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FINANCIAL COLLAPSE OF ENRON CORPORA-
TION, WITH FOCUS ON ENRON’S INSIDE
AND OUTSIDE COUNSEL

THURSDAY, MARCH 14, 2002

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2322, Rayburn House Office Building, James C. Greenwood (chair-
man) presiding.

Members present: Representatives Greenwood, Stearns, Burr,
Whitfield, Bass, Tauzin (ex officio), Deutsch, Stupak, Strickland,
DeGette, and Dingell (ex officio).

Also present: Representatives Markey, Green, and Waxman.

Staff present: Tom Dilenge, majority counsel; Mark Paoletta, ma-
jority counsel; Brendan Williams, legislative clerk; Mike Geffroy,
majority counsel; Will Carty, legislative clerk; Peter Kielty, legisla-
tive clerk; Shannon Vildostegui, majority counsel; David Cavicke,
majority counsel; Brian McCullough, majority professional staff;
Edith Holleman, minority counsel; Consuela Washington, minority
counsel; Chris Knauer, minority investigator; and Jonathan
Cordone, minority counsel.

Mr. GREENWOOD. The hearing will come to order.

Witnesses may be seated at the table. Good morning and wel-
come to the Subcommittee on Oversight and Investigations’ ongo-
ing inquiry into the financial collapse of the Enron Corporation.

Today we are going to examine elements of Enron’s structure of
corporate governance. The words “corporate governance” describe
the entire architecture of how a modern corporation is managed on
behalf of its investors and stockholders, its customers, and its em-
ployees.

This encompasses executives at every level, corporate accounting
teams, corporate counsel, senior managers, and the Board of Direc-
tors. It also includes the outside expert advice, often consultants,
attorneys, and accountants, that senior management, the Board of
Directors, or the Audit Committee of the Board retained to provide
advice on a wide array of issues. These issues ranged from human
resources to tax analyses to producing an audited financial state-
ment.

Up to this point, our work has focused primarily on what went
wrong at Enron. Through our work we have been able to cast a
considerable amount of light on the people and transactions behind
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this company’s unparalleled failure. As a result of this effort, we
have been able to slowly parse the complex of self-dealing trans-
actions that contributed to Enron’s dramatic descent into bank-
ruptcy.

We have also acquired a more complete understanding of how
these highly irregular transactions were cloaked behind a curtain
of nearly impenetrable financial arrangements. We know much
more, too, about the individuals who devised and implemented
these schemes.

And it becomes increasingly clear that the collapse of Enron,
which was greeted with such surprise by investors, shareholders,
customers, analysts, and employees alike, was more than mere
happenstance. Instead, a complex infrastructure of ill-defined part-
nerships, hedges, collars, and various other off-the-books trans-
actions were purposefully designed to mislead shareholders about
Enron’s precarious financial position.

Phantom assets and phantom earnings were created in order to
create phantom wealth. Sadly, the investors and employees who
risked their fortunes and their futures were very real, and they
suffered very real losses.

Among the many mysteries yet surrounding this collapse, one in
particular has emerged. What role, whether by omission, commis-
sion, did Enron’s corporate governance team play in the slide into
bankruptcy and the increasing reliance on riskier and riskier trans-
actions to keep Enron afloat?

It is especially important to undertake this examination, since
we now know that many of the seeds of this particular financial
tragedy were sewn years ago. How is it, then, that the Board of Di-
rectors and senior management failed to red flag flagrant issues of
conflict of interest and highly questionable transactions behind sev-
eral key partnerships, such as the Chewco deal and the various
LJM associated transactions?

What we have discovered to date amounts to a systemic failure
on the part of Enron’s legal and accounting personnel, as well as
outside counsel and accountants, both to discover these problems
and to warn of their dangers. Clearly, no actions were taken to pre-
vent the ensuing disaster.

A few courageous individuals attempted to raise the alarm, but
either their warnings came too late or too half-heartedly. Or per-
haps the right people didn’t hear the alarms.

This disserving situation brings us to the question at hand today.
Where were the faithful stewards of Enron? In particular, where
were the people whose fiduciary duty it was to guard against hid-
den dangers and to protect the interests of Enron and its share-
holders? Where were the professionals whose job it was to ferret
out wrongdoing and guard against malfeasance? What, if any, ac-
tions did they either take or recommend to put an end to those ir-
responsible actions which eventually led to Enron’s demise?

This phase of our hearing involves the people who were paid to
have known better, and who should have done more, much more,
the accountants and lawyers. Next week we will have a chance to
hear from the accountants. This morning we have before us the at-
torneys, Enron’s inside and outside counsel.
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I look forward to this opportunity to listen to their testimony
about a wide array of issues, particularly their actions and advice
surrounding the many dubious related party transactions. For ex-
ample, I'd like to get a clearer understanding of the attorneys’ as-
sessments and advice on the thorny ethical problems surrounding
the two LJM partnerships which did business with Enron, even
though these partnerships created a clear conflict of interest with
Enron’s former CFO Andy Fastow, who succeeded in having a fi-
nancial stake on both sides of the transactions.

I would like to know why legal counsel worked so hard to mini-
mize what Mr. Fastow disclosed about his financial arrangements
with the partnerships in proxy filings. Was his comfort level about
disclosure more compelling than the interests of Enron and its
shareholders in ensuring that he wasn’t benefiting improperly at
their expense?

I would like to learn about the attorney’s role and advice in the
formation and evidence of the LJM Enron transaction approval
process. It was this document that was supposed to manage the in-
evitable conflicts arising out of such a curious arrangement and en-
sure the fairness of these transactions to Enron and its share-
holders.

Why did it take so long for the lawyers to catch inherent weak-
nesses in the process? And why weren’t these corrected in a timely
manner?

I also want to know why no one seemed to be monitoring the ac-
tions of senior Enron employees working on behalf of outside inter-
ests, and why the LJM2 private placement memorandum, in which
Mr. Fastow and other Enron employees were marketing their ac-
cess to inside information, failed to raise any red flags to those re-
sponsible for looking out for Enron’s interests?

We are not looking at 1 or 2 missteps here, but a pattern of be-
havior characterized by neglect and avoidance by Enron’s legal ad-
visors. We will also look at the series of decisions and actions fol-
lowing Sherron Watkins’ letter to Kenneth Lay. Who made the de-
cision that the investigation of her serious allegations by Enron’s
outside counsel, Vinson & Elkins, should be so limited, and on
whose advice?

We have a lot of ground to cover, so let me thank the witnesses
who have come today. You all have been responsive to our requests
for interviews, and we appreciate that. We also appreciate that you
have come here voluntarily to try to help us understand your role
in these matters. We thank you again.

I will now recognize the ranking member, the gentleman from
Florida, Mr. Deutsch.

[The prepared statement of Hon. James C. Greenwood follows:]

PREPARED STATEMENT OF HON. JAMES C. GREENWOOD, CHAIRMAN, SUBCOMMITTEE
ON OVERSIGHT AND INVESTIGATIONS

Good morning, and welcome to the Subcommittee on Oversight and Investigations’
ongoing inquiry into the financial collapse of the Enron Corporation. Today, we are
going to examine elements of Enron’s structure of “Corporate Governance”. The
words Corporate Governance describe the entire architecture of how a modern cor-
poration is managed on behalf of its investors and stockholders, its customers and
its employees.

This encompasses executives at every level, corporate accounting teams, corporate
counsel, senior managers and the Board of Directors. It also includes the outside
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expert advice, often consultants, attorneys and accountants, that senior manage-
ment, the Board of Directors or the Audit Committee of the Board, retain to provide
advice on a wide array of issues.These issues range from human resources to tax
analyses, to producing an audited financial statement.

Up to this point, our work has focused primarily on what went wrong at Enron.
Through our work, we have been able to cast a considerable amount of light on the
people and transactions behind this company’s unparalleled failure.

As a result of this effort, we have been able to slowly parse the complex web of
self-dealing transactions that contributed to Enron’s dramatic decent into bank-
ruptcey.

We have also acquired a more complete understanding of how these highly irreg-
ular transactions were cloaked behind a curtain of nearly impenetrable financial ar-
rangements. We know much more too about the individuals who devised and imple-
mented these schemes.

And it becomes increasingly clear that the collapse of Enron, which was greeted
with such surprise by investors, shareholders, customers, analysts and employees
alike, was more than mere happenstance. Instead a complex infrastructure of ill-
defined partnerships, hedges, collars, and various other off-the-books transactions
were purposefully designed to mislead shareholders about Enron’s precarious finan-
cial position. Phantom assets and phantom earnings were created out of whole cloth
in order to create phantom wealth. Sadly, the investors and employees who risked
their fortunes and their futures were very real and they suffered real losses.

Among the many mysteries yet surrounding this collapse, one in particular has
emerged. What role, whether by omission or commission, did Enron’s corporate gov-
ernance team play in the slide into bankruptcy and the increasing reliance on
riskier and riskier transactions to keep Enron afloat?

It is especially important to undertake this examination, since we now know that
many of the seeds of this particular financial tragedy were sewn years ago. How
is it then that the Board of Directors and senior management failed to red flag fla-
grant issues of conflict of interest and highly questionable transactions behind sev-
eral key partnerships—such as the Chewco deal and the various LJM-associated
transactions?

What we have discovered to date amounts to a systemic failure on the part of
Enron’s legal and accounting personnel, as well as outside counsel and accountants,
both to discover these problems and to warn of their dangers. Clearly no actions
were taken to prevent the ensuing disaster.

A few courageous individuals attempted to raise the alarm, but either their warn-
ings came too late or too half-heartedly. Or perhaps the right people didn’t hear the
alarm. This disturbing situation brings us to the question at hand today:

Where were the faithful stewards of Enron? In particular, where were the people
whose fiduciary duty it was to guard against hidden dangers and to protect the in-
terests of Enron and its shareholders? Where were the professionals whose job it
was to ferret out wrongdoing and guard against malfeasance? What, if any actions
did they either take or recommend to put and end to those irresponsible actions
which eventually led to Enron’s crack-up?

This phase of our hearing involves the people who were paid to have known bet-
ter, and who should have done more... much more—the accountants and the law-
yers. Next week we’ll have a chance to hear from the accountants. This morning,
we have before us the attorneys—Enron’s inside and outside counsel.

I look forward to this opportunity to listen to their testimony about a wide array
of issues, particularly their actions and advice surrounding the many dubious “re-
lated party transactions”.

For example, I would like to get a clearer understanding of the attorneys’ assess-
ment and advice on the thorny ethical problems surrounding the two LJM partner-
ships, which did business with Enron even though these partnerships created a
clear conflict of interest with Enron’s former CFO Andy Fastow...who succeeded in
having a financial stake on both sides of the transactions.

I would like to know why legal counsel worked so hard to minimize what Mr.
Fastow disclosed about his financial arrangements with the partnerships in proxy
filings.

Was his comfort-level about disclosure more compelling than the interests of
Enron and its shareholders in ensuring that he wasn’t benefiting improperly at
their expense?

I would like to learn about the attorneys’ role and advice in the formation and
evolution of the LJM-Enron transaction approval process.it was this process that
was supposed to manage the inevitable conflicts arising out of such a curious ar-
rangement and ensure the fairness of these transactions to Enron and its share-
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holders. Why did it take so long for the lawyers to catch inherent weaknesses in
the process? And why weren’t these corrected in a timely manner?

I also want to know why no one seemed to be monitoring the actions of senior
Enron employees working on behalf of outside interests. And why the LJM2 private
placement memorandum—in which Mr. Fastow and other Enron employees were
marketing their access to insider information—failed to raise any red flags to those
responsible for looking out for Enron’s interests?

We are not looking at one or two missteps here, but a pattern of behavior charac-
terized by neglect and avoidance by Enron’s legal advisors.

We'll also look at the series of decisions and actions following Sherron Watkin’s
letter to Kenneth Lay. Who made the decision that the investigation of her serious
allegations by Enron’s outside counsel, Vinson & Elkins, should be so limited? And
on whose advice?

We’ve got a lot of ground to cover. So let me thank the witnesses who have come
today. You all have been responsive to our requests for interviews and we appre-
ciate that. We also appreciate that you have come here voluntarily to try to help
us understand your role in these matters. Thank you again.

I will now recognize the Ranking Member.

Mr. DEUTsCH. Thank you, Mr. Chairman. And the reason I asked
staff to put up this chart is this is a chart that we showed at the
hearing with the Enron executives of one of the 4,000 partnerships.
And we have looked inside of the partnership at this point in time,
and I guess I feel comfortable saying that at least this partnership
was illegal, because if we look inside of the partnership it did not
have a business purpose.

And we can get into the details at a later date, but my under-
standing is that at least the structure of the partnership was ap-
proved by Mr. Derrick and by Mr. Astin. And I guess in the ques-
tioning, I guess I am going to ask you direct questions about if we
now know, or at least you can disagree with my assessment, that
the partnership itself was a violation of security laws. The struc-
ture might not have been, but inside, why did, you know, as attor-
neys representing a client and representing your company, did we
miss that?

And since my understanding is the structure of the partnerships
were not that much different, and we know that some—at least
several of the others that we have been able to understand and
really delve into, also did not have business purposes. Why did that
occur?

So I yield back the balance of my time and look forward to ques-
tions.

Mr. GREENWOOD. The Chair thanks the gentleman from Florida
and recognizes the Chairman of the full committee, the gentleman
from Louisiana, Mr. Tauzin.

Chairman TAUZIN. Thank you, Mr. Chairman. And let me com-
mend you again for doing such a thorough job throughout this proc-
ess, and for the great assistance the minority has provided and
partnership in which this investigation has occurred.

This subcommittee’s task has been to investigate the reasons be-
hind the sad tale of Enron’s collapse, so that the full committee can
understand what went wrong, so that our committee and our com-
mittees of Congress might address, legislatively if necessary, some
of these problems.

Only by accurately identifying the basic problems can we accu-
rately identify an appropriate remedy. I believe we have gone a
long way toward this goal, but we have more to learn. And we have
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been able to begin exploring remedies because of the subcommit-
tee’s good and instructive work, and I want to thank you for that.

This morning we turn, of course, to the attorneys in the equation,
the people whose duty it was to protect the legal interest of Enron
and its shareholders, and I look forward to hearing what they have
to say for themselves.

Last month when we had Sherron Watkins before us I pointed
out a legal doctrine known as the Doctrine of Last Clear Chance.
It holds that basically, even if you are totally in the right on the
highway, if you had the last clear chance to avoid a crash, you
could be responsible for what happened if you didn’t exercise the
last clear chance to avoid that accident.

Indeed, Sherron Watkins offered Enron’s leadership a last clear
chance to avoid the crash, not to avoid a total loss, not to avoid
damage, but to avoid potentially a total crash. And what strikes me
today about her action as a loyal employee was that Sherron Wat-
kins was not an attorney. She did the right thing, I think, but she
did something that was technically not her job, something that
might more directly be associated with the legal team, counsel’s of-
fice. Vinson & Elkins’ team was responsible, basically, for helping
Enron make the right legal choices.

I think, in some respects, the folks who literally had that respon-
sibility and who could have helped avoid the last clear chance, and,
therefore, this accident, are with us today, and we intend to learn
as much as we can about what went wrong. Why didn’t this team
and the counsel’s office at Enron see these problems as clearly as
a non-attorney, Sherron Watkins, did?

Well, it is clear from my investigations that others in the com-
pany, particularly the Board of Directors, either relied upon the su-
pervision of the legal team and the accounting firm, as Mr. Skilling
claims to have done, or they are hiding behind that assertion to
hide the problems of their own failure to supervise the conduct of
some of their employees.

I understand that arrangements of duties and functions among
attorneys are complex. I am an attorney myself, and I understand
those complexities. Responsibilities, in fact, at Enron were divided,
and I know that Enron was a huge and a complicated operation,
so I want to hear your sides of the story as carefully as we can,
and to understand it as carefully as we can.

But we want to hear about the LJM transactions, the approval
processes, which were meant to prevent the CFO from taking ad-
vantage of the company and its shareholders. All of these controls
the Board told us about, you were asked to examine, when, in fact,
Mr. Lay’s attention was brought to these problems, and he asked
for assistance from his counsel’s office and eventually from the
legal team who were hired to protect the company.

I want to know why the outside counsel, the duty to make sure
these extremely complex transactions would not put Enron at risk,
eventually signed off on it and ended up providing legal cover for
what would turn out to be a very destructive transaction—set of
transactions.

I want to know why when Mr. Lay was advised by Ms. Watkins
that the company was about to implode, that individuals had
breached their fiduciary duty and were investors, and had breached



7

their ethical duty and were crossing the line by making money
from these transactions, and she requested that an outside legal
team look at what happened, and she requested that outside audi-
tors look at what happened, why it was that the counsel’s office
ended up, instead, turning to the same legal team whose duty it
had been in the first place to prevent those transactions from en-
dangering the company, turning to them to ask them if it was a
good idea to get an outside legal team and then receiving a reply,
I suppose that you could sort of guess would be coming, that, no,
everything is okay, we don’t need a legal team to look over our
shoulder and tell us we did a good job or a bad job.

Why, instead, wasn’t an outside legal team called in to look at
whether or not people had adequately protected the company? And
why it was, at that point, that counsel’s office said maybe it isn’t
a good idea to get some outside auditors in and check and see
whether the auditors hired by the company had led us astray.

Why, instead, the same legal team is called in to give advice to
the president of the company that, no, you don’t need anybody else
to look at this, everything is okay. It is a pretty serious problem.

Mr. Chairman, I look forward to this hearing and look forward
to giving these important witnesses a chance to clarify these ques-
tions and to help us understand these complex relationships. I
yield back my time.

[The prepared statement of Hon. W.J. “Billy” Tauzin follows:]

PREPARED STATEMENT OF HON. W.J. “BILLY” TAUZIN, CHAIRMAN, COMMITTEE ON
ENERGY AND COMMERCE

Thank you Chairman Greenwood. And let me commend you for doing such a thor-
ough job throughout this process. This Subcommittee’s task has been to investigate
the reasons behind this sad tale of Enron’s collapse, so that the Full Committee can
understand what went wrong.

Only by accurately identifying the basic problems can we accurately identify an
appropriate remedy. And I believe we’ve gone a long way towards this goal. We have
more to learn, but we’ve been able to begin exploring remedies because of the Sub-
committee’s good and instructive work, and I thank you for that.

This morning we turn to the attorneys—the people whose duty it was to protect
the interests of Enron and its shareholders. I look forward to hearing what they
have to say for themselves.

Last month, when we had Sherron Watkins before us, I pointed to a legal doctrine
known as the last clear chance; this holds that, basically, even if you’re totally in
the right on the highway, if you had that last clear chance to avoid a crash, you
could be responsible for what happened.

Sherron Watkins offered Enron’s leadership that last clear chance to avoid the
crash. And what strikes me today about her action as a loyal employee was that
Sherron Watkins was not an attorney. She did the right thing, but she did some-
thing that was not in her job description, something not directly associated with her
function at Enron.

What also strikes me is that some of the people who should have shown Enron
leadership the proper course—who could have prevented the crash—are sitting be-
fore us today. They could have acted before matters got out of hand. They could
have been more skeptical of the proposals and promises of the business teams. They
could have looked to learn what was really happening, and warned Enron leader-
ship about what they found. But they didn”t do this. They were not around to pro-
vide a last clear chance to save the company.

I think it says something when you have non-attorneys doing what attorneys are
supposed to be doing. The attorneys are the people others rely upon to make sure
matters are okay, are legal, are not going to put a company at undue risk.

They're the adult supervision. And it’s clear from our investigation that others in
the company, particularly on the Board of Directors, either relied on this super-
vision, or—as Mr. Skilling seems to have done—hid behind it to excuse their ac-
tions.
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Now I understand the arrangements of duties and functions among the attorneys
was complex. Responsibilities were divided. I know that Enron was a huge and com-
plicated operation. And so I want to hear their side of the story.

I want to hear from them about the LJM transaction approval process, which was
meant to prevent the CFO from taking advantage of the company and its share-
holders. I look forward to learning about the attorney reactions to emerging warn-
ings that the process was flawed, that questionable negotiations were taking place,
that there were potentially serious problems to investigate.

I want to know why outside counsel, with the duty to make sure extremely com-
plex transactions would not put Enron at risk, saw fit to sign off—providing the
legal cover for what would turn out to be very destructive transactions indeed.

We do have a lot to cover this morning, Mr. Chairman. And I too would like to
thank the witnesses for coming before us this morning. They’ve been responsive to
our staff’s requests and I thank them for their willingness to help us accurately
identify the problems here.

I yield back.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes for 3 minutes for an opening statement the gentlelady from—
I beg your pardon. The Chair recognizes the ranking member of the
full committee, the gentleman from Michigan, Mr. Dingell.

Mr. DINGELL. Mr. Chairman, I thank you for your courtesy. I
commend you for these hearings and for the inquiry by this sub-
committee into the matters now under consideration.

I want to depart from my prepared statement just to commend
my friend, the Chairman, also of the full committee for the courage
and the energy which he has brought to the matters before us, and
to express to him my respect and affection.

Mr. Chairman, one of the things that struck me as we get deeper
and deeper into the Enron investigation is the ability of almost all
of the people involved to disclaim knowledge of, or responsibility
for, any of the events that caused Enron’s collapse.

I remember a case when I was a young lawyer in the Detroit
River area. Three ships had collided in a fog in the middle of the
Detroit River, and in the case the judge observed that this event
could not have occurred because of the testimony of all the wit-
nesses indicated that none of the vessels was within three-quarters
of a mile of the point of impact.

The most notable of those proclaiming lack of knowledge and re-
sponsibility are Messrs. Skilling, the former president and chief ex-
ecutive officer, and Lay, the chairman of the board. Now, although
Mr. Skilling is widely understood to have been the architect of
Enron as an asset-lite energy trading company with an increasing
off-balance-sheet debt load, he presents himself as the unfortunate,
unknowing “victim” of some as-yet-undefined forces of the market-
place.

Mr. Lay, who was CEO during all of Enron’s history except the
last 6 months when Mr. Skilling held the job, claims that he knew
even less. Yet most of these top officers ran a company which nu-
merous former and current employees have described as “crooked,”
a “pyramid scheme,” the home of “house of cards accounting,” a
place where you “drank the Kool-aid” instead of questioning what
was going on, and fed the earnings “monster” with more and more
questionable deals.

Moreover, the Board of Directors, from one end to the other, was
asleep. For example, they never even bothered to find out how
much Andrew Fastow, the company’s chief financial officer, was
making on his side deals with the company. To this day, neither
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the Board nor anyone at the top levels of Enron knows exactly how
much Mr. Fastow made on those deals. Nor did the Board bother
to check if the controls it had ordered to keep these deals above-
board were actually being carried out.

Today we are going to hear more disclaimers of responsibility.
Today we are going to hear from lawyers who will disclaim with
great diligence. Some asked questions, but never followed up, and
we will hear from other lawyers who knew of problems but never
asked questions. For example, both the in-house and outside law-
yers who represented Enron in the related-party transactions in-
volving Mr. Fastow and Mr. Michael Kopper, who worked with Mr.
Fastow, will tell us that.

It wasn’t their responsibility to make sure that Enron or its ac-
countants knew about the side guarantee with Barclay’s Bank that
brought down the Jedi-Chewco deal.

It wasn’t their responsibility to make sure that Mr. Kopper’s in-
terest in Chewco was approved by the Office of the Chairman and
known by the Board of Directors, even though these lawyers knew
it was a conflict of interest violation.

It wasn’t their responsibility to make sure the many deals made
between Mr. Fastow’s LJM entities and Enron were actually at
arm’s length and represented a fair deal for Enron in both the
short and the long term.

We will hear that most of these lawyers didn’t even know what
controls were required by the Board of Directors to try and keep
related-party deals above-board. They were told that the Board had
approved the relationship with Mr. Fastow, and that was enough.
Sometimes they even relied on Mr. Fastow himself as justification.

We will hear from lawyers who tried to find out how much Mr.
Fastow made so it could be included in Enron’s proxy, but when
Mr. Fastow refused to tell them, their response was, “Next year we
will do it.” We will hear that lawyers were not responsible for ask-
ing about accounting decisions. We will hear from lawyers who ig-
nored, rationalized, or even discounted problems brought to the
company’s attention by Sherron Watkins and others.

Maybe the lawyers involved in the Enron mess were simply
doing their job. I find this a most troublesome prospect. And I
would note that it appears that the legal profession may have
changed in the 50 years since I was sworn in to the bar. At that
time, we thought that it was the responsibility of the lawyer to
serve with the highest integrity and responsibility, to protect the
interests of the clients, and to see to it that justice is done.

Until this fiasco, then, I had always thought of lawyers as more
than highly paid technicians. In this case, I was apparently wrong.
It is very sad, Mr. Chairman.

Thank you.

[The prepared statement of Hon. John D. Dingell follows:]

PREPARED STATEMENT OF HON. JOHN D. DINGELL, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF MICHIGAN

Thank you, Mr. Chairman. One of the things that has struck me as we get deeper
and deeper into the Enron investigation is the ability of almost all of the people in-
volved to disclaim knowledge of, or responsibility for, any of the events that caused
Enron’s collapse. The most notable of these are, of course, Jeffrey Skilling, the
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former president and chief executive officer, and Kenneth Lay, the chairman of the

board.

Although Mr. Skilling is widely understood to have been the architect of Enron
as an asset-light, energy trading company with an increasing off-balance-sheet debt
load, he presents himself as a unknowing “victim” of some as-yet-undefined forces
of the marketplace. Mr. Lay, who was CEO for all of Enron’s history except the six
months when Mr. Skilling held the job, claims to know even less. Yet both of these
top officers ran a company which numerous former and current employees have de-
scribed as “crooked,” a “pyramid scheme,” the home of “house of cards accounting,”
a place where you “drank the Kool-aid” instead of questioning what was going on,
and fed the earnings “monster” with more and more questionable deals. Moreover,
the Board of Directors was asleep. For example, it never even bothered to find out
how much Andrew Fastow, the company’s chief financial officer, was making on his
side deals with the company. To this day, neither

the board nor anyone at the top levels of Enron knows exactly how much Mr.
Fastow made on those deals. Nor did the board bother to check if the controls it
had ordered to keep these deals above-board were actually being carried out.

Today, we will hear more disclaimers of responsibility. We will hear from lawyers
who asked questions, but never followed up. And we will hear from lawyers who
knew of problems, but never asked questions. For example, both the in-house and
the outside lawyers who represented Enron in the related-party transactions involv-
ing Mr. Fastow and Michael Kopper, who worked for Mr. Fastow, will tell us that:
—It wasn’t their responsibility to make sure that Enron or its accountants knew

about the side guarantee with Barclay’s bank that brought down the JEDI-
Chewco deal.

—It wasn’t their responsibility to make sure that Mr. Kopper’s interest in Chewco
was approved by the Office of the Chairman and known by the Board of Direc-
tors, even though these lawyers knew it was a conflict of interest violation.

—It wasn’t their responsibility to make sure the many deals made between Mr.
Fastow’s LJM entities and Enron were actually at arm’s length and represented
a fair deal for Enron in both the short and the long term.

We will hear that most of these lawyers didn’t even know what controls were re-
quired by the Board of Directors to try to keep the related-party deals above-board.
They were told that the board had approved the relationship with Mr. Fastow, and
that was enough. Sometimes they relied on Mr. Fastow himself as justification.

