Regulatory Commission, Each pipaline servas customers in a specific geographical area:
Morthern, the upper Midwest; Florida Gas, the State of Florida; and Transwastarn, principally the
Califarnia market. In addition, Enron holds a 13% interest in Mortharn Bordar Partriers, L.P., which
owns a 70% interest in the Northern Border Pipsline system. An Enron subsidiary operates the
Morthern Border Pipeline system, which transpors gas from weslern Canada 10 delivery points in
the midwestarn United States. Also, Enron has an approximate 15% interest in Enron Liguids
Pipadina, L.P., which is engaged in pipaline transportation of natural gas liquids, refinad petroleum
products and carbon dioxide, operates coal terminalling, gas processing and natural gas liquids
fractionation facilties, and is operated by a wholly owned subsidiary of Enron,

Domastic Gas and Power Services. Envon Capital & Trade Resources Corp. and is allikated
companies ("ECT") purchase natural gas, natural gas liquids and power throwgh a variaty of
contractual arrangemants, including bath shart- and long-term contracts, the arrangemant of pro-
duction payment and olher financing transactions, and other contractual arrangements. ECT
markets these energy products to local distribution companias, alsctric utitities, cogenaralors, and
both commercial and industrial end-users. ECT also provides price risk managament services in
connection with natural gas, gas liquids and power transactions through both physical delivery and
financial arrangamants.

ECT offers a broad range of non-price regulated natural gas merchant services by tailoring a
variaty of supply and marketing options to its customers’ specific nesds. ECT's sirategy is 1o
provida predictable pricing, rediabde delivery and low cost capital to its customars. ECT providas
thasa services through a variety of instruments, including forward contracts, swap agreamants and
othar contraciual commitments.

Cartain Enron subsidiares are engaged domaestically in the extraction of natural gas liquids
(ethane, propane, normal butane, isobutane and natural gasoline), which ara typically extracted from
natural gas in Bguid form under low temperature and high pressure conditions. Ethana, propana,
normal butane, isobutane and natural gasoline are used as leedsiocks for patrochamical planis in
iha production of plastics, synthetic rubber and other products. Normal butane and nartural gasoline
@re used hymmn‘uhthuMlanmguﬂnnlmmmhmudhﬂummﬂmprm
1o enhance the octans content ol motor gasoling and is also used in the production of MTBE, which
is used lo produce cleansr burning maotor gasoling, Propane s used as fuel for home haating and
cooking, erop drying and indusirial facifities and as an engine fuel for vahicies, and ethane is usad Bs
& leedsiock for synthatic luels production,

International Gas and Power Services. Enron‘s Intemational activities principally Involwa the
indépendent (non-ublity) devalopment, acquisition, promotion and operation of natural gas and
power projects and the marketing of natural gas liquids. As s the casa in the United States, Enron's
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amphasis i on businesses In which natural 9as or Its components play 8 significant rels. Develop-
mant projacts are focused on power plants, gas processing and lerminalling faciites ang gas
pipelines, while markating activitins center on fusls used by or ransported through such facilitigs,
Enron’s international activities include management of direct and indirect ownership interasts in and
operation of power plants in England, Germany, Guatemala and the Philippines: a pipaline FYstem in
southern Argentina; retail gas and propane sales in the Caribbean basin: processing of natural gas
liquids at Teasside, England: and marketing of natural gas liquids worldwids. Enron is alsa invalved
in power and pipaling projacts in varying stages of developmant in China, the Dominican Republic,
Colombia, Turkey, Bolivia and Brazil, indonesia and slsewhors.

Enron Global Power & Pipelines LL.C., a Delawars limited liability company ("EPP"), was
formed in November 1994 by Envon to own and manags Enron's oparating power plant and natural
gas pigeline business conducted outside the United States, Canada and Wastarn Europa, and 1o
oxpand such business through acquisitions. EPP's initial assets consist of Intarests contributed by
Enron in two power plants in the Philippines (with 226 megawatts of 8Qgregala net generating
capacily), a power plant in Guatemala (with 110 megawatts of net genarating capacity) and a 6,548
kifomater (4,069 mile) natural gas pipaline system in Argentina. Tha public oltering of comman
shares of EPP was complated in Novembaer 1994, Envon owns approximately 52% of the comman
shares of EPP. EnrmlwmmEPPmummwﬂuthuﬁhltumﬂqmmmkutm.
projects, lo snable public investors to befter evaluate and participate directly in tha growth of
Enron's operating power plant and natural gas pipeline activities in emarging markets and to
genarale additional capital for Enron o reinvest in future dovelopment efforts and for other
COrporate purposas.,

Exploration and Production. Substantially all of Enron's natural gas and crude of axphoration
and production operations are conducted by its subsidiary EOG. EOG is engaged in tha sxploration
for, and development, production and marketing of, natural a3 and crude ol primarily in major
producing basing in the United States, as waell as in Canada, Trinidad, India and 1o & lessar axhend,
selected other international areas. Al December 31, 1994, EOG had estimated et proved natural
ges ressrves of 1,910 bilion cubic fest and estimated net proved crude oll, condensate and natural
gas liquids reserves of 37 million barrels, and at such date, approximately 70% of EOG's reserves
(on a natural gas aquivalent basis) was kocatad in the United States, 18% in Canada, 119 in Trinidad
and 3% in Indlia. A limited partnership in which ECT owns a 50% general partnar interest has antersd
ino an agresmant 1o acquire a controlling interest in Coda Energy, Inc. (“Coda”). Coda is engaged
In the exploration for, and the development, production and marketing of, natural gas and cruds od
primarily in Morth Texas and Oklahoma, Crude ol accounts for approximately 88% of Coda's proved
resarves. Al December 31, 1994, Coda reported estimated proved natural gas reserves of 39 808
million cubic feal (“MMcl™) and estimated proved crude ofl, condensate and natural gas liquids
resarves of 39,207 thousand barreis ("MBbls"). See "Retationship Bebwesn Envon and EOG -
Cﬂn!‘lhp‘l.-l of Inferast.”

RECENT EVENTS

in connaction with a Powsr Purchase Agreement dated December B, 1993, as amended,
betwean Dabhol Powsr Company, Enron's B80%-owned subsidiary, and the Maharashtra State
Electricity Board (the “"MSEB"), Dabhol Powsr Company has been developing Phase | (approxi-
mataly 635 megawatts) of a 2,015 megawatt slsciriclty generating power plant south of Bombay,
State of Maharashira, India (the “'Project”). Financial closing occurred and Project construction
began on March 1, 1995. After construction had bagun, and following elections to the Maharashtra
Legisiative Assembly, a new coalition government ook office in the State of Maharashira. The new
coalition government appointed a review committee to study the Project, and on August 3, 1995,
announced the State government's intention io terminate the Project. Work on the Project was
ordered stopped by the MSEB, and construction ceased on August B, 1985. Enfon baligves that
such actions ware in clear violation of the contract and in rasponse io these actions, Dabhol Power

00900000000183



Company IS pursuing two courses of action. First, pursuant to Dabhol Powar Corapany's remedias.
in the agreements with the State govesnmaent, arbitration has commanced in London against the
State governmen! lor ihe actions it has faken to lerminala the Project. Dabhol Powar Company
seeks 10 recover all of its consiruction and other axpensas, in addition to kost profits. The arbitration
tribunal has bgen appointed and one arbitration hearing has occurred in London with a subsequent
hearing scraeduled for lale November 1995, Second. Dabhol Power Company has bath orally and in
wiiting communicated 10 the Maharashtra State government its desire 10 go forward with construc-
tion of the Project and it willingriess to resolve any cutstanding issuas, and discussions 1o resalve
outstanding ssuas have bagun. Although the cutcoma of neither the arbitration nor the ranagot-
ation process can be pradicted with cartainty, based on currently avaidable information, Enron
balieves that the ultimate outcome of the Project will not have a materially adverse affect on s
financial poSdon,

In Margh 1993, Enron entered into long-1arm gas contracts with Philips Petroleumn Company
United Kinjdom Limited, British Gas Exploration and Production Limited and Agip (ULK.) Limitad to
purchase all of the future gas production from the J-Block field which is located in the Morth Saa
offshore the United Kingdom (the "'J-Block Contracts”). Such agraements provide for Enron to take
or pay for the gas at a fixed price {with possible ascalations throughout the contract pariod). Gas
paid for, but not taken, may ba recovered in later coniract years. The J-Block Coniracts provide for &
first delivary date of not later than October 1, 1996, The contract price Tor such natural gas is in
excess of current spot market pricas in the Unilted Kingdom. In Septembar 1995, Enron announced
that, in accordance with s contractual rights, it had notified the J-Block sellers thal Enron's
nominations for gas from the J-Block fisld ware estimated o be zero from the first delivery date
through September 30, 1997, In addition, in accordance with i1s confractual rights, Enron has mada
no estimalad nominations for J-Block gas o date undar the J-Block Contracts for the contract year
ending Septembar 30, 1998. Enron continues its good faith alforts o davalop mutually beneficial
solutions regarding pricing terms so that production from J-Block can bagin &s soon as possible.
Ervon belisves that there are many commercial reasons for the parties to resolve any contract
issues, but efforts have not been successiul to date. Enron has advised tha J-Biock sallers that it
imands lo assert all legal rights, exercise all avallable commercial Rexibility and pursue all available
commarcial and gal remedies under the J-Block Contracts, and stands ready and able io perform
all legal obligations under the J-Block Contracts, including potential prepayments for gas 1o be taken
in later years. The long-term market demand for J-Block gas supply remains favorable and Enron
anticipates being able to mast all of its various short- and kong-term markat commitrments. Although
No assurances can be given, based upon the foregoing and othar information currently available,
Enron does not at this time anticipate that the J-Block Contracts will have a materially adverse sifect
an Enron's financial position.
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SELECTED FINANCIAL DATA OF ENROM

The financial information set forth below has béan darived from the audited and ynaudited
consolidated financial staterments of Enron, The information should ba read in connaction with, and
is qualiied in its enlirety by raference to, Enron's NBnancial statermanis and noles therets
ncorporated by reference herein. See “Incorporation of Certain Documents by Reference.” The
interim data reflects all adjustments which, in the opinion of the managemant o Enron, arg
nacessary 1o prasent fairly such Infarmation for the interim periods, The results of operations for tha
ning-month pericds are not necessarily indicative of the results expacted for a full yoar or any other
intarim pariod,
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CAPITALIZATION

Tha lollowing table sevs forth the capitalization of Enron and its consolidated subsidiaries as of
Septembar 30, 1985, and as adjusted fo give alfect 1o the issuance on Oclobar 11, 1995 of $100
millizn aggregate prncipal amount of §%% Notes due 2007, and the issuanca of the Exchangeable
Notes offered hereby and, in each case, the use of the procesds tharafrom,

- Aa hesied
iin tousands}

Short-term debt

e e e R S S PR A £ = -
Currant maturities of kong-term debt. . ... ... ..o, - —
Total short-term debt. . ... ... . e et —_ i
Long-tarm debl
Enron: W
Amount reclassified from short-term debt - .. ... .......... 587,032
Motes dua 1996-2023 (BY o 10.75%) . .. ... .. o ininins 1,753,138 1,753,139
Exchangeable Notes due 1908 | ‘h] ...................... —_
Notes due 2007 (%) ....cvvamvrrnnirranirrassiinanains - 100,000
Subsidiary cOMmpanias:
MNotes due 1998-2005 (4.52% 10 9.2%) . ... .. ... .......... 636,000 636,000
MNotes dus 1988-1900 (oating rates) . ............cvvrrnsn 55,000 55,000
KU v e ) 0 e e o 53,674 51674
Emiron:
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Shareholders” equity
Convertibla prafemmed stock ... ... .. ... ... - i icarans 138 505 138 605
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Retained earnings . . 1,574,335 1,674 335
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Orthar, including Flexible Equity Trust . ..........covervnnnns {210,969) (210.969)
Total shareholders’ 8quity.............c0cevnneennee.. 3,107,491 3,107 491
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RELATIONSHIP BETWEEN ENRON AND EOG
Ownarship of Commen Stock

Through its ability to elect all directors of EOG, Enron has the ability to contrsl ay matiers
reiating to the management of EOG, including any delermination with respect to Btquisition or
dispssition of EQG assats, loture issuance of Common Stock or other securities of EOG and any
dividends payable on the Commaon Stock. Enron also has the ability to control EOG's exploration,
develcpmant, acquisition and operating expenditure plans. The sale by Enron of EOG Commen
Stock pursuant to the Stock Offerings will cause Enron's ownership Interest in EOG to fall below
80% with the result that (i) EDOG will cease to ba included in the consolidated federal income tax
return filed by Enren and (i} the Tax Allocation Agreement between EQG and Enron described below
will tarminate. Thare is no agreamant batween Enron and EOG that would prévent Enron from
acquiring additional shares of Common Stock of EOG. .

Contra¢tual Arrangemeants

EQG anterad into a Services Agreement (the “Services Agreement) with Enron affective
January 1984, pursuant o which Enron provides various services, such as mainianance of cartan
employea banefit plans, provision of telecommunications and compuler services, lease of office

Agreament provides for the further dalivery of such services substantially identical In nature and
quality 1o those services previously provided. EOG has agreed to a ficed rate for the rental of office
space and to reimburse Enron for all other direct costs incurred in rendering services to EOG under
iha confract and to pay Enron for allocated indirect costs incurred in rendering such services up io a
masximum of $6.7 million for 1994, such cap to be Increasad in subsequent years for inflation and
cartain changes in EOG's aliocation bases with any increase not 10 excesd 7.5% per year. Approxk-
mately 36.6 million was paid under the Services Agreement by EOG to Enron in 1994. The Services
Agreement is for an Initisl term of five years through December 1988 and will continue theresfisr
until terminated by either party.

In March 1985, in a series of transactions with Enron and an affiliate of Enron, EDG axchangad
all of its fuel supply and purchasa contracts and related price swap agresments associated with the
Texas City cogenaration plant (the “Cogen Contracts™) lor certain natural gas price swap agree-
mants (the "Swap Agreemants'”) of equivalent value. As a resull of the ransactions, EOG has been
Mnrﬂwmmmummmmww.%ﬂmmm
oparating revenuas recelva corresponding cash paymants of approximately $81 million
the period extending through Decamber 31, 1999 under the tarms ﬂuhtpww
estimated fair valus of the Swap Agreements was approximately $81 million at the date the Swap
Agreements were recelved. The net of this serles of transactions will result In Increases in net
opaerating revenues and cash receipts for EOG during 1995 and 1896 of approximately $13 million
and 57 million, respectively, with offsetting decreases in 1998 and 1999 versus that anticipated
under the Cogen Contracts.

common parent for sel and s subsidiares and affiliated companies, excluding any foreign
subsidiaries, Consistent therewith and pursuant 10 a Tax Allocation batwean EOG,
EOG's subsidiaries and Enron, aither Enron has paid to EOG and sach an amount equal
to the tax banefit realized in the Enron consofidaled federal income tax return resulting from the
utilization of EOG's or the subsidiary’s nel operating losses andior tax credits, or EOG and sach

paid EQG and each subsidiary for the lax banalits associated with their net operating losses and tax
credits utilized in the Enren consolidated return, provided that a tax banafit wis reslized axceot as
disgcussed below, even il such benefits could not have been used by EDG or the subsidiary on a
saparately filed tax return. EOG entered into an agresment with Enron providing for EOG 1o ba paid
for all realizable benefits associated with tight gas sand federal income tax credits concurrant with
iax reporting and settement for the perods in which they were generated, The Tax Allocation
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Agreament applies 10 EOG and each of its subsidiaries for all yaars in which EQOG or any of its
subsidiaries are or were included In the Enron consclidated raturn, To the axtent a state or othar
taxing jurisdiction requires or parmits a consolidated, combined, ar unitary tax retumn to to be fiad
and such return includes EOG or any of its subsidiaries, the principles expressad with raspect o
consolidated federal income tax allocation shall apply. The Tax Allocation Agreamant will carse o
be sffective from the time al which deconsolidation occurs for futurs pariods, but will ramain in effect
with regard 1o periods prior 1o deconsolidation. EOG has entared into & supplamanial agragmant
with Enron clarifying future potential adjustments associatad with the final settlerment on audit of
taxes lor periods prior 1o the deconsolidation for issues not addressed in tha ariginal agreamant,
Enron and EDG do not baliave that the cessation of consolidated tax reporting and effectivensss of
tha Tax Aliocation Agreement concurrently with deconsolidation will have s malarial advarse alfect
on the financial condition or results of cparations of sither Enron or EOG,

Conflicts of Interest

The*Aature of the respective businesses of EOG and Enron and its affiliates s such as to
potentially give risa to conflicts of interast between the two companies, Conflicts could arisa, lor
axample, with respect Lo ransactions involving purchases, sales and transportation of natural gas
and other business dealings between EOG and Enron and its affiliates, potential acquisitions of
businesses or ol and gas properties, the lssuance of additional shares of voting securities, ha
alection of directors or the payment of dividends by EOG.

Circumstances may also arise that would cause Enron to angage in the exploration for andior
development and production of natural gas and crude of in competition with EQG. For example,
Opportunities might arise which would require financial resourcas graatar than those available to
EﬂG.MmhﬂlﬂhmuwmthEﬂﬂmlllﬂhﬂlmtnﬂplrlllulwhlch
involva proparties that EOG would be unwilling to acquirs. Also, Enron might acquire a compating oil
and gas business as part of a larger acquisition. In addition, as part of Enron's strategy of securing
supplies of natural gas or capital, Enron may from time 1o timé acquire producing properties or
Interasts in entities owning producing properties, and thereatter angage in axploration, development
and production activiies with respect to such properties of indirectly engage in such activities
threugh such companées. Enron may also acquire intarests in ol and gas propartias or companies in
connaction with its financing activites. For exampile, in its financing activities Enron or any entity in
vﬂﬂuhﬂhnmmmmmmwﬂmmﬂmwmul ol m
gas companias, may scquire production paymants or may racaiva interasts in oil and gas proportias
as equity componants of lending transactions, As a result of its landing activities, Enron may also
acquire ad uquamwmm:mdemmﬂupmﬂl
bermower's rearrangement of its obligations. Such acquisition, exploration, development and pro-
duction activities may directly or indirectly competa with EOG's business, Thers Can bi No asswr-
ance that Enron will not engage directy or indirectly through entities other than EOG, in the natural
gas and crude oil exploration, development and production business in competition with EDG.

Joint Enargy Development Investimants Limited Partnership ("JEDI"), a limited partnarship in
which Eﬂm:ﬁﬂﬂmupmmhumt.hnmm-dintnmqrmﬂtumuiua
controlling interast in Coda. Coda Is angaged in the exploration for, and the developmant, produc-
tien and marketing of, natural gas and crude ol primarily in North Texas and Oklahoma. Crude oil
accounts for approximataly 88% of Coda's proved reserves. At Decamber 31 1884, Coda reported
estimated proved natural gas reserves of 39,808 MMc! and estimated proved crude oil, condensates
and natural gas liquids reserves of 39,207 MBbis. Enron anlicipates that the transaction will ba
consummated in early 1996, subject to Coda stockholder approval and other conditions, Conflicts
may arise batween Coda and JEDI, and if the acquisition of Coda occurs Enton will ba raquired 1o
resoive such conflicts in a manner that is consistant with ite fiduciary and contractual duties 1o other
investors in Coda and JEDI and its fiduciary duties 1o EOG. ECT has enterad into an agraamant with
JEDI and other invesiors in Coda designed to minimize certain conflicts of interest thal may arisa
and providing, among other things, thal EOG has no obligation 1o offer any business oppartunities to
Coda,

EOQG and Enron and its affiliates have in the past entarad inlo significant intercompany transac-
tons and agreements Incident o their respective businesses, and EOG and Envon and its affillates
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may De expected 1o enter inlo material ransactions and agreasmants Irom tima ko time In the fuiura.
Such transactions and agreaments have related to, among other things, the purchase and sale of
natural gas and crude oll, the financing of gxploration and davelopmant aflors by EOG, and ihe
provision of carain corporate services. Enran belisvas that its existing transactions and agreements
witn EOG have been at least as favorable to Enror as could be obtained from third partios, and
Enron intands that the terms of any future transactions and agresments batween Enron and EOG
and its affiliatas will be at least as lavorable 1o Enron as could be obtained from third parties.

USE OF PROCEEDS

The nel proceeds from the sale of the Exchangeable Notes will be added 1o Enron's general
funds and ara expected o be used to retire existing indebledness and for general GOrporate
purposes, Al , 1985 tha weighted average Interest rale on such indebledness was
approxigeatelty .

RATIO OF ENRON'S EARNINGS TO FIXED CHARGES

Year Ended December 31, =
TR 9 e 0 TR _Seplembern 199S
Aatio of Earnings to Fixed
c:nnrqu' 158 186 174 1 2.40 2.87

The ratio of sarnings to fixed charges is based on continuing - arations, “'Earnings”’ reprasent
tha aggregate nlwmmlummEmmmmm cwhniad subskdianies, (b) Enron’s
ﬂllrﬂl:ﬂpl'ﬂ-tl.:Mﬁlhmwmiﬂ.lﬂmmmhm&ﬂnhﬂ
mmsﬁmm.mﬂmwmmﬂmm"ﬂm Charges”
mumwmwwmm.mmmdﬂmﬂmlwmn

mmmuum,mmmmw.nmmmm pricas per shara
lwmmmw.uWNWM?mmmme.m
um-mﬁmﬁmw.wmm1mmmmmaw1mm
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As ol November 1, 1995, there were approximately 270 record holders of EOG's Common
Stock, including individua! participants in security position listings. There are an astimated 5,100
beneficial ownars of EOG's Common Stock, Including shares held in streal name,

Following the initial public offering and sale of its Common Stock in October 1989, EQG paid
quarterly dividends of $0.025 per share beginning with an initial dividend paid in January 1990 wilh
réspect to the fourth quarter of 1989. Beginning in January 1993 with respect to the fourth quarter of
1992, EOG has paid quarterly dividends of $0.03 per share, The determination of the amount of
luture cash dividends, if any, 1o be declared and paid will depend upon, among other things, the
financial condition, funds from operations, lavel of exploration and developmant expenditure oppaor-
twnities and fulure business prospects of EQG.

Enron makes no representation as to the amount of dividends, if any. thal EQG will pay in tha
future. in any avent, holders of the Exchangeabls Notes will nol be entithed to recaive any dividends
that may bg*payable on the EQG Comman Stock unibil such time as Enran, if it so alacts, dilivars
EQG Commaen Stock at Maturity of tha Exchangeable Motes and the record date for such dividend
occurs after such exchange. See "Description of tha Exchangaabla Motes.”

DESCRIPTION OF THE EXCHANGEABLE NOTES

The Exchangeable Notes are one seres of dabt securities to be issued under an Indanture
dated as of November 1, 1985, betwean Enron and Harris Trust and Savings Bank, as trustesa, as
supplemented by a First Supplemental Indenture dated as of , 1995, batwaan Enron
and Harris Trust and Savings Bank, as Wrustee (the “Trusiee') (the Indenture dated as of
November 1, 1985, as supplemented from tima to time, the “Indenture”). All referances hessin to
“Indenture Securities” shall refer to debt securities issued under the Indenture. The lollowing
summary of cartain provisions of the Indenture doas not purport 1o be complete and is qualified in its
antirety by referance to the Indenture, a copy of which is filed as an exhibit to the Ragistration
Statemant of which this Prospectus is a part. All capitalized terms have the meanings spacified in
tha Indanture.

Ganeral

The Exchangeabtls Notes will ba unsecured and will rank on a parity with all other unsecured
and unsubordinated indebledness of Enron. The aggregate number of Exchangeable Notes to be
issued will be 10,000,000, plus such additional number of Exchangeable Motes as may be issued
pursuant to the ovar-aflotiment option granted by Enron to the Underwriters (see "Underwriting' ).
The Stated Maturity of the Exchangeable Notes is , 1988, The Indentura does not
fimit the amount of Indaniure Securities which may be issuad tharsunder,

Each Exchangeable Mote, which will ba issued with a principal amount of § . will baar
interest al the rate of % of the principal amount per annum [or § par annum) from
. or from the most recant [nteres! Payment Date (as defined balow) to which inarest
has been paid or provided for until the principal amount thereod Is exchanged at Maturity pursuant o
the terms of the Exchangeabla Noles. Interast on the Exchangeabla Notas will ba payable quarierly
N arrears'on g - and + COMMEncing
- 1996, {each. an “Interest Paymant Data"), 1o the parsens in whose names the Exchange-
able Noles are registered at the close of business on the . :
. and immediately precading such Intarast Payment Date; provided
that interost payable at Maturity is payable 1o the person to whom the principal is payable. Interest
on tha Exchangaable Notes will be computed on the basis of a 350-day year of twalve 30-day
maonths, If an Interast Payment Date falls on a day that s not a Business Day (as definad balow) tha
interest payment to be made on such Interest Payment Date will be made on the next succeeding
Business Day with the same force and effect as if made on such Interest Payment Date. and no
additional interest will accrue as a result of such delayed payment.

Al Maturity, the principal amount of each Exchangeable Note will be mandatorily sxchanged by
Enron into a number of shares of EOG Common Stock at the Exchange Rate (as definad below) or,
al Enron's oplion with respect 1o all, but not less than all, of the Exchangeable Motes, cash with an
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equal valua. Accordingly, Holdars of the Exchangeable Notes will not necessarily recaiva an amounl
aqual 1o the principal amount thereol. The “Exchange Rate” is aqual to, subject 1o adjustment as a
rasull of certain dilution events (see "Diution Adjusiments” below), (a) if the Maturity Prica (as
defined below) of EQG Common Stock is greater than or equal o § per share of EQG Common
Stock (the “Thrashold Appiaciathon Prica), shares of EDG Common Stock par Exchuangsabla
Mote, (b) if tha Maturity Price &5 lass than the Thrashold Appretiation Price but is greater than the
Initial Prica, a fractional share of EOG Common Stock per Exchangeable Note so that the value
thereol (determined at the Maturity Price) is equal to the Initial Price and (c) if the Maturity Price is
lass than or equal to tha Initial Price, oné shara of EOG Common Stock per Exchangeabla Mota. Mo
fractional shares ol EOG Common Stock will ba issued at Malurity as provided under “Fractional
Shares” balow. Notwithstanding the foregoing, Enron may, at its option, defiver cash at Maturity in
Heu ol dalivering shares of EQOG Common Stock, in an amount aqual to the value of such numbear of
sh of EQG Common Stock at the Maturity Price. Such option, il exercised, must be axercisad
with respact to all of the outstanding Exchangeabls Notas. If Enron alects to deliver cash in lieu of
shares of EOG Common Stock upon the mandatory axchangs of the Exchangeabls Notas, on or
prior 1o seven Business Days preceding the Stated Maturity, Enron will 30 notity the Trustes and
publish a notice 1o thal effect in a dally newspaper of national circulation. i Enron elects to deliver
shares of EOG Common Stock, Holders of the Exchangeabla Notes will be responsible for the
payment of any and all brokerage costs upon the Holder's subsequent sale of such stock.

The “Maturity Price’ is defined as the average Closing Price par share of EDG Common Siock
for the 20 Trading Days iImmediataly prior to (but not including) Maturity. The “Closing Prica” of any
sacurity on any dite of determination means the closing sale price [or, i no cosing prica |s reporied,
the last reporied sale price) of such security on tha NYSE on such date or, i such security is nol
listad for trading on tha NYSE on any such dale, as reporiad in the composits iransactions for tha
principal United States securities exchange on which such security ks 80 Bsied, or it such security ks
not so listed on & United States national or regional securities exchange, as reported by the Mational
Association of Securities Dealars, Inc. Automated Cluotation System, o, il such security |5 not so
reportad, the last quoted bid price for such sacurity in the over-the-counter market as reported by
ihe Mational Cuotation Bureau or similar organization, or, i such bid price is not avallable, the
market value of such sacurity on such date a3 determined by a nationally recognized independent
imvestment banking firm retaingd for this purposs by Enron. A “Trading Day” s defined as a
Business Day on which the security the Closing Price of which Is being determinad (A) Is not
suspanded from trading on any national or regional securities exchanges or association or over-the-
countar market at the close of business and [B) has raded at least onca on the natignal or regional
spcurities exchange or association or over-the-counter markel that Is the primary markel for the
trading ol such security. “'Business Day" means any day that is not a Saturday or Sunday o a day
on which the NYSE, banking institutions or trust companias in The City of New York are authorized
or obligated by lew or sxacutive order io close.

“The Indenture pursuant 10 which the Exchangeable Notes are issued contains a covenant by
Enfon io the affect that should Enron exercise its option 1o pay all outstanding Exchangaable Notes
in cash, such cash must ba provided by the proceeds from a sale by Enron ol its common stock.
Such sale of common stock by Enron must have occurred not more than 540 days prior fo the notice
by Enron to Holders of Exchangeable Notes of its slection to deliver cash in lisu of EOG Common
Stock. :
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For lustrative purposes only. the felfawing chart shows tha number of shares of EQG Comman
Stock or the amount of casn that a Holder of Exchangeable Notes would receive for gach
Exchangeable Note at various Maturity Prices. The lable assumes thal thare will ba no adjustmants
t the Exchange Rate described under “- Ddution Adjustments” baiow, Thara can be no assurance
that the Maturity Price will be within the range set forith balow, Given the inilial Price of § par
Exchangeable Note and the Threshold Appreciation Price of § + & Holder of an Exchangeabie
Nole would receive at Maturity the lollowing number of sharas of EQG Comman Stock ar amount af
cash (if Envon efects 1o pay the Exchangeable Noles in cash):

“'f‘.‘,"‘E’ unﬂm Humber of

Shares of EDG
Comman Sisck Ceenman Sock Amoerit of Cash

Ealadl

Intarast on the Exchangeabla Notes will be payable, and delivery of EOG Common Stock (or, at
the option of Enron. its cash equivalent) in exchange for the Exchangeable Notes at Maturity will ba
made upon surrender of such Exchangsable Motes. at the olfice or agency of Envon maintained far
such purposes, which will initially be the principal corparats truss office of the Trustes, currently 311
West Monrce, 12th Floor, Chicago, linols 80609 or at the Trustes's office maintained for such
purpose in New York, Mew York, provided that payment of interast may be made at the option of
Enron by check mailed to the persons in whosa names the Exchangeabls Notas are registerad at
the close of business on aach . and .

The Exchangeabde Motes will be transferabda on the books of Enron al any tima and from tima 1o
timea. Hﬂlﬂf’-‘iﬂEhlfﬂliﬁlblmﬂmmmﬂlﬂwmhiﬂﬂﬂllﬂmﬂfﬁrﬂlw
governmental charge incidental therato,

mmmmmmmmﬂumwﬂmmmmmw
otherwise convey all or any portion of the EOG Common Stock held by it, 8nd no such shares of
EﬂGGvnmmmBmﬂtwﬂlhlphdnudurﬂhlmduhﬂdln-miﬂu"ﬂmmrﬂyufh
Exchangeable Notes. Consequently, in the event of a bankrupicy, insohvency or Bquidation of Enron,
the EQOG Comman Stock, if any, owned by Enron will be subject to the claims of the creditors of
Enron. In addition, as described herein, Enron will have the option, axercisable In its sola discration,
to satisty its obligations pursuant to the mandatory exchange for the principal amount of sach
Exchangoable Mote at Maturity by delivering to Holders of the Exchangeabla Notes aithar the
spacified number of shares of EOG Commen Stock or cash In an amount equal to the value of such
number of sharas llmmhrtrrﬁiu.lnlhlmtmntEmunm:ﬂ.pildu-amrmyallur|
mmdﬂuEﬂﬁGwmnElmmubﬁLElrmnufhumhryhmnumhliluumﬂﬁ
Common Stock. As a result, thers can ba no assurancs thil Enron will alect at Maturity to deliver
EOG Commaon Stock or, if it 50 slects, that it will usa all or a portion of its current holdings of EOG
Common Stock 1o make such delivery. Holders of the Exchangeabls Notas will nol ba entitled o mry
rights with respect to the EOG Common Stock (including withoul limitation voting rights and rights 1o
recaive any dividands or other distributions in respect thereofl) until such time, it any, as Enron shall
have delivered shares ol EOG Common Stock to holders of the Exchangeabie Motes at Maturity
theraal and the applicable record date, il any, lor the exercise of such rights ocours atter such date.

Dilution Adjustments

The Exchange RAate is subject to adjustmant if EOG shall (i) pay a stock dividend or make &
distribution with respect to EOG Common Siock in shares of such stock, (i) subdivide or spiit tha
oulstanding shares of EOG Common Stock, (i) combine the outstanding shares of EOG Common
Stock into a smaller number of shares, (iv) issue by reclassification of shares of EOG Common
Stock any shares of common stock of EOG, (v) issue rights or warrants to all holders of EOG
Comman Stock entitling them to subscriba for or purchase shares of EOG Common Stock at a prica
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par sha: + bgss than the markel price of the EOG Common Stock (other than rights to purchase EQG
Commor Stock pursuant to a plan for the reinvestmant ol dividends or interest). or (vi) pay &
dividand or make a distribution to all holdars of EOG Commaon Stock of avidences of indebledness
ar other assets (excluding any dividends or distributons referred 1o in clause (i) above or any cash
dividends othar than any Exiraordinary Cash Dividends (as defined balow) or issue to all holders of
EOG Common Stock rights or warrants to subscribe for of purchase any of its sacurilies [othar than
thase referred 1o in clause (v) above). In the case of the avents referred 1o in clausas (1), (), (i) and
(iv) abova, the Exchange Fate in effect immediately prior 10 such event shall be adjusted so that the
holder of any Exchangeable Note shall thereafter be entitied 1o receive, upon mandatory axchanga
of the principall amount of the Exchangeabla Mote at Maturity, the number of shares of EUG
Common Stock that such holder would have cwned or peen entitled to receive immeadiately following
anggven! described above had such Exchangeabls Note been exchanged immediately prior to such
avant on any record date with respect therato. In the case of the event referred 1o in clause
(v} above, the Exchange Rate shall be adjusted by multiplying the Exchange Rate in effect immedi-
ately prior 10 the “ate of issuance of the rights or warrants referred 1o in clause (v) above, by a
fraction. ine nume ator of which shall be the numbaer of shares of EOG Commen Siock outstanding
on the date of issuance of such rights or warrants, immediately prior 1o such Issuance, plus the
numbar of additional shares of EQG Comman Stock offered for subscription or purchasa pursuant
to such rights or warrants, and the denominator of which shall be the number aof shares of EOG
Gmmmmmmndngmﬂmuudhmmmmmmmm_mmﬂlmwwm
such issuance, plus the number of additional shares of EQG Common Siock that the aggregate
mmmmﬂmmwmﬂummmmmﬂmnﬂmwmw
wwummmlh:.mmuwwmhmnmﬂhmmwmlmmum
avarage Closing Prica per share of EOG Common Stock for the 20 Trading Days immediately prior
o this date such rights OF warrants are issued), which shall ba daterminad by multiplying such iotal
number of sharas by the axercise price of such rights or warrants and dividing the product so
obtained by such market price. To the axtent thal shares of EOG Common Stock are not deliverad
altor Hﬂunplﬂﬁmniwmmhhummnu.madunrMﬂuhurudjuﬂmmuﬂ
Exﬂwng-mmmﬂmhhilhﬂhdmmmmnm“nunfmm
or warrants been made upon the basis of delivery of only the number of shares of ECG Commaon
smumm.mwmmmmmm-dmhmmm.m&ewnm
mum.ﬂwwmmmnm:mmmlﬂntmmmmwnﬂmm
mmumﬂwnlh*thﬂuubiwunuﬂulmtnpniMMunfmiEﬂEEannnsumhﬁnHnnmmm
mmmm-nﬂmﬁnmmﬁmmmmmﬁ-ﬂummm
in clause (v) above (such mummmummmmpﬂ:mﬂ
mmmsmrwnmmmnm|mmmwummmmmh
dummhlﬂwhhhshﬂbummuﬂﬂﬂrmﬂimmmﬁm iass the fair
mmnvlhn{nmmmeﬂMﬂmmmmnmmuh
muﬂw,mmmlnuummmmwnnfmwmmmm
portion of the assets of evidences of indebtedness so distributed or of such subscription rights of
warrants applicable to one share of EOG Common Stock. An “Exiraordinary Cash Dwidend™
maang, with raspect 1o any 365-day period, all cash dividends on the EOG Commaon Siock during
:mmpﬂhﬂinmnuﬂuﬂﬂnhdhﬂﬁwuﬂumudm1lpw-ﬂulhuh1ﬂ5:ﬂﬂulwuﬂuﬂhdmg
mﬂhmcmﬁhﬂmﬂmwmummmWfﬂM!ww

mmm&.wmmmm.MIWHMHMnﬁlhwlll
ba calculated to the nearest 1/10,000th ol a share of EQG Commeon Stock (or if there i not a nearest
1/10,000th of & share to the next lower 1710,000th of a share). No adjustment in the Exchange Rate
shall be raquired unless such adjustment would require an increase of decrease of al laast one
parcent tharain; providéd, however, mtmadjmmunmnhymmﬁmmm an not
raquired to be mada shall ba carried forward and taken into account in any subsequent adjustmant.

