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Carleton, Norman

From: Carlaton, Morman

Sent: Tuesday, Movember 20, 2001 513 PM

T Shanar, Jarmes: Cetina, Jil

Subject: Fw: DOW JONES NEWSWIRES: Dynegy Wan'l Cormment On Merges Pariner Enron's 10-0Q

---—{rigingl Message---—

From: Carleton, Morman

Sanlk: Tuesday, Novwembar 20, J001 511 FM

T Rosebong, Brian; Bair, Sheia; Wiedman, Mark; Bisberger, Timathy; Gross, Jared; Schukhelss, Heidihmne; Nickaloff, Peber; Berardi,
Seea; Pietrangeli, Fred; Whaley, Jean; Mowey, Michasl, Eichner, Matthew; Hammer, Viva; Gabllando, Jose; 'Lon Sanatamorena (E-
mal]

Subject: G JOMNES MEWSWIRES: Dynagy Won't Comment On Menger Partner Ennon's 10-0Q

Movember 20, 2001

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

By CHRISTINA CHEDDAR

of DOW JONEEZ HEWSWIRES

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

In the 10-0, which was filed five days past the S5EC deadline, Enron revised its third-gquarter earmings
downward by 3 cents a share, and disclosed it may have to pay off a 3690 million note owed to an
affiliated partnership because a clause in a financial agreament was triggerad by the raduction in
Enron's senior unsecured debt rating to triple-B-minus by Standard & Foor's a week ago.

The amount will have to be paid by Nov, 27 if Enron doesn't find collateral to guarantee the debt, the
company said in the filing. Enron 1s working to come up with an acceplable agreament on the debt,
but didn't disclose who holds the notle.

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

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

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

“We are referring all questions about the Enron 10-0 to Enron,” said the spokeswoman.
Representatives of Enron weren't immediately available for comment.

Dynegy agreed o buy Enron earlier this month, Earlier Tuesday, the deal was worth about F11.97

billion in stock, but Enron shares were trading at a 32.5% discount to the offer price earlier Tuesday
marming, which is a sign of the uncerainty surrounding the fransaction.
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Enron shares were recently trading at $7.86, down $1.20, or 13.2%, while Dynegy shares changed
hands at $43.29, down 31 cents, or 0.8%.

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

ChevronTexaco, San Francisco, owns 26% of Dynegy and is providing $2.5 billion in cash to Dynegy

as part of the buyout. Last week, an inital payment of $1.5 billion was transferred o Dynegy and then
to Enron o halp meeat Enron's immediate cash neads.

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

Investors have expressed frustration with Enron's lack of disclosure, and even marvelled at the fact
that the 10-Q included material that could have been mentioned in previous filings or company
conference calls,

By Christina Cheddar, Dow Jones Newswlres; 201-238-5166
chriatina. cheddar@dowiones . com

(Corrected 1:50 PM)

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

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

Tracking: Raciplent Dalivary R
Sharer, James Dedivened; 19720070 5:13 PR Faad: 115200 528 P
Citing, NI Dpdivgngd: 1172009 513 PR Daalabed: 1737512 1055 AR
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Carleton, Norman

From: Carleton, Mosman

Sent: Tuesday, Jamsary 08, 2002 514 PM

To: Smlm.&lmy

Subject: FW: FT Article an Wendy Gramm, the CFTC, and Enron

- | Messane---

Froam: Careton, Morman

Sant: Tuesday, January DB, 2002 4:56 PM

Tan Bair, Shesiia; Berardi, Steve; Bisberger, Timathy; Eldhner, Matthew; Gablorda, Jose; Gross, laned; Hammer, Viva) Lo
wmmﬁmi}; Rickoluff, Peter; Movey, Michasl; Petrangel, Fred; Roseborn, Brian; Sthukhetss, Heldiymne,; Whaley, Jean;

T,
Subject: FT Articha cn Wendy Gramm, the CFTC, and Bnnan

COMPANIES & FINAMGE INTERNATIONAL: Appalntment may be probed
Einancial Times; Jan T, 2002
By MARCTY DLUIKME

Republican Texas Senator Phil Gramm and his wife, Wendy, former chairman of the Commoadity Fulures Trading
Commigsion, have bolh been strong proponents of deregulation,

Befora keaving her CFTC office in 1992, Mrs Gramm kick-started a rule-making process at the behest of various enengy
companies and Wall Streel banks, which exempled energy swaps from government oversight.

But it was nal instiluted undil after she lafl the post and her subsequent appointment to 2 seat on Enron's board & lew

maoniha Ilal:ar i expected 1o come under scrutiny fram one or more of the te commitless investigating Enron's

&4 the i af the CFTC rule-making, Enron was a sirong financial backer of Mrs Gramm's husband, Betwesn 1996 and

2002, the company's Elmplca.raea, officials and political action committees contributed Dollars 233,000 fo the senalor's
campaign war chest, according to the Canter for Responsive Polifics.

This included Dallars 22,000 given dusing e curment Congress, although the senator is mot renning for re-alectian.

Willizm Albrechl, who became acting CFTC chairman after Mra Gramm's depanure, VS it was hi who ullimale
inglituted the rule, Now an economics professar in lowa, Mr Albrechi said the Commission had been diracted by Congress
to axempt carfain energy derivatives from regulation.

"Everyone was on board for this,” he said, “We had dozens of meetings. W Enron is trading desivatives with Dynegy, thay
don't nesd us in e watching "

DBngulaﬂ_m. howevar, had its opponents, and they fourished for & while during the Clinton years. Former Congressman
Glen English was chairman of the subsormmilbes with jurisdiclion over the CFTC. He saw no difference batween
dervatives and fulures Iraded on regulaled exchanges.

"Regulation is not just for the traders but for the impact (of nat having regulation) on the economy,” he said. "It was the
responsibility of the CFTC to deal wilh darivatives.”

Erooksley Born, ex-president Bill Clinton's first appoinies as CFTC chairwoman, was opposed to deregulation. But her
ideas were anathema to the Republican Congress of the time, which threatened to fold the agency into the Securifies and
Exchange Comméssion, according to & former CFTC afficial,

I 1283, Mrs Gramm was offered a position on the Enron board, She became a member of the company's auwdit
commitles, Mrs Gramm decined to redurn the FT's calls but it i common for retiring regulators 1o move over o mdusines
HHHI WETEEW.

She was paid Dollars 22 000 & year for the first three yvears, Her annual salary grew to Dollars 50,000, Between 1993 and
2001, she earned Dollars 346,000 plus Dollars 176,000 for attendance fees, acconding 10 & recent report from Public
Cilizen, & liberal advacacy group.

She also recaived stocks and dividends warlh between Dollars 915.317 and Dollars 1.85m over the period. Mr Gramm's
1
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tax relurns last year listed his wife with assets of Dollars 250,001-Dollars 500,000 in an Enron Deferrad Compensation
Fidality Balanced fund.

Mr Gramm played a hﬂ]‘ role in getting the Cormmoadity Fulunes Modesmisalion A passed in Decamber 2000, The acl,
which deregulated all financial deriva and ra oversight of commadity eschanges, had besn Reguishing in the

Copyright: The Financial Times Limited 19595-1958

Tracking: Recipiant Dallvary Read
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Carleton, Morman

From: C-arleton, Norman

Sant: Friday, Movember 16, 2001 11:17 AM

T Whhaley, Jean

Subject: FW: MY T: Oad Ben Lay Understand What \Was Happenang at Enron?
----- Criginal Massaga---—

From: Carletan, Marman

Sant: Fricay, Nowemnber 16, 2001 9:37 &M

Ta Rossboro, Brian; Bitsberger, Timotiy; Gross, Jared; Mouoloff, Peter; Scltheiss, Heldlynne; Fietrangel, Fred; Bemardl, Sieve;

Cetina, Jil; Shower, lames; Nowey, Bichasl; Bchner, Matthew; Hammer, Viva

Subject: KYT: Did Ken Ly Understand What Was Happening at Enron?

Meovembear 16, 2001

FLOYD HORRIS

Did Ken Lay Understand What Was Happening at Enron?

What a tangled web was weaved by Enron. Both investors and managers seem o have been misled,

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

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

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

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

It is algo clear that the bond rating agencies did not understand Enron’s plight until the last couple of
weeks, When they figured it out, it took a $1.5 billion equity infusion that is part of the Dynegy
inews/quote) takeover to keep Enron’s rating above junk level.

Now Enron has a board committes investigating various transactions, and promises lo release details
as they are uncovered. Officials speak as if they are learning what happened for the first time, and
parhaps they are. Ja Skilling, Mr. Lay's protégé, was Enron's chief financial engineer until he quit
this summer. And Enron's chief financlal officer and treasurer were oustad as Enron unraveled,

Some investors would say none of that matters now, that the only important fact is that Dynegy is
buying Enron anyway. Chuck Watsomn, Dyne?y's chief executive, is convincad that Enron's energy
trading business is a gem that more than justifies the price Dynegy is paying. He figures the losses
from the bad investments can be containad.
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The big question now may be whether Mr. Watson will retain his enthusiasm after his people study
Enron’s trading positions. Enron has always said it hedged its big derivative positions - positions that
can contain huge leverage that does not show up on the balance sheet - but some of that hedging
was with affiliated companies. If big surpnses are found, Dynegy could back out of the deal.

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

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

Tracking: Recipient Delivery Raad
Wik, Jaan Dl fvpmt 11AEDT 1117 AM Fead: 11116501 11:23 AN
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Carleton, Norman

S—
From: Carketon, korman
Sanl: Frickay, Moember 16, 2000 1116 Ak
To: Whal-_la_ﬁ. Jean
$|.Il'.|-;|H:t'. - & Economist: Enron -- See you in court
— mal W..-.
Firom; LCarieton, Norman
Sani: Friciay, Nowember 16, 2001 9:15 &M
T Raseborn, Brian; Bair, Shela; Gros, Jared; Micooloff, Peter; Schultheiss, Heidiynne; Metrangel, Fred; Berard], Steve; Bisbercer,
Tirathy; Nowey, Michae!; Echner, Matthess; Hammer, Viva
Subject: Thie Econcmist: Enngn == SiEe woul in court
Enron

See you in court

How 15t 2000 | NEW Y0ORE
Frami Tha Esarncenist print edition

The company's trials have just begun

LAWYERS are swarming all over Enron's old finandal statements and press releases in the hope of reaping
huge fees from securities litigation. More than 20 dass-action lawsuits have been filed in recent weeks,
and new ones are popping up every day. A formal process has been started to consolidabe litigation in
Houston, where the troubled energy company is based, with all lawyers interested in the case required to
stake their claims by December 215t

The breadest accusations will be of fraud and matarial misstatement, lagal ways of saying that the
company's financial statements were garbage. This week, Enron's founder and chairman, Kenneth Lay,
decided to forgo a severance package worth over $60m while admitting that the company's problems “had
been exacerbated by the extensive use of debt capital, both on and off the balance sheet”. America’s
Financial Accounting Standards Board [(FASE) is looking again at off-balance-sheet financing, having
fretted about it on and off for a decade.

There will also be charges of insider trading, because even as Enron was I5suing securities amid glowing
profits reports, top executives were dumping over &1 billien of Enron shares to *unsuspecting investors”, a
group that includes anybody who, however briefly, has held one of the company’s 750m shares in the past
two years. "The number of class members will be huge,” says Maurice Pesso, a lawyer at a New York firm
that has filed a claim,

There are, hawever, limits to the company's liabllity. It has already restated its results going back five
years, but federal law restricts litigation to the past three, Moreover, Enron will not take the rap alone. Its
auditor, Arthur Andersen (now plain Andersen), is also named as a defendant in at least one of the
complaints already filed. The litigation comes after a rough decade for Andersen. It has had to pay
hundreds of milliens of dollars in settlements after sloppy audits on such companles as Waste
Management, Sunbeam and Discovery Zone.

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

From: Careton, Norman
Sant: Monday, Novembar 06, 2001 12:19 PM
T Whaley, Jean
Subject: FW: D Enron Sr. Unsecured Debt Cul To Triple-B-Minus By Fitch
..... [Ilgll'ln"lj r,m__
Fram: Cadetan, Namman
Bent: Moriday, Moverber 05, 2001 12:15 PH
Ta: Resebor, Brian; Bitsherger, Timothy; Schuliheiss, Heidlynne; Nickololf, Peter; Gross, Jared; Sharer, James; Ceting, Ji
Subject: 0J: Enron S, Unsecured Debé Cut To Tople-B-Mrws By FRch

November 5, 2001

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

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

In its action, the ralinq agency was more aggressive than Moody's Investors Service and Standard &
Poor's, both of which lowered Enron's long-term corporate credit ratings one notch last week to Baa2
and triple-B, respectively,

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

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

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

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

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

Fitch said it would consider further downgrades if Enron was unable to make ress in reducing
dabt, if its wholesale marketing and trading business were to show signs of matenal deterioration, or
if expenses and charges related to the disposition of non-core businesses and invesimenls axceead
present estimalions.

A management priority is debt reduction and the exiting of problam businessas. Clearly, thesa

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

An additional uncertainty is the Securities and Exchange Commission's investigation of certain
Enrnn-slg_nnsurad partnerships. The outcome and potential impact of the SEC aclivity is difficult to

pradict, Fitch said.
-By Joe Miedzielski, Dow Jones Newswires, 201-938-2039;

joe.niedeielekiddowjones . com

Tracking: Recipisnt Dwlivary Faal
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Carleton, Norman

From: Carleton, Norman
Sant: Thursday, Movember 01, 2001 2-36 PM
Ta: Whaley, Jaan
Subject: FW: Economist Article on Enron: "Houston, we have a probdam”
——-Original Message--—-
Fram: Carlebon, Moman
Sant: Thursday, kovernbar DL, 2001 200 FM
Ta: Racahorn, Brian; Gross, lared; Brsherger, Timoely, Schultheiss, Heiddynne: Midaolel, Peter; Cetina, M, Sharer, James
Subject: Economist Artide an Eanon:  "Houston, we have a problem”

A financial black hole

Houston, we have a problem

Moy 1st M1 | HOUSTOR, LOMDON AND NEW YORE
From The Foorcmist primt edibion

AP

AP

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

JUST last year, wvisitors te Enron’s glittering headquarters in Houston were greated by a giant banner that
proclaimed the firm, "Tha world's leading energy company™. That annoyved Enron's smaller energy-trading
rivals, many of which have offices only a stone's throw away in Houston's Energy Aliey, but not as much
as what came next-a new banner, declaring Enron “The world's leading company”™. In recent weeks, as the
company has been engulfed by a financlal crisis, that banner has quietly been removed,

The heady mix of audacity, ambition and arrogance revealed by the banners is as good a guide as any to
Emron's remarkable rise and fall, Forged in the 1%80s by the merger of two troubled gas-pipsline firms,
Enron drove the development of the sophisticated spot-and-derivatives markets in energy that it has come
to dominate. Indeed, such is the scale of its oparations, and its dealings with many of the world's financial
institutions, that some observers see parallels with Long-Term Capital Management (LTCM), the hedge
fund that failed in 1998-and not just because seemingly brilliant financial alchemists have been humbiled,
Were Enrcn to go bust-unlikely, but in the current nervous climatae, not impossible- might & crisis ensue?

Troubles in California’s politically crazed power market, an ill-advised foray into telecoms bandwidth
trading and concerns about management badly dented Enron's share price earller this year, prompting the
departure of leffray Skilling, the firm's newish chief executive, in August, Kenneth Lay, an avid free-
marketeer, friend of George Bush and wvisionary chairman of the firm, was obliged to resume hands-on
control,

This has not slowed Enron's decline, Day by day, it seems to be sinking deeper into a financial guagmire
that is largely of its own creation. Nolb least thanks to its lack of transparency, the firm's credibility with
the markets has eroded bo the point that lalk of & possible takeower or even bankrupicy is widespraad,

Enron's reputation for financial wizardry has been turned from an asset to a llability since its third-guarter
results came out in mid-October, showing a $1 billion write-off on water distribution, broadband trading
and other investments, Worse, disclosed only in passing by Mr Lay in a conference call with analysts, the
firm suffered a $1.2 billion reduction in capital, stemming from a hedging deal with a related private-

L
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equity fund called LM, The charge was due 1o Enron's forced sale of 55m of its own shares when the
partnarship was unwound this summer. Almost nobody oukside Enron had been aware of the terms of the
deal with LM, a "structured finance wehicla®”,

Enron's failure to offer details about the risks from othar related partnerships have led many to fear the
worst about its huge balance sheet. Its shares plunged by 19% on October 30th alone {see chart), before
recovering a bit the next day,

Andrew Fastow, who was replaced as chief financial officer on October 24th, was a general partner in LIM,
Jeffrey McMahaon, his successor, has much bo do to restore confidence. Questions abound. Were the trusts
run at arm's length? What did Mr Fastow earn fram the partnership? Ominously, the Securities and
Exchange Commission (SEC) has now launched a formal inguiry.

Moody's, a rating agency, last week cut its rating on the company’s debt to barely abowe "junk”™ level.
Further downgrades might unleash daims from other off-balance-sheet partnerships. These known about,
such as Atlantic Wabter and Marlin Water, do not seem big encugh to bankrupt Enron, but speculation is
rife about what other obligations might lurk secretly in other structured vehicles,

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

Litllities that trade ensrgy could be hit. So could the commedity and derivative operations of large
commercial and investment banks, The ties are notably tight between Enron and 1P, Morgan Chase,
according to Ventana Capital, a research firm. Mot only does 1.P. Margan provide innumerable separate
credit arrangements for Enron; it also has the largest derivative operation of any bank, as well as a larga
business trading commaodities. There is "no doubt” that Enron is an the other side of many 1.F. Morgan
trades, says Ventana.

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

As yet, this all seems unlikely. Many big traders were happy to deal with Enron this week, although at
shorter maturities and with less complex structures than in the past, Trading on EnronOnling
=http://www,enrononling com/jsp/marketing/homepage/index. htmi> was reportedly strong. Jim Donnell
of Duke Energy, a big energy trader, described “a huge dichotomy” betweean the collapse in confidence in
Enran in the equity and credit markets and the "business as usual” attitude taken by big commodity
trading firms when considering Enron as a2 counterparty.

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

The biggest credit exposure appeared to be with banks, whose £3 billion of back-up lines to Enron were

drawn down last week. 1.P. Morgan ammanged an additional $£1 billion emergency credit-line this wesk. This
back-up, it is widely assumed, is needed mainly to mest margin calls triggered by the ratings downgrade.

01300000000064



Too big to fail?

Is Enron too big and koo impertant to be allowed to fail? Philip Verleger, an engrgy economist, thinks that

Enron is so cantral to energy markets that it could not easily be replaced, Enron's rivals mostly disagree,
unsurprisingly.

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

Enron's, and the financlal system's, prablems could worsen if doubts grow about its ability to meet its
obligations. On the surface it is rich in assets, If not cash. But its lack of transparency leaves
uncomfortable room for doubt. In June 2000, The Econormust challenged Mr Lay to reply o acousations of
arragance, high-handednass and a propensiby to push tha limits of the law. His response was revealing, Ta
show that such charges were baseless, he pointed to another firm unfairly maligned by critics: Drexel
Burnham Lambert, an investrent bank that rose from obscurity to market prominence in the junk-bond
boom of the 1980s. Drexel was accused of arrogance, he groused, but it was only being "very innovative
and very agaressive”, Drexel was not bailed out: Michael Milken, its star, ended up in jail, and Drexel
collapsed In a heap of bad debts and ignominy.

Tracking: Reciplant Duedivery Read
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Carleton, Norman

Fram: Carleton, Norman
Sant: Thursday, Janwuary 10, 2002 12:42 PM
Ta: Whaley, Jean; Cetina, J#; Pietrangeli, Fred;, Movey, Michas!l; Hammes, Viva; Gross, Jared,

Wiedman, Mark; F‘ial:rangai. Fred; Sharer, James; Schultheiss, Hesdihnne; Mickoloff, Peter
Subject: FT: A kerfuffie, indesd (Paul O%ell, Enronism, excerpils)

A kerfuffle, indeed
Published: Januvary 8 2002 23:17 | Last Updated: January 10 2002 00:12

Deaspite continued whispers around Washinﬁ;tnn that Paul O'Neill’s job is in jeopardy, the White
House on Wednesday stood by its man, saying rumours of the outspoken Treasury secretany's
imminent downfall were nothing but "kerfuffle® and "nonsense®,

Asked whether President George W, Bush's confidence extended to O'Neill's handling of the
Argentine crisis - while some cntics have accused the Treasury of falling to give Buenos Aires morae
support, others have slammed O'Meill for not cutting the strapped government loose earliar - White
House spokesman Ari Fleischer insisted it did.

“O’'Neill has done an excellent job,” he told a gathenng of reporters.

When the irascible Helen Thomas, a columnist for Hearst newspapers and the dean of the White
House press corps, reminded Fleischer that the riots and government collapse in Argentina have not
generally been viewed as successes where policymakers have done "excellent” jobs, a nonplussed
Fleischer said the blame did not fall at O'Neill's feet: "Mot everything in the world is in the control of
the United States, or even the Treasury secretary.”

Enronism

Financiers have heard more than once the old joke explaining the differences between capitalism,
communism and many other isms:

“Capitalism - You have two cows, You sell one and buy a bull, Your herd multiplies, and the economy
grows. You sell them and retire on the income. Communism - You have two cows. Your neighbours
help take care of them and you all share the milk."

The latest version of the joke doing the rounds on Wall Street adds an “"Enronism”™ to the list:

"You have two cows. You sell three of them to your publicly listed company, using letters of credit
opened by your brother-in-law at the bank, then execute a debt/equity swap with an associatad
genaral offer so you get all four cows back, with a tax exemption for five cows, The milk rights of the
gix cows ara transfarred via an intermediary to a Cayman Island company secretly ownad by the
majority shareholder who sells the rights to all seven cows back to your listed company. The annual
report says the company owns eight cows, with an option on one more.”

Enron's shareholders will be hard-pressed to seea the funny side.
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T Bitsberger, Tinaltry, Grods, Jared; Pietrangel, Fredl; Berard, Sheve; Nickoloff, Peter; Schultheiss, Heidilyane
Subject: 0 nother Ernron Rally' & Sharts Oose Out Fositicens
December 5, 2001

Another Enron 'Rally' As Shorts Close Out Positions

By CHRISTINA CHEDDAR

Of DOW JOREE HEWSWIRES

NEW ¥YORK -- Even as more Enron Corp. (ENE) units succumb to bankruptcy, the Houston enargy
trader's stock has bounced up over 30% Wednesday in heavy volume.

Buyers of the stock Wednesday included professional investors and traders closing out short
positions as well as some retail investors.

The movement comes even though Enron shares will likely be worthless by the time its bankruptcy
court case is through. This is because there is a sirict hierarchy that is followed in a bankruptcy
proceeding, and the last in line to get paid are the common shareholders of Enron's stock.

Standing at the front of the line are the lenders who provided the company with debtor-in-possession
financing. In Enron's case, this is the $1.5 billion it received from Citigroup Inc. (C) and J.P. Morgan
Chase & Co. (JPM).

Next in line are secured lenders and bondholders whose claims are backed by the company's assets.
Behind them are unsecured creditors such as Enron's trading counterparties and vendors seeking fo

paid.

Anything left over after all of that goes to the company’s stockholders.

The original 14 Enron units that filed for bankruptcy on Sunday had more than $18 billion in
combined liabilities, without accounting for any of its off-balance-sheet obligations, which is what got
Enron into trouble in the first place.

The Wall Street Journal, citing information provided by bankers involved in the process, said the off-
balance-sheet liabilities could add another 327 billion in debt.

Tuesday's hanhrug!w filing by another three units of the company - Enron Net Works LLC, Enron
Global Markets LC and Enron Industrial Markets LLC - added $439 million in debt.

And there is no assurance, Enron won't make additional bankruptey filings.

1
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A quick look at Enron's bonds shows the skepticism in the market. Enron's bonds are I_r:adin? at about
25 cents on the dollar, which means bondholders are expecting to get only partial payment for their
investment, or are expecting that payment to be far off in the future.

To be sure, some investors who specialize in trading distressed stocks have been making profits on
Enron shares as the stock popped back up. Some of these investors may have shorted Enron's
stock are buying to close out their positions.

However, some of the activity may come from amateur investors, who think that there still could be
hope for a rebound.

"PGAE didn't go to zero," said Andre Meade, an analyst at Commerzbank, referring to the stock of
PG&E Corp. (PCG). Burdened by debt from California's high-flying power prices, PG&E's Pacific Gas
& Electric Co. unit filed for bankruptcy protection in April. "But there was a good chance its
shareholders would %EJ paid. In my opinion, Enron's equity is likely to go to zero, and even
bondholders will not be paid.”

Enron shares recently traded at $1.15, up 28 cents, or 32.2%, on volume of 154.6 million compared
with average daily volume of 42.2 million.

-By Christina Cheddar, Dow Jones Newswires; 201-938-5166; christina.cheddan@dowjones.com
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Frorm: Schultheizs, Heidihnne

Sent: Wadnesday, October 31, 2001 9:37 AM

Ta: Carleton, horman; Nickoloff, Peler

Subject: MY Times OpEd. Repeal of AMT and Benefil to Enron

October 31,2000 The On e-Eyed Man sy avr krveman somewhere I read that to really understand
legislation you have to kook for the clause giving special consideration to one-eved bearded men with a limp -
that is, you have to look for the provision that turns a bill ostensibly serving a public purpose into a giveaway
for some special interest. Most of the commentary about the "stimulus" bill passed by the House last week
focuses on the huge benefits it lavishes on giant corporations, But that doesn't tell us much about the specific
interests being served. What's good for corporate America is good for General Motore: it would be hard 1o
devise a bill that consists mainly of corporate giveaways without giving a lot of money to the biggest
companies. To understand what the bill is really about, you have to look at the big payoffs to not-so-big
companies, One piece of the bill is custom- designed 1o benefit a small group of multinational financial firms.
Another is clearly there for the sake of certain health insurers. But the most remarkable thing is how much of the
benefit from repeal of the allemative minimum tax - a measure that is also included in the Bush administration’s
suppased stimulus plan, and which seems to be one of the sdministration's key prioritics - goes to companies
that are not all that big. For example, it's not too surprising that calculations by Citizens for Tax Justice show
General Motors, with its 380,000 workers, getting a check for $800 million. But it's quite amazing that TXU
(formerly Dallas Power and Light), a company with only 16,000 employees, would get a check for S600
million. And there are a number of medium-sized companies that, like TXU, arc in ling for surprisingly hig
benefits. These companies include ChevionTexaco, Enron, Phillips Petroleum, IMC Global and CMS Encrgy.
What do they have in common? Well, they tend to be in the energy or mining businesses; and they tend to be
bused in or near Texas. In other words, the one-eyed bearded man with a limp looks a lot like Dick Cheney.
There is almost certainly a lot of overlap between the companies that would derive large benefits from
alternative minimum tax repeal and those that would have received large subsidies under the energy plan
devised by Mr. Cheney's task force. You may remember that the administration, in apparent defiance of the law,
refused to make the records of that task force's meetings available to Congress; that's one of those issues that
seems to have been dropped after Sept. 11, And I guess it's superfluous to point out thet the big winners in all
this seem fo be companies that gave large, one-sided donations to the Republican Party in the last election. {This
is not o suggest that Democrats are any less susceptible to the influence of money.) To me, the story of the
Bush administration is starting to look like the plot of "Victor/Victoria.” First we had a candidate who was
supposed to be a moderate. Then we leamed, or thought we learned, that this was a mask; he was really a hard-
line conservative who pretended to be a moderate in order to gain office. But the latest economic proposals
from the administration, like the Cheney energy plan, don't look as if they came from serious free-marketeers.
They don't make sense in terms of either demand-side or supply-side economics, but they do give a lot of
maoney to cerlain companies. So maybe ideology was just another mask for someone who was really the
candidate of corporations - not corporations in general, but a small group of companies with a quite specific set
of husiness interests - and who is only pretending to be a hard- line conservative who pretended to be a
moderate in order to gain office. It's an interesting and all too plausible picture. But it's a picture that most
people will never see on their TV, and that many people would refuse to accept no matter how strong the
evidence. That, of course, is what makes the whaole thing possible. In the land of the blind, the one- eyed
bearded man with a limp is king. In last Wednesday's column I said the "original” war bonds were issued during
World War IL. In fact, war bonds were also issued during the Civil War and World War 1. | don't think this

affects the argument. I
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From: Schultheiss, Heidilynne

Sent: Maonday, Ociober 29, 2001 4:02 PR
Ta: Carlaton, Morman; Nckoloff, Pater
Subject: Where Did the Value Go 21 Enron?
Owetaber 23, 2001

Where Did the Value Go at Enron?
By FLOYD NORRIS

What really went an in some of the most opague transactions with insiders ever seen?

Wall Street has been puzzling over that since Enron released its quarterly eamings a week ago. Yesterday shares
inn Enrom plunged 55,40, 1o 820,63, after the company said that the Securities and Exchange Commission was
looking inte the ransaciions.

The reaction was in some ways puzzling. Given the questions that have been raised since the camings
announcement - some of them prominently featured in The Wall Street Joumal - it was likely that the 5. E.C.
would begin a preliminary inguiry.

Whether it will go farther than that is not clear, but if nothing else the slide in Enron shares over the last week
shows the haeards that can confronl a company that allows word of a major reduction in iz balance sheet value
to dribble out. Enron's shares rose 67 cents, to $33.84, last Tuesday, as investors first reacted to the eamings
announcement. But since then they have fallen $13.19, or 39 percent.

The §1.2 billion reduction in sharcholders’ equity was not mentioned in a news release Enron issued on its

uarterly eamings last Tuesday. It was briefly mentioned in a conference call with analysts, but many of the
listeners seem to have not noticed that, wrongly thinking Kenneth L. Lay, Enron's chairman and chief executive,
was referring to a 51 billion write-off that was disclosed in the eamings release.