We will hear from lawyers who tried to find out how much Mr. Fastow made so
it could be included in Enron’s proxy, but when Mr. Fastow refused to tell them,
their response was—“next year we’ll do it.” We will hear that lawyers were not re-
sponsible for asking about accounting decisions. And we will hear from lawyers who
ignored, rationalized, or discounted problems brought to the company’s attention by
Sherron Watkins and others.

Maybe all the lawyers involved in the Enron mess were simply doing their job—
a most troublesome prospect. Until this fiasco, I had always thought of lawyers as
more than just highly paid technicians. In this case, I apparently was wrong.

Mr. GREENWOOD. The Chair thanks the gentleman from Michi-
gan and recognizes the gentleman from Florida, Mr. Stearns, for 3
minutes.

Mr. STEARNS. Good morning, and thank you, Mr. Chairman, for
holding this hearing. And let me again commend the staff for the
very significant and competent job they are doing in preparing us
and getting the witnesses here.

Mr. Chairman, over the course of the hearings we have had on
this, we have learned of Enron’s collapse, that it was basically a
complete failure and a meltdown of fundamental responsibilities
and oversight. We have heard from a number of Enron and Ander-
sen officials and have developed what we think is a very good
record of all of these transactions.

LJM, the Raptor, the Chewco, were developed and managed and
hidden from scrutiny—this despite the numerous officials pleading
the Fifth Amendment here in front of our committee in response
to the subcommittee’s questioning. So this hearing is very perti-
nent.
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Mr. Chairman, I went on the internet to look up the American
Bar Association’s website to get and understand its model rules for
professional conduct. And it is interesting, the first rule for lawyers
under the rules for professional conduct is competence. And, my
colleagues, let me just read what it says. “A lawyer shall provide
competent representation to a client. Competent representation re-
quires the legal knowledge, skill, thoroughness, and preparation
reasonably necessary for preparation.”

So, Mr. Chairman, let us look at our hearing in perspective. In
fact, let us get to the nitty-gritty. Our witnesses before us today are
all attorneys. Their job was to be the legal watchdog for Enron’s
transaction. From the information we have discovered we are faced
with this question: was the failure of oversight and responsibility
due to a lack of competence or to a measure of culpability?

Mr. Chairman, Jan Avery was a woman who was an accountant
at Enron in 1993. She put herself through college going at night.
She didn’t have polo shirts on and khakis when she came to work.
She came in a suit. In 1993, she was given a thin manilla folder
containing three sheets of paper. On one there was a number, $142
million.

This was the routine loss. It was a staggering amount for this
company and for this young accountant to understand. So she said,
“Where are the books for Enron Oil? How am I supposed to justify
$142 million loss for State tax purposes?”

Mr. Chairman, no one could answer her in Enron Company. So
I go back. We have lawyers here whose responsibility was to be the
watchdog and protect Enron. If this woman accountant at Enron
knew in 1993 that there was a problem, surely the people at this
front desk should have provided advice that was more competent
than this young woman who put herself through night school as an
accountant.

So we are here today to find out what happened. And so, Mr.
Chairman, I commend you and your staff.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes for 3 minutes for the purpose of an opening statement the
gentlelady from Colorado, Ms. DeGette.

Ms. DEGETTE. Thank you, Mr. Chairman. Mr. Chairman, this in-
vestigation has really seemed to me like piecing together a big jig-
saw puzzle. And we have looked at a number of the pieces of the
puzzle so far. We have heard from senior management from Enron
of all different flavors. We have heard from the Board of Directors.
We have heard from the auditors. We have heard from outside ex-
perts. And until today there has been a big piece of that puzzle
right in the middle missing, and that is the attorneys who were ad-
vising Enron throughout the events that we all know so well at
this point.

I am looking forward to hearing what the attorneys have to say
today. And, in particular, I am interested in Vinson & Elkins’ rep-
resentation of their client, and, in particular there, I am interested
in this preliminary investigation of allegations that Vinson & Elk-
ins did from Sherron Watkins’ memo. The reason I am interested
in this is I think it is almost a parable for what happened through-
out Enron and for what happened from all of the experts that were
advising Enron, because Ms. Watkins said in her memo to Mr. Lay,
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“I am incredibly nervous that we will implode in a wave of account-
ing scandals. My 8 years of Enron work history will be worth noth-
ing on my resume. The business world will consider the past suc-
cesses as nothing but an elaborate accounting hoax.”

So what does Vinson & Elkins do when Enron asked them to do
a so-called independent investigation of these allegations? Vinson
& Elkins says, “It was decided that our initial approach would not
involve the second-guessing of the accounting advice and treatment
provided by Arthur Andersen. There would be no detailed analysis
of each and every transaction, and there would be no full-scale dis-
covery-style inquiry.”

If the allegation is that there are accounting problems, how on
earth can you have any kind of analysis when you don’t look at the
accounting in coming up with your assessment?

These and many other questions I am sure will be made clear
today, Mr. Chairman, and I am looking forward to hearing the tes-
timony.

Thank you, and I yield back the balance of my time.

Mr. GREENWOOD. The Chair thanks the gentlelady and recog-
nizes the gentleman from North Carolina, Mr. Burr, for 3 minutes
for an opening statement.

Mr. BURR. Thank you, Mr. Chairman. Let me take this oppor-
tunity to thank our witnesses today for their willingness to come
in as we continue to peel the layers of the onion back and try to
figure out exactly what happened.

Mr. Chairman, let me commend you. The way that you have
structured these hearings, the patience that you have shown, rath-
er than to run out and grab headlines, we have tried to put people
together that could provide facts. And I want to just turn to some
testimony that we are going to hear today from one of the partners
at Vinson & Elkins.

And that testimony says the Enron bankruptcy filings—Enron
listed more than 400 law firms as having represented them. Clear-
ly, this was not a situation where Enron fell in trouble because
they didn’t seek or have provided for them enough legal help.
Enron’s legal affairs were directed by a highly sophisticated in-
house legal department consisting of approximately 250 in-house
lawyers. Clearly, they had at their fingertips expertise that most
companies don’t have.

Enron recruited and employed experienced, highly capable and
well qualified attorneys, many of whom had previously practiced in
large law firms. There is experience within this company that cer-
tainly dispels any belief that maybe they were ill advised.

And it goes on in the testimony to say about the report, specifi-
cally, the report that Vinson & Elkins was asked to prepare and
to hand over to the company, it says, “The report did conclude that
no further investigation was necessary because the appropriate
senior-level officers of Enron were fully aware of the primary con-
cerns of Ms. Watkins, that Ms. Watkins wanted Mr. Lay to ad-
dress, and had, in fact, already addressed them.”

Ladies and gentlemen that are here today, let me assure you
that we have had some Enron officials who have sat before us and
said they didn’t know, they can’t remember. Today I hope you will
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help us fill in those blanks of who knew, who should remember,
and who was told.

I thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman, Mr. Stupak, for 3 minutes for an opening
statement.

Mr. STUPAK. Thank you, Mr. Chairman. Over the brief Presi-
dent’s Day district work period, I held three town hall meetings in
my northern Michigan district, just as I am sure many of my col-
leagues did. The No. 1 issue I heard about from my constituents
was not the current budget proposals, not a desire for tax cuts, not
even the war against terrorism, although they are very concerned
about it.

The No. 1 issue raised by people in my town hall meetings was
the Enron collapse and their passionate desire to see that justice
is served.

My district is about as far away as you can get from Houston,
Texas, without leaving the continental United States. But constitu-
ents seem to feel a bond with the Enron employees and their share-
holders.

Mr. Chairman, my constituents, like many of us, are saddened.
They are angry, and they are frustrated. They are saddened to see
the lives of so many Enron employees shattered. They are angry
about the shredding of public trust by all the parties involved in
the Enron debacle, and they are frustrated with the fact that many
of those who have come before our committee, with maybe the ex-
ception of Ms. Watkins, have played dumb and had a memory that
has faded away faster than Enron stock has dropped.

Now, I hope that today’s panelists will be different. I hope they
will answer our questions completely and honestly. I hope they will
not have selective memory, and I hope they will provide us with
answers.

Mr. Chairman, I yield back the balance of my time.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from New Hampshire, Mr. Bass, for 3 minutes
for his opening statement.

Mr. Bass. Thank you, Mr. Chairman. I really do appreciate your
holding this hearing. I believe this is either the fourth or fifth hear-
ing we have had on this. My friend from North Carolina said, “I
believe it has been thoughtful and pragmatic and informational,
helpful for us in understanding what is clearly one of the most
complex financial catastrophes in recent U.S. history.”

And I also appreciate the opportunity to hear from counsel of
various capacities willingly, which is somewhat of a change, and I
look forward to your testimony. And of particular interest to me,
quite obviously, to other members of the subcommittee, as you have
heard, are the views on the expectations of how you define fidu-
ciary duty and conflict of interest.

And I am certain at the end of the day we will have a greater
understanding of Enron’s related party transactions and other
agreements with those who were supposed to be protecting the
company’s shareholders’ interests. But I hope we also have some
sense of what these various counselors had in mind when they
made decisions to engage in certain behavior and otherwise ignore
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what may appear to be rather clear rules of ethics and accepted be-
havior.

Mr. Chairman, I yield back my time, so that we may proceed
with the testimony and inquiry.

[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF HON. PAUL E. GILLMOR, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OHIO

Thank you Mr. Chairman for your continued efforts in sorting outEnron’s finan-
cial breakdown. In particular, I welcome this opportunity to seek the viewpoints of
the company’s in-house and outside counsel. I am hopeful the witnesses today will
shed even more light on how an irresponsible corporation misrepresented its finan-
cial condition and manipulated all who had an interest in them.

I should also point out that in an effort to further increase corporate account-
ability and protect shareholders’ rights, I recently introduced H.R. 3745, the Cor-
porate Charitable Disclosure Act of 2002. This legislation would require companies
to make publicly available each year the total value of contributions made to non-
profit organizations during the previous fiscal year.

Once again I thank the Chairman for my time and look forward to the witnesses’
testimony.

Mr. GREENWOOD. The Chair thanks the gentleman for that, and
welcomes our witnesses today.

Let me introduce them. They are Scott M. Sefton, Esquire,
former General Counsel with Enron Global Finance. Good morning,
sir.

Rex Rogers, Esquire, Vice President and Associate General Coun-
sel from Enron Corporation. Good morning, Mr. Rogers.

James V. Derrick, Jr., Esquire, former General Counsel, Enron
Corporation. Good morning, Mr. Derrick.

Joseph C. Dilg, Esquire, Managing Partner, Vinson & Elkins.
Good morning, sir.

Ronald T. Astin, Esquire, Partner of Vinson & Elkins. Good
morning to you.

And Carol L. St. Clair, Esquire, former Assistant General Coun-
sel, ECT Resources Group of Enron Corporation. Good morning,
Ms. St. Clair.

You are aware, all of you, that the committee is holding an inves-
tigative hearing. And in doing so, we have the practice of taking
testimony under oath. Do any of you have objections to giving your
testimony under oath? Seeing no such objection, I would also ad-
vise you that under the rules of the House and the rules of this
committee, you are entitled to be advised by counsel.

Do any of you—during your testimony, do any of you seek to be
advised by counsel during your testimony? Seeing that none of you
do, in that case, if you would please rise and raise your right
hands, I will swear you in.

[Witnesses sworn.]

Mr. GREENWOOD. Okay. You may please be seated. You are now
under oath.

And let me begin with Mr. Sefton, and ask you, sir, do you have
an opening statement?
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TESTIMONY OF SCOTT M. SEFTON, FORMER GENERAL COUN-
SEL, ENRON GLOBAL FINANCE, ENRON CORPORATION; REX
R. ROGERS, VICE PRESIDENT AND ASSOCIATE GENERAL
COUNSEL, ENRON CORPORATION; JAMES V. DERRICK, JR.,
FORMER GENERAL COUNSEL, ENRON CORPORATION; JO-
SEPH C. DILG, MANAGING PARTNER, VINSON & ELKINS,
L.L.P.; RONALD T. ASTIN, PARTNER, VINSON & ELKINS, L.L.P.;
AND CAROL L. ST. CLAIR, FORMER ASSISTANT GENERAL
COUNSEL, ECT RESOURCES GROUP, ENRON CORPORATION

Mr. SEFTON. Yes, I do. Chairman Greenwood——

Mr. GREENWOOD. Would you pull the microphone over to you? It
is rather directional. It is the silver one that amplifies your voice,
and the closer the better.

Mr. SEFTON. Chairman Greenwood

Mr. GREENWOOD. You have 5 minutes to give your opening state-
ment.

Mr. SEFTON. [continuing] and members of the subcommittee,
good morning. I joined Enron Global Finance in the fall of 1999.
I left Enron Global Finance about a year later in early October
2000.

I understand that this subcommittee——

Mr. GREENWOOD. I am sorry to interrupt you, Mr. Sefton. You
probably want to pull that microphone—raise it up a little bit.
There you go. And get that as close to you as possible. Thank you,
sir.

Mr. SEFTON. I understand that this subcommittee would like to
discuss with me today certain matters relating to my time in Enron
Global Finance. Please note that it has been over a year since I
worked at Enron. That as a former employee I do not have access
to my own Enron documents, and have not had access since I left
the company, and that I have had a limited amount of time to pre-
pare for this hearing.

That said, I look forward to answering your questions today to
the best of my ability.

Mr. GREENWOOD. Thank you, Mr. Sefton. We will be mindful of
those concerns.

Mr. Rogers, do you have an opening statement, sir?

TESTIMONY OF REX R. ROGERS

Mr. ROGERS. I just have a short comment. Good morning, Mr.
Chairman.

Mr. GREENWOOD. Good morning, sir.

Mr. ROGERS. I do not have a long prepared statement but want
to thank the committee for inviting me here today. For the past
162 years, I have been employed as an attorney for Enron Corp,
currently managing several corporate attorneys in the fields of em-
ployment law, environmental law, information and technology, in-
tellectual property, securities, mergers and acquisitions, and gen-
eral corporate matters. I have neither a background nor expertise
in accounting matters.

Over the past several months I have cooperated fully with the
Wilmer, Cutler & Pickering attorneys in preparation of the Powers
Report, with the FBI who interviewed me on several issues, and
with your staff members only a week ago. Now I hope to be able
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to assist the members in your inquiry of Enron Corp and am pre-
pared to answer any and all of your questions.

Thank you.

[The prepared statement of Rex R. Rogers follows:]

PREPARED STATEMENT OF REX R. ROGERS, VICE PRESIDENT AND ASSOCIATE GENERAL
COUNSEL, ENRON CORPORATION

Mr. Chairman: I do not have a prepared statement, but want to thank the Com-
mittee for inviting me here today.

For the past sixteen and one-half years I have been employed as an attorney for
Enron, now managing several corporate attorneys in the fields of employment law,
environmental law, information and technology, intellectual property, securities,
mergers and acquisitions, and general corporate matters. I neither have a back-
ground nor expertise in accounting matters.

Over the past several months I have cooperated fully with the Wilmer, Cutler &
Pickering attorneys in preparation of the Powers Report; with the FBI who inter-
viewed me on several issues; and with your staff members only a week ago. Now
I hope to be able to assist the Members in your inquiry of Enron Corp. and am pre-
pared to respond to any questions.

Thank you.

Mr. GREENWOOD. Thank you, Mr. Rogers. We do appreciate your
cooperation.
Mr. Derrick, do you have an opening statement, sir?

TESTIMONY OF JAMES V. DERRICK, JR.

Mr. DERRICK. Yes, I do, Mr. Chairman.

Mr. GREENWOOD. We can hear you, and, please, you have 5 min-
utes to make your opening statement, if you choose to.

Mr. DERRICK. Good morning to each of you. I am Jim Derrick,
and I, too, am pleased to be here with you today to answer any
questions you may have for me.

From the summer of 1991 until March 1 of this year, I had the
great privilege of serving as the General Counsel for Enron Corp,
and as a member of a legal team of more than 200 women and men
for whom I had, and still have, the utmost respect and admiration.
I graduated from the University of Texas School of Law in 1970,
had the honor of serving as judicial clerk to the Honorable Homer
Thornberry of the United States Court of Appeals for the Fifth Ju-
dicial Circuit, and then I practiced law at Vinson & Elkins for 20
years until I was requested by Enron Corp, more than a decade
ago, to become its General Counsel.

First, I commend you in your efforts to examine the tragedy that
has befallen Enron, so that the lessons learned here may help oth-
ers avoid similar misfortune.

Second, I wish to express my sincerest heartfelt sympathy to
those members of the Enron family who have lost their jobs and
suffered financially and otherwise, and to their loved ones who
have also been affected. I also want to acknowledge with great
gratitude the ongoing efforts of the more than 20,000 women and
men who are still working at Enron and its affiliated companies.

Finally, while, of course, I can’t anticipate all of the questions
that you will want to ask me today, I do want to address very brief-
ly the question that some of you have alluded to in previous hear-
ings as to why we did not immediately institute a complete forensic
investigation, as contrasted with a preliminary investigation, into
the concerns expressed in the letter received by Mr. Kenneth L.
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Lay last August, utilizing firms that had no involvement in the
transactions in question.

When Mr. Lay received the August letter, we took the concerns
expressed in it very seriously. We wanted to ascertain, as promptly
as practical, whether the facts contained in the letter warranted a
full-scale, forensic-type investigation. Because of the seriousness of
the allegations, we believed it best to engage an outside firm to
make this determination, rather than to rely on an internal in-
quiry.

To have turned to firms with no knowledge of these complex
transactions would necessarily have required them, we believed, to
expend a very significant amount of time getting up to speed before
they could provide us with recommendations. We turned, therefore,
to Vinson & Elkins, a firm that possessed the institutional knowl-
edge to commence the preliminary investigation quickly, and a firm
that is widely regarded as one of the world’s very best legal institu-
tions.

Andersen, Enron’s independent accounting firm at that time, was
widely regarded as one of the world’s foremost accounting institu-
tions. That firm, we believed, had knowledge of the transactions
and of the company, had repeatedly certified Enron’s financial
statements, and had represented to the company’s Audit and Com-
pliance Committee that it was comfortable with, and had signed off
on, the company’s financial disclosures.

To have immediately engaged another accounting firm to exam-
ine the allegations contained in the August letter, without first
doing a preliminary investigation of the substance of the allega-
tions, including Andersen’s position on them, would have been
seen, we believed, in the context of the matters as they existed
back in August, as an extraordinary act.

As we have seen from our experience, when we did turn in Octo-
ber to an accounting firm and a law firm that had had no involve-
ment in the transactions, it required them, despite their good faith
Herculean efforts, several months to produce a report, and even
now there seem to be a number of issues in respect of which the
correct accounting and legal answers to these extraordinarily com-
plex issues remain a matter of judgment.

Of course, had I been blessed with the gift of clairvoyance, had
I been permitted to gaze into the future and foresee the events that
would unfold in respect of Andersen, I would have advocated the
choosing of another path back in August. But that was a gift that
I was not given.

The decisions in which I participated had to be, and were, made
in the context of the matters as they then existed. They were made
in absolute good faith, with the sincere intent of ascertaining by
means of a prompt preliminary investigation conducted by a truly
world-class law firm, whether a broader investigation, including
the engagement of another accounting firm, was warranted.

Members of the committee, I very much appreciate your accord-
ing me the time to make these remarks, and I look forward to an-
swering the questions you have for me today to the best of my abil-
ity and recollection.

Thank you very much.

[The prepared statement of James V. Derrick, Jr. follows:]
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PREPARED STATEMENT OF JAMES V. DERRICK, JR., FORMER GENERAL COUNSEL,
ENRON CORPORATION

Good morning, Congressmen. I'm Jim Derrick, and I'm pleased to be here to an-
swer the questions you may have for me.

From the summer of 1991 until March 1 of this year, I had the great privilege
of serving as the General Counsel of Enron Corp. and as a member of a legal team
of more than 200 women and men for whom I had, and still have, the utmost re-
spect and admiration. I graduated from the University of Texas School of Law in
1970, served as judicial clerk to the Honorable Homer Thornberry of the United
States Court of Appeals for the Fifth Judicial Circuit, and then practiced law at Vin-
son & Elkins for 20 years until I was asked by Enron Corp., more than a decade
ago, to become its General Counsel.

First, I commend you in your efforts to examine the tragedy that has befallen
Enron so that the lessons learned here may help others avoid similar misfortune.

Second, I wish to express my sincerest heartfelt sympathy to those members of
the Enron family who have lost their jobs and suffered financially and otherwise,
and to their loved ones who have also been affected. I also want to acknowledge
with gratitude the ongoing efforts of the more than 20,000 women and men who are
still working at Enron and its affiliated companies.

Finally, while I can’t anticipate all the questions you will ask today, I do want
to address briefly the question that some of you have alluded to in previous hearings
as to why we did not immediately institute a complete forensic investigation—as
contrasted with a preliminary investigation—into the concerns expressed in the let-
ter received by Mr. Kenneth L. Lay last August, utilizing firms that had no involve-
ment in the transactions in question.

When Mr. Lay received the August letter, we took the concerns expressed in it
very seriously. We wanted to ascertain, as promptly as practical, whether the facts
contained in the letter warranted a full-scale, forensic-type investigation. Because
of the seriousness of the allegations, we believed it best to engage an outside firm
to make this determination, rather than to rely on an internal inquiry. To have
turned to outside firms with no knowledge of these complex transactions would nec-
essarily have required them, we believed, to expend a very significant amount of
time getting up to speed before they could provide us with recommendations. There-
fore, we turned to Vinson & Elkins, a firm that possessed the institutional knowl-
edge to commence the preliminary investigation quickly and that is widely regarded
as one of the world’s very best legal institutions.

Andersen, Enron’s independent accounting firm at the time, was widely regarded
as one of the world’s foremost accounting institutions. The firm, we believed, had
knowledge of the transactions and of the company, had repeatedly certified Enron’s
financial statements, and had represented to the Company’s Audit and Compliance
Committee that it was comfortable with the Company’s financial disclosures. To
have immediately engaged another accounting firm to examine the allegations con-
tained in the August letter without first doing a preliminary investigation of the
substance of the allegations, including ascertaining Andersen’s position on them, I
believe would have been seen, in the context of matters as they existed back in Au-
gust, as an extraordinary act.

As we have seen from our experience, when we did turn in October to an account-
ing firm and a law firm that had had no involvement in the transactions in ques-
tion, it required them, despite their good faith Herculean efforts, several months to
produce a report, and even now there seem to be a number of issues in respect of
which the correct accounting and legal answers to these extraordinarily complex
issues remain a matter of judgment.

Of course, had I been blessed with the gift of clairvoyance, had I been permitted
to gaze into the future and foresee the events that would unfold in respect of Ander-
sen, I would have advocated the choosing of another path last August. But that was
a gift I was not given. The decisions in which I participated had to be, and were,
made in the context as matters then existed. They were made in absolute good faith,
with the sincere intent of ascertaining by means of a prompt preliminary investiga-
tion conducted by a world class law firm whether a broader investigation, including
the engagement of another accounting firm, was warranted.

I very much appreciate your according me the time to make these remarks, Con-
gressmen. I am ready to answer your questions to the best of my ability and recol-
lection. Thank you.

Mr. GREENWOOD. Thank you.
Mr. Dilg, do you have an opening statement?
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TESTIMONY OF JOSEPH C. DILG

Mr. DILG. Yes, sir.

Mr. GREENWOOD. You are recognized for 5 minutes.

Mr. DIiLG. Good morning, Mr. Chairman, and members of the
committee. My name is Joe Dilg. I am the Managing Partner of
Vinson & Elkins. My partner, Ron Astin, is here to assist me—to
assist the committee in responding to its questions. We decided, to
economize on time, that I would give the opening statement on be-
half of both of us.

Vinson & Elkins, which was founded in 1917, is now an inter-
national law firm. We have offices worldwide with approximately
850 attorneys. Although Mr. Astin and I have each personally
worked on many Enron matters, we were directly involved in only
part of the firm’s work for Enron. We are testifying today only to
our own personal knowledge.

Since Enron’s bankruptcy, there have been reports and state-
ments that have inaccurately described the role Vinson & Elkins
played in the advice we gave to Enron. We look forward to respond-
ing to your questions, because we are confident a full exploration
of the facts will show that our firm has met all of its professional
responsibilities.

First, let me say that the lawyers of Vinson & Elkins are greatly
saddened by the financial collapse of Enron. Many outstanding and
decent people who worked at Enron and their families have been
greatly harmed. Likewise, many Enron investors have unfortu-
nately lost a great deal of money. Many cities like Houston will be
harmed by the loss of the very significant business and civic
achievements of Enron.

Our work for Enron consisted of a large number of specific
projects for which we were selected by the Enron legal department.
Enron listed in its bankruptcy filing hundreds of law firms as hav-
ing represented Enron. Enron was a significant client for many
major law firms.

Enron’s legal affairs were directed by a highly sophisticated in-
house legal department of approximately 250 lawyers. Enron re-
cruited and employed experienced, highly capable, well qualified at-
torneys, many of whom had previously practiced in large law firms.
Pursuant to Enron corporate policy, Vinson & Elkins, as well as all
other outside counsel employed by Enron, were employed by and
directed to interface with Enron’s legal department, not Enron’s ex-
ecutives.

Despite our sadness over the collapse of Enron, we remain proud
to have served as Enron’s counsel in many matters. Our represen-
tation of Enron provided interesting and challenging legal work on
highly visible transactions and other matters. It is a pleasure to
work with their highly qualified in-house counsel.

In representing Enron, our lawyers worked closely with the
world’s leading investment banking firms, commercial banks, and
other major law firms. We provided Enron with quality legal serv-
ices, and we did so professionally and ethically.

Much of the committee’s attention and the media’s coverage of
the relationship between Enron and Vinson & Elkins has focused
on the preliminary review conducted by Vinson & Elkins into alle-
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gations made by an Enron Vice President, Ms. Sherron Watkins.
We are pleased to have the opportunity to discuss that matter.

Ms. Watkins indeed raised serious issues. Contrary to some pub-
lic reports and the implication of previous statements made in
hearings conducted by this committee, Vinson & Elkins did not ad-
vise Enron that there were no problems. Our written and oral re-
ports pointed out significant issues, including the credit problem in
the Raptor vehicles, the aggressiveness of the accounting, conflicts
of interest, litigation risks, and the risk of credibility-harming
media attention.

The report did conclude that no further investigation was nec-
essary because the appropriate senior-level officers of Enron were,
at that time, fully aware of the primary concerns expressed by Ms.
Watkins, and, in fact, were taking actions to address them.

Mr. Fastow had already resigned from his position with the LJM
partnerships, eliminating the conflict of interest issues raised by
Ms. Watkins in her letter, and earlier by Mr. McMahon to Mr.
Skilling. Prior to the delivery of our final written report, the com-
pany had terminated the Raptor entities, which were the primary
focus of Ms. Watkins’ concerns. The company reported in its earn-
ings release for the third quarter of 2001 a loss of more than $500
million associated with such termination.

The bankruptcy of Enron in December of 2001, approximately 6
weeks after we delivered our written report, appears to have been
due to the convergence in the fall of 2001 of a number of factors,
many of which related to investment decisions made years before
in current events outside of Enron’s control.

No one can deny that the adverse publicity associated with the
related party transactions and the accounting errors related to the
November restatement announcements contributed to the loss of
confidence Enron experienced in the energy trading and financial
markets. This confidence was critical to the continued success of
Enron’s trading operations which accounted for a significant por-
tion of their business.

With regard to the related party transactions, it is important to
consider the role of legal counsel. If a transaction is not illegal and
has been approved by the appropriate levels of corporation’s man-
agement, lawyers, whether inside corporate counsel or with an out-
side firm, may appropriately provide the requisite legal advice and
opinions about legal issues relating to the transactions.

