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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.

01300000000053



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
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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.
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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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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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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.

1