When guestions were asked in the following days, the explanations were less than thorough. Enron explaimed
that the reduction in shareholders' equity was related to the termination of "structured finance vehicles"
involving partnerships that had been controlled by the company's chief financial officer.

"Both the debt and the equity people are looking for more clarity ahout how the company goes about its
husiness," said Ralph Pellecchia, a credit analyst at Fitch Investors Service, He added that the issue of the
company's "credibility related to this trangaction really seems to have a life of its own.”

Enron declined yesterday to allow any officials to be interviewed about its financial reports. But last night it
gaid Mir. Lay would hold another conference call with investors at 9:30 am. today.

The company’s earlier disclosures regarding the partnerships baffled many analysts. They referred to such things
as "share settled costless collar arrangements™ and "derivative instruments which eliminated the contingent
nature of existing restricted forward contracts.” The disclosures said the company entered into the transactions
"to hedge certain merchant investments and other assets”

It appears that Enron was able to report profits from them, even though the underlying assets included
investments that declined in value. The Wall Street Journal, citing reports the partnerships made to institutional

investors, has reporied the parinerships did well enough to make large cash distributions to their invesiors,
Enron officials in recent days have refuzed to discuss the arrangements in any detail.

Oing of the questions that the 5.E.C. mav look inte is whether the termination of those transactions should have
been treated as a balance sheet item, or whether it should have been taken as a loss that afTected reported

eamings. An 5.E.C. spokesman declined to comment.

Linder accounting rules, a company's transaciions in its own shares cannot produce profils or losses, whatever
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the effect on cash flow, So a company that sells its shares for 310 each, and buys them back at 830, or at 51, will
report no camings effect. Enron said that the reduction to shareholders equity, and a related reduction in notes
receivable, "is the resull of Enron's termination of previously recorded contractual obligations to deliver Enron
shares in fulure periods.”

Stephen Moore, an analyst with Moody’s Investors Service who has put Enron's debt on review for a possible
downgrade, said that while some of the details were not clear, "Essentially, Enron’s promise was that a certain
amount of Enron's shares would be worth §1 billion. The shares plummeted, and they were not" waorth that
muck,

Enron cmphasizes its own version of camings, which leaves out some eXpenses, and directs attention away from
ils balance shest, which is disclosed only in 5.E.C. filings, not in the eamings news relcase. The reduction in
sharcholders' equity would be shown only on the third-quarter halance sheet, which has yet to be released.

Earlier this vear, Jeffrey Skilling, then Enron's chief exccutive, reacted strongly when a guestioner on &
conference call challenged the failure to provide balance sheet numbers when carnings were released, He called
the guestioner a comman vulgarity that surprised many listeners. Mr. Skilling later resi gned for what he said
were personal reassons and Mr. Lay, the chairman and former chiefl executive, took back the latter title.

While Enron was riding high, its often difficult-to-understand reports were generally seen as not being &
problem, The company appeared to be the dominant force in the business of encrgy trading, and to be able to
produce phenomenal profits. When Mr. Lay was reported as having played an important role in formulating the
Bush administration’s energy policies, the aura was only enhanced. In January, the shares traded for $84.

But now, with some of the company’s ventures clearly having run into problems, it appears that investors are
prowing less willing to accept the company's reports. That the partnership transactions were disclosed at all was
hecause of the involvement of the chief financial officer, and some have wondered if there might have been

similar deals with others,

Mr. Lay has promised to make the company's financial reports easier 1o understand, and last week's report was
at first praised by some analysts for doing just that.

Tn a news release yesterday, Mr. Lay said the company welcomed the 5.E.C.'s request for information. "We will
mnp-cralﬁiully with the S.E.C. and look forward to the opportunity 1o put any concern ahout these transactions
to rest,” he said.
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Subject: NYT Abstract: Esron Reports 31 Billion In Charges And a Loss
FREE ABSTRACT FREMIUM ARCHIVE i

Dctaber 17, 2000, Wedneaday E R B 1C A By KERNETH N GILPIN Sousce: The MNew

York Tiowes Scction; BusinessFimancial Desk 619 words A Enren Corp post thisd-guarter loss becouse of more than £1
billion in one-time charges for various businesses; net loss was 3618 million in contrast to net meome of $292 million year carlier;
revenus rose 59 percend, o 347.6 billian, From 320 billion last vear (M} P The Enron Carporation, tbe natioa's

leading whalesale electricity marketer and natural gas trader, posted a third-quanier loss yesterday hecause of more than 31 billion in

one-time charges for various businesses. The company reparted 4 net boss of $6... Purchase Full Text of Article
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From: Schulthelss, Heldliynne

Sant: Marnday, Oeiober 29, 2004 10:06 AM

Ta: Carlaton, Momman; Mickolof, Pater
Subject: Once-Mighty Enron Strains Under Scruliny
Chetober 28, 2001

Once-Mighty Enron Strains Under Serutiny

By ALEX BERENSON and RICHARD A. OPPEL Jr.
IS time running cut for Enron?

At the beginning of this year, the Enron ClErratiun. the world's dominant energy trader, appeared unstu]:IE:!h]e.
The company's decade-long effort to pers lawmakers to deregulate electricity markets had succeeded from
Califomia to New York. Its ties to the Bush administration assured that its views would be heard in
Washington. lis sales, profits and stock were soaning.

And under the leadership of Jeffrey K. Skilling, its chief executive, Enron’s arrogance had grown cven mare
quickly.

The company, based in Houston, dripped contempt for the regulators and consumer groups that stood between it
and fully deregulated markets - for electricily, waler and everything else. Everyone would win under
deregulation, Enron said - especially its sharcholders, whose stock would soar as the company profited from
creating new markets.

"We are on the side of angels,” Mr. Skilling said in March, dismissing those who saw the company as a
profiteer in California's energy crisis. "People want to have open, competitive markets. They want fair
competition. [t's the American way.”

But less than a year later, everybody seems to have lost, especially Enron's investors. Enron's stock is plunging,
and questions about its finances are mounting.

Some experts in the energy industry worry that if the crisis at the company worsens, trading in natural gas and
electricity could be seriously disrupted and energy prices could grow more volatile. In a worst-case outlook,
Enron could become the 2001 version of Long-Term Capital Management, the huge hedge fund whose collapse
roiled financial markets during the fall of 1998. Enron's shares have fallen more than 80 percent this year,
erasing 50 billion in sharcholder value.

Enron closed on Friday at $15.40, down 95 cents, afier hitting a 52-week low of $15.04 carlier in the day.

The future of electricity deregulation is in doubt, thanks to blackouts and soanng power prices in California
earlier this year - a crisis that ended only when that state contradicted deregulation's basic tenets by intervening
deeply in the power market. Enron's efforts to become a profit-making water supplier and to create a new

market in broadband communications capacity have heen expensive failures. In August, Mr. Skilling quit,
forcing Kenneth L. Lay, his predecessor as chief executive and still Enron's chairman, to resume day-to-day

control of the company.

The company declined to make senior executives, including Mr. Lay, available for comment, and asked that
guestions be submitted in writing. Mr. Skilling could not be reached.

Enron's problems hoiled over earlier this month, when it disclosed that its shareholders' equity, a measure of the
company’s value, dropped by §1.2 billion in the last quarter because of a deal disclosed only very hazily in
Enron's regular financial statements. The Securities and Exchange Commission is looking into the company’s
financial reporting, and some investors question whether Enron has overstated profits at its primary business of

trading electricity and natural gas.
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THE slump in the company’s shares accelerated after Enron revealed the fall in i1z shareholders’ equity, On
Wednesday, the company forced out its chief financial officer, Andrew S. Fastow, who 15 at the center of the
coniroversy over Enron's confusing finances. The company, which six months ago seemed to be reaping billions
of dollars from California's energy crisis, today faces a potential cash crunch,

The surprise about shareholder equity inflamed investors’ smoldering concemn about Enron's opaque financial
statements. Now, with Wall Street analysts and bond-rating agencies demanding more information about the
complex transactions thal have fueled the company's profits, Enton has been reduced Lo issuing news releases
asguring investors that it has adeguate access to cash.

Enron does not appear to be in immediate danger of running out of cash, On Thursday, the company drew down
a $3.3 billion credit line it had previously arranged with a group of banks led by Citigroup and J. P. Morgan
Chase, which have each extended at least $400 million. Bul because of Enron’s imporiance in the natural gas
and ela-:_t:li:ily markets, industry experts say that any problem at the company could disrapt energy trading
nationwide.

The supply of natural gas and electricity would probably not be affected even if the company failed, becanse
Enron 15 mainly a trader, rather than a producer, of energy, But a crisis at the company might increase the
volatility of encrgy prices, which have swung wildly in the last year,

Philip K. Verleger Ir., an energy- markets economist, emphasized that he thought Enron would survive this
crizis. But he said it was not clear what would happen if Enron ran out of cash or if traders that use the
company's EnronOnline Internet trading marketplece defaulted on their obligations.

"You suddenly have all these positions they have taken on there - are they good? Are the firm's hedges good?
What's the situation™ Mr, Verleger said. "It's got everyvone scared."

In the short run, Enron's credit rating may be its biggest problem. If the company's rating falls below investment
grade, Enron could be forced to issue tens of millions of shares of stock to cover loans that it hag guaranteed.
But creating new shares would make the shares that already exist less valuable, because those shares would no
longer represent full ownership of the company.

A drop in the company's credit rating could also prompi other energy traders and producers to back away from
doing buginess with Enron, hurting the company's sales and profits.

Enron's credit rating stands several notches above the critical point. But its bonds, which are publicly traded,
have fallen so low that they are now offering interest rates of almost 10 percent, comparable with many junk
bonds. Two of the three major credit-rating agencies, Moody's Investors Service and Fitch Investors Service,
have put Enron's bonds on review for possible downgrades.

"The issue that's in the front of everybody's mind right now is credit,” said Mark Gurley, senior vice president
and general manager for trading at Aquila Inc., one of the nation's largest energy traders. Aquila is based in
Kansas City, Mo,

For now, Agquila and other major energy traders and producers, including Reliant Energy, the El Paso
Corporation, and Dyvnegy are continuing to do business with Enron. And Mr. Gurley said that Enron's own
trading in the elecineity and natural gas markets did not suggest the sont of frenzied selling reminiscent of the
collapse of Long-Term Capital Management in 1998,

“They haven't done anything trading-wise that gives me any indication they are closing their books down,” he

sard.

Still, some executives at other companies said they were looking more carefully at transactions with Enron,
especially long-term contracts. They also said risk-management and credit officers were calling each other
regularly to discuzs the situation.

Mark Palmer, an Enron spokesman, said on Friday that no energy- trading company had stopped doing business
with Enron. He declined to say whether any of the company's trading partners had suspended or altered credit
terms. He said the company was continuing to see normal volumes of business.
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But the crisis that Enron will face if its credit rating is downgraded is just a symptom of the bigﬁ‘ Ehn;ﬂblém the
company must confront. For years, the details of Enron's finances have been & mystery even to t all Street
analysts whose job it is to follow the company, and to the investors who own its stock and bonds. When Enron's
profits were man‘n!; and 1t was creating lucrative new markets, sharcholders did nol seem (o care about the
impenetrability of its financial statements,

MNow they do. Yet the company seems incapable of offering straight answers to the questions investors ask.

To others in the industry, the opagqueness of the company's financial statements parallels Enron's efforts to keep
its energy-trading business lightly regulated and free of disclosure requirements. Though they do not expect
Enron to crumble like Long-Term Capital Management, they say that, like the giant hedge fund, Enron uses a
lot of debt, regulatory oversight is limited and outsiders have a difficult time figuring out its finances.

The most pressing concerns are a series of partnerships and trusts Enron created to move some of its assets and
debt off its balance sheet. With names like Marlin and Osprey, the partnerships have at least $3.3 billion in
bonds outstanding, backed by assets like a stake in Azurix, Enron's water company subsidiary, Enron has
promised that if the partnerships' debis exceed the value of their assets, Enron will issue enough new shares to
make up the difference.

DEALS with partnerships formed by Mr. Fastow, who was chief financial officer when they were organized, led
to the $1.2 hillion write-off in shareholders' equity that Enron announced last week. The company has offered
only skimpy details of its fransactions with those partnerships.

Enron ended its relationships with those partnerships in the last quarter, after being eniticized by shareholders. In
the process, it wrote off a promissory note that it had carried on its books, reducing its shareholders equity by
$1.2 hillion. But, because of complex accounting rules, the transaction was not apparent in Enron's quarterly
camings report.

The transaction disturbs investors because it suggests that Enron may have found a way to hide losses, throwing

the aceuracy of its financial statements into question, When Enron released third-quarter earnings on Oct. 16, it

reported a loss from $1 billion in write-offs on failed investments. The earnings statement did not mention the
itional $1.2 billien equity write-down. But the company said its core business had been solidly profitable,

and 1ts shares rose.

In a conference call with analysts aficr the announcement, Mr. Lay, Enron’s chairman, also disclesed the
reduction in shareholder equity. The refercnce was a brief one, however, and some listeners did not catch it
Thosc analysts were angered when they found out the next day what Enron had done, and many were confused
by the accounting procedure. Enron's stock began to slide, and investors clamored for mere information about
the write-ofT. But so far, the company's efforts to clear up the situation have further unnerved investors.

Mr. Lay has met with investors during the last two weeks to try to explain the deals, but some on Wall Sircct
say they have come away with doubts about Mr, Lay's grasp of the situation. They say that the two people at
Erron who sppear to have been most knowledgeable about the deals - Mr. Skilling and Mr, Fastow - have both
lefl the company.

In an interview in late August, Mr. Lay said he did not know some details about the deals involving Mr, Fastow.
In response (0 one question zhout them, he said, "You're getting way over my head.”

Mr. Palmer of Enron disputed any suggestion that Mr. Lay did not have a grasp of the investments at issue,
saying Mr, Lay was handicapped in talking about them because of the 5.E.C. investigation, "There is not a
whole lot we can say, or should say, about them," Mr. Palmer said. He also said the company expected to
generate about $3 bullion in cash through asset sales by the end of next year.

In & conference call on Tuesday, analysts pressed Mr. Lay and other top Enron executives to reveal more
information about the LIM write- down and its other partnerships. Instead, they offered only vague explanations
of the deal, leaving Wall Street worried that more write-offs might be coming.

David Fleischer, a Goldman, Sachs analyst and a longtime supporter of the company, was among those whao

came away concerned. "If Enron is unable to clarify its off- balance-sheet transactions and restore confidence in
the very near term by assuring investors that no more surprises are forthcoming that would affect the balance
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sheet or liquidity position, then the company will likely lose access to the capital markets," he wrote in a
research note after the call.

To try to reassure investors, Enron said late Thursday that EnrenCnline, its Internet-based trading exchange,
executed more than 8,400 trades that day, & higher-thun-normal volume,

"We know we have our work cut out for us if we are to rebuild our eredibility with the investmen! communily -
and we're working on that,” Mr. Lay said in a statement. *But in the meantime, the best evidence of our strength
15 the willingness of customers to bring their business to Enron."

But those reassurances apparently are no longer enough for Wall Street. Enron's stock tumbled almost & percent
Friday, to ils lowest levels in six years.

Now analysts are scrambling to figure out the extent of Enron's off- balance-sheet debt and 1o assess the risk
that the company will have fo issue new shares to make good on its parinership guarantees.

Carol Coale, an analyst at Prudential Securities in Houston, calculates that Enron may have close to 39 billion in
ofl-balance-sheet debt. She said that Enron had for two years been trying to sell about 36 billion in foreign
assets - including properties in Latin America and a power plant in India embroiled in a dispute with the state
government - and she worries about those prospects for sale in light of Enron’s problems and the souring
ECONOMY.

" As Enron is forced to sell assets to keep the ratings agencies off their backs, they may have to write those
asgets down," Mz, Coale smd. On Wednesday, she downgraded her rating on Enron to "sell” from “neutral "

*The bottomn line is, it's really difficult to recommend an investment when management does not disclose the
facts," Ms. Coale said.

Short-sellers, who attacked Enron's accounting even before the company disclosed the write-ofT, say the
company's problems may run even deeper than analysts fear. Enron may have used the partnerships not just to
finance money-losing investments but to hide losses in its core trading business, they say.

"The company still isn't disclosing enough to know whether the core business, the trading business, is
profitable,” said Mark Roberis, director of research at O Wall Street, which recomm shorting Enron's
stock on May 7, when it stood at $59.43. "The issue remains: why are they deing these transactions? Our theory
has been that the core operations aren't that profitable.”

James Chanos, a leading short- seller who has bet that Enron's stock will fall, saxd, "Is Enron booking gains
when it has real profits, but hiding the losses when deals go against it?" Mr. Palmer of Enron said the company
stood by its reported energy-trading profits,

Even traders at other energy companies say they do not have a clear picture of Enron's positions. Enron
maintains that it is in no danger of being wiped out by a sharp move in electricity or gas prices because it keeps
its trading book balanced - meaning the energy it has agread to sell is offset, in mughgiy equivalent amounts, by
energy it has agreed to buy,

"With these guys, they tell us - and all you've got is their word - that they're hedged,” said Mr. Verleger, the
economist.

IN fact, Enron has lobbied forcefully over the years to limit regulation and disclosure of its trading operations.
Last year, the company successfully lobbied Congress to effectively ensure that its Internet- trading platform
would be exempted from regulation by the Commaodity Futures Trading Commission.

Enren and other power traders do file limited information in reports to the Federal Energy Regulatory
Commission, the agency that oversees wholesale electricity and natural gas markets. But the commission does

not keep track of specific transactions and prices.

Large-scale energy tradinF; has existed for only about a half-dozen years. Enron pioneered the business, and now
dominates it, accounting for about one-guarter of all frading in the United States.

Before Congress and federal regulators opened up the market for wholesale clectricity, a process thal began in
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carnest a decade ago, the power business was a simpler affair. Utilities were given arcas of monopoly service,
and their rates - and ability to deliver enough elecincity - were overseen by state regulators, But with the move
to deregulate the business, independent and unregulated generators and traders have flourished, providing an
ever-rrowing portion of the nation's power,

Beginning in the 1980', the sale and wransportation of natural gas was also deregulated, spurring Enron, which
used to be primarily a gas-pipeline company, lo move into the trading business.

The company's shift to trading gas and electricity accelerated in the mid-1990's, with the ascension of Mr.
Skilling, who became chief executive in February, just six months before his unexpected resignation.
Underscoring the change in direction, in securities filings this year Enron described its principal business as
"gacurity brokers, dealers and flotation." Before, it had said it was in the business of "wholesale-petroleum and
petroleum products,”

For most of its ascent, Enron outstanding profit figures and Wall Street accepted them with pleasure. A
vear ago, when it disclosed the first transactions with partnerships led by Mr. Fastow, the company's former
chief financial officer, analysts who asked questions were told that the deals were routine and were being
disclosed only because of Mr. Fastow's involvement.

Enron does not appear to face an immediate cash crunch. But the bank credit lines that it drew on last week to
pay off its short-term debt will have to be rencgotiated next spring. The controversial partnerships do not have
10 pay their debts until the following vear - unless Enron loses its investment-grade credit rating before that.

ENROMN will alse need to maintain its large trading positions, which could suffer if participants in those markets
grow more nervous about Enron's credit. When Long-Term Capital was stumbling in 1998, some Wall Street
rivals sold the securities they thought Long-Term owned, trying to force Long-Term to sell its positions quickly
and at a loss, Something similar in energy markets might be possible. If so, Enron might find, as Long-Term
did, that positions that should offset each other do not.

Enron's new chief financial officer may yet persuade investors that in fact the company's profits are real, and
that its condition is betier than the shori-sellers belicve. As questions are answered, confidence, and the share
price, could rebound.

But for now, investors are skittish, and some competitors are eager to take advaniage of Enron's plight.
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Subject: Enron Taps &l Hs Credit Lines to Buy Back 33.3 Biliion of Debt

Crctaber 27, 2001

Enron Taps All Its Credit Lines to Buy Back $3.3 Billion of Debt

By FLOYT NOVRRIS

The Enron Corporation, trying to reassure investors that it has ample liquidity, began to repurchase all its
outstanding commercial paper vesterday, using 53.3 billion it borrowed from banks by depleting its lines of
credit.

An Enron spokesman said that when the commercial paper repurchases are completed the company will retain
more than 51 ballien in cash,

The moves did not appear 1o reassure investors, as Enron's share price fell to another six-year low. Shares traded
as low as §15.04 yesterday, before ending the day at 515,40, down 95 cents.

The move will raise the interest expense for the company, because banks normally charge more than companies
have to pay in the commercial paper market, and because its outstanding debi will rise by the additional 31
billion.

Enron's debt is rated investment grade. But its bonds now trade below investment grade levels, although not so
low that it appears investors fear an early default. But with the bonds trading so low, it is unlikely Enron will be
able to sell more commercial paper.

Enron's stock has been plunging since Oct. 17, shortly afier it disclosed that its third-quarter balance sheet,
which has yet 1o be released, will show a $1.2 billion reduction in shareholder equity as a result of complicated
transactions involving partnerships formerly controlled by Andrew Fastow, who was the company's chief
financial officer until he was replaced on Wednesday.

The stock has lost more than half its value since the eamings announcement, and the company has disclosed that
the Securities and Exchange Commission has asked questions about ils accounting practices.

Copyri 11 The New York Times C
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Enron s mentioned in the third paragraph -- | highlighied the bext n ned ..
Oelober 7, T0U1
How to Lose a War

By FRANK RICH
Welcome back to Sept. 10.

The "America Strikes Back” optimism that surged after Sept. 11 has now been stricken by the multitude of ways
we're losing the war at home. The F.B.1. has proved more effective in waging turf battles against Rudy Giuliani
than waging war on lerrorism. Of the more than W) suspects arrested, exactly zeéro have been criminally
charged 1n the World Trade Center attack (though one has died of natural causes, we're told, in a New Jersey jail
cell}. The Bush team didn't fully recognize that a second attack on America had begun until more than a week
after the first casualty. The most highly trumpeted breakthrough in the hunt for ant terrorists - Tom Ridge's
announcement that "the site where the letiers were mailed™ had been found in New Jersey - proved a dead end.
And now the president is posing with ¢lementary-school children again.

Given that this is the administration that was touted as being run with C.E.0. clockwork, perhaps it should be
added to the growing list of Things That Have Changed Forever since Sept. 11, But let’s not be so hasty. Not
everything changes that fast - least of all Washington. The White House's home-front failures are not sudden,
unprediciable products of wartime confusion but direct produets of an ethos that has been in place since Jan. 20.

This is an administcation that will let its special interests - particularly its high-rolling campaign confributors
and its noisiest theoerats of the right - have veto power over public safety, public health and economic prudence
im war, it tums out, no less than in peacetime. When anthrax struck, the administration's first impulse was not to
secure as much Cipro as speedily as possible 10 protect Americans, but to protect the right of pharmaceutical
companies to pmtjl:mr. The White House's fasth in tax cuts as a panacea for all national ills has led to such
absurdities as this week's House "stimulus” package showering 5254 million on Enron, the recling Houston
encrgy company (now under S E.C. investigation) that has served as a Bush campaign cash machine.

Airport security, which has been enhanced by at best cosmetic tweaks since Sept. 11, is also held hostage by
campaign cash: As Salon has reported, ServiceMaster, a supplier of the low-wage employees who meptly man
the gates, is another G.O.P. donor. Not that Republicans stand alone in putling fal cats first. In a display of
bipartisanship, Democrats - lobbied by Linda Hall Daschle, the Senate majority leader's wife - joined the
administration in handing the airlines a $15 billion bailout that enforces no md:lllntinn in the salaries of the
industry's C.E.().'s even as they lay off tens of thouzsands of their employees.

To see how the religious right has exerted its own distortions on homeland security, you also have to consider
an administration pattern that goes back 1o its creation - and one that explains the recent nials of poor Tom
Ridge.

Mr. Ridge is by all accounts a capable leader - a successful governor of a large state (Pennsylvania) who won
the Bronze Star for heroism in Vietnam. A close fend of George W, Bush, he should have been in the
administration from the get-go, and was widely rumared to be a candidate for various jobs, including the vice
presidency. But after being pilloried by the right because he supports abortion rights, he got zilch. Instead of Mr.
Ridge, the administration signed on the pro-life John Asheroft and Tommy Thompson - who have brought us
where we are today.

The farcical failures of these two cabinet secretlaries are not merely those of public relations - though Mr.
Thompson ofien comes across as a Chamber of Commeree glad- hander who doesn't know his pants are on fire,
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and Mr. Ashcroft often shakes as if he's not just seen great Caesar's ghost but perhaps John Mitchell's as well.
Both have a history of letting politics override public policy that dates to the start of the administration. They've
seen NO reason to reverse their partisan priorities even at a time when the patriotic duty of effectively fighting
terror should be their No. 1 concern.

Pre-Sept. 11, Mr. Thumpmn, in defiance of science, heartily lent his credibility to the Bush administration’s
stem cell "compromise™ by going along with its overstatement of the viability and diversity of the stem cell
lines it would rﬂmwzr to researchers. Fost-Sept. 11, he destroved his crediblity by understating the severity of
the anthrax threat, also in defiance of science. Now he maintains that the $1.5 billion the administration is
requesting 10 plug the many holes in our public health system - almost all of 1t earmarked for stockpiling
pharmaceuticals, not shoring up local hospitals - is adequate for fighting bioterrorism. This, too, is in defiance
of all expert estimates, including that of the one physician in the Senate, the Republican Bill Frist.

It should also be on Mr. Thompson's conscience that for the first two weeks of the anthrax crisis he kept the
federal povernment's house physician - David Satcher, the surgeon general and a much-needed honest broker of
public health - locked away, presumably because Dr. Satcher, a Clinton appointee, became persona non grata in
the Bush administration for issuing a June report on tecnage mxu.ah ty that angered the religious right. Only after
Mr. Ridge amived on the scene was the surgeon general liberated from the gulag,

As for Mr. Asheroft, he has gone so far as to tum away firsthand information about domestic terrorism for
political reasons, Planned Parenthood, which has been on the front lines of anthrax scares for years and has by
grim necessity marshaled the medical and security expertise to combat them, has sought a meeting with the
attorney general since he took office but has never been granted one. This was true not only before Sept. 11 but,
says Ann Glazier, Planned Parenthood's director of security, remains true - even though her organization, long
targeted by such home-grown Talibans as the Ay of God, has a decade's worth of leads on "the convergence
of international and domestic terrorism,”

Ms. Glazier found the sight of Mr. Ashcrofi and other federal Kevstone Kops offening a §1 million reward for
anthrax terrornsts a laughahle indication of how little grasp they have of the enemy. "Religious extremists don't
respond to money,” she points cut, Such is the state of the F.B.L, she adds, that one agent told a clinic to hold
onte a suspect letter for a couple of davs "because we have so many here we're afrmd we're going 1o lose it"
(perhaps among the Timothy McVeigh documents).

If either the attomey general or the secretary of health and human services inspired anything like the confidence
that, say, Mayor Giuliani does, there wouldn't have been a need to draft Mr. Ridge. Even so, he's mainly a P.RE.
?mmu:k - a man who should have been in the administration in the first place reduced to serving as & I!g leal’

or lightweights. As director of homeland security, he's allegedly charped with supervising nearly 50
government agencies - so far with roughly a dozen staff members. When asked to define Mr. Ridge's
responsihilities, An Fleischer said on Wednesday that it was "a very busy coordination job,” but so far Mr,
Ridge is mainly sowing still more confusion.

The one specific duty that he has claimed - in an interview with Tom Brokaw - was that he'd be the one "making
the phone call” to the president to shool down any commercial aicliner turned nlo a Qyimg bomb by hjackers.
That presumably comes as news Lo Donald BEumsfeld, who made no provision for any homeland secuniy cear in
the Air Force chain of command he publicly codified days after Mr. Ridge's appointment.

Simce the administration tightly metes out the news from Afghamistan, we can only hope that the war there is
being execuled more effectively than the war here - even as Mr. Rumsfeld and his generals now tell us that the
Taliban, once expected to implode in days, are proving Viet- Cong-like in their intractahility, The Wall Strect
Joumal also reported this week that "instead of a thankful Afghan population, popular suppont for the Taliban
appears to be solidifving and anger with the U5, growing.”

Maybe we're losing thal baltle for Afghan hearls and minds in part because the Bush State Department
appointes in charge of the propaganda effort 15 a C.E.O. (from Madison Avenue) chosen not for her expertise in
policy or politics but for her salesmanship on behalf of domestic products like Head & Shoulders shampoo. If
we can'l effectively fight anthrax, | guess it's reassuring to know we can always win the war on dandruff.
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Enron Ousts Finance Chief as S.E.C. Looks at Dealings

By FLOYD MORRIS

The Enron Corporation, its stock battered by a sudden loss of investor confidence, yesterday ousted its chief
financial officer, Andrew 5. Fastow, whose invelvement in complicated transactions with Enron has drawn the

scrutiny of the Securities and Exchange Commission.

"In my continued discussions with the financial community, it became clear to me that regtoring investor
confidence would require us 1o replace Andy as C.F.0.," Kenneth L. Lay, Enron's chairman and chief executive,
said in a statement announcing the change. Only one day before, Mr. Lay had told investors in a conference call
that he and the Enron board "continue te have the highest faith and confidence in Andy."

The company said that Mr, Fastow had taken a leave of absence, but it also named his successor, leffrey
MeMahen, the head of Enron's industrial markets group and a former corporate treasurer.

Enron said none of the officials were available for interviews last night.

The move came after the close of trading on the New York Stock Exchange, where Enron's shares fell $3.38, o
£16.41. The price has been cut in half since Oct. 16, when Enron reported its third-quarter eamings, A §1.2
billion reduction in shareholder equity brought on by ending some relationships with partnerships that Mr,
Fastow had headed was not disclosed in the eamings news release. Mr, Lay briefly mentioned it in the
conference call that followed, but some analysts thought he was referring to a separate 81 billion write-off that
was disclosed in the earnings document, and were angered when they later learned about it

On Tuesday, when both Mr, Fastow and Mr. Lay discussed the company with analysts on the conference call,
neither was willing to discuss details of the transactions between Enron and the 1erships formerly controlled
by Mr. Fastow, Mr. Lay cited the 8.E.C. inquiry in declining to discuss the details of the transactions.