In doing so, the lawyers are not approving of the business deci-
sions that were made by their clients. Likewise, lawyers are not
passing on the accounting treatment of the transactions.

In conclusion, I want to make it very clear that we are confident
that Vinson & Elkins fully met its ethical and professional respon-
sibilities in connection with our representation of Enron. We are
pleased to assist in the committee’s deliberations and are happy to
answer your questions within the constraints of our professional re-
sponsibility to our clients.

Thank you very much, Mr. Chairman.

[The prepared statement of Joseph C. Dilg follows:]
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PREPARED STATEMENT OF JOSEPH C. DILG, MANAGING PARTNER, VINSON & ELKINS

Good morning Mr. Chairman and members of the Committee. My name is Joe
Dilg. I am the Managing Partner of Vinson & Elkins L.L.P. Vinson & Elkins, found-
ed in 1917, is now an international law firm of approximately 850 lawyers. My part-
ner Ron Astin is with me to assist in answering the Committee’s questions.

From 1991 until December 2001, I served as the Vinson & Elkins partner pri-
marily responsible for coordinating the firm’s relationship with Enron. In this role,
I coordinated much of the legal work performed by Vinson & Elkins for Enron
through all of our offices. Although Mr. Astin and I each personally worked on many
Enron matters, we were directly involved in only part of Vinson & Elkins’ work for
Enron.

This statement, as well as the testimony that Mr. Astin and I will provide, is
based solely upon our individual personal knowledge and best recollection of the
events. We cannot purport to know and thus be able to speak to all of the knowledge
and information possessed by all lawyers at our firm.

Since Enron’s bankruptcy, there have been reports and statements that inac-
curately describe the role Vinson & Elkins played and the advice we gave. We look
forward to responding to questions as fully as possible because we are confident a
full exploration of the facts will show that our firm fully met its professional obliga-
tions.

First, let me say that the lawyers of Vinson & Elkins are greatly saddened by
the financial collapse of Enron. Many outstanding and decent people who worked
at Enron and their families have been greatly harmed. Likewise, many Enron inves-
tors have unfortunately lost a great deal of money. Many cities like Houston will
be harmed by the loss of the very significant business and civic contributions of
Enron and its employees.

Our work for Enron consisted of a large number of specific projects for which we
were selected by Enron’s legal department. In the Enron bankruptcy filings, Enron
listed more than 400 law firms as having represented Enron. Enron was a signifi-
cant client for a number of major law firms.

Enron’s legal affairs were directed by a highly sophisticated in-house legal depart-
ment consisting of approximately 250 attorneys. Enron recruited and employed ex-
perienced, highly capable, and well qualified attorneys, many of whom had pre-
viously practiced in large law firms.

Pursuant to Enron corporate policy, Vinson & Elkins and other outside attorneys
were employed by and directed to interface with Enron’s legal department, not
Enron’s executives.

Despite our sadness over the collapse of Enron, we remain proud to have served
as Enron’s counsel in many matters. Our representation of Enron provided inter-
esting and challenging legal work on highly visible matters, and it was a pleasure
to work with their very able in-house counsel. In representing Enron, our lawyers
worked closely with many of the world’s leading investment banking firms, commer-
cial banks, and law firms. We provided Enron with quality legal services, and we
fully met our professional and ethical obligations in rendering those services.

Much of the Committee’s attention and the media’s coverage of the relationship
between Enron and Vinson & Elkins has focused on a preliminary review conducted
by Vinson & Elkins into allegations made by an Enron Vice President, Ms. Sherron
Watkins, in a letter and supplemental materials delivered to Mr. Kenneth Lay in
August of 2001. We are pleased to have an opportunity to discuss that matter.

Ms. Watkins raised serious issues. Contrary to some public reports and the impli-
cation of some previous statements made in hearings conducted by this Committee,
Vinson & Elkins did not advise Enron that there were no problems. Our written
report pointed out significant issues, including the credit problem in the Raptor ve-
hicles, the aggressiveness of the accounting, conflicts of interest, litigation risks, and
the risk of credibility-harming media attention.

The report did conclude that no further investigation was necessary because the
appropriate senior level officers of Enron were fully aware of the primary concerns
Ms. Watkins wanted Mr. Lay to address—and had in fact already addressed them.
Mr. Fastow had resigned from his position with the LJM partnerships, eliminating
the conflict of interest problems raised by Ms. Watkins and earlier by Mr.
McMahon. Prior to the delivery of our final written report, the Company terminated
the Raptor entities which were the primary focus of Ms. Watkins’ concerns. The
Company reported in its earnings release for the third quarter of 2001 a loss of
more than $500 million attributable to the termination.

The bankruptcy of Enron in December of 2001, approximately six weeks after we
delivered our written report, has been the subject of numerous published analyses
which have made clear that Enron faced very significant business challenges. Enron
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had made major and highly publicized investments in the broadband, water, inter-
national infrastructure, and retail electric businesses, all of which had resulted in
significant illiquid capital investments and large losses for the company. The price
of Enron’s common stock had already declined approximately 60 percent from Au-
gust 2000 to August 2001, when Mr. Skilling’s resignation created even more uncer-
tainty about the company. At the same time, Enron’s online trading through Enron
Online and the related dependency on trade credit from its counter-parties was ex-
periencing explosive growth.

In hindsight, there appears to be a consensus that these events, coupled with im-
pending maturities of a significant amount of debt and the turmoil in the financial
markets created by the tragic events of September 11, 2001, placed Enron in an ex-
tremely vulnerable position in the fall of 2001. No one can deny, however, that the
adverse publicity associated with the related party transactions and the accounting
errors related to the November restatement announcements contributed to the loss
of confidence Enron experienced in energy trading and financial markets. This con-
fidence was critical to the continued success of Enron’s trading operations, which
accounted for a significant portion of Enron’s business.

With regard to the related party transactions, it is important to consider the role
of legal counsel. If a transaction 1s not illegal and it has been approved by the ap-
propriate levels of a corporation’s management, lawyers, whether corporate counsel
or with an outside firm, may appropriately provide the requisite legal advice and
opinions about legal issues relevant to the transactions. In doing so, lawyers are not
approving the business judgment of their clients. Likewise, lawyers are not respon-
sible for the accounting treatment of the transactions.

In conclusion, I want to make it very clear that we are confident that Vinson &
Elkins fully met its professional responsibilities in connection with our representa-
tion of Enron. We are pleased to assist in the Committee’s deliberations and are
happy to answer your questions, within the constraints of our professional respon-
sibilities to our clients.

Mr. GREENWOOD. Thank you, Mr. Dilg.

Mr. Astin, I understand that Mr. Dilg’s opening statement spoke
for you as well?

Mr. ASTIN. That is correct, Chairman.

Mr. GREENWOOD. Very well.

Ms. St. Clair, do you have an opening statement?

TESTIMONY OF CAROL L. ST. CLAIR

Ms. ST. CLAIR. Yes, I do.

Mr. GREENWOOD. Okay. You are recognized for 5 minutes.

Ms. ST. CLAIR. Good morning. Mr. Chairman, and members of
the subcommittee, my name is Carol St. Clair. I start——

Mr. GREENWOOD. I am going to ask you to move that white note-
book and then pull the microphone front and center there and get
it nice and close. Thanks.

Ms. ST. CLAIR. I started at Enron in 1994 working for the Liq-
uids Group in the Legal Department of Enron North America Cor-
poration. In 1995, after the Liquids Group was sold, I transferred
to Enron North America’s Finance Group. I worked in Enron North
America’s Finance Group until March 1999, when I transferred to
the Financial Trading Group of Enron North America, where I re-
mained until June of 2000.

In January 2001, after a 6-month maternity leave, I joined Enron
North America’s Power Trading Group, which along with the Gas
Trading Group was sold in February in Enron’s bankruptcy pro-
ceeding.

As you know, Mr. Chairman, I am appearing this morning volun-
tarily. To date, I have fully and freely cooperated with the sub-
committee’s investigation, and intend to continue to do so. Mr.
Chairman, I will, to the best of my ability, be glad to answer ques-
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tions you or any of the members of the subcommittee may have
this morning. Thank you.
[The prepared statement of Carol St. Clair follows:]

PREPARED STATEMENT OF CAROL ST. CLAIR, FORMER ASSISTANT GENERAL COUNSEL,
ETC RESOURCES GROUP, ENRON CORPORATION

Good morning. Mr. Chairman and Members of the subcommittee, my name is
Carol St. Clair. Last month, I accepted a new position as a trading attorney in the
Legal Department of UBS Warburg Energy, LLC after working at Enron Corpora-
tion for more than seven years. I started at Enron in 1994, working for the Liquids
Group in the legal department of Enron North America Corporation. In 1995, after
the Liquids Group was sold, I transferred to Enron North America’s Finance Group.
I worked in the Finance Group until March 1999 when I transferred to Enron North
America’s Financial Trading Group where I served until June 2000. In January
2001, after a six month maternity leave, I joined Enron North America’s Power
Trading Group.

As you know, Mr. Chairman, I am appearing this morning voluntarily. To date,
I have fully and freely cooperated with the subcommittee’s investigation and intend
to continue to do so. Mr. Chairman, I will, to the best of my ability, be glad to an-
swer questions you or any other members of the subcommittee may have.

Thank you.

Mr. GREENWOOD. We thank you, Ms. St. Clair, and appreciate
your cooperation.

The Chair recognizes himself for 10 minutes for purposes of in-
quiry. And let me address my first question to Mr. Dilg. Mr. Dilg,
you are the Vinson & Elkins engagement partner for the Enron ac-
count, and you have worked on the account since 1990, when Jim
Derrick handed over the account to you when he left V&E to be-
come Enron’s General Counsel.

Reportedly, Enron is V&E’s single largest client. V&E billed
Enron over $36 million in 2001 and over %150 million during the
past 5 years. By comparison, Arthur Andersen billed $54 million to
Enron in 2001. V&E’s partners earned a reported average annual
income of $655,000. Your first year associates, straight out of law
school, salary starts at $122,000 per year.

In August of 2001, Jim Derrick called and asked you to look into
allegations regarding accounting improprieties and conflicts of in-
terest at Enron. Sherron Watkins asked that Enron investigate her
concerns and specifically recommended that V&E not be used, be-
cause V&E had done much of the legal work on the problematic
transactions.

Nevertheless, you and Mr. Derrick concluded that V&E could
conduct a review of Ms. Watkins’ allegations. In brief, V&E took on
the task of investigating its own work. The question is: was there
not an inherent and obvious conflict of interest for V&E in taking
on the investigation?

Mr. DiLG. No, sir, there was not a conflict of interest in Vinson
& Elkins undertaking the investigation. Ms. Watkins raised a num-
ber of issues in her letter. Her primary concern was Mr. Lay being
aware of the business issue that faced Enron that there were large
losses in the Raptor partnerships that are large obligations under
the derivatives written with the Raptor partnerships that would be
backed up by Enron stock, and the issue of how to deal with that
with the Enron shareholders going forward as far as the dilution
that would occur.

She raised issues of the conflict of interest created by Mr.
Fastow’s participation in LJM and a number of other issues. She
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mentioned in her letter that Vinson & Elkins had written true sale
opinions on some of the transactions, and, therefore, would have a
conflict, but her allegations did not address the legal work provided
by Y{inson & Elkins. We were not being asked to review our own
work.

Mr. Derrick was aware that we had previously represented
Enron on some of the transactions that she was talking about, but
the appropriate standard, I believe, is whether or not our own in-
terest would materially interfere with our work. We did not feel
that we had a conflict of interest based on what we were being
asked to do.

Mr. GREENWOOD. Well, yes, but you certainly had an interest in
keeping the client. And wouldn’t it seem to be the case that had
V&E reviewed its own work and/or had V&E sought outside coun-
sel to review its own work, that outside counsel recommended to
V&E that—or advised Enron, I should say, that V&E had given it
less than adequate counsel, that it certainly might have threatened
your interest in keeping your largest client, would it not?

Mr. DiLG. Again, we were not being asked to review our own
work. We were being asked to conduct a preliminary review to see
whether a further, more extensive forensic review was necessary.
Ms. Watkins was raising matters that were well known to a num-
ber of executives in the company and transactions that had been
approved by the Board of Directors of the company.

We were not being asked to review the quality of the legal work
on any of the transactions, and I am not sure that there has been
any—in any of the materials that I have seen any allegations that
the legal work in putting the transactions together had any infir-
mities.

Mr. GREENWOOD. Well, here is what the Powers Report notes.
“The result of the V&E review was largely predetermined by the
scope and the nature of the investigation and the process employed.
The Powers Committee identified the most serious problems in the
Raptor transactions only after a detailed examination of the rel-
evant transaction, and, most importantly, discussions with our ac-
counting advisors, both steps that Enron determined and V&E ac-
cepted would not be part of V&E’s investigation.”

“With the exception of Watkins, V&E spoke only with very senior
people at Enron and Andersen. Those people, with few exceptions,
have substantial professionalism and personal stakes in the mat-
ters under review. The scope and process of the investigation ap-
pear to have been structured with less skepticism than was needed
to see through these particularly complex transactions.”

That is what Powers said, which is quite different from what you
have just said. How would you respond to the Powers Report’s as-
sertions?

Mr. DiLG. I think it is important to understand the difference in
the scope and purpose of the special committee formed by the
Board of Directors shortly after our report was delivered. It was in
response to an SEC inquiry as well as derivative suits being filed
against the company and had a much broader scope as far as look-
ing at overall related party transactions.

We were making a preliminary review of the matters raised by
Ms. Watkins, which both in her letter and when we subsequently
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interviewed her, primarily related to the Raptor transactions. I
think that is consistent with what the Powers Report says that she
told Mr. Lay. And to make sure that Mr. Lay, in coming back in
as CEO, understood the serious business issues they had with the
Raptor transactions.

She raised questions as to the accounting. The company’s Audit
Committee had chosen Arthur Andersen as their accountants. We
wanted to make sure in our review that Arthur Andersen had the
proper facts, that they had all of the facts that they needed to
make the review, and that they were comfortable with their ac-
counting decisions. But we were not in a position to second-guess
Arthur Andersen’s ultimate professional judgment on the account-
ing issues involved.

Mr. GREENWOOD. Well, you may not have been in a position to
second-guess the details of the accounting firm, but you certainly
had a responsibility to protect the company from liability, did you
not? The company has faced 77 lawsuits as a result of these part-
nerships and the demise of the company, and I can’t quite under-
stand why it is that V&E would take the position that it didn’t
have some responsibility to its client to examine the potential risk
that these transactions imposed in terms of civil liability.

Mr. DiLG. I think we, both in our oral conversations with Mr.
Derrick and Mr. Lay, and in our written report, pointed out the
risk that these transactions posed in connection with shareholder
litigation, as far as the ability of a potential plaintiff's lawyer,
etcetera, to paint these transactions in a very bad light. I think we
picked up references that we had had in some of our interviews to
bad cosmetics, if you will.

Again, the focus of the review was to determine whether there
were additional facts that were not known at that time that war-
ranted further investigation. We did not find that any of the indi-
viduals that Ms. Watkins said to check with to see if she was all
wet had any additional facts, or felt that there were any additional
facts that weren’t known at that time to make sure Mr. Lay knew
how to address the transactions.

Mr. GREENWOOD. Well, let us talk about bad cosmetics. During
the course of your inquiry, you interviewed Jeffrey McMahon. In
the summary of Mr. McMahon’s first interview on August 30, 2001,
with you, you note that he indicated that some bankers thought
there might be linkage between investing in LJM and future busi-
ness with Enron.

In his second interview with you conducted on October 18, 2001,
a few days after you submitted your report, Mr. McMahon told you
of specific instances where investment bankers complained to him
of being pressured to invest in LJM transactions, or were promised
Enron business if they invested in LJM.

Mr. McMahon identified specific institutions—First Union, Mer-
rill Lynch, Deutsche Bank, Chase Bank—and specific bankers, in-
cluding Paul Riddle, and provided the names of Enron employees
who could provide additional information on this subject—Ben
Glisan, Tim Despain, Ray Bowen, and Kelly Booth. This sub-
committee has learned of other individual bankers who have com-
plained.
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In your October 15, 2001, letter to Mr. Derrick, you wrote, “The
second potential conflict of interest identified by several individuals
was that investors in LJM may have perceived that their invest-
ment was required to establish or maintain other business rela-
tions with Enron. Although no investors in LJM were interviewed,
both Mr. Fastow and Mr. McMahon stated unequivocally that they
had told potential investors that there was no tie-in between LJM
investment and Enron business.”

Your description of what you had learned appears to be highly
misleading. Mr. McMahon clearly indicated in his first report that
some banks—that there was a linkage, and that someone at Enron
had made these promises. Presumably, given his position, it was
Mr. Fastow. But you make it appear as if they are both shooting
down this allegation when, in fact, it was Mr. McMahon who raised
the allegation. And he clearly had names of individuals and banks
as set forth in the summary of the second interview.

Based on the facts you knew at the time you submitted the re-
port, why isn’t your description misleading?

Mr. DiLG. I don’t believe our description is misleading, Mr.
Greenwood. We did want to alert the company to the concerns
raised, I think both by Ms. Watkins and Mr. McMahon, that they
had heard that there was linkage. Mr. McMahon told us that he
had told any banker that asked him that there was no linkage. Mr.
Fastow also adamantly denied any linkage.

The concerns we heard raised were some people within invest-
ment banking and commercial banking institutions grumbling be-
cause they didn’t get deals that they thought they were supposed
to get because they invested in LJM, which indicated——

Mr. GREENWOOD. Did you ask those bankers if, in fact, they had
been made promises or had threats made against them?

Mr. DirG. We did not.

Mr. GREENWOOD. Why is that?

Mr. DiLGg. We did not interview anyone outside the company at
this point in time.

Mr. GREENWOOD. They just took the words of the—Sherron Wat-
kins has these allegations about Fastow and other people wearing
two hats, conflicts of interest. You go to them and basically say,
“Do you have conflicts of interest? There are allegations that bank-
ers felt that you were squeezing them on these deals. Did you do
that?” They say no. You go to the bankers and say, “We heard you
had complaints. What was your experience with Fastow that
caused you to complain?” You didn’t do that?

Mr. DiLG. We didn’t interview anyone outside of the company in
connection with our preliminary review. Mr. McMahon had indi-
cated to us in the initial interview that he was not aware of any
situation where a banking arrangement looked unusual. Again,
both Mr. McMahon and Mr. Fastow denied there was any linkage,
or at least Mr. Fastow denied there was any linkage. Mr. McMahon
said he told the banks there was no linkage.

His information that he gave to us after we had submitted our
report was more detailed. Within I think a week—I am not positive
on the date—but within a very short period of time after that inter-
view, Mr. McMahon was the chief financial officer of the company
in charge of all of the banking relationships.
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Mr. GREENWOOD. My time has expired. But did you ask Mr.
McMahon for the names of these individuals that he complained
about to begin with, in the first interview?

Mr. DiLG. I can’t recall that we did.

Mr. GREENWOOD. Didn’t that raise any red flags with you that
would cause you—I mean, I am trying to understand why the first
thing you wouldn’t have done, the next thing you would have done
was say, “Oh, my God,” pick up the phone, call these bankers, and
say, “I am supposed to protect this company from liability, and
there is a lot of liability that could result from these allegations if
these allegations are true.”

I don’t understand why you didn’t feel a responsibility to Enron
and stockholders to make those calls right away and find out what
was really happening, not just taking Andy Fastow’s word for it.

Mr. DIiLG. You have to understand, Mr. Chairman, that in the
context that the preliminary review was conducted, Mr. Skilling
had just resigned from the company. There was a great deal of
speculation in the market and with Enron’s counter parties as to
the reasons for Mr. Skilling’s resignation. We were trying to de-
velop the facts that we could by talking with people inside the com-
pany so as not to create lots of speculation and rumors until we
knew what we could report to Mr. Derrick.

Again, the people that we interviewed indicated that they had
seen no business arrangements that were contrary to Enron’s best
interest coming out of this, or any indication that banks were get-
ting more favorable deals than they should have gotten due to a
linkage with LJM. And the person in charge of the banking rela-
tionships at that point in time denied there was any linkage.

Mr. GREENWOOD. Well, it sounds like what you are saying is that
the preliminary review also had, as part of its purpose, not just a
preliminary review but you didn’t—this was to be a hushed review
because of the concern that Skilling’s departure created a lack of
confidence in the company. And if you took the review outside the
walls of Enron, that to really get to the bottom of it, that it would
have some negative short-term consequences for Enron when, in
fact, what you might have done is prevented some very, very seri-
ous long-term consequences.

My time has expired. The Chair recognizes the gentleman from
Florida, Mr. Deutsch, for 10 minutes.

Mr. DEUTSCH. Thank you, Mr. Chairman. I am going to read just
a couple of sentences from Ms. Watkins’ letter. “Looking at the
stock we swapped, I also don’t believe any other company would
have entered into the equity derivative transaction with us at the
same prices without substantial premiums from Enron. In other
fvords, the $500 million in revenue in 2000 would have been much
ower.”

Which is really the contention that I have said in terms of the
fact that these transactions did not serve a business purpose. And
if we accept her premise, that is the issue.

And, you know, as I mentioned in the introduction, Mr. Derrick,
if you can comment, you know, on the Rhythms transaction, just
the structure of it, as a general partnership set up to sell back to
Enron the stock—I mean, the outside—if they had done that with
an investment bank there would be no question that they can do
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it. But setting this up as an off balance sheet, were you personally
involved with approving this or involved with understanding it?

Mr. DERRICK. No, Congressman. I had no personal involvement
in the structure. That would have been—in terms of the legal work
with respect to that, that would have been done by the lawyers
who I think at that time were in Enron North America. And, of
course, the business aspects of that would have been handled by
the business individuals who were part of structuring the trans-
action, but I had no personal involvement in that.

Mr. DEUTSCH. So you—again, we are trying—today’s hearing
was—the purpose of sort of trying to, you know, have the top dogs,
you know, in front of us. So it would not have come to your atten-
tion. I mean, specifically, is there anyone here—you know, again,
Mr. Astin, would you be aware of who would have approved this?

And, Mr. Derrick, I mean, who specifically—so our staff at least
can follow up. I mean, who specifically would have approved the
structure of this transaction?

Mr. DERRICK. Well, from the Enron side, Congressman, I can’t
say with certainty. I would think that it would have been Ms.
Mordaunt or someone in the legal group in which she was involved
who was working with Ms. Mordaunt.

And let me make it clear that I was at the Executive Com-
mittee—well, I am sorry. I was at the—I would have been at a
Board meeting in which that was presented, so I don’t mean to say
that I have not heard of this matter. But in terms of having any
detailed knowledge about it, or having been personally involved in
the structure of it, I was not.

Mr. DEUTSCH. Mr. Sefton, as a former General Counsel as well,
I mean, are you aware of the—who approved this transaction, or
any—or the structure of it?

Mr. SEFTON. This transaction was completed before I started my
position in Global Finance.

Mr. DEUTSCH. And Mr. Astin?

Mr. ASTIN. Congressman, I had a very limited role in providing
some initial securities disclosure-related advice to Ms. Kristina
Mordaunt, with regard to this transaction. I did not work on the
structuring of it. I did review the first draft or so of a partnership
agreement, just to

Mr. DEUTSCH. So who at Vinson & Elkins would have approved
this transaction?

Mr. ASTIN. No one. We didn’t work on the transaction except as
I have described.

Mr. DEUTSCH. And would that be typical, that in-house counsel
would have basically—so now we are looking for Mrs. Mordaunt,
and our staff at least can question her. I mean, is she, on her own,
the person who basically said—you know, gave it the, you know,
legal Good Housekeeping Seal of Approval that it is okay. Mr. Der-
rick?

Mr. DERRICK. Well, again, I don’t—specifically, with respect to
this transaction, I don’t know, Congressman. Let me say under our
corporate governance rules, every transaction that would have con-
stituted a binding obligation on the part of Enron would have re-
quired the signoff, and should have the initials of, the attorney who
approved that transaction.
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Now, in many of our transactions, not literally every one, but in
many of our transactions there would have been an outside firm
also working with the in-house group. As Mr. Dilg just pointed out,
Enron used a great many law firms. I don’t know whether another
law firm was specifically involved in this transaction or not.

Mr. DEuTSCH. All right. And, again, this is one of 4,000 partner-
ships. It is one of the largest. It is not the largest. As you well
know, you booked—or Enron booked a $390 million gain on the
Rhythms stock. So it is not a small, you know, transaction. I mean,
it—so I guess I—if you are not aware, you are not aware. You are
not aware of any specific outside counsel that would have been in-
volved in this transaction.

Mr. DERRICK. No, I am not. But that is not to say that that infor-
mation is not available. It certainly should be.

Mr. DEUTSCH. Do you understand this transaction and how it
was set up?

Mr. DERRICK. No, Congressman, I can’t explain the transaction,
because, again, I had no personal involvement in it.

Mr. DEUTSCH. I don’t know if I want to ask you to give a legal
opinion, because maybe I can, you know, explain it a little bit. Let
me go more specifically as part of this—Mr. Fastow, who obviously
remained as the chief financial officer, was also the general part-
ner. My understanding is that at the Board meeting it was the un-
derstanding of the Board that he was not to receive any compensa-
tion for his work as the general partner. Is that your under-
standing as well?

Mr. DERRICK. Well, I would have to look at the minutes of that
Board meeting specifically to truthfully answer that question.

Mr. DEUTSCH. Was there any objection to him receiving com-
pensation as general partner to these types of transactions?

Mr. DERRICK. The only Board meeting at which I was in attend-
ance related to the LJMI1 transaction, which I believe was the
hedge of the Rhythms transaction. And I do believe that there was
a discussion by Mr. Fastow of the proposed compensation structure
and that attached to the minutes of that meeting would be a slide
which does explain whatever was explained at the meeting with re-
spect to his proposed compensation.

Mr. DEUTSCH. Were you aware of the conflict of interest role that
Mr. Fastow had regarding his role in LJM partnerships?

Mr. DERRICK. Yes. And the very purpose of presenting that—
well, let me say, as you undoubtedly know by now, under the
Enron code of conduct, our code of ethics, conflicts of interest are
not prohibited. It is provided—there is a procedure provided in the
code of conduct that requires that a conflict of interest be presented
to the chairman and chief executive officer. It actually is not re-
quired to be presented to the Board, although in this case it was.

And the very purpose of having that discussion, as I recall—

Mr. DEUTSCH. All right. So, really, you were trying to put in a
meaningful system to put in place to guard against potential con-
flicts of interest with Mr. Fastow.

Mr. DERRICK. Exactly. That is right.

Mr. DEUTSCH. And it was a serious conflict that you expected
and a suitable system was supposed to be in place?
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Mr. DERRICK. Well, with respect to LJM1, I was not present at
the Board meetings where the LJM2 structures were discussed. As
I recall, LJM1, Congressman, was actually looked at as a—at the
time as basically one transaction to put in place a hedge to protect
the value of the company.

Mr. DEUTSCH. How was the conflict system supposed to operate?

Mr. DERRICK. Under our code, any employee who has a conflict
of interest is required to present that to the chairman and chief ex-
ecutive officer. It is then up to that individual to make whatever
decision he or she believes is appropriate. There is no formal re-
quirement for it to be sent through

Mr. DEUTSCH. I am asking questions because—again, I have 10
minutes, so I really do need——

Mr. DERRICK. I am sorry.