In the event of (i) any consolidation or mergar of EOG, or any surviving antity or subsequant
surviving entity of EOG (an "EDG Successor), wIth of into enothes entity (othar than a merger of
conschidation In which EOG is the continuing corparation and in which the EQG Gommaon Stock
outstanding immediately prior 1o the mergar or consolidation is not exchanged for cash, sacufities or
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othér property of EOG or another Parson), (i) any sale, transfer, lease or Conveyance 1o another
Person of the property of EOG or any EOG Successor as an entirety of substantially as an entirety,
{iis} any statutory exchange of securities of EOG, or any EOG Successor with anather Person (other
than in connection with a merger or acquisition); or (iv) any liquidation, dissclution or winding up of
EOG or any EOG Successor (any such avent being a “"Reorganizalion Event”), the Exchange Rate
used 1o determine the amount payable upon exchange at Malurity for sach Exchangeabls Note will
be adjusted to provide that sach Holder of Exchangeabile Notes will receive at Maturity cash in an
amount equal 1o (a) it the Transaction Value (as defined below) Is greater than or agqual to the
Thrashold Appreciation Prica, multiplied by the Transaction Value, (B} il the Transaction Valus
is less than the Threshald Appreciation Price but greater than the Initial Price, the Initial Price and
(c) il the Transaction Value is less than or equal to the Initial Price, the Transaction Yalus.
“Transaction Value'' means (i) for any cash received in any such Reorganization Event, the amount
of cash regeived per shara of EOG Commaon Stock, (ii) for any property other than cash or securitias
recalved 1 any such Recrganization Event, an amount equal to the market value at Maturity of such
property received per share of EOG Common Stock as determined by a naticnally recognized
independant investmant banking firm retained for this purposa by Enron and (i) for any securities
rocaived in any such Reorganization Event, an amount equal to the average Closing Price per share
of such securities for tha 20 Trading Days immediately prior to Maturity muttiplied by the number of
such securities raceived for sach share of EOG Common Siock,

Hummu'rnlmagmnn.hhuufudmrulanhupmﬂmm".ﬁmmymlu
npﬁmdmﬂmwmuﬂdmwuﬂmmm'hmnwgﬂnum
mmummmdammmmmmm:mm.uwlm. If Enron alects to daliver
securities or other property, holders of the Emmmummmmmmm:
of any and all brokerage and other transaction costs upon the sale of such securties or other
property. The kind and amount of sacuritias into which the Eﬁchmwbhmmihnmum
able after consummation of such transaction shall be subject 1o adjusiment as described in the
mmwmﬂngmmwaphlﬂmrnmmmmﬁmﬂmnm.

Enron Is required, within ten Business Days lollowing the occurrence of an event that requires
an adjusimant o the Emmngahnmﬂ&rmhmrmﬂnnhmum B3
practicable after bacoming so aware), to provide written notice 1o the Trusies for distribution to all
Holders of Exchangeable Notes of the occurrence of such event and' B statement in reasonable
detail setting forth the method by which the adjustment to iha Exchange Aate was determined and
satting forth the revised Exchange Rate.

Fractional Shares 1

Huh:ﬁmul:hruurEuGGnmnstmkwiﬂhmerrmnmw the Exchange-
able MNotes for shares of EOG Common Stock. It more than one Exchangeable Mote shall be
swrrendered for exchange al one time by the same hoider, the number of full shares of EOG
mmmmmmummm-:mmnm on the basis of the
qurmunmhrﬁ&wMummmnmm.lnMHlmhmlmm
otharwige issuabile Inwﬂu&ﬂmbhHuHﬂWMMmmdﬂ
Maturity, such Holder shall be entitied 1o receive an amount in cash squal to the valus of such
fractional share at the Maturity Price. ) e,

Redemption and Defsasance
ThuMlmmﬁmuamwmlnmﬂmwmnmmwmwwdn

not contain any sinking fund or other mandatory redemption provisions.

Limitations on Mortgages and Lisns '

The Indenture provides that so long as any of the Indenturs Securities issued under the
Indanturs (including the Exchangeakile Notes) are outstanding. Enron will not, and will not permit any
Subsidiary (as defined in the indenture and herein) to, pladge, morigage or hypothecats, or parmit 1o
axist, axcept in favor of Enron or any Subsidiary, any morigage, pledge or other ien upon, any
Principal Proparty (as defined in the Indenture and hareén) al any tme owned by it, to secura any
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ndebtedness (as defined in the Indentura), unless effective provision is made whareby outstanding
Indenture Securities (including the Exchangeable Notas) will ba equally and ratably secured with any
and all such indebledness and with any other indebtodness similarly antitled 1o be equally and
ratably secured. This restriction does not apply to prevent the creation or existancy of
(8) mortgages, pladges, lisns or encumbrances on any property held or used by Enron or g
Subsidiary in connection with the axploration for, development of or production of, oil, gas, natural
gas (including liquified gas and slorage gas), other hydrocarbons, helium, coal, matals, minarals,
st@am, timber, geothermal or other natural resources or synthetic fusls, such proparties 1o includa,
but not be limited to, Enron's or a Subsidiary’s interast in any mineral e interests, of, gas or other
minaral leases. royalty. overiding royalty or net profits interests, production payments and other
similar interests, wellhead production squipment, tanks, fisd gatnefing linas, leasehold or fiald
separalon and processing facilities. compression facilities and other similar personal property and
fixturas; (b) morigages, pledges, lens or encumbrances on oll, gas, natural gas (Inciuding liquified
gas and storage gas), other hydrocarbons, halium, coal, metals, minerals, steam, timbar, gectharmal

nrlpmﬂunnlmmmw.wlxlﬂmw:thmwmm.mmﬁr
not assumed by Enron or a Subsidiary, provided thal evary such morigage, pledge, lien or encum-
mlmmumummmmmwﬁmmﬂmmmmnﬂ
m.lmumnﬁrmmmmmlwmwmmunﬂmlm
by eny corporation that is or becomes a Subsidiary after the date of the Indeniure {“Acquired
Entity”). provided that every such morigage, pladge, lisn or ancumbrance (1) shall either (i) axist
prior to tha time the Acquired Entity becomes a Subsidiary or (i) be created at the tims the Acquired
Entity bacomas a Subsidiary or within one year theraafter to sscure all or a portion of the acquisition
mw-wmmmmmmmmmhmwmm Eirm it
m.&WQMMWWElimmwwwm
Subsidiary; (8) pledges of current assets, in the ordinary course of business. to secure current
Huﬂmht:[ﬂdlpnlhwmlmﬂhwﬂuﬂmnﬂpﬁ:m:{qﬂhuhmmnnﬂur
MFurdldDﬂl[lldlﬂthHHMerdhﬂﬂnhm]Hﬂmphdnﬂ. lang or
imlmwm.ﬂummwmmmmmw.
pledges, liens or encumbrances craated or assumed by Enron or a Subsidiary in connection with the
issuance of debi securities the interest on which is excludabile from gross incoms of the holder of
mmpmmmmlmmmdimum,mmmm
financing the acquisition pr construction of property to be used by Enron of a Subsidiary; () pledges
or assignments of sccounts raceivable or conditional sales contracts or chattel morigages and
evidences of indebiedngsa secured thersby received in connection with the sale by Enron or a
Subsidiary of goods or marchandise 1o customers; or (k) certain other Bens or sncumbrances.

. I Py GO e dery DeY e foregoing o
edness secured by a would otherwise be subject to the rastrictions in an
mwmmmmmnmmﬂmﬂlmmmmwl
mortgage which (if originally issusd, assumed or guarantesd at such time) would otherwise be
subject to the foregoing restrictions (not including secured indebtedness permitied under the
mmmhmwnmm“um1mﬂmwmrmm
(total assets less (a) total current liabdities, excluding indebtedness due within 12 months, and (b)
goodwill, patents and trademarks) of Enron, &s shown on the audted consolidated financial
statements of Enron as of the end of the fiscal year preceding the date of determination.

The holders of at least 50% in principal amount of the cutstanding Indenture Securitias undar
the indenture (inchuding the Exchangeable Notes) may waive compliance by Enron with the covenant
described above (and certain other covenants of Enron).

The Indenture defines the term “Subsidiary” to mean a corporation all of the voting shares (that
Is. shares entitied to vote for the election of directors, but excluding shares entitied 50 10 vote only

20

00900000000195



upon the happening of some contngency unkass such contingancy shall have occurred) of which
shail bé owned by Enron or by one or more Subsidiaries or by Enron and one or more Subsidiarias,
The term “Principal Proparty is defined to mean any oil or gas pipaline, gas processing plant or
chamical plant located in the United States, except any such proparty, pipaline or plant that in the
opinion ol the Board of Directors of Enron is not of material importance 1o the lolal business
cenducted by Enron and its Subsidiaries. ''Principal Proparty” doas not include any oll or gas
propediy or the preduction or any proceeds of production from an ol of gas produding proparty or
he production or any proceeds of production of gas processing plants of oil or gas or patroleum
products in any pipaline,

The term “indebledness™, as applied to Enron or any Subsidiary, is delined to mean bonds,
debanlufes, noles and other instruments reprasenting obligations crealsd or assumed by any such
corporation for the rapayment of money borrowad (other tham unamortized debt discaunt or
premiumis All indebledness secured by a en upon proparty owned by Enron or any Subsidiary and
upon which Indebledness any such corporation customarily pays Interest, even though such
corporaton has not assumed or become llable for the payment of such indeblednass, is also
deamad 10 be indebladness of any such corporation. All indebtedness for money borrowed incurred
by other persons which is directly guarantesd as to payment of principal by Enron or any Subsidiary
is for all purposes of tha Indenture deemad to ba indebtednass of any such corporation. but no other
cantingent cbligation of any such corporation in respect to indebtedness incurred by ather parsons
'8 for any purpose deemed indebledness of such corporation, Indsbiedness of Enron or any
Subsidiary does not inciude (1) amounts which are payabie only out of all or & portion of the oil, gas,
netural gas. helium, coal, metals, minerals, sieam, timber or other natural resources produced,
dartved or extracted ﬁmmmﬂmw-mWﬂm;mlmm
reprasanting capitalized lease obligations; (i) any Indebtedness incurred to finance e, gas, natural
gas, helium, coal, matals, minerals, steam, timber, hydrocarbons or gecthermal or other natural
mmmummhﬁuhﬁu:mumwmm.mrmnﬁhmmmwlm
Interest. sclaly out of the procesds of oi, gas, natural gas, helium, coal, metals, minerals, sieam,
tlmw.mmlwqmﬂnmﬂnrmrmnlumnrmmmmhpm:lmnd.
:nhanﬂuﬁﬂhmdwﬂmnwm&;bwmﬂﬂmﬁmmummmm
obligalions in connection with the indebledness of others, including agreements, contingent or
otherwise, with such other persons or with third persons with respect o, or to parmit or ensure the
paymant of, obligations of such other persons, including without limitation, agreaments to purchase
or repurchase obligations of such other parsons, agreaments to advanca or Supply funds to or to
Invast hmmmmmmmmhm.mmwmuul such otiher
parsonsg (whether or nol conferred, delivered or rendered) and any demand charge, throughput,
take-or-pay, keep-well, maks-whole, cash deficlency, maintenance of working capital or sarmings or
similar agreemants; and (v) any guarantees with respact 1o lsase or other simiar periodic payments
o be made by other persons.

The term “Funded Deb!" as applied to any corporation means all indebtedness incurred,
created, assumed or guaraniead by such corporation, or upon which it cusiomarity pays interes{
charges, which matures, or is renewable by such corporation to a date, more than one yaar aftar tha
data as of which Funded Debt is baing determined; provided, however, that the term “Funded Dabt”
shall ot include (1) indebtedness incurred in the ordinary course of business reprasanting borrow-
ings, regardiess of whan payable, of such corporation from time to ime against, but not in excass of
tha face amount of, its instaliment accounts receivable for ihe sale ol appliances and squipment sold
in the mwhfmﬂhm“ﬂﬂﬂnnmlwmnwm;mmmmny
such corporation in the ordinary course of business.

The loregoing limitations on morigages, pledges and lens are intended to limit other creditors
of Emmhﬂnnmmﬂngwﬂﬁlmwnhﬁwmmuvsﬁmmmmummlr
ihe Indentura, but are not intanded 10 prevent other creditors from sharing equally and ratably and
without preference (“pari passu™) over the hoiders of such Indenture Securities. Whils such
limitations on mortgages and liens do provide protection 1o the holders of the Indenture Securities,
thers are a number of exceptions to such restrictions which could rasull in cortain assets of Enron
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and s Subsidiaries being encumberad without equally and ratably securing the Indenturs Securities
issuad under the Indenturs. Specifically, the restrictions apply only to pledges, morigages or llans
upon “Principal Proparty” (as defined in the Indentura and herein) to secure any “indebtedness” (as
defined in the Indenture and herein), unless effective provision is made whereby outsianding
Securities will be equally and ratably secured with any such indebladness and with any other
indeblednass similarly enlitled 1o be equally and ralably secured. There are cartain excaptions to the
definition of “indebtadness,” which are anumerated in the Indenture and harein. In addition, the
restrictions do not apply to prevent the creation or existence ol morigages, pledges, lens or
Bncumbrancas on certain types of proparties or pursuant to cerain lypes of ransactions, all as
anumerated in the Indenture and above. Also, up to 10% of Consolidated Met Tangible Assats (as

dafingd in tha Indanture and herein) is not subject 1o tha mortgage and Ben Bmitations contained in
the Indenture,

Modiftication of the Indenture

With certain exceptions, the Indenture provides that, with the consent of the holdars of not less
than 50% in principal amount of all outstanding Indentura Securities (including, whara applicable, the
Exchangeable Notes) affected thersby, Enron and the Trustee may enter into & supplemental
indenture for the purpose of adding to, changing or eliminating any of the provisions of the Indeniure
or of modifying in any manner tha rights of the holders of Indenture Securities undar the Indanturs,
Notwithstanding the foregoing, the consent of the holder of sach outstanding Indenture Security
affectad thersby will be required to: {a) change the Stated Maturity (as defined in tha Indentura) of
the principal of, or any installment of principal of or interast on. any Indenture Security, or reduce the
principal amount thereot or tha rate of interast thareon or any premium payable upon the redemp-
tion thereof, or change any Place of Payment (as defined in the indentura) where, or changa the coin
or currency in which, any Indenturs Securlty or any premium or the interest thereon is payable, or
impair the right to institute sult for the enforcement of any such payment on or after the Stated
Maturity thereo! [or, in the case of redemption, on or afier the Redemption Date, as dafined in tha
Indantura) or changa the terma undar which any Exchangeable Notes are axch » (b} reduce
tha parcantage in principal amount of the outstanding Indentura Securites ol any series, ihe
consoent of whosa holders is required for any supplemantal indenturs or lor any walver provided for
in the indenture; or (¢} with certain axceptions, modify any of the provisions of the sections of the
Indantura which concern walvars of pasi defeulta, waivers of cariain covenants or consant o
supplameantal indentunes, o increase the percentage of principal amount of Indenture
Securities of any saries, the holders of which are required to effect such waher or consent, or 1o
provide that certain other provisions of the Indenture cannot be modified or walved without the
consent of the holder of sach outstanding Indentura Securty affectsd thareby. The Indenture
provicas that a supplamental indenture which changes or sliminates any covenant o ofhar provision
of the Indenture which has expressly been Included solely for the banefit of one or more particular
saries of Indenture Securites, or which modifies tha rights of tha holderas of Indentura Securities of
such series with respect to such covenant or othér provision, shall be desmed not to alfect the
rights under the indenture of the holders of Indenture Securities of any other series.

Events of Default and Rights Upon Default

Undar the Indenturg, the term “Event of Dafault” with respect o any seres of Indenture
Securities, means any ona of the following events which shall have occurred and Is continuing:
{a) default in the paymant of any interast upon any Indanturs Securtty of that sarkes when it becomes
due and payable or default in the payment of any mandatory sinking fund payment provided for by
the tarms of any saries of Indenture Securities, and continuance of such defauli for a period of 30
days; (b) default in the payment of the principal of {or preméum, If any, on) any Indentura Security of
that saries at its maturty; (¢) default in the parformance, or breach, of any convenant or warranty of
Encon in the Indentura (other than a covenant or warranty a default in the parlormance of which or
the braach of which is otherwise speciiically dealt with In the Indenture or which has beon exprassly
included in the Indenture solely for the benefit of one or more seres of Indentura Securities other
than that series), and continuance of such default or breach for 60 days aflar there has bean given 1o
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Enron by the Trustes, or to Enron and the Trustee by the holders of at least 25% in principal amount
of el outstanding Indenture Securilies, a written notica specifying such default or breach and
requiring it 1o be remediad and stating that such notica is a “"Notice of Default” undar the Indenture:;
or {d) cartain gvants involving Enron in bankruptcy, receivership or other insolvency proceedings or
an assignmant for the banafit of cradiors

It an Event of Default gescribed in clause (a) or (b) in the foregoing paragraph has ocourred and
i3 continuing with respact 1o Indenture Securities of any serles, the Indenture provides that the
Trustee or the hoiders of not less than 25% in principal amount of the outstanding Indenture
Securities of that saries may declare the principal amount of all of the Indenturs Securities of that
serias lo be dus and payable immediately, and upon any such declaration such principal amount
shall become immadiately due and payable. il an Event of Delault described in clause ic) or {d) of tha
foregoing paragraph occurs and is continuing, the Trustes of the holders of not less than 25% in
principal amouwnt of all of the Indenture Securities than oulstanding may declara the principal amount
of all of Ihefindenture Securities to be dua and payable immediately, and upon any such declaration
such principal amount shall bacome immediately dus and payable.

A default under other indebtadness of Enron is not an Event of Delault under the Indantura, and
an Event of Defaull under ona seres of Indentura Socurities will not necessarily be an Evant of
Dafault under ancther serias.

Al any tima after such a declaration of acceleration with respect to Indenture Securities of any
serias (or of all serfes, as the case may be) has bean made and balore judgmen! or decrea for
paymant of the money due has been cblained by the Trustes, the holders of a majority in principal
amount of the outstanding Indenture Securities of that series (or of all series, as the case may ba)
may rescind and annul such declaration and its consequences, if, subject to certain conditions, all
Eﬂnunlnﬂuﬂvﬂmrnpmtmlmﬂmﬂs-uunmmmmnunfnm.nﬂuﬂnmq
be], cther than the nen-payment of the principsl of the Indenture Securites due solely by such
declaration of acceleration, have bean cured or waived and oll payments due (other than by
acceleration) have been paid or deposited with the Trustes. With certain exceptions, the halders of
not less than & majority in principal amount of the outstanding Indenture Securities of any serles, on
behal! of the holders of all the Indenture Securities of such seres, may walve any past default
described In clause (a) or (o) of the first paragraph of this heading “Events of Default and Rights
Upon Default™ (or, in the case of & default described in clause () or (d) of such paragraph, the
holdars of & whmmmmllmmmmmmwm
past default), and its consequences, except a default (a) in the payment of the principal of [or
pramium, if any) or interest on any Indenture Security, or (b) in respect of a covenant or provision of
tha Indanture which undar the Indenture cannol be modified or amanded without the consent of the
holder of each cutstanding Indenture Security of such series affected.

The holders of not less than a majority in principal amount of the Indenture Securities of any
safies al the time outstanding are empowered under the terms of the Indenture, subject to certain
limitations, to direct the time, method and place of conducting any proceeding for any remedy
available to the Trusies or exercising any trust or power conferred on the Trustea.

The Indenture further provides that no holder of an Indenture Security of any series may anforce
ihe Indenture except in the case of failure by tha Trustes to act lor 60 days after notice of a
continuing Event of Dafawlt with respect to the Indenture Securities of thal saries and after requast
by the hodders of not less than 25% in principal amount of the oulstanding Indanture Securities of
such series and the offer 1o the Trustee of reasonable indemnity, bul this provision will not pravent a
holder of any Indenture Security from enforcing the payment of the principal of, and intarest on, such
hrolders Indanture Security.

The Indantura requires that Enron deliver 1o tha Trustes, within 120 days after the end of sach
fiscal year, an Officer's Certilicate, stating whether 1o the best knowledge of the signers thersal,
Enron is in default in the parformance and obsarvanca of certain of the terms of the Indenture and, if
80, specitying each such default and the natura and status thersol of which the signers may have
knowladga.
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Conceming the Trustesd

Harris Trust and Savings Bank |s the Trustes under the Indenture. Such bank also acts as a
dapository of funds for, makes koans to, and performs other services for, Enron in the normal course
of business, including acting as trustes under other indentures of Enron.

The Indenturs contains the provisions required by the Trust Indenture Act of 1938 with
referance to the disqualification of the Trustea if it shall have or acquire any “conflicting intarest”, as
therein dafined. Tha Indenlure also contains certain limitations on the right of the Trustes, as a
ergditor of Enron, lo oblain payment of ciaims in certain cases, of io realize on COMain property
receivad by it in respact of any such claims, as security or otharwise.

CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS

The following is & summary of certain U.5. federal income lax consequences thal may ba
relevant to a citizen or resident of the United States, a corporation, parinership of other antity
created or organized under the laws of the United States, or an estate or trust the incoms of which is
subject to U.S. lederal income laxation regardiess of its source jany of the foregoing, a "U.S.
Person’’) who is the beneficlal owner of Exchangeabls Motes {a "U.S. Holder"). AN raferances fo
“holders” (including U.S. Holders) are to beneficial owners of the Exchangeable Notes. This
summary i based on current U.S. laderal income tax law and is for general information only.

mmmmmmmmhmﬂmmmwumm
who will hold the Exchangeable Motes as capital assets. [t does nol address lax considerations
ap-pllubhtumhumwm:;ﬂmm:mﬂmu.&.lmrﬂﬁmumnnm.:whn
dealers in securities or parsons holding the Exchangeable Notes &8 & position in a “straddia’ for
LL.5. federal income tax purposes or &s part of a "'synthatic security” or other integrated investmant,
and doas not address the consequences under state, local or foreign law.

Mo statutory, judicial or administrative authority directly addressas the characterization of the

mmmnwmmMWmunmhmwmﬂmm
Hamnsum{uu"ﬂaﬂwﬂithnhwﬂmmmmmh
wmnnmnmﬂmhwmmmwmhmmm“
described herein. ACCORDINGLY, A PROSPECTIVE INVESTOR (JNCLUDING A TAX-EXEMPT
INVESTOR) IN THE EXCHANGEABLE MNOTES SHOULD COMSULT ITS TAX ADVISOR IN
DETERMINING THE TAX CONSEQUENCES OF AN INVESTMENT IN THE EXCHANGEABLE
mlmmmmwnnmmmmn:ummm
POSSIBLE EFFECTS OF CHANGES IN FEDERAL OR OTHER TAX LAWS.

Pursuant to the terms of the Indenture, Enron and all hoiders of the Exchangeable Notes will
mmmmmmmnﬂlﬂuhuluﬂ{ﬂu"uw'}mm of () an exchange note
[“Exchanga Note™) which is a debt obligation with a fixed principal amount unconditionally payabie
ulhhﬂﬂtrnﬂh:ﬂnprhﬁpﬂmmuﬂdﬂu&ﬂmmuﬂu"ﬂhrhnhuﬂﬂﬂunutﬂ
interast rate on the Exchangeable Mote, and (i) a Torward purchase contract (the “Purchass

accounting, and the amount of OID, il any, atiributable to the Exchangeable Notes.

Pwummhﬂwmnﬂhammguhhm“amnﬂwmlbwmm
{0 allocate tha purchasa price of the Exchangeable Mote batween the two components of the Uni
(the Exchange Nota and the Purchase Coniract) on the basis of their relative falr market valuas. The
wmmnﬂuuhdm"wmﬂrpmnwmmmmwmhmﬂ. Pursuani to
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reprasents a yielc that is lower than Enron's normal cost of issuing debt with a similar tarm tn the
Exchangeable Note ("Enron's Mid-Term Borrowing Rate”). If the stated interest on the Exchange-
able Note represents a yield that is lower than Enron's Mid-Term Borrowing Rate of
percant, Enfon and the holders agree to allocate o the Exchange Note an amount, less than the
principal amount of the Exchange Note, calculated by discounting tha cash flows relating to the
Exchangs Note at a rate equal to Enren's Mid-Tarm Borrowing Rate, and to allocate to the Purchasa
Contract the remainder of the purchase price of the Exchangeable Mote.

If tha amount allocated to the Exchangs Note (its deemed issue prica) is less than iha stabed
principal amount of tha Exchangeable Note, the Exchangs Mote will ba traated as having 010, In that
avent, a U.5. Holder will be required 1o includa in income OID as it BCCTBES, in accordance with a
constant-yield method, in an aggregale amount agual to the diference batween the staled principal
amount of the Exchangeable Note and the desmed issue price of the Exchange Note. Howevar, f
the amount of OID relating o an Exchange Note is less than thres-fourths of one percent of the
stated prigtipal amount of the Exchangeable Mote, no amount of OID will be deemed to Bxist with
réspect 1o the Exchange Note. A U.S. Holdar's tax basis in the Exchange Note will increase over its
term by the amount of OID included in such holder's income with respect to the Exchangeable Nots.

Upon the sala or other disposition of an Exchangeabla Mots, a U.S. Holder genarally will be
réquired to aliocate the amount realized betwean the two components of the Exchangebie Note on
the basis of their then relative fair market values. A US. Holder will racognize gain or loss with
respact 1o each componant equal io the differance batween the amount realizad on the sale or othar
disposstion for each such companent and tha U.S. Holder's tax basis in such componant. Such gain
or loss generally will be long-term capital gain o« loss if the U.S. Holder has held the Exchangeabils
Mote for more than a year at the time of disposition,

At Maturity, pursuant 1o the agreamant to tréal the Exchangeabls Mote as a Unil, on the
rapaymant of the Exchange Note a U.S. Holdar will recognize capital gain or loss which will ba long-
term capital gain or loss unless Maturity occurs within one year of issuance of the Exchangeable
Note (as a result of acceleration or otherwise) equal to any diffarence baween its tax basis and the
principal amount of the Exchange Mote. If Enren dellvers EQG Common Stock &t Maturity, a U.S.
Holder will recognize no additional gain or loss on the exchange, pursuant to the Purchase Contract,
of the principal payment due on the Exchange Note for the EOG Common Stock. However, a U.S.
Holder will recognize additional capital gain or loss, which should be shori-lerm capital gain or loss,
equal to the differance batween tha cash received in Beu of fractional shares and the portion of the
principal amount of the Exchange Note allocaba to fractional shares. A LS. Holder will have a tax
basis In such shares of EOG Common Stock squal 1o the principal amount of the Exchange Note
lass the amount of the portion of the principal amount of the Exchange Note allocable 1o any
fracticnal shares. The U.5. Holder will have a holding period for the EQOG Common Stock that bagins
on the day after the Maturlty date, and will realize short- or long-term capital gain or loss upon tha
subsaquent sale or disposition of such stock. Alternatively, at Maturity, if Enron pays the Exchangs-
able Note in cash, a U.S. Holder will have additional gain or loss (which might be ordinary income or
loss rather than capital gain or loss) squal to the difference batween the principal amount of tha
Exchangeable Mote and the amount of cash recelved from Enron,

Due to the absence of authority as to the proper characterization of the Exchangeable Nate, no
assurance can ba given that tha IRS will accept or that a court will uphold the characterization
agreed 1o in the Indenture or the tax treatmant described above. Proposed Treasury regulations with
respect 10 “contingent paymant” debt instrumants (the “Proposed Regulations’) would provide for
a diffarent tax result under some circumstances for instrumants having characteristics similar 1o the
Exchangeabla Notes, but the Proposed Regulations would be effective only for instruments issusd
60 days or more after their publication as final regulations. Under the Proposed Regulations, tha
dmount of interest included in a holder's taxable income for any year would generally be determinad
by projecting the amounts of contingant paymants (which might include the value of the EOG
Common $tock 10 be deliverad at Maturity) and the yield on the instrument. Taxable interast income
would be measurad with referance to the projacted yield, which might ba lass than or greatar than
the stated interest rate under the instrumant. In the event that the amount of an actual contingani
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payment differed from the projected amount of that payment, the difference would ganaraky
Increase of reduce laxable interast income. or creats a loss. Because of their prospective affective
dats, the Proposed Regulations, if finalized in their current form. would not apply to the Exchange-
abia Notas.

Even in the ebsence of regulations applicable 1o the Exchangeable Notas, the Exchangeabls
Motes may bo characterized under current Iaw in a manner that resulis in lax CONSBOUENHCas

diffarant from thosa reflectad in the agreament pursuant 1o the Indentura and as described above.
Undar alternative characterizations of the Exchangeable Notes, it is possible, for exampls, that il &
LL5. Holder may be taxed upon the receipt of EOG Common Stock with a value In excass of the
principal amount ol the Exchanga Note, rather than upon the sake of such stock, (i) any gain
recognized at Maturity (whether a U.S. Holder received EOG Common Stock or cash) may ba
reatad as ordinary incoma rather than capital gain, (s) all or part of tha interast Income on the
Exchange Note may be treated as nontaxable, increasing the gain (or decreasing the loss) at
Maturity or upon disposition of the Exchangeable Note (or disposition of the EOG Common Stock) or
(v} if the stated interest rate exceeds Enron's Mid-Term Borrowing Rate, the Exchange Notes could
be considered as issued at a premium which, il amortized, would reduce the amount of interest
incomea currently includible in income by a holder and increass the laxabls gain (or decreass the
loss) realized at Maturity or upon disposition of the Exchangeable Notes (or disposition of the EQG
Common Siock). X

The Revenus Reconciliation Act of 1893 added Section 1258 to the Coda, which may raquire
cartain holders of the Exchangeable Notes who have entered into hedging transactions or offsetting
positions with respect to the Exchangaable Notes to recognize ordinary income rather than capital
gain upon the disposition of the Exchangeabla Notes, Holders should consult their tax advisors
regarding the appicability of this provision to an investmeant in the Exchangeable Notes.

Non-United States Parson

In the casa of a hoider of the Exchangeabie Notes that is not a U.S. Parson, payments made
with respect o the Exchangeabls Noles should not be subject to U.S. withholding tax; provided that
such holder complies with applicable certification requiremants. Any capital realized upon the
sala or other disposition of the Exchangeable Noles by a holder that is not a LLS. Person will
generally not be subject to U.5. federal income tax if () such gain is not effectively connected with a
U.5. trade or business of such holder and (i} in the case ol an Individual, such individual is not
prasant in the Uinited Stalas for 183 days or more in the taxabile year of the sale or othar disposition
and aither such individual doas not have a "tax homa™ In the United States or the gain is not
attributabls to & fixed place of business maintsined by such individual in the United States.

Backup Withhalding and Information Reporting 2
A holder of the Exchangeable Moles may be subject to information reporting requirements and

1o backup withholding at a rate of 31 parcent of certain amounts pakd to the holder unless such
holder provides proof of an applicable exemplion or & cormect taxpayer identification number, and

otherwise complies with applicable requirements of the backup withhoiding rules.
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UNDERWRITING

Subject to the terms and conditions of the Underwriting Agresment, Enron has agreed to sell to
sach of the Underwriters named below (the "Underwriters”), and each of such Underwriters, for
whom Goidman, Sachs & Co. are acting as represantatives, has severally agresd to purchase from
Enron, the respective number of Exchangeable Motes set forth opposite its nama below:

Undarmriter h:wn
Cloldman, BEohs B OB, . . oo wen v srnsiises s ssiisss fossosis s
Merrill Lynch, Pisrcea, Fenner & Smilh
ncorporaied . ....coviueiiinbinnais

Under tha terms and conditions of the Undarwriting Agreemeant, the Underwrilers are commithed
mmammymnlulﬂnwmﬂmnﬂimmm. If any ara takan.

mummuuﬂrhmwﬂﬂuhmmmMMﬂﬂu
WmmmmmmMunhmrmdMMWhmmw
securities dealers at such price less a concession of § . per Exchangeabls Note. Tha Lindar-
writers may aliow, and sach of such dealers may reallow, a concession not sxcesding $ per
Exchangaable Note mmulndurnmmm-hmwammm Moles are raslaasad for
sals 1o the public, the offering price and the cther selling terms may from time to time be varied by
tha represantatives,

Emmhnquntndmmlnmmmﬁuhﬂfwmﬁﬂ:mlhmumh
Pmmmmmumui.mﬂmulﬂmWIﬁmmmfnmm
allotmants, il any. If tha Underwriters axercise thelr over-allotment opsion, the Underwriters have
severally agreed, subject to cartain conditions, to purchase Bpproximately the same
lwmulmmﬂwmwhmmmnmmm“mmm
foregoing table, bears to the 10,000,000 Exchangeabls Notes offered.

m.Emwm'-wmmmwmmmhmmm
from the date of this Prospectus and continuing to and including the date 270 days after the date of
this Prospectus, subject to certain exceptions set forth in the Underwriting Agresmant, they will not
offar, sell, contract to sell or otherwise dispose of any EOG Commaon Stock, any securities of EOG
which are substantially similar to shares of EOG Common Stock or any securities which ars
convertible into or exchangeable for EOG Common Stock or such substantially similar securities
without the prior written consent of Goldman, Sachs & Co., except for the shares of EOG Common
Stock offered in connection with the concurrent Stock Offering.

wmmmmmmmuummum-mﬂummmm
mnmmmmﬁmmsmmmmmwummm
able Notes at Maturity) is listed on the NYSE,

mumm:nwm:-m-rnumﬂmmmmnmlmry
ummmummiﬁmuulmmmmlmwmmmmmmw
compansation and expense reimbursement, and may do so again in the fulure.

Enren and EOG have agreed to indemnify the several Undenwriters against certain llabiitias,

|nm:lnpil|hUIl1||elurrduli'm3|mrl'ﬂuM.m‘mmﬁﬁﬂhmﬁﬂnwmyh
required to maks In respact thareaf.
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VALIDITY OF THE EXCHANGEABLE NOTES

The validity of ihe Exchangeable Notes will be passed upon for Enron by James V. Darrick, Jr..
Senlor Vice President and General Counsal of Enron. Mr. Derrick owns substantially less than 1% of
the outstanding shares of Common Stock of Enron. Cartain matters will be passed upon for Enren
by Vinson & Elkins L.L.P. The valdity of the Exchangeabla Notes will ba passed upon for the
Underwriters by Bracewsll & Patterson, L.LP. Bracewsll & Patterson, LL.P. currently provides
:nﬂmﬂsn:Emm1uwumnmnurm:ﬂmﬂdmhmlmlmﬂhhslsummuqnmmuﬂunnmnuu
unrelated to the issuance of the Exchangeable Notes.

EXPERTS
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SUBJECT TO COMPLETION, DATED NOVEMBER 14, 1595

APPENDIX A

Enron Oil & Gas Company

Common Stock
{par value $.01 per shara)

&

This Prospecius r_duln 'o up to 11,000,000 shares of common stock, par value $.01 par share
(the “Commeon Stock”), of Enron Oil & Gas Company (the “Company™), which may be delivered by
Emm.upmnm{'lmmamnim % Exchangaabls Notes dus . 1998 (tha
“Exchangeable Notes™'} of Enron Corp,, subject to Enron Corp.'s right 1o deliver cash in ey of such
shares. This Prospecius is Appendix A to a prospectus of Enron Corp. covaring the sale of the
Exchangeabie Nolas (the “Exchangeabés Notes Prospactus’). The Company will not recedve any of
the procesds from the sale of the Exchangeabls Notes or the delivery of shares of Common Stock
upsn mandatory exchange of the Exchangeable Motes al maturity,

Enron Corp. has granted the underwriters of the Exchangeabla Notes a 30-day option
purchase up o an iﬁdiﬂmﬂttﬂ].ﬂﬂﬂhﬂ%“ﬂln:lhﬂﬂﬂuﬂmmmp:
Exchangeable Note, less the underwriting discount, which may bé axchangeable at their maturity for
rummlmunulﬂbrrmsm Such option has been granted solely 1o cover over-aliotments,

any.

Concurrently with the offering of the Exchangeable Notes made by the Exchangeabla Notes
Prospectus (the “Exchangeabls Notas Offering ), Enron Corp. is offering for sale 27,000,000 shares
of Common Stock (31,050,000 shares if the underwriters’ over-aliotment options in such offerings
_uima-dlnﬁ.ﬂ}lnwm LS. and international offerings (collectively, the “Stock Offer-
ings’ consummation of the Exchangeable Notes Cffering is not contingent upon the consum-
mation of the Stock Offerings, or vice versa. o '

On November 13, 1995, the last reported sale price of Common Stock on the New York Stock
&mhlmmrmmmwmw.m'-ﬁmwmcmammmm

“EEEEMHEIHAHHJTMEHWWHEEWHH‘EI
mmmmﬂmmnmnnﬁmmmummt
HHWHMM“MMW“&“MM
COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFEMSE.

Tha date of this Prospactus is , oas,
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AVAILABLE INFORMATION

The Company (8 subjact to the informational requiremants of the Securities Exchange Act of 1934, as
amandad (the “Exchange Act”), and in accordanca therdwith files reports, proxy statements and other
infarmation with the Securities and Exchange Commission (the " Commission™). Such reporis, prowy slate-
ments and oiher information can be inspected and copied at the public referance facilites maintainad by the
Commission al Room 1024, 450 Fifth Streel, N.W., Washington, D.C. 2054%; and at the following Regional
Offices of the Commission: Midwest Regional Office, 500 West Madison Street, Suite 1400, Chicago, llinois
G0851; and Northeast Regional Office, n World Trade Canter, Suite 1300, New York, New York 10048,
Copiles of such malerial can also be obtained from the Public Reference Section of the Commission at 450 Fifth
Sireat, N.W., Room 1024, Washington, D.C. 20549, at prescribed rates. The Company’s Common Stock is
listed on the New York Stock Exchange, Inc. (“NYSE"), and reports, proxy siatements and other information
concarning the nnh!lnapwhdmmﬂlllhlnfﬂmtﬂhhtw?mﬂmutﬂﬂﬂmnd
Streat, Mew York, New York 10005.