The fact the transactions took place has been known for a year, but Enron's disclosures have been widely
criticized for being impossible to understand.

By structuring the deals as involving forward commitments to deliver Enron stock, it appears that Enron was
ahle to assure that losses on them would not lead to reported logses, but instead to reductions of shareholder
equity that had no effect on the income statement. That is one of the issues the 5.E.C., whose inquiries were
disclosed Monday by the company, is expected to address,

Concemns have also grown this week over whether Enron will face losses from complicated financing stralegies
that kept billions of dollars of debis off its balance sheet but lefl the company responsible for paying - either in
cash or with stock - if things went wrong. On Tuesday, Mr. Fastow assured investors that the company "expects
to continue to have sufficient liguidity fo meet normal obligations,"” and said it had bank credit lines that were

more than adeguate,

Mr. Fastow was viewed as one of the architects, with Jeffrey K. Skilling, the former Enron chief executive who
resigned in August, of the change in business strategy that tumed Enron from a gas-pipeline company info a an
energy trading powerhouse that developed a large Wall Street following, Its stock price peaked in the summer
of 20000 at $90,75.

According to a person cloge to the company, while Mr, McMahon, Mr. Fastow's successor, was Enron's
treasurer, he told Mr. Skilling, who at the time was the chief operating officer, that he thought the partnerships
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involving Mr. Fastow presented a conflict of interest, After that discussion, Mr. McMahon moved to a different
job at the company, this person said.

Shares of Enron traded as low as $15.51 vesterday afternoon, the lowest price for the stock since early 1995,
before recovering. In after- hours trading, they fell 1o 516,14,

One of the factors that hurt the stock yesterday was a decision by M. Carol Coale, an analyst at Prudential
Securities, to drop her rating to "sell” from “hold." She had lowered the rating to "hold” from "buy” on Monday.

"After the 5.E.C. inguiry was announced,” she said in an interview yesterday evening, "Enron should have
addressed it by delivering a scapegoat, as a gesture 1o the Street. Now they are replacing him today. The timing
is a little late, but [ think it will be received positively by the Street.”

Rut she said that investor sentiment might work the other way. "Feople could fear that if you remove Fastow
from the management leam, you'll never get any answers."
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Enron Tries to Dismiss Finance Doubts
By FLOYD NORRIS

Enron has m‘:Ele access to cash, the company's chief executive said yesterday as he assured mnvestors that there
was no need for additional write-ofTs stemming from unusual financing activities.

In a conference call with investors that was hastily scheduled afer Enron's stock plunged on Monday, the chief
executive, Kenneth W. Lay, strongly defended the company's chief financial officer and said there was no
conflict of interest involved in transactions that the Securities and Exchange Commission was looking into.

But he refused to go into detail on the transaction that Enron made with partnerships run by Andrew 5. Fastow,
the chief financial officer, In addition, Mr. Fastow, while declaring that Enron "expects to continue to have
sufficient liguidity to meet normal obligations,” declined to answer any questions about it.

The conference call, which began just as trading opened on the New York Stock Exchange, at first scemed to be
reassuring investors. Within minutes of the beginning of the call, the share price rallied to $23.25. But it soon
began falling, and ended the day down 86 cents, at $19.7%. The day’s low of 319.62 was the lowest since Jan,
12, 1998, and was down 78 percent from the high set by the stock in the summer of 2000.

Until recently, most investors focused on the company’s reported operating eamings, which showed good results
1s it became a leading player in energy markets, But the focus has shifted to a senes of transactions, some
involving off-balance- sheet financing. One, involving partnerships controlled by Mr, Fastow, led to a $1.2
hillion reduction in shareholder equity that raised concern last week and led to 5.E.C. inquiries that the company
disclosed on Monday.

One of the company's strongest supporters has been David Fleischer, an analyst at Goldman, Sachs. But he told
Me. Lay on the call yesterday that Enron had to be more forthcoming with information, "There is an appearance
that you are hiding something," he said.

After the call, Mr. Fleischer expressed disappointment. "They've engaged in a number of transactions that one
wonders about, and that are hard to understand,” he said in an interview. "They have not been as forthcoming in
explaining them® as is needed, he said. But he said he was still recommending the stock. "I don't think
accountants and auditors would have allowed total shenanigans," he said. "In the absence of total shenanigans
going on at this company, there is tremendous value here”

Mr. Lay cited the S.E.C. inguiries s a reason for not discussing details on the transactions involving the
partnerships that were controlled by Mr. Fastow. But he emphasized that both he and the company's board
“continue to have the highest faith and confidence in Andy.”

Mr. Lay said that suditors from Arthur Andersen had carefully reviewed Enron's reporting in conjunction with
another off-balance-shect vehicle, called Marlin, That company owns one-third of Azurix, an Enron subsidiary
that owns Wessex, a British water ulility. The auditors "have determined there is no write-down required,” he
said under questioning by Richard Grubman of Highfields Capital Management, a money management firm.

Mr. Grubman said that Marlin owed almost $1 billion on debt that was guarantecd by Enron bul had no assets
other than the Azurix stake. Noting that Enron had paid sbout $300 million to buy a third of Azunx from public
shareholders and had since taken write-downs on its investment in Azurix, Mr. Grubman asked why the
company was not seting up reserves lo cover its exposure on that debt, which under a complicated arrangement
could end up being satisfied through the issuance of Enron shares.
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Mr. Lay said that no action was needed but declined to address details. Eventually he cut off Mr. Grubman. "I
know you're trying to drive the stock price down, and you've done a pretty good job of it," Mr. Lay said. "But
let's move on to the next guestion.”

Mr. Fastow said the company was haﬁnﬁ nnfml:nlem issuing commercial paper and had $1.85 billion in such
debt outstanding. He said it was backed by $3.35 billion in bank lines of credit, of which $1.75 hillion will
expire next May if it is not renewed,

Mr. Lay said he was sorry about "the misunderstanding” that resulted when his brief mention of the 31.2 billion
reduction in sharcholder equity in a conference call last week was not noticed by some analysts. That reduction
would have been apparent if the company had released its balance sheet with the eamings report, but il did not.
He said the company would consider releasing balance sheets with earnings reports in the future, but made no
l!ll'ﬂ-m]EﬂE.

The large reduction in shareholder equity did not affect reported earings, and so was not in the camings
release. But it raised concerns that some of the sophisticated financing techniques used by the company might
be effectively keeping losses off the eamnings statement. The 5.E.C. is expected to look into whether the
accounting for that transaction was correct.

After one questioner on the call said it would be easier to understand Enron if it released financial statements for
the special purpose vehicles that were set up to enfer into such transactions as Marlin, Mr. Lay said the company
"will look into providing” such statements.
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Europe Energy Firms Are Wary of Enron
By REUTERS

Filed at 08 am. ET

LONDON (Reuters) - Energy companics in Europe are shying away from trading with troubled U.5. encrgy
group Enron amid concerns about the company’s credit status, industry sources said on Monday.

Several large anm‘u:.rldgmups have frozen their dealings with Enron -- one of Europe's biggest gas and power
traders -- as they hold urgent talks with the LS. group about setting up new credit armangements, the sources
said.

"I think Enron's ach is 1o get the major counterpartics back on board as quickly as possible and then hope
the smaller ones will follow," said the head of risk management at one UK wtility that halted its trade with
Enron last week.

““They are talking with us about bank letters of eredit,” he said. " The people that are still trading with them are
doing so on a very restrictive basis."

A spokesman for Enron's European headquarters in London headquarters declined 10 comment.

Reluctance to trade with Enron in Europe comes as the company tries to rebuild investor confidence afier its
stock hit five-year lows.

Triggering the slide was news last week the U.5. Securities and Exchange Commission is investigating huge
losses relating (o a private equity operation run by its former chief financial officer.

Houston-based Enron trades a large amount of its volume in the U5, and Europe through its Intemet
EnronOnling system.

Last Friday the company said trade on EnronOnline was above average levels with more than 3,404 transactions
at a notional value of approximately £4 billion.

Traders said Enron's plight could hit liquidity in European gas and power markets, where liheralization has
unleashed rapid growth in energy trading in the last couple of years.

Omne industry source cited a brokers list showing eight companies in the UK electricity market had put on hold
their trading Enron, which is among the biggest five traders in the market.

In mainland Europe, where Enron has been a major driver of liquidity, potential counterparties are treading with
care,

“We are avoiding them as counterparties — either hy not trading with them or by using a "sleeve’ (a thard party
irader)," said a senior trader at one of Germany's big utilities, who dechined to be named.

French traders said wariness about dealing with Enron had dampened liquidity although Enron was still in the
market on Monday moming.

**Enron is a major player so counter parties are looking to see if there is a problem,” zaid one French trader.
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From: Norman Carleton
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Tao: Morman Carleton; norman, carlalon@do. reas.gov
Subject: Enran arlicle
ol

ALG 15, 2001

Enron's Chief Executive Quits After Only 6 Months in Job

02650

{ El o ALLAS, Aug. 14 — Jeffrey Skilling, the chiel executive of the Enron Corporation (news/quote], stunned Wall
| Street today by announcing that he would quit after just six months in the job, calling the move a "purely
personal decision.”

By RICHARD A. OPPEL Jr. with ALEX BERENSON

But the abrupiness of the departure left many analysis questioning whether a series of sethacks the company has
suffered played a part in the decision,

Kenneth Lay, Enron's 59-yvear-old chairman, will step back into the position he left carly this year after 15 years as chiel
execulive.

Mr. Lay, who originally recruited Mr. Skilling to Enron, said tonight that he had agreed to stay on through the end of
2005 1o "make sure we've got plenty of time to work out an orderly succession.”

Mr. Skilling, 47, had been at the heart of the transformation of Enron from an old- line natural gas pipcline company to
the biggest and most aggressive of the new breed of unregulated energy traders that buy and sell billions of dollars of
electricity and other commodities daily.

That strategy helped Enron's stock price soar during the last decade. But this year the company's shares have fallen
sharply, as Enron has suffered from problemms with its new broadband telecommunications trading unit, its investment in
a large power plant in India, and criticism from officials in California, who blame Enron and other encrgy companies fo
the collapse of the state’s electricity market.

A former energy consultant at McKinsey & Company who joined Enron in 1990, Mr. Skilling built its encrgy-trading
aperations into the company's most profitable unil, accounting for nearly $1.7 billion — or 85 percent — of operating
income last year. He became president and chief operating officer in 1997, and in February of this year became chiel
executive

On a conference call, Mr. Skilling said he could not “stress enough that this has nothing to do with Enren.” He added
that "the reasons for leaving the business are personal, but I'd just as soon keep that private.”

Mr. Skilling, who is divorced, has joint custody of three teenage children — a daughter, 17, and two sons, 14 and 11 —
with his ex-wife. Mr. Skilling, who will leave the board but will serve as a consultant to the company, will not receive
any severance package because his departure is voluntary, Mr. Lay said.

Since May 2000, Mr. Skilling has sold at least 450,000 Enron shares worth at least $33 million, according to Securities
and Exchange Commission filings. He still owns sbout 1.1 million shares, the filings show.

" Ahsolutely no accounting issue,” Mr. Lay told analysts, "no trading issuc, no reserve issue, no previously unknown
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problem issues" are behind the departure. There will be "no change in the performance or outlook of the company going
forward," he added.

He also said the company was on track 1o meet analysts' eamings expectations, which are about 51,80 a share this year
and $2.15 nexl year.

On the call, Mr. Skilling said that "in general there have been a lot of issues” that have buffeted the company this year,
but he said that he belicved Enron had already surmounted most of them. "Now 15 the ime”® 1o step down, he said,
"because | think we've got a lot of these things behind us.”

Maonetheless, the move jolted analysts, who, despite the stock’s recent slide and the company's other problems, saw Mr.
Skilling as the unquestioned leader to follow Mr, Lay.

In after-hours trading, shares of Enron fell about 8 percent, to $39.55, That fall follows a plunge of almost 50 percent
since January in the stock, which had closed in regular trading at $42.93, up 78 cents. The news of the executive

chanpes came after the market closed,

“I'm surprised and I'm stunned,” said Philip K. Verleger, an energy economist with the Brattle Group, a consulting firm
in Cambridge, Mass, “Skilling was the guy who executed the growth in the trading business "

Investors have become increasingly concerned that a serge in new power plant construction will lead to a glut of

electricity within a few years and lower the value of Enron's role as & middleman between plant owners and eleciricity
users. In addition, the company's efforts to enter the water business have fared poorly, and its broadband trading

operation has become a cash drain.

Mr, Skilling's promotion early this year came afer several erucial Enron executives resigned. These included Rebecca
MMark, who at one time was considered a rival for the top job,

Ms. Mark became chief executive of the Azurix Corporation (news/quote) in 1999 after Enron spun off the company, its
global water business. But its financial performance was disappointing, and Ms. Mark left the company last year. Enron
later agreed to buy back Azurix stock for less than half what public sharcholders had paid,
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Carleton, Norman

From: Morman Carleton

Sent:  Thursday, August 16, 2001 11;43 PM

Ta: MNorman Cardeton; noman.careton@do.treas gov
Subject: Enron article (2)

E]

AUG 16, 2001

Enron Head Seeks to Reassure Staff
By REUTERS
Filed at 4.48 p.m. ET

HOUSTON (Reulers) - The chairman of Enron Corp. (news/quote) (ENE.N) on Thursday sought fo reassure
employees that the energy giant's business was on firm footing as its stock faced a second day of brutal

pressure on Wall Street, following a top executive's shock resignation,

Kenneth Lay told employees at a companywide meeting that Enron's business was strong, despite the
extended pressure on its stock and heir apparent Jeff Skilling’s unexpected resignation as president and
chief executive officer.

Lay, who was mat with a standing ovation when he took the podium, touched on a wide variety of topics
during the 90-minute meeting during which he took questions and presented financial data he said proves
the company is strong.

“"We've got a lot of great stuff going on and we're not getting much credit for it in the marketplace, but we
will," Lay said. *"| do think the next several months and few years are going to be great for Enron.”

His comments came as Enron's stock saw its worst day in 19 months, closing down $3.40 or 8.5 percent at
$36.85 on the New York Stock Exchange. That brings its losses to roughly 13 percent since Skilling
announced his resignation after the market's close Tuesday.

Lay said ha believed the energy giant's stock can sustain a price-to-eamings (P-E) multiple of 25-30 going
forward. It is about 20 right now. based on Wednesday's closa,

| think the current business model can easily justify a 25-30 P-E, with the current business model and in the
current market,” Lay said. *"We can't get that 40-50 P-E back until we get our return on capital investment

up-ll

Enron enjoyed the higher multiples as recently as March, but then the stock began an extended slump that
saw it lose about half its value.

WHO REFLACES SKILLING?
Though Lay took Skilling's duties over, he told employees that he expected to fill the void Skilling left in the

office of the chairman in the next few days. Skilling, 47, was chief operating officer before Lay handed him
the CEO reins in February, and the COO position has remained unfilled since then.

01300000001261

1/15/02



Page 2 of 2

The executive or execulives who assume the operational role Skilling had will largely be seen as the new
heir or heirs apparent to Lay, 59. Enron eardier said it would increase the office of the chairman, which
previously was occupied by Lay and Skilling, to include Lay and two understudies.

“Certainly, there is a hole in the office of the chairman, and we will be addrassing that very soon. ! think | told
some people yesterday that we were looking to do something probably in the next couple of days," Lay =aid.

Lay reiterated that the succession will be internal, but did not elaborate on which executives he would
choassa,

MANY GLOBAL ASSETS TO GO

The best way to return Enron’s stock to its headier levels will be to gel a higher return on capital investment,
he said. Enron hopes to glean billions from a sale of low-yield global assets, which it will then pour into high-
refurn businesses, Lay said.

"' The quickest way to do that is to monetize some of these assets," Lay said. ~That doesn't mean we're
going to monatize all of them ™

He said Enron will still be very active in Europe, Japan, Australia and other countries, and may start working
in developing countries at some paint in the future,

Lay took more than a dozen questions from the audience, with topics ranging from work-a-day issues like
how close cubicles will be spaced in Enron’s new office building to the issue of what recourse there s for
employees wha have stock options that are priced in the $30 range.

While he rebuffed a re-pricing of those options because “stockholders hate that," he did say all employees
would be issued a new round of options that are priced at current levels.

Touching on another recent issue, Lay said Enron was in advanced talks to sell Oregon utility subsidiary
Portland General, which was to be sold to utility Sierra Pacificfor $3.1 billion until regulatory issues scuttied
the deal.

~We have another iransaction that is pretty far advanced and it might be a transaction where we would even
maintain some ownership interest in that business for some time. But it's not far enough advanced to talk
about right now," Lay said, not revealing the name of the potential buyer.

Asked if Enron’s broadband arm would suffer more layoffs if was not successful by year's end, Lay said he

thought the odds of that are very, very small.” Lay said 500 people ware taken out of Enron's broadband
operation, with about half being laid off and the rest being redeployad within the company.

The underperformance of the broadband business, which coincided with the broad coflapse of the
telecommunications market, is among several problems that have dogged Enron [ately.

They include a costly payment fight with the Indian government over the $3 billion Dabhol power plant, the
vilification of Enron by California politicians who blame Texas companies for their power crisis, and the
breakup of a marquee video on-demand broadband Internet deal with Blockbuster Inc. {news/quote) (BBIN).

Answering an employee question, Lay said there was no truth to a rumor that Royal Dutch/Shell RD.AS
(SHEL.L) was planning a hostile takeover of Enron because of the stock’s recent weakness.
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Subject: Enron Capital & Risk Managemeant Services

Enran has a sub-gite on risk management products:

htep/ fwwwd  enran. com corp/ourservices/capitalrisgk=gmt . html
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SHOW: CMNM THE POINT 20:30
Janwary 10, 2002 Tharsday &30 PM Eastern Time
Transeript & 01 1000CH, ViR
SECTION: Mews; International

LENGTH: 4186 words

HEADLINE: Enron Political Repercussions Jast Begmnmg

GUESTS: Mark Juergenseneyer, Eric Margolics, Jon Carzine, Arianna Huffington, Peter Coy, William Bradley
BYLINE: Catherine Crier, Sheils MacVicar

HIGHLIGHT: Guests discuss the collapse of Enron

RO
THIS IS A RUSH TRANSCRIPT. THIS COPY MAY NOT BE IN ITS FINAL FORM AND MAY BE UPDATED.

(BEGIN VIDED TAPE]

ANMOLUMNCER:

THE FOINT, with Catherine Crier,

He's in jail. But others got away, and could try again. Tonight, why investigators have decided the alleged shoe bomber dide't act alane.,

UNIDENTIFIED MALE: The combination of materials in the device and the priming mechanism sppears to be quite unasusl and
saphisticated, ANMNOUNMCER: Flashpoint: where are the others?

In was the biggest banknaptey in LS. histary,

UNIDENTIFIED MALE: Each floor a the -- at the Ensan buikling had a floor meeting, Seme Noors were told you have 30 minutes and get
ol

ANNOUNCER: Thousands Jost theis retirement savings. And the political repercussions are just beginning.

UNIDENTIFIED MALE: What's important hers in the president’s opinion is that this noeds to be investigated from a criminal point of view 1o
determine what went wrong with Enron.
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{(END VIDEOQ TAPE)
ANMOLMCER: THE POINT, Now, from Mew Yark, Catherine Crier.

CATHERINE CRIER. HOST: Good evening. Well, you need something else 1o worry about, especially if vou're 2 frequent flier? We've got i
Investigators have been loaking over the shoes aken from shosbomb suspect Richard Reid, and they don't think he made ihem without help,

Mow, flashpoint. Where are the others? CNN's Sendor laternational Correspondent Sheile MacVicar brings us up o date now on the
investiganon.

{BEGIN VIDED TAPRE)

SHEILA MACVICAR, CNN CORRESPONDENT: Hidden m the immigrant neighborhoods of Paris are the secrets of Richard Reid's six days

in this city. Somewhere here, just hours before he was scheduled 10 keave, intelligence sources believe Richard Reid was piven the shoes
containing the bombs - the bombs he mied to set off on the American Aitlines flight 1o Miami.

French police are uwrgenily iryng to retrace his movements. The French anti-terrorism judge is so concerned, he is now waorking the case full
tirme. Investigators want to know if Reid's trip to Israel last sumeoser was designed to test airline security, and idellipence sources say there is
pgrowing evidence he maveled at least onee 1o Afghanistan.

Eurapean investigators and intelligence sources say they now believe that Richard Reid, far from #cling alome, is part of 8 previously anknown
temor network, one which may ultimately prove to be part of al Qaeda. And they wamn that within the ranks of that nerwaork, there is a Very
sophisticated bombmalker,

FBI analysis of the shoes showed the bombs were made of two explosives, a combirstion experts say they had not previcushy seen: 0 military
explosive called PETM and a bonsemade explosive called TATR.

TATP was the explesive used by the Hamas suicide bomber who blew himself up outside this Tel Aviv nightclab last June, killing mare than
20} athers,

MACVICAR: Joseph Almoy is the former head of the Israeli police forensic laboratories. TATF was first analyzed in those lahs.

JOSEPH ALMOG, HEBREW UNIVERSITY: Ifs an extremely sensitive material_ Extremely sensitive. IU's very sensitive to friction, o spots,
to blow, and it cam explode just by iself,

MACVICAR: European inellipence sources say, quote, “it is absobutely impoassible that Reid made te bembs ™ And the former bead of the
FBI Explosives Unit says the bombmaker was very skilled

CHRIS RONAY, INST. OF MAKERS OF EXPLOSIVES: The combination of matcrials in the device and the priming mechanism appears to
be quite unusual and sophisticated. Hard to concoct it Hard to pat it topether.

MACVICAR: Given the evidence, investigators now belisve there is a logistics base somewhere in Furope, & place where the explosives and
the barhs could be manufactured. They dis not vet know where,

tis now clear, they say, the crew and passengers on board American Airlines Flight 63 averted a disaster. And they wam of the possibility of
more altempts by this previously unknown terror network, of more bombs that could bring down planes concealed in places beyond the limited
capabilities of airpart sereening. Sheila MacVicar, CNM., Paris,

(END VIDEO TAPE)
CRIER: So if there is a previously unknown terror growp and bombmaker out there, is it time for everyane 1o fy barefoot?

Jaming us from Torente i journalist and author Eric Margalies. His boak "The War at the Top of the World” is about the struggle for
Afghanistan, Kashmir, and Tibet. And in Los Angeles, Mark Juergensmeyer. He's chaizman of the Global Peace and Secarity Program at UC
Santa Barhasa and the author of "Terror in the Mind of God."

Gentlemen, thanks so much. Mark, let me start with youw. Do you buy the theory thar there {5 an unknown terrorist Broug operating primarily in
Europe?

MARK JUERGENSMEYER, AUTHOR. Sure, it makes perfectly good sease. In fact, it fits in very well with what we know about al Caeda. |
tean, the comman-sense notion that theee 15 2 kind of corparate straciure and if we get Osama bin Laden, we get the CEO of terorism really
doese't hold true with what we know about the way in which the network works.,

There are all these small cells, these various groups, some of them working maore of less independently, some with only somewhat lenwous tics
10 the Osama bin Laden/al Qaedn network. And it appears as if Reid was & part of one of thess B,
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CRIER: When we talk sbout analyzing the - the explosive material and one being & malitary substance, cne that the Tsraelis had discoversd
through the Hamas bombing, it is - it still sounds like this is some greal revelation to investigators, be it the C1A or those aver in Europe, aid
that's a bit lrightening.

JUERGEMSMEYER: Yesh, it's ..

CRIEE: In other words, the premise being if they've looked ai this before, there -- somebody has been making these sorts of combinations, why
wiuld this be 50 new, 4o fresh?

TUERGENSMEYER: Well, I don't think it's new to the people who have studied the al Caeda netwerk clasely, buat [ think it s shocking o
thoss of us who think ihet naw thar dhe war in Afghanistan seeens to be over, that there i still these cells operating out someplace isat we don’
knowe pbaat,

The other thing that's very interesting is that this is not the wsual suspect. This is not & Middle Eastern male between the ages of 16 and 20 tha:
we seem 1o have largebed as our prime suspect for intemational terrorism. This is a guy of a different background, a different ethnic
backpround, resident of London,

All this shows that the urrest against America has a kind of larger show of strength of groups that would like to do America in in some way -
soe loosely associated wilh al Qaeda, odhers more sirongly - is & mgch broader net than wee had previously shaught.

CRIER; On the other hand, Eric, this - this guy doesn't strike me a5 a rocket scientist, This -- the Reid fellow. Daes be seem like somesne who
would be integral to o network who might be participating in the building of explosives and the blowing up of o plane or pozsibly an underling
aof sorls?

ERIC MARGOLIES, AUTHOR: Catherine, he docs not fit any of the normal parterms. In fact, to me, Reid looks — fits the pattem of being
your Grpecal drug mule, that is, somebody who travels araund hiding or smugg ling drags. And the patiern of his tavels suggest that strongly,
the places he wend io.

The fact he worked as & cook snd an incense salesman, supposedly. Yet be went to Israel, be went to Pakistan, He may hiave been in
Afghanistan. He raveled around Europe with cash - sugpests o criminal. And in fact, be had & criminal background.

Mow, I've sperit a good deal of time with - with Tslamic militams in Pakistan and in Kashmir and other parts of 1he Muslim world, And he s
totally atypical. These are pof criminals, pesty criminals, 23 he was, These are - are mitlsant, commirted people.

CRIER: But Eric, back up just a mimute with vour analysiz before you move on, And thar i cnmmnal, T don't know about a criminal record. Bt
traveling with cash to Afghnnistan, o Usbekistan, even to lsrael and across Eusope, all of that could cortainly be comeladed with the terrorism
W' peem

MARGOLIES: Yes, o's - it could very truly. But he's mot the type of person thar the terror or terrorist groups or the extemist groups weuld
normally pick. He's very obvious,

CRIER: Wouldn't that be 2 brilliant plan, thooagh? Wawldn't that be brlliant?
UNIDENTIFIED MALE: Yeah, what a perfect person to choose.

CRIER: Read all this staff - read all this stuff about the fact that they want to come into the United States. Here devout Muslims are wearing
Western clohes, they're drinking in strip bars, for heaven's sakes. It doesn't seem so fas-fetched that they begin o reach ous,

MARGOLIES: Mo, no ned so, Catherime. Because when he was stopped by the Lsraelis, for exargle, he steod ot like & sofe thumb. He's as tall
-~ almost as Osama bin Laden,

He leaked liks a wild msan, an enrage, is the French would call him. He kad [siamic fexis in his backpack. And they — so this - he wasn't tryimg
ba sort of hide in plain sipht. So the best theory is that somehow Tve was some poor sar of very wnintelligent or retarded person who was
somehow convineed te go and go on a suicide raid for reasons we still don't understand,

CRIER: Well, let me ask you sbout that, Mark. Trying to wnderstand the reasons. They have made some correlation with Mowssaoud, wha is
prepaning o stand trial bere in the United States because they weat to the wame mosque, appasently, for a time period in London, Thers may be
even some belephonic links, I'm not sure. Bus they seem to be trying 1o tie him in through that

JUERGENSMEYER: Yes, and what an excellent choice 1o make, somebody wha was somewhat ouf of the box. [ mean, we've assumed that
there would be no women iavolved. But is it entively impossible that maybe one of the next carriers of one of these weapoans might be a
woman? Might be & blond, blue-eyed womsan? Somebady that you might nat at all expect?

I think part of the extraordinary character of this kind of war, this kind of struggle, is it involves @ movement that is diverse, a movement that
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does mid follow the patterns, the usial lines, and for which our response has to be &8 - ag diverse and subtle as well,

CRIER: All right. But then -- one final theught from Eric. Becanse whatever we think Reid is part of, he is displaying something with this shoe
bamib that is frightening a lot of mvestigators. What does that signal o vou™ Anything?

MARGOLIES: Well, first of all, that there are not so much a netaark bat like-minded groaps everyvwhere who are agaimst the United Staies
and who are arracting other anti-Amenican groups around them., We're lucky that Reid was ns stupid as be was and tried o light a match inside
the cabin,

Supposed he had gone b the tilet and set off the bomb there, I be Bad had any brains he would have done that, Thank God be dida't. So next
time, the - the person who was sent nsay be much more clever than this. This guy was strictly expendable matertal. Cannon fodder,

CRIER: Absolutely, Well, next time s a chilling phrase, but one we have o rememiber, Esic Margalies, Mark Jurgensmyer. CGentlemen, thank
VI,

MNow, we're gaing to stop worrying about terrorists for just a while and talk abowt money. Specifically, a stock that went from S8 & share o a
mese 66 cents. Was your retirement nding on ir? Don't ge away,

{COMMERCIAL BREAE)

(BEGIN VIDED TAPE)

ANNCOUNCER: Ahead, the biggest fall in corporate history,

People wha lost a good chunk of change. .

ANMNOUNCER: Who's harting? Whe's investigating? And whe's not getting invelved? When THE POINT continues,

(COMMERCIAL BREAEK)

CRIER: [t was the biggest fall from grace in business history. Enren was ranked number seven in last vear's *Fostune 5007 By the time the
ET;-‘F::DTI went bankrupt in December, its fallout wiped out 360 hillion in shareholder value and the financeal, legal and political fallowt,

Today, to avoid a possible conflict of inferest, Atterney General John Asherol and his chief of staff tecused themselves from the criminal
imvestigation of Enren. The company and 115 executives have given iens of thousands of dollar 1o Asheroft's political campaigns

Enron also has been one of President Bush's contributors, Today the president told reporters he never discussed the company’s Mlnancial
problems with its chief exccutive, although the two met at 2 furdsaiser. The administeation also bas disclosed that during Enron's fall there
weTe contacts between its executives and Vice President Cheney, Tressury Secretary Panl O'Neill and Commercs Secretary Dun Evanes.