Mr. DEUTSCH. [continuing] to go relatively quickly. Let me just
ask you, in the LJM deals, there was a structure where there is
a multi-name signature block. Why was that set into place? And,
again, the specific information we have now is that it was not fol-
lowed through on a continuous basis. That Mr. Skilling specifically
did not sign, you know, continuously those approval sheets, and yet
the transactions were approved.

Mr. DERRICK. I will have to defer, in large part, I think to the
lawyers in the Enron Global Finance Group who were charged with
that. I don’t recall having any specific involvement in setting up
those approval sheets. And I don’t recall at the time that the
Rhythms transaction was being discussed, Congressman, that there
was such an approval sheet.

Mr. DEUTSCH. Did you understand the system that it was sup-
posed to include these approval sheets?

Mr. DERRICK. At the time of the Rhythms transaction, there was
no approval sheet.

Mr. DEuTscH. What about LJM2?

Mr. DERRICK. As LIJM2 was developed, my understanding is that
the Enron Global Finance Group, in conjunction with

Mr. DEuUTSCH. The bottom line is, did you know that these ap-
proval sheets were part of the system that you had supposedly im-
plemented to avoid conflict?

Mr. DERRICK. Yes, at some point.

Mr. DEUTSCH. Okay. And did you know that Mr. Skilling did not
sign them on a continuous basis?

Mr. DERRICK. My first awareness of that came in my conversa-
tions with Mr. Mintz, who raised the issue that there was not con-
temporaneous——

Mr. DEUTSCH. So who was guarding the store? Who was the cop
watching what was going on? I mean, not internally, not exter-
?allyd I mean, you set up a system which apparently no one fol-
owed.

Mr. DERRICK. Well, I think that—I am not sure that that is cor-
rect, Congressman. There was a system that was set up, I think,
designed in good faith to deal with these issues. The question that
everyone was looking at is: was the system appropriately adhered
to? But that responsibility was allocated by the Board to Enron
Global Finance Legal, as well as to our chief accounting officer and
our chief risk officer.
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Mr. DEUTSCH. Let me go back to the—do you have the chart
again? Let me just go back to it. Just because, again, we are not—
sometimes I just have found it easy to focus on the specific trans-
action. I am going to do my best to try to explain this, that on the
Rhythms transaction, as I said, the stock value went up about $390
million is my understanding. Enron made a corporate decision to
basically lock in the price, they wanted to buy it put to do that.

Mr. Fastow set up the partnership to sell that put back to Enron.
It was capitalized by Enron stock right here. As soon as he set up
the general partnership, he took out a several million dollar gen-
eral partnership fee. That was actually the first thing that he did.

He then sold the put back—actually, the general partnership set
up a swap as a subsidiary, which was actually done improperly, be-
cause by taking out the general partnership fee it had less equity
than was needed for a 3-percent set-aside. But they sold it back.

The problem with the transaction is two things. One is the gen-
eral partnership never could have made good on the put. I mean,
basically, Enron bought a put from itself in this transaction. And,
effectively, that is what occurred. And that is the point of what I
am saying that we—that at least in my opinion this transaction is
illegal. It is illegal because a business purpose is not there.

The business purpose—the purpose, as far as I can see, is, No.
1, to enrich Mr. Fastow as the general partner to take the fee, No.
1. No. 2, to basically manipulate the stock price, because what you
have done is you have booked the gain, the $390 million gain. The
liability that that stock might go down is not listed as a liability
anywhere.

So this is the point, you know, of why it is legal and where the
problem comes in—is that an outside auditor, or someone—the
public, an analyst—Ilooking at the books, unless they can get inside
of this transaction, does not understand what occurred. And I can’t,
you know, for the life of me—and no one—and I have used this
chart with other people to try to come up with, why is this a legiti-
mate transaction?

What is legitimate about this, except maybe, you know, if this
was, you know, Goldman Sachs, then it would be legitimate, be-
cause they would be selling a put. But Mr. Fastow didn’t go to
Goldman Sachs to buy the put. He bought the put from himself.
And, in fact, what continues in this transaction is that it was cap-
italized, as I said, by Enron stock, literally given by Enron stock,
when both the Rhythms net and Enron stock went down without
consideration.

Enron then gave, at Mr. Fastow’s request, an additional—I be-
lieve it is $150 million of additional stock to this general partner-
ship without consideration. Without consideration. Without show-
ing that as a liability on the balance sheets. And, again, what is
significant about this, as we have delved into these partnerships,
is basically this is one of many. I mean, this is one of the largest.
It is not the largest. And this is the structure.

Again, we talked about how Enron did all of these complicated
things. This is not so complicated. It really isn’t that complicated.
And this is the structure, apparently, that was continuously used
by Mr. Fastow in the LJM partnerships. Very similar. There were
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different products. You know, it could have been a pipeline that
had a value, and they locked in the pipeline.

But essentially, I mean, our understanding is this was a game.
And, I mean, from your perspective as general counsel, I don’t see
how you weren’t aware that this was the game. And if it was the
game, then try to explain to me why it was a legal game and why
this whole thing was not a scam from day one, why it wasn’t, you
know, basically thieves in blue suits and red ties. And, really, that
is what this whole thing is about.

And I think that is the question which is going on, because the
issue that I think we go back to is Enron’s demise is not business
as usual in America. There have been several companies since
Enron’s bankruptcy in America that have gone bankrupt. K-Mart
has gone bankrupt. Other companies have gone bankrupt. Big com-
panies. Not as big as Enron, but the reality is that the public mar-
kets knew that there were problems with those companies.

The reality is in the case of Enron, until Enron vaporized, the
public markets did not really know of the level problem. So, Mr.
Derrick, I really want to at least give you the opportunity, because
if you can—if you can respond.

Mr. DERRICK. Well, Congressman, I will attempt to respond to
the best of my ability. As I mentioned earlier, I was not involved
in the structure of that transaction, and I can’t speak to the details
of it. I will say, to the best of my recollection, that it was certainly
considered at the time that the Board approved that there was a
legitimate business purpose, and that was to help ensure that the
shareholders of Enron would be able to retain as much value as
possible with respect to the investment that had been made in
Rhythms.

As to what later transpired, I can’t speak to that. I have not cer-
tainly been told, and was not aware, that these structures had been
considered to be illegal. I know that there are great concerns with
respect to the appropriate accounting treatment, but I was not
aware that anyone had challenged the actual legality of the

Mr. DEUTSCH. Is that within Enron or within your outside coun-
sel, or am I the first person to suggest to you that they are illegal?

Mr. DERRICK. Well, I don’t claim to have read everything that
may be out there, Congressman. But my understanding is that the
concern here has been primarily related to whether the appropriate
accounting treatment was followed

Mr. DEUTSCH. Is it an SEC violation to have a non-business pur-
pose in terms of that? That that is a violation? That is a criminal
violation?

Mr. DERRICK. Well, again, my

Mr. DEUTSCH. I mean, if it is a non-business purpose, it is a
criminal violation. People will go to jail.

Mr. DERRICK. My understanding at the time that the Board ap-
proved this was that it was certainly considered to have a legiti-
mate business purpose—that is, to protect the value of the Enron
shareholders and their investment in Rhythms.

Mr. DEUTSCH. Okay.

Mr. GREENWOOD. The time of the gentleman has expired.

The Chair recognizes the Chairman of the full committee, Mr.
Tauzin.
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Chairman TAUZIN. Thank you, Mr. Chairman.

Mr. Dilg, on October 30 when Sherron Watkins met with Ken
Lay and provided him with the memo that we have as a part of
our record, she listed two mistakes, apparently. One was that Lay
should have appropriately taken the matter seriously in the begin-
ning of the investigation. However, mistake No. 2 she lists, “is that
he relied upon V & E and Arthur Anderson to opine on their own
work.” And she quotes your statement on October 16 to her when
supposedly Sherron Watkins said to Lay that he should probably
come clean and admit the problems and restate the 2000 Raptor in
order to preserve his legacy and possibly the company. And your
statement was, are you suggesting that Ken Lay should ignore the
advice of his counsel and the auditors concerning this matter? She
was apparently complaining when she went to Mr. Lay, he made
the mistake and relied upon the very same law firm that had done
the work on these transactions, to comment on their work and to
comment on the criticisms of that work instead of hiring outside
counsel and outside auditors and that you indicated to her that
Ken Lay should simply continue to take the advice of his counsel
and his auditors concerning this matter.

Was that an accurate statement to Mr. Lay on October 30?

Mr. DirLG. I don’t have a copy, I don’t believe, of that memo-
randum Chairman Tauzin.

Chairman TAUZIN. I'll put it in front of you right now.

Mr. DiLG. Thank you very much.

Chairman TAUzIN. I have the cite, but here’s an actual copy and
you can see where I've underlined it. She’s basically saying it was
a great mistake for him to end up relying upon your firm, to com-
ment on your firm’s work. And that you said, are you telling me
that Ken Lay shouldn’t rely upon his counsel and his auditors? Is
that accurate?

Mr. DiLG. I don’t remember making that specific statement.

Chairman TAUZIN. You do remember, however, filling a report
out on October 15 that you and I believe Mr. Mark Hendricks, III,
prepared for Mr. Derrick. Is that correct?

Mr. DiLG. Yes sir.

Chairman TAUZIN. And in that report your conclusions are that
your “preliminary investigation do not, in our judgment, warrant a
further widespread investigation by independent counsel and audi-
tors.” Is that correct?

Mr. DiLG. That’s correct.

Chairman TAUZIN. Do you stand by that decision?

Mr. DILG. Yes sir.

Chairman TAUZIN. You also say that while there’s some bad cos-
metics involved that your response to the response of Mr. Derrick
should be to Ms. Watkins that “we should assure her that her con-
cerns were thoroughly reviewed, analyzed and were found not to
raise new or undisclosed information given serious consideration.”
Is that correct?

Mr. DiLG. Yes sir.

Chairman TAUZIN. But if we look at the beginning of your report
and this is where I want you to comment, Mr. Derrick, because this
is a letter to you, and obviously the “you” in this sentence refers
to you, Mr. Derrick.
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In preliminary discussions, the second page of the report, in pre-
liminary discussions with you, it was decided that our initial ap-
proach would not involve the second guessing of accounting advice
and treatment provided by Arthur Anderson, that there would be
no detailed analysis of each and every transaction and there would
be no full-scale discovery style inquiry. Instead, inquiries should
continue to determine whether the anonymous letter and supple-
mental materials raise new factual information that would warrant
a broader investigation.”

Isn’t it true, Mr. Derrick, that while Mr. Dilg is writing a report
advising you to tell Ms. Sherron Watkins that you've given her
complaints thorough—I want to quote you accurately, “thoroughly
reviewed, analyzed” although you were being told by Mr. Dilg to
tell Ms. Watkins that her complaints were thoroughly reviewed and
analyzed. But nevertheless, you gave instructions to Mr. Dilg and
Vinson & Elkins not to do that. You told them, according to his,
letter, don’t look at the accounting treatment, don’t look at these
transactions in detail and for heavens sake, don’t do a full style
discovery. Isn’t that correct?

Mr. DERRICK. Chairman Tauzin, if I understand your question
correctly, this goes to the point that I was speaking to in my open-
ing remarks which is in the context of last August, recall that as
the Powers Report indicated, despite the fact that there were lit-
erally hundreds of people who were involved in these transactions
and despite the fact that under the Enron Code of Conduct, there
are three different ways of reporting anonymously any concerns
that one may have to the company which does trigger an investiga-
tion.

To the best of my knowledge, the only report that had been pre-
sented on this issue was that at the time it was an anonymous re-
port. We took this extremely seriously. The question was at the
time do we launch into—and this was not something I instructed
Vinson & Elkins. This was part of our initial discussions.

The question was how do we, as promptly, as practical—

Chairman TAUZIN. Mr. Derrick, Sherron Watkins met with Mr.
Derrick and Mr. Rogers, 3 days before the 15th. You can’t possibly
sit here and tell me that you thought this was still an anonymous
complaint.

Mr. DERRICK. I'm saying at the time that we received the initial
report, it was an anonymous letter. Obviously, at some point and
I can’t recall exactly which day that would have been, but yes, at
some point we certainly understood it was Ms. Watkins, but I don’t
know her.

Chairman TAUzIN. I want you to explain to us, because I'm to-
tally—I can’t understand for the life of me why the general counsel
of this corporation, when he’s approached by Ken Lay, when
Sherron Watkins meets with you, Mr. Rogers, to go over all this
stuff, not anonymous any more, why you when asked to considered
her request that outside counsel, she says this is our recommenda-
tion in an initial letter. Involve Jim Derrick and Rex Rogers to hire
a law firm to investigate the Condor and Raptor transactions to
give Enron attorney-client privilege on this work product, can’t use
V & E due to conflict. They provided some true sale opinions on
these deals. Why, when Mr. Lay comes to you and says I need to
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know whether all this is true, why you turn right around and get
Vinson & Elkins to do this extraordinarily limited investigation
and instruct them don’t look at the accounting treatment and don’t
do a full-scale discovery style inquiry and by the way, I should look
at the next paragraph where Mr. Dilg, you point out that you only
looked at selected documents, provided you by Enron.

It appears to me, Mr. Dilg, Mr. Derrick was severely limiting
your ability to examine whether or not, No. 1, Sherron Watkins’ al-
legations were correct, because you were told not to look at them.
And two, whether anybody else really ought to look over your
shoulder and see whether or not Vinson & Elkins had done a good
job in recommending these deals when you issued approval letters
on them.

Is that correct?

Mr. DiLG. I don’t believe that we were instructed to be limited,
Chairman Tauzin.

Chairman TAUZIN. I’'m reading your statement, Mr. Dilg. Listen,
let me read it again. “In preliminary discussions with you, Mr. Der-
rick, it was decided”—sounds like both of you talked about it and
decided together that our initial approach would not involve the
second guessing of the accounting advice and treatment provided
by AA. And there would be no detailed analysis of every trans-
action. And there would be no full-scale discovery style inquiry.
And second, that you would only review selected documents. You're
trying to tell me that wasn’t an extraordinarily limited review of
Sherron Watkins’ complaints?

Mr. DiLG. I think the sentence you read did talk about our initial
approach and again the scope of our review was to determine
whether a further, more detailed——

Chairman TAUZIN. How could you know whether a further review
would be required if you wouldn’t even look at her allegation? How
could you, the attorneys who advised the corporation on these
deals, how could you possibly give the company objective informa-
tion as to whether or not an outside counsel or an outside auditor
ought to look at them if he never even looked at the deals again?

Mr. DiLc. Ms. Watkins was raising some very serious business
concerns that she wanted Mr. Lay to review and be aware of. We
didn’t feel that that involved and there is nothing in her letter

Chairman TAUZIN. Did you even bother to interview Skilling?

Mr. DiLG. Mr. Skilling was no longer with the company.

Chairman TAUZIN. But you never tried to interview him?

Mr. DiLG. No sir.

Chairman TAUZIN. You never asked him about the so-called
handshake deal where he promised that the partnership would be
protected with Enron stock, they would never lose money?

Mr. DILG. No sir.

Chairman TAUZIN. You just asked Fastow about it, he denied it
and that was enough?

Mr. DirLg. He denied it. If there was a concern from the com-
pany’s standpoint, Mr. Causey said that he was not aware, I be-
liexcie Mr. Causey said he was not aware of any such transaction
and——

Chairman TAUzIN. Ms. Watkins says that employees were asking
this all the time, that people were saying that, that many similar
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comments are made when you ask about these deals. Employees
quote our CFO as saying these are handshake deals. But Skilling
and LJM will never lose money. Did you ever try to find out who
these employees were who said that Fastow actually told them that
he had such a handshake deal?

Mr. DiLG. We did interview Ms. Watkins and she said a lot of
it was rumors that she had heard. She did give us some names of
other people that we should talk to on this specific aspect.

Chairman TAUZIN. Did you talk to them?

Mr. DirG. We did not.

Chairman TAUZIN. You didn’t bother chasing down that allega-
tion. You didn’t talk to Mr. Skilling. You lived by Mr. Derrick’s and
your agreement not to look at the deals, not to do any discovery-
style inquiry and you reported quite conveniently to Mr. Lay and
Mr. Derrick that everything is okay, just cosmetic and tell Ms.
Watkins that we looked at everything and she should go away. In
fact, you did more than go away. This is a remarkable piece. This
is a memo—MTr. Derrick, I want to ask you about this one. This is
from someone who works in your office. This is from Ms. Sharon
Butcher. It’s to Sharon Butcher from Vinson & Elkins from Carl
Jordan, but the letter is per your request. Some way or another,
someone who worked for you, Sharon Butcher, made a request to
Vinson & Elkins and she made two requests apparently. “Per your
request, the following”

Mr. GREENWOOD. It’s Tab 4 in your books in case you need to——

Chairman TAUZIN. Tab 4 in your books. From Carl Jordan, Au-
gust 24, 2 days after—I mean this is right about the time all this
is coming about, to Sharon Butcher in your office, Mr. Derrick.
Which says, “per your request, Sharon”, so Sharon must have
asked for this information. “Here are some thoughts on how to
manage the situation with the employee who made the sensitive re-
port” and there are all kind of thoughts about how thank God she’s
asking for reassignment herself. You can see she wanted a new job.
And then the second one, you also ask that I include in this com-
munication a summary of the possible risks associated with dis-
charging or constructively discharging employees who report alle-
gations of improper accounting practices. Did you, Mr. Derrick, in-
struct Sharon Butcher to make such a request on Vinson & Elkins?

Mr. DERRICK. Yes, I did, Congressman.

Chairman TAUZIN. Explain to me why.

Mr. DERRICK. Well, under our Code of Conduct, any employee
who makes an anonymous report is guaranteed that there will be
no retribution by the company, that the company will not tolerate
any form

Chairman TAUZIN. Why did you need the lawyers to tell you
what the risk of doing something you knew you couldn’t do?

Mr. DERRICK. We wanted to be absolutely correct in every
way

Chairman TAUZIN. That’s a fine answer. You want to be abso-
lutely correct. But let me ask you again what I asked you. If you
already knew that your code of ethics prohibited you from dis-
charging her, why on earth would you instruct one of your employ-
ees to ask Vinson & Elkins about what would happen if you did
that, what the risks were to the company, including, for example
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the SEC might have some questions about that and that you might
have problems with other oversight agencies of the government if
you did that. Why would you even want to ask Vinson & Elkins
to give you a list of all the horrible things that would occur if you
knew you had no right under your own code of ethics to discharge
this employee?

Mr. DERRICK. That gives us any information that we would need,
Congressman, as a legal department, in order to be in the best po-
sition to protect any potential harassment or intimidation of Ms.
Watkins. We had absolutely nothing other than her interest and
the company’s interest in acting properly in this regard. Not only
was that the right thing

Chairman TAUZIN. Mr. Derrick, you came from Vinson & Elkins,
didn’t you?

Mr. DERRICK. I certainly did.

Chairman TAUZIN. So you’re the lead counsel for Enron. The guy
Mr. Lay turns to to get help with these allegations.

Mr. DERRICK. Correct.

Chairman TAUZIN. Formerly with Vinson & Elkins. You turn
back to Vinson & Elkins to investigate it, but you tell them don’t
look too hard. That’s the common sense review of what I've just
read to you.

How do you explain that?

Mr. DERRICK. I would respectfully disagree with that construc-
tion, Congressman. As I mentioned, Mr. Lay and I both proceeded
in absolute good faith to take Ms. Watkins’ allegations extremely
seriously. What you were pointing to as the downside of Vinson &
Elkins was also the great strength of Vinson & Elkins——

Chairman TAUZIN. Why did you tell them not to look at the
deals—why did you tell them not to do a thorough discovery-style
inquiry? Why did you tell them not to do that?

Mr. DERRICK. Let me say again I did not instruct them to do
that. That was part of our initial discussion in how best to proceed
with a preliminary investigation. It was always the purpose of this
investigation that the recommendation to engage an additional ac-
counting firm could well have been made.

Chairman TAUZIN. My time is up, but I want to make it clear.
You call this a preliminary investigation, but it’s the only one you
did, right? It’s the only one Vinson & Elkins did, the only one you
did, right?

Mr. DERRICK. We followed the recommendation that we received
from the outside firm——

Chairman TAUZIN. From Vinson & Elkins saying we don’t think
anybody ought to overlook our work and check it. Did that surprise
you that Vinson & Elkins would tell you we don’t think anybody
has to look at what we did to see if it’s legally correct?

Mr. DERRICK. I have the utmost faith in Vinson & Elkins and in
their integrity. I believe that they had truly believed that we
should have proceeded——

Chairman TAUZIN. You knew that Vinson & Elkins were the at-
torneys on the Raptor deal.

Mr. DERRICK. As I said, Congressman, I don’t know that I was
aware that they were attorneys on all the deals, but we were cer-
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tainly aware that they had been involved in the transactions which
gave them the great ability to quickly start on the investigation.

Mr. GREENWOOD. The time of the gentleman has expired. The
chair is about to recognize the gentlelady from Colorado, but before
I do just one question, Mr. Dilg. Your preliminary investigation
was not a cover up, was it?

Mr. DILG. It was definitely not a cover up.

Mr. GREENWOOD. In what ways would a cover up look different
than your preliminary investigation?

Mr. DILG. 'm not sure. I've never participated in a cover up,
Chairman. Again, you need to take our preliminary report in the
context of what Enron was doing at the time in terminating the
Raptor transactions and having already removed Mr. Fastow from
the conflict of interest position.

Mr. GREENWOOD. The chair recognizes the gentlelady from Colo-
rado for 10 minutes.

Ms. DEGETTE. Thank you so much, Mr. Chairman. Mr. Derrick,
I'm sure you didn’t mean to imply to the chairman that you gave
any less shrift to the allegations being made by Ms. Watkins be-
cause they were initially made anonymously, did you?

Mr. DERRICK. To the contrary, Congresswoman——

Ms. DEGETTE. I’'m serious, didn’t you.

Mr. DERRICK. We absolutely did.

Ms. DEGETTE. Thank you. Now also, I'm sure that when you
asked Vinson & Elkins to do an investigation, you yourself didn’t
intend to have them do a cover up, did you?

Mr. DERRICK. My integrity is not for sale, Congresswoman. I
would not participate in a cover up.

Ms. DEGETTE. Thank you. So you thought that they would do an
independent investigation.

Mr. DERRICK. Yes, I did.

Ms. DEGETTE. Is that your testimony?

Mr. DERRICK. Yes.

Ms. DEGETTE. Thank you. Now Mr. Dilg, in your written testi-
mony, you point out to us very helpfully that Enron’s legal affairs
were directed by a highly sophisticated in-house legal department
consisting of approximately 250 attorneys, some of which by the
way, came from your organization, correct?

Mr. DiLG. That’s correct.

Ms. DEGETTE. And so for most of the financial transactions, your
lawyers would interface with the in-house attorneys and also, by
the way, with Arthur Anderson who provided the auditing and ac-
counting advice for Enron, correct?

Mr. DiLG. We would usually interface with the legal department.
I'm not sure that we would interface with Arthur Anderson.

Ms. DEGETTE. You assumed that the in-house lawyers were
interfacing with Arthur Anderson for routine transactions, right?

Mr. DiLG. I'm not sure it would be the in-house counsel as much
as it would be the in-house financial department or accounting de-
partment.

Ms. DEGETTE. So you don’t even know if the in-house lawyers
were working with Arthur Anderson on these issues?

Mr. DiLG. That’s correct. I do not know.
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Ms. DEGETTE. As far as you know, there may have been no law-
yers working with Arthur Anderson?

Mr. DiLG. That could be.

Ms. DEGETTE. Mr. Derrick, do you know if your lawyers worked
with Arthur Anderson?

Mr. DERRICK. I can only say that I personally did not work with
Arthur Anderson. It wouldn’t surprise me

Ms. DEGETTE. You were the head of the legal department. Do
you know whether any of your lawyers worked with them?

Mr. DERRICK. As I was going to say, Congresswoman, it wouldn’t
surprise me that on some matters there was interface between
some in-house lawyers and Anderson. I personally was not.

Ms. DEGETTE. If you wouldn’t mind supplementing your answer,
find out if anybody did, that would be helpful in this investigation.

Now Mr. Derrick, the investigation of Sherron Watkins’ claims,
that was kind of a different assignment than the normal assign-
ments that you got, wasn’t it?

Mr. DiLG. Is that question addressed to me, Congresswoman?

Ms. DEGETTE. I'm sorry. Yes, it is, Mr. Dilg.

Mr. DiLG. Yes, that was not a normal assignment as far as—I'm
a transactional lawyer.

Ms. DEGETTE. Did you understand that that was to be an inde-
pendent investigation of these claims?

Mr. DILG. I understood we were to make a preliminary review.
We discussed——

Ms. DEGETTE. Did you think it would be an independent prelimi-
nary review?

Mr. DiLG. It depends on—it’s not an independent review such
that you would have to respond to a derivative suit or if you were
going to have an independent committee of the board directing
their own counsel.

Ms. DEGETTE. So you didn’t think it was particularly inde-
pendent. The reason I'm asking this question is because and we've
talked about this at length with the chairman and others, you lim-
ited the scope of the investigation right from the get go. You said
that you’re not going to second guess Arthur Anderson’s account-
ing, right?

Mr. DiLG. We

Ms. DEGETTE. Wasn’t that one of your premises in the investiga-
tion?

Mr. DiLG. In our preliminary review, we were not to review the
accounting.

Ms. DEGETTE. And in fact you never did review Arthur Ander-
son’s accounting, did you?

Mr. DiLG. No, we did not.

Ms. DEGETTE. Okay, the investigation team was you and Mr.
Hendricks only, right?

Mr. DiLG. That’s correct.

Ms. DEGETTE. You didn’t use any associates, right?

Mr. DiLG. That’s correct.

Ms. DEGETTE. You didn’t have any accountant helping you with
the investigation, did you?

Mr. DiLG. That’s correct.
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Ms. DEGETTE. So you would really have no way—I mean do you
have an accounting background?

Mr. DirG. I do not.

Ms. DEGETTE. I don’t know how you are, the way I am, before
I went to law school I had one accounting course in college. I as-
sume it’s probably pretty much the same with you, is that right?

Mr. DiLG. I believe I had two semesters of accounting in under-
graduate school.

Ms. DEGETTE. Okay. So you don’t really understand complicated
accounting transactions or standards, do you?

Mr. DiLG. No ma’am.

Ms. DEGETTE. Do you know whether Mr. Hendrick does?

Mr. DiLG. I do not believe he does.

Ms. DEGETTE. So the two of you, you interviewed witnesses, just
the two of you. You never reviewed these transactions, did you?

Mr. DiLG. No, we did not get into the details of the transaction.

Ms. DEGETTE. Now you did know, didn’t you, that Sherron Wat-
kins’ allegations were that the accounting scandals were the prob-
lem. Isn’t that correct?

Mr. DiLG. She raised a number of different things in her cor-
respondence with Mr. Lay.

Ms. DEGETTE. Right, but I mean basically she said we will im-
plode in a way the accounting scandals and there’s an elaborate ac-
counting hoax and then her supplemental information indicated
she thought there were accounting problems with a number of the
transactions, most particularly Raptor, correct?

Mr. DiLG. She was concerned about the Raptor transaction, pri-
marily.

Ms. DEGETTE. Right.

Mr. DiLG. Her main concern was that Mr. Lay, in coming back
in as CEQO, thoroughly understand the issues he had with the busi-
ness issues of the vehicles unwinding 2 years hence and the prob-
lems that might cause.