This Prospectus constitutes a part of a Registration Statement on Form 5-3 (rogether with all amendments
and axhibits thersto, the “Registration Statement”) filed by the Company with the Commission under the
Securities Act of 1833, u:mmtm'*wm;mmmmnhmmmmmm
hereby. This Prospectus does not contain ail of the information set forth in such Regisiration Statamant,
certain parts of which are omitted in acoordance with the rules and regulations of the Commission. Relerence
ummmmnmsuummmmmmmmmmmuwmmmum
to the Company and tha sharas of Common Stock offered heraby. Any statements contained herein concerm-
mguumﬂﬂummmmmﬂm“mmhnw-mmmemmﬂu
mmlmﬂlmmﬂwwmmmmmmﬂmnm instanca raferance
is mada 10 mmdmmm“mw:mmmam matter Involved. Each
m:umﬂinwlnluﬂmwwﬂumm

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

mﬂnmnfnhmuﬂmpnrtmm-mw-mwh anded December 31, 1994, Quartarly Reports on
Eorm 10-0 for the quarters ended March 31, 1985, Juna _ 1995 and September 30, 1995 and the description
ol the Common Stock contained in the A tration Statemant on Form 8-A declared effective on Oclober 3,
1889, are Incorporated herein by referance.

hmmmmwmmwmnmmm1m 14 or 18{d) of tha Exchangs Act
Mmmnmammmwmnmanmﬂnﬂwuulw
Stock

Twwmﬂﬂhﬁmmm“mmmllummmwlhwhlnuﬂmf.Wlly
mmmmmlnmmmmnwmmﬂmwm:wwwmm
WWMMWMWMMHMWumMMu
superseded, to constitute a part of this Prospectus. : :

mmmmmmmmmmmmmamﬂwmmwm.
on the request of any such person, lwwﬂmwﬂdﬂ-mwmwmthmw
mm.umumqmwwmmmﬂmmnnmmﬁhmmﬁy incorporated by
refarance into the documents that this ww}mmmmmmmw
Division, Enron Oll & Gas Company, at its principal axecutive offices, 1400 Smith Streel, Houston, Texas 77002
{talephone: 713-B53-6161).

mmu:mmmmmﬁmmwmemmmmummm
THE COMPANY BY ENROMN CORP., THE UNDERWRITERS MAY OVER-ALLOT OR EFFECT TRANSACTIONS
WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE EXCHANGEABLE NOTES OR THE COMMON
STOCK OF THE COMPANY AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN
MARKET. SUCH TRANSACTIONS MAY BE EFFECTED ON THE NEW YORK STOCK EXCHANGE, IN THE
OVER-THE-COUNTER MARKET OR OTHERWISE. SUCH STABILIZING, IF COMMENCED, MAY BE
DISCONTINUED AT ANY TIME.
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PROSPECTUS SUMMARY

Tha following is & summary of certain information containgd in this Prospectus. It is net
intendad o be compiale and is qualified in its entiraly by the more detailed information confainad
gisewhars in this Prospectus. Certain ferms are definad in this summary under “Certain Defini-
ticns.” Capilalizad terms which are pot defingd in this Sumimary are used as dafined alsawhars in
Mug Prospacius.

Tha Company
Enron il & Gas Company (together with ils subsidiaries, “tha Company™) is one of the largest
inca (non-integrated) oil and gas companies in the United States in rms of domaestic

proved reservas. Il is angaged, directly and through its subskdiaries, in the axploration for, and the
development, production and marketing of, natural gas and crude oil primarily in major producing
basins in the United States, as well as in Canada, Trinidad and India and 1o a lessar axtent, sslected
other international areas. Al December 31, 1994, the Company's sstimated nat proved natural gas
resarves were 1.910 Bef and estimated net proved crude oil, condensate and natural gas fquids
reserves wora 37 MMBDI, a net increase of B% and 78%, respectivaly, over yoar end 1983. The
Company has increased s reserves for six consecutive years. Al December 31, 1994, approxi-
mately 70% of the Company's reserves (on a natural gas equivalant basis) was located in the United
States, 16% in Canada, 11% In Trinidad and 3% In India. At such date, approxmately 50% of the
Company's total proved resarves was classified as devalopad.

While year end reserve evaluations will not ba available lor some lime, based on the resulls of
the Company’s drilling program for the first nine months of 1985, it is axpacted thal axtensions,
discoveries and other additions to resarves for the yoar will excesd production for both North
America and Trinidad, as well as in total. Additionally, résarves acquired arg gxpecied to substan-
tially exceed those sold, with the resulting replacemant of production from all sources axpactsd to
axcesd 150%.

Business Strategy. The Company’s strategy ks to maximize the rate of return on investment of
capital by controliing both operating and capital costs and enhancing the certainty of future
ravenues through the use of various marketing mechanisms. This strategy enhances the generation
of both income and cash flow from n-uhunllmpmducﬂmmdalmulurmnmmhnfpmdwum
on a cost-aifective basis by oplimizing the reinvestment of cash flow. Through this sirategy, the
m-wmmmmmmmmhmhmﬂwm.mm volatibe natural gas
price anvironmani, and achieved & Felum on aquity ranging from 8% in 1990 fo 15% in 1994 For the
first nine months of 1995, net income Increased 5% compared 1o tha same period for 1994,

The Company refocused its 1995 driling activity away from natural gas deliverability and toward
natural gas reserve enhancement and crude oll expioitation in the United States in rasponss to the
dechine in United Siates natural gas prices in recent pariods. The Company also s fecusing on the
cost-effective utilization of advances in technology associated with gathering, processing and
interpratation of 3-D seismic data, developing reservoir simulation models and drilting operations
through the use of new andior improved drill bits, mud motors, mud additives, tormation logging
techniques and.reservoir fraciuring mathods. These advanced technologies are used, as appropri-
ate. throughout the Company to reduce the risks associated with all aspects of oll and gas reserva
@xpioration, axploitation and develapmeant.

Tha Company implements its strategy by emphasizing the driling of inlarnally genaratsd
Prospacts in order 1o find and develop low cost resarves. By foliowing this sirategy, the Company

3
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has increased production in each of the last lour years with a compound gnnual growth rate of
13.1%, while increasing proved resarves approximately 32%, both on a natural gas aquivalent Basis,
For 1994, net equiva'ent praduction reached a new high of 307 Befe, an increase of 9% cver 1993
Natural gas production in 1994 averaged approximataly 749 MMl par day, which represents an
incraase of 6% over 1993, Crude oil and condensate production averaged 12,8 MBEI per day in 1594
which represents an increase of 42% over 1983, Natural gas production for (ha first nine months of
1995 averaged 719 MMc! par day, down 24 MMe! par day from tha first ning mgnths of 1994, Lower
volumes in 1995 reflect the voluntary curtaiment by the Company of Unitsd States producton at a
higher rale than in 1994 becauss United States nalural gas prices were down by 26% pariod to
period, the impact of tha sale of reservas and ralated assets and the elfect of the raduction and
rediréction of natural gas drilling activities early in 1995. Crude ofl and condensate volumes lor the
I'i:aI;HI:a months of 1985 averaged 18,8 MBbl par day, an increase of 55% over the first nine months
ol 1 .

Achleving and maintaining the lowest possible cost structure are alse important goals in the
implemantation of the Company’s strategy. Over the last five years, the Company has reduced iotal
cash opaerating expenses, including lease and well, general and administrative, taxes other than
income, and interest expenses from $.95/Mcfe in 1989 1o $.48/Wcfe In 1994, a reduction of 48%. At
the sama tims non-cash expenses (depreciation, depletion and amortization) have been reduced
from §.83/Mcfe in 1989 to $.80Mcfa in 1994, a reduction of 14%. For the first nine months of 1935,
cash operating expenses averaged $.56/Mcfe comparad 1o $.50/Mcte for the first ning months of
+ 1994 and non-cash expenses averaged $.69/Mcle and 5.81/Mcle for the two pariods, respectively.

Consistent with the Company's desire to optimize the use of its assets, the Company also
maintains & strategy of seiling select oll and gas properties that for various reasons no longer fit into
fulure operating plans, or which are not assessed to have sulficient future growth potential and
whan the sconomic value to ba obtained by selling the proparties and reserves in the ground is
qmwmmnmmmmmmwmmmmmwh
rasarves over ime. As a resull, the Company typically recelves each year a varying but substaniial
level of procesds related lo such sales which proceeds are available for general corporate use.
Proceeds from property sales in 1994 were $81 milion ($71 million after tax) and in the first nine
months of 1985 wara $101 million ($77 milllon after tax),

North American Operations. The Company's seven principal Unied States producing areas
arg the Big Piney area of Wyoming, South Texas area, East Texas area, Offshore Guil of Mexico
area, Canyon Trend area of West Texas, Pitchfork Ranch area of New Maxico and Vemnal area of
Utah. Properties In these areas comprised approximately 76% of the Company's United States
rasérvas (on a natural gas equivalent basis) and 85% of the Company's United States nal natural
gas deliverabiity as of December 31, 1994 and are substantially all oparated by the Company. The
Company's other United States natural gas and crude oll producing properties are located primarily
in other areas of Texas, Utah, New Mexico and in Oklahoma.

At December 31, 1994, 83% of the Company’s proved United States ressrves (on & natural gas
aquivalent basis) was natural gas and 7% was crude oll, condensate and natural gas liguids.
-l.luml.ln_rﬂilpuimmhnmm':mslumnmmmmhhhng-hﬂﬁum“m
wall-astablished production histories. The Company belleves that opportunities axist to increase
production in many of these fisids through continued infill and other development drilling.

The Company also has natural gas and crude ol producing properties located in Wastarn
Canacdha, primarily in the provinces of Alberta, Saskatchewan and Manitoba. The Company produces
natural gas from seven major areas and crude oll from three major areas. The Sandhills area in
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Southern Saskatchawan is the largest single producing area, contributing 51% of Canadian daliver-
abdlity at September 30, 1995, Canadian natural gas dedliverability net to the Company at Septaember
30, 1995 was approximately 70 MMc! par day and the Company held approwimately 350,000 nat
undeveloped acres In Canada,

Clulside North America Operations. The Company has operations offshore Trinidad and indip
and is conducting exploration in selected other international areas. Proparties offshore Trinidad and
India comprise 100% of the Company’'s current reserves and production outside of Morth Amarica,
The Company's reserves at December 31, 1394 included 236 Bef of natural gas and 12 MMBbI of
liquids in these two areas. Thae Company's nat production lrom olishore Trinidad was approximataly
100 MMcf pyr day of natural gas and 6.2 MBb per day of crude oil and condensate al Septembar 30,
1885. The Company's net production from offshore India was approximately 3.5 MBb par day ol
cruda oil nel to the Company at September 30, 1985, In addition, the Company is pursuing other
expicitation opporiunities in countries, including China, Mozambique and Qatar, whers indigenous
natural gas reserves have been identifiad, particularly where synargles in natural gas ransportation,
processing and power cogoeneration can be optimized with other Enron Corp, affillated companies.

n-mmpmmmmmm

All of the shares of Common Stock offarsd heraby and in the Stock Olferings are baeing sold by
Encon Corp., and the Company will receive no procesds from such sales. Concurrantly with the
otfering of tha Exchangeable Notes, Enron Corp. is offering for sale 27,000,000 shares of Common
Stock (31,050,000 shares il the Underwriters’ over-allotmsnt options io such Stock Offerings are
exercised in lull). Following the consummation of the Stock OMerings, Enron Corp. will own an
aggregate of 101,000,000 shares of Common Stock of approximataly 63% of the outstanding
shares [or, assuming that the Underwriters’ over-alotmant options in the Stock Offerings are
exercisad in full, 96,950,000 shares of Commaon Stock or approximately 81% of the outstanding
shares). Al maturity, the Exchangeable Notes may be axchangad for no more than 10,000,000
shares of Common Stock (no more than 11,000,000 shares if the over-aliotment option of the
underwriters in the Exchangeabls Notes Otfaring Is exercised in full), subject to adjustment undar
mﬂainﬁmmmmamhﬁmﬂw.‘nmﬂmmmfmmmmhhmmm
mandatory exchangs. Assuming the underwrilers’ aver-aliotment options in the Stock Offerings and
the Exchengeable Notes Offering are exercised in full and the maximum number of shares is
mandatorily exchanged at maturity of the Exchangeabls Notes, Enron Corp.'s remaining ownership
nFCmsmhﬂuumwmmmH%ﬁhmﬂwﬂum.mmmu
davelops in the Exchangeable Notes is likely to influence, and b influenced by, the markat for the
Comman Stock. For example, the price of the Common Stock could become mora volatie and could
be depressed by possible sales of Comman Stock by investors who view the Exchangaable Notes
as a more aliractive means of equity participation in the Company and by hedging and arbitrage
aclivity that may develop involving the Exchangeabls Notes and the Common Stock.

Neithar tha Stock Offarings nor the delivery of shares of Common Stock pursuant to tha farms
of muE:mwNmuﬂnﬂmmmtﬁmmbﬂﬂmhﬂmwwﬂm
Corp. and their respective alffiliates, sxcept for the Tax Allocation Agrsamant which will cease to be
affective from the time al which deconsolidation occurs (when Enron Corp. coases lo own 80% of
the outstanding shares of Common Stock) for future periods, but will remain In affect with regard 1o
pariods prios to deconsolidation. For issues not addressed in the original agreement, the Company
has entered into a supplemental agreemaent with Enron Corp. clarifying future potential adjusiments
associated with the final settlemant on audi! of taxes for perods prior to the deconsolidation. The
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Company does not balieve that the cessation of consolidated tax reperting with Enron Comp. and
aifactivanass of tha Tax Allocation Agreemant concurrant with deconsolidation will have a matesial
adverse alfect on its financia! condition o results of oparations. See “Ralationship Balween tha
Company and Enfon Corp.”

The nature of the respective businessas of tha Company and Enron Corp. and its affiliatas is
such as to potentially give rise 1o conflicts of intares! between the two companies. The Company's
oparations account for substantially all of Envon Corp.'s natural gas and crude odl expioration and
production operations. An affiiate of Enron Corp. has entered into an agreement to acquire a
conftrolling intarest in Coda Energy, Inc. (“"Coda”), a company eéngaged in domastic ol and gas
explogation, development and production. Crude oil accounts for approximately B6% ol Coda's
proved reserves. At December 31, 1984, Coda reported estimated proved natural gas reserves ol
79,808 MMcf and estimated proved crude oll, condensate and natural gas liquids reserves of 39,207
MBbis. |1 the ransaction is consummated, conflicts of interes! could arise betwean the Company
and Coda, Sea "Relationship Batween the Company and Enron Corp. - Conflicts of Interest.”
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Summary Financisl and Operating Information

Tha following table sets forth a summary of selected consolidated financial and operating data
for the Company for sach of the five years in the period ended Decamber 31, 1984 and for the nine-
maonth pariods ended September 30, 1994 and 1995, This information should be read in conjunction
with the consolidated financial statements of the Company and ralated notes therato incorporated
by reference herein (s#e “incorporation of Certain Docursnts by Reference ™) and "Managamani s
Discussion and Analysis of Financial Condition and Results of Operations* included elsewhare in
this Prospectus. Financial information for each of the five yoars in the period ended December 31,
1884 has been derived from audited financial stalements. Financial infgrmation for the nine-manth
poriods ended Septemnber 30, 1994 and 1995 has been derived fram unaudited financial statements.
The nterim data reflects all adjustments which, in the opinion of thea management of the Company,
are necessary io present fairly such information for the interim pariods. Results of the nine-month
periods are not necessarlly indicative of the results axpecied for a full year or any other intarim

pariod,
Hine Mongn
Yeur Ended Decamber 31, Ended Ssplember 30,
1990 1901 i 1882 1 T 1o 1098
0 Thowsands, Exoepl Per Share Amourds snd Oparsting
I'm_nln-n-ﬂﬂr. o

Nt cparating revenues(l)... § 40N137 § S0258R § 4SH000 5 581020 § sAzd § ATe30 3 gz az
inccema babone incoma: L 34814 LLE 8,844 112273 153,838 128, 168 14,175

MWl inoome . . ........ R 44 488 AT 418 #7580 138 095 14T S0 1085, 438 110,731
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['I|HmrﬁumhnmimnIn1ﬂhrhhtrﬁ||mﬁuunmmh—nmum
gmm“ﬁmwmmmmmmmw.
In Bay 1594, e Board of Direcions deciansd & Feo-lof ol tha Cemmon Stock o ba efecied s &
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nnﬁw-“dﬂmwmmﬂmm a
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Summary Ol and Gas Ressrve Information

The following table sets forth summary information with respact to the Company's estimates of
its net proved natural gas. crude oil, condensata and natural gas liquids resarves at December 31,
1894, For additional information relating to reserves, see “Business - Oil and Gas Exploration and
Production Proparties and Reserves,”

Haburai Mabarsd das

[T Equiratents {Bofe)

[l MI w Undewsloped
Nat proved reserves at Decamber 31, 1994:
Lirdbed SENEEE ... ...v i iiin s s as 1,307 17,787 1,224 185
0t e e Pt DR N S ] 208 4,429 233 -
I, s e s S e g S 28 7,585 4B o8

Total . . 1.839 37,038 1,838 Eif

Resarve amounts set out above have been revised to exclude volumes attributable to &
volumatric production paymant from ownad reserves,

Tha Company’s astimates of its net proved natural gas, crude ofl; condensate and natural gas
liquids reserves Bl December 31, 1984, Including amounts attributabie to & volumetric production
payment, are shown below. This disclosure s presented as additional information and s not
intended to répresent required disclosure pursuant to Statement of Finandal Accounting Standards
("SFAS") Mo. 58 - “Disclosures about Odl and Gas Producing Activities,”

Watursl MHarbarsl Qaa
Ciaa Eqguivsienis |Bcin)
By w} ODwrslopad  Undevelopsd
Mat proved resarves al December 31, 1884,
“”“f.‘;& P
payment
United States . T A - b 17,787 1,300 185
Canada . e 7237 330 10
Tﬂ'l'id-ld |||||||||||||||||||||||||||||||| Z‘UE ‘|m m =
L= | - (1] 37,038 1,808 224

(1) Includes crude oll, condensate and natural gas liquids.
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Certain Definitions

Unlass otherwse indicated in this Prospactus, natural gas volumes are stated ai the lagal
prassura base of the state, area or country in which the reserves ara located and at 80 Fahraahail.
Matural gas equivalents are determined using the ratio of 8.0 Mcl of natural gas 1o 1.0 barrel of
crude oil. condensate of natural gas liquids.

As used harein, tha following tarms have the spacific meanings sat out: “Mel"” means thousand
cubic feet, “MMcl” means million cubic feet, “Bel™ means billion cubic feet, “Bbl” means barrel,
“MBEI means thousand barrels, “MMBDI” means milion barrels, “Mcfa'' means thousand cubic
fest equivalent, “MMcfe” means milllon cubic feet equivalent, “Bcfe” means billion cubic fest
equivalant, “MMBtu"” means million British tharmal units, "BBtu" means billion British tharmal units
and "TEYL" means trillion British thermal units.

With respect to information on the Company’s working Interest in wells or acreags, “net” of and
gas wells or acreage are delermined by multiplying “gross™ ol and gas wells or acreage by the
Company's working interest in the wells or acraage.

“Exploration and development expanditures” Inclede costs associated with axploratory and
developmant drilling (including exploratory dry holes), leasahold acquisitions, seismic data acquisi-
tions, geological and land related overhosd expenditures, delay rentals, producing property acquisi-
tions, capitalized interest and other miscellanscus capital expenditures. “Total finding costs™ s the
ratic of total exploration and development expenditures to resarves added as a result of the drilling
and acquisition program. Reserves added include the total net natural gas equivalent volume of all
natural gas, crude oil. condansats and natural gas liquids added from extensions, discoveries and
other additions, purchases in place and revisions of previous astimates.

“Infill drilling” means drilling for the developmant and production of nat proved undevalopad
FESBIVES.
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USE OF PROCEEDS

The shares of Commen Stock of the Company baing olfered hereby and the Exchangaabis
Notes are being scid by Enrcn Corp. Accordingly, the Company will not receive any of the proceads
from the Stock Qlferings or the sale of the Exchangeable Noles or delivery of shares of Commaon
Stock pursuant theraio.

PRICE RANGE OF COMMON STOCK AND CASH DIVIDENDS

The following table sets forth, for the perods indicated, the high and low sale prices par shars
for the Common Stock, as reporied on the New York Stock Exchangs Composite Taps, and the
ummnmmmd}wmwdpummnmwm:mmm1mnuapnm
and#ash dividends per share have been restated to reflact the two-for-one stock split on May 31,
684, .

_Frice Renge = o,
gh Low  Dhvidends
1993
SoCond DUBMBE . . ...\ s s v ee e e e et e ey s 2250 17.88 03
O Y - o S e L e 27.00 17.08 03
1954
Flral Um0 ie it it it an e tanasrnaa $£2375 %1934 £03
T CUIII - i s s i S e S 2300 1850 <]
1585
Fourth Quarter (through Movember 13, 1995)................ 2275 1875

See the cover page of this Prospactus for the last reported sale price of the Common Stock on
tha NYSE as of a recant date,

As ol November 1, 1895, there were approximately 270 record holders of the Company's
Commaon Stock, including individual participants in securlty position listings. There are an estimated
5,100 benaficial owners of the Company's Commaon Stock, Including shares hald in street name.

- Following tha initisl public offering and sals of its Common Stock in October 1889, the

paid quartarty dividends of $0.025 per share baginning with an initial dividend pald in January 1890
with respact to the fourth quarier of 1989, Beginning in January 1983 with respect 1o the fourth
guarter of 1982, the Company has paid quarterly dividends of $0.03 par share. The Company
currantly intends to continue to pay quarterly cash dividends on its outstanding shares of Commaon
Stock, However, the determination of the amount of future cash dividends, if any, 10 ba declared and
pald will depend upon, among other things, the financial condition, funds from oparations, leval of
exploration and development expenditure opportunities and future business prospects of the
Company.
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BUSINESS

General

The Company. a8 Delaware corporation organized In 1985, is engaged. either direcily or through
a marketing subsidiary with regard lo domestic operations or through varigus subsidiaries with
régard to mnternational operations, in the exploration for, and the davalopmant, production and
marketing of, natural gas and crude oil primarily in major producing basins in the United States as
well as in Canada, Trinkdad and india and to a lesser extent, selected other international areas, At
December 31, 1994, the Company's astimaled net proved natural gas reservas wara 1,910 Bef and
@stimated net proved cruge oil, condensate and natural gas liquids reserves were 37 MMBBI, At
such date, approximately 70% of the Company’s reserves (on a natural gas squivalent basis) was
located in the United States, 16% in Canada, 11% in Trinidad and 3% in India.

Tha pany pursues its ol and gas axploration and developmani operations primarily by tha
acquisititn, through various means including but not limited to leasing, purchasing and larming-in of
acreage that is either undevaloped or lightly developed, and driling of internafly genarated pros-
pects, The Company alo maintains a strategy of seling selected oll and gas properties that, for
¥Anous reasons, no longer fit into future operating plans or which are nol assessed 1o hava
sufficient future ummnmrummmmummhmnymh
proparties and raserves in the ground is evalualed to be greater than what would ba obtained by
holding the properties and producing the reserves over tme. As a resuit, the Company typically
raceives aach year a varying but substantial level of proceeds related to such sales which proceads
ara available for genaral corporate use.

ThuEmmny'snmpﬂﬁpﬂummdswumnglmnmmgmrm.m
Texas area, East Texas area, Offshore Gulf of Mexico area, Canyon Trand area, Plichiork Ranch
mmdvmﬂduu.ﬁnwﬁnhlhuauunmwﬂdmm?ﬁulhmmmy':
United States reserves (on a natural gas equivalent basis) and 85% of the Company's United States
nel natural gas deliverability as of December 31, 1984 and are substantially all operated by the

Atmmm.im.MﬂhﬂanwnﬂdmmmMumammw
aquivalent hﬂ:lmawﬂguammmmﬂl.mﬂmmmlw.n
substantial portion of the Company’s United States natural gas resarves s in bong-lived fledds with
wll-astablished production historied. Tha Company believes that opportuniies exist to increass
production In many of these ﬂﬂulmwnhmmllrmmmmﬂmm

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

Big Piney Area. mmﬁmw'-hmwmmmﬁmhmmmmﬁ-yuu
|nmm:mummhmmmwmlm.mwmuﬂummmmm
productive acreage base in this area, with approximately 219,000 net acres under lease directly
mﬂmﬁaldmmmmmlMEWmmuguﬂuhm“hmn
owns a 91% average working interast. Deliverles from the arsa net to the Company averaged
124 MMcl par day of natwral gas and 1.5 MBb per day of crude oil, condensate, and natural gas
liquids in 1984, At September 30, 1995, natural gas deliverabdity net to the Company was approxi-
mataly 138 MMef per day.

The current principal producing intervals are the Frontier and Mesaverde formations. The
Frontier formation, which occurs at 6,500-10,000 fest, contains approximabaly 8% of the Com-
pany's current Big Piney reserves. The Company drilled 67 wells in the Big Piney area in 1954,
Although natural gas driling has been curtailed in this area during 1985 in response to market
conditions, numerous drilling opporunitias will be available for several YBES.
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During the fourth quarter of 1995, the Company anticipates recording as proved undeveloped
rasarvas approximately 1,100 Bef of methane contained, along with high concentrations of carbon
dioxida and mrogen as wall as small amounts of other gaseous substances, in the deap Wyoming
Paleozoic formation located under acreags leased by the Company and held by production in the
Big Piney area. Tha Company is actively pursuing the consummation of a market or markets from
savaral different polential sources to facilitata realizing the value of thesa reserves.

South Texas Area. The Company's aclivities in South Texas are focused in the Wilcox,
Expandead Wikcox, Frio and Lobo producing horizons. The principal area of activity Is i the Lobo
Trand which oocurs primarily in Webb and Zapala counties.

The Company operates approximately 470 walls in the South Texas area. Production s
primarily from the Lobo sand of the Wilcox formation at depths ranging from 7,000 to 11,000 feat.
The Gempany has approximataly 250,000 nat acres under laasa in this area. Natural gas deliveries
nat to the Company averagad 181 MMcl per day In 1994, At September 30, 1995, natural gas
deliverability from this area nal to the Company was approximately 150 MMl per day which was
impacted during 1985 by the sale of salected properties. The Company drilled 56 walls in the South
Texas area in 1994 and anficipates an active drilling program will continue for saveral years,

East Texas Area. Tha Company's aclivifies in the East Texas area ara primarily in the
Carthage fisld, located in Pancla County, and the North Mion fleld, located 1 northern Harris
County.

Tha Carthage fleld Is the Company’s newest area of concentration. This fleid is one of the most
prolific fields In sast Texas with production primarily from the Cotion Valley, Travis Paak and Faiiit
formations. In 1895, properties were acquired that doubled the Company's acreage position to
17,000 acres. An active driling program is planned for the remainder of 1895 and for saveral years.
The Company has an average 71% working Interast in its holdings. The Company has continued its
activity in the North Mition fiskd where It now operates 19 wells and holds a 100% working interast in
tha acraaga. Fﬂm’&ﬂlwmﬂh‘u‘ﬂdﬁ:ﬂ'IB‘HMWWJBH.MWMWEHI
Taxas area was approximately 35 MMcl per day of natural gas with almost 1.0 MBbI per day of
condensale, both net to the Company. i

Ofshors Gul of Maxico Area., Al Saptambar 30, 1995, the Company held an interest in 181
blocks in the Offshore Gull ol Mexico area totaling 561,000 net acres. Of the 191 blocks, 133 are
operated by the Company. Thase interests are located predominantly in. faderal waters ofishore
Taxas and Loulsiana. During 1985, tha Company acquired a 50% Interest in operations previously
owned by Santa Fe Minerals complamenting previously owned interests and adding significantly 1o
the Company's offshore operations. Nahural gas deliveries from this area averaged 83 MMcI per day
during 1984 and 118 MMci per day during the firs! nine months of 1995, both net to the Company. A
substantial portion of such delivesies was from interests in the Matagorda trend with significant
volumes also coming from the Mustang lsiand area, Delverability from this area at Seplember 30,
1995 was 160 MMcl par day net 1o the Company sourced principally as noted above. The Company
hag-maintained an active drilling program in this area during 1884 and 1995 and anticipates a simiar
program o contnuee for saveral yaars. .

Canyon Trend Area. The Company's activities in this area have besan concentraled in
Crockett, Sutton, Temell and Val Verde Counties, Texas where the Company drilled 331 natural gas
wﬂhdu.rmmpuhMﬂHhuqhim.TmWymwhﬂHNMmtmum
nnwﬂpﬂﬂiwu:mmvmmunlmuﬂhﬂﬂmhuﬂﬂ!mnﬂ?%nm
mmmlalmmcmmmmmnmﬁmsﬁm
to 11,500 faat. In 1994, natural gas deliveries from this area net to the Company averaged &5 MMc
per day. At Septembar 30, 1995, natural gas deliverability from this area net to the Company was
approximately 54 MMcl per day. Tha Company has maintained an active drifling program in the
EmynnTrm:luuMng1mumamawmmmmhunmms_

Pitchiork Ramch Fisid. The Phchiork Ranch fisld located in Laa County, Mew Maxico,
pmdunﬂpﬂnlrhlfrmmMM.MMWWW-MiW.MHrHSMHu
mcnmmnrnmﬂuﬂlwwaﬁmmanlmthﬂwmwﬂmw
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day of crude oil, condensate and natural gas liquids. At Seplember 30, 1995, delivarability from this
8raa net io the Lompany was approximately 32 MMc per day of natural gas and 3.6 MBObI per day of
crude oil, condensate and natural gas liquids. The Company holds approximately 27 900 net acras
and expects 1o maintain an active drilling program in this field for several years.

Vernal Ares. In the Vernal area, located primarily in Uintah County, Utah, the Company
operates approximately 195 producing wells and presently controls approximately 79,000 net acres
For the first nine months of 1995, natural gas deliverias net to the Company fram the Vernal area
averaged 24 MMcl par day which reprasents daliverabilly. Production is from the Green Rivar and
Wasaich formations localed at depths betwsen 4,500-8,000 feal. The Company has an average
working interest ol approximataly 60%. The Company driied 20 walls in the Vernal area in 1994 and
has maintained a comparable drilling program during 1995,

Cagads. The Company is angaged in the exploration for and the development, production and
marketing of natural gas and crude cil and the oparation of natural gas processing plants in western
Canada, principally in the provinces of Alberta, Saskaichewan, and Manitoba. The Company
conducts operations from offices in Calgary. The Company produces natural gas from saven majar
areas and crude oil from threa rmajor areas. Tha Sandhills area in Southern Saskatchewan is the
largest single producing area whare 180 wells were drilled in 1994 resulting in daliverabllity net to
tha Company from the field of approximately 38 MMcT per day al December 31, 1994. Canadian
natural gas defiverability net to the Company at September 30, 1995 was approximatedy 70 MMe
per day and the Company held approximately 350,000 net undeveloped acres in Canada. The
Company axpacts 1o mainlain an active drilling program in Canada for several years.

Oulside Morth America Oparaiions ¢

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

salecied other internalional areas. Proparties offshore Trinidad and India comprisad 100% of the
Company's proved reserves and production outside of North America at year end 1994,

Trinidad. n Novembar 1992, the Company was awarded 8 95% working Interest concession
in the South East Coasl Consortium (“SECC") block offshors Trinidad, BNCOMpassing thres
undeveloped fields, previously held by three government-owned energy companies. The Kiskades
fiald has been developed, the Ibis field is under development and the Oil Bird fisld is anticipated to
be developed over the next three 1o five years. Existing surplus processing and transportation
capacity at the Palican field facilities owned and operated by Trinidad and Tobago govermmant-
owned companies is being used to process and iransport the production, Natursl gas s baing sold
Inlu-lmmmmmauwmﬂgmlﬁmmmmmﬂwmmﬁdm and
Tobago. In 1994, deliveries net 1o the Company averaged 63 MMcf per day of natural gas and
2.6 MBbl per day ol crude oil and condensate, At Saptember 30, 1995, delivarability net to the
Company was approximately 168 MMcl per day of natural gas and 8.0 MBbis par day of crude ofl
mm.mmﬂm':mlmmﬁmmmwm
100 MMt per day of natural gas and 6.2 MBDI per day of crude oll and condensate at Seplambar 30,
1995. The Company held approximately 71,000 net undeveloped acres in Trinidad.

The Company recently has bean awarded the right to develop the Uis) block adjacent to the
SECC block and is presantly negotiating the tarms of & production sharing contract with the
Govarnmaent of Trinidad and Tobago.

India. In Dacember 1994, the Company signed agreaments covering profit gharing, joint
operalions and product sales, and was grantsd a 30% working interast in, the Tapt, Panna and
Mukta Dlocks located offshore Bombay, India. The Company Is designated operator of all threa
areas. The tocks were previously operated by the Indian national oil company, Ofl & Natural Gas
Corporation Limited, which retained a 40% working interest. The 363,000 acre Tapll Block contains
two magor proved gas accumulations delineated by 22 expendable exploration wells that have been
plugged. The Company has initiated a development plan for the Taptl Block accumulations. The
106.000 acre Panna Block and the 192,000 acre Mukta Block are partialy developad with 30 walls
producing from five producing platforms located In the Panna and Mulkta fislds. Tha flalds ware
preducing approzimately 3.5 MBbl per day of crude oil nat 1o the Company as of September 30,
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1995; al associated natural gas was being flared. The Company intends to continue develppment of
iha accumulations and to expand processing capacity to allow cruede oil production at Tull dalivar-
ability as wall as to permil natural gas sakes.

Other (ntemational. The Company continues to evaluale olhar salected convanticnal naiural
ges and crude oil oppoctunities culside North Amarica. The Company is pursuing other exploitation
opportunities in countries whera indigencus natural gas resarves have been identified, particularty
where synargies in nalual gas ranaportation, processing and power coganaration can be oplimized
with othar Enron Corp. afliiated companies. In sarly 1335, the Company and the Clatar General
Patrolesm Corporation signed a nonbinding latter of intant concarning the possible davalopmant of
a Bgualisd natural gas project for natural gas 1o e produced from the North Doma Field. Tha
Company and Enron Corp. may jointly hold up to a 40% working interast in the joint venture and drill
and develop to-be-agreed-upon reserves. In addition, iha Company signed etiers of intent in early
1995 witp the Mational Qil Corporation of Uzbekistan, and Gazprom, the Russian natural gas
company. 1o pursus the feasibility of joint venture development and marketing ol previously dis-
coverad conventional hydrocarbon resarves in Uzbekistan. The Cormpeny is also In discussions
concerning the potential for conventionsl o and gas development opportunities in China,
Mozambique and Qatar. The Company holds nonoperating working interests in hwo conventional oil
and gas exploration prospects in the UK. North Sea.

The Company confinues avaluation and assessmant of its international opportunity portiolio in
the coalbed mathans recovery arena, including projects in South Wales in the UK., tha Lorraine
Basin in France, Galiles Basin in Queensiand, Ausiralla and Hedong basin in China.

Markating
Wallhead Marketing ) ;

Tha Company's North Amarica wellhead natural gas production is curmently being sold on
spol market and under long-term natural gas contracts at markel responsive prices. In many
instances, the long-term contracl prices closaly approximate the prces recelved for natural gas
baing sold on the spot markel. Wellhead natural gas volumes from Trinkded are sold al prices that
are based on a fixed price schedule with annual escalations. Natural gas volumas in India will ba
soid 1o tha Gas Authority of India, Lid. under a take-0r-pay contract al a price linked 10 a basket of
workd markal fusl ol quotations with floor and caeiling limits. Approxdmately 45% of the Company's
wallhead naturel gas production is currently baing sold 1o pipeline and marketing subsidiarias of
Enron Corp. The Company baliaves thal tha terms of its transactions and agresments with Enron
Corp. and‘or s affilates are and intends that future such transactions and agreements will be at
least as lavorable o the Company as coukd be obtained from third parties.

Substantially all of the Company’s walihead crude oll and condensate is sold under short-term
contracts at marke! responaive pricas. =

Enron Ol & Gas Marketing, Inc. ("EOGM") is a wholly-owned subskfiary of the Company
engaged in various markefing activities. Both the Company and EOGM contract to provide, undor
short dnd long-term agreaments, natural gas to various purchasers and then aggregate the neces-
sary supples for the sales with purchases from various sources including third-party producars,
mamuhgumuuﬂum:#-wuunrﬂumlhuﬂmmnnruawnpudmﬁn1h1nﬁﬂhﬂ.Hmmuru:
purchased and constructed several small gathering systems in order to faciitate s anlry inlo the
gathering businass on a strategic basis. Both the Company and EQOGM utilize other short and long-
term hedging and trading mechanisms including sales and purchases utilizing NYMEX-related
commaodity market ransactions. All of thass activities are currently conducted with companies
affiikated with Enron Corp. These markeling activities have provided an effective balance in manag-
ing the Company's exposure o commodity price risks for both natursl gas and crude ol and
ﬂmnumn;ﬂnuuu!wtnmEht“MiuwwmmranhmmﬂmtuuJMuWﬂldWﬁuqu(xmdmm
and Results of Operations - Capital Resources and Liquidity - Hedging Transactions.
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Wellhead Volumes and Prices, and Leass and Wall Expensas

The tollgwing table sets forth cerain information regarding the Company’s wellhaad volumes of
and average prices for natural gas par Mcf, cruds ofl and condansale, and natural gas Bquids par
Bbl, and average lease and well expanses per Mcle daliverad during each of the three years in tha
pariod anded December 31, 1994 and the nine-month periods anded Septembar 30, 1994 and 1595,

Mina Manthe
?-Ennuhmm Saplemier
L1 F] 193 T 150 1995
Volumas (par
Matural G.u TMM:H
United Statas{1) ... 534 645 B4 609 534
T N N i) a0 ;| T T 75
TR - o il vadhms s o hm e e s - 2 83 53 110
L1 T 4 | A4 ] Td9 T43 719
e — f — | — —
mmmcnmuwnm
United States . B3 &8 T.5 B.1
| R S SR 22 22 20 1.9 2.4
Trinkdad = B | 2.5 28 4.8
Ly R e e T - - A = 23
Total . . 8.5 a9 12.8 12 18.8
) L — T r— e
M-mulﬂnquwu{MEnl}
United Siates . - | 2 A 2 1.2
Canada ........ A ] A ] A
TORRY bt e o i e ) ] o 7 15
" F _—F = L —-1] I —— —r
Hatufalﬂatﬂm:[g}
United State vereensiea. S 161 $197 $171 $1.79 £ 113
L e i g N B S 1.18 1.34 142 1.54 JB5
Trinsdad . - A9 A3 .83 a7
ﬂnmpmltﬂal . 1.58 1.82 1.82 1.69 1.23
mm:mmmﬂm
Unitad States . cessseeaa. 1829 $1898 $16.08 $1554 $17.20
R R e 1880 1483 1405 1372 1831
Trinidad . - 1438 1560 1520 18.18
imdia. . p = - 15.70 = 1682
ﬂﬂwl srrrnssasssaaeees ITE0 1837 1582 1524 1877
Hunnlﬂnl.lqm:i'ﬂﬂj
United S sasescsannnaaas $11.568 $13.85 $1245 $1250 $11.78
I'Bd-l ............................. 10.05 8.44 8.45 7.B6 9.69
COmPOBItE . ....ovvvniniiriiainsiann 1088 11.12 8.80 843 1127
Lease ‘and Well Expenses ($/Mcie)
nited States ... .. $ 20 % 98 § a9 5 19 $ 20
L g TP e 50 Al . A5 A5
TN . o0 s st M s o B L = 1.48 AT A5 4
mh-11lIIllll----||rrr'||l||.|.-------||| . - 13 ol 1.53

1 Imhmzﬂmmw in 1952, 81 MMl par da mmmuuuﬂm in 1994 and

M p-uign‘,:- Eupmwblr:!ﬂ. and 1995 delivared under larms of a
mmmmmmmmmunmnmh-ui 19592, as amended.