This afternoon, Enon's accounting firm, Andersen, disclased it had destroyed a significant number of documents in recens manths, something
the Securitics and Exchange Commission i3 calling, quate, "extremely serous.”

All right, Congress is now looking inta the Enron mess. It's also looking for lessons and ways to protect regislar investors from fubure wipeouts,
50 joining me now is New Jersey Senator Jon Corzine. He {s co. spoasor of legislation 1o protect pension plans in the wake of Enron's collapse.
Senator, thanks so much for jelning us.

SEN. JON COREZINE (D), NEW JERSEY: Good evening, Catherine,

CRIER: Looking at this act, cited as the Pension Protection and Diversification Act of 2001, the point being what?

CORZINE: Very aimple. When investors put all of their bets, all of their investrments in one asset, one stock or a highly-concentrated portion of
it, they're at a much greater risk than they would be if they had a diversified portfolio.

Muost professional money managers, most people who study financial planning think showt this on & -- a6 elTective basis have a diversified
portfiolio;, so we put a cap, a 20 percent cap.

Earibara Boxer and 1 introduced the bill to make that the maxinmum that one could hold in their 401k} plans with regard 1o company stock -
actually, any stock, because diversification is o good principle for investment.

CRIER: OK. Senator, T have a Lintle bat of trouble, While -- while T think ifs a good thing for you to go in and tell companies they cannot
mandate — which [ understand is pan of this — they can't make employees bay their stock. They can't prevent emiployees from selling sick
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within certain parameters, because so many people were trying to bail out and couldn’t,
CORZINE: We also have a 90-day nabe bere,

CRIER: ¥eah. But. But to tell poople, the government, fimancial planners, no better than you - since all these financial people coulda't figure
out what was happening with Enron, Tdon’t have a lot of confidence -- but 1o 21l us we can't hold more than x zmount of stoeck beging b hather

. Lsn't that a bit Big Brother?

CORZIMNE: Well, thers's two things that I'd comment. First of all, semetimes when there is fraud or deception in sccounting statements, its
easy for investors 1o draw the wrong conclusions. [ think there's a whole set of issues with regard 10 Enron that surround their aceaunling
Flatements.

But a5 it relates to so-zalled inderference with an individaal's decision, the fact is that the federl govemment is sponsoring 401(k) programs.
It's giving tax advantages both to the employee and the employer for encouraging these 401{k) programs,

[ think they're great. | think the defined contribution programe, as emshedded in the 401(k) prograsm and 8 sumber of the ESOP programs, are
great. But when the government is encouraging it. then 1 thimk we ought to follow sound principles of investment management within that
ot

CRIER: The government -- the government is giving people tax breaks, as it does corporations and others in the TRS code, It giving bax
breaks to encourage savings. 165 not taking the place of either a financial investor of my own judgment as to what 1 want to irvest ia,

MNow, for example, when Enron was $80 a share, | would probably be pretty angry if the Senate was telling me [ couldn’t bay misch of that stuff
thaat | wanted. Mow, if I'm going 1o be foolish enough to do that, isn't that really my chaice? OF course, it's very differemt from the company
felling me | have to buy their stock.

CORZINE: Again, when | think public monies are used to encourage retirement savings — and by the way, if you were in a divine benefit
program, the ERISA laws have a 10 percent limit when professional money managers are responsible - T think it is reasonable that the public
ought 1o say that we wse our money consistent with sound financial planning advice.

CRIER: OK. Final question...

CORLINE: And thats what you'd hear from anyone who has been involved i financial markets over time,

CRIER: Yeah, well, | do agree with the pricciple. But final question, Senator. All these people wha have lost their retirement portfolios are
poing 10 be desperate. Anything about the Enron investigation that can give them hope they'll see money back?

CORZINE: Well, I think there is the potential that these may be some recovery from some of the individuals wha have benefited from Enron,
pansularly inside the company.

I7 we firsd out with the fullness of time of investigations, either by the Justice D partment or ather entitics that there was fraud mvolved, then [
think we can go back for recovery, some people who may have assets. Thars part of the process, the legal process, and 1 think it has to run iis
Ciarss,

CRIER; OK,

CORZIME: Thank wou,

CRIER: Senator Jon Corzine, thank you very much.

And just 25 a side note, the judge down in Houston — for all of you at hame — the judge down in Housten that's looking at this is thinking about
freczing the Anancil assets of 29 cument or former execs over at Enron. Still debating, and mayhe there is some money thers to ghoam om 1o,

In the meantime, anyone smell a rat in the whole Enron mess? Well, perhaps even more than one,

loining ug to do seme sniffing arcund are *Business Week” economics editor Peter Coy, who is in New York; in Los Anpeles, syndicated
columnist Arianna Huffington; and in Sacramente, political writer William Bradley. He's & contribator to the "American Prospect,”

Arianna, | want ta start out with you. You wroie a great editorial, really ook off on the political question. And irs disturbing to me that we're
hearing & knd aboul the pension funds and money that people bost, which is critical.

We're hearing & ot about Arthur Andersen and accounting firms not doing their job, We're not hearing a lat about caliright cosrapbion and
possible political conmections. What about that?

ARIANNA HUFFINGTON, SYNDICATED OOLUMNIST: Well, actually, that is probably the most inderesting story, because it's really an
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indctment oo our whole system,

It's the aura of power sround Ken Lay and other Enron executives, his access to George Bush, his friendships with top Cabinet members that
we ane seemg that somehow has a chilling effect on any kind of investigation, watchdogs,

We had really everybody not minding the store, fiom political leaders who are now falling all over themselves to investigate Enron, bat whe
really did nothing during the many months that led to the collapse, including allowing Harvey Peete (ph) to be named and confirmed by the
Senate as head of the SEC, even thoough he biad hisd -- all his relationships with the — with Anbur Andersen and with MANY accounting firms
and had lobbicd against changes in the rules that would bave perbaps prevented the kind of auditing that Arthur Andersen did that allewed all

these things to go on unchecked for so many months,

Alse, we had financeal joumalists, financial watchdogs, everybody giving high marks to Enron without any real investigation. [ think st the
Tezart of that is that glow of power arownd Ken Loy and Ernron

CRIER: Peter, w expand on that a linle bit, we've got the SEC comnection there. Yoa've gof the — the bead of the energy regulatory
commission that was basscally ipped, many say at Exron's request, so that they had a buddy over there

The commedities exchange i supporting legislation 1o deregulste. hust 50 happens that Senstor Gramm's wife, Wendy — & fop econamist — is
owver there. Leaves them, joins Enron. This good senator is — is very critical in passing through that deregulation 2nd legeslation.

Yonws've: pot many former Earon emplovees and advisers, Larry Lindsey. Mow our secretarny of the Army, our -« our trade head, all of thess
people. 11 s so incestuaus and nobody sems to think that that access and influence could have brought down Enron.

FETER COY, "BUSINESS WEEK" BOORNOMICS EDITOR- Right. T -- T think that the ircest is quite remarkable, bur | also think that people
are drawing a conncction that is far frem proven so far, which is that samehow this tars ensrgy deregulation.

Uhappen to think that electricity deregulation has not worked the way it's been done so far, particularly in Californda. But T think that the
argument that because Enron collapsed, therefore energy deregulation was a bad idea, just doesn't make sense.

CRIER: Well, energy dercgulation is going on all over the workd. It is probably going to be the trend. We aren't going fo avoid that. But that's
sort of like Focusmg an the pension question, isn't if?

IFyou ook at, oh. well, it's the deregulation politics or ob, irs the pension problem, that's a great way to ignore what [ see as nsajor political
coraption. When [ say that, I'm not pedating a finger a: George W. Bush or pownsing a finger at Dick Cheney.

Because you've got Republicans and Democrats wh were seduced by the power Arianna described, who were influenced by the COTPOTRLE
contributions and who allowed tremendous access and literally direction of this country's coergy policy by a company who wase't coming
clean.

COY': Right. And the point I was trying 1o make i that connecting Emron to the failure of electrmcity derepulation, the reason it dossn't make
sense, if you think abouat it — if the purpose of electricity derepulation had besn to protect large powerful fisms fram failing, then vou could
say, ves, electricity deregulation failed to do that because Enson did fail,

That was never the point of it. The pomt of it was toe lower rates for consumers. You could arpue that that hasa't worked either, And I'm not
defending electricity deregulation, I'm going against the point that Arianna made that somehow this proves - Enron's failure proves the falure
of clecericity deregulation,

CRIER: | dor't buy that either, But in fact, William Bradley, we have to get into the whole nation of energy, natural gas and other things like
bandwidth as 2 commedity, which gets - starts 1o get very complex and the regulations of a commodicy.

But back to -- Arianna mentoned it, but nobody is talking fo me and [ want to hear this -- about bow much mflusnce this company lsd on our
energy policy. How much Dick Cheney listened 1o themn.

| was shocked when he was confronted with the six meetings, the sccounting office trying to get him to 1ell what happened m those meetings,
The Whate House basically said this reflects the open and inchusive spproach af Cheney's energy task force, that it was dominated by Ken Lay
and Enron. T doa't by it What do you think, Willeam?

WILLIAM BRADLEY, "AMERICAN PROSPECT™: It really doesn't make any sense at all. [ think as Arianna was suggesingg, there's o
tremendous connection between big money palitics and unfettered markets. And that's what we see with Enron's rale.

Enron was really the forermnner for both deregulation and for globalization in the energy markets. And both have - have come a cropper.
There are tremendous problems around the world with U5, firms investing. nunning inlo problems in India, a5 Exron did. In India, they...

CRIER: Before you go into that, we've got abous 15 seconds efl,
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BRADLEY: Oh, OK. Well Well then.

CRIER: The point that you just made -- and FIl get you back on bere, William, because this is such an important story. The point is that access
will breed complacesey and possibly cormuption and we better ger o the battom of that,

BRADLEY: Toally deregulated markets and big meney politics go hand in hand together.

CRIER: You got st

BRADLEY: Cormuption follows.

CRIER: OK. William Bradley, Arianna Huffington, Peter Coy, thank you so very much. THE POINT will be right back.

(COMMERCIAL BREAK)

CRIER: | know you've pot opinions about the Enron mess. We want to know, Send that e-mail 1o thepodntgienn.com.

l'm Catberine Craer in New York, Coming up next on Larry Kiig, be takes up the issue of ielevising the Zscarias Moussaoui trial with gueses
like Mark Geragos and Julian Epstein. We'll see you back here tomomow night. TO ORDER A VIDED OF THIS TRANSCRIPT, PLEASE
CALL 800-CNN-MNEWS OR USE QUR SECURE ONLINE ORDER FORM LOCATED AT waw, fdeh.com
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LOU DOBBS, CNNfn ANCHOR, LOU DOBES MONEYLINE: Good evening. The Enson (Company: Enron Corposaticn; Ticker: ENE;
URL: hatpe worw.cnron.com) debacle is taking on eminous and disterbing dimensions. 1t has already resulted in the largest comparate
bankmaptcy in history, the loss of thousands of jobs, and the loss of billiens of dollars in mvestments. Today, Enror’s accounting firm,
Anderaen, disclosed that it had destroved a sipgnificant number of documents in recent months, something the Securitics and Exchange
Commissian 5 calling, guote, "extremely serious”.

Also wday, Atiorney General John Ashcroft and a top aide recused themselves from the criminal investigation of Ensoa. For the lafest, we head
1o the White House, where semior White House comespondent John King is following the stery - Jokn JOHN KING, NN SR WHITE
HOUSE CORRESPONDENT: Lo, good evening. Mot only dramatic developments today indicating how the investigations are cxpanding, but
also how the political ramifications of the Enron sifuation are stretching across Washington and deep within the Bush White House,

You mentioned the attormey general, John Asheraft. He and his chief of staff announcing today they will recuse themselves from this relatively
new. two-week-old federal criminal investigation inte whether Enron defrauded its employees and its sharchalders. The reason why: Tohn
Asheroft was a Republican senator last year, seeking re-election. He received $60,000 in contributions from Enron and top company officiaks.
S0 e is stepping aside.

Here at the White House, the president announced two additional investigations, These government reviews to determing if the government
needs to do mare, new disclosure laws to require companies 1o tell their sharchobders and their employees those invested 1 401{k) plans,
especially when their finances are deteriorating. But, of course, because of the political connections of Enron CEC Ken Lay, the president was
akso agked whether perhaps this long-time friend of the Bush family received any special treatment,

(HEGIN VIDED CLIF)

GEORGE W. BUSH, PRESIDENT OF THE UNITED STATES: 1 have never discussed with Mr. Lay the financial problems of the compay.
The last time fhat 1 saw Mr. Lay was at my mother's fundraising event for literacy in Houston. That would have been last spring.

(END VIDED CLIF}
KING: Now, Enron filed for bankruptcy in early December. We leamned today that CEO Kea Lay did call two members of the Bush cabinet, In

late October, he called Commerce Secretary Don Fvans and the Treasury secretory, Panl O'Nedll. We're told he called Secretary O'Neill 2
second time, a shart time later, in early Moverber. In those conversations, we are told Ken Lay said the company was at risk of not being able
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to mest its ohligations and asked for help securing, boosting up Enron's band rating. We're also old that Secretaries O/Neill and Evans
conducted a guick review, spoke to each other and decided there was nothing the government could or should do. Top Bush administration
officials saying tonight perhaps they should have disclosed word of those conversations a bit carlier, But the White House press secretary, An
Fleischer, saving in the end, any investigation will show ths sdmministration did abselutely nothing wrong.

(BEGIMN WIDED CLI

ARl FLEISCHER, WHITE HOUSE PRESS SECRETARY: What's important bere in the presiclent™s apundon is that this needs to be
investignted from 2 criminal puint of view to determine what wem wrong with Enron as well as from the Department of Labor to protect the
pensioners wha worked for Enron, the emplovess of Enron, But in addition, it very imgpartm 1o look at policies to make certain this doesn't
happen o anybody else.

(EMD VIDED CLIF}

KING: Again, the administration saying any imvestigation will prove that when & major friend, 8 contributor of this president asks for help, the

angwer was o, But Democrats say they still want more information on any contacts between Enron, CED Kea Lay and other top officials with
the president, wilh the vice president and anvone chse, senior officials of this sdministration. o as the mvestgatons comtmae, S0, Lou, too will
the political fallout,

DOBEAS: Jobn, thank you very much. And we will be talking with Treasury Secretary Paal O°Neill here m thes broadcaar, perhaps Commerce
Secretary Don Evans ns well as these events are unfolding and the investipation of the collapse of Enron.

For more now on the criminal investigaton of Enron what it could mean for its audit firm, Andersen, we tum to CNN'S Susan Candsedti -
Snsan,

SUSAN CANDIOTTL CNN CORRESPONDENT: Good evening, Lo,

Wiih ke recusal of fhe attorney general and his chief of staff, the Justice Department’s Enron investigation will now be overseen by Deputy
Attomey General Larry Thompaon. The Washington-based task force inchedes prosecustors based in Enron's hometown, Houston, 55 well as
San Francisco and Mew York, home to the Stock Exchange and Secunty Exchange Comumission.

Mational investigations like Enron's are rare because justice doesn't usually focus on a single company, but an industry like big wobaceo. And
the tedng is critieal when justice is concentrating 5o many of fts resowrces on the W11 investigation and still unsolved anthimx attacks.

And toaight, a disurbing disclosure from Anbur Andersen, which did acoounting and congulting work for Enron. The company admitting it
has getten nd of docurments that could be critical 1o the Enson investigation, Once more, the firm says it doesn’t know exactly bow many
documznds are gone, bt calls the momber significand, a revelation that has the SEC hopping mad.

Here's part of Arthur Andersen’s staternent: In recent months, documents including electronic files related to the Enron engagement were
dispoaed of or deleted, Millions of documents related o Encon still exist asd the firm kas sucoessfally rerieved some of the electramic files.

Well, the SEC's enforcemant chief, Steven Cutler, not happy, suing this response: Destraction of documents is obviowsly an extremely
matter. Documments are an edseittial ingrediznt in our investigations. The destruction of documents by Arthur Andersen will not deser us from
pursait of cur investigation and will be included within the scope of our investigation.

PMow Arthir Andersen says it has told nof anly the SEC, but the Justics Department and the congressional commitiees investigating Enron
During conpressional estimany last month, Arthar Andersen's chief anditor said he wamned Enron it was involved in, quote, “possible illegal
acts far allegedly withholding mformation from its own suditors”. Mow Enran demexd that charge.

And ths might, we also have late word for you, Low, that tonight a spekesman for Congressman Billy Tauzin of the House Energy and
Cammerce Comeities is saying that given the disclosures by Andersen about destruction of documents, he says that the company sheald be
prosezuted if those documents were destroyved intentionally — Lo,

DOBBRS: Susan, thank you. Congressman Billy Tauzin, who has been myvolved m ths investigation on the onset, saying that anyome who did
this through negligence at Andersen should be fired, anyone whoe did it intentionally should be prosecuted. Susan, thank you very much. Susan
Camciodti From Washingion.

Thee falloat from the collapse of Enron is far reaching of course. Yel ancther example: Enron has 3,500 subsidiories; 34 of them already have
filed for bankruptey profection. | want to tam, if [ may now, 1o Allan Chemoff, who is following this investigation. Just how did we get here,
att your judpmem? How has this been spiraling so quickly®

ALLAN CHERNOFF, CHMin CORRESPONDENT: Well, Lou, the latest iess in terms of these lost documents, apparenily it all started with
investizators fraom Billy Tauzis's commines. Four of them went down to Houston, were looking for the documents yvesterday, And they were
#old at the Andersen offices there was a prablem. And warleer woday. they were imformed that in fact, potentially thousands of dacaments,
primarily slectronic, they believe.,
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DOARS: Congressman Taurin's commitiee, skaff commitbes.
CHERMOFF: Precisely.

DORRS: Committes siaff miber was informed, ond then came the statement and the disclosure from Andersen. Mow the statement from
Andersen, Allan, i3 inriguing for a sumbser of reasons. And I'd like to read, amd | apologize (o our audience for not having this up on the
BOMESML

Hut the firm says, “individuals in the firm involved with the Erooen engagemend disposed of a sipnificant bat andetermined number of
clectromic and paper docunents.” This appears at lzast to me 1o be the sugpestion that there's some separation between the individaals of the
firr and the fism itself, which is unigue amongss professional services finms,

CHERMOFF; Yes, And, Lo, the people from the House Commerce and Enengy Commiftes are saying that the deletions af these documenis
cocurmed in September, October and November when there already was some heat on Enron.

DOBERS: And the firm, the audit firm of Enron, Andersen, has retained former U5, Senator John Danforth, a3 you know, to conduct an
immediate and comprehensive review of Andersen's record management policy, But if goes on here to say that they're also looking ta him io
bk for what they ermed, “remedial and disciplinary actions within the fimm". You're take an what that would mean?

CHERNOFF: Well, clearly they're booking for some people to blame. We don't know the full story just yet. And the investigators from the
House commitiee are actually planming te meet wath the partner in charge of e audn of Enron next Wedresday.

MHIERS: And the next steps in Washington, in terms of Capaal HUL?

CHERMOFF: We have got a lot of investigations ongaing sight now, a least four, five separate investgations on Capitel Hill. And wee have got
also the Treasury secretary leading a mumber of policy reviews under direction of the president,

DORES: And, of course, a bonkrupicy proceeding abowt to get underway in New York City, undeternmuned as vel as o whether o wall be n
Houstan, which i3 the desire of many of ts ereditors, of lew York Ciry, What i the latest thers?

CHERMOFFE: That is stll being batled. And foday, there was a meeting, i fact, reviewing bids for energy, for the Enron rading businzss. The
judge, Arbur Gonralez, tomerrow in bankrupiey coun may scpually sppeove ane of the bids for that business.

DOBRES: And Dymegy (Company: Demegy Ine.; Ticker: DYN; URL: hop:werw dynegy.comd), the punitive white knight for Erromn in fhe
early stages and later a litigant against Enron, reaching a settlement on the pipeline, Wherne does that stand?

CHERMOTF; Right, They have actually gone ahead. They're godng 1o be able 1o go abead and purchase the pipeline business from Enron thait
ihey wanted.

DOBES: GK. Allan, thank vou Allan ChernedT following this story as are we all and apprecaate vour diligence on it Thank yvou.

Well, a reminder once apain, we will have nuch more on this developing stary tonaght, W wall be 1alking with Treasury Secnetary Paul
O Meill about this and a number of other issues as well,

W want 1o lurn ibow 10 the war apainst terrorism, and report to vou that the first wave of ol Qacda and Taliban prisoners have been flown out

of Kandahar. But despite an extremely high level of security, gunfire was heard, fares were seen, &5 the C-17 transport aircraft sped down the
runway. That aircraft ook off without incident, Mo ULS, servicepeople were injured, A Marine spokesman s2ys some people penctrated the
auter permeter. They were nat klentified, but presumably they'se al Qaeda or Taliban, but they are oo lenger there after some search for them

by dlse mnilizany.

Twenty 2l Qaeda and Taliban prisoners are being flowmn to the 1.5, naval base as expected, Guantaname Bay Cuba thelr destination, Thar
Journey covers about &0 miles and is expected to take about 20 hours to complets,

Or Bill Hemmer is at Kandahar airport tonight, and be heard @ tracer fire while tbe transport plane was taking off. He joins us now from
Kandahar, Ball, i T mase, I'd lke 1o seare with the Peneagon, which is now saying the gunfire that took place as the plane took off, that it octueally
took place later and that it was ool directed at the aircrafl. You were an eyewimess. What can you tell us?

BILL HEMMER, CHN CORRESPONDENT: Lou, we got those epos agamn when they came out about 35 minwtes ago. This is what we saw,
We saw the £-17 taximg toward the manway. There was tracer fire then shat wp at the noclk end of the maway an the far side. And again, as the
C-17 tarped arownd and started beading down that mnway, fracer fire was s8en again.

Hege i3 the confusion and here is why this is significant. Why was the tracer fire ignited af that tims? Did they perceive shots or wers they

simply responcling (o sensors that may have been mpped on the penimeter? The C-17, 23 you mentionad, Lou, ook off withot incident. But
abot 15 minites after that, there was significant red tracers crisscrossing the rumway here. And woe also heard several M-16s break our ina

sz 02717

01300000001326



Page £ of 11
shont exchange of punfire. To what that was directed is nod clear right mosey, buat i dad [t severnl minules.

We were later told by the Marines thai small arms were receavedd bere and also received by covert gunships circling overhead, two to be
precise, Later, we were told hy the Marines that snipers were detected and peresived around the penimeter. Specaal forces were sent owt o
extinguish that threat. BMembers of the 1015t Airbome division, ULS, Mannes, scrambling at that poust 1o take iher defensive posibions here,
many mors sernmbling inside the terminal building where we were locared a the e,

Again, this lasted abost three to three-and-a-half hours and »e're not guite sure right poew, Loa, as te whether of not that secunity boeach
coniinaes at this point, or whetber o not they'll be questions for the next shipment of detsinees once that gets underway at sometimis in the

very neear future, Lo,

DELBES: You mentionsd the two covert gunships. Presumably, they were dispatched in response i the pereeived breach of the perimeter, I3
that cormect?

HEMMER: Yes, that is indeed correct, Lou, And they were flying around, based on owr perception, for about two bours time. Asd we did
notice also, at the time that te covert gunships were basieally the anly type of izcradl i the awr, the sirport was hasically and essentinlly skt
down, oo light eperations, no lights were an as the security agam was breached here, and they wers taking no chances,

T should mention alse prioe 1o thal, the first group of detainees, Lo, two groups of 10 taken out kere, It seemed very orderly and very
deliberate. Security was extremely tight. And the two groups were told recendly all the detainess here taken owt were clean shaven from head 1o
b, including the much coveted beard worm by many and all al (aeda members here in Afghanisian

Apain, a C-17, especially equipped to take the detainees on that 20-hour Mlight 1o Guantanamo Bay, Cuba, But agadn, a3 | mentioned, this s a
rajor secority breach ar this peist. There will be many guestions about bow o handle this in the futore, One source said it was a trial run of
sorts b make sure be securily measures mmplemented over the past four or five days here in Kandahor indzed were upheld. There will be many
guestions about that when the daylight comes wp several hours from now, Loa.

DRSS Onee final gquestion, Bl the perimeter, presumably, manned by U5, forees rather than Afghan, That wowld be my presumption 13
that a correct presumpdionT

HEMMER.: Louw, at this poind, here's our understanding: Two perimetess here in Kandahar, the interzor and the extenar. The nteniar is guardaed
by the U5, military and the other coalition forces. The exteriar, we'ne tolid, is guarded by the OGs, ihe opposition groups, sppesiion groups of
ihe Taliban and al Qaeda here in Kandahar, W'e are tokd the extencs perimeter 5 where the breach was detemmined and locaved, where those
snipers apparently were firing again about nine hours ago here in Kandahar, Low

DOBERE: Bill, thank you very much. Bill Hemmer from Kandahar,

Well, CNN has learmed an that an advasce team of 25 115 special forces has landed inthe Philippines. And that rumbsr could gro to 106
special forces with bundreds of maintenance and other personne] in support. They are all part of a larger 1S, military effort that could
eventually number as many a5 500 troops to help the Philippine government fight Muslim werrecists tved wo the al Qeeda, Experts caloulabe that
bundreds of bMuslim terrorists may be in the outlying slands of the Phulppmes, perbaps thousands. Kitty Pilgrim has the report,

(BEGIM VIDEOTAPE)

EITTY PILGEIM, CWMNn CORRESPONDENT (voice-over) LS. officrals say the ol effort could number 500 1.5, troops, inchuding
special forces troops, will be myvolved in the effort o roed owt Muslim termorists tied fo ol Gaeda.

DONALD RUMSFELD, SECRETARY OF DEFENSE: Some time back, [ signed understandings. tha we would provide some training and
aggistance to the Philippine government.

PILGRIM: The current effort is part of a £4 hillion military aid package approved afier September 11 to provide advice, traiming and
equipmient 1o the Philippine forces,

MIEE VICKERS, C515: Helicopters, ransport aircraft, patrol craft and trucks, and then a lot of stzpped up maining too by special forces and
intelligence folks and also belicopter training for tee Filipinos to give them an edge over the guermillas, But [ think the Filipino army will
largely do the work themselves,

PILGRIM: The Philsppimes has s been a hothed of terronst activity. A particularly savage group, Abw Sayyaf, operates from ihe Philippine
itland of Mindinao, VLS, troops are being s2nf to the southem ity of Zamboanga

Abu Sayval werrarsts are peteriows for bebeading their captives, Two Americans, Martin Bumbam and his wife, Gracia, were tzken hostage
alomg with anather American and 17 Filiping guests of a resort lass May. One of the Americans and four of the other captives were beheaded in
June.

ADRIAN KARATHNYCEY, PRESIDENT, FREEDOM HOUSE: But it 15 a fact that the founders of this. group participated in the stnuggle in
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Alfghanistan. Some of therm kave been closely linked o Libya. So they do have Links to this broader network of states and movements that have
enahlzd and supporied miemational termonsm.

PILGRIM: Abu Szyyaf has undeniable tves to al Qeeda, And convicted terronists have studsed m the Philippines, meluding Mohamed Sadeek
Cideh, whe was convicted for helping in the 1998 hombings of the TS, embassies in Kenya and Tancania, Also Ramed Yousef, the mastermind
of the first World Trade Center bombing in 1593,

{END VIDEOTAPE)

{on camera): The U5, forces will sef up a command center in the city of Zamboanga, And also sxpected, wp to 10 helicopbers and C- 130
gireraft — might flying equipment will give them an sdded advantage -- thousands of rifles and up to 10 motor vehicles. Lo, the reops have

landed,
DB ES: Kiity, thank you very much, Kty Pilgrim.

Well, For more now on the LS. military presence in the Philippines as well as the transport of the al Caeda/Taliban fighters o Guantanamo and
the combinuing engagement i Alghanstan, Fim poied by Jamile Melagyre an the Peotagon — Tamie,

JAMIE MCTNTYRE, CHN MILITARY AFFAIRS CORRESPOMDENT: Well, Low, 1 thmk ane of the key questions about these military
traimers, special forces, going to the Philippines is exactly what they're poing to be doing, And CMN has leamed the mission guidance that
lh::,."'w: I}:TI.II'-":TI allows for armed 1.5, abservers o travel with |"'|'||||"|':|:r:iril! n'l:iUI!al:y o Torward arsas. Mow that could pﬂl:-l.‘:rlﬁll]}' put them into
a combat role even as the Pentagon says there are no plans te use them in direct combat, And the Philippine government says that such a nse of
fronps wintld regquine 5|;h=-:ia| authorizziiom from thesr l.'.‘nrlg_rﬁ!.

But when asked pomit blank today about what they - whether they might be exgaged in those kind of sperations, Secretary Rumsfzld,
following his well established policy, refused to speculate what they might do in the fiture,

Ard as for the detainees, the first flight & en rowte to Guantananse Bay, Cuba. The United States is employing extraordinary security measuares
onbourd the plane, keepmg the detamees hooded, chaused. They're not allowed o pet up and go w the bathroom. They'rs given a bucker for
that parpose. And the 115, is extrernely cautious about what these prizoners could do whaile they are in a confined amspace. They should armive
m Cuba by soometdme tomarmow and begin 1o be processed there. And again, extremsly tight security and some nervonsness even about the

transport of these very dangerous detainees — Lo,

ORES: Jamie, thank vou Let me wen, i may, w Bill Hesmmer reporming fram Kandahar, who says he heard and szw, of course, saw the
tracer fine as the C-17 taking the al Claeda and Taliban priecncrs o Guantanamo Bay took off, The Pentagon, a5 [ anderstand it, is not
tecessarily camfortable witl that repoct, 15 that correct?