Ms. DEGETTE. If you'll excuse me, I've looked at—I assume you
reviewed all of her—both her letter of concern and also the at-
tached specific concern she raised, didn’t you?

Mr. DILG. Yes, we did.

Ms. DEGETTE. Well, because she says here about Raptor, the ac-
counting treatment looks questionable, and talks about equity de-
rivatives. “The equity derivative transactions do not appear to be
at arm’s length. There’s a veil of secrecy. Employees are ques-
tioning our accounting propriety” etcetera. Aren’t those all issues
around accounting?

Mr. DiLG. Yes. All those statements relate to accounting.

Ms. DEGETTE. Did you understand what those allegations were?

Mr. DiLG. We understood her base allegation to be concern about
the fact that the Raptor vehicles were supported by Enron stock
and that Enron had hedged investments made against those.

Ms. DEGETTE. Right, and she had specific concerns about specific
transactions. Did you ever have any independent accountant look
at those transactions?

Mr. DiLG. We did not.

Ms. DEGETTE. Now, why not?
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Mr. DiLG. Our charge for the initial review was to determine
whether there were facts sufficient for a further review. We were
not to review the accounting advice given by the accounts that
Enron’s audit committee had decided to use for accounting advice.

Ms. DEGETTE. If the allegation is that the accounting is funny,
and you rely on the accounting to come to your conclusion, how can
you conclude that there’s not a problem with the accounting with-
out any kind of outside analysis?

Mr. DiLG. We were concerned with making sure that Arthur An-
derson had at their disposal all the material facts relating to the
transactions and we did try to verify that.

Ms. DEGETTE. And did you find that out? Did they?

Mr. DILG. Yes.

Ms. DEGETTE. How did you find that out?

Mr. DiLg. We gave them Ms. Watkins’ letter and walked through
with their engagement partners point by point under Ms. Watkins’
letter and

Ms. DEGETTE. Did they have the information, so, from that you
concluded yes?

Mr. DiLG. They were very well aware of the issues that she was
raising and that they felt very comfortable with the accounting de-
cisions they had made in connection with the transaction.

Ms. DEGETTE. Let me ask you this, did you ask Anderson to pro-
vide you a detailed analysis of the allegations that Ms. Watkins
made in her memo, most specifically, the Raptor deals and the
other deals? Did you ask them for a detailed analysis or did you
ju?st say, does this look okay to you and they said yes, and that was
1t?

Mr. DiLG. We gave them the letter, I believe, a day or so before
a meeting that we had with Mr. Duncan and Ms. Cash. We did not
ask for a detailed, written analysis.

Ms. DEGETTE. So you don’t know to this day what Arthur Ander-
son’s analysis would have been of the transactions that formed the
basis of Ms. Watkins’ concerns?

Mr. DiLG. Arthur Anderson had included those transactions in
the scope of their overall audit of the company and they confirmed
to us verbally that they were still comfortable——

Ms. DEGETTE. This seems like an incredible circle to me. She
says well, there’s problems with the audit, so you go ask the people
that did the audit. They say the audit was okay, so it just comes
back to point one.

How could you decide independently if it was true or not?

Mr. DIiLG. We could not decide on whether the accounting was
correct. We’re not in position to do that. We could decide whether
the Big Five accounting firm that the company’s audit committee
had decided to rely on for accounting advice were aware of the con-
cerns and that they were still satisfied with their accounting ad-
vice.

Ms. DEGETTE. But if the accounting—if the concern of the whis-
tle blower is that the accounting is wrong, then how can you deter-
mine there’s not a problem if you’re relying on the people doing the
accounting to give you the analysis?

Mr. DiLG. I think Ms. Watkins’ concerns, and I don’t want to
speak for Ms. Watkins, but based on her letter and our interviews
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were not with the technical accounting side. She disagreed with the
concept that you could support a transaction with your own stock.

Ms. DEGETTE. Okay, let me ask you one more question. Now you
said here there’s some problems with cosmetics. You thought it
might look bad, right, in your report?

Mr. DiLG. We laid out——

Ms. DEGETTE. You used that word, you said that there’s some
problems with cosmetics.

Mr. DiLG. We did use the word cosmetics.

Ms. DEGETTE. But then you said you had some concerns that
there might be litigation as a result of this, correct?

Mr. DiLg. We had concerns that we expressed both in the letter
and in oral conversations that in the event of the litigation, these
transactions could be portrayed very badly.

Ms. DEGETTE. Well, actually, you said that you were concerned
that there might be litigation. Right? You said, “there is a serious
risk of adverse publicity and litigation.” That’s the last page, page
9 of the October 15 letter.

Mr. DILG. Yes.

Ms. DEGETTE. She’s handing it to you right now.

Mr. DiLG. Thank you.

Ms. DEGETTE. Did you undertake any other, any further risk
analysis on behalf of your client, Enron, to let them know what
those litigation risks were so that they could rely on your advice
and conduct a narrow internal affairs?

Mr. DiLg. We did advise the company of the litigation risk.
Again, these were transactions that had been entered into by the
company some 18 months to 2 years before. There had been serious
declines in the market value of the investments that had been
hedged against them. The company terminated these vehicles
shortly after our initial meeting with Mr. Lay and Mr. Derrick.

Ms. DEGETTE. Can I just stop you? We don’t have any document
that would indicate the advice you gave to Enron relating to the
litigation risk. Does such a document exist or did you give that ad-
vice verbally?

Mr. DiLG. It’s here in the October 15 letter.

hM‘?s. DEGETTE. So there’s no additional documentation other than
this?

Mr. DiLG. There was an outline, I believe that the committee has
of our discussion of Mr. Lay and Mr. Derrick.

Ms. DEGETTE. But there’s no additional memo about litigation
risk?

Mr. DiLG. That’s correct.

Ms. DEGETTE. Thank you very much, Mr. Chairman.

Mr. GREENWOOD. The chair thanks the gentlelady from Colorado
and recognizes the gentleman from Florida for 10 minutes for pur-
poses of inquiry.

Mr. STEARNS. Thank you, Mr. Chairman. Mr. Dilg, I saw in your
opening statement, I just re-read it, you talked about that you felt
the lawyers that you dealt with with Enron were highly capable,
well qualified attorneys. Then you talked about your relationship
with Enron and you were proud of it. I think that’s what you said
in your opening statement?

Mr. DiLG. Yes sir.
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Mr. STEARNS. In hindsight, do you think there’s anything you
would have done differently dealing with Enron?

Mr. DiLG. I do not think so.

Mr. STEARNS. So you would not have changed an iota of anything
that you did with Enron in your advising, in your consulting, in
your procedures with them?

Mr. DiLG. We performed a great deal of work on very many
projects for Enron over a long period of time. To my knowledge,
there’s nothing that I'm aware of that we would change.

Mr. STEARNS. Okay, so we've established the record that every-
thing you did during that time with Enron, you would do it again,
the same thing. Is that correct?

Mr. DiLG. From my personal standpoint, yes.

Mr. STEARNS. This, to me is a little bit far fetched. If I were you,
I would say look, we made some mistakes. We're sorry, we could
have improved. There are some areas we could have changed. But
to come up here and say there’s absolutely nothing you would
change, did you ever think about not continuing Enron as a client?

Mr. DILG. No sir, not until after the bankruptcy.

Mr. STEARNS. So it took you to the absolute meltdown of this cor-
poration before you said we’ll just not have Enron as a client. Is
that true?

Mr. DiLG. That’s correct.

Mr. STEARNS. And all during that time, there were no indications
to you that Enron was performing functions that were illegal in
your opinion?

Mr. DiLG. Never had any information that would indicate to me
that Enron was performing an illegal act.

Mr. STEARNS. How much did you charge V & E for its investiga-
tion of the Watkins letter?

Mr. DiLG. How much did we charge Enron?

Mr. STEARNS. How much did V & E charge Enron for the inves-
tigation of the Sherron Watkins letter?

Mr. DiLG. I don’t have the precise figures. I believe it’s around
$60,000. We conducted that very quickly.

Mr. STEARNS. In your testimony, you define the role of legal
counsel. Let me just read from this. “If a transaction”, you say, “is
not illegal and has been approved by the appropriate levels of a
corporate management, lawyers, whether corporate counsel or with
an outside firm, may appropriately provide the requisite legal ad-
vice.”

So if a transaction is not illegal, not illegal and it’s been ap-
proved by the corporate management, who determines whether a
transaction is legal or not? Isn’t that your job?

Mr. DiLG. Based on the information we would have at the time
we were rendering the legal services, that’s certain advice that we
would give.

Mr. STEARNS. That kind of answer gets me concerned. If I under-
stand, the whole purpose of V & E is to take the facts that are
given to you, figure out if there is a legally appropriate way to do
it, isn’t that what your law firm does? Anderson comes to you, we
want to do this, you show them how to do it legally. Isn’t that the
whole purpose of your law firm?
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Mr. DiLG. That is the type of advice we render on certain mat-
ters, when we’re asked. We do litigation matters. We do lots of dif-
ferent things.

Mr. STEARNS. I think every law firm in America is trying to ad-
vise their clients what’s legal to do. And you’re saying that you, as
the counsel for Enron, never saw anything egregious about any-
thing they did during the entire relationship you had with Enron.
That’s what you're telling us today?

Mr. DiLG. Yes sir.

Mr. STEARNS. Now when Mr. Skilling came here, he gave pretty
much the same tact you have done, you know. I used the term with
him “plausible deniability.”

I don’t know if that term fits you, but the approach you're taking
here is total unrepentence, a feeling that you did nothing wrong
and that you and your entire legal firm with all these high powered
lawyers, never saw a red flag during the whole process and you
never thought about separating your relationship with Enron until
the meltdown and until the bankruptcy. That’s what you’re telling
us today.

Mr. DiLG. I believe the earlier question was whether we ever saw
anything illegal. That’s what we’re qualified to determine. Red flag
is a term that I'm not sure that I feel comfortable with. But then
again, it’s to my knowledge we never saw anything at Enron that
we considered illegal. Our ethical obligations would require us to
withdraw if we did and if they did not follow our advice in pur-
suing an illegal action.

Mr. STEARNS. Mr. Sefton, prior to your coming here, I had the
opportunity to question Mr. Mintz, your successor. He testified that
when he saw virtually identical language that was in the LJMZ2,
identical language in the PPM for LJM3 in late 2000, he became
very concerned. He was alarmed, because it suggested that Fastow
was promoting his access to inside information as a way to promote
investment in his partnership.

He raised his concern with Enron’s legal team and V & E. Mr.
Dilg, did you know that he raised that? Mr. Mintz raised that with
you folks about his concern about Fastow’s inside—promoting his
access to inside information? Did you ever know about that? Just
yes or no?

Mr. DiLG. I don’t believe I recall any specific conversations with
Mr. Mintz.

Mr. STEARNS. Mr. Sefton, did you know about Fastow and what
he was doing? Because you prepared the LJM2 papers, didn’t you?

Mr. SEFTON. No, I did not prepare those papers.

Mr. STEARNS. Didn’t you review them?

Mr. SEFTON. I saw some of the documents relating to LJM2.

Mr. STEARNS. How can you see some and not the entire docu-
ment? Do they come one page at a time?

Mr. SEFTON. LJM2 was represented by Kirkland & Ellis which
was their outside counsel. They did essentially all the work on put-
ting that deal together.

Mr. STEARNS. Well, did you review the private placement memo-
randum?

Mr. SEFTON. Yes, I did.
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Mr. STEARNS. And there was no concern by you on this, even
though your successor, Mr. Mintz, testified that he had great con-
cern about the PPM for LJM3 and yet you had no concern, is that
correct?

Mr. SEFTON. I have never discussed with Mr. Mintz the reasons
for his concerns.

Mr. STEARNS. Mr. Skilling did not sign any of these documents.
Should Mr. Skilling have signed some of these documents?

Mr. SEFTON. His signature was called for on the form, yes.

Mr. STEARNS. When I go to a closing on my home, if I don’t sign
the document, my lawyers says, “Mr. Stearns, you better sign this
document or the deal is not going to be credible.”

Now your job was to review these partnerships, is that correct?

Mr. SEFTON. No, that’s not correct.

Mr. STEARNS. Okay. Did you see these partnership agreements?

Mr. SEFTON. No, I did not.

Mr. STEARNS. But you just told me earlier that you saw a part
of LJM2?

Mr. SEFTON. I saw the private placement memorandum.

Mr. STEARNS. Okay, would you have discerned whether Skilling
signed or not that? Could you recognize in that he did not sign it?

Mr. SEFTON. I don’t believe his signature was called for in con-
nection with the private placement memorandum.

Mr. STEARNS. If you don’t mind, pull the mike a little closer.

Mr. SEFTON. Sorry.

Mr. STEARNS. Did you sign the approval sheets for the LJM2?
Did you sign them?

Mr. SEFTON. Yes, I did.

Mr. STEARNS. Now if you signed them that meant that you were
approving the LJM2 partnership, is that correct?

Mr. SEFTON. That is not my understanding.

Mr. STEARNS. So when you sign a document that’s the approval
sheet, it’s your understanding that that does not mean it’s an ap-
proval sheet?

Mr. SEFTON. The approval sheet requires approval by Mr. Buy
and Mr. Causey. Those were the two senior executive officers of the
company who were required to approve the transactions by the
board of directors.

Mr. STEARNS. Mr. Derrick, what was your role in helping the
board of directors understand the LJM transactions? As general
counsel, did you advise them on the controls they implemented to
avoid conflicts in doing business with LJM and did you recommend
that they implement any additional controls?

Mr. DERRICK. Congressman, the only—best of my recollection,
the only board meeting that I was at with respect to the LIM was
the LJM1 transaction in which was viewed as simply a on-off
transaction. There were no controls, as I recall the discussion at
that point, because it was already a deal that they were looking at
specifically with a fairness opinion.

With respect to the other LJM matters, I did not personally par-
ticipate in the controls and I was not at the meetings at which
LJM2 was——

Mr. STEARNS. Mr. Derrick, I just have a little time left. All of us
on this committee are just having a difficult understanding why
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Mr. Skilling didn’t sign these documents and why you, as a former
general counsel of Enron didn’t get a concern when Skilling didn’t
sign these documents because I would think part of your job as the
former general counsel of Enron is to make sure all the documents
are properly signed.

Mr. DERRICK. Well, Congressman, as we have said, we had al-
most 250 lawyers in a decentralized department——

Mr. STEARNS. You had too many people to enforce the signing of
the document?

Mr. DERRICK. No, but the responsibility for that was allocated by
the board to Enron Global Finance and their attorneys. Those were
not documents that were toward me.

Mr. STEARNS. Mr. Sefton, what’s your comment?

Mr. SEFTON. With respect to what?

Mr. STEARNS. Documents that Mr. Skilling should have signed,
were not signed. Shouldn’t that raise some flags?

Mr. SEFTON. Yes, and it did.

Mr. STEARNS. I mean because Mr. Derrick is saying you’re sup-
posed to have done it, so he’s bouncing—aren’t you, Mr. Derrick,
bouncing the ball back to Mr. Sefton and saying Mr. Sefton was
supposed to do that? Isn’t that what you just said?

Mr. DERRICK. I don’t mean to be bouncing balls, Congressman.
I'm just saying the board had allocated that responsibility to a par-
ticular group, a legal group in our organization.

Mr. STEARNS. I would think the general counsel of Enron might
be that particular group you’re talking about. So Mr. Sefton, at this
point I'm finding it hard to believe that you wouldn’t be involved
in making sure all these documents were properly signed.

Mr. SEFTON. I'd like to just say that it was never my under-
standing that the board delegated this job to Enron Global Finance
legal. That was never my understanding.

Mr. STEARNS. Whose responsibility was it? If it wasn’t yours,
whose responsibility? You ere the top poobah here, the former—you
were the counsel for Enron. I mean if you're not responsible, the
Global Finance, who else could there be?

Mr. SEFTON. I believe the approval process called for the busi-
ness unit that was doing the transaction to complete the signatures
and get the signatures on the form.

Mr. STEARNS. Well, Mr.

Ms. DEGETTE. Will the gentleman yield real quick——

Mr. STEARNS. I want to finish. The general counsel, Mr. Mintz,
I mean he tried. He said I sent him a memo in May 2001. I gave
him about a week to respond. This is Mr. Mintz saying. I didn’t
hear from him. I asked my secretary to call his secretary to see if
I could get him on the schedule. He tried and tried and tried. And
Mr. Mintz was unable to get the signature on the approval sheets.
I mean who should he have gone to? I mean aren’t you the respon-
sible one to help out here?

Mr. SEFTON. No, Mr. Mintz is my successor.

Mr. STEARNS. Yeah. I mean you weren’t aware of this problem
at all with Mr. Skilling? Are you saying today you had no knowl-
edge about Skilling not signing these documents, is that your state-
ment today?

Mr. SEFTON. No, I'm not.
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Mr. STEARNS. You knew he didn’t sign the documents?

Mr. SEFTON. I know that his signature wasn’t on all the forms.

Mr. STEARNS. Okay, so if they weren’t on all the forms, should
they have been on all the forms? Just yes or no?

As a general counsel, should his name have been on the forms,
yes or no?

Mr. SEFTON. I understand that the

Mr. STEARNS. No, just yes or no. Should they be on the forms?

Mr. SEFTON. Well, I'd like to answer by saying that the approvals
required by the board of directors required approval by Mr. Buy
and Mr. Causey and that’s what the board said had to be done in
order to approve these transactions because of the conflict of inter-
est.

Mr. STEARNS. No. I'm just asking your general, your legal opinion
here as a general counsel. Should Skilling’s name have been on
those forms?

Mr. SEFTON. The board did not call for that.

Mr. STEARNS. So they don’t have to be on the forms, is that what
you're saying?

Mr. SEFTON. The board did not recall Jeff Skilling to sign those
forms.

Mr. STEARNS. But you just told me earlier that his name should
have been on the forms. You just told me a moment ago.

Mr. SEFTON. His signature was called for by the form itself, but
it wasn’t required by the board procedures.

Mr. STEARNS. Didn’t you create the form? Who created the form?

Mr. SEFTON. I did assist in preparing the form.

Mr. STEARNS. Assist, now wait a second. You created the form,
Mr. Sefton. You asked that his name be on that form. You told me
his name should have been on that form and it wasn’t on the form.

Mr. SEFTON. No, I

Mr. STEARNS. That’s the facts we’ve just established.

Mr. SEFTON. No, I did not ask that his name be on the form.

Mr. STEARNS. Who did, because you said his name should have
been. And you prepared the form, so who else could there be?

dlc\l/lrd SEFTON. Mr. Fastow suggested that Mr. Skilling’s name be
added.

Mr. STEARNS. And did you make sure that that name was added
in the nomenclature underneath saying blank line, Mr. Skilling?

Mr. SEFTON. Yes, I did.

Mr. STEARNS. So you had on the form that Mr. Skilling’s name
should have been there. You prepared the forms. You said he
should have been on there. Now tell me why didn’t you make sure
it was not on the form?

Mr. SEFTON. Well, what I haven’t mentioned to you is that when
I became aware of the fact that some of the forms had not been
signed by Mr. Skilling, I raised this issue with Mr. Fastow and told
him that there was an issue here that we needed to deal with.

Mr. STEARNS. Needed to deal with is probably a good way to
summarize this.

Mr. Chairman

Ms. DEGETTE. Mr. Chairman, can I ask unanimous consent for
15 seconds?

Mr. GREENWOOD. Without objection.
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Ms. DEGETTE. Mr. Rogers, in your position, did you think that
Mr. Skilling was supposed to sign those forms?

Mr. ROGERS. Madame Chairman, let me reach over here. This is
pretty uncomfortable. Congresswoman, excuse me. I'm getting off
to a bad start. I think these processes for policies and procedures
for ensuring that these transactions with LJM were not adverse to
the best interest of Enron and that they were arm’s length

Ms. DEGETTE. I asked a kind of a simple question. Can I get
kind of a simple answer? Did you think Mr. Skilling was supposed
to sign the forms?

Mr. ROGERS. In the beginning, that was not my understanding.

Ms. DEGETTE. Okay.

Mr. ROGERS. That was an important factor for the Board. When
I said earlier, as these processes evolved and the in-house counsel
reviewed the policies and procedure to see how they could be re-
fined and improved, it was clear to me through reading minutes of
the board that the board considered Mr. Skilling’s approval to be
important.

Ms. DEGETTE. Thank you. And so you thought he was supposed
to sign the forms as it went on?

Mr. ROGERS. I did think he was supposed to sign the forms as
it went on.

Ms. DEGETTE. Thank you.

Mr. GREENWOOD. The time of the gentlelady has expired. The
chair would inform the witnesses and the members of the com-
mittee that we have what appears to be a relatively brief series of
votes that we must address on the floor, so we will recess now for
at least 20 minutes and I can’t give you a precise time because of
the uncertainty of the votes, but it will be about 20 minutes.

[Off the record.]

Mr. GREENWOOD. The hearing will come to order. The chair rec-
ognizes the gentleman from Michigan, Mr. Stupak for 10 minutes
for inquiry.

Mr. StupAK. Thank you, Mr. Chairman. Mr. Dilg, just to ask you
some questions and you had indicated in your response that there
was this litigation risk and then you went on and said that because
of serious decline in the market that there would be a litigation
risk. Is that some quick summary of what you said to Ms. DeGette,
that there would a litigation risk because of serious decline in the
market?

Mr. DiLG. Right, Enron shares dropped possibly 60 percent or so
in the last year, at a point in time in August and in September
when we were writing this report.

Mr. STUPAK. So as long as the market stayed up, Enron would
never be in trouble, is that correct?

Mr. DILG. No sir, I don’t believe that was the rationale.

Mr. STUPAK. There wouldn’t be any problem unless there was
lawsuits. The only lawsuits are going to come when people start
losing money. So all these transactions, partnerships, these SPEs,
that’s okay, as long as the market stays up and Enron can cover
the cost? Is that sort of the conclusion of the logarithm?

Mr. DiLG. No sir. The Raptor vehicles had had some very severe
losses hedged against them. I think it was Mr. Causey that told us
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in our interviews that they were designed to deal with volatility,
not a complete collapse of market.

Mr. STUPAK. Sure, theyre supposed to hedge in case there’s a
fall, and they’re supposed to hedge, right, or put says Mr. Deutsche
likes to put it, right?

Mr. DiLG. That’s as I understood the purpose of the transactions.

Mr. STUPAK. But puts and hedges are not legal, if you’re putting
up your own company’s stock as Enron did, correct?

Mr. DiLG. I don’t believe that’s correct.

Mr. STUPAK. What do you believe is correct, if my statement was
incorrect?

Mr. DiLG. I believe there was a business purpose. The fact that
the vehicles were supported by Enron stock, we saw in our review
nothing that made them illegal because of that.

Mr. STUPAK. So there was no business purpose to these SPEs, is
that what you’re saying? That’s what made them improper?

Mr. DiLG. No, I didn’t say they were improper. The business pur-
pose, as I understood from Mr. Causey during our review was that
they were to hedge against volatility in some of the stock, some of
the investments that Enron had made.

Mr. STUPAK. You know everyone up here at the table at least all
say I don’t have an accounting background. I'm not an accountant,
you know. I only know the legal/technical merits. But none of us
on this committee has accounting backgrounds. We'’re not account-
ants. We can figure out a few things and it doesn’t take a lot for
us to figure out. We've only had 4 or 5 hearings. You guys have
spent more time, in fact, with Enron for many, many years. It
seems to me, it seems to me that when you get the memo from Ms.
Watkins, and if you just took a look at the letter, not even all the
details. If you just read the letter. It said Skilling’s abrupt depar-
ture will raise suspicions of accounting improprieties. I'm on 14 if
you care to follow along, second paragraph. “Will raise suspicions
of accounting improprieties and valuation issues. Enron has been
very aggressive in accounting, most notably in the Raptor trans-
actions and the Condor vehicle. We do have valuation issues with
our international assets and possibly some of our EES MTM posi-
tions.”

So her letter is more than just Raptor and Condor. If you go
down to the fourth paragraph, excuse me, fifth paragraph, second
line it says “the value in the swaps won’t be there for Raptor. So
once again, Enron will issue stock to offset these losses. Raptor is
an LJM entity. It sure looks to laymen on the street that we’re hid-
ing losses in a related company and will compensate that company
with Enron stock in the future.”

So she’s really just laying it out there. You don’t need to be an
accountant. You don’t need to be a Member of Congress. She said
a lay person on the street can understand this. The problem I'm
having and some of my colleagues are as we’re talking at the votes,
all these smart attorneys up here, they can’t figure it out, but the
lay person on the street can figure it out. Our concern is what’s the
relationship here? If you take a look at, if we just take a look at
the table here, I believe what, Mr. Derrick worked for many years
for Vinson & Elkins on the Enron account and you were at Enron,
right?
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Mr. DERRICK. Right.

Mr. STUPAK. So you have 25 years there at least.

Mr. DERRICK. It was 20 years, Congressman.

Mr. STUuPAK. But Mr. Dilg, you replaced Mr. Derrick and Vinson
& Elkins. It just seems like such a cozy relationship that even
when you get a memo that says even the common lay person on
the street can figure it out, none of you guys can figure it out.

Mr. DiLG. I'm not positive how to respond, Congressman. We did
understand that the Raptor partnerships were supported largely by
Enron stock. That was in Enron’s disclosures in the 10(k) and
10(q)s, etcetera.

What I don’t understand from your question is the assumed ille-
gality of that.

Mr. StupAK. Well, okay, I'm not asking for a legal conclusion.
You said you charged $60,000 to review the Watkins memo. Now
with that $60,000, I'm sure it’s not just for your technical, legal
merit. I'm sure whatever rate you charge is based upon reputation
of the firm, common sense, knowledge. In fact, you didn’t go outside
Enron because you guys had all the knowledge and therefore it
would be easier to do a good review.

I guess my concern is you bring all this experience and expertise,
but when we get to a real question, it’s either I don’t have account-
ing experience or we didn’t see the technical/legal merit. You come
and you’re hired and you bring other attributes with you as indi-
viduals, as attorneys and as professional people. It seems like to
some of us up here that those other attributes were just a blind eye
was cast when you looked at this memo because it’s all within the
house. I would think when you look at this memo words like “ag-
gressive accounting, creative accounting” would sort of send a sig-
nal to someone with all this experience not only within Enron and
Vinson & Elkins, but even the lay person on the street, those are
red flags and we should take a more serious in-depth look at it
which you don’t even hire an accountant, where admittedly you say
you're not an accountant. I would then think, as Ms. DeGette was
trying to say, you'd at least hire an account when you have these
red flags out here and you're charging this company. There seems
to be a circle that you don’t want to connect here.

Mr. DiLG. I do think our October 11 and our earlier conversa-
tions with Mr. Lay and Mr. Derrick pointed out that the account-
ing, even though Arthur Anderson said they stood by it and still
felt that it was proper, was aggressive and creative. We did see
that as a red flag and we did put that in our letter to make sure
that people understood that.

I think Mr. Lay and I'm not sure all the reasons that went into
it, but that may well have been one of the reasons they terminated
the Raptor transactions in the third quarter of 2001.

Mr. StUPAK. Well, okay. Let me ask Mr. Rogers. You were cer-
tainly throughout this year the vice president, associate general
counsel. Have you ever heard the words aggressive or creative ap-
plied to any Enron accounting before?

Mr. ROGERS. By anyone? I certainly heard of it

Mr. STUPAK. No, no. I mean before this whole mess started. Is
creative and aggressive accounting, is that proper terminology you
use?
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Mr. ROGERS. That’s not terminology that I would use. I hadn’t
heard that referred to with Enron’s accounting practices.