{2} Includes an a equivalent wellhead valus of §1 TDpﬂerhlﬁE. $1.57 por Mct in 1983,
$1.27 per Mef in mmsia&mmmﬂummm periods andad
Ehptambmﬂ-ﬂ.ﬂﬂmuimﬁupmﬂﬂlr the volumes described In note (1), net of
transportation costs.
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Other Natural Gas Marketing Volumas and Prices

The following table sels forth cartain information régarding the Company's volumas of natural
gas deliversd undar other marketing and volumetric production payment arrangementis, and rasull-
ing average per unit gross revenue and per unit amoriization of deferred revenues along with
associaled costs during sach of the three years in the period ended December 31, 1994 ard the
nine-month pariods ended Seplember 30, 1994 and 1995.

Hina Moriha
Ended

Year Ended December 31, Septembar M,

Tveez | 19ed 1eed T 1985
Volumes (MMcl per dayi1) .. .................. 255 283 24 327 266
Average Gross Revenus (S/Mci2).............. § 262 %257 $238 $241 § 187
Associated Costs (SMETNIHA) . ..o vvnnvrrennns 1.99 2.2 2.08 213 1.48
Marghn BBMED . .. ......chi i iaas $§063 $025 §$032 $028 §038

(1) Includas 28 MMl pwdwhim B1 MMct per day in 1993 and 48 MMgi per day in 1984 and
In the ning-month periods anded bar 30, 1 and 1985 dellverad under the terms of
wlmu’t production paymant axchangs agreamants affectve October 1, 1992, as

(2} Inuiudauur nit deferred revenus amortizetion for the volumes detailad in note (1) at an
39_51 p-rMcflnim,lﬂ'ﬁnpuhl:llnimﬂ.uwlﬂnilniﬂm £2.48
plfhﬂniardﬂ.ﬂpnl.ldhhmm September 30, 1994 and 1995,
raspactively.
() Inchsdes an average value of $2.37 par Mel in 1992, §2.20 per Mef In 1993, $1.92 par Mcl in
WMMdIin-urM:im 1.50 par Mcl in the nine-month pariods ended Septembar 30,
and 1995, respectively,

1654 1 equivalent wellhead valus
h.mmﬁmmum“d-:np% fuhvﬂmmmr:;ﬁl
{4) Including transportation and exchange differentials.
Ol and Gas Exploration and Production Properties and Resarves

The following tables set forth the Company's nel proved and proved developed reserves at
Dacembar 31, 1993 and 1994, and the changes in the net proved réserves for the year 1904 as
astimated by the Company's enginearing stall. The additional disclosures that include volumas
attributabla 1o & volumaetre production paymant set forth in the following tables are presented &S
additional information and are not intended to represent required disclosure pursuant o SFAS

Mo, B9 — “Disclosures about Oil and Gas Producing Activities.”
Uniied Sinies  Coneds Trskded Indls  Totl

Matural Gas (Bcf)
Het proved reserves at December 31, 1983 1.313.2 27.0 100.5 = 1.684.T
Additional disckosunme: '
.. Volumes attributable to volumetric

production payment .. ............ B8BTS = = - B7.5
Fh‘rl rasarves at December ?:L o
including volurmes attributa

production payment. . . ...... 14007 271.0 1005 - 17722
Hal proved resarves al December 31, 1m 1,313.2 270 1005 = 16847
Revisicns of pl'm lﬂl‘lﬂtﬂ . {171} 65 150 - (8.8)
Purchases in place. . i 18.8 8.2 - 283 573
additions . md o 2338 ﬂi 1138 - ﬂfgg}

Sales In punl ..................... 223 - (1 - = ;
Producon. ....coosensssrsassanaas éﬂt. _&g (23.2) - (261.5)
Mot proved reserves al December 31, 1994 1,307.4 20668 2062 293 18395
fConiinued on nexd page)
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Additional disclosures:
Valumes attributable 1o volumairic

production paymamt ... ... ... ..... 0.9 = = = _?[l_ﬂ
Met proved réserves al December 31,
1994, including volumas atir'butabls to
volumetric production payment, .. . .. ! 1,378.3 2066 2062 3 19104
Ligquids (MBBIK1)

Met provad reserves at December 31, 1943 13,172 EAT1  2MB - 20.881
Revisions of previgus estimates ., .. .. 2179 {177} 455 - 2457
Purchases inplace. ... ... ........_. 358 - -  TBIT TO75
Extensions, discoveries and athar
& Boditi e b AT A 8 B2 e 5332 2.848 2687 = 10,887
Salesinplace..................... (257) - - - (257
Praelialion, .o o0y o (2.897)  (805) _(831) _ (32) (4.B65)

Net proved reserves al December 31, 1994 17,787 T.27 4429 7,585 37,038

Undied Blaten  Cansds  Trinided  India _Toml
Mat proved developed reserves at

MWatural Gas (Bef)

December 31, 1880 . ............... 1.079.8 250.6 T4 = 14018
Decomber 31, 1994 . ............... 1,128.2 2883 20B.2 = 16227

Ligueids (MBEIN1)

Dacamber 31, 1883 _ ... ..., ....... 11,1685 5409 1501 = 18,165
December 31, 1894 . ... ........... 168,770 7073 4429 7585 35857

United Staies Cansda Trinkded indis Toiml

Net proved developed resarves, ingl
amounis attributable to volumetric

paymant at
MNatural Gas (Bef) ;
December 31, 1983 ................ 1,167.3 260.8 T4 - 1,4893
December 31, 1984 .. ... ... ........ 1.198.1 2883 20692 - 1,898
Liquids (MBDIN1)
Decomber 31, 1993 .. .............. 11,165 5408 1,591 = 18,165
Dacomber 31, 1894 ................ 16,770 " 7.073 4,429 7585 35857

{1} Includes cruda oil, condensate and natural gas liquids.

Emmmammmmmnmm. 1883 and 1954 ware
based on studies performed by the Company's engineering statf for reserves in the United States,
Canada, Trinidad and India. Opinions by DeGolyer and MacNaughton, independant patroleurn
consultants, for the years ended Decembar 31, 1993 and 1594 covering producing areas containing
65% and 59%, respectively, of proved reserves of tha Company on a nel-aquivalent-cublc-fest-ol-
gas basis, indicate thal the estimates of proved reserves prapared by the Company's anginearing
staff for the proparties reviewed by DeGolyer and Machaughton, whan compared In total on a nel-
squivalent-cubie-feet-of-gas basis, do not differ matecially from the estimates prepared by DeGohyer
and MacMNaughion. Such estmates by DeGolyer and MacNaughton In the aggregate varked by not
maord ihan 5% from these prepared by the Company’s engineering staff, Al reports by DeGolyer and
MacNaughton were developed utilizing geological and engineering data provided by the Company.

There are numerous uncerainties inharent in estimating quantiies of proved reserves and In
progecting future rates of production and timing of development expenditures, including many
factors beyond the control of the producer. The reserve data sel forth héraln represent only
estimatas. Resarve angineering is a subjective procass of astimating underground accumulations of
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natural gas and liquids, including crude oll, condensate and natural yas liquids, thal cannol ba
maasured in an axacl mannar. The accuracy ol any resarve astimate is & function of the amount and
quality of available data and of engineering and geological interpretation and judgment. As & result,
estimates of different enginears normally vary. In addition, reaults of drilling, testing and production
subsaquant 10 the data of an estimate may justify revision of such estimate. Accordingly, resarve
estimates are often different from the quantiies ulimately recovered. The meaningfulnass ol such
astimates is highly dependent upon the accuracy of the assumptions upon which they were based.
In general, the volume of production from oll and gas properties owned by the Company
declines as reserves and dopleted. Excopt to the sxtent the Company acquires additional propartias
containing proved rasenies or conducts successful exploration and developmant activitias, or both,
the proved reserves of the Company will decline as reserves are produced. Volumes generated irom
futura activites of the Company are therafore highly dependent upon the level of success in
mmm fircfing additional reserves and the costs incurred In doing 30,
A

! Tha following tables summarize the Company's developed and undeveloped acreage at
December 31, 1984 and September 30, 1895. Excluded is acreage in which the Company's intarast
Is limited to owned royalty, overriding royalty and other similar interests.

Dwwslopad Unduvsloped Totsl
o el . Cwows Hat _ Groes Mt
At Decombar 31, 1954:

. United States. ... .. 878 427 837870 1852858 1,705718 2831083 2243588
Canada ,......... 501580 307508 437 523 353550 £30,512  B61.548
Il . ..oeiiinnns 60,000 18,000 602 207 180,882 Baz.2or 198,682
Trinkdad .......... 4,200 3,900 74,851 7,108 79.051 75008
Othaer International - - 13,913,600 11,758,800 13,813,800 11,756,800

Total ......... 1 18 957858 16080837 14,087,838 18525453 15035692

At September 30, 1995: ’
United States...... 1,554,024 &81847 233727 1775151 3875751 2436708

Cenada .......... ©550,534 335580 424302 349500 2 863836  6A5062
Indla.....coon000. 80,000 18,000 602207 180882  B62207 198,662
Trinkdad .......... °~ 4,200 3.990 74,851 Ti, 108 78,081 TH.098
Other Intarnational - = 13422400 11,773,100 13422400 11,773,100
Total ......... 2177758 1,019,196 16,845,487 14,149,524 19,023,245 15.168.720
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Drilling and Acquisition Activities
During the years ended December 31, 1992, 1553 and 1994 and the nine months andad
September 30, 1995 the Company spent approximately $396, $430, 5494 and $401 million, FRSpac-
fivaly, for gxploratory and development drilling and acquisition of leases and producing proparties.
The Company driled, participated in the drilling of or acquired wells s set out in the tabla balow for
tha Pparicds indicated:

oo e
Year Ended December 31 Septembar 30,
[ 1983 1894 Ty

Bqulupmum Wells Complatad

Domestic
MRS g 484 39906 352 27000 308 24423 99  7T7E
DY = i momnas s e 19 10.80 45 19.01 a4 28.57 36 A2 06
Dry...oovveenninan, B4 5812 59 4683 41 3215 38 30.80
Tolal. .c...- 567 4B5898 458 34484 383 30595 173 140.84
intarnational
T e R e 2 200 227 19040 250 19030 118 10786
s s b S 13 11.70 4 3.50 11 510 13 B2
SRS 5 _405 11 760 13 1150 11 838
[, [P 20 17.75 242 20120 274 206.90 140 12425
Total Devalopment. ... .. 587 48373 698 54604 657 51285 313 26489
Exploratory Walls Complatad
Dormaslic
B T s 11 8.7z 14 10.03 13 880 4 252
Tl o i e 1 A0 3 250 3 257 3 263
1 R 16 1342 32 2208 2 1817 B 447
Tkl e ovanvanaans 28 22 .54 43 34,61 X9 S0.54 13 9.62
Intarnational
A e T 5.75 14 11.40 9 T.540 2 1.24
O s 4 368 2 0 1 & 2 2.00
Dry... _4 _285 10 _735 14 125 5 370
Tolal . oo sinds 15 12.29 26 1965 24 209 9 694
Total Exploratory 43 3483 75 5426 B3 5144 22 1656
Total............. B30 BIB56 773 60030 720 58429 1335 D81.45
Walls in Progress al end of
period............co..ee. B2 BOTS B2 61.08 45 2879 53 3A72
Total............. 712 67931 @855 66138 765 659308 388 32017
" E_—y — === =T e ———4 E-—— —m
Wells Acquired
Gas................... B4 BITZ9" 44 2644 41 40.90° 271 ar.ar
Gl T el 28 2580° - 1280 60 3899° 5 a3
Total, ..... 669  623.09 44 3824 1 TOE9 ZTA 8830
=t — — —— — [ L ] =E=— p———

* Includes the acquisition of additional interests in cartain wells in which the Company previously
hedd &N interest,

All of the Company's driling activities are conducted on a conltract basis with indepandent
drilling contractors. Tha Company owns no driling squipmant,
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SELECTED CONSOLIDATED FINANCIAL AND OPERATING INFORMATION

The following table sels forth a summary of selected consolidated financial and oparating infarmation lor
the Company for sach of the five years in the period anded Dacamber 31, 1894 and the nine-month periods

Financial information for the nine-month pariods ended Septambar 30, 1994 and 1995 has been darived from
unaudited financial statements, The intarim data reflects all adjustments which, in the opinion af the manags-
maent of the Cormpany, are necessary to present fairly such information for the interim periods. Resyits of the
nina-month pariods are not necessarily indicative of the results expected for a full year or any athar interim

"l'm '-.
Hina Monthe
Yuar Ended Decombar 31 Eﬂ-ﬂﬂ.
180 1801 e 183 1 Tired 10
hﬁuﬂﬁ.whﬁlm -
Statemant of necme Dula:
N oparating revscuse .
Naturel gee. ... ... ......._.. § 300545 § 3B § 3BE0BA § 505 162 § 4o Em3 § MEA% ¢ A pnag
Crude ol sondensnte snd natural :
P Bguids . ..........._.,,, i, 185 62 B 8827 55,04 5338 53833 80,347
Qaing on sales of ressrves and
L . 31,802 BRLE. ] &7 13,318 54004 52,2 2 548
I md s e i p 3525 3188 E.074 __llr! _'_lﬂ 3,842 740
1 A e 403,137 &2 SRR 459,008 81,020 B25am AT 340 ART 2
Ciparating ouphnses -
Lo and well ..., ... .. .. A DA ap.ex 40 404 59, 344 S0 28y Ll TR2 52.008
Exploration .., ..., 35,081 INATO X.2Te kL 0y A1 Enn 984T 31,580
Oy BOME .« .o i 12, 0 14,8048 10,784 18,385 1T18T 10,803 L]
Irnipdirmant of unprowsd ol snd
88 propertes .. ..., ....... 20571 L FRy 1] 18,138 20,487 24, B8 17,384 20453
Dépracistion, depleion mnd
T T 185877 160,585 178,539 245,704 242182 181,845 187875
Ganaral and sdministra®ee ., ... .. 35254 38,118 34,648 48974 B1.410 38050 41,186
Taxes ofher than inoome ... ..... 27 984 18,277 20,348 pib ] D284 2200 5604
TOM. ...... cvinmsnssivrns 329481 X204 BEIAT 4A5 A1 48802 344,301 Xl 24
Oparating inooema ..., PR B 73,848 8384 1045608 118 858 1568841 = 1M003g 154,128
OtPr 0Ome (of- M) . ..., 2,153 R215) [2ATE) 8,835 27H - 22 [0.143)
Copay T et of i . WA 200 o 821 B89 8111 mmio
Income bedore income taoes ..., ... .. 4814 L] 7O, B4 122373 153,838 . 128,184 144,175
incoma tax provison (benefti) ... ... (10,854} 234m (17T psTeaE) ST 20,728 A3 444743
MO IRCOMS .o 845488 8 47008 § 97580 1130005 8 17om 5 10543 3 vieTn
ahare of common
Rt tlovs. 208 w3 m s %05 s s
Avarage number of common sharss(y) 151 800 150,800 1 158,008 150845 159,626 158,951
Balance Shas! Daln (sl period snd)
et ol wnd gas proporties ., ......., $1.308,138 $1.330688 SUABRON B SAA04E B 8Ba B §1 BT TER B4 B4N 150
Tolnl assets, .. .... ... crrrrasassee.  LATTGOE  LASSE0E  1.TNL01Z 180008 1,080 BT, | 1885818 2.108.8M
LLonsg-sarm et A
A e e 132838 <48 - 25,000 25,000 16,320
N . 140,442 5 558 15000008} 153,000 168,337 158, B2 247 553
Dwlerrod revens . ..., .. ...... .. - - 300 2 HTEM Ti4, 183 195,100 224,085
Sharsholders’ squity ... _......_.. 810,042 Ba3 185 E2f, 088 933073 1043410 1019712 1,140,295
[Continued on meat pags)
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Yoar Ended Dacember 31, Sepiembar 30,
L LN N 1995
Dparating Data:
'llllﬂ‘—'ﬂ' fDﬁ.ﬂi. and PriCes
Mahared Gas Volsmas (MME! Dot Gag)
Unitsd SiatesdT) 47 488 534 643 B3 ] 534
Cansda 18 25 30 £3 T T b
Trinidag s . - =2 = 83 110
TotakT 255 4f1 BT 09 743 T43 T4
=N === — T——— e ———— e —— —_——
Avarage Natural Gas Prcea (§8cl
Uniled Samles .. .. sk ranna 15 $ 1.0 160 § 147 1R E R 1313
Canads Bt b nh kb 1.47 .32 1.18 134 1.42 1.51 55
L L 5 - . a3 3 g7
COmMDOEtE . . .. cocaiins 1.59 1.37 1.58 L 182 1.68 1.23
Crude'Condaraate Vodumas [MBD par
cay)
Ubniled Shmlwn .. .o oooo o 5.8 LR 63 (2.3 [} TS 21
Carmda . . 24 i3 22 22 2 8 i
Trinidad . = - = A 25 28 48
IO s a e = r ST i — A == - _._E
Total. . . v i B2 ¥ BS a9 128 120 1.1}
Eae———— —— I - __ W = =
Avarags Crude'Conderasia Frices
Uribed States ........, S §2155 51924 182 $g9e SO0 £15.84 $1720
Cansda .. ..., , B E B R 21.61 i7.58 18,80 14,63 Td. 05 1ar2 1831
Ll - P S = - - 1438 15.50 1520 1818
i e i i wa s - - - = 18.70 = 16 B2
Ry 2187 f8.7h 1T.80 1837 16,82 824 1aTr
HNatural Ges Liquids Yolumes (MBE
P dayh
Linited Stabes .. ...._........... - | 3 2 3 2 1.2
Cansda .. ... s - ] 4 A 4 5 3
- Y i A & T A T b 15
M;ml Maturnl Gas Liguids Pricas
Unifiod Siates ... .........., L] 10,79 11848 $1385 - HER £1280 $1.78
Conpca ..........coou00s : - 1248 10L05 B.48 B4 788 859
Composite . . ..... e T 10,58 1154 1088 1,12 0.80 243 127
1 bamnafits. of N 17 milon milion, $85 mallcn and 3 maion in 1981, 15592, 1593 mnd 1004, .
”ﬁ“’mwmﬁﬁmﬁmmw 1'""#‘“-%-'#‘!“&?:!“
al fax craclits and §25 miksn and §7 millon in 1990 and 1 1, mapacivaly, sssociated with tha ol g nal
oparaling ks carngfonree . =

Jmy reguirements partisly offssl By an precominantly Ron-cash
w:'immu_'mum wumnhmmmh from 4% o 5%,
(3} Includes & banalit of £8 million reinted 1o redeced eatimated siate ncoms and cartain frandhise taena, & ponion of
winch B traated &8 notens fax SFAS Mo. 108 - " Ancourting her income Taxes', and g million bareiit from e reduchon ol e

M‘Hﬁ-ﬂmm“nlﬁ.rrmkﬂnnmmﬂmnm
HimmlllzmmliﬂHmmmrMMMﬂmmmhmwﬁu
l!Ih"l'll:r1H4.Hhruﬂmm|M“Mﬂnﬁmlmmsmwuuwu-mum

dividand of one shasws for anch share outstending Shisres wars insusd on Jure 15, 1094 to sharsholdens of record e of ey 31, 1994,
AN share and per share amounis prassried Rersin e rofecied oh @ post-splil basls.

(%1 n August 1992, 1w Company completed (e take of an sddlonal 8.2 millian sharss of Common Siock re in ta mnt
o ol $112 milion uaed i dbi. in 1
pae S S Y S e i, o Y

coumpisted (e sakn of & walumalric piyrarl, nemauling of approximatesy

berm disbl ardd foe odher genadal corporale purpoaes.

Ty Inchecdes 28 MM 12, B Mkl in 1983 and &8 Mbicl In 1884 and in tha ries-monih B onded
1'Eﬂmnlm“m“fmmmﬂﬁmm-wmﬂ'mmﬂuﬂ-l.l NLE T
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MAMAGEMENT"S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Tha follpwing review of operalions lor aach of the thrae years in the period endad Decambar 31,
1994 and for the ning-month periods ended Septomber 30, 1994 and 1885 should be read in
conjunclion with the consolidated financlal statemants of the Company and noles 1heralo and other
financial data incorporated by refarance herein. See “Incorporation of Certain Documents by
Refarance.”

Results of Operations

Net Oparating Revenuas
Wallhaad volume and price sialistics for the specified paricds wera as fallows:
o Hing Montha
Erdded
’ Toar Endad December 1, _ Sepleembar 30,
1992 1983 1M 158 1
Natural Gas Volumes IMH-!'.'I pur dlﬂ
Hmrmmmum 564 To7 886 880 609
Trinidad . - 2 63 8 110
T-uml ' 564 709 T48 _Tﬂ _7_1?
Average Natwral Gas Prices !la"l'ilnﬂ
Morth Americai2). . . ceesee 9 158 5 182 5§ 168 S 176 5128
B - Ba 83 23 a7
Composlte ..........ccc000uaa 1.58 1.82 1.82 1.60 123
Crude/Condensate Volumes (MBbl per day)
Morth Amarsca. . ......0cocusevaaas 8.5 8.8 10.0 9.4 115
111 ot A e e - A 25 28 4.8
i, .. = = A = 2.3
Tatal . . . a5 2.9 128 12.0 _TE_E
Anmmm«-ﬂuﬂmlmm
Horth Amarica . 1790 § 1639 % 1565 £1525 H17.01
TR oo aa i i aiain e w26 Wi aihe - 14,36 1550 1520 1616
T P - = 15.70 - 1682
Composhe . ........ccocciianns 17.90 16.37 1562 1524 1677
1) Includes 28 Mbict da hﬂﬂ'i" B1 MR In 1993 and 48 MMcf per day in 1994 and
“inﬂunlm-mrl-lw . w%wimMMMmmnl
volumetric mmﬂ'ﬂm exchange agreements effective October 1, 1852, as
amanded. ’
2) Includas aquivalant wallhead valus of §1.70 per Mcf in 1992, $1.57 per Mcf in 1393,
limwmﬂﬂandﬂﬂ!parmwﬂﬁmrHﬁhﬂum anded

Saptember 30, 1994 and 1995, respactively, for the volumes detsilad in note (1), net of

transportation coats.

Mine months 1895 compared fo nine months 1984. During the first nine months of 1995, net
operating revenues increased $18 million o $492 million as compared to the same period in 1994.

Average-wallhead natural gas prices for the first nine months of 1985 were down approximalaty
27% from the same perod in 1994 reducing net operating revenues by approximately $90 million. In
addition, a decrease of 3% in wallhead natural gas volumes from the first nine months of 1994
reducad nal operating revenues by approximataely $11 million. mm voluntarily curtailed its
United States wollhead natural gas deliversd volumes by an average of approximately 140 MMc! per
day during the first nina months of 1985 compared to approximately 110 MMc! per day during the
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sama period in 1994 dus 1o significantly lower United States whiinead natural gas prices. In addition,
the impact of the sales ol ol and gas reserves and related assels (nel of purchasas of similar
Bssets) resulted in a reduction of approximately 40 MMc! per day in délivared volumes for tha first
nine months of 1995 as compared to the first nine moniths of 1994, The Company refocused its 1985
drilling activity away from natural gas deliverability and toward natural Qas razarve enhancamant
&nd cruge oil exploitation in the United Stales in responss to the significant dectine in United States
halural gas prices in recent pariods. Wellhead crude oil and condensate average prices increased
10% adding approximataly $8 million to net oparating revenues compared 10 the first nine moniths ol
1994, Crude odl and condensale welihead volumas increased 55% adding approximately $27 million
o net operating revenues comparad to the same period a year ago primarity reflacting naw
production on stream offshore India, and higher volumes offshore Trinidad and in Morth Amarica,

Other marketing activities associated with sales and purchases of nalural gas, natural gas price
Swap traesactions, other commadity price hedging of natural gas and crude ofl and condansate
Prices utilizing NYMEX-related commaodity markat transactions, and volumatric production payrmant
related margins added approximately $81 million to net cperating revenues during the first nine
months of 1895, an increase of approximately $67 milkon from the same period in 1994, This
increase primarity resulted from a gain of $51 milion on natural gas commodity price hadging
activities utilizing NYMEX-related commadity markel transactions in the first nine months of 1995
compared to a $2 miflion loss during the same pariod in 1994 and increased marging associated with
other natural gas marketing activities. The fvarage associated costs of natural gas marketing, price
Swap and volumetric production payment transactions, including, where appropeiate, Bvarage wall-

MMMMamnlmwmmm.mmmmum
mmmwmm.munwuum ncrease partially offsat by the
réduction in other natural gas marketing volumes Increasad net operating revenues by approxi-
mately $3 milllon compared to tha first nine months of 1994. The Company realized an $11 milkion

I}aﬂ:wﬂhmmmcmmuummymWimwwhmmmlnllhlm-
The Cempany had no open trading positions at Septernber 30, 1995. Sea "Trading Transactions,"

In March 1295, the Company exchanged existing fuel supply and purchase contracts and
related price swap agresments assoclated with a Texas Chty eogenaration plant for certain natural
gas price swap agreements of equivalent value issued by an Enron Corp. affilated COMpany. As a
rasult of thase transactions, the Company realized & $8.4 million increase In net oparating revenuaes
in the first nine months of 1995 over the amount realized fresm the exchanged fuel supply and

purchasa contracts in the same period of 1994. See “Relationship Batween the Company and Enron

Gains on sales of reserves and related assets during the first nine months of 1985 increased
I-Wrnllllmt:rﬂ.‘.!nﬂunwﬂmwﬂhhmwﬁﬂh1mmmmm:
to the Company's continuing afforts in optimizing the use of 13 assets.

1994 compared to 1983, During 1894, net operating revenues increased to $526 millian, up
545 million as comparad 1o 1983,

Averaga wellhead natural gas volumas increased approximatety 6% compared 1o 1993 primarity
reflecting the effects of development activities nﬂmmrm:lmm:mpuwymw
voluntary curtaliments of production in the United States in 1994, Tha volume reductions in the
United E’I‘lﬁl!lllmmllﬂWWM!M:MMMHMHMMMW gas

increase in wellhead natural gas volumes added 528 milion to net operating revenues. Avarnge
wallhaad Wﬂgnpﬁmswqdmnﬂnnlmwrmimmmnum revenuas by
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approximately $83 million. This 16% reduction in average wellhead natural Pas prices reflacts the
overall dechne in the United States natural gas markets during the last hall of 1994 and increassd
volumes offshore Trinidad sold under a long-term contract at & price considerably below Morth
Amarica 3pol market prices. A 42% increase in wellhead crude ol and condensate volumes oVar
1993 added $22 million to net operating revenues primarily reflecting developmant activitias oMshara
Trinldad and increased production in the United Siates. A 5% decrease In walhead crude ail and
condansate average prices decreasad nel operating revenues by approximately £3 milon.

Crther marketing activitles associated with sales and purchases of natural gas, natural gas and
crude oil price swap transactions, other commodity price hedging of natural gas and crude oil pricas
utilizing NYMEX-related commodity market transactions, and margins relating o the wvolumatric
production payment added 550 million to nel operating revenues during 19984, This increase of $41
millicn from the same perdod in 1993 primarily results from a gain of $11 milion on natural gas
commiddity price hedging activities utilizing NYMEX-related commodity market transactions in 1934
versus an $18 million loss during 1993 and increased margins associated with other natural gas
marketing activies. The average associated costs of natural gas marketing, price swap and
volumetric production payment transactions, including, whers appropriate, average wellhead valua,
iransportation costs and exchange defferentials, decreased $.26 per Mcf. The BVETage price
roceived for these transactions decrsased $.19 per Mcf, Felated other natural gas marketing
volumes Increased 10%.

Gains on sales of salected oll and gas resarves and related assets were 354 milllon in 1994 as
compared to $13 million In 1983. Whila the quantity of equivalent reserves sold in 1994 was &
less than 1893, higher average proceeds received per equivalent unit in 1994 ss compared to 1993
mmmyWWMHhummrmnmﬁm.mmmH:nﬂmurmwmﬂgm
assels in optimizing profitability. cash flow and return on investments, the Company expects to
continue the sale of similar proparties from time o tme. i

1983 compaved fo 1982, During 1993, net operating revenuss Increased to $581 million, up
$122 million &s compared 1o 1992,

Average welthsad natural gas volumes increased approximately 28% compared to 1982 primar-
lly reflecting the sfects of axploration and development activities relating to Bght gas sand forma-
tions. Wellhead natural gas deliversd volumes were curtalled less during portions of 1993 than for
the comparable periods '~ 1992 due 1o the significant increases realized in welhead natural gas
prices in 1993. Avarage  “aad natural gas prices were up approximately 22% In 1593 over those
received in 1892, addinyg  _p-oximately $87 millon to net operating revenuss. Increases in wailhaad
natural gas volumes in 1933 added $83 milllon o net operating revenues compared o 1892,
Average welhead crude ofl and condensate prices in 1593 were down 9% compared to 1992,
reducing net operating revenues by $5 million. Increases in wellhead crude off and condensate
volumes in 1983 added approximately $2 millon to net operating revenues comparad to 1992,

Other marketing activites associated with sales and purchases of natural gas, natural gas price
SWAp lransactions, other commaodity price hedging of natural gas and crude oll and condensate
phuﬂwmmﬂfmmmm.mmﬁmummm
volumatric production payment added $8 millon to nel operating revenues during 1953, This
decrease of $54 milllon from 1992 primarily results from shrinking margins associated with sakes
undar long-term fixed prica contracts and amortization of volumatric production paymant delemed
revanue dye fo increases in markel responsive natural gas prices associated with volumas supply-
ing these disposiions and losses on nalural gas commodity price hedging actvities ubilizing
NYMEX-rolated commodity market fransactions. The average associated cosis of natural gas
marketing, price swap and volumetric production payment transactions, including, where appropri-
ate, average walhead value, transportation costs and exchange differantiale, increased $.33 per
Mol Related other natwral gas marketing volumes increased 15%.
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The impact of the cther marketing activiies, a substantial portion of which serve as hadges of
cemmodity price risks for a portion of wallhead deliveries for the respective pariods, ware mora than
offsel by reductions in ravenues associated with markel responsive prices for welihead delivarias
during those periods

Cperating Expanses

Ning months 1995 compared fo nine months 1994. During the first nine monihs ol 1995,
operating expenses of $338 milion ware $6 million lower than the $344 millign imcurred in tha sama
Péfiod in 1994, Lease and well expenses increased approximately $8 miliion to $53 milion primarity
due 1o expanded intemational operations including the initiation of oparalions in Indla in lafe
December 1994 partially offset by reductions in United States lease and wall axpanses. Exploration
expanses increased 32 million 1o $32 milion due to increasad exploration activities. Impairment of
unproved oil and gas properties for the first nine months of 1995 increased $3 milion from the
comparable pariod @ year ago primarily due to impairments associated with cartain offishore Gulf of
Mexico lpases. Depreciation, depletion and amortization ("DDAA") expense decreassd $24 milion
to $158 milion raflecting a decreasa in the average DDAA rate from $.81 per Mcte in the first nine
months of 1994 1o $.69 per Mcfa in the first nine months of 1995, The DD&A rate decrease s
primarily attributable 1o increased production from international operations with lower average
DDEA rates than incurred for North America operations. General and administrative expenses
increased approximately 33 milion to $41 million due to expanded international activities and overal
higher costs associated with certain employes related expenses. Taxes other than Income wers $4
million highar in tha first nina months of 1895 compared to the same period In 1994 primarily due to a
reduction included in 1924 associated with state franchise taxes and higher production relatad taxes
associated with new production in india in the first nine months of 1895 partially offset by decreasas
In stale severance taxes due to lower laxable North America weallhead volumes and average pricas
in 1995,

The Company reduced its tolal per unit operating costs for lease and wall axpanses, DD&A,
general and administrative expansa, interest expanse, and taxes other than income by 5.06 par
Mcle, avaraging $1.25 per Mcle during the first nine months of 1995 compared 1o $1,31 par Mcle
duﬂn-gﬂlaﬂammﬂudmﬂﬂl.ﬂﬁdiﬂﬁﬂlﬂpimﬂrlﬂmmmrﬂmmlm
averaga DD&A rate as noted above partially offset by Increases in par unit lease and well, ganaral
and administrative expenses, and taxes other than Income.

1994 compared o 1883, During 1994, total operating expenses of $488 milllign ware approod-
mately $1 milion higher than the $485 milion incurred in 1923, Lease and well expanses of $80
million were approximataly $1 million higher than 1993 primarily due to increassd Bxpanses ralabad
'o naw oparations offshore Trinided partially offset by cost reductions In North Amarica. Exploration
sxpenses of $42 million increased $5 million from the previous year primarily dus o an Increased
level df exploration activities. Impairment of unproved o and gas properites increased 54 miliion
from 1993 primarily due 1o Impairmenis assoclaled with certain offshore Guif of Mexico lsases.
DDA&A expanse decreased from $250 milion in 1983 1o 5242 million in 1994 reflacting a 5.09 par
Mcle decreasa in the average DDAA rate to $.80 per Mcle. The rate decreass is primarily dus o
increased production from coffshore Trinidad at an average DDAA rate gignificantty less than tha
North America operations DDAA rate and a $.03 par Mcfe reduction in the North Amarica oparations
DD&A rate. General and administrative expanses increasad $8 million to £51 million primarily due to
cverall higher costs associated with expanded international and domestic operations. Taxes other
than income decraased approximately $7 million from 1993 primarily dus to lower taxable United
States wellhead volumes and prices and reductions included in 1984 related 1o revisions of certain
prior ysar production taxes. Included In 1994 and 1993 are benefits associated with reductions in
state franchise taxes of $4 millon and $3 million, respectively. The Company continues to banafit
from certain state severance lax exemptions allowed on high cost natural gas volumes,
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Total per unit operating costs for lease and well expanse, DDAA, genaral and adminisirativa
expansa, intarest expansa, and taxas other than income decreasad §.14 per Mcfe, averaging $1.29
per Mcfe during 1984 compared o $1.43 par Mcfa for 1mmmmmmmw
unit raductions in DDAA and taxes other than income as discussad above,

1933 compared to 1992. During 1993, total operating expanses of $465 million wara $112 mil.
llon higher than the $353 million Incurred in 1992, Lease and wall fxpanses increased approximately
$10 million primarily dua to axpanded domestic and international oparations, Exploration AXpaNSEY
increased approximalely $4 mélion primarily due 1o Increased exploration activities in Morih
America. An unsuccessful Gull of Mexico well added nearly $4 million to dry hole expenses and a
related 3 million to lease impairments in 1993, Dry hola axpenses also reflect the impact of
increased drilling activity outside North America. DD&A expense increased $70 millon to $250 mil-
lfon raflacting unmhmmmlnmﬂmhummiﬂw
Mefe in 1992 1o $.80 per Mcle lor 1993. The DDAA rale increase |s primarily due, as sxpected, to
lmmumammthmﬂumm which costs are being more than offsel
by banefits realized in the form of tight gas sand federal income tax credits and certain siste
severanca lax exemptions. General and administrative expenses increased almost $9 million 1o
$45 milllion pﬁmﬁmhﬂuﬂﬂﬂm:i%himmum-mﬁm
wummmmmmmmimmummmm
mmmmmm.rm:mmmimmnmmmwmu
WNMWMmmhlmmwnﬂmwmmm
-wmmmmmummudhwumhwmnmwmm.
Hnﬂﬂunmdtmﬁmnlﬁhhmﬂiuﬁﬂlmmmﬂmmwmmﬂmm
in 1893, :

Total per unit oparating costs for lease and well expense, DDAA, general and administrative
8xpansa, intarest axpense, and taxes other than income increased $.03 per Mcle, averaging $1.43
par Mcle during 1983 compared to $1.40 per Mcle lor 1992 The total increass was associaled with
Duulmhﬂmwﬂml.mpHMHnnhd:bm-hﬂup-ﬂymw:md
§.07 Mcie in all other costs. '

Oiher Income

Other incomae for 1893 includes $4 million in interest income associated with the Investmant of
funds tempoerarily surplus to the Company and $4 million assoclated with settements related 1o the
termiration of certain long-term natural gas contracts. .

interest Expenss -
mumwhhﬂnmmmnumnsmmﬂnﬂnumum
uma#hdhﬁﬂﬂhcﬂmpﬂnﬂhiﬂﬂurMMMMMHWﬁpuﬂm

Net interest sxpense in 1994 decreased approximately $1 million to $8 milkon as compared 1o
1803 mmmmrmlmmmmmnmmmnlmuwurh
Company r«mwm-mm-dmwmumdmmmm. Tha
estimated fair valus ol cutstanding interast rate swap agreaments al December 31, 1994 was &
negative $0.5 millon based on temination values obtained from third parties.