MCINTYRE: [o any case like this they are tryeg 1o figure ear exacily what bappened. The report they got back o the U5, central commard,
was that the major exchange of gunfive occurred after the plane had taken of f and was apparently not directed a1 the sircrafl, but directed as the
hase, esting the defenses ar, you know, an assault there that coincided with the takeoff of the aircraft.

[ dim't thak they ase disputing anythdog Bill Hemmer saw, including some of that tracer fire carly on. Buat they are just sayving that at this poing,
as they o back and reassess, they don'l thmk that what happened 13 an anempt to shoot at the aiscralt, but rather an anicmpt to shoot at te U.S.
forces that are at that base in Kandahar.

DOBBS: An indication, Jamse, there ot the Pentagoen, that there will be a further besfing up of the outer perimeder. which Bill Hemmer repoerted
was at least momentanly breached?

MCINTYRE: Well, they have very tight security there already. So I'm not sure exsctly what they'll be doing. But the have - it just
underscores, that this continees to be o war zope in a very dangerous place,

NOBRS; Jamee Molntyre, as always, thank you.

As 1 mentiowed earlber. The fisst flight carrying the Taliban and al Caeda prisoners from Fandabar are on their way to the L5, Maval Base in
Guananame Bay, The fact of the matter is CHMN military anzlyst, General David Grange 15 bere 1o assess, at least give us his assessment of the
sitmation,

General, os nbways, pood o hawve you here, 1t is inferesting we hove an eyewimess, one of the few mcidents in which we have an eyewsitmess, o
reporier on the ground and the Pentagon, at kzast in the initial stages wanting to, if you will, mold a somewhat different story, What's your
reaction?

BRIGADIER GEM. DAVID GRANGE (RET.), CWN MILITARY ANALYST: Well, it depends whese you're located ar the incident siie. A ot
of peopls se2 different things,

DOBERS: Exacly.
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GRANGE: Bill probably saw some tracer fire. Was the tracer fire red, was the fmcer fire green? A Jot of AK-47 fire is green trcers, So, ifs
really hard to say. And o one knows if the perimeter was eves breached. It may bave been just fine. The fAre could have been owlgoing.

1 think it 15 too early fo tell, amd [ think that the secunty forces there ook approprizte action from the rehearsals that they have conduacied,
which all units do when they start an operation in an area, by firing momar flairs, helicopters, lnanch and check the area net, So it seems very
small, This is one of those incidents that happened almost every day i Vietnam

DOBRS: General, we have an axiom in the newscrafi — always go witls your person in the field, I believe the military l=s a similar axiom, 50 10
s intercating apd the good wews is tsat mo one, cerainly, was injured in wheat did transpire,

Gengral, let's tam o the Philippines; 100 LS, troops, special forces, amriving thers, The first elemsnts of a force estimated to rise fo 05 many as
. How effective could such a small force be iy oa significant straggle against terrasism?

GRANGE: What we have in the Philippines is you have termorist organizations, (UNINTELLIGIBLE) 2l Qesda and probably some other
organizations that again are i & gueerrilla foree environment. In other wonds, you have a counter-insurgency effort going on with the Filipinoe
EovEmment against an insurgency to the south.

S0 vou have fghvers like the Taliban, very sirmbar, with the lermonst nuclews wathin that. So whal they have o do o conduet a counter lemmornist

training 1o assist the Filipine Ammy taking dewn this insargency. That will invelve — and B dossn't involve 8 lot, but some special forces
iruiners (o woch some sdvance echnsgues in this, as well s some ot suppont and aviation wnits o help tain and support tbe Filipino Army
tor o this counter-insurgency.

DOBES: General, would it surprise you to leamn that the 7.5, military has had a presence in the Philippines before today's announcements of
the arrival of TS, Special Forces?

GRANGE: Mot at all. T woald think they've been there, And any -- any day of the year. Seriowsly. Any day of the yvear, you have — I would say
il ower 70 countrees, spoatal ops forees, dodng nosmal =ainmg with our allies,

DOBES: | juse wanted you o make the pomt if you woeuld, Gencral, and a3 you always do, the fect & that we have a significant aumber of
special operations, elements 2t work arcund the world, but particularly in ceriain parts of Asia. Do yon expect this fo bold ag S or do you see
a mare sizable commitment in the Philippines?®

GRAMNGE: | puess it depends of this is going to be maybe truly the next major opemtion, You know, limited opsrations will ke place for sure,
Mainly by the Filipino Army [ would believe. Tt may b unilateral hostage rescws or divect assaulis by American forces with the permission, of
courss, of the Filipma gavermment if that i necessary.

It could graw bigger. [ pretty hig anea dewn there, jungle fighting usually consurnes quite a 1ol of troops.
DOBERS: General, thank vou very much, General Davad Grrange.
CGRAMNGE: Thank you, Lo,

DOBBS: Coming wp next, we will have mone for you on tonight's developing story on tbe criminal invesizgation inte Enron. We'll be joined by
Treasury Secretary Panl O°MNeill to discuss this and a2 number of other issues, We'll be taking an inside look 2t the corrupt world of moeney
laundering froam what vou might consider an ususwal sonrce. Stay with ws

(COMMERCIAL BREAK)

DOBES: The world of money laundering, cormuption and the role played by big corporations is the subject of a new novel by Stephen Cannel],
Canmell knows this nsterial very well. He s the creates of maore than 40 television crime series, such as “The Rockford Files" and *The A-
Team.” And be's one of the most prolific wrilers n veleviston, a very &sue businessman as well,

Thraugh hes produection company Canpell still owns the mphis wo 1,000 lbours of relevislon serdes and enovies. His new book s called "The

Viking Funeral.” Is a fictional account of a growp of rogue LAPT) officess, but Cannell's research 15 based some very real cases, And we are
going 1o be furming to him in just a moment, Fm told, to discuss that book and what we have learmed about the war on drags and its relationship

io the against termoresm,

Elephen Cannell are you there? OK, I'm iold he's not there, and | want o apobogize. Let's tum io the latest developments m the war against
femorism.

Tracer fice, as you leard Bill Hemmer repart eaglver in thas broadeast, heasd today as the sl plase earmrying Taliban and al Qaeda prisoners
ook off from Kandahar, Afghanistan, Small arms five followed. Marines at the aimport retumed fire, Twe Cobra gunships were launched in
retaliation. There are no reports of any American injuries; 20 al Qaeda Taliban priscness are being flown to the TS, Naval Base on
Cuantanamo Bay Cuba, a trip expected o take abouat 2 hours.
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CNM has learned that 25 special forces soldiers on the ground in the Philippines. They will be there 1w belp teatn Philippine troaps fo hunt
down Muslim rebels tied to al (aeda terronist netwark, Soarces now till CNN that they expect the 18, deployment to expand to moee than 500
troops in the mwel few months.

President Bush is demanding that Palestmian Leader Yasser Arafat renounce temorism. President Bush's words come one day after 115,
officials said there @ now credible evidence thar Arafar's Palestinian anthority was involved in an arms shipment intercepted by Lurael.

As we mentioned, Treavury Secretary Panl OFNeil is joining us. He is a1 the center of the war against termorism, scarching out, freezing
berrorist nssets around the world. He is alse kelpmg to manage the fallout from an ecomosy in recession amd now involved in the Enron disaster
and Ms mvestigation.

There is word tonight that the entire U5, attomney’s office in Houston has recused itself from the Enren investigation. Treasury Secretary Paul
O Nl joms me now.

Mr. Secretary, pood o have you here.

FAUL (’NEILL, U5 TREASURY SECEETARY: Mica to be with vou, Lo,

DOBBES: Thess are extraordinary developments in terms of Enron: the attorney general recusing himself, the president now for the first time
having ta deal with the issue from the White Howse; the reports of your conversations berween Ken Lay, twice, once in October, once in
MNovember; and then his calls alzo to Commerce Seeretary Evans as well as subsequent conversation berween the two of vou 08T may, sir, I'd
Just like to ask you what you and the commerce secretary discussed and what your decision was?

CYNEILL: Well, as you say, Low, [ had = my first call from Ken Lay was for him to give me a beads-up that they were strugpling and to offer
the pressdent of his company to speak with the undersecretary for domestic finance to undersiand the positions that they had to make so that we
coukd make sure that we were king care of our responsibility which is to make sure that the 1.5, capiial markets work, And thas was the
purpose of Ken's call to me, 1 let me know that we were welcome to have access to information so we could understand what they were domg
and understand the possible exposure for the workd's capiial markers. The second call to me was — I've forgotien exactly when, bul Ken called
mee b Lell me that they were in discussions with Dynegy. And it was an information only call. And subsequent to that, Dan Evans called me 1o
titl me that he'd had a call from Ken and that Ken had told him that their - rating agencies were looking at them and there was a real concern
that if the rating agencics downgraded ihem, that that could had effectively scuttle the deal with Dynegy. And | went down,.,

DOBBS: Which it subsequentdy did.
ONEILL: Excuse me?
[DROBES: Which it subseguently dad,

CYNEILL: That's right. And when Don called me, and we talked about it, we agreed there wass't anything within our responsibilities that
required ug 1o do anything. And that was the end of it.

DOBBE: Were you asked at anytime by Ken Lay to do anything specific?
C'MEILL: I was not, Absolately nat.,

DOBBS: An extraordinary statement today, the president said that he had not discussed the financial problems of Enron with Ken Lay. And 1
worakd like to ask you of any point have you discussed the fmancial problams of Enron with Ken Lay over the course of your iesure as

Treasary secretaryT

O'NEILL: Well, the only contact | had with Ken an the subject of Enron was the two times that he called me that have been reporied. And |
st fedl you, T thought it was business as wsual. | mean, as secretary of the Treasury with the responsibility for the LS, capital markets and
our position in world capital markets, [ get calls every day from the big players in the warkd. Enron was the biggest trader of energy in the
warkd. And sa | was not surprised ai all that | would get & call saying, bey, we've got 2 problem over here and you should know abouwt it

DOBBS: Although, you were, I'm sure, aware that on November 2, the auditor, head of the auditing firm Andersen had said to the finasce
commiliee, the Fimancial Institations Committes, that in fact they had sid that there were criminal vielations as a result of their own zarly
imveatigation, would that be camect?

O'NETLL: [ have no wea, You're tellmg me something [ don't know,

DOBBS: You were not aware then?

O'NEILL: Absolutely ol
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[OBES: Mr. Secretary, at this pomd, the SEC has an investigation, the Justice Department, the Labor Department, is there & significant and
large role for the Treasary Depariment in the investigation of Enron bere?

C¥MEILL: Mo, T don't think 5o af all, Today the president asked me to do two different things, one, to bead a compaties that melsdes Don
Evang, the secredary of commercs, and Elaine Cheo ar the Labor Depanment, 1o lak at the Enron case and to other bankrupécy cases, io pay
special attention te the guestion of whether we need fo amend the rules that govern pension plans and 401 (k) plans to provide a greater degree
of assurance to the mdividuals who have a stake in pengion plans and 4010k} plans. And this is diven by the president's concem about the

mddividual employees,

He's seen slarses on glevision aboul people wh lost all of the meney that they had aceumulated im 400(k) plans, that represented their life
savings. And the president said to me, we need o seo if there's something we need 1o do. This 15 really a — this & a ragie circumstance Foar
these mdvaduals. And so you should have a committee, include Elaime Chan becase of ker Labor Department responsibility, and Don Evans,
and let's see i there's something we need to do so that we leamn from this. [F ihere is 2 weakness mour nules, let's fix the rles.

A the second commaties the president asked me 6 convene 15 a standing commitiee, that's the presidant's economic commities. [t includes
myself, and Alan CGreenspan, the head the Commodities Futare Trading Corporation, and Harvey Pitt at the SEC. And the charge the presidest
hsas given us these i o look at the Earon case and other cases ard soe o m ths ever more complicated world we need to adjust the disclosure
rules so thal sharcholders, employees, have all the information that they need to make intelligent ¢ decisions,

8o this is not about Enron. This i aboat making sure that the rules and regulations that govern the way our ceonsmic system works ase worthy
of the conditions that we're dealing with these days to assure first and foremost than individesls are not e becaose of 8 weakness m the rues,

CeDBES: Mr, Secretary, you are cerainly taking the lomp view whes you say this 13 not abeut Esron and [ anderstand | believe the implications
1o what voua're saying, but for the foreseeable future, it will definitely be abowt Enron in the way in which thousands of emplovees kost their 401
ks, pensions, bomd funds, and the investoss in them lost a considerable amount of money. And o would you rate this as a significant and
large task vou have bo asgure protection for mvestors and emmployess in the years ahead?

O'WETLL: Well, I don® know. [ think | was asked this question earlier ioday and [ said this, I'm one who believes before you do prescription,
yiou do analysis,

DOBBS: Right.

CPMETLL: IF you think abowt this in @ medieal metaphor, vou woulde't want the doctor o stant curting voue arms and legs off befose e fgured
ot what was wrong with you, And so [ don't know shat we showld do, T have a clear idea what the president asked me fo do and we will do i

DIBES: Mr, Secretary, | have no doubt. W'e want to po o your colleague in the cabinet immedsavely after this shon break. We'ne goding 10 be
talking with Commence Secretary Don Evans pest. Stay with us.

(COMMERCIAL BREAK)

[HIYBES: The world of money laundering, cormuption ond the role played by big corperations is the subject of a new novel by Stephen Cannell
ardd Share Sculley. A character that Stephen Cannell created 5 goe of my very faverites, 50 1015 good 1o have you bere.

STEPHEN CANMELL, AUTHOR, "THE VIKING FUNERAL": Mice to be here.

DORBES: Some of our sedience may be wondering why youw and [ are lkmg abowt this. And the reason is, ane of the earliest questions | was
asked, as matter of fact, in the state of Texas, after September |1, if we'ne being so successfial in this war on terrorism, why in the world weren't
wiz 50 successiizl in the war against drags? Your book Beping o supgest some aiswess 1o that

CANMNELL: Yeah, [ think we're being very lazy aboat some aspects of law enforcement, and of we don’t prosecule these cases, yau knov, wiz
arent going §o be able to shut down a pood portion of the dreg business.

You know that interdiction takes about 10 pereent of what comes across the barder, our best guess,
DOBBRS: Cur best guess.
CANNELL: So, what docs that tell us™ That means that if we are going to hit these guys, way you are gong te bl them s by getting their

laumdries, And if you don't shut these Laundries down then they confinue 1o profit from their doug business and they continue to sel-ug new
businesses and expand.

A we have in our grasp here, T think, the epportanity to shut down some of these big laundries. 0 2 7 2 2

DOBBRS: How much time did you spend researching the book?

CAMNELL: Quate a bat. | stared with some custom officials, Worked very closely with a guy nzmed Bill Gately (ph) , who was the ASACE in
115802
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L.A. that was involve with this. He told me that there’s a thang called the parallel markst whers Fortune SO0 companics are basically usig therr
product to laander Colombian drug cash. 1 has been going on far years and years

[ROBES: Using cenain countrees, Canbbean countries, principly, as the duty-free air,

CANNELL: Thar's right. The duty-free companies broker these deals between the drug dealers and the cigasetie compandes. The cigareties go
to an island, somewhere in the Caribbean, a duty-free zone and then i 15 smuggled into Columbia,

DOBBRS; What is the tedal size of the cigarette market in Columbaa?

CANMELL: They believe that the markes is about $10 millian.

DOBBS: And they spend - ULS. comparties - spend in advertising, how much a vear?

CANNELL; Well, over 30

DOBEBS: Now there s 2 $10 million market. They are spending 30 million, and what do you think the value of the entire enterprise is?
CAMNMELL: [ think there may be as much as a hillion dollar illegal market in Colunsbia,

DiBBS: Tust in Columbia®

CANNELL: Ves. And thie advertising maney is being spent to basically promoge that billion dollar market.

DOBBS; You don't name names, you don't mame specific whacca company, would you like to vemture forth fonight?

CAMNELL: Mo, 1 mean, T will tell you what, if you go on the Internet and you punch out the black markst peso exchange, and - with any
descent search engine you will get 50 stories that will seme them for you - the idea is that what I'm trying to do with this nowel, this is work of
fiction - but it is based on fact -- P'm trying to do is puwt some heat on this idea that there is a way that we can attack drag dealers without
manning these borders and rying o shot down the mmpoerlaton of narcotics.

DOBRS: And in my opinion, you've done just that. And as always, anytime you have Shane Sculley, [ am going to read it. The fact is, what 1
was pointing oul in terms of nmaming names, the lawsuits that would result are probably sufficienily bathersanms that it wouldn't k...

CANNELL: Well, that is probably where we are headed. You're right
DOBBS; Al nght, Stephen Cannell as always, good to see you
CANMELL: Thank you.

DOBBS: Sull ahead here, with the telecom business in the midst of the waorst slump ever, we will be talkmg with the chief executive officer of
Sprind, Willinm Esrey will be talking about mew priducts and plaguing problems, Stay with s,

(COMMERCIAL BREAK)

DOBES: On Wall Street, stock prices finishing generally lower despite new signs pointing toward economic recovery. Blue Chips falling for
the fourth straight session, the Dow down 26 puants foday, The Nasdaq gained two points however, And the S&P 500 up a point on the day,

A much anticipated advancement in telecom: the third generation technology 3G, providing higher data speed and capacity for the mobile
phomes of Sprint (Company: Sprint FON Group; Ticker: FON; URL: htip: Swww spring.com’). Sprint today anncancing the sew prodect at its
consumer electronles show, anmsuncing that they will offer the 365 nexit pencration applications and services this summer, the first to do 5o,
CEQ William Esrey joins me mow from Las Vegas o alk about the product, his company and the prospects.

Bill, goad o have youo here,

WILLIAM ESREY, CHMM & CEQ, SPRINT: Low, always a pleasure 1o be with vou

[OBBS: You've stolen the march on your competitors with the introduction of the next, if you will, generation of CDMA. How will you
maintain the advantage?

ESEEY: We'ne going to convert our entine nationwide setwork m ihe middle of the year io this third generation wechaology. We are fortunate
that we have the frequency and we have the technalogy that enables us to get there. It is going to be very hard for sur competitors that are
frequency shy and don't have the technology that allows a graceful migration o third generation
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S0, we have an advantape. 1t is Bot often vou get a distinetive advantage and we are poing to be working hasd 1o keep that advantage for a long
Ligrse it the furtare.

DOBES: Now in the - in terms of the addition of new cusiomers, some analysts are a littke disappointed by a relatively small shortfall in new
customerd and in the third quarter, What's the fourth quarier look like for you?

ESREY: We haven't announced fourth quarter. Actually, we had a buge gain - gain in the third quarier, We surprised people an the upside.
Fouwrth quarter we will be armpuncing in o few days, and as you koow, under the rules of the SEC, T'll have wait il then to make the
AN S mEE,

[MIBRES: Oh, | was just 2lkmg sbout the sign-ups of new custamers, [ wasn's talking sbout earnimgs, Ball.

ESREY: Well, thats one that 15 akin w the other.

DOBES: Your stock, like the stocks of 50 many companied, in pariculas, telecom companies, languishing here, Tremendous overcapacity m
telecom in peneral. How long 5 it gedng toe ke 1o you woerk through the period?

ESREY: It's been a tawgh time for the whole indastry. [ think it is going to be sometime particularly oo the wire line side. On the wireless side
there ma't that, There's bot of compatiters. tat there really e overcapacity.

I think most of the wireless companies are struggling te keep up with the demand of the marketplace. But an the winchoe side theee is a lot of
capacity, it is already bemg sbsorbed, bul 10 1% sl going W 2o away OO,

DOBBS: OK, Bill Esrey, congratulations, thanks for beuyg here and good luck in managing through what 1 know will be ancther tough year.
Thanke.

ESEEY: Thanks, Lou

DOBEBS: Bill Esrey,

Just ahead, we will ke a look &t your theaglhts, including an answer 1o a question troubling many mvestess: 15 this market overvalued? Stay
witly s,

(COMMERCIAL BREAK)

[BES: Mow laking & Jook at your thoughts, Jim Davies writing in from Mexica says: "When | accentuate the positive, I'm doing viewers
disservice." His beef? That we are ignoring the high valuation of the market.

Jim writes: "The P/E Tevel of the markets now is about double the historical nonm. This might he understandable if we are i & boom cconomy,
bt we are not. We are atill trying to find our way back from an incredible equiry bubble, yet irrational exuberances remains m taet.”

Based on the latest quarter, on an as-reponied basis, it's true, The S&P 300 15 bading around 40 times earmings, that's more than doukle the long
term averape, But simply puttmg thode sumsbers side-by-side distorts the whole picture, As Professor Jeremy Siegel, professor of finance at the
Wharton School points ouf, the historical average is skewsd by very bad episodes in the economy. like double-digit mflation and severs
recessions, And Thai pulled valustions down.

The professors conclission, you cannot use today's recessionary eammgs when determining the future profit potential of companies. They're
simiply reod out of line, he says, with the faverable economde condittons being built now,

Gordon Travis in Kalamazoo, Mechigan writed in o eay an cconomic siimulus package will only serve o stimulate (he economics of other
couniries, saying, "isn't there something we can do to boost our own manufacturing sector? | am a displaced steel worker and it s painful 1o see
the influx of foreign goods Aooding sur markers.”

Buy American means more now than cver before, and unfortunately, Gordon, you have analyzed the situation precisely as it is. The
manufacturmg sector dwindling o163 smallest level ever,

O to the government's special fund set wp to help the families of these killed on Sepiember 11 and the growing outrage that we're recenving as
what's being viewsd by some as apparent greed by somee a fow of those families,

Barb Harris writes in to say, ™1 don't want to minimize the ragedy of that day, but tell me, bow musch the survivors families i Oklahoma City
received.”

Will Simngson in Wew York, writing in to say, “While our hearts are broken, and the [0 of g0 many @ a national ragedy, we Bave loat our
perspective, Such a major commitment to create a special class of victoms 1@ be supported by the federal government is unsound and ill-
cancerved ”
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Please send us your thoughts. Our address: Moneylineficnn.com, Please include you name and address.

*“WOLF BLITZER REPORTS" begins in just a few mimutes. Lets go to Wolf now to find out what's in stors -- Woll.

WOLF BLITZER, HOST, WOLF BLITZER REPORTS: Thank you very much, Lou. The UL5. military is sending troops to a second far away
country in the war apgainst terrorism. We will go live to the Pentagon for details. Also, U5, Waries af (e Kondahar hass come under hostile

fire, Crar Bill Hemsser is right there, And in our CHN WAR ROOM discussion, what are the new dangers facing American forces. Al that and
much more at the tap af the hour - Low,

DOBBS: Walf, thanks, we are looking foraard fo .

Coming 1w next bere, some reports that may move at least in part, some part of the markets lomormow. Stay with us.

(COMMERCIAL BREAK)

DOBRS: Tomomow, on the economy, the Producer Price Index for December will be reported, Federal Reserve Chasrman Alan Greemspan will
be talking before business lesders in San Francisco. He will be falking about the prospects of the economy, Talkmg in some detail for the first
time in point of fact, since October of last year.

Ford is announcing its restracturing, and reportedly those plans inclede as many as 20,006 layofis.

And the Enron investigation is accelerating. Enron is expected to announce & winning bid for it traclineg ogerstions, The judge in that case also
deciding where the bankruspicy proceedings will be held and of course Congress continuing its imvestigaton, sel lamorrow to send oul
subpoenas tn vaTious parties, as many a3 50 subpoenas expected 1o be issued tomomow.

For tonight that's MONEYLINE. Thank you for being with us. I'm Lou Dobbs, Good night from New York, "WOLF BLITZER REFORTS"
beegins right naw.
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Carleton, Norman

From: LoriSanlamorenafbpd reas.gov

Sent:  Friday, Jenuary 11, 2002 7:48 AM

To: Morman . Carleton@do. reas.qov

Subject: Re: Bloomberg: Bush Task Force to Study Disclosure Rules Afler

s the Secretany's intervien on CHNBC last nigit.,

02730

141502
01300000001339



Carleton, Norman

Fram: Bair, Sheila

Sant: Thurgday, January 10, 2002 4:54 PM

To: Carleton, Marman

Subject: RE: DJ: Arthur Andersen Says It Destroved Documenis Related 1o Enron Account

very intaresting. Morm, these clips are heloful.

S | H,HE-_.‘?E S
From: Carlalon, Morman
Sant: Trwrsday, lanuary 10, 2002 4:50 P
[+ H Ceting, JlI; Bair, Sheila; Berard, Steve: Bitsbanger, Timobhy;: Eichrer, Matthes; Gabilonda, Jose; Gross, Jared: Hammar, ¥a; Lan

Sanatamorena (E-mal); Nickolkaff, Peber; Moey, Michae!; Pietrangell, Fred; Roseborn, Bnan; Schulhetss, Heldiynre; 'Whaley,
Jean; Wiedman, Mark
Subject: 0J: Arthur Andercen Says I Destrved Doouments Relaled b Enmon &ooount

January 10, 2002

Major Busi N

Arthur Andersen Says It Destroyed
Documents Related to Enron Account

By JuDiTH BURNS
Do Jones Mewswires

WASHINGTON -- Arthur Andersen LLP, already under fire for its audits of Enron Corp., said it
Id‘lag ﬂEllﬁlruyEd documents sought by federal law enforcement officials investigating the Enron
abacle.

In a statement issued Thursday, Andersen said it notified the U.S. Justice Department and the
Securities and Exchange Commission that individuals at the firm "disposed of a significant but
undetarmined amount” of documents relating to its waork for Enron, The Houston energy company
declared bankruptcy in December afler announcing it had overstated four-and-a-half years worth
of earnings.

The document destruction includes paper documents and e-mail corespondence.

Andersen saud it has instructed employees to retain all existing documents "until further notice.”
In addition, the Chicago-based Big Five accounting firm said it has asked former Sen. John
Danforth (R., Mo.) to conduct "an immediate and comprehensive review™ of the firm's policies on
document handling and recommend improvements.

Andersen said destruction of Enron documents occurred "in recent months® by individual
employees involved in auditing the energy company.

Michael Donovan, a Philadelphia attormey with Donovan Seardes, LLC, which has filed a class-
action lawsuit against Andersen on behalf of Enron shareholders, said document destruction by
an audit firm is shocking.

"Auditors save everything,” including all work papers for audit clients, Mr, Donovan commentad.
1
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Enron was one of Andersen's largest clients, generating $25 million a year in audit fees and $27
rillion of fees for consulting. Enron, a high-flying energy company which last year ranked No. 7
on the Fortune 500 list, announced big losses last October in off-balance-sheet parinerships run
by former Chief Financial Officer Andrew Fastow. In early Movember, Enron acknowledged it had
overstaled earnings by 5569 million over & four-and-a-half year period and sald investors could
not rely on its past financial statements.

The SEC launched a formal investigation into Enron's accounting on Oct. 31.

Write to Judith Burns at judith. burms@dowjones.com’
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Carleton, Norman

From: Schuliheisa, Heldilymne

Sant: Wednesday, January 02, 2002 9:49 AM
To: Carleton, Norman; Nickoloff, Peter
Subject: ABI EMRON UPDATE

ENMRON UPDATE

Enron DIP Heaving Delaved

The hearing over Enron Corp.'s $1.5 billion debtor-in-possession (DIP) financing package has been delayed
until Jan. 30 because the bankrupt Houston energy trader necds more ime Lo assemble a business plan,
according to The Daily Deal. The hearing on the DIP had been scheduled for Jan. 7, but the sources said it
didn"t make sense to get the final approval on the funding package until a business plan is in place. The plan
would likely rely on the proceeds from the fortheoming auction in which Enron is selling a maﬂ;nly of its
trading business. Enron had been granted approval on Dec. 4 to use 3250 million of the DIP - being led by LP.
Mo Chase & Co. and Citigroup Inc.”s Citibank unit - but the company has not drawn on the funds. The final
hearing on the DIP will be heard by Judge Arthur Gonzalez at the U.S, Bankruptcy Court for the Southem
District of New York in Manhattan. Final objections to the DIP are due on Jan. 23,

Wall Sireet Journel Reports Enron Heads Knew of Partnerships

Top Enron Corp. officials knew about the financial partnerships that fucled the former energy-trading giant’s
downfall, and were aware of the possible conflict-of-interest issues surrounding its former chief financial
officer’s involvement in them, The Wall Strect Journal reported. Internal documents indicate that the ]
partnerships were viewed as essential to maintaining Enron’s rapid growth rate, the newspaper said in its online
edition. The documents also confirm the theory that top officials, including Chairman Kenneth Lay and former
President Jeffrey Skilling, were very involved with setting up and overseeing the parinerships, it added.

The documents include an intermnal memorandum from an Enron attorney to Skilling regarding the way to
monitor transactions with the partnerships, as well as excerpts of minutes from the company’s board and board
finance committee meetings. The partnerships were run by former chief financial officer Andrew Fastow, who
was ousted in October, He had been instrumental in forming outside partnerships, known as special-purpose
entities {SPEs), associated with Enron that are a focus of an investipation by the U S, Securities and Exchange
Commission. Houston-based Enron is thought to have used the SPEs in transactions designed 1o take debt ofT its
halance sheet and protect the good credit rating critical to its highly leveraged capital structure, according to
lawyers involved in the case. After it was forced to alter this strategy and restate its financial resulis to
consolidate the SPE transactions onto its books, Enron’s corporate debt was downgraded and its stock price
plummeted.

Enren Creditor Opposes Data Release

After demanding payment from insurance companies that backed more than $1 billion worth of oil and gas
contracts signed by Enron Corp., J.P. Morgan Chase is trying Lo prevent the insurers from getting details about
the transactions, according to the Associated Press, The New York-based investment bank on Sunday filed an
objection to a request made by the insurers, who are refusing to honor 51.1 billion in surety bonds and are
asking for access to Enron financial records to determine if energy contracts actually existed. The request was
filed last month in 1.5, Bankruptcy Court in New York. 1.P. Morgan sought payment of the muw:'l_}r bonds afler
the collapse of Enron. The payment dispute between the bankers and the insurers is the subject of a separate
civil lawsuit taking place in U.S. District Courl. The fact that il is now spilling over into the federal bankrupicy
courl proceedings shows how the interests of Enron’s creditors are intertwined.