Mr. StUuPAK. What does aggressive and creating accounting
mean?

Mr. ROGERS. I don’t know what it means.

Mr. StuPAK. How about Mr. Derrick, Mr. Dilg? Mr. Rogers
doesn’t know what it means, but yet you guys used it in your re-
port. So what does it mean, aggressive and creative? Mr. Derrick?

Mr. DERRICK. Well, it actually was not my report, Congressman,
but no, I can’t——

Mr. STUPAK. It was a report to you from Vinson & Elkins.

Mr. DERRICK. Right, I can’t explain what aggressive and creative
accounting——

Mr. StuPAK. What did you think of it then when they sent you
this report. You paid $60,000. They send you a report and it says
“aggressive and creative.”

Mr. DERRICK. I think the comfort that we took from the report
was that they had discussed these very things with Anderson that
we paid millions of dollars——

Mr. STUPAK. Let’s back to the words though. What did it mean
to you? What did it mean to you when you saw on page 7, you got
this report and youre anxious because there’s some allegations
being made. You read it. You get to page 7, there’s “aggressive and
creative accounting.” Did you take great comfort in that?

Mr. DERRICK. It was, I believe, the following sentence where it
was no one had any reason to believe that the accounting was not
technically correct and they had discussed these very issues with
the firm that our audit committee had determined was the appro-
priate accounting firm for the company.

Mr. STUPAK. So even though you saw the words aggressive and
creative, you thought, oh, it’s no big deal because Anderson said it
was okay?

Mr. DERRICK. If the next sentence it says “and by the way, An-
derson does not believe it’s okay” that would have been obviously
a great cause of concern.

Mr. StupPAK. Mr. Dilg, you wrote the memo then. What did ag-
gressive and creative mean in accounting? What does that mean?

Mr. DILG. 'm not sure that we put a terminology on it, Rep-
resentative. We were reporting what we’d been told during our
interviews. I think Mr. Buy used the word aggressive.

Mr. STUPAK. Mr. Buy did?

Mr. DILG. I'm not sure. I need to look back through the interview
memos to see exactly where, but those words, obviously, were
things that we felt like we needed to convey, even though Arthur
Anderson said they were still satisfied with the accounting and had
reviewed Ms. Watkins’ letter and the allegation she made.

Mr. STUPAK. But you’d agree that those aren’t generally accepted
terminology we used in accounting, right?

Mr. DirG. Uh

Mr. STUPAK. Again, you don’t have to be an accountant to answer
this one.

Mr. DiLG. I don’t believe they’re part of generally accepted ac-
counting practices, but I understand that Arthur Anderson was
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verly convinced that these met generally accepted accounting prin-
ciples.

Mr. StupAK. All right. If you take a look at the report there. Let
me get the exact report here, the Powers Report. And if you take
a look on page 176, again, The Rogers Commission, Report or what-
ever you want to call it, sees this very different. If you look on page
176, it talks about the shared Watkins letter. I'm quoting now,
“provided a road map to a number of the troubling issues presented
by Raptors.” It goes on next paragraph, “We identified the most se-
rious problems in the Raptor transactions only after detailed exam-
ination of the relevant transaction and most importantly discus-
sions with our accounting advisors. Both steps at Enron and V &
E excepted, would not be part of B & E’s investigation. With the
exception of Watkins, B & E spoke only with the very senior people
at Enron and Anderson. Those people, with few exceptions, had
substantial professional and personal stakes in the matter under
review.” That’s the part that’s probably troubling most of us. This
circle, as I spoke of, will you take a look at these transactions,
who’s the approving legal counsel but Vinson and Elkins? And you
were asked to look at these transactions that you had previously
approved and yet you never even had an accountant when you all
say you're not accountants even look at it. The closeness, the cozi-
ness of the relationship is the part that’s bothering a lot of us on
this committee.

Do you care to add anything to that?

Mr. DiLG. Only that we were asked to do a preliminary review
and we did talk to the people that Ms. Watkins laid out in her let-
ter to check with. I think she said to see if I'm all wet.

Mr. STUPAK. But preliminary review, I mean you did nothing fur-
ther after this.

Mr. DILG. I’'m sorry?

Mr. STUPAK. You used the word “preliminary review” as been es-
tablished early. You really did nothing after this.

Mr. DILG. Our preliminary review was to determine whether a
further review was necessary.

Mr. STUPAK. And you determined there was no further review.

Mr. DILG. And we believed at the time we gave the report, no
further review was necessary.

Mr. STUPAK. Not even by accountants?

Mr. DILG. I’'m sorry?

Mr. StupAK. Not even by an accounting firm outside of Arthur
Anderson?

Mr. DiLG. Arthur Anderson, again, was one of the Big Five ac-
counting firms that had been chosen by the Audit Committee at
Enron.

Mr. STtUPAK. Right. All in-house, right? All in-house. Arthur An-
derson, in-house. They had attorneys in-house. They had account-
ants in-house, right? And you never talked to any of those people.

Mr. DiLg. We talked to the leading engagement partner for Ar-
thur Anderson.

Mr. SturPAK. Head guy at Anderson. Those people had substan-
tial professional and personal stakes in the matter under review as
it says in the Powers Report, right? Those were the people that
were talked to.
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Mr. DiLG. I don’t know how they characterized the personal
stakes they had in it. They had the credibility of their veracity on
the line.

Mr. StupAK. They had a dog in the fight, let’s put it like that.

Mr. DiLGg. We had no reason to believe that we couldn’t believe
them.

Mr. GREENWOOD. The time of the gentleman has expired. The
chair recognizes the gentleman from North Carolina, Mr. Burr for
10 minutes to inquire.

Mr. BURR. Thank you, Mr. Chairman. Mr. Sefton, let me ask you,
I would take for granted everybody at the table has kept up with
the hearings that have happened in the house and with the pub-
licity that exists around Mr. Skilling’s testimony, I think most of
you probably know that he lacked the ability to remember a lot of
things and in some cases suggested that he had no relation to the
involvement of the partnership.

Let me ask you, Mr. Sefton, do you believe that Mr. Skilling was
accurate in his testimony in front of Congress?

Mr. SEFTON. During my time in Enron Global Finance, I don’t
believe I had any conversations with Mr. Skilling at all. So I have
no basis on which to judge.

Mr. BURR. But you did leave some handwritten notes about your
understanding of the makeup of the partnerships and the need for
Mr. Skilling’s signature to accompany the approval, didn’t you?

Mr. SEFTON. I'm not sure that my notes talk about his

Mr. BURR. Who replaced you?

Mr. SEFTON. Jordan Mintz.

Mr. BURR. And didn’t Mr. Mintz testify to us that it was, in fact,
the notes that you left when you served in his role that sort of
guided him as to what everybody’s involvement was and who had
to sign off?

Mr. SEFTON. I didn’t hear Mr. Mintz testify to that.

Mr. BURR. Was that the intention of any of the notes that you
wrote, if they referred to the need for Mr. Skilling’s signature, is
that something that you understood was needed?

Mr. SEFTON. As I explained earlier, I did not understand that it
was required by the Board when they waived the conflict of inter-
est.

Mr. BURR. Mr. Derrick, do you believe that from what you know,
Mr. Skilling was completely candid with his testimony in front of
Congress?

Mr. DERRICK. Well, Congressman, as you can appreciate, I have
no way of knowing, in fact, what Mr. Skilling did or did not know.
If your question relates to whether it was my view that his signa-
ture was required on the documents, certainly based on my con-
versations with Mr. Mintz, that would have been my under-
standing.

Mr. BURR. Did Mr. Mintz dream this up? Was it printed some-
where or did he get it from the notes that Mr. Sefton left?

Mr. DERRICK. I don’t know where Mr. Mintz received his infor-
mation. I do recall though that at one of the Audit Committee
meetings that it was presented as a control mechanism by Mr.
Causey, as I recall, and Mr. Mintz was there. But as to the basis
for where that came from, I don’t have personal knowledge of that.
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Mr. BURR. There was one thing that I know was printed at
Enron and that was the Code of Conduct, correct?

Mr. DERRICK. Correct, yes sir.

Mr. BURR. The Code of Conduct was waived by the board in at
least two instances for Andy Fastow, am I correct?

Mr. DERRICK. You are correct.

Mr. BURR. Were you ever consulted as counsel on whether that
was a smart thing for Enron to do?

Mr. DERRICK. Congressman, I don’t ever recall being consulted.

Mr. BURR. Did you ever supply a recommendation on whether as
counsel the board should waive the Code of Conduct?

Mr. DERRICK. I don’t recall being consulted on that.

Mr. BURR. Mr. Dilg, was your law firm consulted on the board’s
decision whether they should waive the Code of Conduct?

Mr. DiLG. We did not advise the board.

Mr. BURR. It’s a very reputable law firm nationally. Is it common
for companies to have a Code of Conduct that is waived the way
that Enron has waived this Code of Conduct or waive a Code of
Conduct at all?

Mr. DIiLG. I could speak to what’s common, Representative, by
companies that have Codes of Conduct have them there for a pur-
pose which is to make sure they know where there is a conflict of
interest and they feel that they’ve dealt with it appropriately.

Mr. BURR. That’s my understanding from CO’s as well and they
have also expressed to me in my conversations that they can’t
imagine that it would take an unbelievable circumstance within
their company for a Code of Conduct to be waived.

Let me go back to you, Mr. Sefton. I think the LJM2 approval
sheet was your creation and I just want to ask you because as I
go down the sheet from that sheet it says the persons negotiating
for Enron, Ben Glisson. Excuse me, this is for Raptor. Persons ne-
gotiating for LJM, Michael Kopper. Both who work for Fastow, cor-
rect?

Mr. SEFTON. Yes.

Mr. BURR. In the 2000 Proxy, as it relates to it, it says these
transactions occurred in the ordinary course of Enron’s business
and were negotiated on an arm’s length basis with senior officers
of Enron other than Mr. Fastow.

Is the term “at arm’s length” in this proxy statement an accurate
depiction of the negotiations that took place between Mr. Glisson
and Mr. Kopper, in your opinion?

Mr. SEFTON. I believe the reference to senior officer is to Mr.
Causey and Mr. Buy.

Mr. BURR. I'm reading off the sheet. Listen, persons negotiating
for LJM, Michael Kopper. As counsel, how did you monitor the ne-
gotiations or did you?

Mr. SEFTON. I don’t believe I monitored the negotiations.

Mr. BURR. Mr. Sefton, on June 28, 2000 you signed this approval
sheet. So I would take for granted it was your understanding that
at that time what was on this sheet was accurate, that the negotia-
tions took place between Glisan. He also signed the sheet. In addi-
tion, Mr. Rogers, is your name Rex?

Mr. ROGERS. Yes sir.

Mr. BURR. You signed this sheet too.



55

Mr. ROGERS. Yes sir, my signing those deal approval sheets were
for the limited purpose of Section 4(a) which was——

Mr. BURR. Just share with us, if you will, since there’s some con-
fusion. Who negotiated for Enron and who negotiated for the part-
nership?

Mr. ROGERS. On this particular transaction or any transaction?

Mr. BURR. This one.

Mr. ROGERS. I don’t know the answer to that.

Mr. BURR. Mr. Derrick, on October 17, Enron was informed by
the SEC of an inquiry, correct?

Mr. DERRICK. That is correct.

Mr. BURR. And what date was the first memo that went com-
pany-wide to Enron relative to a change in the document protection
of rules at Enron?

Mr. DERRICK. If memory serves me correctly, Congressman, I be-
lieve it was on October 25 with respect to the litigation that had
been filed.

Mr. BURR. Share with me with all the concerns that didn’t start
with October 17, what transpired in an 8-day period at Enron and
specifically in the legal counsel’s office that would delay for 8 days
a memorandum to protect all documents given that you knew that
there was an SEC inquiry?

Mr. DERRICK. As you know, Congressman, we sent out a number
of e-mails with respect to document presentation, preservation. I
think with respect to the limited time that you’re referring to, fol-
lowing the communication from the Securities and Exchange Com-
mission, Mr. Rogers became involved in that as our representative,
having been a former member of the SEC’s organization.

If your point is were we concerned about any document destruc-
tion at that time——

Mr. BURR. Was this the first SEC inquiry that had been pre-
sented to Enron?

Mr. DERRICK. I'll have to refer to Mr. Rogers. I don’t personally
recall another SEC inquiry.

Mr. BURR. Mr. Rogers, is an SEC inquiry, given that you’ve got
some SEC experience, is that a serious thing?

Mr. ROGERS. Very serious.

Mr. BURR. Would you as with your knowledge of SEC and law
background, is that something that would immediately send off a
signal we need to protect everything that’s here?

Mr. ROGERS. Yes sir.

Mr. BURR. And what would take 8 days in your opinion to deter-
mine it’s time to send out a company-wide memo to say don’t throw
anything away, this is serious.

Mr. ROGERS. I don’t know the answer to that. I think in those
first several days after the notice or the inquiry from the SEC,
there was a lot of activity at Enron through responses to media re-
quests.

Mr. BURR. But you served in a legal capacity, correct?

Mr. ROGERS. That’s correct.

Mr. BURR. And in a legal capacity with an SEC background, you
couldn’t have been distracted by media requests, given the serious-
ness that you knew this inquiry weighted?
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Mr. ROGERS. No sir, our immediate reaction was to respond to
the SEC request for documentation, for information. That was the
immediate response.

Mr. BURR. Is part of an SEC inquiry and the request that goes
along with it the protection of documents?

Mr. ROGERS. I don’t recall that being part of the request, but cer-
tainly anyone at the company, certainly anyone in the legal staff
is going to——

Mr. BURR. Knows that document destruction after that inquiry
is noticed to be a serious, serious thing, right?

Mr. ROGERS. Yes sir.

Mr. BURR. And let me ask you, were you aware of any document
destruction that took place at Enron?

Mr. ROGERS. I am not aware of any document destruction at
Enron Corp.

Mr. BURR. Mr. Derrick, are you aware of any document destruc-
tion that took place at Enron?

Mr. DERRICK. I'm not aware of any relevant document—if you
mean literally any document destruction, there are various things,
trade secret issues that, of course, would legitimately be being dis-
posed of, but in terms of any relevant document destruction, Con-
gressman, I am not, and as you recall, later when there was a re-
port which was widely publicized with respect to potential concerns
about that, the response of Enron was to request the FBI to come
in. We opened our doors and cooperated fully with them.

Mr. BURR. Clearly, you did, and I think there was a lag and I'm
truly concerned on the 8 days. And my time has run out, but I
would like to ask Mr. Dilg, short answer if you will, for the chair-
man’s indulgence.

Were there legal opinions and/or work provided by Vinson & Elk-
ins that were ignored by Enron?

Mr. DILG. Again, as I stated earlier——

Mr. BURR. You have advised them on numerous legal opinions.
You've stated that.

Mr. DiLG. We've advised on numerous legal matters. As I men-
tioned earlier, there’s never a situation that I'm aware of where we
advised the company that something would be illegal that they ig-
nored that advice. We give advice on a daily basis to our clients as
far as things that we think may be a better way to do something
or often offer even business advice that companies may decide not
to follow. That is sort of a normal occurrence, but when it comes
to whether something is illegal, I'm not aware of Enron ever not
following our advice in that connection.

Mr. BURR. I once again would like to thank all of you for your
testimony today. I hope in the end, we’re able to go back and read
the transcripts and understand a little bit better what happened,
but I've got to share with you that is frustrating from this end to
actually hold documents that were at Enron that named partners,
that named negotiators, that named participants. Nobody can re-
member whether they were involved or not, that from the top of
Enron to the legal counsel at Enron that it seems like the only per-
son that knew what was going on was Sherron Watkins. And I
question whether she was taken seriously by anybody, including
the review. It’'s quite honest that Enron probably got what they
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paid for, $60,000 you said, was—I thought that was a drop in the
bucket for the degree of the accusations that were made. But I
think that gives me some idea of exactly the extent of what you
were asked to review. I thank you.

Mr. GREENWOOD. The gentleman’s time has expired. The com-
mittee is joined by two members who are members of the full com-
mittee, but not the Subcommittee and I'm going to recognize them
in one moment for inquiry. Before I do, I'm going to exercise the
prerogative of the chair to follow up on something here.

I'm looking at an LJM2 approval sheet. It’'s Tab 20 in your note-
books. You may all want to refer to this. And it’s about halfway
through the set of documents in your notebooks in Tab 20. And this
describes a deal between Talon, which is a Special Purpose Entity
organized for the purpose of entering into certain derivative trans-
actions. LIM2 says—it says that LJM2 through its 100 percent vot-
ing control, Talon has unilateral ability to make investment deci-
sions for Talon. Now—it’s the Raptor deal.

It indicates in the person negotiating for Enron in this case is
Ben Glisan. The person negotiating for LJM is Michael Kopper. Ob-
viously, both of these gentleman work for Mr. Fastow and each
working for him under one of his different hats that he wore.

A number of you folks signed the approval deal. These trans-
actions were negotiated by Enron employees who were working for
both Enron and LJM2 at the same time. Enron’s Year 2000 proxy
statement reads, “These transactions occurred in the ordinary
course of Enron’s business and were negotiated on an arm’s length
basis, that senior officers of Enron other than Mr. Fastow” and
that was signed by, among others, Mr. Rogers and Mr. Sefton.

My question is Mr. Sefton and Mr. Rogers, beginning with you,
how did you ascertain that, in fact, these were arm’s length—these
negotiations were at an arm’s length basis?

Mr. ROGERS. I'll respond first. Again, my signing off on all of
these deal approval sheets was for the limited purpose of Section
4(a). Will this transaction require disclosure as a certain trans-
action in Enron’s proxy statement? And the answer is yes. If any
of the transactions has a value of $60,000 or more it will be dis-
closed in the proxy statement.

Mr. GREENWOOD. Were you aware that these two gentlemen were
negotiating against one another?

You signed a document that said that you knew that they were,
but that you knew that it was arm’s length.

Mr. ROGERS. Again, I was signing for the limited purpose of Sec-
tion 4(a).

Mr. GREENWOOD. Did you know that they were negotiating
against one another? That’s—let’s take it one question at a time.
Did you know that these two gentlemen were negotiating against
one another?

Mr. ROGERS. I don’t recall.

Mr. GREENWOOD. But you signed a form that said that you did
and that, in fact, not only did you know that they did, but you
knew that it was arm’s length.

Mr. ROGERS. Well, signed for the purposes of Section 4(a).

Mr. GREENWOOD. Mr. Sefton, how about you? Did you know that
these individuals were negotiating against one another?
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Mr. SEFTON. Yes.

Mr. GREENWOOD. And did you sign a form saying that you knew
that they were negotiating at this negotiation was at arm’s length?

Mr. SEFTON. I signed the form.

Mr. GREENWOOD. Did you in signing that form, in fact, certify
that they were negotiating at arm’s length?

Mr. SEFTON. No, I did not.

Mr. GREENWOOD. What is the significance of your signature on
the form? What were you certifying? What were you proving?

Mr. SEFTON. I think the important thing to remember is that this
transaction is being approved by Mr. Buy and Mr. Causey, and
that is the procedure that the board had put in place to ensure that
the transactions were being done at an arm’s length basis.

Mr. GREENWOOD. And how did you know that it was approved by
Causey?

Mr. SEFTON. Because they are signing the form as well.

Mr. GREENWOOD. So in other words, your role when you get this
form is to look on it and see if Mr. Causey’s signature is on it and
then certify that his signature is on it and put your signature on
it to certify that his signature is on it. Is that right?

Mr. SEFTON. What? The board required——

Mr. GREENWOOD. Is that—just answer that question. When you
signed these approval forms, what you were doing was saying, yup,
I see Causey’s signature on here. It’s right above mine. I'll sign
mine name to certify that I see Mr. Causey’s signature. Is that
what you did?

Mr. SEFTON. No.

Mr. GREENWOOD. What did you do?

Mr. SEFTON. I would also review the form and make sure it had
been completed, all the blanks filled in. That it was properly filled
out. Since I had been involved in creating the form, I was——

Mr. GREENWOOD. Whose job was it to—who certifies that, in fact,
these transactions occurred in the ordinary course of Enron’s busi-
ness and were negotiated on an arm’s length basis with senior offi-
cers of Enron’s, other than Mr. Fastow? Whose job was that?

Mr. Derrick, can you tell us whose job it was to certify this was
arm’s length? This goes right to the core of the conflict of interest?

Mr. DERRICK. Well, I believe that it was Mr. Causey and Mr. Buy
who were charged with the responsibility on the business side of
that, in determining that. If there had been matters that were un-
lawful, I think that the lawyers would have been signing this. And
let me say I did not create this form, but that would be my under-
standing, Mr. Chairman, is that the lawyers were there to en-
sure

Mr. GREENWOOD. You were aware that they were negotiating
against one another?

Mr. DERRICK. No, this is not a form that came to me, Mr. Chair-
man.

Mr. GREENWOOD. Would you have considered it improper if you
knew that they were negotiating against one another?

Mr. DERRICK. At the time of this, again, I'm not sure what the
date here was, but I don’t think that we became aware that Mr.
Glisan had any interest that was not tantamount to Enron’s inter-
est until after the investigation began.
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Mr. GREENWOOD. The private placement memorandums list the
principals. It says the day to day activities of the partnership will
be managed by Mssrs. Fastow, Kopper and Glisan. So Mr. Sefton
saw this form. Mr. Astin saw this form. Mr. Rogers saw this form.
You all reviewed it and that didn’t tell you that there was some-
thing less than an arm’s length negotiation going on here?

Mr. ROGERS. I'm sorry, what form are you referring to?

Mr. GREENWOOD. It’s the LJM2 co-investment LP. It’s the private
placement memorandum.

Mr. ROGERS. That’s not an Enron document.

Mr. GREENWOOD. That’s 21.

Mr. ROGERS. Okay. It’s a private placement memorandum.

Mr. GREENWOOD. Right.

Mr. ROGERS. Of LJM. I reviewed a draft of it. I didn’t see the
final version of it.

Mr. GREENWOOD. Do you think the draft of it indicated that the
partners were—that the day to day activities of the partnership
will be managed by Fastow, Kopper and Glisan?

Mr. ROGERS. It was my understanding that Glisan was not in the
final draft. I didn’t see the final, but it was my understanding that
wasn’t going to be Glisan’s role.

Mr. GREENWOOD. You can remember that?

Mr. ROGERS. I do remember that.

Mr. GREENWOOD. You remember that—why do you think that
sticks out in your mind? Why would you have recalled that?

Mr. ROGERS. I recall that because

Mr. GREENWOOD. Had it been otherwise, you would have been
concerned?

Mr. ROGERS. I recall it because we had a senior corporate securi-
ties lawyer at Vinson & Elkins review the memorandum. Again, it’s
not a memorandum.

Mr. GREENWOOD. Who was that?

Mr. ROGERS. It was Bob Baird. It wasn’t a memorandum. It’s not
an Enron Corp. memorandum. It was prepared by LJM and their
counsel. And the draft that I saw had, among other things, Ben
Glisan, my understanding, I didn’t see the final draft, but it wasn’t
rrfl‘y understanding that Ben Glisan was going to be acting on behalf
of LJM.

Mr. GREENWOOD. Would you have thought it proper for these
guys to be negotiating against one another, one on behalf of the
partnership and one on behalf of the company? Could that ever
have been proper?

Mr. ROGERS. My understanding at the time is that Mr. Glisan
was the treasurer of Enron Corp. and that he would have been act-
ing on behalf of Enron Corp.

I didn’t have any information at the time that indicated other-
wise.

Mr. GREENWOOD. The chair recognizes the gentleman from Mas-
sachusetts, Mr. Markey for 10 minutes.

Mr. MARKEY. Thank you, Mr. Chairman, very much. Mr. Derrick,
I want to recap where we are right now in this hearing. You've tes-
tified that when Sherron Watkins’ allegation came to your atten-
tion Enron and Vinson & Elkins designed (1) to ignore her warn-
ings, that Vinson & Elkins and Arthur Anderson had conflicts and
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shouldn’t be used to investigate the allegations; (2) you also decided
to limit the nature and scope of Vinson & Elkins inquiry so that
it didn’t examine the underlying accounting, didn’t employ full dis-
covery and investigative techniques; (3) you also decided notwith-
standing this blistering, scalding indictment of a memo which Ms.
Watkins delivered to Mr. Lay and to you, subsequently, you also
decided, No. 3, not to interview any former employees, like Jeff
Skilling or Cliff Baxter who might have been able to shed some
light on the transaction; (4) not to follow-up on leads Sherron Wat-
kins provided with respect to other employees who could substan-
tiate her allegations, notwithstanding the fact that she has almost
been completely vindicated in retrospect; and (5) to largely limit
your inquiry to interviewing individuals like Andy Fastow and
Doug Duncan who were responsible for putting together these
transactions or reviewing and approving them and who would
{:helg‘eflore be likely to defend these transactions as appropriate and
awful.

So Mr. Derrick, what I'd like to do is just go back to the begin-
ning of the process which you put in place. According to your testi-
mony to the Powers Committee, you first learned of the Sherron
Watkins letter when Ken Lay gave it to you. What did Mr. Lay say
to you when he gave you this letter?

Mr. DERRICK. I don’t recall the specific conversation, and I don’t
recall whether, as I think I made it clear there, whether he walked
it over, whether he sent it over, but immediately upon receiving it
I distributed the copies of that memorandum to what I thought at
the time were the appropriate people, which included Sharon
Butcher, who keeps care of our tracking log, to Mr. Fastow,
Mr.——

Mr. MARKEY. So you are saying you cannot remember if Mr. Lay
handed this to you personally? You cannot remember that.

Mr. DERRICK. Congressman, all I can testify to is what I person-
ally recall.

Mr. MARKEY. This is a bombshell. He handed you dynamite that
could blow up the Corporation or he did not. You don’t remember
if he did.

Mr. DERRICK. I don’t recall whether it was carried over or wheth-
er he brought it over. No, I'm sorry, I just don’t.

Mr. MARKEY. That is hard to believe. Now, let me ask you this:
Did you and Mr. Lay discuss whether the issues raised in the letter
might arise at an all-employee meeting scheduled to be held in a
few days?

Mr. DERRICK. There was an all-employee meeting, and the ques-
tion was——

Mr. MARKEY. You discussed that subject with Mr. Lay.

Mr. DERRICK. I think we did, yes. I can’t say that it was the time
that I received the letter.

Mr. MARKEY. You told the Power Committee that in fact you did
discuss subject with——

Mr. DERRICK. Yes, but the question, Congressman, is whether it
was at the time I received the letter. I don’t recall whether it was
at the time I received the letter.

Mr. MARKEY. Subsequent to the receipt of the letter, within the
next several days, did you discuss it with him?
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Mr. DERRICK. Yes.

Mr. MARKEY. You did. Now, you and Mr. Lay discussed the need
to have an investigation done into these allegations. Who proposed
selection of Vinson & Elkins, you or Mr. Lay?

Mr. DERRICK. I believe—well, it was a mutual discussion, but I
think it would have been me who proposed Vinson & Elkins.

Mr. MARKEY. Okay. Did you discuss with Mr. Lay the potential
conflict of interest which Vinson & Elkins had with Enron?

Mr. DERRICK. Yes, we did. We discussed the possible downside
because they had been involved in it. On the other hand, there
was, as I've said before, the great strength that they had the back-
ground, and following up on that—but the question ultimately
would be for the law firm to determine whether in fact there was
a conflict of interest.