Net interest expense decrsased $12 million, or 55%, to $10 million In 1993 as compared 1o 1992
reflecting the repayment of a substantial portion of the Company's long-term debt in 1992 with
procesds from the sale of common stock In August 1992 and the sale of a volumelric production
payment in Seplember 1982. The estimated fair value of outstanding interest rate swap agraements
at December 31, 1993 was a negative $3.3 million based upaon lermination values obtained from third
partias,
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Income Taxas

Incoma tax provision increased $13 million for first nine months of 1995 as compared to tha
same period in 1994 primarily resulting from higher income before income taxes and lower banafits
asscoialed with tight gas sand federal income tax credits utilized in the first nine manihs of 1995 as
Compared to the same perod in 1994 partially offset by a $12 milion benefit associated with tha
Successiul resolution on awdil of fedaral incoma taxes lar eartain peioe yaars,

Inceme tax provision in 1994 includes a benafit of approximately $36 million associated with
ght gas sand federal income tax credit utilization, a benefit of approximately $8 million related to
reduced estimated state income laxes and a portion of certain franchise taxes which is treated as
income tax under SFAS No. 109, and a 55 milion banafit from the reduction of the Company’s
deferred federal income tax Hability resulting from a resvaluation of delerred tax raquiramants,

Inoome tax benafit in 1993 includes a banafil ol approximataly 585 millkon associated with tight
gas sand lederal income tax credit utilization, an approximata 57 millkon pradominantly ona-tima
non-cash charge recorded in the third quarter of 1993 primarily 1o adjust the Company's accumu-
tated deferred federal income tax Kability for the increase in the corporate federal income tax rate
from 34% to 35% and a §12 million benefit from the reduction of the Company's daferrad lederal
income tax labilty resulting from a resvaluation of delerrad tax requiramants.

Capital Resources and Liguidity

Cash Flow

Tmmmmdmwmmmmhhmmm
Septamber 30, 1895 and for sach of the years in the hrea-yaar pariod ended December 31, 1994
included funds generated from operations, the sale of Common Stock, the sale of 8 wolumatric
production payment, procesds from tha sale of salected oil and gas reserves and related assets and
the issuance of debt. Primary cash outflows during these periods Included funds used In oparations,
oxploration and development expenditures, dividends and the repaymant of debi.

Discretionary cash flow, a frequently used measure of parformance for sxploration and produc-
tion companias, s genarally derived by adjusting nal income to eliminate the etfects of depreciation,
deplation and amortization, impairment of unproved ol and gas propartias, delerred taxes, gains on
sales of oil and gas reserves and related assats, certain other miscellaneous non-cash amounts,
axcept for amortization of defarred revenus, and exploration and dry hole expanses, However,
nmmmmmmdmmmmmmmwmmuwmmm
assels in furtherance of its siralegy of fully utilizing its assets in optimizing profitability, cash flow
and return on investments, it believes that net proceads from thissa transections should also ba
considerad as available discretionary cash flow and accordingly is presanting those values for all
pariods mmm.mﬂummnrmlhdmymhthwﬂm?nﬂmmmmm
manths of 1995, a 3% decrease from the $401 milion generated for the same pariod in 1094,
primarity raflacting lower net operaling revenues, higher cash expenses and a decreasa in benafits
associated with wnmnmhmnimmﬂm,mcmymahd:lmmﬁmw
cash flow of approximately $514 million in 1994, $521 million in 1983 and $346 million in 1992, The
mgﬂnmuntlmlﬁﬂmﬂnnummlmmmmmmhmmmhm the
sattlomeant on audit of federal iIncome taxes paid in certain prior years,

Net operating cash flows for the first nine months of 1995 and lor aach of the years in the three-
yoar period ended Decernber 31, 1994 have been revised to reflect proceeds from the sais of a
volumatnic production payment during 1992 and the elimination of the related amorlization of
defarred revenues as net operating cash flows rather than as investing cash flows as previously
raportad. Net operating cash flows of $229 milkion for the first nine months of 1995 decreasad
approximately $72 million as compared 1o the same period in 1994 primarily reflecting the same
factors addressed above with regard to discretionary cash flow and higher working capital require-
mants. Net operating cash flows were approximately $383 milion in 1584, $406 million in 1993, and
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$608 million in 1992, Decreasad 1994 nat operating cash Mﬂmmmmhmﬂ
1983 of a refund on settiement on audit of federal income taxes Paid in certain pricr years.
Decraased 1993 net operating cash Nows were primarily due 10 the recelpt in 1892 of $327 million of
proceads from the sale of a volumetric production payment, increased net oparating revenues and a
decrease 'n provision for current taxes resulting from both increased tight gas sand federal income
tax crecit ubilization and the receipt of a refund on settiement on audit of fedaral incoma taxes paid
' cartain prior years. In accordance with the requirements of SFAS No. 95 - “Statsment of Cash
Flows", net proceeds from the sale of selected odl and Qas resorves and related assels are not
included in the determination of net operating cash flows.

mumwwmnmmmmﬂnm

During the first nine months of 1995, the Company received procesds of $101 million from the
sale of selected oil and gas reserves and related assets compared to $82 milion received in the first
nine manths of 1994, Taxable gains from the first nine months of 1985 sales generated income
taxes of $24 milion leaving. net procesds of $77 million, During 1994, the Company received
pmmadauﬂmmlmhwﬂumdmﬂrﬂmuummmﬂuummm
to $42 million recaived in 1983, Whils the quantity of squivalent reserves sold in 1994 was slightly
less than 1883, higher average procesds received per squivalent unit of reserves sold in 1904 as
compared to 1993 resulted in significantly higher 1984 proceeds. Taxable gaing resulting from tha
1994 umﬂmultulmlundmnﬂm.mrﬁwnﬂmal“mﬂmimbhwn
uWMummmimWWMMMHmmmmu
of miilficn.

Sale of Volumetric Production Payment

lnMiﬁ.hhﬂMymlmmmmﬂmﬂmsrdmm.
||mmﬂmhmwhmﬂmwmmwmhmnmmm
JHMMHMHIEEHUHTEMMWMQHNW
mmmmumm.enmmmmmmwmwmﬁm
wmmﬂmﬂhmmmmmmmmmm,1m
uﬂlmmnnmmnlnﬂymwhﬂmtunbhmmu
lmimw“mmmmm.mmﬂﬂhﬂﬂmmmwﬂm
mm?.tmnmmw.ﬁmmjmmmuhmuﬂHﬂu
original agreament. Dally quantities of hydrocarbons no longer required 1o be deliversd under the
ravisad schedule during the period from October 1, 1993 through June 30, 1996 are avaliable for
sale by the Company. The Company retains responsibility for its working intsrest share of the cost
nrmmm;mmmmmmm.mmm
mumqﬂfuﬂmrﬂuﬂhhmndu“mnﬂuhhbﬂngm-
tized into revenue and Income as natural gas and other hydrocarbons are produced and deliverad o
hwmmﬂlm.ﬂrﬁlﬂ.ﬂhmmmmm
ﬂmumuﬂhhdqmdﬂmﬂnﬂvﬂmﬂﬂmﬂmdmhhﬁnmm
Mammwmmulmhmﬂlh%mm.m
Gmlﬁllpiﬂnhmm.nm.mmummnmmmm
mmmn-w.mhmlumwmmmmmmmplwmn
provided considerable financial fexibllity for the pursult of investment altermnatives.
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Exploration and Development Expendifures

The table below sats out components of actual exploration and development expenditures for
the years ended December 31, 1992, 1993 and 1394, along with those estimated for the yoar 1995
and actual components of exploration and development expanditures for the nine-monih pariods
ended September 30, 1934 and 1995

Mina Manthe
m&
Expenditurs Category M2 W M M T
Capital ™ ;
Drilling and Facilitles . . ................ S260 3 $342  s257  g20s
Leagahold Acquisitions . ..... ... ............. 23 29 82 a2 17
P ing Property Acquisitions .............. 65 8 34 14 114
Capitalized Interest and Other ... . ............ _14 14 _4 w0 8
TotRl. . .icvi e 362 383 442 a3 365
Exploration Expensas. . ... .. ... ............. _ 44 5 58 41 a0
T, ... vsisnnniiaiaaas. $406 8438 5501 3354 405

Expleration and development expenditures for the first nine months of 1995 increased $51
million compared 1o the same period in 1994, and primarily reflect the acquisitions of selscied
propariies to complemant axisting United States producing areas,

Expioration and davelopment expenditures increasad $83 million, or 14%., In 1994 comparad o
1983. The increasa primarily reflacts the acquisitions of salected proparties to complimant existing
Morth America producing areas and the addition ol new imemational activities in India. See
"Business - Exploration and Production™ for additional information detalling the specific geographic
locations of the Company's drilling programs and "~ Outlook™ below for a discussion relatsd to
future exploration and development axpenditure plans.

Exploration and development expenditures in 1983 increased to $438 million, an 8% Incraass,
as compared to the $406 milion expanded in 1992, The Increasa was atiributable to increased
demastic drlling acthvity with reduced emphasis on development drilling axpanditures assoclaled
with light gas sand formations. The Company also implemsnted Its first development program
outside of Nerth America during 1993, installing a jacket, platform and production lacilities and
Inflating natural gas production from the Kiskedee field offshore the southsast coast of Trinidad.

Hedging Transactions

mmmnﬂmnﬂhmmw“tmm.hwﬂym.nm
Oclober 23, 1995, entered into hadging transactions lor approximately 400 BBtu per day (approxi-
mataly 381 MMcf per day) and 529 BBtu per day (approximately 504 MMc! per day) of its North
Amarica natural gas volurmes fﬂﬂl“ﬂhﬂﬂhlﬁ!“"ﬂhm1m.wwﬂy.ﬂ
significant portion of the 1995 and substantially all of the 1998 hedge transactions involve NYMEX-
based commaodity price swap agresments totaling 260 BBtu per day at an average price of $1.98 per
MMBtu and 447 BBu per day at an average price of $2.00 per MMBtu for the last three months of
1995 and the year 1996, respeclively. The remaining hedge transactions of 140 BBty per day and B2
BBt per day for the last three months of 1995 and the year 1998, respactively, iInclude notlional and
physical trangactions thal involve fixed price sales contracts and volumetric production payment and
exchange agresments. included in the 1986 hedge transactions are commaodity price SWED BQroe-
menis lotaling 200 BBtu per day of notional volumes at a weighted average NYMEX-based price of
$1.97 per MMbtu which includa one-tima options exarcisable by the counterparty on or bafore
December 17, 1996 totaling 200 BBtu per day of notional volumes In 1997 and 1988 at the sams
welghled average NYMEX-based price of §1.97 per MMBlu. The Company has also, a3 of
October 18, 1995, hedged approximately 10,100 Bbl per day and 9,600 Bb per day of s Morth
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Amarica crude oll and condansate volumes using commodity price swap agreameants at NYMEX-
based West Texas Intermediate Crude Oil (“WTI") prices averaging $18.77 per Bbl and $18,90 per
BEd for the last three months of 1995 and the year 1996, respectively. Included In the 1995 and 1996
hedga iransactions are commodity price swap agreaments totaling up to 3,000 Bbl per day at WT)
prices ranging betwsen $18.70 and $18.80 per Bbl each of whith includes a one-tims option
gxprcisable by the counterparty at various times up o and including Decembar 31, 1996 and for
various pariods soma of which extend through December 31, 2000 at the same raspactive NYIMEX.
based prices as are applicable in the individual agreements for the 1985 and 1906 pariods. Tha
Company continues to evaluata the potential for entering into and may enter into, additional hadging
transactions ralated to certain of the remaining months in 1895, and in future years. In addition, tha
Company also may close out any portion of thae existing or yet 1o be enlered Mo hedges as
determined appropriate by management of the Company.

b
Trading Transactions

Subsequent to September 30, 1995, the Company sold call options with a notional veluma of 50

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

Financing

The Company's long-term debi-lo-tolal-capital ratio was 19%, 15% and 14% as of
Seplamber 30, 1995 and Decamber 31, 1884 and 19493, respactively. The Company has antered into
an agreament with Enron Corp. pursuant to which the Company may borow funds from Enron
Corp. a1 a representative market rate of interest on a revolving basls. During 1984, there were no
funds borrowed by the Company under this agreement. During the first nine months of 1995, the
“Hmn{uniﬂrmmﬂmwmnrmcmuhHhmmmm:
$2.3million, and the balance st September 30, 1995 was $16.3 milllon. Under a promissory note
affective January 1, 1983 et a fixed interest rate of 7%, the Company may sdvance funds temporarily
surplus to the Company to Enron Corp. for invesiment purposes. Dally outstanding balances of
funds advanced to Enron Corp. under the note averaged $200,000 during the first nine months of
1885 and $68 million during 1994 with no balance cutstanding at December 31, 1004 or Septamber
30, 1895, There was a balance of $7 milllon outstanding at December 31, 1984 under 8 commearcial
paper program initiated in 1990. Proceeds from the commercial paper program were used to fund
mmmwmimwmmmm“nuqﬂ?nﬂmhhwmm;nu
result of $23 milllon of new borrowinga related lo certaln International drilling activities, a $7 million
increase in commercial paper, and the recording of an $8 milllon capital lease obligation. The
astimated fair value of the Company’s long-tarm debt, including current maturities of §2 milllon and
$30 million, at December 31, 1994 and 1983 was 5186 million and $192 million, respectively, based
upon quoted market prices and, whers such prices wers not available, upon interest rates currentty
avallabie o the Company at year end. i & _ ,

Outlook

Uncertainty continues to axist as to the direction of future North America nalural gas price
trands and there is a wide divergenca in the opinions held by soma in the industry. However, recent
history would tend to support, and it seems there is emerging among & larger number of industry
reprasantatives somewhat of a consensus, that natural gas prices will remain balow parity with
crude oil, condensate and natural gas liguids for soma tme. This situation Is being Impacted by
Improvements in the technology used in drilling and compileting ol and gas wells that are tending o
mitigate the impacts of fewer ol and gas wells baing drillad, the deregulation of the natwral gas
market under Federal Energy Regulatory Commission Order 838 and subsequent relaiad orders,
and improvements baing realized in the availability and utilization of natural gas siorage capacity.
Howavar, the continually increasing recognition of natural gas as a more environmantally friandly
source of enargy akong with the availability of significant domastically sourced supplies should result
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in further increases in démand and a supporting/strengthening of the overall natural gas market over
time. Being primarily a natural gas producer, the Company is more significantly impacted by
changes in natural gas prices than by changes in crude odl and condensate prices. Based on tha
partson of the Company’'s anticipated natural gas volumes for which prices heva not, in affect, bean
hedged using NYMEX-relaled commodity market iransactions, long-term marketing contracts and
the sale of a volumatric production paymant, the Company's net income and cash low sensitivity o
changing natural gas Prices is appraximately $4.0 million for each $.10 per Me! change in avarage
walihead natural gas prices. Using various commodity price hedging mechanisms, the Company
has. In effect, locked In prices for an average of about 50% of its anticipated walihead natural gas
volumes and about 30% of iis anticipated welihead crude ol and condansate volumas for the yaar
1885 and about 65% of its anticipated wellhead natural gas volumes and about 40% of iis
anticipated welhead crude oil and condensate volumes for the yoear 1996, The percentage of
volumes hadged may change during the remainder of 1995 and will change in future years,

Other factors representing positive impacts thal are more cerlain continue to hold good
patential for the Company in future perieds. While the driling quasitication period for the tight gas
sand ledaral incoma tax credit axpired on December 31, 1892, the Company has continued in 1395,
and should continue In the future, 1o realize significant benefits associated with production from
walls drillpd during the qualifying pariod as it will be eligible for the federal income Lax eradit throwgh
the year 2002. However, all other factors remaining equal, the annual banafit, which was $38 millian
in 1994 and is estimated 10 ba approximataly $21 million for 1995, is axpected 1o continue to decling
in futura penods as production from the qualifisd wells declines. The drilling qualification pariod for a
cerain state severance lax exemption available on gualifying high-cost natural gas revenues
continuas through August 1596 in its current form and in a modifled and somewhat reduced ferm
from that point through August 2002. Consequently, new qualifying production will be added
prospectively 10 that presently qualified. Other natural gas marketing activities are alsa expactad to
continue to contribute meaningfully to financial results. The Company completed a fairly significant
restructura of its other natural gas markating portfolio during 1992 with the sale of a volumetric
production payment of approximataly 124 Bcfe (136 TB) for $326.8 million that was subssgquantty
revised in 1993 and elimination of most delivery obligations under four long-term fixed price
markating contracts. The procesds from the sals of the volumetric production payment added
substantially to the linancial flexibility of the Company supporting future developmant while the
combingd effect of all elements of the resiructuring on net income has not been, and will not in the
tuture be, significant. These lactors are expecied to contribute significantly to samings, cash flow,
and the abdity of the Company to pursue the continuation of an active exploration, development and
salective acquisition program.

The Company plans to continue 1o focus a substantial portion of its development and certaln
sxploration expanditures in its mar producing areas in Morth America. However, based on the
continuing uncertainty associated with North America natural gas prices and the continuing weak-
ness i that market, and as a result of the recent success realized offshore Trinidad and opportuni-
lins available to the Company in conjunction with the recent signing of agresmants in india, the
Company anticipates expending an increasing portion of its availabla funds in the further develop-
ment of these opportunities. In addition, the Company expects 10 inciude limited but meaninghul
axploratory exposure in other areas outside of North America In its expenditure plans and will
continua to avaluate the polential for Involvemant in other axploitation type opportunities. The
gontinuation of expenditures in olher areas oulside of North America in the near term is axpected 10
be primaniy for the evaluation of conventional oll and gas axploration and exploitation opportunities
in the UK. North Sea and China, respectively, and coalbad methana recovery prospects in Australia
and China. Other prospects in various locations will also attract the axpanditure of soma funds. (See
“Business - Exploration and Production” for additional information detailing the specific geographic
locations of the ralated drilling programs). Tha Company continues to pursue 8 strategy of funding
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axploration, devalopment and acquisition activities primarily from avallable internaily gensrated cash
ficiw,

Tha lavel of exploration and development expanditures will vary in hm_npniudndupmﬁ.n on
anargy market conditions and other related economic factors. Based upon suisting sconomic and
market conditions, the Company bellaves net operating cash fliow and availlable financing aiterna-
tivaes will ba sufficlent to fund its naet investing cash 1equirements for the near term. Howaver, the
Company has significant flexibiity with respect 1o its financing atternatives and adjustmant of iis
axploration and development axpenditura ptans as circumstancas wamrant. While the Company has
certain continuing commitments associated with expenditura plans related o operations in india,
they ara not anticipated to be material when consigered in relation 1o the total financial capacity of
the Company. '

Other

The cafst of environmental compliance has not baen material to the Company.

In March 1985, the Financial Accounting Standards Board issusd SFAS Ng, 121 - -

for the Impairment of Long-Lived Assets lﬂd!ﬂng-LhmdMMthﬁmmm”ﬁh-
“Standard”). The Standard requires, among other things, that long-lived assets ar ertain Identifi-
able Intangibles to ba hald and used by an antity ba reviewed for Impairment wha- -/er events or
muhﬁmlnﬂmmltﬂuunyqumulmnmmlrmtmm-:mm.m
mﬂmyhnwwwmsmmwmmwmm1mmﬂm
Company has nmi'ﬂtﬂhmumufh-ﬂmaﬁwﬂmﬂhw.mmmw
date indicates that application of the Standard to its current portfollo of assets could result in
impairmant charges ranging from $5 million to $80 million bafore federal income taxes (53 milion o
$38 million after fedaral income taxes). However, such impairment charges would be non-cash,
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MANAGEMENT

The current directons and executive olfficers of the Company and thalr names and Bges ara as
follows:
Nama e Coattes
Forrest E. Hoglumd ., .. ..., ... 62 Chairman of the Board, Prasident and
Chiel Executiva Officer; Director

Fred © Ackman . ............... G4 Dwractor

Richard 0. Kinder............... 51 Director

Konngth L. LAY .. .. .ccennvnnnn, 53 Diractor

Edward Randall. . ...._........ B8 Director

Joa Michael McKinnay . . _ ... ..... 55 President-international Oparations

Mafk G.Papa.................. 48 President-North American Operations
Walter C. Wilson................ 53 Senior Vico President and Chisf Financial
BenB. Boyd................... 54 Vice President and Controllar

Dannis M. UIBK ... .ooouviennnnn. 41 Vice President and General Counsal

Forrest E. Hoglund joined the Company as Chairman of the Board, Chiel Exscutive Officar and
Director in September 1887, Since May 1980, ha has also served as President of the Company,
Mr. Hoglund was & director of USX Corporation from February 19868 until Sapterber 1987. Ha joinad
Texas Oil & Gas Corp, ("TXD") in 1977 as president, was namad Chial Operating Officer in 1979,
Chisf Executive Officer in 1982, and served TXO in those capacities until September 1987,
Mr. Hoglund is also an advisory director of Texas Commerce Bank Mational Asscciation,

Fred C. Ackman Is the former Chairman, President and Chisl Executive Officer of The Superior
Ol Company. For over five years Mr, Ackman has besn a consultant to the oll and gas industry and
has interasts in ranching and Invesimants.

Richard D. ﬁMrmmmmmmammmEmm.mmr
1990. From Decembar 1988 untll Octobar 1990, he served Enron Corp. as Vice Chairman of the
Board. For over five years prior o his edection as Vice Chairman, Mr. Kinder served In various
management and lagal positions with Enron Corp. and is affiliates. Mr. Kinder is also a director of
Enron Corp.. Enron Global Powsr & Pipslines LL.C., EOTT Energy Corp. (the general partner of
EOTT Energy Partners, L.P.), Enron Liguids Pipaline Company (the genaeral partner of Enron Liguids
Pipeline, LP.). Sonat Offshore Drilling Inc. and Baker Hughes Incorporated.

Kennath L. Lay has bean Chalrman of the Board and Chisl Executive Officer of Enron Corp. lor
over five years. From February 1089 until October 1990, he also sarved as President of Enron Corp.
Mr. Lay is also a director of EN Lilly and Company, Compaq Computer Corporation, Trust Company
of the West. EOTT Energy Corp. (the general pariner ol EOTT Energy Partners, L.P.), and Enron
Corp.

Edward Randall, [l is principally involved in investments. Mr. Randall is also a director of KN
Energy, Inc. and PaineWabber Group Inc.

Jo# Michasl McKinney has been President-International Operations since February 1984 with
responsibdities for all exploration, drilling, production and engineering activities lor the Company's
intérnational ventures outside North Amarica. Mr. McKinney joined Enron Ol & Gas International,
Inc.. 8 wholly-owned subsidiary of the Company, in December 1991 as Senior Vics President of
Qperations and was elected President and Chief Operating Officer of Enron Ol & Gas Intarnational,
Inc. in April 1993, a capacity in which he continues to serve. Prior to joining the Company,
Mr. McKinney hald operations management positions with Union Texas Patroleum Company, The
Supericr Ol Company and Exxon Company, USA,
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Mark G. Papa has baan President-Morth American QOperations since February 1994, From May
1886 through January 1994, Mr. Papa served as Senior Vice President-Oparations. Mr, Papa joined
Belco Petroleum Corporation, a predecessor of the Company, In 1981 as Division Producton
Coordinator and served as Senior Vice Prasident-Driling and Production, BaelNorth Patralaum
Corporation from May 1984 until May 1985,

Waiter C. Wilson has been Senior Vice President and Chial Financial Officer since May 1981,
Mr. Wilson joined the Company in November 1987 as Vice President and Controller and was namead
Senior Vice President-Finance in October 1988. Prior to joining the Company Mr. Wilson heid
financial management positions with Exxon Company, USA lor 16 years and The Superior il
Company for four years,

Ben B. Boyd has been Vice President and Controller since March 1991, Mr. Boyd joined the
Company imMarch 1989 as Director of Accounting and was named Controlier in May 1980, Prior 1o
foining the Company, Mr. Boyd held financial management positions with DeNavo Oi & Gas, Inc.,
Scurlock Oil Company and Coopers & Lybrand.

Dennés M. Ulak has been Vice President and General Counsel since March 1982, Mr, Ulak
jvined the Company in March 1987 as Senlor Counsel and was named Assistant General Counsal in
August 1990, Prior to joining the Company, Mr. Ulak held varicus lagal positions with Enron Corp,
and Northern Natural Gas Company,

THE SELLING STOCKHOLDER

Bariore Hiock -n-.-!' Bhares to Al Sook Hllﬂ
Balling Slockhoider Bhares Porcentage  be Sold(f) ~  Bheres Parcentage
Enron Corp, 128,000,000 B0 ZT.000.000 101,000,000 B35

mumnlmmmwmmhhammwmum
m”ﬂhﬂ%ﬁ%ﬁﬂﬂtﬂﬂﬂud Shock In the Stock

own Bl shares of Common Stock 8% of tha

S S S s G o
{2} Concurranily with the Siock Offer Enron Corp. s offering Notes, which st maturity ma
'h" . for no more than 10,000,000 shares of Common Stock rrmlm*liﬂ.maﬂmﬁ
tha over opticn 1o the Linderwriters in the Exchangeabia Notes Offering b b Bl v
by Enron Corp., sublect 1o adjustment under certain croumsisnces and to Enron 'S Option ko pay an
amount in cash in Bau of such mandatory & Following cofsumm of the Motas

The ragistration related to the Stock Offerings and the Common Stock deliverable upon
axchange of the Exchangeable Notes is being provided pursuant to the terms of a Stock Rastriction
and Registration Agreement with Enron Corp., under which the Company has agreed that ugan the
request of Enron Corp. [or certain assignees), the Company will register under the Securities Acl
and applicabla state securities laws the sale of Common Stock owned by Enron Corp. The
Company's obligation is subject to caertain limitations ralating to & minimum amount of Comman
Stock required for registration, the timing of registration and other similar matters. The Company Is
cbiigated to pay all axpanses incidental 1o such rogistration, axcluding underwriters” discounts and
commissions and certain legal feas and axpansas,
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RELATIONSHIP BETWEEN THE COMPANY AND ENRON CORP,
Dwnership of Common Stock

Through its abiity to elect all of the directors of the Company, Enron Corp. has the ability 1o
control all matters relating e the management of the Company, including any determination with
réspect to acquisition o disposition of Company assets. future issuance of Comman Stack or othes
sacuritias of tha Company and any dividends payabia on the Common Stock, Enron Corp. also has
the ability to control the Company’s exploration, development, ascquisition and operating expendi-
ture plans. There is No agreemant batween Endon Corp. and the Company that would pravent Enron
Corp. from acquiring additional shares of Common Stock of the Company.

Tha sale by Enron Corp. ulﬂuuhmnnlcﬂmmunatudmlﬂucmnpuwnﬂl cause Enrgn
mm.':mwmplmumlnmcmmnymunmmmmmummmmc:mpmymu
cease ii'ba included in the consolidated federal income tax return filed by Enron Corp. and {ji) the
Tax Allacation Agreement batween the Company and Enron Corp. described below will cease 1o be
affective from the time at which deconsolidation occurs for future periods, but will remain in effect
with regard to periods prior 1o deconsolidation. The Company has entered into & supplemental
agraement with Enron Corp. clarifying future potential adjustments associatad with the final satile-
ment on audit of taxes for periods prior to the deconsolidation for issues not addressed in the
original agreamant. Tha Company does not balleve that the cessation of consolidated tax reporting
with Enron Corp. and effectiveness of the Tax Allccation Agreemant concurrent with deconsolida-
tion will have a material adverse effect on its financial condition or results of oparations.

Contractual Armangemants

The Company entered into a Services Agreement (Iha ~Sarvicas Agresmant”) with Enron Corp.
effective January 1994, pursuant io which Enron Corp. provides varous services, such as mainte-
wﬂmwmmmmmﬂmmﬁwmmm:.
lsase of office space and the provision of purchasing and operating services and certain cther
corporate staff and support services. Such services historically hava bean supplied 1o the Company
by Enron Corp., and the Services Agreement provides for the further delivery of such sarvices
substantially identical in nature and quality to those services previously provided. Tha Company has
agreed to a fixed rate for the rantal of oMice space and to relmburse Enron Corp. for all other direct
costs Incurrad in rendering services to the Company under the coniract and to pay Enron Corp. for
allocated indirect costs incurred in rendering such services up 1o & maximum of $6.7 milllon for
1w.mmmnmqummmmmmmm
Company's allocation bases with any increase not 1o sxcesd 7.5% par yaar. Approximately £6.8 mil-
Fon was paid under the Services Agresmant by the Company to Enron Corp. in 1984, The Services
Agreament is for &n initial term of five years through Decembar 1998 and will continue thereatter
untll tarminated by either party.

In March 1995, in a saries of transactions with Enfon Corp. and an affiliale of Enron Corp., the
Company axchanged all of its fuel supply and purchase contracts and related price SwWap agreae-
mants associated with a Texas City cogensration plant (the *'Cogen Contracts”) for certain natural
gas price swap agreements the “Swap Agresmenis”) of aquivalent value. As a result of the
transactions, the Company has been relieved of all performance obligations associated with the
mﬂmm.mmwﬂlmﬂnmlmummmmmmh
payments of approximataly 581 million during the period extending through December 31, 1999
under the lerms of the Swap Agreaments. The estimated fair value of the Swap Agresments was
approximately $81 million at the date the Swap Agresments were recelved. Tha net of this series of
lrlnnﬂliammrmﬂMImnmhndmnthuﬂmmhhMlm
during 1995 and 1596 of approximately $13 million and $7 million, respactively, with offsating
decraases in 1998 and 1989 versus thal anticipated under the Cogen Contracts.
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The Company has been included in the consclidated federal income tax retum filsd by Enron
Corp. as the common parent for itsell and its subsidiaries and affiliated companies, excluding any
foreign subsidianes. Consistent tharewith and pursuant fo a Tax Allocation Agreement betwesn the
Company, tha Company's subsidiares and Enron Corp.. either Enron Corp. has paid o ihe
Company and each subsidiary an amount equal 1o the tax benefit realized in the Enron Conp,
consolidited ledaval nmcome fax retwrn resulling frora the utifzalion of the Company™s or fhe
subsidiary’s nel operating losses andior lax credils, or the Company and aach subsidiary has paid
ta Enron Corp. an amount equal 1o the federal income tax computed on its separate 1axable incomes
less the tax banefits associated with any net operating losses andior tax credits generated by the
Company or 1he subsidiary which wara uldized in tha Enron Corp. consolidated return. Enron Corp.
has paid the Company and each subsidiary for the tax benefits associated with their net oparating
lossas and tax credits ulilized in the Enron Corp. consolidated return, providad that a tax banafit was
realized except as discussed below, even il such benefits could not have been usad by the
Company*r the subsidiary on a separately filed tax retur. Ths Company entersd into an agreamant
with Enron Corp. providing for the Company 1o be paid for all realizable banafits associated with
tight gas sand federal income tax cradits concurrent with tax reporting and settlemant for the
pariods in which they were generated. The Tax Allocation Agreament applies to the Company and
aach of its subsidiarias for all years in which the Company or any of 18 subsidiaries are or wera
included in the Enron Corp. consolidated return. To the extent a state or other taxing jurisdiction
requires or parmits 8 consolidated, combined, of unitary tax return to be filed and such retwm
includes the Company or any of s subsidiaries, the principles expressed with respect to consoll-
deted federal income tax sbocation shall apply. The Tax ABocalion Agresment will ceass to be
effective from the time at which deconsolidation occurs for future parods, but will remain In efect
with regard to pariods prior to deconsolidation. For issuas not addressed in the original agreamant,
the Company has entered inlo 8 supplemantal agresmant with Enron Corp. clarifying future potential
adjustmanis assoclated with tha final satbement on audil of taxes for periods prior 1o the decon-
solidation. The Company does not believe that the cessation of consolidated tax reporting with
Enron Corp. and effectivenass of the Tax Allocation Agreement concumently with deconsolkdation
will have & malarial adversa affect on is finencial condition or results of operations.

For a discussion of ransactions batween the Company and Enron Corp. and its affiliates, sea
the Company's Annwal Report on Foom 10-K for the year ended Decambar 31, 1984 inconporaled
harein by reference. Sea "Incorporation of Ceriain Documents by Refersnce.”

Conflicts of Inlerest

The nature of the respective’ busifedses of the Company and Enron Corp, and its affilates is
such as to potentially give rise to conflicts of interest between the two companies. Conflicts could
arisa, for example, with respect to transactions involving purchases, sales and transportation of
natural gas and other business dealings babtwean the Company afd Enron Corp. and its affillates,
potential acquisiticns of businesses or oll and gas properties, the Issuance of additonal shares of
voting sécurites, tha election ol direciors or the paymant of dividends by the Company.

Circumstances may also arise that would cause Envon Corp. 10 engage in the sxploration for
andior development and production of natural gas and crude ol in competion with the Company.
For axample, opportunites might arise which would reguire linencial resources greater than thosa
avaiabla to the Company, which ara locatad in areas of countrias in which the Company does not
Intend 1o operate or which Inwolve propartias that the Company would be umiiling to acouire. Also,
Enron Corp. might acquire a competing oil and gas business as pan of a larger acquisition. In
addition, as part of Enron Corp.'s strategy of securing supplies of natural gas or capital, Enfon Corp.
may from time to time acquire producing properties or interests in entities owning producing
propertias, and theraafiar angage in exploration, dovelopmant and production activities with respact
1o such properties or Indirectly engage in such activities through such companies. Enfon Corp. may
plso acquire interests in oll and gas proparties or companies in connection with its financing
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activities. For example, in its financing activities Enron Corp. or any entity in which it has an interast
may make lpans secured by oll and gas properties or securities of ol and gas companies, may
acquire production payments or may receive Interests in oll and gas properties as equity com-
ponants of lending transactions. As a resull of Its lending activities, Enron Corp. may also acquire oil
and gas proparties Or companies upon loraclosure of secured loans or as part of a borrowsr's
rearrangemaent of s obligations. Such acquisition, axploration, development and production activl-
ties may diractly or indirectly competa with the Company’s business. There can be nO ASSUrances
that Enron Corp. will not engage directly or indirectly through entities other than the Company. in the
netural gas and crude oil exploration, devalopment and production business in compatition with the
Company.

Joint Energy Development Investments Limited Parinarship ("JEDI™), a imited partnership in
which Enson Capiial & Trada Resources Corp. ("ECT™'), & wholly owned subsidiary of Enron Corp.,
owns a 50% general partner interest, has entared into an agreameant o acquire a controlling intarest
in Coda. Coda ks angaged In the sxploration for, and the development, production and marketing of,
natural gas and crude ofl primarily in Morth Texas and Oklahoma. Crude ol accounts for approxi-
mately 88% of Coda’s proved reserves. Al Decamber 31, 1994, Coda reported estimaled proved
natural gas reserves of 38,808 MMcf and estimated proved crude oil, condansate and natural gas
liquids reserves of 35,207 MBbils. Enron anticipates that the transaction will ba consummated in
earty 1998, subject to Coda stockholder approval and olher conditions. Conflicts may arise bebween
Coda and JEDI, and if the acquisition of Coda ocours Enron will be requined to resohve such conflicts
in & manner thal ks consistant with its fiduclary and contractual duties to other investors in Coda and
JEDI and e fiduciary duthes to the Company. ECT has antered into an agresmeant with JEDI and
ottar investors in Coda designed to minimize certain conflicts of interest that may arise and
providing, among other things, that the Company has no obligation o offer any business opportuni-
tisa to Coda. ; i

The Company and Enron Corp. and its affillates have in the past emtersd into material intercom-
pany transactions and agreements incident to their respective businesses, and the Company and
Enron Corp. and Its affillales may be sxpected to anter into material transactions and agresmaents
from tima to tma In the future, Such ransactions and agresmants hive raleted o, among other
things, the purchase and sak of natural gas and crude olf; the financing of exploration and
developmant aftorts by the Company, and the provision of certain corporate sarvices. Tha Company
believes that its existing transactions and agreamants with Enron Corp. and is aHiliates have been
at laast as favorable to the Company s could ba obtained from third parties, and the Company
intends that the terms of any future transactions and agreemaents batween the Company and Enfon
Corp. and its affilates will be al least as favorable to the Company a3 could ba oblained from third
partas,
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DESCRIPTION OF COMMOMN STOCK
Authorized and Oulstanding Capital Stock

The authorized capital stock of the Company consists ol 160,000,000 shares of Common Stock,
$.01 par valua, of which 159,799,955 shares were outstanding on October 31, 1995. The following
summary description of the capital stock of the Company is qualified in its entirety by reference to

the Restated Certificate of Incosporation of the Company, a3 amended, a copy of which is filed as an
axhibit to the Regisiration Statement of which this Prospectus is a pari.

The Commen Stock possesses ordinary voling rights for the slection of directors and in respect
to other corporate matters, each share being entitied to one vote. There are no cumulative voting
rights, maaning that the holders of a majority of the shares voting for the election of directors can
alect all the directors if they choasa 1o do so. The Common Stock carries no preemptive rights and s
not convedible, redesmable or assessable, or entited to the benefits of any sinking fund. The
holders of Common Stock are entitied to dividends in such amounts and at such times as may be
declared by the Board of Direclors out of funds legally avallable therefor.