The insurance companies invelved include Citigroup Inc.’s Travelers unit; Kemper Insurance Co.'s
Lumbermens Mutual Casualty Co.; Allianz AG's Fireman's Fund Insurance Co.: Chubb Corp.’s Federal
Insurance Co.; St. Paul Cos.”s Fire and Marine Insurance; CNA Surety Corp.'s Continental Casualty Co.;
Safeco Corp’s Safeco Insurance Co.; Hartford Financial Services Group Inc.; and Liberty Mutual Insurance Co.
The insurers backed a total of 32 billion in transactions. Early last month, they asked 1P, Morgan Chase for
details of the contracts before they would pay off all of the surety bonds. All but one of the insurers, Travelers,
subsequently asked a bankruptey court judge in New York to void $1.1 billion worth of the obligations. As a
vesult, J.P. Morgan had to increase its estimated exposure in the collapse of Enron to $2.6 billion-more than
double what it previously acknowledged-with 3265 million of that amount tied to surety bond payments.
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Enron, OB, Bechiel Clsim U5 Insurance On Imdia Froject

Divm Jones Hewswlres

WASHIEGTON -- Enran Corp. (EME], General Eleccric Oo. 1JE! and Bechiel Jorp.
(E.ATL) have Filed a total of nearly $200 milllon in logurance clalms wibh
e U.5. gowernreab fap anvesbment loases in (mdial

Glnmes lawt week the thres companies have indiwidually filed sapplicaticons
with the Dverssas Private Ievestment Corp. for *expropriatlon coTpensatian®
en Ekeir bnvestreats in Dablol Power Co.. OFIC spokesman Larry Spinelli maid
ThuEsday

pabhol Poser fo a §3.% billion power plant mnd ligoefied patural gas, or
LS. Lrporc cerminsl mesar Bombay in weatern India. Jk's cecaiderad tha
largest foreign direct iovestrent im India’s hiskory.

e phvicarly cepacd Lhlé ad @ weey Serious developnent, ™ Epinelll sald of
the ifeurance clakma . =Ard we are looking o che [ndian goescnment for
compeTucEive invelvement Lo sertle these lseuos.=

QP ke a GevVEFnBEnC &Jorcy that fipances U.8. companiss' oversess
invesimants through insurencs and leand. L6 addicice oo OFLC fimancing, the
U.5. goversmeat Le sweed S202.58 millian for a loan che Export-Import Bankx
made to Dabhel Foses.

Hork om the 2, 184 -regawsst Dahbol poeer plast stopped thia year afzer lra
aple costomer, che Maharashirs State Rlectricity Boacd, declined Lo pay
garlier-agreed power prices.

Faced with noopaynenc, Enron said in Auguet it would compider buyere for ice
conbrallisg 6%t latereat in the projecc. OfCiclals Crom the bankrupt
Hewaron-baped company mez last week wikth Indian lendess and géwscnmant
gffickala L diacuea dWays of dispoging of its stake.

GE and Bachtel #ach Bold a 108 imterest in the prodqeck. The Maharashira
Gtate Elechzicity Doard Folds che remaloing 156,

Two [pdiam companies, Tata Power Co. (POTFWD and BSER Ltd. [F.REK|, hawae
ahorwit incereat in bidding for the Dabhol poser planmt, Foyal Dukchs/sShell (RDY
and BG Group Ple |BHE) hive ahews iBLErest in the Dabhol LIO3 impart
emrmical.

~By Carpion Walal, Dow Jones Hewswlired; 202-861-92%1; 02 841
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Enron Exposure Evident in the Credit Derivative Market

Analyat Mk Ehakes, o York (1) 212-438-24 7% Mary Ryan, Mew York (1] 292-238-2080

— e MEW YORK {Standard & Poor's) Nov. 30, 2001 Standard & Poor's has
reviewed a nurmber of credit derivative transactions in which Enron appears
and found exposure to the company in three different types of thase
transactons. Divided among these deals, direct Enron Gredil exposure
potentially could total $3.3 bilion.

"Althvough much atiention has been focused on Enron in relation 1o lean
expasures, Ihe energy sector, and the commodities markets, it is also a
named sowrce of cradit risk in many credil derivatives lransaclions,” said Nik
Khakee, dgreclor of Standard & Poor's Structured Finance Derivatives groug.

“In addition, Enron had an overall derivaties market sirategy that included
cradit darivatives, Thus Enron |s not only a8 source of credil risk in derivabves
transactions, it is & sowrce of risk to derivatives iransactions as it could
possibly cause larmination events in swaps that Enron has contracted.” Mr.
Fhakee contnuad.

On & ghobal basis, Enfon appears in 5 transaclions as a reéference enlity or
reference obligalion in pooled credit derivative transachons, meaning that
Enron is & credit exposure. Two counterparties irangact a swap in which the
default of Enran, as defined by specified credit event language defined in the
swap documentation, would lead to potential loss to one counterparty, the
fpating-rate payer.

This loss is defined by a valualion process whereby a satthiament value for the
pobential Enren exposure is determined. This value can often be the result of a

— hidding process in the markel winere destars are solicited. This bidding
process |s commonly referred fo as cash setilement. Alternativaly, phosical
satilement may ba selected as the settiement mechanism wheraby an Ennon
Fiwed income Instrument is exchangead for the notional value of the Enron
exposurg in the cowesall pod,

These fransactions tolal 579 bllion in total notional amownt, The poatential
Enrgn exposure in the deals in aggregate totals $3.2 billion or 0.75% of ol
notional exposure. I is important to note that these fransactions are primarily
invegtment grade credit derivative collateralized dabt obligations in which
credit support lo rated noteholders typically averages 2%-4%. Therefore, a
default af Enron and low recovery on Enron posi-default would significantly
ercde this credil supgaort,

“Standard & Poor's is currenlly reviesing all transactions in which Enren is 2
pamed relerence entity for possible rating actions,” Mr. Khakee said.

Envon may also appear in this same ype of cregit derivative fransaction but
as part of 8 small pool, rathes than a large poc! of overall credil exposure. In
this case, Eqron may potentially be the single reference source of credit risk in
@ credit derivative fransaction, rrespective of the credit risk posed by the
aciual counterparty rigk in thess ransactions (which is not addressed in the
estimated exposures identified aboval).

Enron appears as a reference credit in six transactions with potential total
motianal exposure to Enron of 52.7 billion in these single-name risk o small
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basket credil derivative transactions.

In addition, in December 2000, Enron began acting as the countéerparty in
swap transaclions wilhoul also being the relerence entity, As such, its
counderparties are vulmerable to potential default by Enron as courtesparty,
aven il il is nol @ relerence source of credit exposure in a transaction.

I thess transactions, any defaull by Enron as counterparty under the swap
contract would indliate a process whanaby termination of the swap contract i3
passible. The nondefaulting counterparty would have the option to replace
Enran with a new counterparty im the swaps. This could be dose on the whole
swap notional amounl of eredit exposure or the portfolio could be carved up
into pleces in arder to distribute the risk across various counberparias

Whather transferred to ane counterparly or many, this process, celled
assgnment, lesds o & mark-io-market valuation. That mark is eibher in favor
of Enron or the counberparty Enron faces, Thus, after an Enron defaull, the
counterparty could be exposed to a liguidity risk because it would have 1o
make & mark-fo-market payment ta Enren, Conversely, if Enran has to make 2
rnark-to market peyment to the counderparty, the counterparty may not be
raceiving the payment, espacially if insolvency procesdings commence,

Enron has securad ratings on three such crédil derivative transaclions in
which & total notional amount of 53 Gillion of credit dervalive exposure was
tradad.

Tao give some parspective on this mumber, Mr, Khakee explaimed hal
Standard & Poor's credit dervalives analysis in Mew York who review pools of
credit exposwure have reviewed transaclions with 2 total nodional amaunt of
23 bilion in the year to date, “The nodional amount of 33 billion relative to
Enron represenis a larger parceniage of owerall rated credit derivalive
framsactions than would be expected of an entify 1hat is not & raditional
broker-dealer, imsestment kank, or ingurer,” he said.

This report was reproduced from Standard & Foors RatingsDirect, the
premier source of real-time, Web-based credit ratings and research from an
organization that has been a keader in objective credil analysis for more
than 140 years. To preview this dynarmic on-line product, visit our
RatingsDirect Wab site al www standardandpoors. comvratingsdirect,
Slandand & Foor's.
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Published by Stendand & Poors. 8 Division of Tha MoGraw-Hil Companies, Inc. Exsculhe offices: 1221
Fpdarmes ol thay American, Mew York, N TI20, Edilenial olfices: 55 Water Stroal, Noe Tork, MY 10047,
Bubscribar serdces (1] 212-438-7200, Somvight 2001 by The MeGmaw-Hil Companies, inc.
Feproduction in whobs or i pan profibised secepl by plimisaion. Al dghis meenasd. Informatian has
been Ghlaired by Stardand & Poor's from sources Difieid o ba relialbie. Howewar, bacause ol the
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saoyurtios.
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Enron Credit Exposures Widely Dispersed Through

Global Financial System

Analyed Tasrya Azarchs, Mew Yok (1) 134387385

The bankruptcy of Enron Corp,, the largest corporate bankruptcy ever, has left
its deftritus alamized throughout the global financial system. Credit exposure
[harhenliens Sxposunes 1o Enron lkely exceeds the $33 bilion on Enron Corp.'s balance sheet, but
e thal exposure comes in many forms, not all of which are equally risky. Ina
tastimony to the efficiency of the global financial systern, that exposure is nol
concentrated in any one inatitution, country, of &ven industry. The good news
is that while some of the exposures may be matarial, they do not appear, at
least an the basis of inilial reports, to bae life threatening o any instiution, It
also mesans that, aithough Enron was the size of a midsize investment bank
and played pivolal roles in certain financial markets, it does not appear o
have [he kind of systemic impact that would give it "loo big 1o fail” stalus.
Standard & Poor's has attemgted to find all of the shards of exposure, but it
has not been able to fully account for all of that sxpesure at this tima. This
guggests that more pockets of exposure, parlicularly derivatives éxposure, are
yat to be Tound.

L e s ca—— =

Bank ard Insumnos Exposures

Estimates of the markat's exposure to Enron have varied widely. Standard &
Poor's reading of Enron Corp.'s disclosed financials suggests thal Enron and
its consolidated entities had $13 billion of on-balanca-sheet debl, including
about 58 hillion of bonds and $4.5 billion of bank keans, both secured and
unsecurad, Securltization vehickes accounted for another $3.9 billlon of partly
secured debt, largely in the form of Osprey and Marlin vehicles, as wel as
£400 million of ather structured financings, Other redated antities might have
addiional dabi as well. Equally large are Enron's liabllities on derivatives
contracts—anergy, power, and other commodities-ralated forwards, swaps,
and ootlons. At Sepl, 30, 2001, these reprasenied mora than 19 billion of
axposure heid by 8 wide variety of institutions, although the value of these
contracts could have changed substantially since. In addition, Enron provided
credit guarantees and credit default protection confracts of an undsclosed
arnount, which will be problematic if any of the names in those portfolios
dafault. Other credit exposure might not have been arigmated by Enron, but
instead s generated in the form of credit derivatives provided by others in
Enfon's name. Soma of these contracts menely ransfer Enron exposures ko
other counterparties if their purpose was truly to hedge credit risks; otherwise,
thery could increass the folal amount of Enron exposure.

Bank and Insurance Exposures

The exposure |s not concentrated in the Banking industry, as It might have
been al one time. The bands are helid mostly by insurance companies,
pension and mutual furds, and collateralized debl obligation (CDO)
struclures, which, in tum, may e held by msurance and banking
prganizations. Standard & Poor's estimales Ihat about %3 billion of the debt is
held by struciured vehicles, which could result in downgrades for some
gynthetic GO0 transactions. Citigroup Inc. and J.P. Morgan Chase & Co.
provided $1 bilion of bank debt secured by pipelines in the final weeks of
Enron's travails. Unsecured bank debt amounts 1o 53 billion, much of which is
held by banks worldwide. Unretated to Enron's own eredit are exposures 1o
the 50% owned Indian subsidiary Dabhal Power Co_, which defaulied due o
problems craated by other shareholders, bul which add to the woes at certain
counterparties like the Ausiralian banks and Insurers, which have $1 billlon of
Enran and Dabhol debt betwesn them.
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Among banks, the highest exposures in dollar terms are 1o be found at
Ervon's lead banks, J.P. Morgan Chase and Citigroup; howevar, much of the
exposure s secured. Some European banks also have sizable exposures
(Abbey National PLG disclesed 3180 million, and ING GROEP N.V. disclosed
%195 million In unsecured loans and bonds), althowgh much of it i5 secured Dy
a variety of assels including expectad revenuss and receivables generatad by
projects financed. In Germany, Deutsche Bank AG and Commerzbank AG
disclosad less than Ewr100 million each. The Australian banks have $350
millign between them, Canadian bank exposures are manageable as wall.
Japanese bank exposures add to their woes but will not be a decading faclor.
While losses on axposures could be material in some cases, as of this data,
they do not appear by any means Iife threatening, Standard & Poor's
estimatas of losses would nal represent a hit o eguity and so would not in
themsedves represent a rating consideration, However, these exposures will
bie reviewad in the context of other looming problems in the indusiry, including
eamings waakness and mounting credit problerm .

Assat managers &0 have $3.8 billkon of Envon exposures in their funds,
according to Capital Access International, the fieed-income market research
cormpany. Such exposures would present an issue in the Japanese Money
rrarket funds that are in danger of “"breaking the buck,” allhough none of these
were raled by Standard & Poor's.

As of this date, the estimated direct exposure of U_S. insurers’ asset portfolios
to securites issued by Enron and its affiiates is more than $3.5 billion, which
is nol Bkedy In itself to negatively affect the ratings of thosa insurars.

The exact total of insurers’ assat axpasure will take soms time Lo resclve
because many insurers liguidated some or all of their haldings in the weaks
preceding Enron's bankrupicy filing on Dec. 2, 2001, However, Standard &
Poor's estimates that at year-end 2000, most of this assel exposure, about
£2.5 billion, was with life insurance companias, primarily fixed-income
imesirments,

Among the life ingurers making early announcements of their exposure was
John Hancock Life Insurance Co., which reporfed @ netinvesimant exposure
of $320 million, for which it would be taking a fourth-quariar charge of up to
§125 million. {See the Standard & Poor's commentary article "Enrgn Impact
on LS. Insurers' Assel Portfolios Mot Liketly to AMect Ratings” cated Dec. 5,
2001,

The portfolio management discipline of domestic insurers in their assat
management has become ever mone sophislicaled in recent yaars, and far the
maest part, a key tenat was the avoidance of excessive exposure to any one
credit. This, combsned with the maintenance of sirong capital redwndancies at
mast companias, has lefl most LS. insurers with ample capital cushions to
absart ary net loases likety to resull.

However, whatever tha effects of this particular credit event on insurance
companies’ asse! portfolios, Standard & Poor's cautions that it eccurs in an
environment of ganerally deteriorating credit qualily across numerous
indusiries. The curmulailve effects of thal envirenment could eventually have
adverse rating consaquences for individual insurance companias with
proportionalely gréater exposure to the most severely affected industries.

Derivatives Exposures

The derivalives exposures prasant a mone complicated and incomplete
piciure, As & triple-'B' category credit in & market thal prefers very high credit,
Enron frequently had to put up collateral to enter into rades with ils
counterparties, which wera generally commercial and investment banks,
uliliies, and other power companies. In order to minimize cash needs, it often
substituted surety bonds from inswrance companies of LOCS or guarantees
from commercial banks and athars, This transferred the risk beyond the

file:/CAWINDOW S\ Temporary%a20Intermnet % 20Files'OLK303 1'SPEnron.htm 171502

02852

01300000001461



Enron Credit Exposures Widely Dispersed Through Global Financial System Page 3 of 3

nalural counterparties on derivative transactions, which ane otherwise a
refatively small group of companies, Those with Enron exposure aften sought
to protect themsalves by obtaining credit protection on the Enron name in the
farrn of credit defaull swaps, LOCs, or guarantees. Informalion on the armaun
of hese contracts i hard to obtain, although the contracts were sometimes
anterad ino by CDO structures. Also, about 52.7 bilion exists in the farm of
siructures invalving smaller baskels of corporale nameas as reference parties,
{See the Standard & Poor's article on This subject, “Credit Derivative Exposure
ta Enron is 56.3 Billlon,” dated Nov. 30, 2001 .) Much of the derivatives
exposure, howsver, may be on the part of the typical clients of Enron, the end
users of anergy. It Is also possibbe that some additional exposure may come
1o light in the financial services industry.

The ingurance industry provided at least some of the credit profection on
these derivative transactions. As yet undetermined is the property-casualty
insurance industry's expasure fo Enron through isuance of parformance
hands in connection with forwand-purchase contracis sold by Enron and its
affiliates. Although a few insurers—maost notably Chubb Corp., with an
announced exposure of $220 milion—have publicly slaled thieir exposure o
such liabilities, the large majorily have yel to announce thesr exposure
nublicly. Standard & Poor's continues lo research this matler to determine
rmore definitive conclusions and is examining other potential Insurance
2XposUres

Other energy companies &lso have exposure to Enron, much af it derivatives
related. Standard & Poor's is stil irying to assess the exient of such exposure.

This report was reproduced from Standard & Poor's RatingsDiract, the
preméer source of real-time, Wed-based cradi ratings and research from an
organization that has been & leader in oblective cradil analysis for mare
than 140 years. To preview this dynamic on-line product, vist our
RatingsDirect Web site at www slandardandpoors comiratingsdirect.
Standard & Poar's.
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Subject: Yesterday's Samueison Op-Ed on Enron

Enron's Creative Obscurity

By Robert 1. Samuelson
Wednesday, December 19, 2001; Page A

The collapse of the energy company Enron has inevitably become a metaphor for many of the sins of modemn
capitalism. It may be, but the story is more complicated than a simple tale of victims and villains. Capitalism
derives its strength from the power of self-interest and the ingenuity of the human spint. But its weaknesses also
stemn from human nature, which can convert the quest for riches into self-deception and dishanesty. The dangers
mount in periods of economic and financial exhilaration when -- as we've just experienced -- the stock market
seems the fastest path to instant wealth, People yeam for their pat of gold and, to get it, stretch rules and lapse
info wishful thinking.

The cult of share prices seduced managerial elites, ordinary investors and workers alike, with oflen disastrous
consequences. Among top corporate managers, if led to widespread embellishing and doctoring of financial
reports. Accounting rules were twisted or evaded to enhance reported profits, because higher profits would
(presumably) mean higher share prices. Creative obscurity became commonplace. The same spint gripped many
investors and workers. People suspended skepticism and counted their paper profits. The dot-com and telecom
dehacles are well-documented results. Now Enron joins the list.

To work well, capitalism needs accurate information. Even with ideal information, markets make mistakes.
Miscalculation is inevitable, becaunse risk implies failure as well as success. Bul false or misleading information
compounds the dangers, and the booming stock market imspired a boom in misleading information. For
example, there's EBITA - eamnings {pro its) before interest, taxes and amortization (debt repayments).
Companics cmphasized eamings on this limited basis in their news releases and played down the more complete
reports. The justification was that investors wanled to soc a company's raw “pperating profits” without the
clutter of debts or taxes. The trouble, of eourse, is that companies have to pay debis and taxcs.

The Securities and Exchange Commission and the Financial Accounting Standards Board, an accountants’ self-
policing organization, did little to check these abuses. By and large, people wanted to believe the best, and the
temptation to present the glossiest face was Enron's undoing. At its peak, the company's stock traded at 390 a
share: now it's selling for about 50 cents. The simplest explanation for ils bankruptcy i5 a loss of credibility in
its Anancial statements. Fiteh, the bond-rating agency, gives the following chronology, On Oct. 16, the company
announced it would take a $1 billion charge to reflect losses in “broadband” communication and water
businesses, among others. It also announced another $1.2 billion loss on a transaction outside its balance sheet.
On Nov. &, the company said its profits from 1997 to 2000 had been overstated by 5591 million.

Though large, these losses shouldn't have single-handedly devastated a company that had reported 32.7 billion
in profits between 1997 and 2000 and claimed year-end 2000 stockholders' equity of 511.3 illion. But the
revelations destroved the faith of customers and creditors in Enron's numbers. Were other losses lurking? If you
fear not being paid, you stop dealing with Enron or lending to it. Once that happened, the company collapsed.
The skepticism was warranted. At the end of 2000, Enron reported debts of 510.2 billion on its balance sheet. In
its bankruptey filing, it listed debts of almost 540 billion, including 322 hillion on itz balance sheet, nearly 57
billion "off balance sheet” and almost $11 billion for "project fimancings.”

Among the collapse’s biggest casualties arc the workers who lost jobs (about 5,600 so far, including 1,104 in
Europe) and had their retirement savings wiped out. Many were dangerously averinvested in the company's
stock. About 58 percent of the assets of the company’s 401(k) retirement plan were invested in Enren stock,
reports a survey by DC Plan Investing, a newsletter. But Enson wasn't exceptional. The survey found that 95
percent of Procter & Gamble's plan was in company stock, 77 percent of General Electric's and 54 percent of
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Dell Computer's. No matter how well-run the companies, these high dependencies are risky. “Alot of
employees invest in the company stock if they like the company,” says Louis Berney, the newsletter's editor.
"[t's a crime perpetrated by the employees against themselves,”

Lawsuits may uncover wrongdoing, but outwardly, Enron's 401(k} program scems fairly typical, says Jack
VanDerhei, a pension expert at Temple University. According to company spokesman Mark Palmer, Enron
matched cmployee investments with a 50 percent stock contribution: If I invested $5,000, Enron would put up
$2.504) in stock. The stock contributed by the company could not be sold until 8 werker reached 50; but there
were 20 investment choices = including buying Enron stock - for personal contributions. True, there was a total
wading ban from Oct. 29 through Nov. 12, because the plan's outside administralor was being changed, But,
says Palmer, investors were informed of a ban in late September and early October. They could have sold then
or anytime earlier, Enron's stock had dropped all year, from 368,50 in February to $49.10 in June to $27.23 in
Seplember, Obviously, many didn't.

Enron's downfall stemmed mainly from its own mistakes. Whether some corporate officials crossed the ling
hetween creative obscurity and illegal concealment is an open question. Butin a larger sense, the collapse
reflected the financial fever of the past decade, The profit metive -- the promise of reward for risk and effort -
is a great incubator of invention and wealth. But those who glorify capitalism's triumphs often forget that it's
also vulnerable to the frailties of human nature, There was a mass merchandising of dreams and delusions that
was indiscriminate in its effecis. Candor was corraded, judgment clouded, Pursuing self-enrichment, people
often follow the path of least resistance, It sometimes leads to a chif.

i@ 2001 The Washington Post Company
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Carleton, Noerman

From: Bitsberger, Timothy

Sent: Twesday, Decamber 18, 2001 522 PM

To: Caarleton, Morman

Subject: RE: Du: Sanalors Aim To Prevent Fulure Enron-Type 401(k) Problems
this is exactly the Background wa will need!

f— r:n,al W.-. s
PFrom: Carlgton, Moman
Bant: Tuesday, Dacember L8, 2000 5-20 PH
Ta: Ceting, MI; Bair, Shela; Berardi, Steve; Bitsherger, Timokhy; Eichrer, Matthes:; Gablonda, Jase; Gross, lared; Hammar, Via; Lon
Capatamorena (E-mal); Nickoloff, Peter; Navey, Michas]; Pietrangel, Frod; floseborn, Brisr: Sofwlibeizs, Heidilnne; Whaley,
Jear; Wiedman, Mark
Subjact: DJi: Senabors Aim To Prevent Fukure EnvoneType A0L(k) Problems

December 18, 2001

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

Dow Jones Nowswires

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

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

Ige legislation was announced by senators Barbara Boxer of California and Jon Corzine of New
rsey.

Boxer described the legislation during a Senate Commerce Committee panel hearing Tuesday
featuring testimony from a handful of Enron employees who |ost hundreds of thousands of dollars
because their 401(k) plans were primarily invested in Enron stock.

Enron enterad into bankruptey protection Dec. 2 after questionable accounting practices led to a
historic crash in the company’s equity value, Shares that sold a year ago for more than SB0 are
today worth less than a dollar.

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

Witnesses at Tuesday's hearing described how the bulk of the remaining equity crash occurred
during the monthlong lockdown, causing them to lose more money than they would have had their
accounts been unfrozen and they'd been able to sell their holdings.

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

Boxer said Enron may have violated a tax-law provision she authored in 1997 addressing
diversification of 401(k) retirement funds.

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

Boxer acknowledged that Enron workers willingly concentrated their investments in Enron's
previously high-flying stock, but suggested that, through the plan lock-down, employees in effect
were forced to buy the company's stock because they couldn' sell their holdings.

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

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

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

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

-By Bryan Lee, Dow Jomes Hewswires; 202-B62-5647;
Bryan.Lesgdowjones . com
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Carleton, Norman

From: whiedrnan, Mark

Sent: Tuesday, Dacember 18, 2001 12:55 PM

Ta: Carleton, Marman

Subject: RE- Bsomberg: Enron Enriched Wall Street Firms, Analysts lgnored Warnings (long story)

| am shocked to discover there is gambling going on herel {Or something to that effect.}

~-—Criginal Message-—--
Fram: Carieton, Morman
Sentz Tuesday, December 18, 2001 12012 FM
Toa Bair, Shela; Berardi, Steve; Bitsberger, Timothy, Eicne, Matthew; Gabilonda, Jose; Grads, Jared; FHammer, Vive; Lo

canatamorena (E-mal); Nickokll, Petar; Movey, Michae!; Pietrangell, Fred; Rosebora, Briar; Schukheiss, Heldiynee; Whaley,
Jear; Wiedman, Mark
Subject Bingriberg: Erron Enviched Wall Street Firing, Anabysts Ignoned Warmings (ong story)

1318 0343

Enron Enriched Wall Street Firms, Analysts lgnored Warnings
By Adam Levy

Houston, Dec. 18 (Bloombarg) - On Tuesday, Oct. 16, Enron Gorp. Chiaf Executive Kenneth Lay deliverad a shocker.
Late in a conference call that follewed the release of the company’s third-quarter results, Lay said Enran would
terminate one of its several imited parinerships -- and thereby wioe oul 312 billiea of sharehalder egquity,

*'| shuddered when | heard that,” says Gregory Phelps, who invests $1.1 billion in energy and utility stocks at Jahn
Haneock Advisers Inc. and has long avoided ERRon “"But it didn't saem to make much of an impression on par il the
investment community.”

Crier the next fow days, reporls began piling up on Phelps's desk from the Wall Street analysts wha track Enran,
Mesrill Lynch & Co., UBS Warburg LLC, Credit Suisse First Bosion and Gaoldman Sachs Group Inc. still rated Enron a

" buy.”
Prudential Securities Ine. analyst Garol Coale wrote thal she was dismayed” by management's " disguise” of the 3.2

billion equity reduction, yet she kept intact her “buy” rating and $55 price target on Enron sbock, which wag then
frading at $33.17.

"Strong Buy'

Richard Grass of Lehman Brothers Holdings Inc. maintained his ““strang buy” rating. “The end of the workd is nat at
hand.® Gross said, ~We think investors should rusbe up a litlle courage and aggressively buy the stock.”

Phelps and other investors say the analysis’ reactions wene st another sign of Wall Streel's gullibility about Enran
For more than a year, they say, analysts had ignored red flags ranging from infiated business valuations to A
insider stock sales, 1o the abrupt resignation of Jeffrey Skilling in August 2001 — just six months into his lenure as
CEDQ.

A recently as September, Enron was the second mast highly rated stock in the Standard & Poor's 500 Index, behind
Tyco International Lid., according 1o Tharnsan FinancalFirst Call,

“Enfan is uniquely positioned to be the GE of the new econamy * Donato Eassey, Memill Lynch's energy stock analys,
told Bloomberng News in February 2001 " This isn't a management t2am ta bet against " Eassey resigned fram Mermifl
in Decarnber

Support is Obwious

(Ine of the main reasons for all of the support is obvious, say investors: Until the week befare its third- quarer

earnings report in October, Enron was a deal machine that ennched dazens of Wall Street firms through lecrative
underwriting contracts, mergers and acquisiticns assignmEnts and derfvatives trades,
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“You'd be hard-pressed to find a house on the Street that didn't do business with Enran,” says Don Coxe, chalman
and chief executive of Harms Investment Management Inc., which in early December held 78,000 Enron shares in the
Harris Insight Equity Fund. ~"They spread & tan of business around the Strest, so it's no wonder these analysts wara
pehind the stock.”

Enron says it didn't have a quid pro quo relatianship with anyone. Al no time has Enron aver required any financial
firrm 1o endorss cur stock @8 a prarequisite for doing business with the firm," says spokesman Vance Meyer.

"Taps on Shouklers

Sorme Wall Street veterans say they don't find that danial persugsive, Even if there were na spoken agresments, you
can bel analysts often got taps on the shoulders From the westment bankers making sure thal they were remindead o
keep 'buy’ ratings intact,” says Phelps. " That's just the way Wall Streat works.”

Enron spread the wealth acress many Wall Street firms. In May 2001, Enron used six banks — A. G, Edwards & Sons
Inc., Bane of America Securities, Dain Rauscher Wessels, First Unicn Securities In.,. Saloman Smith Barney Inc. and
UBS Warburg — to manage & $151 million unit offering for Nerthern Border Partners LP, one of scores of Enron-
contralled partnerships.

Usually, no more than four undarwriters are invohed in deals that small, investmant bankers say

CSFB advised Enron on a pending $2.9 bilicn sale of Portland Genaral Electric Co. in Ogtober - oné of 41 separate
mergers and acquisitions transactons Enroen initigted since January 1999, according to Bloomberg data.

Enran Activity Dwarfs Rivals

That dwarfe the number of deals aver that span announced by rivaks Dynegy Inc., which struck 15 corporabe
combinations, and Kinder Morgan Inc., which did a dozen deals.