Mr. MARKEY. Did Mr. Lay suggest that Vison & Elkins’ inves-
tigation be limited in scope and that it not examine the accounting
and that it not be a full-scale inquiry with discovery and interviews
with b‘;)th current and former employees? Did he ever suggest that
to you?

Mr. DERRICK. We discussed it. I don’t recall that Mr. Lay pro-
posed that. The question was how do we, as quickly as practical,
get an investigation that will enable us to have recommendations
as to whether to launch a full-scale investigation.

Mr. MARKEY. So did Mr. Lay say to you that it would preferable
if we did not have to go outside of Vinson & Elkins or Arthur An-
dersen?

hMr. DERRICK. To the best of my knowledge, he never expressed
that.

Mr. MARKEY. He did not.

Mr. DERRICK. He did not.

Mr. MARKEY. Okay. Did you and Mr. Lay discuss potential ad-
verse publicity that would result if Ms. Watkins’ allegations be-
came public?

Mr. DERRICK. To the best of my recollection, there was never a
discussion with respect to that.

Mr. MARKEY. Did you and Mr. Lay discuss the potential litiga-
tion that could result if these allegations became public?

Mr. DERRICK. To the best of my knowledge, we never had a dis-
cussion. Our sole purpose was to address these as quickly as

Mr. MARKEY. You are saying absolutely not. Mr. Lay never
raised the public relations aspect of this, the consequences to the
corporation if this ever became public. He never said that to you
during any of these meeting?

Mr. DERRICK. I believe that you are referring to the initial meet-
ings we had.

Mr. MARKEY. I am referring now to all of the meetings up to the
point at which ultimately we have a release of this report by Vin-
son & Elkins. Did he ever mention at any time his great concerns
about—remember now, you are a former partner of Vinson & Elk-
ins now dealing with the managing partner of Vinson & Elkins, so
we are very concerned about this conflict that exists, at least in
your mind, to preexisting loyalty to a firm that basically gave you
the opportunity to work at Enron. So what about any conversa-
tion—did Mr. Lay at any time ever have any conversations with
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you about the publicity consequences if this report was dev-
astating?

Mr. DERRICK. Congressman, the only recollection I have would be
at the time that Vinson & Elkins presented their presentation to
us, pointing out the possibility of adverse publicity and litigation,
but I don’t recall Mr. Lay ever raising that as an issue.

Mr. MARKEY. Did you ever discuss with Mr. Lay whether Ms.
Watkins could or should be dismissed?

Mr. DERRICK. No, I do not recall ever having a conversation with
Mr. Lay. He mentioned that she had requested that she be reas-
signed from Mr. Fastow, but there was never any indication in any
conversation I had with Mr. Lay with respect to any firing of Ms.
Watkins.

Mr. MARKEY. Okay. Now, Mr. Dilg, did Mr. Derrick at any time
say to you that he would prefer that you resolve this question in
a way in which you did not have to recommend another firm do the
investigation?

Mr. DiLG. No, sir.

Mr. MARKEY. He never did.

Mr. DiLG. No, sir.

Mr. MARKEY. Did you ever recommend to him that you would
prefer that it stay in-house and that another firm not be called in
to do an independent investigation?

Mr. DiLG. No, sir. Our final recommendation in the October 15
letter was that there was no further investigation.

Mr. MARKEY. When Mr. Lay—did you ever talk to Mr. Lay about
this case, Mr. Dilg?

Mr. DiLg. We had one meeting with Mr. Derrick and Mr. Lay I
believe—I think the date was September 21, but I am not positive.

Mr. MARKEY. And at that meeting, did Mr. Lay say to you that
he would prefer if you did the investigation, that is Vinson & Elk-
ins, and not some outside firm?

Mr. DiLaG. No, sir. We were reporting on the investigation we had
done thus far.

Mr. MARKEY. And at that point, you had not reached any conclu-
sions that would indicate that the accounting practices or other
practices would cause problems for the firm?

Mr. DiLG. We reported on what we had heard from Arthur An-
dersen with respect to the accounting.
| MI“? MARKEY. And you were satisfied that there were no prob-

ems?

Mr. DILG. I am not an accountant, so we alerted him to the ref-
erences to creative and aggressive, et cetera, that we had heard
during our interviews, but we did tell him that Arthur Andersen
was fully comfortable with their accounting treatment.

Mr. MARKEY. You know, I have a real problem with all of this.
Obviously, the Powers Committee conducted a real investigation.
Enron and Vinson & Elkins did not in fact conduct a real investiga-
tion. When the ordinary investor or employee at Enron thinks that
an investigation is being done, they think that people, that is the
investigators, are acting like Columbo, asking all the questions
that no one else would think of in order to make sure that the
truth was obtained. In fact, what you did was act more like Inspec-
tor Clueso, stumbling over obvious evidence, not interviewing obvi-
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ous suspects or witnesses, and in fact coming to conclusions that
delayed the point at which a real reckoning was in fact possible.

And I think if you had not conducted this phony investigation,
that it might have been possible that we would not have seen the
collapse of Enron, that we would have had enough time to take the
types of actions, not we, but rather the corporation and others, in
order to save that corporation, the employees’ jobs, the investors’
savings. And so I have absolutely no question in my mind that
there was a decision made here. I wish I knew definitively who
made the decision that this was going to be too dangerous. We
don’t know that at this point.

I disagree with Ms. Watkins. She rules out Mr. Lay. I don’t think
that this committee should rule him out. I don’t think yet we know
what took place in those conversations initially after he received
this memo from her. It is such a blistering, scalding indictment of
the practices at the firm that ultimately have been almost com-
pletely vindicated, that much more is going to have to be found by
this committee. I thank you once again, Mr. Chairman.

Chairman TAUZIN. I thank my friend from Massachusetts, and I
am pleased now to recognize a round of questions my friend from
Texas, Mr. Green.

Mr. GREEN. Thank you, Mr. Chairman, and I appreciate the op-
portunity to wave in on the subcommittee, and I have an opening
statement that we have submitted. And I guess before I go into
questions, the frustrations that someone—particularly someone
from Houston for 30 years had the utmost respect for Arthur An-
dersen and Vinson & Elkins and the last 16 for Enron, even if we
are on a different sides of a political issues oftentimes, and to see
what has happened. And that is the frustration that we see, and
you see if from other members who maybe aren’t directly related
to what has happened in Houston.

Mr. Rogers, first, who did Mr. Glisan report to at Enron?

Mr. ROGERS. He reported to Mr. Fastow.

Mr. GREEN. Okay. So he wasn’t independent of Mr. Fastow?

Mr. ROGERS. I am sorry?

Mr. GREEN. So he was not independent of Mr. Fastow if he re-
ported to Mr. Fastow.

Mr. ROGERS. When you say independent, I mean he reported to
Mr. Fastow, that was his superior officer, that is correct.

Mr. GREEN. Okay. Mr. Sefton, according to your notes, and they
are under Tab 18, and it is actually 24309, on September 29, 1999,
shortly after you arrived in Houston to begin working for Mr.
Fastow, you had a meeting with Mr. Fastow, is that correct?

Mr. SEFTON. These notes would indicate that I did, yes.

Mr. GREEN. Okay. And he explained the LJM deals to you, didn’t
he?

Mr. SEFTON. I don’t recall that meeting. My best recollection of
what happened at that meeting is in these notes.

Mr. GREEN. Okay. And your notes reflect LJM1, and without
having to read all the notes from September 29, they reflect LJM
just some of the highlights, without having to go into them because
I only 10 minutes, but your notes reflect discussion on LJM, is that
correct, these notes that we have in Tab 18?
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Mr. SEFTON. Yes. These notes were taken, I believe, during a dis-
cussion. I don’t know what each individual means, whether it re-
flects a statement made by Mr. Fastow or whether it is sort of an
observation on my own part.

Mr. GREEN. Well, assuming they were your notes and they were
observations of your meeting, one of the purposes of LJM1 that
your notes directly mention was to hedge Enron’s investment in
RythmsNet stock, which was very volatile. Enron’s investment had
gone from $10 million to $150 million in less than 6 months after
RythmsNet went public; is that correct?

Mr. SEFTON. I don’t know that.

Mr. GREEN. Okay.

Mr. SEFTON. I wasn’t involved in the LJM]1 transaction, that took
place before I arrived.

Mr. GREEN. Okay. Well, but your notes that we are going from
talk about your discussion with him, and maybe I need to read the
notes to you, because they are there. “Two things led to LJM1: for-
ward contents to purchase Enron stock, prices below market. Buy-
ing shares back would have increased equity, but we would have
had to borrow money which would cause problems. Had the
Rhythm stock position, huge volatility. We want to hedge the
Rhythm stock position but couldn’t do it in market.” Those are your
notes.

Mr. SEFTON. Yes.

Mr. GREEN. Okay. I would appreciate it if you would at least fa-
miliarize yourself with your notes. Then when I ask you the ques-
tion, instead of me having to take up my 10 minutes in reading
your notes to you.

Mr. SEFTON. I am sorry. That wasn't——

Mr. GREEN. Enron could not sell its Rhythm stock for another 6
months; is that correct?

Mr. SEFTON. Is that in my notes?

Mr. GREEN. No, it is not, but I am asking you from other knowl-
edge other than these notes. Your notes reflect the volatility of the
Rhythms stock position and the huge volatility. Do you know that
Enron couldn’t sell their investment in it for 6 months?

Mr. SEFTON. I am sorry, but I did not work on that transaction.
I am not familiar with what happened there.

Mr. GREEN. Okay. That is what Vince Kaminski told the Powers
Committee, though, that Vince Kaminski was the head or Enron’s
research group at the time, told the Power Committee that could
not buy such a hedge in the market because it prohibitively expen-
sive, obviously very volatile from your notes. In fact, yesterday the
analyst from PricewaterhouseCoopers who valued that stock for
Enron told our staff that the volatility was off the charts. So, again,
reflects your notes from 1999.

According to your notes, Mr. Fastow told you that Enron couldn’t
hedge Rhythms in the market. Was it also your understanding that
no outside third party would have taken the hedge at the price
LJM did?

Mr. SEFTON. All that I recall from this meeting are these notes.

Mr. GREEN. Okay. Your notes, again, seem to refer to the
Rhythms stock position had huge volatility, and your notes reflect,
“We wanted to hedge the Rhythms stock position but couldn’t do
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it in the market.” So that agrees with what Mr. Kaminski shared
with us yesterday, and also the analyst from
PricewaterhouseCoopers.

It is very interesting in the 1999 annual report, footnote 16, that
states that, “Management believes that the terms of the trans-
actions related with the representative terms that would be nego-
tiated with an unrelated third party.” Did you see any evidence
from your notes or from your memory other than your notes that
that was an independent third party?

Mr. SEFTON. I am sorry, you are referring to what document?

Mr. GREEN. Okay. The annual report for Enron was 1999.

Mr. SEFTON. The annual report?

Mr. GREEN. Footnote 16. Just trust me I am——

Mr. SEFTON. Okay.

Mr. GREEN. [continuing] saying that footnote 16 states that,
“Management believes that the terms of the transactions with re-
lated parties are representative of terms which would be negotiated
with unrelated third parties.” That is in that report. Do you have
any evidence of that from your notes or your memory that that was
really unrelated third parties in LJM1?

Mr. SEFTON. Well, I am not sure if I am answering your ques-
tion, but I wasn’t involved in the preparation of that annual report
footnote. I am not familiar with——

Mr. GREEN. I know, but I am asking you do you have any infor-
mation that would show that that footnote was correct from your
notes here and any information at all, other than your recollection
from these notes?

Mr. SEFTON. No, I don’t think there is anything in my notes that
would speak to that.

Mr. GREEN. Okay. The proxy says that same thing, the proxy
statement. It states that, “Management believes that the terms of
the transactions were reasonable and no less favorable than the
terms of similar arrangements with unrelated third parties.” Mr.
Sefton, Mr. Derrick and Mr. Astin, tell me what basis you had on
signing off on the statement, and what was the due diligence that
these representations called for?

Mr. DERRICK. Congressman, speaking for myself, I didn’t have a
personal involvement in that. We had in place what we considered
to be a large team of qualified people who would have been looking
at that and preparing the proxy statements. And it would have
been on the basis of what they did that would have been the basis
for that statement.

Mr. GREEN. Who was in charge of making sure this proxy state-
ment was correct then within the Enron legal team?

Mr. DERRICK. Well, internally, Mr. Rogers was leading our secu-
rities effort.

Mr. GREEN. Okay. Mr. Rogers, the statement that, “Management
believes that the terms of the transactions were reasonable and no
less favorable than the terms of similar arrangements with unre-
lated third parties,” did you sign off on that statement to be in the
proxy?

Mr. ROGERS. I was part of the team that was charged to gather
the information. I did not do the personal due diligence on that.
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Mr. GREEN. What was the due diligence from the team, if not
yourself?

Mr. ROGERS. The due diligence were lawyers and accountants
within Enron were assigned to gather the information. I didn’t
draft the proxy disclosure.

Mr. GREEN. But you signed off on it.

Mr. ROGERS. Well, when you say signed off on it, I reviewed it,
and based on the information that was presented to us, we agreed
with it.

Mr. GREEN. What information was presented to you from the
lawyers and accountants to show that this was no less favorable
than unrelated third parties?

Mr. ROGERS. The internal legal team that worked on the under-
lying transactions. My team did not work—was not assigned to
work on any of the LJM or any of the structured finance trans-
actions. So we had no personal knowledge of them. The parties that
were assigned to draft the proxy disclosure were the parties that
worked on the transactions and the lawyers and accountants that
worked on the transactions that would have done the due diligence.

Mr. GREEN. Can you give us some names of who that would be,
the lawyers that worked for your team—or that worked for that?

Mr. ROGERS. I don’t know the specific lawyers and accountants.
It would have been lawyers in the Enron Global Finance Unit and
the accounting team that reports to Rick Causey who also signs off
on all of the LJM transactions, along with the chief risk officer who
was reviewing these transactions in terms of fairness to Enron.

Mr. GREEN. So someone told you in those teams that this state-
ment was correct, and you signed off on it.

Mr. ROGERS. Based on that compilation of due diligence, correct.

Mr. GREEN. Mr. Rogers—and Mr. Chairman, I know—Ilet me just
ask, on the statements on the LJM approval sheet where you
signed—in previous questions, you answered that you only signed
off relating to 4(a).

Mr. ROGERS. That is correct.

Mr. GREEN. Is that 4(a) on the compliance sheet of this or is that
some other——

Mr. ROGERS. No, it is 4(a) on this sheet. It is 4(a), does it require
proxy disclosure, and the answer is yes, because Andrew Fastow,
as the chief financial officer of Enron, is a related party. There is
a clear conflict; it is required to be disclosed.

Mr. GREEN. It was required to be disclosed. I guess just as a law-
yer, whenever I always sign for something that was specific only
for, for example, 4(a) or whatever, I always wanted to make sure
that was under my signature, and I think most documents I used
to sign with Vinson & Elkins, if there was limited responsibility,
I always spelled that out.

Mr. ROGERS. I wish I had done that.

Mr. GREEN. I understand. Thank you, Mr. Chairman.

Chairman TAUZIN. The Chair thanks the gentleman; his time has
expired. The Chair recognizes the gentleman from California, Mr.
Waxman, for a round of questions.

Mr. WAXMAN. Thank you very much, Mr. Chairman. Since the
very first hearing on the Enron scandal before this committee, I
have sought information about Enron’s Special Purpose Entities.



67

What we know about these entities is very disturbing. While Enron
employees made millions with no apparent risk, Enron share-
holders and employees lost their shirts. And due to Enron’s re-
markable political clout, not a single regulator was in a position to
prevent this debacle.

We are now 3 or 4 months into this investigation, yet we appear
no closer to having a complete list of the partners and investors in
Enron’s many partnerships. Amazingly, in previous hearings, nei-
ther Enron’s executives nor its accountants could tell us who the
partners and investors were. Well, testifying before us today are
the lawyers who actually worked on many of these partnerships.
Surely it will help that you witnesses will be able to shed some
light on these important questions.

Let me start with you, Ms. St. Clair. You worked on the legal as-
pects of the Jedi/Chewco transaction. How can we find out who the
partners and investors were in Enron’s many partnerships? Can
you tell us who has this list and what the documents the com-
mittee should request to obtain this list?

Ms. ST. CLAIR. With respect to Jedi/Chewco? I mean that is the
only transaction that I am familiar with.

Mr. WaxMAN. Well, how about any of the partnerships?

Ms. ST. CLAIR. I am not familiar with, other than looking at the
partnership agreement itself and who signed it and whether it has
a list of partners.

Mr. WAXMAN. Who signed it—I am sorry, I didn’t hear what you
said. You looked at the partnership agreement and who signed it.

Ms. ST. CLAIR. What partner signed it and whether or not it has
a list of partners. Some partnership agreements do.

Mr. WAXMAN. Okay. And where would we be able to get a copy
of those lists that were in those agreements, of partners?

Ms. ST. CLAIR. With respect to—I can only address with respect
to the Chewco partnership.

Mr. WaxMmAN. Well, let us go to Jedi/Chewco.

Ms. St1. CLAIR. Jedi/Chewco?

Mr. WAXMAN. Yes. Did that have a list of partners?

Ms. ST. CLAIR. I think the Chewco partnership agreement is in
the files and has been available, yes.

Mr. WAXMAN. Okay. And do you know whether that has been re-
quested by this committee?

Ms. ST. CLAIR. I don’t know.

Mr. WAXMAN. Well, I am going to make a request to the chair-
man that he—Mr. Chairman, I would request since Ms. St. Clair
believes the names of the partners are on the Jedi/Chewco—are in
their files, that we request that information for the committee.

Chairman TAUZIN. My understanding, Mr. Waxman, is that re-
quest is already before Enron and its counsel, and I don’t think we
have yet received all of our responses. We have not received all the
records, and if there is a need yet under that inquiry, that request
for documents, to satisfy that, it has not been met, either by Vinson
& Elkins or by the firm, I would renew it here today, and we will
renew in writing if we need to.

Mr. STEARNS. Point of information, Mr. Chairman.

Chairman TAUZIN. The gentleman is recognized for a point of in-
formation.
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Mr. WAXMAN. Mr. Chairman, this won’t go against my time, will
it?

Chairman TAUZIN. It will not go against your time. Depends how
long his information is.

Mr. STEARNS. I think the gentleman’s request is a very pertinent
one, not only Chewco but for the other ones. As I understand from
our staff, we have requested these documents to find out who the
investors were for all these partnerships. And I think the question
is, Mr. Chairman, how long ago did we request this information to
find out who the partners were of these Special Purpose Entities?
Just how long ago has it been, just approximately?

b Chairman TAUZIN. My understanding it has been since Decem-
er.

Mr. STEARNS. Okay.

Chairman TAUZIN. And we are still literally receiving documents
from Enron as we speak. As you know, we are still trying to under-
stand whether the documents we requested are available, or were
they part of any potential shredding that went on at Enron, and
that is still an open question.

Mr. STEARNS. And the last question I have for Mr. Chairman,
would these gentlemen—was it asked of the law firm these docu-
ments or Enron? And if we are having a difficult time from Enron,
can we ask the gentlemen here for the same set of documents, be-
cause surely they kept a copy?

Chairman TAUZIN. My understanding is the inquiries were di-
rected to Enron itself, and obviously if we don’t come into posses-
sion of that information from Enron, we will make a request upon
Vinson & Elkins for that information. In fact, as I said, I am lodg-
ing that request publicly today that information be provided to us
voluntarily, because we apparently are having some trouble getting
it from Enron itself.

Mr. STEARNS. Thank you, Mr. Chairman.

Chairman TAUZIN. Thank the gentleman.

Mr. WAXMAN. Thank you, Mr. Chairman.

Chairman TAUZIN. Again, the gentleman has 8 minutes and 17
seconds to go.

Mr. WAXMAN. Well, I appreciate my colleague’s very helpful line
of inquiry, because we are trying to get this information, and we
have gone all these months without getting it. And I would hope
the law firms that have it would submit it to us.

Mr. Sefton, you were general counsel of Enron’s Global Finance
Unit. You worked on certain aspects of the LJM partnerships. Can
you tell us where we can obtain a list of the partners and investors
in the LJM partnerships or other partnerships? Let us say the LJM
partnerships first.

Mr. SEFTON. It is my understanding that the partners in LJM
are not known to Enron, because LJM was an outside entity, and
I don’t believe that information has been made available to the
company.

Mr. WAXMAN. Who would have that information?

Mr. SEFTON. I believe Mr. Fastow would or I guess maybe now
Mr. Kopper.

Mr. WAXMAN. And, Mr. Chairman, if I might ask whether that
information has been requested from Mr. Kopper?
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Mr. SEFTON. I believe that would be the correct person to ask.

Mr. GREENWOOD. I am sorry, would the gentleman from Cali-
fornia reiterate which specific material?

Mr. WAXMAN. Well, I have asked Mr. Sefton about the LJM part-
nership, and he thinks that the investors and names of the LJM
partners are with Mr. Kopper. So I don’t know if this has been re-
quested, but I think we ought—since he has identified where we
can get that information, I would hope—rather than take up my
time now, I will ask the Chair to get that information subpoenaed.

Mr. GREENWOOD. For the gentleman’s information, we have re-
quested those documents. We have some documents, and we will
work with you to make sure that you have the opportunity to re-
view them.

Mr. WAaxMAN. Thank you very much. Mr. Sefton, so you think it
is there. Who is Mr. Kopper?

Mr. SEFTON. Mr. Kopper is a gentleman who purchased Mr.
Fastow’s interest in LJM2, I understand.

Mr. WAXMAN. Do you know who else might have a copy of the—
or a list of the investors in LJM?

Mr. SEFTON. Mr. Fastow, possibly.

Mr. WaxMAN. Okay. How about the other partnerships, do you
have any information about the names of the partners and inves-
tors in any of the other partnerships?

Mr. SEFTON. I would think that the corporate secretary at Enron
would have information about all of the entities that Enron has an
ownership interest in, and I believe the records reflect who all the
other owners are, if it is not entirely owned by Enron. But others
here can possibly clarify that in case I am wrong.

Mr. WAXMAN. Does anybody want to make a clarification of that?
Mr. Derrick?

Mr. DERRICK. Well, I could—I think it is—it would certainly be
true that the Enron corporate secretary will have a list of all the
Enron entities and in terms of the Enron ownership would cer-
tainly have that. Now, as to a third party, for example, LJM, which
is not an Enron entity, it is unlikely, in my judgment, that that in-
formation would be available within the Enron corporate sec-
retary’s office.

Mr. WAXMAN. And where would that information be available?

Mr. DERRICK. Well, again, I assume, with respect to any of these
third party entities, it would be that entity itself. In the same way
that Enron would have knowledge of its side of the ownership, the
third party ought to have records which will identify who their
owners are.

Mr. WAXMAN. So would it be fair to say that Enron would have
a list of all these entities, but then we have to go to the entities
to get the names of the investors?

Mr. DERRICK. I think it would be fair to say, Congressman, that
Enron would have a list of the entities in which it has an owner-
ship interest and could identify the Enron side of that equation.
The other side of the transaction would be, by definition, not an
Enron entity, and I think it is unlikely, though I can’t say with any
certainty, but unlikely that the Enron record would disclose who
the owners of that other entity are. And so my thought would be
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that a request to that other—that third party entity would produce
the information that you are requesting.

Mr. WAXMAN. And do we have a complete list of all the third
party entities?

Mr. DERRICK. I don’t know the answer to that.

Mr. WAXMAN. Does Enron have a list of all the third party enti-
ties?

Mr. DERRICK. Well, Enron should have a list of all of the entities
in which it, Enron, has an interest, which I hope is responsive to
your question, I am not sure.

Mr. WAXMAN. And what third party entities are there that Enron
wouldn’t have an interest but are connected to the Enron issue?

Mr. DERRICK. Well, for example, there could be several tiers
within the third party entity. I don’t pretend to—I wasn’t involved
in these transactions in any detail, but, for example, some of the
charts that have been shown disclosed that there are multi-tiers,
and that is what I am referring to.

Mr. WaxMAN. So if we are trying to find all the information, we
start with all the third parties where Enron had an interest. Then
we would go to each of those separate entities and ask them about
other entities that they may have dealt with.

Mr. DERRICK. Well, that would be my thought, yes.

Mr. WaxmaN. Okay.

Mr. STEARNS. Would the gentleman yield just for a second?

Mr. WAXMAN. I am afraid to yield to you because I have so little
time, but I know you probably will get your own time in a minute.

Mr. Derrick, you were Enron’s general counsel. Can you tell the
committee where we would find the necessary documents to obtain
the list of partners and investors?

Mr. DERRICK. Well, I don’t think I have much to add to what I
just said, Congressman, on that point.

Mr. WAXMAN. Okay. Mr. Rogers, you are the only lawyer testi-
fying today who still works for Enron, and you also worked on as-
pects of the LJM transactions. Can you tell us where we can obtain
a list of the partners and investors in LJM?

Mr. ROGERS. Actually, Congressman, I did not work on the LJM
transactions, but I think part of the problem here is that LJM, de-
spite Mr. Fastow’s relationship to it, is not an Enron entity; it is
a separate entity. And I think that is part of the problem is that
Enron doesn’t have access to the records of LJM and the investors
in LJM. And I think part of the problem is the people that would
have that information, I don’t know if it is going to be very helpful
to you, as Mr. Sefton said, would be Andy Fastow, Michael Kopper,
who I understand was the individual to whom Mr. Fastow sold his
interest, the law firm representing LJM, which I am sure they at-
torney/client privilege issues. But a lot of the information that you
want on investors into these other entities, if they are not Enron
subsidiaries or subsidiaries that Enron controls or has ownership
interest in, I think that is part of the delay in getting this informa-
tion. I am not sure Enron has that information.

Mr. WaAXMAN. Well, let me ask this of anybody at the table, be-
cause you are all Vinson & Elkins lawyers. Does anybody have
anything else to tell the committee where and how we can obtain
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a list of the partners and investors in all these Enron special enti-
ties? Anything more to add? Yes?

Mr. ASTIN. Congressman, the only thing I would add is that I
have read news reports that indicate there is litigation I believe in
the State of Delaware regarding LJMZ2 that might disclose the
names of the partners.

Mr. WAXMAN. Let me ask each of you, if you would, to respond.
Are you personally aware of the names of any of the investors in
the Special Purpose Entities or other partnerships? And why don’t
we start with you, Mr. Sefton?

Mr. SEFTON. I am sorry, am I aware of-

Mr. WAXMAN. Are you personally aware of any of the names of
the investors or partners in this Special Purpose Entities? Can you
tell us any that you know of and some of the figures that are in
those entities?

Mr. SEFTON. Well, I know that Enron has formed several dif-
ferent—many subsidiaries that I think would be classified as Spe-
cial Purpose Entities, and they may have investors ranging from
institutional investors, investment banks, pension funds.

Mr. WAXMAN. I am really asking now what are the categories
what your personal knowledge is of the participants in these spe-
cial entities?

Mr. SEFTON. I can’t identify any, sitting here right now.

Mr. WAXMAN. Mr. Chairman, my time is—I would like to have
this as a request for the witnesses to respond in writing of their
personal knowledge of the names of any of the special entities and
participants or investors in those special entities. And I will be
pleased to hear——

Mr. GREENWOOD. We will make Mr. Waxman’s request an official
request from the committee. Did the witnesses understand Mr.
Waxman’s request? We are asking you to supply

Mr. WAXMAN. Your personal information——

Mr. GREENWOOD. Reiterate your request, please.