Upon liguidation or dissolution, holders of Commaon Stock muﬂmbmnﬁmhﬂml
assets available for distribution to stockholders after paymant of any corporata dabts. All outstand-
ing shares ol Common Stock are duly authorized, validly issued, fully paid and nonassessabis,

The transter agent and registrar of the Common Stock Is First Chicago Trust Company of New
York, Jersay City, Mew Jarsay., -

Limitation on Direciors’ Llabillty

~ Delaware corporalion law authorizes corporations to Bmit or sliminate the personal lability of
direciors 1o corporations and thelr stockholders for monetary damages for braach ol dirsctors”
fiduciary duty of care. The duty of care requires that, when acting orf behall of the corporation,
directors must axaercise an informad businass judgment bassd on all materal Information reason-
ably available to them. Absent the lmitations authorized by such laws, directora are accountable to
corporations and thelr stockholders for monetary damages for conduct constituting gross negli-
ganca n the woercise of their duty of care. The Delaware laws anable corporations to limit availabls
refle! 1o equitable remedies such as injunction or rescission. The Rastaled Certificats of Incorpors-
tion, as amendad, of the Company limits the Kability of directors of the Company o the Company or
its stockholders (In thelr capacity s direciors but nol In thair capacity as officera) to the fullast
axtant parmited by the Delaware law. Spacifically, directors ol the Company will not ba persanally
liable tor monetary damages for breach of a director’s fiduclary duty as a director, axcept for Rabillity
(i) for any breach of the director's duty of loyaity to the Company or its stockholders, (li) for acts or
omissions not In good fafth or which involve intentional misconduct or & knowing violation of law,
(iil) for unlawiul payments of dividends or uniiwiul stock repurchases or redemptiona as provided in
Section 174 of the Delawars Ganeral Corporation Law, or (Iv) for any transaction from which the
direcior derived an improper parsonal banefit

This provision in the Restated Certificate of Incorporation may have the effect of reducing the
ikalinood of derivative ltigation against direciors, and may discourage or deter stockholders or
management from bringing & lawsuit against direciors for breach of their duty of care, even though
such an action, i successful, might otherwiss have benalited the Company and its stoockholdars,
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CERTAIN UNITED STATES FEDERAL TAX CONSEQUENCES
FOR NON-UNITED STATES HOLDERS OF COMMON STOCK

The follpwing s & summary of cartain United States federal income tax consequences of the
acquisition, gwnership and disposition of Common Stock by a holdar that, for United States federal
INComy and astale WX purposes, is a Non-United Stales Holder. For purposes of this discussion, a
“"Mon-United Stales Holder” means a corporation, individual or parinership that is, s to the United
States, a foreign corporation, a non-resident alien individual or a foreign partnership, or a trust or
éstate gther than oné tha income of which is subject to United States lederal income tax regardiess
of its source. This summary doas not address all aspacts of United States federal income and estate
laxation and does not deal with foreign, state and local tax consequences thal may be relavant to
Non-United States Holders in light of their specific circumstances. Furthermora, this summary is
basad on the provisions of the United States Internal Revenus Codea of 1988, as amended, and tha
regulatidfhs, rulings and judicial decisions thereunder, all of which are subject to change. PROSPEC-
TIVE INVESTORS ARE URGED TO CONSULT THEIR OWN TAX ADVISORS WITH RESPECT TD
THE UMITED STATES TAX CONSEQUENCES TO THEM OF ACQUIRING, HOLDING AND DISPOS-
ING OF COMMON STOCK AS WELL AS ANY TAX CONSEQUENCES THAT MAY ARISE UNDER
THE LAWS OF ANY FOREIGM, STATE., LOCAL OR OTHER TAXING JURISDICTION,

Dividends

Dividends paid to a Non-United States Holder generally will be subject to withholding of United
States federal Income 1ax at a rate of 30% (or a lower rale prescribed by an applicable tax treaty). If
the dividands are affectively connected with the conduct of a trade or business within the United
States by the Non-United States Holder, the dividends will be subject 1o the ordinary United States
tederal incorme tax on net income that applies to United States persons and will not be subject to
withhaolding if the Mon-United States Holder files a United States Internal Revenue Sarvice
Form 4224 with the Company or its dividend paying agent. In the case of corporate holdars, such
dividends might also be subject to the United States branch profits tax at & rate of 30% (or & lower
rate prescribed by an applicable tax reaty). A Non-United States Holder may be required 1o satisty
certain cartification requiremants in order to obtain any reduction of or exemption from withholding
undar the foregoing rules and may oblain a refund of any excess amounts currently withhald by filing
an appropriate refund claim with the Uniled States intenal Revenue Service.

Distributions In excess of the Company’s current and accymulated eamings and profits, as
determingd for Unlted States federal income tax purposes, will be treated first as a return of capital
1o the extent of the Mon-United Stales Holder's tax basis in tha Common Stock (and will ba appliad
against and reduce such holder's tax basis In the Common Stock) and theraahar as gain from tha
sale of Common Slock. The portion treated as a return of capital will not be subject 1o United States
federal incomea tax and the portion, If eny, realed as gain will ba subject o the rules described under
" -~ Gain on Dispositon” below. Because the Company will not be able 1o delermine whether a
distribution should property be treated as a dividend or as a retum of capital at tha time of paymant,
it is required o treat &l distributions as dividends for United States withholding tax purposes. Non-
United States Holders will be edigibla to claim a refund Lo tha extent that a distribution represents a
return of capital and may In carain circumsiances ba slgible to cham a refund o the axient that a
distribution is treated as gain. Non-Unlled Siales Holders should consull thelr own tax advisors with
respect to distributions in excess of current and accumulated earnings and profits,

Gain on Disposiion
Gensrsl Rule
Euﬂﬂmmmlmlmmmm_;ummummmﬂy
will not b subject to United Siales federal income tax on gain recognized on a sale or olher
disposition ol Common Stock unless (a) the gain is effectively connacted with the conduct of a trade
or business within the United Stales by the Non-United States Holder (in which casa the United
States branch profits 1ax described above may also apply to corporste holders) or (b) the gaein is

)

00900000000242



treated as effactively connected with the conduct of a irade or business within tha United States
becauss the Company is or has been a “United States real property holding corporation” for United
States federal incoma tax purposes (i which casa, withholding of such tax may also apply). The
Company balieves thal il i currantly, and is likely to remain, a United States real property holding
corporation, Tha preceding santence notwithstanding, undar currently effective United States fad-
oral incoma tax laws, gain recognized by a Non-United States Holder will not be trested as
affectively connected with the conduct of a trade or busingss within the United Stales (or subject 1o
withhalding) unlass such Mon-United States Holder hald, diractly or indirectly, al any time during the
five-year perod ending on the date of disposition, more than five parcent of the Common Stock.
Non-United States Holders should consult applicable tax treaties, which may provide for different
rules (including possibly the axemption of certain capital gains from tax).

In Erﬁ:ﬂtﬂ tha rules described above, an individual Non-United Siales Holder who holds
Common Stock as a capital assel generally will ba subject to tax on' any gain recognized on the
disposition of such stock if such individual |3 present in the United States for 183 days or mors in the
taxable year of disposition and either (a) has a “tax homa" in the United States (as specifically
defined under the United States lederal income tax laws) or (b) maintaing an office or other fixed
place of businass in tha Unitad Statas to which the gain from the sale of the stock is attributable.
Carlain individual Mon-United States Holders may also be subject to tax pursuant to provisions of
Unitad States federal income tax law applicable to United States sxpatriates.

Faderal Estats Tax

Common Stock owned or treated as owned by an individual Non-United States Holder at the
date of death will ba subject o United States federal estate lax, uniess an applicable esiate tax

redty provides otherwise, :
mnmmmm_

The Company of its designated paying agent (the ~payor’) must report annually 1o the United

States Intamal Revenua Sarvica and to sach Unitad States Holder the amount of dividends pasd
o and the tax, i any, withheld with respect to such holder. That information may also be made
available 1o the tax authorities of the country in which the Non-United States Holder resides.

United Siates information reporing requiremants (other than tha reporting of dividend pay-
ments described in the preceding pdragraph) and United States backup withhoiding (imposed at a
31% rate) genarally will not apply to dividends paid 10 a Non-United States Holder at an addrass
outside tha United States, unless the payor has knowledge that the payse is a United States person.
Otherwisa, information reporting and backup withholding may apply o dividends paid on the
Commaon Stock to & Mon-Unitéd States Holder who falls to furnish certain information, including a
tax Identification numbsar, In the manner required by United States law and applicable regulations.

Payment of the proceads of a disposition of Common Stock by a United States office of a
brokar i3 subject 10 backup withholding and information reporting, unless the holder certifies 10 the
broker under panalties of perjury as to its name, address and status as a Non-United States Holder
or tha holder otharwise esiablishes an exemption. Neither backup withholding nor information
reporting generally will apply to a payment of the proceads of a disposition of Common Stock by a
foraign offica of a foreign brokar that Is not a Unibed States Relaled Person (as defined below).
Information raporting requirements (but nol backup withholding) will apply to a payment of the
procesds of a disposition of Common Stock by a foreign office of a broker that is a United States
person or a United States Aelated Person, unless the broker has documentary evidence in its
records that the holder is a Non-United States Related Person and certain other conditions are met,
or tha holder otherwise sstablishas an exemption. For this purpose, & “United States Related
Person” is (a) & foreign broker, 50% or more of whose gross incomae for cartain periods is effectively
connectad with the conduct of 8 irade or businass in the United States or (b) a foreign broker that is
a “controlled forelgn corporation™ for United States federal income (ax purposes.
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Backup withholding is not an additional 1ax. Any amounts withheld under the backup withhold-
Ing rulas will be refundad or credited against the Non-United States Holder's United States federal
incoma tax kability, Provided that required information is furnished to the United States Internal
Revenue Sarvice.

PLAN OF DISTRIBUTION

This Prospectus relates 1o the 11,000,000 shares of Common Stock that may be deliversd by
Enron Corp. pursuant 1o the Exchangeable Notes and is Appendix A to the Enron Corp. Exchange-
able Notes Prospectus. Al maturity of the Exchangeable Notes, the principal amount of asch such
note will ba mandatorily exchanged by Enron Corp. for shares of Comman Stock or, at the option of
Enren Corp., cash in lieu of such mandatory exchange. For a description of the Exchangeabls
Notes, see “Description of the Exchangeabls Motes™ in the Enron Corp. Exchangeable Moles
Frospecius.

Enron Corp.. the Company and tha Company’s Chief Executive Olficer have agreed that during
the period beginning from tha date of this Prospectus and continuing to and including the dats 270
days after the data of this Prospectus, subject to certain exceptions set forth in the underwriting
agreamants, (nay will not offer, sell, contract to sall or otharwisa disposs of Common Stock, any
securities of the Company which are substantially similar to shares of Common Stock or any
mm:mnmmuwhhmanwlwmmamd:wmmnm
similar securities without the prior written consant of Goldman, Sachs & Co., except for the shares
of Common Stock offared in connection with the concurrent Stock Offerings.

in connaction with the distribution of the Exchangeabls Notes, Enran Corp. and the Company
have agreed lo indemnify the several Underwriters against certain liabilithes, including liabilities
undar the Securities Act. or to contribute to payments the Undenwriters may be required to make in
raspact ihareol.

VALIDITY OF COMMON STOCK

Tnnmrynhmuhm:mcmmmmmmmsmmm
Notes will ba passed upon for the Company by Dannis M. Ulak, Esqg., Vice Prasident and Ganaral
Counsel of the Company, and for the Underwriters by Bracewell & Patierson, L L P. Canain mattsrs
will be passed upon for Enron Corp. by Vinson & Elking LLP. Mr. Ulak owns substantially lass than
1% of the outstanding shares of Common Stock of the Company or commaon stock of Enron Corp.
Bracewsil & Patterson, LL.P, provides services to Enron Corp. and certain of its subsidiaries
:Iruumwﬂnfpmy}mmwmmlmmmmnnﬂui-gﬁh&m
Hum,mmmmmﬂmmmmwmwmm.

EXPERTS

Tha consolidated financial statements and schedule included in the Company's Annual Report
on Form 10-K for the year ended Decembar 31. 1994, incorporated by referanca in this Prospactus,
have bean audited by Arthur Andarsen LLP, independant public accountants, as indicated in thedr
rapart with respact tharalo, mmmﬁMMHhthM
of said firm as experts in accounting and auditing In giving sald report.

The letter report of DeGolyer and MacMaughton, indepandant patroleum consultants, includad
@35 an axhibil o the Company’s Annual Report on Form 10-K for the year ended December 31, 1994,
ww-mmmmmmmmumhmmmnwww
referance herain on the authority of sald firm a3 dxperts in patroleum anginsering and in giving such
Flpsarts. ¥
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From: Brodenck, Paul

Ta: “alsane@state. goy'

Drafti: 1130000 $23pm

Subjeci: Enren Conp récammendatian
Erica

[(B)4) . (B}S)]

Thanks,
- Paul
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Wiedman, Mark

From: Gross, Janed
Sent; Vedn January 08, 2002 2-06 PM
Ta: Wiedman, Mark
Subjeck: RE: early wersson of ACLI oullng
[(D)5)]

...-.&w W

From: Wiadiram, Mark

Sanks Wiy, January 05, J007 1@ oh P&

To: Frsfuar, Paslir

Ci: Guoss, Javed; Roseboro, Brian

Suljedts carty werson of ACLT outline

Here is an intesim outline. We're still rolling forward (including Jared's marvelous discovery of the 1994 Fsher report
on the BIS website), but would weicome guidance at any time

<= Filg; cutling to acli speech 1.9 1pm.doc ==
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Fram;
Ta:
DCiade:

Subjoct:
[(B)(3)]

CiC:

Forman Carleton

GENSLERG, Sachsl, MOGIVERNT

SR 4-3dpm

Worklng Group Commaents an Enran/Cadwalader Proposals -Realy

Dam13.DOPOT MOCLELLANM, DOPOS Tochay®, CARTERY, M.,
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From: Harman Carlebon

Ta: GENSLERG, Sachsl, MCGIERNT

Date: 61188 S36pm

Subject: Working Group Commanis on Enron/Cadwalader Proposals -Raply
[(B)(=)]

e =4 Dom13.D0P07 MCCLELLANM, DOFOS TogheyF, CARTERJ, MC..
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Fram: Marman Careion

Ta: GEMSLERG, Sachsl, MCGIVERNT
Diata: Gl B.53am
Subjeet: Warking Group Commants on Enron/Cadwalader Proposals -Reply

Atiached ame Eric Fosier's comments on the Enfon proposals, | senl a message aboul this yestorday,
L= ] Dom13.DOPOT MCCLELLANM, DOPDS. TooheyF, CARTERY, MC.,
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Mamm, having restewed Enron’s proposed changes 10 the panding bankrupicy bill, | have the loBawing commeanis,

[(BMS)]

Mo, boal free o call ma io discuss furiher any of thesn commants
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Fram: Norman Carledon

T SHELTOMA, Dom13.00POT HUFFAANL, MOCGIVERNT
Dt 615099 4:52pm
Subjoct: Mare on Bankrupicy — Enron

I farged b mantion that Enron has been lobiwing for axpansion of the nalling provisions with e halp of t
Cadwalader v firm. Hb}{ﬁ}l

CG: RICKOLOFFP
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From: Tom McGavem

T SHELTONA, CARTERJ
Date: 61509 S:32pm
Subject: Bankrupiey bogtalation -Foswandad -Reply

Marman's doscription of the status of the bankruptcy legislaton ks comect, s nof cartain when the bankrupicy bill
will eofmi up on the Sanate floor, and althaugh i could ba as carly as nest wedk, it ales man sl

Enron and i1z culside cownsel, Codwalader, have proposed some changes 1o the Warking GRoup's proposed
firaneial neding legesiation. [{b}[ﬁ.}]

»»» Morman Carsion D5/15/89 04 48pm ==
Alison,

[(b)(3)]

Tom and Lucy: Do you kndw anyiheng more aboul this? Alson's question is altached,
Co: MICKOLOFFIP, Dom13.00POT HUFFMANL, CARLETOMN, DOPOS. .
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Fram: Jana Caner

Ta: COMIDOPOGISHELTONA), MCGIVERNT
Data: BMEES 10:35am
Subject: banknuplcy legisiation -Forwanded -Raply -Reply

[ wisitad with Lee about the Enron proposal and & manting with Cadwaladar, He said that he was fine with a subsel
ol i working group heanng whal these folks have io say. Leo was nof planning an attending and thought that Tom,
you and Morman [(and whoover else wants o) could meat with them on behalf of Treasury. I is up b9 the oher
WOrking groug memisars as 1o whom they would have attend,

ankS -l &nn
=»» Tom MoGham D6/ 1588 05:32pm ===

[(B)3)]

Enon and it autside counsel, Cadwalader, have poposed somé changas o the Working Group's proposed
financial natting legistation. [(B)(5)]

=»> orman Cadedon 061 585 04:48pm ===
Alisom,

[(B)(5]

Toum @nd Lucy: Do you know anything mone aboul this? Alison’s guaston is attached,
ce: Dom13. DOPOT{HUFFMANL), DOMI DOPOS( TooheyF), DOM3.0...
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From: Tom MoGivem

Ta: CARLETOMM, SHELTOMNA, CARTERJ, NICKOLOFFP, DOPOS5.To...
Darta: B S 1. 54pm
Subjeet: Conference Call with CadwaladeEnnsn -Raply -Reply -Raply

The conlérance call with Enron'Cadwaladar will be Frday morming at 10230, They will iniliale the call, 30 i we could
by in one rooem here al Treasury thal would maka it slighty easior fos them, The GG and Leg. Aftairs conforence
rgoms frg booked, 50 maybe we should aim for someone’s office. Nomman®

I'W conlact ihe olhved agancies b give thim the time of e call and gel the phone numbers 1o Cadwalad,

Thay plan bo send us some additsonal explanalory maledal (probably what they'me using o markat this on the Hill,
el Iwill sand that around 85 scon as il armves, They would |ike to have 8 discussion and to find gut if the
aganciet are opposed of suppariva of their proposals. | committed anly to Estanng, bul said there Ikely would be
SOME GUasHons.

= Worman Carlelon G6/16/89 03:1 2pm =
Thre’s a sheoring grovp meeling lemamow moming, 50 maybe Fridiy is beltor,

01761

01200000000417



From: Morman Carsion

To: GEMSLERG, SachslL
Date: B/1B/B0 4:52pm
Subject: Conferance Call with Enron and Catdwalader - Nelting Legistation

This maming, Tom McGivem, John Yetter, and | pariicipaied in a conference call with Enren and tha Cadwalader bw

firm concaming thair fnancisl conirect neliing proposals. Also parlicipafing in the call wene slaff from fho Fodonal
Resersa Board, FRENY, FOIC, and CFTC,

[(b)(3)]

I you want & mode detailed explanabion, plaasa el us know.
oo MCGIVERNT, YETTERJ, NICKOLOFFP, DOPOE. ToohoyF, SHE..,
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From: Morman Carleton

To: Sachsl, MCGIVERNT, GREENEMI, STEWARTLAW, MICKOLOFF..,
Data: 15948 11:18am
Subject: Enron's Bankrupécy Proposals

Rapresentatives of Enron have ghven thelr proposed amendments io the banknipicy netting proviskons to sta®f of the
Sanate Agriculiure Commititea. They hopa thal # will ba included in 8 managers” amandmant,

[(b)(5)]

Commants, suggestions?
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From; dohn Yotlor

Ta: DORGE DOPOGICARLET OMN), MCGINERNT

Dute: I 00 2-50pm

Subject: Fingncial Moting provisions of H.R, 833 - bankrupicy bl -Reply -Roply -Reply
[(b)(8)] hawve attached your original e-mad and copied
Maosmar’s stall o sas if ihey hove any commants,

>3 Toam McGsivenn 031 700 0Z2:46pm 2=
Megrman, do you have commentsiedits?

= John Yatber (31000 10:18am ===

o)
(1)

Or the Enron progosals Moman recehed:

[(b)(5)]

ce: DOM3.DOPOS{TooheyF), nickoloffp, schultheissh
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From: Tom MclGeeem

To: CARLETONN, YETTERJ, DOPOS TaaheyF
Dato: 2000 8- A6pm
Subject; Financial Metting proviskons of H.R. B33 - Bankrspday bill

Altached far yaur review and adits is a draft letler from the Secretary on behall of the Working Group regarding the
financial netling provisions of ihe bankrupicy loglslation bHEHM if Yo
would send a version with your edils Io olther Working Grdip their review that would be groat, [{b}[ﬁ}]

O the Enncn propoeals Noimsn pcied:

[(B)(5)]

cC: DORSEYE, CARROR
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3/9/2000 draft letter to bankruptey conferees

=)
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Sincerely,

Lawrence H, Summers

ce: The Honorable Charles E. Grassley
The Honorahle Robert Tormcelli
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392000 draft letter to bankruptey conferees

[(B)(5)]
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Sincerely,

Lawrence H. Summers

cc: The Honorable George W. Gekas
The Honorable Jerrold MNadler
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From:
Tan:
Date:

Subject:

Tom-

Polor Mickodaf
MOGIVERNT
61099 Z:35pm

Enron Propasal

I weodic for Morman Caeton, wha is out this woeak. alhough it's not an lssuee | usually cavar, Morman asked me i
koop labs on evenis/actions refating to Enron's proposed changes o the Bankrupicy Code. Has anything happend

this weak, or is armything pending, that might b of interast?

Thanks,
Pabar Nickolo!
G22-1692
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Fram: Pater Mickalofl

Tao: Carlatonn
Dati: 61199 4:48pm
Subjact: Tha wask's (son-jevents

[QUTSIDE SCOPE , (b)(5)]

= Enrgn bankrpbcy progagal: Nada
[(B)(E)]

01775

012000000004 31



[OUTSIDE SCOPE]
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[OUTSIDE SCOPE]
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[OUTSIDE SCOPE]
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From; Tom HeGivern

To DOME , DOPOE (CARLETONH, NICEOLOFFP), YETTERS
Date: 3f17/00 3:3%pm
Subjact: Financial Werring provieiens of M.R, BR13 - bankruptey bill “Reply -Reply -~Reply

-Reply -Reply -Rep
I'11 Eorward to them,

>>» John Yetter 03/17/00 03 :20pm s>
Ho, I don't know,

=»> Pater Nickoloff 03/17/00 93 t1Tpm san

T have no comments or aditg on the letters except to ask if they've yet been circulated e the
other WG agencies. Norman has besn out of the office since 3/10 (apnd isn't scheduled to return
until 3/27), Ao I can't gay whether he had a chance to forward the letters on before ha left.
Jahn, would you know?

=»> John ¥Yetber 03/17/00 OZ:50pm a3
[{m[ﬁl] I have attached your original
e-mail and copled Morman‘'s staff to aee if chey have any commante.

»»>» Tom McOivern 03,17/ 00 02:46pm >z
Horman, do you hawvo cosmantsfedite?

2> John Yebtber 03/10/00 10:18am 555
I agree with all of Tom's commanta on the Enron proposals and don't have ANY comments on the
letear,
=»> Tom MeGivern 03/08/00 06 :16pm =55
[(b)(5)]
[(b)(&)]

if you would send a vermion witch your adies to other Working
Group otaff for their review that would be greae . [(b){5)]

On the Enron proposals Morman recelvad;

[(B)S)]

Tharnks.

ce: DOM3 . DOPOS (TocheyP) , DOM3.DOPOG (schultheissh)

01226
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[(b)(5)]
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Hunt, E-at!.}r Ann

Firam: Gathars, Shiday

Sent: Friday, January 11, 200 822 Al

To: Aufhauser, David. Kupler, Joffrey; Curry, Paul; Bair, Sheila; Fisher, Peter; Smilh, Chris; Meja,
Annabella; Matera, Cheryl, Glasgow, Launa; Johnson, Linda; Davis, Michele

o o Strickler, Maria, Pringle, Veronica, Vannoy, Elizabeth, Huni, Betty Ann; Ridgway, Diana. Harl,
Anna, Woodard, Genavieve

Subject: Brigfing

Plaase plan on atlending a briefing wiDavid Aufhauser and Tim Adams re: Enron as follows:
Dianbee; Friday, Jan. 11

Tinme: 10:30am - 10:45am

Lecation:  Room 3408

Thanks,

01200000000956



Hunt, Betty Ann

From; Huni, Bty Ann

Sent: Thursday, January 10, 2002 8:35 AM
Ta: Lﬂﬂlm; McCardel, Dan
Subject; RE

See you at 1:45 pm

--—rignall Mescsage-—-
From: Lakritz, Robb

Sent: Wednesday, Jareary 09, 2007 fa4 PH
Ta: Hurdl, Betty Ann: MoCondell, Dan

Subject:  RE-

1:45 p.m. works for me. Wo will come down 4ntd s&ae

Thonka,

Fobh LaKritz

~==-Original Mesxage-—--

From:  Hunl, Belty A
Senl:  Wednesday, lanuary 09, 2002 6:59 PM
To:  Lakiitz, Robb; McCardel, Dan
Subject: AE:

Right now Sheda B avalable at 145 (45 man) o 30 pm (1 hour). Please el me know what works fior you,

s nal Messspe-—--—

Fram: Bar, Sheda

Sant: Wednasday, January 09, 2002 6:55 PM
Ta: Lakritz, Robo; Hunt, Betty Ann

Subjoct: RE:

yep— | will try fo make time. Tomorrow is tough. Belly — please bry to work in

—--Original Message-—-

Firoam: Lakrnite, Robb

Senl: Tussglay, Januisry D8, 2007 2.45 FM

T Beair, Shailn

= McCardel, Dan; Adams, Tim; Dam, Ken; Geoes, lared; Eupfer, Jeffrey
Subject:

Sheila,

oo you hawve Time tomarroW to meet with Dan McCardell and =e to diseovss an
intornal policy roundbable we are hoplog put together on fgaucsa related ta the
Enrcn situation and encillary developrents?

Thanks .

RBobb LaKraitsz

Tracking: Ruijiant Fead
LaKritz, Robb Resiadl: 1110002 Aoty AR
MoCandel, Dan Fspd: 911002 850 AN
1
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Hunt, Betty Ann

From: Hunt, Betty Ann

Seni: Wednesday, January 09, 2002 6:59 FM
Tel Lakritz, Robb; McCardell, Dan
Subject: RE:

Right now Sheila is available at 1:45 (45 min) or 4:30 pm (1 hour). Please let me know what works for you,

——Driginal Message——

Fresm: Bair, Shedy

Sent: Wednasday, January 09, 2007 656 PH
Ta: Lakritr, Robb; Hund, Betty Ann
Subject: RE:

yep-- | will iry to make time. Tomorrow is tough. Betty - please bry to work in

——Ciriginal Message-—
Fraim:  Lakniy, Robib
Sanlz:  Tuesday, January 08, 2002 1:45 PM
Tz Beair, Srasly
Ces MoCaroel, Dan; Adams, Tim; Dam, Ken; Griss, Janed; Kupler, Jeffrey
Subject:

Shelila,

B3 you hawve [ime tomDErow to mect With Dan McCardel]l and me to discuss an internal
policy roundtab.s we are hoping put together on issues ralated to the Encon
situation and ancillacy developments?

Thanks .

BEobb LaRrica

TfHHI-ﬂﬂ: Recipiam Flead
Labfrilz, Roké Read: 17602 5:43 FM
MScCaidadl, Dian Raad 171002 T:45 Al
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Hunt, Betty Ann

From: Huni, Betty Ann

Sent: Wadnasday, January 08, 2002 6:046 P
To: Bair, Sheda

Subject: RE:

)

Bt « [ st i

weenaiGiNG] MBSSAgE-ae
From: Bair, Shela
Sank: Wednesday, January 09, 2002 4.05 FM
Tos Hunk, Betty Ann
Subject:
<< Fila: Enrond.doc ==
Tracking: Reciplont Read

ghar, Shaila Flaad, 1102 6:09 P8
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MEMORANDUM FOR JOSHUA BOLTON
DEPUTY CHIEF OF STAFF
WHITE HOURSE

FROM: Sheila C. Bair
Assistant Secretary for Financial Institutions

SUBJECT: Policy Issues Presented by the Enron Bankruptey

Per your request, below arc some of my preliminary personal thoughts on the important policy
issucs presented by the Enron bankruptey [(b)(5)]

[{B)(5)]
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[(B)(5)]
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[{B)(=)]

Lt
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[(BXS)]

Secretary O'Neill
Peter Fisher
Drave Aulhauser
Mark Weinberger
John Duncan

01200000000968



Hunt, Betty Ann

From:
Sant:
Ta:

Subject:

Tracking:

Humnt, Bty Ann
Tuesday, January (8, 2002 11-67 Akt

Bair, Shella

Please call Mary Schapiro on [(D)(8)] She returned your call regarding Enron

Ruciplant
Biair, Shesln
Hund, Bally Ann

Read

Read; 1/802 12220 P
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Tishuk, Brian

Firoam: Harl, Susan
Sant: Monday, January 14, 2002 533 PM
Ta: Tishuk, Brian
Subject: Draft 10725
1A ™

I've added in something on Bennett - bt | also mentioned the House bill becauss | dont know where
we are on the issue. You need (o edit whal I've done. | also added in something on EU privacy. And | will fomormow add
in info from Ed on the retirement policy (Enron falloul) task fonce
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Tishuk, Brian

From: Careton, Homman
Sent; Wednesday, December 19, 2001 343 PM
Ta: Wiedman, Mark; Balr, Shella; Bieger, Peter; Bitsberger, Timothy; DeMarco, Edward; Dorsey,

Karen; Eliett, Manha; Elils, Dina; Gabilondo, Jose; Gross, Jared; Huffman, Lucy; Hughes,
Gerry, McGivern, Tom; Mcinemey, Robera; Nickolofl, Peter; Roseboro, Brian; Saliadin,
Anne; Schultheiss, Heidilynne, Smith, Amy, Sutlon, Gary; Tishuk, Bran

Subject: Converation with Frank Hampion and AE| Websile: House Leaders Continue 1o Push
Netting Provisions

According to Frank Hampton of TBMA, Dick Armey is also pushing the netting legislation. However,
Sensenbrenner hopes to acheive a compromise on the larger bankrupteoy lemislation by February and is opposed
1o passing the netting legislation separately. In the Senate, Grassley 15 also opposed to a separate netting bill and
15 repartedly avoiding a meeting with Greenspan to discuss this.

Norman Carleton

ABI Website news:

December 19, 2001

House Leaders Continue to Push Netting Provisions

House leaders are trying to nudge forward legislation that seeks to prevent systemic financial crises by allowing
creditors to “net out” their derivatives 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
pelitical obstacles that have stalled it for more than a year - especially considering that Congress is expected to
adjourn for the vear as early as this week. Majority Whip Tom DeLay (R-Texas) “believes that it’s important to
et the netting provisions done, either within the context of bankruptcy reform or elsewhere,” a spokesman sad.

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 bankruptcy courts. Holding it
up, however, 15 House Judiciary Committee Chairman James Sensenbrenner (R-Wis ), who heads the House-
Senate bankruptcy legislation conference committee. The netting legislation is a part of the bankruptcy reform
legislation. Sensenbrenner and some Senate Judiciary Committee members, including bill sponsor Charles
Grassley (R-lowa), oppose passing the netting authonity separately because they still hope that the relatively
uncontroversial provasions will propel the bankruptcy package

Though industry sources said they have received commitments from House leaders that netting will be enacted
by year-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 bankruptey package,” his spokesman said.
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Tishuk, Brian

— —— ———— ——m —
Fram: Ellis, Dina
Sanl: Wednesday, Oclober 31, 2001 942 AM
Ta: McGivern, Tom: Careton, Norman; Bitsberger, Timothy, Bair, Sheila;, DeMarco, Edward,
Ellatt, Martha: Gabilondo, Jose; Gross, Jared; Huffman, Lucy; Hughes, Gemry, Mcingmey.
Roberia; Mickoloff, Peler; Roseboro, Brian; Salladin, Anne; Schultheiss, Heidilynne; Smith.
Amy: Sution, Gary; Tishuk, Brian; Duncan, John: Sanders, Traci, Dorsey, Karen
Subject: RE: Netting Letter 1o be Signed by PWG and FDIC, OCC, and OTS
[(b){3)]
il Message——
Fram: McGrearn, Tom
Sank: Wednesday, Dciober 31, 2001 9320 AM
Ta: Ellis, [in3; Carleton, Norman; Bituberger, Timothy; Bair, Sheils; DeMarco, Edwand; Ele, Martha; Gabilondg, Jose; Gross, Janed;

Huffman, Lucy; Hughes, Garry; Mclnarniey, Roberta; Mickoloff, Peter; Roseborn, fnan; Salladin, Anne; Schulthess, Hesdlyrrne,
Sevith, Amy; Sutton, Gary; Tishul, Brian; Duncan, John; Sanders, Trac; Dorsey, Karen

Subject: RE: Nething Letter ta be Signed by WG and FDIC, DOC, and 0TS

[(B)(5)]

wem-Oragpral Mesapga=---:

From:  Elks, Dina

Sents  Tussday, October 30, 2001 3:04 PM

Tai Carleton, Mormas; Bitsberger, Timcthy; Bar, Sheila; Constanting, Eleni; Deiarcs, Edwasd; Ellett, Martha; Gabiorda, Joss; Gross,
Jared: Hulfean, Lucy: Hughes, Genry; MolGeem, Tom; Mcinemiey, Roberta; Nickoioff, Peter; Rossbans, Brian; Salladn,
A Schultheiss, Headiynne; Smith, &my; Sutton, Gary; Tishuk, Brias

Sublject: RE: Netting Letter to be Signed by FWG and FDIC, OCC, and OTS

| have spoken to a variety of people on possible movement of the bankruptcy bill. There ks a sight chance that
there will be a conference meeting nexd week but | don see fasal movement on the Bill,

e nal Message--—
Fram: Chrdeton, Norman
Senl: Tutadry, Detnber 30, 2000 2:46 P

To: Bitsbesger, Tumothy: Bair, Sheila; Constartine, Bleni; DelManco, Edward; Elistt, Martha; Bllis, Dina; Gabilonds, Josa; Groes, Janed;
Fuffman, Lucy; Hughts, Gerry; McGivemn, Tom; Mclnerney, Aokerta; MickolofY, Peter; Rosebor, Brian; Salladin, Ane;
Sehultheiss, Helddmne; Smith, Ay Sutton, Gany; Tishuk, Bran

Subsject: Metting Letter i be Signed by PAG and FOIC, OCC, and 0TS

=< File: Netting letter.doc >>
Attached is the proposed netting letter from the Federal Reserve. (It has merge mail features that
you will have to delete in order to read it. Alternatively, you can use the quick view program o
access the document.) It is awaiting approval from SEC Chairman Pitt. Below is an article | sant
around earlier today indicating that some are Irying to revive the Bankrupicy bl

[(B)(S)]

mMarman Carlafon

Bankruptcy Conference May Resume As Netting Bill Considered
|
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The House Judiciary Committee will be turning its attention to other matters in Ihe weeks
remaining before adjournment - possibly including a conference on bankruptcy,
CongressDaily reported. Further work on the legislation had bean posiponed after the
Sept. 11 altacks occurred. The House and Senate conferees had been poised 1o meet
Sept 12 A spokesman for the commitiee yesterday said that no new conference date has
been set, but staff members in recent weeks have continued to work an technical aspects
of the bankruptcy measure. Judiciary Committee Chairman James Sensenbrenner (R-
Wis.}, who is chairing the conference committee, is determined to make a go of it before
members leave town for the year, according to sources. While noting that the commitiee s
agenda had not yet been formulated, his spokesman did not rule out the prospect. “IU's
definitely a possibility,” he said.

Moreover, members of the House Financial Sarvices Committee are trying to move a
provision of the bankruplcy legislation pertaining to financial netting-perhaps as part of the
economic slimulus package-in the event the underlying bill remains stalled.

That provision is designed to strengthen and update current statutory protections for
netting financial market contracts if a party defaults. The netting language of the bill was
ane of the few consensus items included in the bankruptcy legislation. The economic
downturn and the widening number of commercial bankruptcies could help create aven
stronger impetus for the provision to move separately, sources said.

House Financial Services Committee ranking member John LaFalce (D-N.Y.) urged shorlly
after the Sept. 11 terrorist attacks that the nefting language be moved “expeditiously.” In
response, Treasury Secretary Paul O'Neill and Federal Reserve Chairman Alan
Greenspan agreed “whether as part of comprehensive bankruptcy reform legislation or as
a stand-glone bill, Congress should not fail 1o enact netting legislation this year.” The
Financial Services Committee had considered placing netting legislation on the schedule
for markup this Wednesday, when it takes up a host of other bills Commitiees leaders
decided against such action, howaver. A spokesweman for House Financial Services
Committee Chairman Michael Oxley (R-Ohio) said he remained hopeful that the underlying
bankruptcy bill could move inlach.
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Tishuk, Brian

e ——— e e ——————
From: Meivam, Tom
Sent: Wednesday, October 31, 2001 8:20 AM
Ta: Ellis, Dina; Careton, Morman; Bisberger, Timothy; Bair, Shella; DeMarco, Edward; Elledt,
Martha; Gabilondo, Jose; Grass, Jared, Huffman, Lucy, Hughes, Gerry; Mcinemay, Roberia;
Mickololf, Peier; Roseboro, Brian; Salladin, Anné; Schullheiss, Heidilynne, Smith, Amy;
Sutton, Gary, Tishuk, Brian; Duncan, John; Sanders, Traci, Dorsey, Karen
Subject: RE: Maiting Letter to be Signed by PWGE and FDIC, OGC, and OTS
[(b)(5)]
= |'_'|l|i|-_-|# H“m-nn
Fram;: Ellis, Dina
Sani: Tuescay, Octoter M), 2001 3:02 PM

Ta:

Carieton, MNorman; Basbarger, Timethy; Bair, Sheila; Constanting, Bleni; DeMarco, Edward; Bt Martha; Gabslondo, Jose; Gross,
Jared; Huffman, Lucy; Haghes, Gy MoGemm, Tom; Moinemey, Robea; Mickololl, Peter; Rosebon, Brian; Salladin, Arre;
Schultheiss, Heidilyree: Smith, Amy; Sutton, Gary; Tishul, Brian

Subiject: RE: hetting Lether bo be Segred by PG and FOIC, OOC, ana OTS

| have spoken to & warety of people on possible movement of the bankruptey bill, There is a slight chance thal there
will be a conference meeting nesxd week bul | doat see fasal movement on the bl

Frem: Carlgton, Morman

Seat:  Tuesday, October 30, 2000 2146 P

T Bitsberger, Timothy; Bair, Sheila; Constanting, Eleni; Debarco, Edward; Ellett, Martha; B35, Dina; Gabilonds, Jose; Gross, Janed;
Huffman, Lucy; Hughes, Gerry; MeGiverm, Tom; Mcinemey, Roberta; Mickoloff, Peter] Roseborn, Brae; Salladin, Anne;
Sehaithess, Hedilynne: Smigh, Amy; Sutton, Gary; Tiskal, Brian

Subject: Meiting Lether bo be Signed by PWG and FOLC, OCC, and 0TS

<< File: Netting letter.doc >>

Attached is the proposed netting letter from the Federal Reserve. (it has merge mail features that you
will have to delete in order to read it. ARematively, you can use the quick view program to access the
document. ) It is awaiting approval from SEC Chairman Pitt. Below is an article | sent around earlier

today indicating that some are trying to revive the Bankruptcy bill

[(B)=N

Horman Carleton

Bankruptcy Conference May Resume As Netting Bill Considered

The House Judiciary Commiltee will be turning its attention to other matters in the weeks
remaining before adjournment - possibly including a conference on bankruptcy,
CongressDaily reported. Further work on the legislation had been postponed after the Sepl.
11 attacks occurred. The House and Senate conferses had been poised o meet Sept. 12. A
spokesman for the committee yesterday said that no new conference date has been set, but
staff members in recent weeks have continued to work on technical aspects of the bankruptcy
measure. Judiciary Committee Chairman Jamas Sensenbrenner (R-Wis.), who is chairing the
conference committee, is determined to make a go of it before members leave town for the
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year, according to sources. While noting that the commitiee's agenda had not yet been
formulated, his spokesman did not rule out the prospect. “It's definitely a possibility,” he said

Moreaver, mambars of the House Financial Services Committee are trying to move a provision
of the bankruptcy legislation pertaining te financial netting-perhaps as part of the economic
stimulus package-in the event the underlying bill remains stalled

That provision is designed to strengthen and update current statutory protections for netting
financial market contracts if a party defaults. The netting language of the bill was one of the
few consansus items included in the bankruplcy legislation. The economic downturn and the
widening number of commercial bankrupicies could help create even stronger impelus for the
provision to move separately, sources said.