Enron further camented its relatianship with Wall Street by barrowing from banks, obtaining letiers of crédit and trading
in derivatives -- financial instruments such as fulures and options whose value is based on othar assels.

When Enran filed for bankruptey in December, its list of crediors was 54 pages long and included Citigroup Inc.,
CSFB's Landon branch, J. P. Morgan Chase & Co. and UBS.

Goldman Sachs is a dealer for Enror's $4 billion commerceal paper program and has aranged s of the company’s 15
prefarred share sales.

In June 1988, Meril Lynch managed the 5595 milon inisial public effering of Azurix Corp., Envon's waler business

Run by Enron's former Vice Chairman Rebecca Mark, who resigned in August 2000, Azurix falled in its strategy bo buy
water companies and win large progects. It lost 3 bid 1o acquire & 49 parcent siake in Berlin's water utility, for example.

Enron Buys Back Stock

Enron bought back the stock in 2001, after it had tallen more than 55 percent during the comgany’s 18 months as a
puldic entity.

in Oetober, J. P Morgan and Ciigroup’s Citibank unit provided Enron with 51 billlen in credit lines to help it pay down
debt and meet day-to-day costs. Those loans came just in time for the two firms 1o win tha business of advising Enran

an itz planned acguisition by Dynegy.

J. P. Margan and Citigroup's Salomon were s2t to charge 250 million — $45 mithon each - far that adwce according 1o
pecple familiar with the arrangarment.

Dynegy was s&i to pay $15 millicn in advisory fees to Lenman Broshers. That would have been Lehman's bigges: such
transaction in 2001

Dynegy Deal Fals Thraugh
in December, after the Dynegy deal fell through, Enron cbtained as much =5 §1.5 billion in new financing from J, F.

Morgan and Citigroup. On December 11, J. P Morgan filed a lawsuit in Enron’s bankruptcy case, saeking 52.1 billion
- funds the bank said aren't part of the energy trader's assels shielided from creditors by the Chapter 11 filing.
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Enron traded derivatives in energy. broadband and weatner with a haost of investmant firms, and at the time it filed for
hankruptcy, it owed sorme of them hundreds of millions of dollars.

Accarding to its bankruptey filing, Enren cwed 3185 million ta two offices of Chase Manhattan Bank, a subsidiary of J
B Morgan Chase, 574 million to UBS; and £71 million to CSFB. Bear Steamns Cos. said it stood 1o lose E63 rillion
from the collapse of the energy trader, Commerzbank AG said it would lose slightly less than 545 millicn.

Sechmaezing Wall Street

Enron's mulliple business dealings with Wall Sireet causad firms ta look favorably on the coMpany’s New ventunes,
say investors.

In late January 2001, for example, Enron’s Senior management hasted a meeling for 170 gnalysts and imesions,

Skilling tald the crowd that Enron's biggest immediate opportunity was its plan to trade hroadixand capacily: space an
the fiber-ootic networks that zip voices, data and images arcund the planet.

gkilling s2id that based an his analysis, Enron's broadband business was worth 535 billion, or $40 & share. Enron
stock was then trading at 382 The business had kost 560 milion on $408 million in revenus in 2000,

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

Ronald Barone, an analyst at UBS Warburg, wrote after the January meeting that he was ~brain drained, hewving
digested scores of detailed presentations.” He also wrote that he was ~enamored” with Enron's broadband EiusineES,
ayven though it wouldn't generate eamings for at least a year because it would take that long to generate ancagh
trades.

%25 a Share

He astimated the business was worth 525 a share, of 5§22 5 billion, He kept his " strong buy™ rating on the siock and, in
a January 25 regort, raised his 12-month target on Enron stock to $102 from $100, The stock was trading at 382 at the
time. Barone declings to comment on his recommazndations.

Lehman's Gross raised his 12-manth target price an Enron 1 $100 fram 520 after the company's analysts'
conferance. He said he viewed Enron's foray into broadband as no diffarent from any of its ofher endeavors.

[3iven the track record that has been displayed over the past 36 montha, we have no reason 1o doutit the success af
their efarts * Gross wrote a waek after the conference in a report datad Feb. 1. Envon stock was then trading at 578
“\e continue o recommend Enron as a core holding,” he wrote. Gross decines o comment.

5180 Milon Charge

Enron's fiber-oplic business collapsed this pasl summer. In its third-guarter earmings release, Enron gaid it had taken a
5140 million charge 1o restructure the busingss, including severance payments to 500 fired werkers and a reductian in
the vatue of its operations,

As Enron's stock was rising on Wall Straat, anakysts often said they were in the dark bout the company: now it rrade
maney and booked sales and what was behind dozens af off-oalance-shest partnerships.

Their lack of knowledge didn't step them frem promating Enron stock Goldman Sachs analyst David Fleischer said in
bAarch that Enran's ~"lack of disclosure and Iransparency is @ long-standing hallmark ®

Enran had been a fixture on Goldman's “rpcommended kst of a couple hundred favored stocks since 1983, when
analyst Fleischer joined the firm.

"Exfraordinary Franchises’
“Enron has built urique and, in our view, extracrdinary franchises In several business units,” Fleischer said in March.
On March 14, Commerzoank Capital Markats analyst Andre Meade raised his bong-standing rating on Enron 1o

" aeeumulate” from “hold" because the stock had dropped 30 percant in the previous three menths — even though, he
said, he couldn construct accurate earnings models. - Enron kesps a lot of facts close to the vest,” ha said.
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" Saying they don't understand it but still recommend it is B skap in the face to remind us how usakess analysts are,”
says Robert Olstein, a 35-year Wall Streat veteran wha runs the 5880 million Clsten Financial Alert Fund,

After the market closed for trading on Aug. 14, Skiling, 48, abruptly resigned, citing personal reasons and raising
concems amang investors that dire inancial news rright be forthcoming.

Faling Slock
Enron stock dropped as much as $8, or 13 percent, he following day, ending the week al $36.67.

Analysis insisted nothing was awry. “There is nothing wreng with the company,” UBS's Barone gaid after masting wilh
Lay, whao had once again become Enron's CEQ. " Thare is no cihes shoe to fall - and no charges 1o be taken.” He
kept his “"buy” rating on the siock.

Lehman's Gross also met with Lay and other senior managers on he might of Aug. 18. " The Enron machine is in top
ghape and continues to roll along,” Gross wrote o investors the mext day.

He didn't sea @ short-ferm catalyst to boost the etnck — then trading at $36.85 a share — yet he urged investors to get
mare sheres, maintaining his ~strong buy” recommeéndation and a 12-maonth price target of $72.

CSFB analyst Curt Launes wrote a brief note to clients after what he described as ~intensive meetings” with
management. He saxd there was "no truth 1o any of the speculations” and kept his 12-month target of 584 and his
"'buy" recommendiation.

Enran & 'Buy'

Of the 22 analysts who covered Enron, 19 rated the stock 2 ““puy” a3 of mid-October 2001 That's when, one afier
anather. disclosures spilled out of the Houston-based comgany Enron's parinerships had hidden bilions of dollars in
debt; years of profits had bean exaggerated, and the U 5 Securities and Exchange Commission was investigatng
Enron's parinerships with affiliatas.

The disclosures dashed Enron's credipility with lenders and drowve it 80 bankruplcy.

On New. 21, with Enron stock at less than 37 - down maore than 90 percant from its high in August 2000 — Goddman's
Fleischer downgraded Enron ko " market perform, ™ Wall Street parlance for “hold * He didn't respond to several phone
calls.

Easeer Decision

Investors s&y Fleischer's decision (o gowngrade the stock was made easer try hies firmn's failure to win a rale adwising
Enron on its planned sale to Dynegy. | wouldn't doubt 2t all that being dropped from the recammanded sl had
something to do with not winning the advisory business,” says Phelps,

Fleischer and Goldman spokespeople didn't return phona calls

To many investors, there were signals that should have tipped off analysts that something was amiss. In Decarmber
2000 and January 2004, 10 tap Enron executives aold more than 573 million in stock. Lay and Skilling together sold
stack valugd at more than $17.6 milion, according to the Washingtan Servica, which tracks Insider stock gak=s and
purchases.

Insider sales are often a strong sign o investors that something's wrong. Timathy Ghriskey, who at the tme was 3
fund manager at Dreyfus Corp., sold about 1 &5 million Enran shares in late 2000. It wasn't much of an endoarsemant
that they were bailing out too,” he Sxs. | didn't see much upsida in the stock and figured that with the waluation S0
high, there was a lot of downsice if they failed to defver.”

Wake-Up Call for Analysts

Cone and other investors say Enron's fasure should provide a wake-up call for analysts, who pay o little attention to
batance sheets. | pay the Street lats of commission dollars and expect that analysis are reading the
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Several Wall Street firms lock staps (@8t year 1o defuse criticisrm that confcts of interest taink analysts' research. In
July, Merrill Lynch announced that s analysts coukd no longer own shares in the companies they cover CSFE soon
followed wilh Similar announcemients.

As of Dec. 17, with Enran 8 panny stock, fetching 57 cenis a share, 7 of 17 Wall Street analysts rated the stock a
“hald® and 5 alered a " sell* recommendation.

Five other analysts advised their cliants that the company St the centar of the biggest bankruptcy fiing in LLS. history
was still a “buy.”
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Carleton, Norman

From: Mickoloff, Pater

Sent: Monday, December 17, 2001 S48 AM
T Carleton, Norman, Schultheiss, Heidilynne
Subject: Enrom and Netting

From ERisk.,

Unwinding Enmn 5 Tanglad Web

Decembaer 12, 2007 Enron's landers,
counterparties and investors have been quick to estimate their exposure fo America's bigges! corporate bankrupioy, bt
raphcmgl those estimates with actual ksses will lake rather kanger - and observers supgest two main sources of
uncerialniy.

First, the sheer scale of Enron's imvolvemnent in the derlvatives market promises 1o be the first real tast of the indusiny's
preferred mathod for closing out fransactions when one counterparty goes bankrupl - and there's no certainty that the
indusiry will find an ally in the US bankruptey code.

Despite the best aforts of the Inlernational Swaps and Derivatives Association (lsda <htip:ihwenw isda.orgindee himi=) to
promote legislation that would give industry practice legal certainty, l@wyers are advising concerned counterparties that
their ability to tarminale Fansactions by calculatng & net gain or loss is mot guaranteed.

Second, the wldﬁprea-:l use of Enron's gebt aa mlateral in giruciured credit
< iho e e o nenys BN akysis mews 001-08-15_01.asp= ransactions means a long wai for holcers of
thal paper, a: Enruﬂ 5 trusteas walue thie mpanya assets and datermine the level of recoveries.,

It doesn't end there. The two issues m'arla u-a considerable extent, Synthelc collateraised debt obligations (CDO0s) - the
structured credit imstrumeants most badly Enron's bankruptcy - rehy an cradil defaull Swaps O pass on sxposurne
o investors, and credil garivatives dmLmentsllnn anguably tha most legally unproven of all derivative products,

Thﬂr'ﬂmtr‘er:ﬂ'l‘t oMt EnlEs nip oy Elernoanda
= issued t::.r rain 'g agmqr Stanﬂatd -I!L F (&P <htfp:fwww standardandpoors com'=) an tha Enron

collapse reflacts the difficulty in divining the axtent of the exposure faced by the en firm's lenders, counterpares and

imasiors: “Credil exposure o Enron [&ely exceeds the 533 billlen on Enron Corp's balance sheed” A mare precige

estimate is not offered.

For investors that have exposure to Enron hrou sm.-ﬂumd crdil, the plehere is perhaps the clearest - all of the rating

agencias moved quickly o assess the imgact of Enran's uﬂm&ﬂn tha notes they cover. "Wa curranily exped 20 cenls on

the dolkar o be recovered,” says Mitchell Lench, man = European CDO team in

Iénndm whao coni rlgu 1_11&1 synthelic COOs have been hardest almphr because they tended o incorporate exposure to
nran on a routineg basis.

Synthetic COOs are issved moast oflen by European banks, keen to shift some credit risk to what is usually a small,
sophisticated pool of invesiors, he explaing - and in that context, Enron was a favourite name because the banks were
expecied o build the pool of debt by including representatives from a diverse range of industry seclors, and Enron
continued 1o be seen 8% one of the strongest energy companies until very recently.

synthetic deals are generally composed of wp 1o & hundred names, all of whom will genarally be investmeanis
Ei.smn:h that Enron's bankrupicy could be en I prompd & downgrade of the deal. "If Enron is 1 per cent of
1he daa! and :,u;uu’ra Izsing 80 cents on the dollar, that’s B0 basis points of credil enhancement you no longer have,”

$&Pha=mnmﬂﬂlﬂn _ .

[ AR Felaln BT S R e fasela C1T CITLET =illile= CHTITHR Sl DO IJ.lIll
ﬂam;u{-ﬂ Coo uansa::mnsqhasmmu allmntanlng mmm:pnauraluEnrma‘rdmal hammhun
Aownoracen <ol nans BNOEr0anTDoors . SOy E oMl S Kl =nahg O T LI tetic. html=, all of

them synihetics, Mik Khakes, a director in S&Fs alm::tursu:l hanm H:lup |n New York, that the total notional value of
the 44 deals exposed to Enron is $79 billion - but the lotal amount of Encon's exposure included in those deals adds up to
a relathvely 2500 milion. Daspite Enron's chnlanl'gr as a component of COOs, and despite the dewngrades suffered
as a result, it is clear that investors in synthetic COOs generally won't be foo worried.

However, S&F also rated six transactons called credi-linkad nofes (CLNs) says Khakes, and the loss polential here |s far
greater - they represent 32,7 billion in direct exposure to Envon. CLNs use g simiar structure to synthetic COO0s: a speciai-
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purpose vehicle (SPV) issues notes (o investors, accepting their funds in return, and then transacis a cradit difault swap
with the firm that i holding the debt. The big difference is thal a single name backs the CLN, rather than a pool of different
names. “With these CLMNs, the invsior s buying exposure o a pool of one,” says Khakea.

Enron also trensacted three structured credit deals of its own thal were rated by S&P, issuing a total of $3 billlon in notional
walue, sa8ya Khakea. “In these deals, Enfon is the counterparty - they were one counterparty in a credit default swap and
the counterparties on the other side of the desl are facing risk from Enron net because the company is part of thes
portiolio, but becawss the deal will have 1o be terminated.”

For investars in Enron's own struciured credit, it is unclear what happens next. Khakee suggests that the counterparty will
need to seek a replacement value for tha terminated defaclt sewap, and will polentially have 3 claim against Enron equal 1o
the net difference between ihe value of the s-.:mwhm first transacted and the current market value of a replacement -
they will mark the deal fo market, and accepl esther a ned gain or koass.

Fitch's Lench, however, says that's not necsssarily the case. "It depends on the struclure,” he says. "My understanding is
that, on day one of the transaction, in erder o de-iink the rating of the notes from Enron, investors” funds would be used to
buy soveresgn debt, In the event of Enron's bankrupley, those bonds would be liquidated to repay the investors.”

The uncertainty about chose-out procedures for Enron’s structured credit deals redoubles when attention swiiches to the
company’s dervatives activities, which covered the whole gamul of assets from commodities and currencies to interast
rates, credit and equity. One area thal could have been sfickiest was Enron's role 23 a credit derivative dealer - iradérs
admit that the energy company was a major player in the market, standing al ide some banks in terms of the volume of
its deals and appedtite for credit risk. Add to that the number of ransactions in which other counterparties were buying or
aelling their own axposure 10 Enran - contracts now triggered by Ennon’s default - and you have the biggest event ever to
hit the credit desivalives market,

“W's by far the largest defaull of any US corporabe and il's been the largest trigger since Conseco triggered,” says Greg
Rogen, director and defaull swap frader with CSFB in New York. “Enron was also a very large seller of protection -
definitely a nel seler - and we estimate that between 33 and 34 billion was sold 1o the market.”

Firms thal have been trading Enron credil risk via the default swap market have been going back through their
documentation to check the terms of their ransactions and sette the deals - CSFB incleded. “I's certainly been time-
eonsuming,” says Rosen, noting thal here could be anywhare up to $8 bilion in swaps with Enron as the underhying credit
Nevertheless, he says: “|i's bean very positive in lerms of reassuring pecghe that the products work as adverlised. We
expect the trades fo selile in a timely and orderly mannar”

Those firm that had Enron as a counterparty, meanwhile, have had to find new protection - which Rosen expects to result
in & large lisbdity for Enron. “Everyane's bost the probetiion thought they had, and gone aut 1o find new protection.
Spreads are likely to have widened since ther oniginal fransaction, so they'll kave a claim against Enron based cn the
difference between the original and the replacement,” he says.

But what about firms that have a multitude of different derivatives transactions with Enren? The energy giant's presence in
a range of derivalive markels, and its well-documented appetite for risk means that many counterparies will need 1o
replace not just & default swap, but a whole baske! of di rit rensactons, from electrclty swaps o forwards fo inlenes!-
rate swaps and defaull swaps,

Ideally, counterparties should be able to tarminate all of thelr transactions with Encon, and week out a net sum, to be paid
from ane plady:‘n“q-km other, representing 8 gain or loss across all of the defaulted deals. At least, that's how the industry
weadd like It 1o .

Kimberley Summe, general counsel with lsda in New York, says thal industry documentation makes specific provision for
cross-product netting, pointing out that all vaneties of derivative are recognised and provided for undes indusiry-standard
documentation known as the master agreement. But getting the bankruplcy courts to keep up with ehanges in the
gerivatives industry hasn't been a simple matter, and some [awyers have been wamning their clients for years that cross-
product netting may not be enforceable, no matler how much the industry wants # to be,

One lawyer - who asked nof to be named because she didnt want to "bae seen ;ﬁ-iﬂ? ammunition to the bankruptey court” -
says there's no guarantee that bankrupicy lawyers i the Enron case will recognise the arguments of the derivatives
industry.

“The US bankruplcy code Imposes resirictions on 2l of the things that are essential lo the derivallves markat - like
demanding payment, collateral and netting - but over the years provislons have been added for dilferent derivalives
instruments. People have been trading for the last 10 years on the assumption that those provisions will work. Everyone
expects tham fo, but it hasn’l been lested,” she says.

Bankruptcy law is careful about the allowances made for preferential treatment - the general idea being. says tha | ;
that the goal is to preserve the value of the bankrupt company, and then 1o divide Its assets among credilors. Dervallves
rmarkel practice, mcluding netting, could ptace some creditors ahead of athers in the queue. The industry has argued that
this is essantial for the safe funclioning of the financial syslem, and US lawmakers have tanded to agree - bul the iEtest
legisiation that would enshrine the rights of derivathves market participants {o nef atross a range of products has not been
passad in its enlirely, As things stand, there's a danger that Enron’s inustees will see attempts to nel across derivative
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producis as a dilution of Enron's value, argues he lawyer,

Magst significantly, thare's no definite provision for cradit defaull swaps under the exdisting lagislation. “Are they swaps &l
all7 she asks, “if not. they don't fit mto any protected category. People could be sitling there with a useless default swap
from: Enran - at the same time, they could have other abligations which they hava to pay in”

Isda isn't keen on the estion that cross-product natiing might not work. *The master agreement |s intended to cover al
types of contracts,” says Summe. “Counterparties should be able 1o ned scross product types.” She concedes that iada
has been hard to gat netting legislation passed “beceuse we need an update of the definitions,” but notes that
although Isda produces the industry’s legal documenis, it does not offer legal opinions. Asyone wanting 1o know whathar
cross-product netting will work “would get a better idea from a kaw firm”,
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Carleton, Norman

From: LonSantamoranaif@ibpd reas gov

Sant; Manday, December 10, 2001 247 PM

Ta: norman, canetoni@do.treas.gov; peler.nickolofido treas.gov
Subject: 1BN } Enron Records &l SEC Sought by House Energy and

= Forwarded by Lo SaniamoranaBRD on 121001 02:45 Pl ——

“PUBLIC DEBAT, US DEPT OF TREASUAY™ <GSR E{bloombsng mls
To LSARNTAMIRERARBPD. TREAS GOV

(==
1J0M 02:34 P Subject 18N ) Eneon Recnds 8l SEC Soughd by House Energy and Comme

Enron Records at BEC Sewght by House Energy and Comeerce Paneld
2001=12-10 L3125 [(Hew Yark}

san Records ar S8BT Gought by Mouse Energy and Commerce Panel

Washingben, Des. LD (Blpombergl -- The U.5. Houdse EOEgy and
Sopmerce Conmdttes saked =ha Seouricien and Exchange Commissian ba
produce by next Mosday all raviews and reports 1t has desi &8
Enron Corp. Bimee LRED.

Comicoee Chalrmon Aepresencative BLLly Tauzin aod James
Graenwosd, chalrman of bhe pamsl s cwsraight and invescigationn
gubsormitces, made the regoest i & Dec. 7 leccer to BEC Chadrman
Harvay Pier raleaged by Taozin's office today.

““The appacant ssllapse of ché compamy hem reaulted in The
logo of subeksntially &ll af vhe squity valwes in Rnran, and the
lomn by many pactleipancs of sipeable porticne of their cabirefent
pawinge. '* paid Taurie of Lovislana and dresnwood of ranayivania.
both BEepublicans. "It alss higklighred che lack of transparency
in Enronte derivative pestblons in the energy market.'"

Tauzin sand Soeanwssd regeeptsd SEC reviews of all Eneon
quarcerly and sannoal (ilisga w€ith cChe agency beginning Jancacy
1957 up to bhe date the SEC launched 1Te owm fopmal probe iato
Enran. Taszin and Sresnwosd aloo want all propossd sdjustrentd Lo
Enren Eilisgs submicted to the SED by Eoren Gudibcen.

“Wicky Stanss 1n Washingben [A02) &24-1998, OF
varamapsbloonberg, net fhe

grory Illapcration: To compare Engod'd Lotk periormancs wikh
rarket indexes, type {EHE U5 cBquitys OOMP <00k],

Compadry s :
EHE IS sequitys OH

B Codes:
HI CBG
H1 HRI
HI TK
HI GOV
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Carleton, Norman

From: Gabilonda, Jose

Sent: Wednesday, Decernber 05, 2001 547 FM
Ta: Carlglon, Morman

Subject: Enron Corp. Stock Chart

Morman:

This should wark. | dr d this icon an to my shorcul screen, so that | just need o hit withiout separabely
accessing the Intemel. Also, below is the agenda for (he repo conference. Lat me know if vou're interestad in any topic in
particular that | should focus on.

Jiosd
Erfon Corp. Sack R i
Cman i
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Enrcn Corp. Stock Chart
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The Tth Annual Repo & Securities Lending Conference Page 1 of &
&0 RESEARCH  POLICYIADVMOCACY  MEDIA  EVENTS  PUBLICATIONS LINKS  ABOUT
' [] Tre Bond [¥] Conterances |
Market
hsseciphion | — -
| _ The 7th Annual
®» Repo & Securities Lending Conference
Register December 6, 2001
For This The Roosevelt Hotel, New York, NY
Event
Exhibit and Sponsorship Opportunities Are Available
Complale
sehedule Pre-Conference Workshop
of Cvents
~onfie . December 5, 200
;‘,ﬂ‘f:f”'fi The Association Conference Center, New York, WY
e Overview of Standard Funding Documentation
Resional 1:00 - 5:30 p.m. ) . . _
Evenls This pre-conference workshop is intended to provide funding
) market professionals with a straightforward and substantive review
Sncnsorshin of the most significant aspects of the Master Repurchase
;_}F muluil':ua Agreement, the Master Securities Loan Agreement, the Global
PP Master Repurchase Agreement and the Cross-Product Master
Past Agreement. In addition to discussing significant aspects of these
FII- " agreements, panelists will also update workshop participants on the
e impact of the most recent revisions of certain of the standard
agreements. The workshop, consisting of four one-hour sessions,
will also allow for extensive interaction with expenenced
professionals in the repo and securities lending markets.
Master Repurchase Agreement
1:00 - 2:00 p.m.
Carolyn Monroe-Koatz, Vice President, Assistant General
Counsel, J.P, Morgan Chase & Co.
Master Sccurities Loan Agreement
2:10 - 3:10 p.m.
Steven Kessler, Vice President, Associate Counsel, Goldman,
Sachs & Co.
Global Master Repurchase Agreement
3:20 - 4:20 p.m.
Habib Motani, Pariner, Clifford Chance Rogers & Wells
Netting Documentation
4:30 - 5:30 pm.
Seott Kimmel, Vice President, Lehman Brothers Inc.,
Confirmed Exhibitors
Dealogic I ADEF
Decision Software Quant Trading Ine,
Gearban
Program
file:/CWINDOWS! Temporary®a20Intermet ¥ 20F iles\OLK3 031 'repo.htm 0 2 a 9 5 171502
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The Tth Annual Repo & Securities Lending Conference Page 2 0f 6

B - B30 a.m

30 - i am

Welcome

Q-0 - 1015 am.

Maoderator

Panclisls

1001 5-10030 a.m,

10:30-11:30 a.m.

Moderator

Panelists

Breakfast
Featured Speaker

Dino Kos
Exccutive Vice President
Federal Bessrve Bank of Mew York

Joseph Blawvelt, Managing Director, 1.P. Morgan Chase & Co.
Head of Funding Desk Roundtable

The far-reaching impact of September 11 affected the financial markets, and in
particular created special challenges for the funding desks of financial institution
global heads of funding desks from major institutions will address the impact of
September 11 on the funding markets. In addition to discussing how the funding
markets dealt with such challenges, panelists will also discuss what lessons were
tearned. In addition, the panelisis will reflect upon any potential longer-ferm cffe
the funding markets may experience.

Paul Saltzman

Executive Vice President
General Counsel, The Bond Market Association
Joseph Blauvelt
Managing Director

1.P. Morgan Chase & Co,
John Kruger

Diirector

Salomon Smith Bamey
Paul Scheufele
Munaging Director

Credit Suisse First Boston
Gerald Tamburro
Managing Director

UBS Warburg

Break

Legal & Regulatory Update

A thorough review of the latest legal and regulatory developments in the funding
markets. Subjects to be addressed include (i) changes in banking regulation, incl
a review of the proposed Basel Accord (i) emergency regulatory responscs to th
events of September 11, (iii) changes to the Investment Company Act, (iv) bankr
reform, and (v) pending regulatory reform.

Ranada Fergerson

Managing Director

Bear, Steams & Co, Inc.

Sibyl Peyer

Vice President

Asgsistant General Counsel
Goldman, Sachs & Co.

Robert Cook

Parimer

Cleary, Gottlich, Steen & Hamilton

02896
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The Tth Annual Repo & Socuritcs Lending Conference

Kimm Olson
Aszistant Vice President

Federal Reserve Bank of New York

Page3of o

CONCURRENT SESSI0NS: Global Funding Markeis

11:30-12:30
., Two break-oul panels will address funding market issues in Europe and Asia,
respeclively,
Current Issues in Enropean Aslan Funding Matters
Funding Markeis
Funding markets in Asia
This panel of repo market continue o play a significant
experts, active in the Furopean  role in the global finaneial
funding markets, will discuss markets. This panel of repo and
major developments affecting securities lending professionals
continental Europe and United  active in the Asian funding
Kingdom. The key matters that  markets will provide a review of
will be addressed include: (i) the  the most significant aspects of
new Basel Capital Accord these markets, and also provide
implications for the European an update on latest
repo markets; (1) the on-going  developments.
integration process of Euro _
clcaﬁng r;nrm:Il:I security setr_lauP::rtL Panelists  Tom Blradlg.;_
systems: (iii) the possible impact ﬂ““ﬁﬂﬂ i
of proposals to change the Merill Lynch, Inc.
E regulatory Mark Steffensen
TP . Vice President
environment for Allr.m:].h'f'ﬂi Counsel
Trading Systems I[P..TIS}. {1:.'] the Morgan Stanley &
proposed European Directive on Co
Financial Collateral '
Armrangements; and (v) the
possible consequences of the
application of the proposed
Investment Services Directive
{ISD) on the European fixed
income markesls.
Lunch
12:30-1:45 p.m,
Introduciion Micah Green
President
The Bond Market Association
Speaker The Honorahle William 5. Cohen

Former Secretary of Defense and LS. Senator

Collateral Management Issues in the Funding Markets

1:45 - 3:00 p.m.
The tragic events of September 11 have further highlighted the need for effective
management of collateral to ensure liguidity during times of market stress. This p
will focus on what collateral management issues the events of September 11 rass
well as provide an update on the latest developments in collateral management.
Subjects to he discussed include: (i) regulatory issues with regards to effective
collateral management in times of market stress, (1) changes (o the Federal Rese
Payment Svstems Risk Policy, (iii) the expansion of GSCC's GCF product (and

02897

01300000001506

file:/CAWINDOWS Temporary%a2 0Intemet %2 0Files\OLE 303 1 'repo.htm 11502



The Tth Annual Repo & Securities Lending Conference

Maoderator

Panelists

3:00-2:15 p.m.

3:15-5:00 pm.

Hoat

Contestants

Lifelines

500 pum.

Page 4 of &

ohstacles to its growth), (iv) the effect of the dwindling supply of Treasury debt
SOMA portfolio and mergining efforts, (v) Repo Tracking/Ginnie Mae Conversi
and (vi) Continuous Linked Settlement {CLS).

Omer Oztan

The Bond Market Association

Kevin Caffrey
Principal

Morgan Stanley & Co,
JefT Ingher
Managing Direclor
General Counsel
Government Securities Clearing Corpotation
Brian Reilly
Managing Direclor
BNP Paribas

Break

Azk the Trader!

This game shaw-style panel promises to be an entertaining and highly substantiv
examination of market practices in the repo and securities lending markets.
Experienced front-office funding professionals will be the contests, answering
questions a repo and securities lending trader commonly must answer in order o
complete a transaction. The professionals will also call upon legal, tax and sccou
professionals active in the funding markets to help them answer these questions.
Contestants will also participate in a "bonus round", consisting of questions from
audience!