House Financial Sarvices Committee ranking member Jehn LaFalce (D-N.Y.) urged shortly
after the Sept. 11 terrorist attacks that the netting language be moved "expeditiously.” In
response, Treasury Secretary Paul O'Neill and Federal Reserve Chairman Alan Gresnspan
&gr&ed "whether as part of comprehensive bankruptcy reform 1eglslal.1t:rn or as a stand-alone
bill, Congress should not fail to enact netting legislation this year.” The Financial Services
Committea had considered placing netting lagislation on the schedule for markup this
Wednesday, when it takes up a host of other bills. Committee leaders decided against such
action, however. A spokeswoman for House Financial Services Commiltee Chairman
Michaal Oxley (R-Ohio) said he remained hopeful that the underlying bankruptcy bill could
maove intact.
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E’nuk. Brian

S — e e —
From: Hammond, Donald
Sent: Thursday, Februany 15, 2007 10:25 AM
To: Careton, Mormman: DeMarco, Edward; Ellis, Dina; Huffman, Lucy; Mcinemey, Robera;
Constanting, Eleni; Hughes. Gearry. Stewarl, Lawranne
Cc: Tishuk, Brian: Robbins, Eric; Paulus, Michael, Sufton, Gary; Huffman, Lucy; McGverm, Toam;
Mickoloff, Peler; Schultheiss, Heidihmne, Gross, Jared
Subject: RE: Bankruptcy Reform Mark-up Hearing
forman
({162
Dan
e gl Matsig—
Fram: Carloion, Norman
LT H Thersday, February 15, 2000 10607 &M
To: Hameaond, Donald; DebMarcn, Edward; Ellis, Dina; Huffman, Lucy; Mclnemey, Roberts; Constantine, Bleni; Hughes, Gerry; Stewar,
Lawsrarame
Cex Thuhui, Briae; Fobbins, Enc; Paulus, Michasl; Sushen, Gary; Huffman, Lucy; MoGhern, Tom; Nickaioff, Peter; Sciwitheds, Hsdilgnine;
Gross, Janed
Subject: EF: Bankrupicy Faelorm Mark-up Hesding
Dan,
[(b)(31]
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[(b)(5)]

Morman

sasiCriginal Message——-

From:  Hamosd, Donald

Samt:  Thursday, February 15, 2001 §:26 &AM

Ta: DeMarco, Edward; Elis, Dina; Huffman, Lucy; Catebon, Norman; Mclnemey, Robarta; Canstanting, Bieni; Hughes, Gemy; Stewart,
LawTaning

Ce: Tighul, Brian; Fobbins, Eric

Subject: FE: Banknuptoy Reform Mark-up Hearing

Ed,
[(b)(3)]
Domn
~——-Origprial Metiag-—--
Froms DeManco, Edward
Sant Thursday, Februsry 15, 2001 8:32 AM
To: Hameond, Donald; Eilks, Bina; Huffman, Lucy; Carieton, Morman, Mcinemey, Raberts; Constantine, Eleni; Mughes, Gemy; Stewart,
Limaracse
Qe Tishuk, Brian; Robbins, Eri
Subject: Pud'; Barkruptey Reform Hark-up Hearing
FYl
ssscslmiganal Hett sge—-
Firmnna! Reabbing, B
Senl: Wednesoay, Febnary 14, 2000 545 PH
To: DeMarco, Edward
Ce: Tishadk, Bnan
Sulject: Baciruphey Refoem Mark-up Heanng

H R. 333, the “Bankruptcy Abuse Prevention and Consumer Protection Act 2001 was reported out
of the House Judiciary Committee on Wednesday, February 14, 2001, During the mark-up hearing,
eighteen amendments were offered with all but one amendment failing to pass. Voting occurred
largely along party lines. The only amendment that passed was a technical amendment offered by
Chairman Sensenbrenner. Only one Republican crossed party lines to vote for one of the seventeen
other amendments that failed.

Representative Bachus (R-AL) assured the committee that he was committed to working with

Representative Oxley from the Financial Services Committee on commercial bankruptcy provisions
and netting requirements.
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Tishuk, Brian

— — — ——— S
From: Carleton, Morman
Sent: Thursday, February 15, 2001 10007 AM
T Hammond, Donald; DeMarco, Edward; Eliis, Dina; Huffman, Lucy; Mclnemey, Robena;
Consiantine, Eleni; Hughes, Gerry; Stewarl, Lawranne
Cc: Tishuk, Brian: Robbins, Eric: Paulus, Michael; Sutton, Gary; Huffman, Lucy; MeGivemn, Tom;
Mickoloff. Peter: Schullheiss, Heaidilynne: Gross, Jared

Subject: RE: Banknuplcy Reform Mark-up Hearing
Don,
[(R)(S)]
MGrman

(il MEsEAGE-

From Hammond, Danskd

Sent: Thissday, February 15, 2001 8226 AM

Ta: Desaren, Edward; Ellis, Dindg Huffran, Lucy; Carleton, Normas; Mcnemey, Roberts; Cosstanting, Bleni; Hughes, Gerry; Shewa,

Lawranne

[+ Tlshuk, Brian; Robbins, Enc

Subject EE- Banknupeey Reform Mark-up Hesing

Ed,

[(b)3]
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Maorman,

[(B)(S)]

Con

From:  DeMarco, Edward

Sent:  Thursday, February 15, 2001 8222 AM

Tac Harmmend, Donakd; Els, Dina; Hulfman, Lucy; Carebon, Morman; Mcinemey, Roberts; Condtanting, Bleni; Hughes, Gerry; Stewart,
L anne

(= Tk, Brian; Fobbing, Eric
Subject: PW: Bankruptcy Reform Mark-up Heanng

Fyi

——Orspral Message——
Bobbis, Ere
Sent:  \Wednesday, February 14, 2001 5:45 PM
Tot  DeMarco, Edward
€ Tishuk, Bran
Subject: Bavkrustry Beform Mark-uf Heatieg

H R 333, the “Bankruptcy Abuse Prevention and Consumer Protection Act 2001" was reported out of
the House Judiciary Committee on Wednesday, February 14, 2001, Dunng the mark-up heanng,
eighteen amendments were offered with all but one amendment failing to pass  Voting occurred largely
along party lines. The only amendment that passed was a technical amendment offered by Chairman
Sensenbrenner. Only one Republican crossed pany lines to vote for one of the seventeen other
amendments that failed.

Representative Bachus (R-AL) assured the committee that he was committed to working with

Representative Oxley from the Financial Services Commitiee on commercial banknuptey provisions and
netling requirements.
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Green, Matthew

E:-;T: w Febru 5, 2001 12:48 PM
: 3 ary 15, -
To: Deddarco, Edward
Subject: RE: Bankrupicy Reform Mark-up Hearing
[(b)(3]]
aa 1o m._.
From: DeMarcn, Edwand
Sann: Thursday, Fabruary 15, 2000 12:38 PM
Tos Green, Matthew
Subject: FW: Banknuptey Reform Mack-up Hearing

[(B)(3)]

Hammand, Donald, DeMarco, Edward; Ells, Dina; Huftman, Lucy; Mclnemiry, Rotssta; Constantine, Elend; Hughes, Gerry; Stewait,
Terk, Brian; Robbins, Eric; Pauhs, Michael; Sutton, Gany, Hu¥man, Lucy; MoGivern, Tom; kickoloff, Peter; Schufthedss,

woe DR MRS e
Froam; Carleion, Nomman
Fani: Trassday, February 15, 2000 10207 AM
To!
Larwranie
[ ]

Histeliymines: Gross, Jared
Subject:  RE: Baskruptry Reform Madk-up Hearing

Do,

[(b)5)]
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[(B)(5)]

Noeman
weerOriginal MEssage--—
Fram: Hamwmond, Donald
Senty  Thursday, Febwuary 15, 2001 B:26 AM

To

Qs

DeMarco, Edward; Ells, Dina; Huffman, Lucy; Carleton, Noman; Mcinemey, Roberta; Corstantine, Elend; Hughes, Garry; Stewart,
Tishuk, Brian; Robiers, Bnc

Subject: RE: Banknuploy Reform Mark-up Hearing

E@,
[(B)(5)]

Trackimg:

——Origingl Madtags——

Fram: DeMarco, Edwand

SEnt: Thursday, February 15, 2001 8:22 AM

Ta: Havmond, Donalo; Ellis, Dina; Hulfran, Lucy; Carleton, Norman; Mclnemey, Roberia; Corstanting, Bleni; Hughas, Gemry; Stewart,

o Tishuk, Brian; Robbine, Eric

Subjoct: P Bankrnuptoy Reform Mark-up Hearing
FYi

<ooQrugpral Message -

Froam: Rigbbing, Eric

Sent: Wednescey, February 14, 2001 5:45 PM
Toe DeMarco, Edwand

Co Tishuk, Brian

Subject: Bardmupboy Reform Hark-up Hearing

H.R. 333, the “Bankrupicy Abuse Prevention and Consumer Protection Act 20017 was reported out
of the House Judiciary Committee on Wednesday, February 14, 2001. During the mark-up hearing,
cighteen amendments were offered with all but one amendment failing to pass. Voting occurred
largely along party lines. The enly amendment thatl passed was a m:hni::nlil amendment offered by
Chairman Sensenbrenner. Only one Republican erossed party lines to vote for one of the seventeen
other amendments that faled.

Representative Bachus (R-AL) assured the commitiee that he was committed to working with

Representative Ouley from the Financial Services Committee on commercial bankrupley provisions
and neiting requirements.

Hecipient Read
DeMarco, Edwart Road: 02152001 1252 PM

01200000001048



DeMarco, Edward

From:
Sent:
To:

Cec:
Subyjeet:

Imporianca:

Michadla,

DeMarco, Edward
Wednesdey, January 18, 2002 1:20 P
Davis, Michole

Bair, Sheila; Holahan, Belsy; Swesltnam, Bill Jr; McCall, Heal
Relirement Security inser for PON's Savings Bond speech

High

ﬁHﬂaﬂhadmﬁhMmmﬁMMfﬁmmimmmm. Sheila Bair asked us io draft the
msert but Sheila has nol had the opportunity to review the text because of the axremaly short burn-anpund time,

| understand from Sheila that you will be working his text info the larger speech. Sheila and Bill Sweetnam may have
comments they want to send 1o you this aflermnooen, recognizing that the Secratary is giving the spesch tomorraw,

Pieasa let me know if | can provide any additional information or explanation.

Ed D:eMarco (2-2792)

Recipaam

Diarein, MEchain
Bair, Sheia
Hilaksn, Balsy
Sweetnam, BI Jr
bicCadl, Maal

Read

Read: 01182002 241 PM
Road: 01182002 2:15 PU
Faad: 01103002 2:08 P
Read; 01162002 4:15 Pl
Read; IHEZO0T 1:20 PM

01200000001195
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DeMarco, Edward
e

————
From: Bair, Shaila
Sant: ‘Wednesday, January 16, 2002 2:41 PM
Ta: Davis, Michede, Weinberger, Mark: Sweetnam, Bill Jr, DeMarco, Edward; Holahan, Betsy
Subject: FW: Retirement Security insert for PON's Sevings Bond speech
Impertance: High

| made a few edits o reflect more balanse in our policy approach and to reflect whera | understand e Secrelary 5 coming
frasme. | hiogee wa god this 10 you b0 time 10 De usable.

Sheila

(Edils are contained in he forwarded document below. )
s=ssiriginal

Frama DetMarcs, Edwan

Sani: Widnesciay, Januany 16, 2002 1:20 P

Ta: Davis, Michele

Ce: Bair, Snesla; Holghan, Betsy: Swestnam, B b MoCal, Seal

Michella,

Attached is & draft insert on retirement security for the Secretany’s savings bond speech, Sheila Bair asked us to drafl ihe
insert but Shella has not had the opportunity to review the text because of the extremely shor umn-argund Lime,

| understand from Sheda that you will be working this text into the larger speech. Sheila and Bill Sweetnam may have
comments they want 1o send 1o you this aflermcon, recognizing that the Secretary is giving the speech lomarrow

Floase ket ma know if | can provide any additional information or explanation.
Ed DeMarco (2-2792)

)

B i Do
R - T
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DeMarco, Edward

e ——r
From: Young, JT
Sant: Wednesday, January 16, 2002 9:45 AM
To: Sweatnam, Bill Jr; Weinberger, Mark; Reeder, W Thomas; Olson, Pam; Walker, Deborah;
Bradshaw, Tara; Bair, Sheila; McCall, Neal; DeMarco, Edwand
Subject: RE: Sanate Hearing on Enron-Related Pension [ssues

i have also heard kennedy is doing something. | have also heard that finance is notal this ime

w=-Ciripndl Messags—-

Fromi Swestnam, Bl Ir ”

Senb Tuesclsy, January 15, 2002 8:20 PM

Taa WWeinbenger, Mark; Reecer, W Thomas; Olson, Pam; Waker, Deborsh; Young, JT; Bradshaw, Tary; Bar, Sheds; MoCal, Neal;
Dedancn, Edward

Subject Senate Mearing on Erron-Related Pension ssues

| hawe heard, second hand, that Sen. Kennedy will schedule a hearing on February 7 lo descuss the penson ssues
surrounding Enron. He will have a government panel and will ask for testimany from DOL and Office of Tax Policy.
He wil also have a victims panel and a panel of academic expords.

Williamr F. Swaalnam, Jr,
Banadfits Tax Counsel

Office of Tax Pollcy

Treasury Department

1500 Pannsylvania Avanse NW
Washington OC 20220

Phone: 202-522-0170
Fax: 202-522-0646

01200000001211



DeMarco, Edward

Sui¥ olle

— —

Fram: DeMarco, Edward Meod ao - Mav o]

Sant: Thursday, Fabreary 15, 2001 12:38 PM

To: Green, Matthew

Subject: FW: Bankruplcy Reform Mark-up Hearing

[(b)(5)]

- -Qirigiral
I Thirsday, February 15, 2001 10:07 AM

Sent: 4 " i

Toa Hammond, Donaid; DeMarco, Edward; B, Ding; Huffman, Lucy; Mcinemey, Roberta; Constanting, Beni; Hughes, Gerny; Stewart,
Lanwranng

Cc Tiahui, Brizn; Robbins, Eric; Paulus, Michael; Sutton, Gany; Huffman, Lucy; MoGherm, Tom; hickoiof, Peter; Schuitheiss,
Heidhynne: Gross, Jamd

Subject: RE: Bankruptey Peform Bark-up Hearng

Do,

[(B)(5)]

MNorman

01200000001212



s==irigirgd Message—

Hammonsd, Danaid

Thussdsy, Februbry 15, 2001 8106 AM

mﬂmﬂmmwmmmm.m; Corrstantine, Blen; Hughes, Germy; Sowart,
e

Tisae, Brian; Robibing, Erc

RE; Bankruptcy Reform Mark-up Heanng

A _EI? E'Eg'

[(B)(5)]

D

reeONGINal Message-——

From: Defarco, Edward

Sant:  Thurscay, Fefwmuary 15, 2001 6:22 AM

Ta: Hammeond, Donald; Blis, Dina; Hufran, Lucy; Carleton, Norman; Melnemey, Roberta; Constantine, Beri; Hughes, Gerry, Slewart,
Ce: Tishuk, Briar; Robtirs, Eric

Sulbjeet: P Bankrupicy Rafarm Mare-up Hearing

FYl

=gl Mt

From:  HRoblens, Erc

Senty HM,MH.IWISHEHI
T DeMarco, Edward

Cez Tishulk, Brian

Subject: Bandrupboy Beform Mark-up Heanng

H.R. 333, the “Bankruptcy Abuse Prevention and Consumer Protection Act 2001™ was reported out of
the House Judiciary Committee on Wednesday, February 14, 2001, During the mark-up heanng,
eighteen amendments were offered with all but one amendment failing to pass. Voting occurred largely
along party lines. The only amendment that passed was a technical amendment offered by Chairman
Sensenbrenner. Only one Republican crossed party lines to vote for one of the seventeen other
amendments that failed.

Representative Bachus (R-AL) assured the committee that he was committed to working with

Representative Oxley from the Financial Services Committee on commercial bankruptey provisions and
netting requirements.

Tracking: Reciplent Read
Giman, Mabhes Rosadt: 01 2007 12:38 PM

01200000001213



DeMarco, Eﬂwﬂ

From; Grean, Matthew
Sent: Thursday, February 15, 2001 12:48 PM
Ta: Debarco, Edward
Subject: RE: Bankruplcy Reform Mark-up Heasing
[{b)M5)]
==riiriginagl Message———

From: DM, BEdwnrd

Senkz Thursday, Fabrsary 15, 2000 12:38 PH

Ta Green, Halthew

[(B)(S)

Euhjninl: PW; Banknupboy Reformm Bick-uf Hasmmg

——Criginal Message-——

From: Caletan, MNormman

Sent: Thursdiay, Fepnaany 15, 3001 10:07F AM

Ta: Harvimond, Donald; DeMarcs, Edward; s, Dina; Mulfrman, Luey; Mebnemey, Boberta; Constanting, Eleni; Bughes, Germy. Sewart,
LB

Cer Teshuk, Brige: Robibies, Eic; Paukss, Michael; Sutton, Gany; Huffman, Lucy; MoGreem, Tom; Nickoloff, Peter; Schultheiss,

Hsidhilyrne; Ghoss, Janed
Subject: HE: Banknuptoy Refonm Mark-up Hearing

Dion

[(B)S)]
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[(b)}S)]

Morman

From:  Hammand, Danald
Sgnb;  Themsday, Februaey 15, 2001 6136 AM

Ta:

Ce:

mw:mmmmﬁmmmm,mmm.mm.wm
“Anne

Tishuk, Erian; Robbins, Bric

Subject: RE: Banruptcy Reform Mark-up Hearing

Ed

[{b)(5)]

Dan

——Original Massage-—

Froam: DoMan, Edwand

Sant: Thursday, February 15, 2001 8:22 AM

Too w.mmﬁmwm:mm;m.M:m.m;mm:m
Cg Tishuk, Brian; Robbins, Bric

Subijact: P Bariruphoy Beform Mark-up Mearing

Fl

——Ciriganal MESSagE-
Robibing, Erc
Seniz ‘Wednesday, Febnaary 14, 2001 5:45 PM

Subject: Barkruptey Reform Markup Hearing

H.R. 333, the “Bankruptcy Abuse Prevention and Consumer Protection Act 2001 was reported oul
of the House Judiciary Committee on Wednesday, February 14, 2001. During the mark-up hearing,
cighteen amendments were offered with all but one amendment failing to pass. Yoling occurred
largely along party lines. The only amendment that passed was a technical amendment offered by
Chairman Sensenbrenner. Only one Republican crossed party lines to vote for one of the sevenleen
other amendments that failed.

Representative Bachus (R-AL) assured the committee that he was committed to working with

Representative Oxley from the Financial Services Committes on commercial bankruptcy provisions
and netling requirements,

01200000001215



DeMarco, Edward

From: Hammand, Donald
Seni: Thursday, February 15, 2001 10-25 AM
To: Carbeton, Norman; DeMarco, Edward; Ellis, Dina; Huffman, Lucy, Mcinermey, Roberta,
Constantine, Eleni; Hughes, Gemry; Stewart, Lawranne
Ce: Tishuk, Brian; Robbina, Erie, Pawlug, Mchael, Sution, Gary, Huffman, Lucy;: McGivem, Tom
Mickoloff, Peter; Schulthess, Heidilynng; Gross, Jared
Subject: RE: Bankrupicy Reform Mark-up Hearing
MNorman,
[(b)(5)]
Dhan
el Mentnge- s
Fram: Cardeton, Norman
Sent: Thirsday, February 15, 2000 10207 A
Ta: Hammond, Donaid; DeMarco, Edward: Elis, Dwa; Hulfman, Locy: Mcinemey, Roberta; Constantine, Eleni; Hughes, Gemy; Stewart,
Lawergrang
Ce Tishuyle, Brian; Robbing, Eric; Paulus, Michacl; Suthon, Gany; Huffman, Lucy; MoGvern, Tom; Ricoloff, Peter, Sohulifeis,
Hedlyrne; Gross, Jared
Subject: RE: Barkruptoy Raform Mark-up Hearng
Chon,
[(b){5)]
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[(B)(5)]

Morman

--—{riginal Message——

From: Hammond, Donakd

Senti  Thussday, Pebruary 15, 2001 8:26 AM

Tm DeMarc, Edwand: B85, Dina; Huffman, Lucy; Carketon, Morman; Mclnemey, Roberta; Constantne, Bleni; Hughes, Gery; Stewart,
Coi Tishuk, Brian; Robbins, Enc

Subject: RE: Sankrupicy Reform Mark-up Headng

Ed,

[(b)(3)]

Dhan

—=-iriggiral MEsssge—-—

Defdarco, Edwand
Thassdiary, February 15, 3001 812 AM
Em!tﬂmDhtHHMimumﬁﬁﬁHnHummﬂthvﬂmHMHBHBHMHEEHWHHHEEKHﬂﬂﬂm
Lavranne
Brian; Robbins, Edc
Fw; Bankrupbey Reform Mark-up Hearing

Fii‘
%

.

FYl

—-igingl Message——

Froms Foitibes, Erg

Sant: Wednesaay, February 14, 2001 5:45 PH
Top DeMarcs, Edward

Cer Tishuk, Brian

Su bt Bankrypicy Refiaim Mark-up Hearing

HLR. 333, the “Bankruptcy Abuse Prevention and Consumer Protection Act 2001" was reported out
of the House Judiciary Committee on Wednesday, February 14, 2001. During the mark-up hearing,
eighteen amendments were offered with all but ene amendment failing to pass, Voting occurred
largely along party lines. The only amendment that passed was a technical amendment offered by
Chairman Sensenbrenner. Only one Republican crossed party lines to vote for one of the seventeen
other amendments that failed.

Representative Bachus (R-AL) assured the committee that he was committed to working with

Representative Oxley from the Financial Services Committes on commercial bankruptey provisions
and netting requirements.

01200000001217



DeMarco, Edward

T — ———
Fram: Carleton, Morman
Sank Thursday, Fabruaey 15, 2001 10:07 Ak
Ta: Hammend, Donald; DeMarco, Edward; Ellis, Dina; Huffman, Lucy; Mcinermey, Roberta;
Constantine, Eleni; Hughes, Gerry; Stewart., Lawranne
Ge: Tishuk, Brian; Robbins, Enc; Paulus, Michael, Sutton, Gary; Huffman, Lucy; MeGhem, Tom,
Mickoleff, Peter, Schultheiss, Heiddynne, Gross, Jared
Subjoet: RE: Banknupicy Relorm Mark-up Hearing
Ckan,
[{b)(S)]
Marman
——Original Message——
From: Harnmaend, Donald
Sent: Thirsdsy, Febnaey 15, 2001 6126 AM
Tz Dearco, Edward;, Ellks, Dira; Huffman, Lugy; Carleton, Morman; Mclnemey, Roberta; Congtanting, Eleni; Hughes, Gamy; Stewar,
Lawranra
Ces Tishuge, Brian; Rokbing, Eric
Subject: RE: Banknuptcy Reform Mark-up Hearing
Ed,

01200000001218



[(B)3)]

Don

——Criinal Messagu. .

From: DeMarco, Edward

Sent:  Thursday, February 15, 2000 B:22 &M

Ta: Harmmand, Donald; Elid, Ding; Huffman, Lucy; Carieton, Korman; Hchnemey, Roberta; Constanbine, Elenl; Hughes, Gerry; Stewart,
LLawranng

Co Tishuk, Brian; Robbins, Eric

Subject: PW: Bankrupbty Risform Mark-up Hearng

FYil

——Onginal Message--—-

From: Robbins, Eric

Sent:  Wednedey, February 14, 2001 5:45 PH
Tot BeMarcn, Edward

€c  Tishuk, Brian

Subject: Barirupley Reform Mark-up Hearing

H.R. 333, the "Bankrupicy Abuse Prevention and Consumer Profection Act 2001 was reporied out of
the House Judiciary Committée on Wednesday, February 14, 2001. During the mark-up heanng,
eighteen amendments were offered with all but one amendment failing to pass. Voting occurred largely
along party lines. The only amendment that passed was a technical amendment offered by Chainman
Sensenbrenner. Only one Republican crossed party lines to vote for one of the seventeen other
amendments that failed.

Representative Bachus (R-AL) assured the committec that he was committed to working with

Representative Oxley from the Financial Services Commities on commercial bankrupicy provisions and
nctiing requiremenis.

01200000001219



DeMarco, Edward

From:
Sant:

Tas
Subject:

Dedaren, Edward

Wednasday, Oclober 31, 2001 10000 AM

Hughes, Gemy; Green, Matthew

FW: Nalting Letler 1o be Signed by PWG and FDIC, OCC, and OTS

Waanbed fo be sure you guys saw this iraffic.

—-—Crginal MesRige-—
From: Ellg, Dina
Sent: Wednesday, October 51, 2001 9242 AM
Ta McGivern, Tom; Carleton, Norman; Bitsherger, Timotiny: Bair, Sheils; DeMarco, Edward; Ellett, Martha; Gabilonda, Jose; Gross,
Jaedd; Huffrean, Lucy; Hughes, Garry; Melmerney, Robarta: Mickolof, Peler; Roseborn, Brian; Salladin, Anna; Schulthesss,
Heidilyrene] Smith, Ay, Sulon, Gary; Tehuk, Bian; Duncan, Johr; Sanders, Trad Dorsey, Kanen
Subjeet: RE: Metting Letter b be Signad by PWG and FDIC, OCC, and OTS
[(b)(S)]
~—-{riginal Message—
Fromg HcGhem, Tom
Soniz Wednesday, Ociober 31, 2001 9:00 AM
Tos s, Dima; Cavleton, Morman; Bitsberger, Timetny, Oar, Shels; DeMarco, Edwand; Eliett, Martha; Gabilonde, Jose; Gross, Jared;
Higfman, Lucy; Hisghes, Gemy; Monemey, Robeda; Medosiolf, Peter; Rogebors, Bran; Saladin, Anne; Schultheiss, Heidbnns
S, Ay Sulten, Gary, Tishuk, Brise, Duncan, John; Sanderg, Traci; Doy, Karen
Subject:  RE: Mebting Letter ta be Signed by PWS and FDIC, 0CC, and OTS
[(b)(5)]
werigingl Miessage—
From:  Ellis, Dina

Sent:  Toesdoy, Ociober 30, 2001 3:02 P

Ta

Carleton, Nomman; Besherger, Timotiy; Bair, Sheila; Constanbes, Eleni; DeManos, Edwand; Elett, Martha; Gabdonds, Joss: Gross,
Jated) Huiffman, Ludy: Hughss, Ganry: MoGheirn, Tom; Mclnemey, Boberta; Mickokoll, Peler: Rosebom, Brign: Selsda,
Anme; Schasthescs, Hesdiynne; Smilh, &y, Suthon, Gary; Tehuk, Brian

Subject: RE: Meiting Lether (o be Sired by PG and FODC, OCC, and 0TS

| have spoken to a variely of people on possible movernent of the bankrupicy bill. There is a slight chance that
there will be a conference meeting next week but | don't see fasal movement on the bil,

——Original Mistags-—
From:; Carfletnd, Nomman
Sant: Ty, Octobsr 30, 2001 2:46 P

To: Eisberger, Timothy; Bair, Shedla; Canstangine, Beni; DeMarca, Edwand; Bliedt, Hartha; Eiig, Dina; Gabdondo, Mose; Groas, Jared;
BiTman, Lucy; Hughes, Gerry; Modivem, Tom; Hclnemey, Roberts; Mickoloff, Peter; Aosedom, Brian; Saladin,
Anne; Schulthess, Heidilynne; Smith, Ammy; Sutton, Gary; Tishuk, Brian

Sulbsject: Feetting Letter to be Signed by MG and FOIC, OCC, and OTS

=< Fila: Netting letter.doc >>

Aftached is the proposed netting letter from the Faderal Reserve. (It has merge mail features that
you will have to delete in order to read it. Alternatively, you can use the quick view program to
access the document.) It is awaiting approval from SEC Chairman Pitt. Below is an article | sent
argund earfier today indicating that some are trying to revive the Bankruptcy bill.

[(BXS)]

Mormman Carleton

01200000001226



Tracking:

Bankruptcy Conference May Resume As Netting Bill Considered

The House Judiciary Commitiee will be turning its attention to other matters in the weeks
remaining before adjournment - possibly including a conference on bankruptcy,
CongressDaily reported. Further work on the legisiation had been postponed after the
Sept. 11 attacks occurred. The House and Senale conferees had been poised to meet
Sept. 12. A spokesman for the committee yesterday said that no new conference date has
been set, but staff members in recent weeks have continued to work on technical aspects
of the bankruptcy measure. Judiciary Committee Chairman James Sensenbrenner (R-
Wis.), who is chairing the conference committee, is determined to make a go of it before
members leave town for the year, according to sources. While noting that the committee’s
agenda had not yet been formulated, his spokesman did not rule out the prospect. “It's
definitely a possibility,” he said.

Morecver, members of the House Financial Services Commitlea are trying lo move a
pravision of the bankruptcy legislation pertaining to financial netting-perhaps as part of the
economic stimulus package-in the event the underying bill remains stalled.

That provision is designed to strangthen and update current statutory prolections for
netting financial market contracts if a party defaults. The netting language of the bill was
one of the few consensus items included in the bankruptcy legislation. The economic
downturn and the widening number of commercial bankrupltcies could help creale even
stronger impetus for the pravision to move separately, sources said.

House Financial Services Commitiee ranking member John LaFalce (D-N.Y.) urged shortly
after the Sept. 11 terrorist attacks that the netting language be moved “expeditiously.” In
response, Treasury Secretary Paul O'Neill and Federal Reserve Chairman Alan
Greenspan agreed “whether as part of comprahensive bankruptey reform legislation or as
a stand-alone bill, Congress should not fail to enact netting legislation this year.” The
Financial Services Committee had considered placing netting legislation on the schedule
for markup this Wednesday, when it takes up a host of other bills, Committee leaders
decided against such action, however, A spokeswoman for House Financial Services
Committee Chairman Michael Oxley (R-Ohio) said he remained hopeful that the underiying
bankruptcy bill could move intact.

Rociplani Read
Hughssy, Gy Rsgd: 10312007 10:03 AM
Giepan, Maltew Ripad; 107212001 1600 Ak
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P&I‘J‘Eamﬂ, Edward

e
Fram: Carlafon, Norman
Sont: Monday, September 10, 2001 11:34 AM
Tao: Bair, Shela; DelMarco, Edward; Eichner, Maithew; Ellatl, Martha; Fisher, Peler, Gabilondo,

Jose: Gross, Jared;, Hammer, Yiva; Hughes, Gerry, Mickoloff, Peler; Novey, Michasl;
Roseboro, Brian;, Schwllheiss, Heidilynne: Smith, Amy; Sutton, Gary
Subject: retall Swaps - Telephone Call from Elizabeti Fox

[(B)(5)]
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DeMarco, Edward

ar— ———
Froam: Caraton, Horman
Senl: Zaturday, Septembar 08, 2001 1,10 PM
Tos Bair, Shaila: Debarco, Edward; Eichner, Matihew, Elall, Mertha, Fisher, Pater;, Gabilondo,

Jose; Gross, Jared; Hammer, Viva; Hughes, Gerry; Mickoloff, Peler; Novey, Michael,
Roseboro, Brian; Schulihess, Heidiynne, Smith, Ay Sulton, Gary
Subject: Discussion with Ken Raisler about Enron Product

On Friday, September 7, [ discussed the retail energy swap issue with Ken Raisler. He is a pariner at
Sullivan & Cromwell who represents Enron. In the mid 1980s, he was the general counsel of the CFTC.

1 asked Ken if Enron opposed state regulation of retail energy derivatives if the CFTC were to grant an
exemption for this product. The first answer to this question was yes, but that answer was modified as we
further discussed the issue.

I asked Ken if he thought that there was a preemption argument that could be made because of CFTC
exclusive jurisdiction. He said he thought there was. He said Enron would not make such a legal argument
because it is repulated in some states as a utility company, but that others might make such an argument.

I told Ken that the Treasury had not come to a conclusion about the retail energy swap issue but that we
were unlikely to support a result that would mean no federal regulation and would not allow state governments
to regulate this product if they chose 1o do so. He asked me what regulatory issues might be of concem. |
answered that such issues as advertising, pricing, and assurances that the company offering the product had the
financial ability to meet its obligations might be subjects that governments would be concerned about. Ken said
he thought that this was a reasonable position.

I asked Ken whether he thought that the CFTC could exempt retail energy swaps from the exclusive
jurisdiction provision of the CEA, thus precluding any arguments about state jurisdiction. He said he thought
that might be possible.

At the end of the conversation, Ken indicated he would talk to his client about the issues had raised.

[(R)(S]]

01200000001229



DeMarco, Edward

From:
Sant:
To:

Subject:

[(B)(S)]

Careton, Morman
Saturday, September 08, 2007 1.07 PM

Bair, Sheila; DeManco, Edward; Eichner, Matthows, Ellett, Martha, Fisher, Peter, Gabdondn,
Jose; Gross, Jared; Hammer, Viva, Hughes, Gerry, Nickoloff, Peter; Novey, Michae;

Roseboro, Brian; Schultheiss, Heddiymne, Smith, Amy, Sulbon, Gary
Ratail Swaps Stedy Group Meeting - September G

01200000001230
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DeMarco, Edward

From:
Sent:
Ta:

Subject:

[(B)(5)]

Thoughts?

Carleion, Nomman
Wednesday, August 29, 2007 Z:41 PM

Fisher, Peler; Rosaboro, Brian; Bair, Shella; Nicioioff, Peter; Schultheiss, Heidilynna;
DeMarco, Edward; Hughes, Gamry; Gross, Jared, Smith, Amy; Sullon, Gary; Ellett, Mariha;
Gabdlonda, Jose; Mcinerney, Roberta; Lo Sanatamorena (E-mall); Novey, Michael: Eichner,

Matthew, Hammer, Viva
More on the Ennon 1s500

01200000001232



DeMarco, Edward

From:
Sent:
Ta:

Subject:

[(R)(5)]

Carkelon, Mormdn
Wadnesday, August 29, 2001 11:15 AM

Fisher, Pater; Roseboro, Brian; Bair, Sheila; Nickoioff, Pater; Schultheiss, Heidilynne;
Debdarco, Edward, Hughes, Gerry; Gross, Jared; Smith, Amy; Sutton, Gary, Ellelt, Martha;

Gabilondo, Jose; Mclnemney, Roberta; Lorl Sanatamorena (E-maid)
Slatus of Relad Swap Study and the Ennon Issue

Anvy thoughts or recommaendations? | will send around a separate nole discussing the Enron issue in more delad,

01200000001233



DeMarco, Edward

From: BeCall, Meal

Sant Thursday, January 17, 2002 1030 Al
To: DaMarcs, Edward

Ed,

Just a few ibems.
1) Do | need to be briefed on whal franspired in yesterday's pension security meeting?

[OUTSIDE SCOPE | (b)(5)]

[(BXS)]

Meal
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Hughes, Gm_'u e

Fram: DeMarco, Edward

Seni: Wednesday, October 31, 2001 10:00 AM

To: Hughes, Genry, Green, Matthew

Sublect: FW. Nelling Letier to be Signed by PWG and FDIC, OCC. and OTS

Waned to bo sure you guys saw this tralfic.

an w m.uu
Froam; s, i
Sant: Wedresday, Oolobsr 31, 2001 942 A
Ta: Mclrern, Tom: Carleton, Norman; Rrshemer, Timotiy; Bar, Shella; DeMarmn, Edwand; Ellett, Martha; Gabiiondn, lose; Bross,
Lewred; Huflenan, Lucy; Hughes, Germyg Mclnerney, Robertn; Nickoloff, Peter; Rodebono, Brian; Salladin, Anne; Schuitheis,
Heisilyning; Smith, Amy; Sutton, Gary; Tishuk, Brian; Dunean, John; Sanders, Trac; Dorsay, Kamn
Subjoct: RE: Netting Latter ta be Signed by PWG and FDIC, OCC, and OTS
[(b)(S)]
—--Oirigginal Message -
Frams: MoGavem, Tom
Senk: Wadnesday, Ocicber 31, 2041 9.0 AM
Tox

s, Duny; Carlebon, Morman; Besherger, Timathy, Bak, Sheia; DeManco, Edward; Elett, Martha: Gabilonda, Jose; Gross, Jated;
Huffran, Lucy; Hughes, Gerry: Mclrerney, Rabera; Mickoiolf, Poter; Roscbom, Brian; Sallsdia, Anne; Sthuthess, Hediynrg
Senih, Amvy; Sutton, Gary; Tishuk, Brian; Duncan, kohn; Sandens, Track; Domeey, Koren

Subject:  WE: Mefting Letter to be Signed by PWG and FOIC, OCC, and OTS

[(b)(5)]

——Original Message=-=

Fram: Elis, Dina

Sent: Toesday, Oclober 30, 2001 3212 FM

Ta: Canleton, Morman; Bitsberger, Timothy; Balr, Sheila; Constanting, Eleni; DiMarca, Edward; Ellett, Martha; Gabilonda, Jose; Gross,
Jared; Muffman, Liscy; Hughes, Gerry; MoGryem, Tom; Mcinemey, Roberta; Nickolol, Peler; Roseboro, Brian; Saladin,
Mo, Sehigithisiss, Hedyrne; Smith, Ay, Sutton, Gary; Teshuk, Beian

Subject: RE: Netting Letter to be Signed by PWG and FDIC, DCC, and OTS

[(B}3)]
----- Original Message--—
From: Carhebon, Norman
Seniz Tuesday, October 30, 7001 2-46 FM

To1 Bitsberger, Timothy; Bair, Shella; Constanting, Eieni; DeMarcs, Edward; Evetf, Martha; Elis, Dina; Gablionda, dose; Gross, Janed,
Fuffran, Luey; Hughes, Geery; MoGhem, Tom; Melnermey, Roberta; Mckoloff, Peter; Rosebor, Brisn,
Anre; Schultheiss, Heldiynne; Smith, &my; Sutton, Gasy; Tishok, Brian

Subject: Hetting Letter to be Signed by FWNG and FDIC, OCC, and OTS

<< File: Netting letter.doc >>

Attached is the proposed netting letter Irom the Federal Reserve. (It has merge mail fealures thal
you will have to delete in order to read it Altemalively, you can use the quick view program to
access the document.) It is awaiting approval from SEC Chairman Pitt. Below is an article | sent
around earlier today indicating that some are trying to revive the Bankmuptcy bill.

[(B)(5)]

Morman Carlaton
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Bankruptcy Conference May Resume As Netting Bill Considered

The House Judiciary Committee will be tuming its attention 1o other matters in the weeks
remalning before adjeurnment - possibly inciuding a conference on bankruptcy,
CongressDaily reported. Further work on the legislation had been posiponed after the
Sept. 11 attacks occurred. The House and Senate conlerees had been poised o meet
Sept. 12. A spokesman for the commitiee yesterday said that no new conference date has
been set, but staff members in recent weeks have conlinued to work on technical aspects
of the bankruplcy measure. Judiciary Committee Chairman James Sensenbrenner (R-
Wis.), who is chairing the conference commiltee, is determined to make a go of it before
members leave town for the year, according to sources. While noting that the committea's
agenda had not yet been formulated, his spokesman did not rule out the prospect. “It's
definitely a possibility,” he said.

Mareover. members of the House Financial Services Committee are trying to move a
provision of the bankruptcy legisiation pertaining 10 financial netting-perhaps as part of the
economic stimulus package-in the event the underlying bill remains slalled.

That provision is designed to strengthen and update current statulory protections for netling
financial market contracts if a party defaults. The netting language of the bill was one of
the few consensus items included in the bankruptey legislation. The aconomic downturn
and the widening number of commercial bankruptcies could help create even stronger
impetus for the provision to move separately, sources said.

House Financial Services Committee ranking member John LaFalce (D-N.Y.) urged shortly
after the Sept. 11 terrorist attacks that the netting language be moved “expeditiously.” In
response, Treasury Secretary Paul O'Neill and Federa! Reserve Chairman Alan Greanspan
agreed “whether as part of comprehensive bankruptcy reform legislation or as a stand-
alone bill, Congress should not fail to enact netting legislation this year.” The Financial
Services Committee had considered placing netting legislation on the schedule for markup
this Wednesday, when it takes up a host of other bills. Committee leaders decided against
such action, however. A spokeswoman lor House Financial Services Committea
Chairman Michagl Oxley (R-Ohic) said he remained hopeful thal the underlying bankruptcy
bill could move intact.
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Hughm:I Gerry = )

From: McGivern. Tom
Seni Wednesdny, October 31, 2001 9:20 AM
To: Elifs, Dina; Carlaton, Norman; Bitsberger, Timothy; Bair, Sheila; DeMarco, Edward: Ellet,
Martha: Gabilondo, Jose, Gross, Jared: Hulfman, Lucy; Hughes, Gorry; Mclnarmay, Robarta;
Nickololf, Feter; Roseboro, Brian; Salladin, Anne; Schulthelss, Heidilynne; Smith, Ay
Sutton, Gary; Tishuk, Brian; Duncan, John; Sanders, Traci: Dorsay, Karen
Subject: RE: Netling Letter io be Signed by PWG and FOIC, OCC, and OTS
[(b)(3)]
——-Onigirgd Missage-—-—
Frommi Elis, Demdy
Sent: Tuesday, Dotober 30, 2001 3:02 P
Tas Careton, Morman; Bitsberger, Timothy; Bair, Sheil; Constantine, Beni; DeManco, Edward; Edett, Martha; Gabilondo, 188! Gross,

Jared; Huffman, Lucy; Hughes, Gemy; MoGivern, Tom; Mclnemey, Roberta; Nickoiod, Poter: Rossbors, Brian; Saliadin, Anng;
Schulthelss, Hesdiynng; Smeith, Amy; Sutton, Gary; Tishik, Brian

Subject:  RE: Netting Letter 1o be Skgned by PWG and FDIC, OCE, and OTS

| have spoken o a variely of people on possible movement ol the bankruptcy bill. There is a slight chance thal there
will be a conference meating nex! week but | don See fasat movement on the bill.

—=-riginal Message--—
From:  Carleton, Marmaen
Sert:  Tussday, October 30, 2001 3:96 PR
Ta: Basberger, Timolhy; Bair, Sheila; Constantee, Bleni; DeMaron, Edward; Efett, Martha; Ellis, Dina; Gabilande, lade; Gross, lated:
Huffman, Lucy; Hughes, Gerny; McGivern, Tom; Mcinerney, Roberta: Nickoloff, Peter: Roteborn, Bnang Salladie, Anee:
Sefwithelss, Heidbynne, Smith, Amry; Sutton, Gary; Thuk, Brkan
Subjject: Netting Latter to be Signed by MWG and FDIC, OCC, and OTS

<< Fila: Netting letter.doc >=

Altached is the proposed nefting letter irom the Federal Reserve. (It has merge mall leatures that you
will have 1o delete in order to read it. Allematively, you can use the quick view program lo access the
document.) It is awaiting approval from SEC Chairman Pitt. Below is an artiche | sent around earlier
loday indicating that some are trying to revive the Bankrupicy bill.

[(R)(5)]

Meman Carleton

Bankruptcy Conference May Resume As Netting Bill Considered

The House Judiciary Committee will be tumning its attention to other matters in the weeks
remaining before adjournment - passibly including a conference on bankruptey, CongressDaily
reported. Further work on the legisiation had been postponed after the Sept. 11 allacks
occurred. The House and Senale conferees had been poised 1o meet Sept. 12. A spokesman
for the commitiee yesterday said that no new conference date has been set, but staff members
in recent weeks have continued lo work on technical aspects of the bankrupicy measure.
Judiciary Committee Chairman James Sensenbrenner (R-Wis.), who is chairing the
conference committes, is delermined to make a go of it before members leave town for the
year, according 1o sources. While noting that the commitiee's agenda had not yet baan
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formulated, his spokesman did not rule out the prospect. “It's definitely a possibility,” he said.

Moreover, members of the House Financial Services Commitlee are trying to move a provision
of the bankruptcy legislation pertaining to financial netting-perhaps as part of the economic
stimulus package-in tha event the underlying bill remains stalled.

That provision is designad to strengthen and update current statutory protections for netting
financial market contracts if a party defaults. The netling language of the bill was one of the
few consensus items included in the bankruplcy legislation. The economic downturm and the
widening number of commercial bankruplcies could help create even stronger impetus for the
provision to move separately, sources said.

House Financial Services Committee ranking member John LaFalce (D-N.Y.) urged shorily
after the Sepl. 11 terrorist attacks that the netting language be moved “expeditiously.” In
response, Treasury Secretary Paul O'Meill and Federal Reserve Chairman Alan Greenspan
agreed “whether as part of comprehensive bankruptcy reform lagislation or as a stand-alone
bill, Congress should not fail to enact netting legislation Ihis year.” The Financial Services
Committee had considered placing netting legislation on the schedule for markup this
Wednesday, when it lakes up a host of other bills. Committee leaders decided against such
action, however, A spokaswoman lor House Financial Services Commitiee Chairman Michaegl
Oxley (R-Ohio) said he remained hopeful that the underying bankruptcy bill could move intact.
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HuEhesi Eiar_rr

From: Carleton, Norman
Sent: Monday, September 10, 2001 11:34 AM
Tao: Bair, Sheita; DeMarco, Edward; Eichner, Matihew; Eilett, Marha; Fishar, Pater; Gabdonda,

Jose; Gross, Jarad; Hammer, Viva; Heghes, Gerry; Mickoloff, Petar; Movey, Michael:
Rogeboro, Brian; Schulthelss, Heldiynne; Smith, Amy, Sulton, Gary
Subject: Ratail Swaps - Telaphona Call from Elizabeth Fox

a1t
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Hughes, Gerry = —

From: Carloton, Morman
Sent: Salurday, September 08, 2001 1:10 PM
To: Bair, Shefla; DeMarco, Edward; Eichner, Matthew; Ellett, Martha; Fisher, Pater; Gabilondo,

Jose; Gross, Jared; Hammer, Viva; Hughes, Gery; Mickoloff, Peler; Movey, Michael,
Rosebaro, Brian, Schultheiss, Heidiynne, Smith, Amy; Sutton, Gary
Subject: Discussion with Ken Raisler about Enron Product

On Friday, September 7, [ discussed the retail energy swap issue with Ken Raisler. He is a pariner at
Sullivan & Cromwell who represents Enron. In the mid 1980s, he was the general counsel of the CFTC,

[ asked Ken if Enron opposed state regulation of retail energy derivatives if the CFTC were 1o grant an

exemption for this product. The first answer 1o this question was yes, but that answer was modified as we
further discussed the issue.

I asked Ken il he thought that there was a preemption argument that could be made because of CFTC
exclusive jurisdiction. He said he thought there was. He said Enron would not make such a legal argument
becawse it is regulated in some states as o utility company, but that others might make such an argument,

[ told Ken that the Treasury had not come 10 a conclusion about the retail energy swap issue but that we
were unlikely to support a resull that would mean no federal regulation and would not allow state governmenis
to regulate this product if they chose 10 do so. He asked me what regulatory issues might be of concern, |
answered that such issues as advertising, pricing, and assurances that the company offering the product had the
financial ability to meet its obligations might be subjects that governments would be concerned abowt, Ken said
he thought that this was a reasonable position.

I asked Ken whether he thought that the CFTC could exempt retail energy swaps from the exclusive
Junisdiction provision of the CEA, thus precluding any arguments about state jurisdiction. He said he thoughi
that might be possible.

Al the end of the conversation, Ken indicated he would talk to his elient about the issues | had raised.

[(B)S)]
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E-Itl-bnmur, 'I'IrrE_E'y - _ —

From: Bilsbenger, Timoalhy

Sent: Wednesday, December 19, 2001 .28 AM
To: Bair, Sheila

Cc: Roseboro, Brian

Subject: speeches, Peter, and more speeches

Brian and | were in Peter's office yesterday and he listed four of five speeches he would like to make. He wanis to it
Jan 1 running. Most pertain to debd management in na paficular order they ane

[OUTSIDE SCOPE]

4, Enron[(D){S)]
[OUTSIDE SCOPE]

We would love your help on #5 4 and 5. Maybe your staff could even take the lead on one of those if their lime permits.
There ks nothing to do right now-—I just wanted 1o ket you ki withill Was up.

Tim
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TREASUNY CLEARANCE SHEET T
Date October 19, 1999

MEMORANDUM FOR: X SECRETARY [ DEPUTY SECRETARY CJEXECUTIVE SECRETARY
X ACTION O BRIEFING O INFORMATION [JLEC ISLATION
C PRESS RELEASE [0 PUBLICATION [ REGULATION [JSPEECH

e o O TESTIMONY U OTHER
|-_ -.\-J E
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Y SUBJECT: Response to Letter from Kenneth L, Lay, Chairman and
Chief Executive Officer of Enron Corp,
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O Inspector General [ Mint
Ll Under Secretary for Int'l AMairs [ S [ Savings Bonds
O International Affairs O Legislative AfTairs
O Mapagement O Other
Oocc
MAME (Fleage Type) INITEAL CATE OFFICERDCM NG TEL MO,
INITIATORS)
Mieal Wislin Ir Ceneral Coungel w2-0283
h";‘i‘} Rocm 3000

REVIEWERS

iy
Lee Sachs / {f;/ r H ! Asuistant Secretary 1-1145

(Financial Markets)

i

|
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/7 DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

I'lll-.-r_l_,.--""

Coiocber 28, 1999

ACTION

MEMORANDUM FOR SECRETARY SUMMERS

FROM: Neal 5, Wolintf/
Acting General Counsel

SUBJECT: Response to Letter from Kenneth L. Lay, Chairman and Chief
Executive Officer of Enron Cormp.

ACTION-FORCING EVENT
[(B)(5)]

RECOMMENDATION
1G]

BACKGROUND
[(b)S)]
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[(B)(5]]

ATTACHMENTS
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Fisher, Peter

From: Dianvis, Michala

Sont: Wednesday, Novambear 28, 2004 3221 PM
To: Fisher, Peter

L+ H Holahan, Batsy

Subject; Endon queston

The WS (Jake) wanis a Treasury responsa to the gueshion: do we so8 any systemabc risk developing from Enfon's
melldown?

[(b)(3)]
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Fisher, Peter

From:
Sent:
To:
Subject:

Importance:

[(B)(5)]

Bair, Sheila

Wednesday, Movember 28, 2001 5:49 FM
Fishear, Peder; Adams, Tem

Enron

High
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Fisher, Peter

—

From: Fishar, Paler
Sent: Wednesday, Movember 28, 2001 &:05 P
To: Gross, Jared
Subject: FW': Ennon
Importance: High
fyi

eem-Ciginal Miesaagi—--

From: [air, Shasils
Sentn Wednesday, Nowember 28, 21001 549 PM
Ta: Fethier, Pabed: Adams, Tim
Subject: Enron
Imporisnde: High

[(b)(5)]
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Fizhar, Pater

From: Fisher, Paler

Sent: Wednesday, Movember 28, 2001 6:05 PM
Te: Bair, Sheda

Subject: RE: Enron

thanks,

please copy jared when you send olher stulf along

e i N MR AR

From: Bair, Shedla
Sent: Wednesdey, Novernbar 28, D] 545 FH
To: Frsher, Petier) Adams, Tim

Subject: Erron

Impartance: High

[(b)(5)]
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Gross, Jared

— —
From: Fisher, Polad
Sent: Wednesday, November 28, 2001 5:05 PM
To: Gross, Jared
Subject: F#. Enron
importanca: High
ty
From: Bair, Sheila
Sent: Wednesday Movember 28, 2000 5:49 P
Ta: Figher, Peter; Adard, Tim
Subject: Ereon
Importance: High
[{B)(=)]
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Gross, Jared

Fram: Gross, Janed

Sant: Thursday, April 05, 2001 1:29 PM

To: Sguitieri, Ray

Subject: RE: maamo i Secretary on follow-up questons

The typa comments are fine (| assume that you have already made them). | haven't found anything to provide the type of
analysis Rachel suggests. . do you know of anything? As | recall from the President's Working Group study ea OTC
derivatives industry, thene is very lilile data on the OTC markets broadly.

[(B)(3)]
From: Squitied, Ray
Sent: Thesrsday, Aol 05, 2001 1:16 PM
Ta: Gress, Jared

Subject: Fid': memo o Secretary on ioliow-ul Queshions

Here are saveral comments by Rachel Would you read them, decide whather any changes are necessary to your
sechion, and if 50 send me 8 new varsion? Thanks,

— nal MEssmge--

Froam: Conond, Fache

Sent Tuseicliy, Ageil 03, 20010 9-55 &AM

To: Saulion, Ry

Subject: mami 10 Secretany on folow-up guestions
Ray

| found & couple of typos on the second page of energy dervatives memo. | hadn't seen this one before [(B)(5]]

== File: HEP OMeill 3 folldw up Q% 0330 g0¢ »=
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Gross, Jared

———
From: Paulus, Michaal
Sant: Friday, March 16, 2001 1:55 PM
To: Stowarl, Lawranna
Ce: Gross, Jared
Subject: FW: Enron Meeting Reguest

FYl | spake with Eleni and told her the only info we had was that they wanted to talk about California energy crisis. She
may be calling you to foliow up further,

Sant: Frday, March 16, 2001 1:48 PH
Ta: Paulus, Michasl; Mcinemey, Rabarta
Sulrjuel: RE: Envon Hesting Request

michael, [(B)(5)]
Fm at 2-1834 if you want to just give me & call thx

e TGN PSR

Firoimi Faius, Mgl

Seniz Thursday, March 15, 2001 602

Tad Mclnesrey, Robena; Corstantine, e

Subject:  FW: Ervon Meeting Reguest

Pleasa see balow. Any thoughts?

eer-Ciriganal Miistage-—-

From: Ells, Ding

Sant: Thursdary, March 15, 2000 5:59 PM

Taz Fisher, Peter; Paulus, Michael; Careton, honman
Cc:

Gross, Jared
Subijct: RE: Enron Meshng Regquest
seems ok to me... [(B)(5)]

woo Nginal Message-——

Froem:  Fsher, Peter

Senlz  Thursday, March 15, Bil1 5:31 PM
To: Paulus, Mochasl; Els, Dina; Casleton, Rerman
Ccx Groas, Jared
Subject: RE: Enron Mesfing Reguest

| als0 s2e no reason o D'DjE’CT.

From: Paidis, Michos

Senik: Thurseay, Haech 15, 1001 527 PH
To: Elis, Bina; Faher, Peter; Carieion, Norman

iy Groes, Jared

Subject: Enron Mesting Request

Jefi Skilling, President and CEQ of Enfon has reguested a meating wilh he Secretary for April 5 to discuss the
West Coast energy crisis. | see no reason 1o objecl  Thoughts?
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Gross, Jared

——r— =

From: Hammand, Donala

Sont: Thursday, February 15, 2001 10:25 AM

Tao: Carleion, Morman; DeMarco, Edward; Ellis, Dina; Huffman, Lucy; Mcinermney, Roberta;
Constantine, Eleni, Hughes, Gerry, Stewart, Lawranne

Ce: Tishuk, Brian; Robbins, Enc, Paulus, Michael, Sutton, Gary, Huffman, Lucy, McGivern, Tom;
Wickoloff, Peter; Schultheiss, Heidilynne, Gross, Jared

Subjecl; RE: Bankrupicy Reform Mark-up Hearing

Morman,

Thanks | believe that the nelting previsions will be @ masor agenda item at next week's Working Group mesting. | Ehink il
is very useful to have that discussion before meeting with the Hill stafl

Dan

e Crigriall Hessage--

From: Carlpton, Morman

Sapts Trersday, February 15, 2000 10007 AM

Ta: Hamenond, Donald; DeMarmn, Bdward; Blis, Dirag Huffman, Lucy; Mcinemey, Roberta; Constanting, Eleni; Hughes, Germy, Stewart,
LawTanne

Gz Tishuk, Brian; Robbing, Eric; Paulus, Michasl; Sutton, Gary; Huffman, Lugy; MeGrern, Tom; Nickoloff, Peter; Schultheiss,
Hissgdiymine; Gross, Janed

Subject: RE: Bankrugicy Refiorm Mark-up Hesing

Don,

({31831
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[(b)(3)]

Maorman

sar-Crigingl Megsage--—-

From: Hammond, Donald

Sent:  Thursday, Februsey 15, 2001 B:256 AM

Toz Dedaren, Edward: Elks, Dina: Hulfman, Lucy; Carleton, Norman; Melnemsy, Roberta; Corstantine, Dleni; Hoghes, Gery;, Siewa,
Larwaranis

Tz Tishuk, Briar; Robiess, Eric

Subject: RE; Bankruptey Rafem Mark-up Heamng

Eq,
[(B)S)]

Don

+=—Cniginal Mesaage-——

From Dsedarra, Edward

Sent: Thursclay, Febnuary 15, 2001 6132 AM

Te: Hammand, Donald: Elis, Dina; Huffman, Lucy; Carleton, Norman; Mclnemey, Roberta; Constanting, Beri; Hughes, Germy, Stewart,

FYl
= Ciriganal M-«
Froam: Bobisires, Eric
Sents Wednascay, February 14, 2001 5:45 PH
Tor DeMant, Edwand
Coi Tenhok, Brian
Subjects Bariruphoy Riform Mack-up Haanng

H.R. 333, the “Bankruptey Abuse Prevention and Consumer Protection Act 2001 was reported out
of the House Judiciary Committee on Wednesday, February 14, 2001. During the mark-up heaning,
eighteen amendments were offiered with all but one amendment failing to pass. Voting occurred
largely along party lines. The only amendment that passed was a technical amendment o fTfered by
Chairman Sensenbrenner. Only one Republican crossed party lines to vote for one of the seventeen
other amendments that failed.

Representative Bachus (R-AL) assured the committee that he was commtted o working with

Representative Oxley from the Financial Services Commitice on commercial bankruptey provisions
and netting requirements.
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Ridgway, Diana

e o

From: Ridgway, Diana
Sant: Friday, Oclober 26, 2001 435 PM
To: Fisher, Pater
Subject: Tim Adams said Enron will call you
Yau do not have lo call him.
Tracking: Reciplent Dallrsry Raad

Fishar, Poter Dobvered: 10265001 4:35 P

Har, Anfg R 1026001 4:44 PR
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Ridgway, Diana

e
From: Wannoy, Elizabeth on behall of Aufhauser, David
Sant: Thrsdey, November 01, 2001 1:38 PM
Tao: Fisher, Piber
Ca: Harl, Amng, Pringle, Veronica, Ridgway, Diana
Subject: Enfan

I have a young lewyer doing some background work on Enron should it become active, |am mesbng with him tomormow at
4:00 ard wonder whether you wanl o atiend,

Ihaisad [ .-‘i'_:l'.lullu--r"

Gl Comirusal

LIPS Depsrtanenl of fae Trossury

[ SEH) Pavires ufovanss Aowraide, NE, Moo J000
asdurgros, 100 UK

Fhiomne QO2AGIAGART FAX: M GO -JREDS
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Fram: Gathers, Shirlay

Sonl: Friday, January 11, 2002 B:22 AM _

Ta: Aufhauser, David; Kupfer, Jeffrey, Curry, Paul, Bair, Sheda; Fisher, Peter; Smith, Chris, Meila,
Annabella; Matera, Cheryd; Glasgow, Launa; Johnson, Linda; Davis, Michela .

Co: Strickler, Marie; Pringlo, Veronica; Vannoy, Elizabeth; Hunt, Betty Ann; Ridgwary, Diana; Har,
Anna; Woodard, Genevieve

Subject: Briafing

Please plan on attending a briefing wiDavid Aufhauser and Tim Adams re: Enron as follows
Date: Fricay, Jan. 11

Tirm: 10:30am - 10:45am

Location:  Riosom 3408

Thanks
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Hart, Anna

From: Vannoy, Elzabeth on behall of Aufhauser, David
Sent: }'huﬁlg Movember 01, 2001 1:39 PM

To: igher, Patar _ ) )

Ce; Hart, Anna; Pringle, Veronica, Ridgway, Diana
Subject: Enron

| have a young lawyer doing some background work on Enron should it become active. | am meeating with hirm lomarmow at
400 and wondes whaihar you want to s
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Hart, Anna

From:
Sant:

Eu:hj-iﬂ:

Tracking:

Hari, Anna
Friday, Decamber 14, 2001 3.23 FM
Fisher, Pater

Reminder {5 Call Rosebors and Bitsberger on Monday re Enron Speech

Racipseni
Fshar, Palbed

Dl fvary
Dabenigd 12/142001 3:29 PM
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Hart, Anna

From:
Sent:
Tao:

Ce:
Subject:

Sorry, wrong time. Meeting is now scheduled for 8.00 am. not 5:00.

The sbove meating has been

Tracking:

Hari, Anng

Wednesday, January 08, 2002 400 PM
Balr, Sheila; Weinbenger, Mark

Hurit, Batty Ann, Baker, Ros

Secy's Post Enron Iniative (Update)

R
Bak, Sheda
Wainbanger. Mark
Huni, Batty Asn
Hakar, Ao

lad for Friday, January 11 at 5:00 i Room 3312
schedu ¥ ary

Deirvpred: Q102002 400 PR
Defvared. (1QWVR002 4:00 PM
Dedvered 0CAR00E &:00 PL
Dealenrgd: [ AMUR00E 400 PR

0120000000161



tl:_rt. Anna

From: Davis, Micheha

Sent: Thas . January 10, 2002 1:51 PM
To: Fisher, Feter

Ge: Hari, Anna

Subject: Enran

Follow Up Flag: Follow up

Flag Status: Flagged

please call me when you gat & minute, 50 | can update you on what I'm saying and sea if there's anything else | nesd to

say.
Also, do you keep phone logs? If so, can you guys go ahead and search them for Enron calls in Oct or Nov? No one has
asked yet, but better 1o be prepared for incoming questions
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Hart, Anna

Fram: Hart, Anna

Soni: Wadnesday, January 16, 2002 12:38 PM
Ta: Johnson, Alana

Subject: Piease call me re Enron FOLA

This is Diana Ridgway on Anna's computer, §22-1703,
Tracking: Racipiant

Johnson, Alasa

Dudivory
Dwdremred: OIME2002 1238 FW
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Ellis, Dina

ﬂ
From: Hammand, Donald
Sent: Thursdiay, Felwuary 15, 2001 10:25 AM
Tao: Carlelon, Morman; DeMarco, Edward; Elles, Dina; Huffman, Lucy; Mclnemey, Roberta;
Constantine, Eleni: Hughes, Garry; Stewart, Lawranng
Ce! Tlzhuk, Brian; Robbins, Eric; Faulus, Michasl, Sutbon, Gary; Huffman, Lucy: MeGivarn, Tom;
Mickoloff, Peter; Schulthelss, Heidilynne; Gross, Janed
Subject: RE: Bankrupicy Relorm Mark-up Hearing
Marrman,
[{(B)(5)]
Caon
——Original Metiage-——
From: Carleton, Morman
Sant: Thursday, February 15, 2001 10:07 AM
Ta: Hamsmand, Doankd; Deklascn, Edward; Elis, Dina; Huffras, Lucy; Moinemey, Robera; Constanting, Eloni; Hughos, Gerry; Sioear,
LawTanne
Cex Tisnwk, Eian; Robbing, Eric; Paukss, Michasl; Sufton, Gary; Huffman, Lucy; McGivern, Tom; Nicolof, Peter; Scholthels, Heldiymne;
Gross, Jamd
Subject: RE: Barkruptoy Reform Mark-us Hearing
D,
[(B)(SH]
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[(B)(S)]

KNomman
~—{riginal Message-—-
Fromd  Hammond, Donald
Sent:  Thurwday, Febnuary 15, 2000 B:26 A

T Digbiaeen, Edvard; Elis, Déina; Hulfman, Lty Coadeton, hormang Mclnerney, Roberts; Constantine, Elenl; Hughes, Gory) Slewart,
Lawraning

Ces Tishulr, Brian; Robding, Enic
Subject: RE: Bankruptoy Reform Mar-up Mearing

Ed,

1)

Dom

——Original Message-——
From: Debacre, Edward
Sent; Thirscry, Februry 15, 2000 8:22 AM

Te: Hamenond, Donakl; Els, Dina; Huffman, Lucy; Carlgton, Norman; Mclnerney, Roberta; Congtantine, Ebeni; Hughes, Gamy; Sewart,
LaraTanng

G Tshuk, Brian; Robbins, Erfc
Subject: P Bankraptcy Fefomm Mak-up Hearing

F¥l

soe—FigEn M ag=c=s

Robbins, Efbc

Wednesday, Febnuany 14, 2001 545 PM
Evand

Brian
Baniorupicy Roform Hark-up Hearing

H.R. 333, the “Bankruptcy Abuse Prevention and Consumer Protection Act 2001" was reported out
of the House Judiciary Committee on Wednesday, February 14, 2001, During the mark-up hearing,
eighteen amendments were offered with all but one amendment failing to pass. Voling oceurred
largely along party lines. The only amendment that passed was a technical amendment offered by
Chairman Sensenbrenner. Only one Republican crossed party lines to vote for one of the seventeen
other amendments that failed.

EE;
S

:

Representative Bachus (R-AL) assured the commitiee that he was commitied to working with
Representative Oxley from the Financial Services Committes on commercial bankruptcy provisions
and netting requiremants,

0120000000167



Ellis, Dina

- = ==
From: Carleton, Mosman
Sent: Thursday, February 15, 2001 10:07 AM
To: Hammond, Donald: DeMarco, Edward: Elks, Dina; Huffman, Lucy; Mcinermey, Roberta;
Constantine, Eleni; Hughes, Gerry; Slewart, Lawranna
Ceo: Tishuk, Brian: Robbins, Eric; Paulus, Michael: Sutton, Gary; Hulfman, Lucy; McGivern, Tem;
Mickoloff, Peter; Schultheiss, Heidilynne; Gross, Jared
Subject: RE: Bankruptcy Reform Mark-up Hearing
Do,
[(b)(3)]
Marman
sssssCiriginal Hessage=—==
Finoimnz Hammand, Donalkd
Sant: Thursday, Fetruary 15, 2001 8:26 AM
Tas DﬂhmtﬂhmtﬂhﬂhﬂHﬂhmemEﬂﬂmemM;Hﬂﬂmmhﬁﬁhﬁhﬂumwhﬁﬂ;mﬁttﬂﬂﬂﬂﬂﬂm
Lawranes
(v <] Tishi, Brian; Robbirs, Erlc
Subject: RE! Banknuplcy Refonm Mark-up Hearing
Ed.
[(b)(3)]
1 i
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Manman,

[(b)(5)]
Don

From: DefMamo, Edward

Sent:  Thurssday, February 15, 2001 B:22 AM

Tae Hammmond, Donald; Blis, Dins; Hulfman, Luey: Cansten, Norman; Molnernaey, Roberta; Constantine, Elend; Hughes, Gerry, Stewarl,
LavwTanneg

Ces Tishuk, Beian; Robbing, Erc
Subject: FW: Bankruptcy Reform Mark-up Hearing

FYl

Pt -
Froma  Robbie, Eic
Sentt  Wednesilay, February 14, 2001 4% P
T DaMaden, Edward
[ =] Tishuilk, Erian
Subject: BEarkrupioy Reform Mark-up Hearing

H.R. 333, the “Bankruptcy Abuse Prevention and Consumer Protection Act 2001" was reported out of
the House Judiciary Committee on Wednesday, February 14, 2001, During the mark-up hearing,
eighteen amendments were offered with all but one amendment failing to pass. Voting occurred largely
along party lines. The only amendment that passed was a technical amendment offered by Chairman
Sensenbrenner. Only one Republican crossed party lines to voie for one of the seventeen other
amendments that failed.

Representative Bachus (R-AL) assured the committee that he was committed to working with

Representative Oxley from the Financial Services Committee on commercial bankruptey provisions and
netting requirements.
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Ellis, Dina

—ﬁ—

Subject: Jaff Skilling, President & CEO, Enron Corp, -- Energy Crisis, Stoal
Start: Thu 04/05/2001 5:00 PM

End: Thu 04052001 5:30 PM

Show Time As: Tentalive

Recurrence: (Mo

Maating Status: Mot yel responded

Required Attendees: O'Neill, Paul H.; Authauser, David; Schmalzbach, Kenneth: Gathers, Shiflay; Ellis, Dina:
Valentic, Marsha; Harvey, Reavie; Flanagan, Rosemary: Stewart, Lawranne

THIS E-MAIL IS FOR NOTIFICATION PURPOSES ONLY, AND MAY NOT BE AN INVITATION TO ATTEND MEETING.
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From: MeGihvern, Tam
Sant: Wiadnesday, Dolobar 31, 2007 2020 AM
Ta: Ellis, Dina; Carlelon, Morman; Bitsberger, Timothy; Balr, 3heda; DeMarco, Edward; Elleit,

Martha; Gabllondo, Jose; Gross, Jared; Huffman, Lucy: Hughes, Gerry; Mcnemey, Roberta;
MickodoH, Pater, Rosaboro, Brian; Salladin, Anng;, Schultheiss, Haldihnina: Smith, Amy,
Sutton, Gary; Tishuk, Brian; Duncan, John; Sanders, Traci; Dorsey, Karen

Bubject: RE: Matting Lettar to be Signed by PWG and FDIC, OCC, and OTS
[(B)(5)]
e MESER=
Fram: Elis, Dina
Sant: Tuesday, October 30, 3001 3:02 P4
Ta: Cavieion, Morman; Bisberger, Timothy; Bakr, Sheily; Constantine, Blerd; DeManco, Edwand; Blett, Martha; Gabiondo, Jose; Grods,

Jared; Huffman, Lucy; Mughes, Gemy; MoGvemn, Tom; Mcdnemey, Roberla; KickolofT, Petes; Rossboro, Brisn Salladin, Anne;
Schulthelss, Heldiymne; Smith, Amey; Sutton, Gany; Tishui, Brisn
Subject: RE: Metting Letter to be Signed by PWG and FDIC, 0OC, and OTS

I have spoken to a variety of people on possible movement of the bankrupicy bill. There |5 a slight chance thal there
will be a conference meeling next week bul | don't see fasat movement on the bill,

smneiiginal Messages==

From:  Carleton, Mormran

Semt:  Tuesdey, October 30, 2001 2:46 PM

Ta: Ditsberger, Timotfy; Badr, Sheda; Constarging, Elenl; Delarco, Edward; Elett, Martha; Ells, Dina; Gablonda, Jode; Gross, Jared,
Mg, Lucy: Hughes, Garry; Moliverr), Tom) Hcinomay, Roberta; Mickololf, Peter; Rosebong, Sran; Saliading A
Schultieiss, baldibmoe: Smth, Amy; Subten, Gany; Tabuk, Brisn

Subject: etling Letier to be Signed by PWG and FORC, OCC, and OTS

<< File: Netting letter.doc >>

Afteched is the proposed nelting letter from the Federal Reserve. (It has merge mail features that you
will have to delete in order to read it. Alternatively, you can use the quick view program to access the
document.) It is awaiting approval from SEC Chairman Pitt. Below Is an article | sent around earlier
today indicating that some are trying to revive the Bankruplcy bill,

[(b)(5)]

2

Moman Carleton

Bankruptcy Conference May Resume As Netting Bill Considered

The House Judiciary Commitiee will be turning its attention to other matters in the weeks
remaining before adjournment - possibly including a conferance on bankruptcy, CongressDaily
reported. Further work on the legisiation had been pastponed after the Sept. 11 attacks
occurred. The House and Senate conferees had been poised to meet Sept. 12. A spokesman
for the committee yesterday said that no new conference date has been sel, bul slalf members
in recent weeks have continued to work on technical aspects of the bankruplcy measure.
Judiciary Committea Chairman James Sensenbrenner (R-Wis.), who is chairing the
conference committee, is determined to make a go of it before members leave lown for the
year, according to sources. While noting that the committee's agenda had not yet been

1
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formulated, his spokesman did not rula out the prospect. “It's definitely a possibility,” ha said.

Moreover, members of the House Financial Services Committea are trying to move a provision
of the bankruptcy legislation peraining to financial netting-perhaps as part of the economic
stimulus package-in the event the underlying bill remains stalled.

That provision is designed to strengthen and update current statutory protections for netting
financial market contracts if a party defaults. The netting language of the bill was one of the
few consensus items included in the bankruplcy legisiation. The economic downturn and the
widening number of commercial bankruplcies could help create even stronger impetus for the
provision o move separately, sources said.

House Financial Services Committee ranking member John LaFalce (D-N.Y.) urged shortly
after the Sept. 11 terrorist attacks that the netting language be moved "expeditiously.” In
respanse, Treasury Secrelary Paul O'Neill and Federal Reserve Chairman Alan Greenspan
agreed “whether as part of comprehensive bankruptcy reform legislation or as a stand-alone
bill, Congress should not fall to enact netting legislation this year.” The Financial Services
Committee had considered placing netting legislation on the schedule for markup this
Wednesday, when it takes up a host of other bills. Commillee leaders decided against such
action, however. A spokeswoman for House Financial Services Committee Chairman Michael
Oxley (R-Ohio) said he remained hopeful that the underying bankrupley bill could move intact.
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FPage | of |

Cave, Pat

From: Buller, John
Sant:  Thursday, January 17, 2002 12:00 PM

T pat.caved@ido treas goy
Subject: G3Es

Pat, I'm glad fa hear you are getting settied. | imagine Enron is occupying people's minds there. [(B)(5)]

Thanks, John

1/22/2002
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