Larrv Brandman

Vice President

Goldman, Sachs & Co.
Jeff Kidwell

Principal

Morgan Stanley & Co.
Oithers to be Announced
Patricia Brigantic
Director and Counsel
Salomon Smith Barney/Citigroup
James Johnson

Pariner

Deloitte & Touwche, LLP
Lucy Farr

Azsociale

Davis, Polk & Wardwell

Cockrails

Registration Information

Registration Fees:
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The 7th Annual Repo & Securities Lending Conference Page 5 of 6

Member: $895 (additional registrants from the same firm are $695 each)
Non-member: $1,095 {additional registrants from the same firm are 3895 cach)
Pre-Conference Workshop: 155

Refund Poliev: The Aszociation will issue refunds, each subject to a 575 service
charge, on cancellations received in writing on or before Friday, November 30,
2001. No refunds will be issued on cancellations after this date. Substitutes are
welcome al any time.

Hotel Reservations: For vour convenience, a limited number of guest rooms have
been reserved at the Roosevelt Hotel, 45 East 45th Street, New York City. For hotel
reservations, please call the Roosevelt Hotel at 388.833.3909. Be certain o mention
vou are attending The Bond Market Association's conference.

For further information, please call Mary Gercia at (212) 440-9429,

Registration Form

™ Member (first registrant): 5895
™ Additional registrants from same firm: 5695

™ MNonmember (first registrant): $1,095

™ Additional registrants from same firm: 5895
™ Regulators and Non-profit Associations: $395
™ Pre-Conference Workshop: $195

Individual
Registration:

Yaur Mame T

MName for Badge |

Title

r
Company |

Address

State | Zip

City

Fax

Phone

T
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g-miil |

Payment By:

I—

© Credit Card |(select) =]

We'll call you for your account number and expiration date.

Please indicate if vou have any special needs
H
b |

[] - ookbrating our first quarter coniury

SEARCH FOR | FULL SEARC

JUMP TO ANOTHER SECTION F-h-E area on Bondharkets.com 5]

SUBSCRIBE TO THISPAGE  [fyour e-mail address) Ed

COMMENT | PRINT THIS PAGE | PRIVACY POLICY | TERMS & CONDITIONS | TOP OF P
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Carleton, Norman

Fram: Darkelan, Marman

Sent: Monday, Octobar 28, 2001 9:18 AM
To: Schulheigs, Haeldibnne; Mickoloff, Peter
Subject: Enron

October 29, 2001

Money & Investing

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

By JATHON SaPSFORD and JOHN EMSHWILLER
Staff Reporters of THE WaLl STREET JOURNAL

Enron Carp., scrambling to restore confidence in its finances, is negotiating with banks for a new
cradit line of betwaen $1 billion and $2 billion, and is likely to close a deal within days, according to
officials familiar with the matter.

The new credit line is intended to bolster Enron's financial condition and head off a potentially
devastating loss of investor and business confidence, The new credit would supplement existing
lines, which are largely tapped out after Enron last week drew down about $3 billion to increase cash
reserves and calm fears in the stock, bond and energy markets.

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

Confidence in Enron’s situation was shaken after Enron earlier this month announced a $618 million
third-quarter loss and disclosed a $1.2 billion erosion of shareholder equity related to controversial
transactions it had done with enfities connacted to its then-chief financial officer, Andrew Fastow.

[Enran]

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

Enron's stock price fell again Friday. As of 4 p.m., in composite trading on the New York Stock
Exchange, Enron was down 95 cents at $15.40. Enron has fallen 50% in the past two weeks and is
down 83% from a Sept. 18, 2000, high of $89.63.

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

| 02909
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decided it would be easier simply to redeem the paper oulstanding, he said.

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

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

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

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

Bankers involved with the company say the goal of the new credit line is to show the investment
community that Enron can meet its commitments. "Confidence in this company was lost," said one
bank official involved in the negotiations for a new credit line. "But confidence will be restored.”

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

Write to Jathon Sapsford at j2

Tracking: Recipisnt Dedivery Raad
Sohulthelss, Heidihrne Dhadiveread; TINZRA0Y 5018 AN Fead: 1022004 9:18 &AM
MickoloH, Prisr Dadhvarad; 1VZE0T 9:18 AR Fead: TV2R09 218 &AM
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Carleton, Norman

Fraom: Carleton, Morman
Sent; Thursday, Saptamber 13, 2001 3:36 FM
Ta: Rosaboro, Brian; Bair, Sheila, Matvey, Paul; Huthar, Jeff, Piefrangell, Fred, Schultheiss,

Heiddynre, Mickoloff, Peler; Gross, Jared; Sharer, James; Cetina, Jl, Corfield, Anna; Byrma,
Fathlesn, Dulansy, Tim
Subject: Enron resumes market-making activity

Linda Riobertson of Enron asked me to disfribufe the following press release,

Press Release

Egﬁ:&g RESUMES MARKET-MAKING ACTIVITY IN NORTH AMERICAN NATURAL GAS AND

FOR IMMEDIATE RELEASE: Wednesday, September 12, 2001

HOUSTON - Enron announced today it will resume its market-making activity in Morth American
natural ﬁlas and power. Enron will buy and sell natural gas and power by phone and aver its enline
transaction platform EnronOnling until noon COT.

“We see no reason for North American natural gas and power markets to become unstable in the
aftermath of yesterday's tragedies,"” said Greg Whalley, Enron president and chief operating officer,
“These are domestic commodities, and the physical infrastructure is secure and operating.”
Enron's markets outside of North America will operate according to their normal schedule.

Enron is one of the world's leading energy, commodities and services companies. The company
markels electricity and natural gas, delivers energy and other physical commaodities, and provides

financial and risk management services to customers around the world. Enron's Internat addrass is
w{ﬁmﬂmz. The stock is traded under the ticker symbal “ENE.”

Wit

Tracking: Racipient Daliwary Raad
Rgsabony, Brian Delivernd: 44201 3:35 PK Daedastad: 11801 5:97 PR
Bair, Shedla Dalherad: 01 3001 3:36 Pid Foad: 91201 5:05 F.
Miakey. Paul Dalwered: 901207 3:36 Py
Huther, Jalf Dialreered: 501 001 3:35 P8 Raad; 12T 4:24 B
Pietrangedi, Fred Dalwarad; 91307 3:36 P Remd: 81120707 3:38 P
Behidiheing, Headlynne Cimlvered: 5130 3:36 PM Resd: BT 3:36 P
Mickolall, Palar Cialperasd: S1307 338 P Resd: W04 338 PM
Gross, Jared Dalivarad; 51201 336 PM Read: G101 443 PM
Sharar, Jamas Deafiearasd: 813401 3:-38 PR Read: 5101 418 PM
Codiea, il Datrvened; 1341 3236 P Datated: 102407 &30 AM
LCorfiald, Anna Drsdivares! 13401 3238 P Beac: 81301 335 PM
By, Kathleen Defivered; §13401 3236 P
Dulaney, Tim Delhwared; &1301 336 PM Faact 9M301 356 Pu
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Carleton, Norman

From: Carleton, Morman

Sent: Tuesday, Sugust 28, 2001 9:58
To: Balinda Blaine (E-mad)
Subject: FW: Enron article (2]

----- Crriginal Message-—-

From: Carleton, Norman

Sent: Wednesday, August 22, 2001 10:12 AM
Ta: Nickoloff, Peter; Schultheiss, Heldilynne
Subject: FW: Enron artice (2]

—=-Qriginal Message-----
From: Norman Carleton [mailto:Borman, Careton@worldnet.att.net |

Sent: Thursday, August 16, 2001 11:43 PM
Ta: Morman Carleton: norman.carieton@do. treas.gov
Subject: Enron articke (2)

(=] |

AUG 16, 2001

Enron Head Seeks to Reassure Staff

By REUTERS
Filed at 4:48 p.m. ET

HOUSTON (Reuters) - The chairman of Enron Corp. (news/quote) (ENE.N) on Thursday sought to reassure
employees that the energy giant's business was on firm footing as its stock faced a second day of brutal
pressure on Wall Street, following a fop executive’s shock resignation.

Kenneth Lay told employees at a companywide meeting that Enron's business was strong, despile the
extended pressure on its stock and heir apparent Jeff Skilling's unexpected resignation as president and
chief executive officer.

Lay, who was met with a standing ovation when he took the podium, touched on a wide variety of topics
during the 90-minute meeating during which he took questions and presented financial data he said proves

the company is strong.

“We've got a lot of great stuff going on and we're not getting much credit for it in the marketplace, bul we
will." Lay said. *'| do think the next several months and few years are going to be great for Enron.”

His comments came as Enron's stock saw its worst day in 19 months, closing down $3.40 or B.5 percent at
$36.85 on the New York Stock Exchange, That brings its losses to roughly 13 percent since Skilling
announced his resignation after the market's close Tuesday.

Lay said he believed the energy giant's stock can sustain a price-to-earnings (P-E) multiple of 25-30 going
forward. It is about 20 right now, based on Wednesday's close.

01300000001533
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Page 2 of 3

"I think the current business model can easily justify a 25-30 P-E, with the current business model and in the
current market,” Lay said. "We can't get that 40-50 P-E back until we get our return on capital investment

up."

Enron enjoyed the higher multiples as recently as March, but then the stock began an extended slump that
saw it lose about half its value.

WHO REPLACES SKILLING?

Though Lay took Skilling's duties over, he told employees that he expected to fill the void Skilling left in the
office of the chairman in the next few days. Skilling, 47, was chief operating officer before Lay handed him
the CEO reins in February, and the COO position has remained unfilled since then.

The executive or execulives who assume the operational role Skilling had will largely be seen as the new
neir or heirs apparent to Lay. 58, Enron earlier said it would increase the office of the chairman, which
praviously was occupied by Lay and Skilling, to include Lay and two understudias.

- Certainly, there is a hole in the office of the chairman, and we will be addressing that very soon. | think | told
some people yesterday that we were looking 1o do semething probably in the next couple of days." Lay said.

Lay reiterated that the succession will be internal, but did not elaborate on which executives he would
choosa.

MANY GLOBAL ASSETS TO GO

The best way to return Enron's stock to its headier levels will be to get a higher return on capital investment,
he said. Enron hopes to glean billions from a sale of low-yield global assets, which it will then pour into high-
return businesses, Lay said.

“The guickest way to do that is to monetize some of these assets,” Lay said. " That doesn't mean we're
going to monetize all of tham.”

He said Enron will still be very active in Europe, Japan, Australia and other countries, and may start working
in devaloping countries at some point in the future.

Lay took more than a dozen questions from the audience, with topics ranging from work-a-day issues like
how close cubicles will be spaced in Enron's new office building to the issue of what recourse there is for
amployees who have stock options that are priced in the $80 range.

While he rebuffed a re-pricing of those options because "stockholders hate that,” he did say all employees
would be issued a new round of options that are priced at currant leveals.

Touching on another recent issue, Lay said Enron was in advanced talks to sell Oregon utility subsidiary
Portland General, which was to be sold to utility Sierra Pacificfor $3.1 billion until regulatory issues scuttled
the deal.

~'We have another transaction that is pretty far advanced and it might be a transaction where we would even
maintain some ownership interest in that business for some time. But it's not far enough advanced to talk
about right now,” Lay said, not revealing the name of the potential buyer.

Asked if Enron's broadband arm would suffer more layoffs if was not successful by year's end, Lay said he

thought “the odds of that are very, very small." Lay said 500 people were taken out of Enron's broadband
oparation, with about half being laid off and the rest being redeployed within the company.

I-"llﬁ."'l}E', 0 2 9 2 5
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The underperformance of the broadband business, which coincided with the broad collapse of the
telecommunications market, is among several problems that have dogged Enron lately.

They include a costly payment fight with the Indian government over the $3 billion Dabhol power plant, the
vilification of Enron by California politicians who blame Texas companies for their power crisis, and the
breakup of a marguee video on-demand broadband Internet deal with Blockbuster Inc. (news/quote) (BBI.N).

Answering an employee question, Lay said there was no truth to a rumor that Royal Dutch/Shell RD.AS
{SHEL.L) was planning a hostile takeover of Enron because of the stock's recent weakness.
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AUG 15, 2001

Enron's Chief Executive Quits After Only 6 Months in Job 0 2 g 27

By RICHARD A. OPPEL Jr. with ALEX BERENSON

. E_D! ALLAS, Aug. 14 — JefTrey Skilling, the chief executive of the Enron Corporation (news/quote), stunned Wall
L= Street today by announcing that he would quit after just six months in the job, calling the move a "purely
personal decision,”

But the abruptness of the departure left many analysts questioning whether a series of scthacks the company has
suffered played a part in the decision.

Kenneth Lay, Enron's $9-year-old chairman, will step back into the position he left early this year after 15 years as chief
executive,

Mr. Lay, who originally recruited Mr. Skilling to Enron, said tonight that he had agreed to stay on through the end of
2005 to “make sure we've got plenty of time 1o work out an orderly succession."

Mr. Skilling, 47, had been at the heart of the transformation of Enron from an old- line natural gas pipeline company to
the biggest and most aggressive of the new breed of unregulated energy traders that buy and sell billions of dollars of
electricity and other commaodities daily.

That strategy helped Enron's stock price soar during the last decade. But this year the company’s shares have fallen
sharply, as Enron has suffered from problems with its new broadband telecommunications trading unit, its invesiment in
a large power plant in India, and eriticism from officials in California, who blame Enron and other enesgy companies fo
the collapse of the state's electricity market.

A former energy consultant at McKinsey & Company who joined Enron in 1990, Mr. Skilling built its encrgy-trading
operations into the company’s most profitable unit, accounting for nearly $1.7 billion — or 85 percent — of operaling
income last vear. He became president and chief operating officer in 1997, and in February of this year became chief
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On a conference call, Mr, Skilling said he could not "stress enough that this has nothing to do with Enron.” He added
that "the reasons for leaving the business are personal, but I'd just as soon keep that private.”

Mr. Skilling, wha is divorced, has joint custody of three teenage children — a daughter, 17, and two sons, 14 and 11 —
with his ex-wifie. Mr. Skilling, who will lcave the board but will serve as a consultant to the company, will not receive
any severance package hecause his departure is voluntary, Mr, Lay said.

Since May 2000, Mr, Skilling has sold at least 450,000 Enron shares worth at least $33 million, sccording (o Securities
and Exchange Commission filings. He still owns about 1.1 million shares, the filings show.

"Absolutely no accounting issue,” Mr. Lav told analysts, "no trading issue, no reserve issue, no previously unknown
problem issues” are behind the departure. There will be "ne change in the performance or outlook of the company going
forward,” he added.

He also said the company was on track to meet analysis' eamings expectations, which are about $1.80 a share this year
and $2.15 next vear.

On the call, Mr. Skilling said that "in general there have been a lot of issues” that have buffeted the company this year,
but he said that he believed Enron had already surmounted most of them. "Now is the time" to step down, he said,
"because | think we've got a lot of these things behind us.”

Naonetheless, the move jolted analysts, who, despite the stock’s recent slide and the company’s other problems, saw Mr,
Skilling as the unquestioned leader to follow Mr. Lay.

In after-hours trading, shares of Enron fell about 8 percent, 10 $39.55. That fall follows a plunge of almost 50 percent
since January in the stock, which had closed in regular trading &t 542,93, up 78 cents. The news of the executive
changes came afier the market closed.

“I'm surprised and I'm stunned,” said Philip K. Verleger, an energy economist with the Brattle Group, a consulting firm
in Cambridge, Mass. “Skilling was the guy who executed the growth in the trading business.”

Investors have become increasingly concemned that a surge in new power plant construction will lead to & glut of
electricity within a few years and lower the value of Enron's role as a middleman between plant owners and electricity
users. In addition, the company's efforts to enter the water business have fared poorly, and its broadband trading
operation has become a cash drain.

Mr. Skilling's promotion early this year came afier several crucial Enron executives resigned. These included Rebecca
Mark, who at one time was considered a rival for the top job.

Ms. Mark became chiel executive of the Azurix Corporation (news/quote) in 1999 after Enron spun off the company, its
global water business. But its financial performance was disappointing, and Ms. Mark left the company last vear. Enron
later agreed to buy back Azurix stock for less than half what public shareholders had paid.

02928

01300000001537

1/15/02



Page 1 of 3
Carleton, Nerman

From: Carlelon, Narmarn

Sant: Thursday, August 23, 2001 4:32 PM

To: Mowey, Michael, Hammes, Viva; Eichnar, Mallhew
Subject: FW: Enron articla (2)

Tracking: mecipient Delivery Read
Movey, Michael  Delivered: 8/23/01 4:32 PM Read: B724/04 9:38 AM
Harmres, Yiva Deadivernad: 8723001 4:32 PH
Eicher, Matthew Delivered: /2301 4:32 PH Read: B/23/04 10:59 PM

----- Original Message-—---

Fram: Norman Carleton [mailto: Morman, Carleton@waorl dnet.att.net]
Sent: Thursday, August 16, 2001 11:43 PM

Ta: Noemen Carlelon; norman, carlefani@dao, treas.goy

Subject: Enron artice (2)

B

AUG 16, 2001

Enron Head Seeks to Reassure Staff

By REUTERS

Filed at 4:48 p.m. ET 02929

HOUSTON (Reuters) - The chairman of Enron Corp. {news/quote) (ENE.N) on Thursday sought to reassure
employees that the energy giant's business was on firm footing as its stock faced a second day of brutal
prassure on Wall Street, following a top executive's shock resignation.

Kenneth Lay told employees at a companywide meeting that Enron's business was strong, despite the
extended pressure on its stock and heir apparent Jeff Skilling's unexpected resignation as president and
chief executive officer.

Lay, who was mel with a standing ovation when he took the podium, touched on a wide variety of topics
during the 90-minute meeting during which he took guestions and presented financial data he said proves

the company is strong.

“We've got a lot of great stuff going on and we're not getting much credit for it in the marketplace, but we
will," Lay said. "I do think the next several months and few years are going to be great for Enron.”

His comments came as Enron's stock saw its worst day in 19 months, closing down 5340 or 8.5 parcent at
$36.85 on the New York Stock Exchange. That brings its losses to roughly 13 percent since Skilling
announced his resignation after the market's close Tuesday.

Lay said he believed the energy giant's stock can sustain a price-to-eamings (P-E) multiple of 25-30 going
forward. It is about 20 right now, based on Wednesday's close,

| think the current business model can easily justify a 25-30 P-E, with the current business model and in the
current market,” Lay said. ““We can't get that 40-50 P-E back until we get our return on capital investment
/15502
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up.

Enron enjoyed the higher multiples as recently as March, but then the stock began an extended slump that
saw it lose about half its value.

WHO REPLACES SKILLING?

Though Lay took Skilling's duties over, he told employees that he expected to fill the void Skilling left in the
office of the chairman in the next few days. Skilling, 47, was chief operating officer before Lay handed him
the CED reins in February, and the COOQ position has remained unfilled since than.

The executive or executives who assumne the operational role Skilling had will largely be seen as the new
heir o heirs apparent to Lay, 59. Enron earlier said it would increase the office of the chaimnan, which
previously was occupied by Lay and Skilling, to include Lay and two understudies,

“Certainly, there is a hole in the office of the chairman, and we will be addressing that very soon. | think | told
some people yesterday that we were looking to do something probably in the next couple of days,” Lay said.

Lay reiterated that the succession will be internal, but did not elaborate on which executives ha would
choose.

MANY GLOBAL ASSETS TO GO 0 2 9 3‘ 0

The best way to return Enron's stock to its headier levels will be to get a higher return on capital investment,
he said, Enron hopes to glean billions from a sale of low-yield global assets, which it will then pour into high-
retumn businesses, Lay said.

“The quickest way to do that is to monetize some of these assets,” Lay said. " That doesn’t mean we're
going to monetize all of them.”

He said Enron will still be very active in Europe, Japan, Australia and other countries, and may star working
in developing countries at some point in the future.

Lay took more than a dozen guestions from the audience, with topics ranging from work-a-day issues like
how close cubicles will be spaced in Enron's new office building to the issue of what recourse there is for
employees who have stock options that are priced in the 380 range.

While he rebuffed a re-pricing of those options because “stockholders hate that,” he did say all employees
would be issued a new round of options that are priced at current levels.

Touching on another recent issue, Lay said Enron was in advanced talks to sell Oregon utility subsidiary
Porland General, which was to be sald to utility Sierra Pacificfor $3.1 billion until regulatory issues scutlled
the deal.

“\We have ancther transaction that is pretty far advanced and it might be a fransaction where we would even
maintain some ownership interest in that business for some time, But it's not far enough advanced to talk
about right now,” Lay said, not revealing the name of the potential buyer.

Askad if Enron's broadband arm would suffer more |layoffs if was not successful by year's end, Lay said he
theught "the odds of that are very, very small.” Lay said 500 people were taken cut of Enron's broadband
operation, with about half being laid off and the rest being redeployed within the company.

The underperformance of the broadband business, which coincided with the broad collapse of the
L1502
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telecommunications market, is among several problems that have dogged Enron [ately.

They include a costly payment fight with the Indian government over the $3 billion Dabhol power plant, the
vilification of Enron by California politicians who blame Texas companies for their power crisis, and the
breakup of a marguee video on-demand broadband Internet deal with Blockbuster Inc. (news/quota} (BBI.N).

Answering an employee question, Lay said thera was no truth to a rumor that Royal Dutch/Shell RD.AS
(SHEL.L) was planning a hostile takeover of Enron because of the stock's recent weakness.
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AUG 18, 2001

Enron Head Seeks to Reassure Staff
By REUTERS
Filed at 4:48 p.m. ET

HOUSTON {Reuters) - The chairman of Enron Corp. (news/quote) (ENE.N) on Thursday sought to reassure
employees that the energy giant's business was on firm footing as its stock faced a second day of brutal
pressure on Wall Street, following a top executive's shock resignation.

Kenneth Lay told employees at a companywide meeting that Enron’s business was strong, despite the
extended pressure on its stock and heir apparent Jeff Skilling's unexpected resignation as president and
chief executive officer.

Lay, who was met with a standing ovation when he took the podium, touched on a wide variety of topics
during the 90-minute meeting during which he teok questions and presented financial data he said proves
the company is strong.

“We've got a lot of great stuff going on and we're not getting much credit for it in the ma rkelplace, but we
will." Lay said. "'| do think the next several months and few years are going to be great for Enron.”

His comments came as Enron's stock saw its worst day in 19 months, closing down 33.40 or B.5 percent al
$36.85 on the New York Stock Exchange. That brings its losses to roughly 13 percent since Skilling
announced his resignation after the market's close Tuesday.

Lay said he believed the energy giant's stock can sustain a price-to-earnings (P-E) multiple of 25-30 going
forward. It is about 20 right now, based on Wednesday's close.

| think the current business model can easily justify a 25-30 P-E, with the current business model and in the
current market," Lay said. “"We can't get that 40-50 P-E back until we get our return on capital investment

up.
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Enron enjoyed the higher multiples as recently as March, but then the stock began an extended slump that
saw it lose about half its value,

WHO REPLACES SKILLING?

Though Lay took Skilling's duties over, he told employees that he expected to fill the void Skilling left in the
office of the chairman in the next few days. Skilling, 47, was chief operating officer before Lay handed him
the CEOQ reins in February, and the COO pasition has remained unfillad since then.

The executive or executives who assume the operational role Skilling had will largely be seen as the new
heir or heirs apparent to Lay, 59. Enron earlier said it would increase the office of the chairman, which
previously was occupied by Lay and Skilling, to include Lay and two understudies.

" Certainly, there is a hole in the office of the chairman, and we will be addressing that very scon. | think | told
some people vesterday that we were looking to do something probably in the next couple of days,"” Lay said.

Lay reiterated that the succession will be intemal, but did not elaborate on which executives he would
choose.

MANY GLOBAL ASSETS TO GO

The best way to return Enron's stock to its headier levels will be to get a higher return on capital investment,
he said. Enron hopes to glean billions from a sale of low-yield global assets, which it will then pour infe high-
retumn businesses, Lay said.

“*The guickest way to do that is to monetize some of these assets," Lay said. ~ Thal doesn't mean we're
going 1o monetiza all of them.”

He said Enron will still be very active in Europe, Japan, Ausftralia and other countries, and may start working
in developing countries at some point in the future.

Lay took more than a dozen questions from the audience, with tapics ranging from work-a-day issues like
how close cubicles will be spaced in Enron's new office building to the issue of what recourse there is for
employees who have stock options that are priced in the $80 range.

While he rebuffed a re-pricing of those options because "stockholders hate that," he did say all employees
would be issued a new round of options that are priced at current levels,

Touching on another recent issue, Lay said Enron was in advanced talks to sell Oregon utility subsidiary
Portland General, which was to be sold to utility Sierra Pacificfor $3.1 billion until regulatory issues scuttled
the deal.

“We have another transaction that is pretty far advanced and it might be a transaction where we would even
rmaintain some ownership interest in that business for some time. But it's not far enough advanced to talk
about right now,” Lay said, not revealing the name of the potential buyer.

Askad if Enron's broadband arm would suffer more layoffs if was not successful by year's end, Lay said he
thought *“the odds of that are very, very small." Lay said 500 people were taken out of Enron's broadband
operation, with about half being laid off and the rest being redeployed within the company.

The undemperformance of the broadband business, which coincided with the broad collapse of the
telecommunications market, is among several problems that have dogged Enron lately.
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They include a costly payment fight with the Indian government over the $3 billion Dabhol power plant, the
vilification of Enron by California politicians who blame Texas companies for their power crisis, and the
breakup of a marquee video on-demand broadband Internet deal with Blockbuster Inc. (news/quote) (BBIN)

Answering an employee question, Lay said there was no truth to a rumor that Royal Dutch/Shell RD.AS
(SHEL L) was planning a hostile takeover of Enron because of the stock's receant weakness.
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Il
AUG 15, 2001

Enron's Chief Executive Quits After Only 6 Months in Job

By RICHARD A. OPPEL Jr. with ALEX BERENSON

f =] o |ALLAS, Aug. 14 — Jeffrey Skilling. the chief executive of the Enron Corporation {news/quole), stunned Wall
_ Street today by announcing that he would quit after just six months in the job, calling the move a "purely
personal decision.”

Bul the abruptness of the departure lefl many analysts questioning whether a series of sctbacks the company has
suffered played a part in the decision.

Kenneth Lay, Enron's 59-year-old chairman, will step back into the position he left early this year after 13 years as chief
exccutive,

M. Lay, who onginally recruited Mr. Skilling to Enron, said tonight that he had agreed to stay on through the end of
2005 to "make sure we've got plenty of tme to wiork out an orderly succession.”

Mr, Skilling, 47, had been at the heart of the (ransformation of Enron from an old- line natural gas pipeline company to
the biggest and most aggressive of the new breed of unregulated energy traders that buy and sell hillions of dollars of
electricity and other commadities daily.

That strategy helped Enron's stock price soar during the last decade. But this year the company’s shares have fallen
gharply, as Enron has suffered from problems with its new broadband telecommunications trading unit, its mvestrment in
a large power plant in India, and criticism from officials in California, who hlame Enron and other energy companies fo
the collapse of the state's electricity market,

A former energy consultant at McKinsey & Company whao joined Enron in 1990, Mr. Skilling built its energy-trading
operations inte the company's most profilable unil, accounting for nearly $1.7 billion — or 85 percent - of operating
income last year. He became president and ehief operating officer m 1997, and in Fehruary of this vear became chief

executive.
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O a conference call, Mr. Skilling gaid he could not “stress enough that this has nothing to do with Enron.” He added
that "the reasons for leaving the business are personal, but I'd just as soon keep that private.”

r. Skilling, whe is diverced, has joint custody of three teenage children —a daughter, 17, and two sons, 14 and 11 —
with his ex-wife. Mr. Skilling, who will leave the board but will serve as a consultan lo the company, will ot roceive
any severance package because his departure is voluntary, Mr. Lay said.

Since May 2000, Mr. Skilling has sold at least 450,000 Enron shares worth at least $33 million, according to Sccurities
and Exchange Commission filings. He still owns ghout 1.1 million shares, the filings show.

* ahsolutely no accounting issue,” Mr. Lay told analysts, "no trading issue, no reserve issue, no previoushy unknown
problem issues” arc behind the departure, There will be "no change in the performance or outlook of the company going
forward,” he added.

He alse said the company was on track to meet analysts’ eamings expeclations, which are about $1.80 a sharc this year
afd $2.15 mext year,

On the call, Mr. Skilling said that “in general there have been a lot of issucs” that have buffeted the company this year,
but he said that he believed Enron had already surmounted most of them. "Now is the time" to step down, he said,
"hecause | think we've got a lot of these things hehind us.”

Nonetheless, the move jolted analysts, who, despite the stock’s recent slide and the company's other problems, saw Mr.
Skilling as the unquestioned leader 1o follow Mr. Lay.

in after-hours trading, shares of Enron fell about 8 percent, to 539,35, That fall follows a plunge of almost 50 percent
since January in the stock, which had closed in regular trading at £42.93, up T8 cents, The news of the executive
changes came after the market closed.

"I'm surprised and I'm stunned,” said Philip K. Verleger, an energy econamist with the Brattle Group, a consulting firm
in Cambridge, Mass, "Skilling was the guy who executed the growth in the trading business.”

Investors have become increasingly concemned that a surge in new power plant construction will lead (o a glut of
electricity within a few years and lower the value of Enron's role as a middleman between plant owners and electricity
usets. In addition, the company's efforts Lo enter {he water business have fared poorly, and its broadband trading
operation has become a cash drain.

Mr. Skilling's promotion early this year came after several crucial Enron executives resigned. These included Rebecca
wark, who at one lime was comgidered a rival for the top job.

Ms. Mark became chief executive of the Azunx Corporation (news/quote) in 1999 after Enron spun off the company, its
alobal water business. Bul its financial performance was disappointing, and Ms. Mark left the company last year. Enron
later agreed to buy back Azurix stock for less than half what public sharcholders had paid.
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