Ms. St1. CLAIR. Which entities are——

Mr. WAXMAN. So whatever Special Purpose Entities you know
about and whatever investors or partners in those entities that you
know about, I would like you to submit to the committee in writing
that information.

Mr. GREENWOOD. The time of the gentleman has expired. We will
go to a second round now, and we will just take 5 minutes for ques-
tions for each of us for the second round, and I will begin.

Let me address some questions to you, Ms. St. Clair, and I would
refer you to Tab 25. This is the mysterious document that surfaced
in November of last year about the—that refers to the $6 million
side agreement to the Jedi/Chewco revolving loan agreement, dated
December 30, 1997. This was the reason that Chewco and Jedi had
to be consolidated onto Enron’s books and prior year financial
statements revised back to 1997. If you look at the document, you
will see on page 2 that there are initials next to the Enron signa-
ture line. Are those your initials, Ms. St. Clair?

Ms. ST. CLAIR. Yes, they are.

Mr. GREENWOOD. Okay. Did you draft this side agreement?

Ms. ST. CLAIR. I don’t recall, but there is a footer on the second
page that doesn’t look like an Enron footer.
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Mr. GREENWOOD. Say that again.

Ms. ST. CLAIR. At the bottom of the signature page to the left,
it doesn’t look like an Enron footer to

Mr. GREENWOOD. So you don’t think you drafted this document.
Do you know who drafted it if it was not you?

Ms. ST. CLAIR. I don’t recall.

Mr. GREENWOOD. Mr. Astin, have you looked at this document?

Mr. ASTIN. I haven’t right now, but I have seen it before.

Mr. GREENWOOD. Okay. Do you know who drafted the document?

Mr. ASTIN. I am not certain, but our records indicate that it was
likely drafted by Vinson & Elkins.

Mr. GREENWOOD. Okay. Ms. St. Clair, do you know why this
amendment was made to the Jedi/Chewco revolving loan agree-
ment in a separate document, given that it was dated the same day
as the principal agreement it was amending?

Ms. ST. CLAIR. I don’t know.

Mr. GREENWOOD. What do your initials signify? Why did you put
your initials on that document?

Ms. ST. CrAIR. They signify that as the lawyer that was in
charge of representing Enron’s side in the Chewco transaction, that
the document satisfied the legal criteria, that it was okay for the
officer to sign from a legal perspective.

Mr. GREENWOOD. Okay. But you don’t know why it was drafted
in a separate document. I mean you looked at it and you decided
that it was okay for the executive to sign. You had done your legal
scrub of it——

Ms. ST. CLAIR. Right.

Mr. GREENWOOD. [continuing] but in so scrubbing, you didn’t as-
certain why it was a separate document.

Ms. ST. CLAIR. I don’t recall now why it was a separate docu-
ment; no, sir.

Mr. GREENWOOD. Do you recall any discussions in the fall of
1997 about this side agreement or the creation of reserve accounts
to benefit Barclay’s who was lending money to Big River and Little
River, which in turn was providing the 3 percent outside equity in
Chewco?

Ms. St. CLAIR. At this time, I have no independent recollection
of that, but as a result of reviewing my notes during that time pe-
riod, there appears to be meetings where reserve accounts were
discussed.

Mr. GREENWOOD. And your notes are those that we find in Tab
17 of the binder?

Ms. StT. CLAIR. That is correct.

Mr. GREENWOOD. Okay. As you read through these notes, they
seem to reflect discussions regarding these reserve accounts and
how they would be funded from distributions to Chewco to benefit
the Big River/Little River lender, Barclay’s. Now, you do acknowl-
edge that this subject was discussed in the meetings at the time
and that this side agreement with your initials on it didn’t just
come out of thin air.

Ms. ST. CLAIR. That is correct.

Mr. GREENWOOD. Okay. Who was at these meetings?

Ms. ST. CLAIR. I don’t have
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Mr. GREENWOOD. Let me help you. Your notes reflect that Mr.
Astin was in at least three of these meetings.

Ms. ST. CLAIR. That is correct.

Mr. GREENWOOD. Mr. Glisan, who handled the accounting as-
pects of this transaction for Enron, was in at least two.

Ms. ST. CLAIR. Correct.

Mr. GREENWOOD. Okay. Was it your understanding that such in-
dividuals, including Mr. Astin, Mr. Glisan, Mr. Brown and other
Enron employees and V&E attorneys, were aware of these reserve
accounts at the time of their creation back in 19977

Ms. ST. CLAIR. I can’t speak for Vinson & Elkins, Bill Brown and
Ben Glisan, because they were—Ben was heading up the account-
ing team, and Bill was on the commercial team would have had the
knowledge of the reserve accounts.

Mr. GREENWOOD. Who do you know that had—to your knowl-
edge, who had knowledge?

Ms. ST. CLAIR. To the best of my knowledge, Ben Glisan and Bill
Brown.

Mr. GREENWOOD. How about Kristina Mordaunt?

Ms. ST. CLAIR. At that time, I reported to her, and she was my
supervisor on this deal. I don’t recall whether she was present at
any of the meetings, but I did report to her on this particular deal,
but I was handling the day-to-day activities as the lawyer

Mr. GREENWOOD. You told the committee in your interviews prior
to today that you were aware that a key aspect of the Chewco deal
was that there needed to be 3 percent outside equity in the deal.
Weren’t you at all concerned when you reviewed this side agree-
ment, which in effect transferred $6 million from Enron Jedi to the
purported outside equity holders, Big River and Little River?
Weren’t you concerned about that, that it would undo the 3 percent
requirement?

Ms. ST. CLAIR. I don’t recall that I was concerned. I would have
looked to Ben Glisan who was interfacing with Arthur Andersen to
make sure that it would pass all the accounting tests. And in look-
ing at the side agreement now, I am not sure that it actually says
that the accounts were funded, it just allocates a different distribu-
tion scheme to funds that Chewco may be receiving. As to how the
reserve accounts worked themselves, we did not have access to
those particular documents.

Mr. GREENWOOD. How about you, Mr. Astin, can you shed any
light on this?

Mr. ASTIN. I would like very much to be helpful to you, Congress-
man, but I don’t have any independent recollection of these meet-
ings. I was in meetings at which the partnership allocations of the
Chewco side of the transaction were discussed. I was primarily re-
sponsible for another aspect of the transaction, which was Jedi II
and was devoting most of my attention to that. This was the first
transaction involving this accounting issue on which I had worked,
and I was not familiar with its significance in 1997.

Mr. GREENWOOD. You understood the 3 percent rule, right?

Mr. ASTIN. I understood, I believe, that the intention of the par-
ties was to have 3 percent equity. I did not——

Mr. GREENWOOD. Did you understand why they would pick 3 per-
cent?
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Mr. ASTIN. My understanding coming into this transaction was
primarily as a private equity and mergers and acquisitions lawyer.
I thought that the principal purpose, and I still believe one of the
principal purposes, of the leverage was to maximize the potential
returns from the Jedi portfolio of assets since it was a mature port-
folio of assets that was not expected to greatly increase in value so
that for it to become an attractive equity investment by a third
party, which was the original plan, it would require additional le-
verage in order to maximize the possibility of return on the invest-
ment.

Mr. GREENWOOD. Do you know why the side agreement was writ-
ten to begin with, why it was a separate document, why it wasn’t
incorporated in the original document?

Mr. ASTIN. I have no memory of having seen it in 1997. I only—
I mean we have internal files that indicate a copy was sent to me,
but I was primarily working on another aspect of the transaction.

Mr. GREENWOOD. You weren’t aware that Barclay’s had insisted
on this agreement.

Mr. ASTIN. No, I was not.

Mr. GREENWOOD. And how about you, Ms. St. Clair, were you
aware of that?

Ms. ST. CLAIR. No, I was not.

Mr. GREENWOOD. My time has expired. The Chair recognizes the
gentleman from Florida, Mr. Deutsch.

Mr. DEuTscH. Thank you, Mr. Chairman. Mr. Derrick, if you
could go to page 8 of the Vinson & Elkins report addressed to you,
and on that page, under the title—I will read it to you if you can’t
get to it, but on the page, under the title, “Potential Bad Cos-
metics,” the report states, “Concern was recently expressed that
the transactions involving Condor and White Wing and Raptor
could be portrayed very poorly as subjected to a Wall Street Jour-
nal expose or class action lawsuit.” What were your thoughts when
you read that statement?

Mr. DERRICK. Well, my thoughts were of being concerned, but
there was nothing that I know of that could have been done at this
stage to have addressed that issue. It was something that if it
came, when it came, we would simply have to address.

Mr. DEUTSCH. So it didn’t surprise or shock you that type of ac-
tivity—

Mr. DERRICK. No, as I expressed, it was a concern to me. The
issue was given the concern, what at that point could the company
do about it? It was something that would happen or wouldn’t hap-
pen, and based on what happened we would have to address it.

Mr. DEUTSCH. Do you recall what Mr. Lay’s reaction was?

Mr. DERRICK. I am sorry, I don’t recall his reaction.

Mr. DEUTSCH. Mr. Dilg, these were your words, at least my un-
derstanding is that you participated in the letter. Even though it
wasn’t under your signature, it was under your supervision. What
did those words mean to you?

Mr. DiLGc. We were conveying—concerns had been expressed to
us during our interviews, and we wanted to make sure the com-
pany was aware of those concerns. Again, there wasn’t—the com-
pany was taking action or had taken action at the time this letter
was written to terminate the Raptor vehicles.
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Mr. DEUTSCH. I mean is there a difference between the term
“bad cosmetics” and “unethical behavior” or “illegal behavior?”

Mr. DiLG. I definitely think so. I think we were trying to convey
that there were aspects of these transactions that in hindsight
could be portrayed very badly.

Mr. DEUTSCH. And, Mr. Derrick, would that be your opinion as
well or a different take on it? You know, it is described as potential
bad cosmetics.

Mr. DERRICK. Yes. Congressman, I did not take that to mean
that there had been unethical conduct or illegal conduct but rather
that it was simply what it was, that it could be portrayed in a very
unflattering light, and normally litigation would follow that kind of
publicity.

Mr. DEUTSCH. And Mr. Dilg, if you could try to, in your own
words, describe the difference between bad cosmetics and unethical
behavior?

Mr. DiLG. I think unethical behavior, in my words, in going into
the transaction, if people had an illegal motive or something of that
nature not fully disclosed, the motives, et cetera. The bad cosmetics
arose primarily because of the large losses that had been incurred
on the assets that were hedged against the Raptor vehicles. That
had nothing to do with the intent of the parties at the beginning
of the transactions. It was a market factor that happened in the
retail electric business as well as the broadband business, et cetera,
that highlighted a lot of the cosmetic issues here. It was just the
amount of loss that was involved.

Mr. DEUTSCH. Mr. Rogers, do you want to add anything to this?
hMr. ROGERS. Are you asking my opinion of the report or just
the——

Mr. DEUTSCH. Well, I mean really in terms of this specific thing,
because, again, someone reading this—you know, I mean I read the
words exactly, and I think what we have just heard is it portrayed
in the best possible light, and was that accurate? I mean saying
that—even this report is saying that exposure of what occurred
could subject an expose or class action lawsuit, and is this some-
thing that convinces you that there was unethical or, for that mat-
ter, illegal activity occurring?

Mr. ROGERS. I can’t make a determination that there was uneth-
ical or illegal activity from that; no, sir.

Mr. DEUTSCH. I mean in hindsight, does anyone think that these
activities or any of these partnership agreements were unethical?
Do any of you? I mean in the light of hindsight, in light of what
we know at this point.

Mr. DERRICK. Well, I think let me say first I am sure all of us
would agree that while the investigation is still ongoing and not
every side has been heard from, that everyone does deserve pre-
sumption of innocence. To the extent that it is finally determined
that in fact there was wrongdoing here, then certainly I think we
would agree there would have been unethical conduct.

Mr. DEUTSCH. Right. I mean but no one at this point, based on
what we know, and particularly—again, I hate to keep focusing on
Mr. Fastow, but, again, I mean in hindsight, looking at his activi-
ties as a general partner, my understanding is he was telling the
board or the board was looking the other way or winking that he
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was not getting compensation. I mean it was clear he was getting
compensation.

I think Mr. Waxman’s line of questioning is we still don’t know
who else made money. We know for a fact that he made money and
that tens of millions of dollars in terms of these outside partner-
ships, and yet with his fiduciary responsibility as the CFO of the
organization and it appears as if misrepresenting to the board or
the board looking the other way or sticking their heads in the sand
at that issue.

Mr. GREENWOOD. Time of the gentleman has expired. The Chair
recognizes the chairman of the full committee, Mr. Tauzin, for 5
minutes.

Chairman TAUZIN. Thank you, Mr. Chairman. We do know from
Enron who some of those investors were. They reported to us in
some cases. Ben Glisan, managing director and treasurer of Enron
Corporation, was an investor in South Hampton Place. Kristina
Mordaunt was an investor. She was managing director and general
counsel of an Enron division. Kathy Lynn, vice president of an
Enron division; Ann Yaeger, an officer employee of the company
were investors.

We do know now that they invested rather sums. Kristina
Mordaunt, $5,800; Ben Glisan, $5,800; Ann Yaeger, $2,900; Kathy
Lynn, $2,300. As a return on their investments in 6 weeks,
Kristina Mordaunt made $1 million and Ben Glisan made $1 mil-
lion and Ann Yaeger and Kathy Lynn each made $500,000, ap-
proximately, on their investment. Any of you folks know that that
was going on before you wrote your October 15 report to Mr. Der-
rick and to Mr. Lay? Mr. Dilg?

Mr. DILG. Chairman Tauzin, we were not aware of the investors
in South Hampton at the time we wrote our report. I believe I be-
came aware of that early in November.

Chairman TAUZIN. If you would have known that then, might
you have written a different report?

Mr. DILG. Yes, sir.

Chairman TAUZIN. I would think so. And yet I asked you a while
ago if you stood by your report, and you said you did. Everything
was honkey dory and that we didn’t need to have anybody outside
look at this business.

Mr. DiLG. Based on the facts we knew at the time, I stand by
that submission.

Chairman TAUZIN. Under the facts you knew at the time, you
stand by your report. Under the facts you know now, would you
have advised Mr. Derrick and Mr. Lay differently?

Mr. DiLG. I think if we had known of the South Hampton inves-
tors, that would have raised a serious concern. We were

Chairman TAUZIN. Would you advise them then to get an outside
counsel, an outside auditor to come look at things?

Mr. DiLG. I am not sure on the auditor point, Chairman, but we
would have definitely advised further investigation into——

Chairman TAUZIN. Let us talk about what you did know when
you wrote that report. You did know, did you not, that Michael
Kopper was running Chewco?

Mr. DirG. I did not. We did not look at Chewco.
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Chairman TAUZIN. Now, wait a minute, wait a minute. You say
in your report, and I am going to quote from it, that, “Based on
our review of the LJM deal approval sheets and accompanying
checklist, it appears the approval procedures were generally ad-
hered to.” I am looking at one of them. It says Michael Kopper ne-
gotiating for LJM. It says that Ben Glisan is negotiating for Enron.
You didn’t see this?

Mr. DiLG. Could you refer me to which one you are looking at?

Chairman TAUZIN. I am looking at Raptor, Tab 20. While you are
looking for that, I am going to quote Mr. Skilling to you. I was ask-
ing Mr. Skilling at a previous hearing with reference to Chewco,
and I asked him then if he had informed Mr. Lay that Mr. Kopper
was involved with Chewco and with LJM, and he said, “I don’t re-
call.” We got a lot of that. Then I asked him—he is not aware of
what Ken knew, he said. But Mr. Kopper’s participation was well-
known throughout the company.

And I started to go to Mr. Jaedicke, and he interrupted me. He
said, “By the way,” this is Mr. Skilling talking, “it was known by
Vinson & Elkins who would have had responsibility,” and I said,
“I am sorry, I didn’t hear that. Say that again.” And he said, “His
participation in Chewco was also known to Vinson & Elkins, to my
knowledge. It is my understanding that Vinson & Elkins knew that
he was involved. I believe that they would have identified, to the
extent there was a conflict of interest, that a waiver needed to be
received.”

I asked did Vinson & Elkins report to Mr. Lay or to you after
they researched the issue following Ms. Watkins’ letter that Mr.
Kopper might require such a waiver. So at least Mr. Skilling be-
lieved you knew. I am looking at an approval sheet you say that
you reviewed in your investigations that shows Mr. Kopper is nego-
tiating for LJM. Do you want to tell me now you didn’t know?

Mr. DiLc. We did not look—in the investigation that Mr.
Henderick and I undertook, we did not look at Chewco. I don’t be-
lieve this approval sheet——

Chairman TAUZIN. This is a Raptor sheet.

Mr. DiLG. Yes. I don’t believe it relates to Chewco.

Chairman TAUZIN. Did you know that Kopper was working for
Raptor and LJM?

Mr. DiLc. We knew Mr. Kopper, based off of the approval sheet,
was negotiating on behalf of LJM.

Chairman TAUZIN. Absolutely. In fact, when you flip the approval
sheet over, there is a question, was the transaction done strictly at
an arm’s length basis, yes or no? It says yes. You have got Kopper
on one side negotiating for LJM, and you have got Glisan on the
other side negotiating for Enron, and the documents says it is an
arm’s length transaction. It goes on further to say, have all Enron
employees’ involvement in the transaction, on behalf of LJM, been
waived by the Enron Office of Chairman, in accordance with the
Enron’s conflict of business affairs policy? It is checked off, “yes.”
Can you tell us today whether in fact Mr. Kopper got a waiver?

Mr. DiLG. For working on this transaction?

Chairman TAUZIN. For working on any transaction on the other
side of Enron. Apparently Mr. Fastow got such a waiver for the
conflict of interest rule somewhere, did he not?
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Mr. DiLG. Mr. Fastow got a waiver from the Office of the Chair-
man. It was approved by the full board, as I understand it from
the board minutes.

Chairman TAUZzIN. Right. And what is the procedure for that?
The Office of the Chairman approves the waiver first, then the
board approves it after, right?

Mr. DiLG. I believe that was the procedure followed in terms of
Mr. Fastow.

Chairman TAUZIN. Mr. Derrick, is that correct?

Mr. DERRICK. Yes. I wanted to clarify that. Under the Code of
Conduct, actually there is no required approval for anyone by the
board of directors. There is a

Chairman TAUZIN. But there is by the Office of the Chairman.

Mr. DERRICK. By the Office of the—well——

Chairman TAUZIN. So the Office of the Chairman approved Mr.
Fastow. Did the Office of the Chairman approve Mr. Kopper, Mr.
Derrick?

Mr. DERRICK. Was that directed to me, Congressman? The an-
swer

Chairman TAUZIN. Did the Office of the Chairman ever approve
a waiver for Mr. Kopper?

Mr. DERRICK. I am not personally aware of such an approval.

Chairman TAUZIN. So as counsel, you don’t know, and you are
the general counsel. You don’t know whether Mr. Kopper, who is
negotiating on LJM for LJM, against his own company, you don’t
know whether he got a waiver?

Mr. DERRICK. I don’t because there is no requirement that waiv-
ers come through the Legal Department, Mr. Congressman.

Chairman TAUZIN. You signed the form, didn’t you? Didn’t Mr.
Sefton sign it? I am sorry, Mr. Sefton, could you help me here, sir.
You signed this form. Were you aware Mr. Kopper had or did not
have a waiver?

Mr. SEFTON. My recollection is that Mr. Fastow advised me that
he was taking care of the waivers for the LJM people.

Chairman TAUZIN. That is very nice. You can tell he took care
of it. Did you personally assure yourself before you signed this doc-
ument—you signed yes that the waiver was given. You signed yes
it was an arm’s length transaction. Did you take care to assure Mr.
Kopper had a waiver?

Mr. SEFTON. I had no reason to believe that Mr. Fastow was not
telling me the truth on that.

Chairman TAUZIN. So you, as counsel, just took his word?

Mr. SEFTON. I relied on his assurances.

Chairman TAUZIN. And you, Mr. Dilg, when you investigated this
on behalf of the corporation for Mr. Derrick took the word of the
folks who signed this document that everything was okay, even
though you knew Kopper was—at that time you had to know—was
working for LJM and for Enron at the same time.

Mr. DiLG. We were given the board of directors’ minutes that ap-
proved the participation by Mr. Fastow. They designated Mr. Buy
and Mr. Causey to guard against the conflict of interest. There was
a service——

Chairman TAUZIN. But what about Kopper? I am not asking
Fastow.




79

Mr. DiLG. Excuse me, there was a service agreement that pro-
vided for the services of certain employees of Enron that would be
utilized on behalf of LJM. Mr. Kopper was listed in that service
agreement. That service agreement was signed by Mr. Causey.

Chairman TAUZIN. But you see what is troublesome for me is
that you are telling me if you would have known all these corporate
executives were investing in and playing on the other side of the
board, at the same time working in very responsible positions for
the corporation and earning all these amazing amounts in 6 weeks,
that you would have found that very troubling, you would have
written a different report. Knowing what you know now, you might
not stand by that report you wrote.

But what I am troubled by is that you did know that Mr. Kopper
was involved. You had the approval sheets, you claimed you re-
viewed them. And according to you, this is a report you have given
to Mr. Derrick and Mr. Lay who have just received a report saying
that they are running a corporate corporation. They have just re-
ceived a report—I will quote some of the things that Ms. Watkins
reported again.

Jeff McMahon was highly vexed over it and he heard conflicts of
LJM. He complained mightily to Jeff Skilling. Cliff Baxter, who, as
we know, ended up committing suicide, complained mightily to
Skilling and to all who would listen about the inappropriateness of
the transactions with LJM. This was a report that you had in your
hands that at least you were going to look at. You weren’t going
to look at the accounting, you were told not to do that, but you
were going to look at the conflicts.

Mr. DILG. Yes, sir.

Chairman TAUZIN. And you had this report from Ms. Watkins,
you have got these documents that show a very important officer
in the corporation negotiating for the outside partnership and docu-
ments that say this is an arm’s length transaction. You didn’t look
behind any of these documents in this so-called investigation to
find out whether Ms. Watkins was telling Mr. Lay the truth?

Mr. DiLG. The board had established procedures to guard against
the conflict of interest that they recognized with Mr. Fastow’s posi-
tion in LJM. Those were to have the transactions signed off by Mr.
Buy and Mr. Causey. There was a service agreement that we were
provided that provided for Mr. Kopper to work on behalf of LJM.
That agreement was signed by Mr. Causey.

Chairman TAUZIN. Now, we have to press again with this hear-
ing because we are checking with some banks. Because according
to Mr. McMahon, some of these banks were threatened or promised
other business if they didn’t invest in these partnerships. You knew
about that, didn’t you?

Mr. DiLG. Yes, sir. Mr. McMahon raised that in his initial inter-
view.

Chairman TAUZIN. Did you interview any one of these banks?

Mr. DiLG. We did not.

Chairman TAUZIN. You didn’t interview the banks. You didn’t
check on these transactions to see if Mr. Kopper had a proper waiv-
er from conflict of interest. Wasn’t it your job?

Mr. DiLG. We were conducting a preliminary review to determine
whether an additional investigation was necessary.
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Chairman TAUZIN. Mr. Derrick, wasn’t that your job? Wasn't it
somebody’s job? Mr Sefton, wasn’t it one of your jobs to make sure
that these people negotiating on the other side of the table from
their own corporation had been properly cleared to do so? Whose
job was it? According to Skilling, he is throwing the blame at you
pretty heavily right here. He is saying,“It was their responsibility.”
He says, “I left the company. I don’t know what they did after I
left, but it was their responsibility to report to the board and Mr.
Lay that this man needed a waiver. So don’t blame me; blame Vin-
son?& Elkins” is what he is saying. Should we blame Vinson & Elk-
ins?

Mr. DiLG. No, sir.

Chairman TAUZIN. Who should we look to? Who should Enron,
who should Mr. Lay look to when he asked the question of, “Why
weren’t we told Mr. Kopper was in a conflict of interest position,
that he wasn’t negotiating at arm’s length, that he never received
a waiver to do this.” Who should bear the responsibility for having,
No. 1, known that and not done something about it, and No. 2,
checked on it when Sherron Watkins went to the president of the
corporation and said, “You have got a corrupt company; check into
it”?

Mr. DERRICK. I think, initially, Congressman, the responsibility
lies with, in this case, Mr. Kopper. Under our Code of Conduct,
each employee is required to certify

Chairman TAUZIN. You have got to be kidding me, Mr. Derrick.
Any employee could go negotiate against a company and it was up
to them to come and get a waiver? And you guys were signing
these documents that said they had gotten waivers and you never
checked to see if they did?

Mr. DERRICK. I am not saying that I have signed a document——

Chairman TAUZIN. I have got your Code of Conduct in front of
me. You are not supposed to engage in any outside activity or en-
terprise which would interfere in any way with job performance.
You don’t think Mr. Kopper was engaging in enterprises that inter-
fered with his performance? You don’t think these employees who
were investing $5,000 and reaping $1 million reward in 6 weeks
were in a conflict of interest position?

Mr. DERrICK. Well, that is exactly my point. They were, and
under our Code of Conduct, each of those individuals were required
to apliroach the chairman and chief executive officer to seek an ap-
proval.

Chairman TAUZIN. Lawyers of the company had to know they
were doing that. You admitted that to us. You have admitted to us
that you knew Kopper was doing that. Whose job was it to tell
them, “You are in violation of the Code of Ethics. You are fired.”
Or go to the president and say, “Get rid of these people. They didn’t
have the courtesy of complying with your Board of Ethics require-
ments—your Code of Ethics requirements.”

Mr. DERRICK. Well, initially——

Chairman TAUZIN. Whose job was that?

Mr. DERRICK. Well, in my judgment, it was initially the employ-
ee’s. To the extent that people in the company became aware that
no conflict had been received, that was something that they should
have reported. But there isn’t a way that I know of for a company
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to, other than relying on the good faith of its employees, under a
Code of Conduct, who are required to report conflicts of interest.
That is where it all starts.

Chairman TAUZIN. But what is a requirement of a lawyer who
is a counsel for the corporation who knows that an employee is vio-
lating the Code of Ethics?

Mr. DERRICK. Well, if-

Chairman TAUZIN. What is the requirement of a counsel?

Mr. DERRICK. If a lawyer knows that——

Chairman TAUZIN. Yes.

Mr. DERRICK. [continuing] as well as any other employee of the
company, if they know that, they should have reported it.

Chairman TAUZIN. And you knew that Mr. Kopper was working
for LJM and had not received a waiver.

Mr. DERRICK. I am sorry, Congressman, I wasn’t working on
these transactions. I wouldn’t know Mr. Kopper if he walked in the
conference room today.

Chairman TAUZIN. Mr. Sefton, did you know Mr. Kopper was
working for LJM, and you don’t think you had any responsibility
to do anything except Mr. Fastow’s word, and Mr. Fastow got his
waiver, he is already working and making millions.

Mr. SEFTON. At the time that I received those assurances, I felt
justified in relying upon them.

Chairman TAUZIN. Mr. Chairman, you know what we have? We
have got the same kind of situation we had with Arthur Andersen
when they said the lawyers let the accountants make the decisions
about what their legal responsibilities were. I can’t believe that the
lawyers at a great American corporation would let the employees
decide whether they could be in conflict of interest like this and
make these investments and reap these benefits out of the very
company that it was supposed to have a fiduciary responsibility for.
These are major offices of your corporation. They are not workers
gt the bottom of the ladder; they are workers at the top of the lad-

er.

It is amazing to me that you guys could write a report to the
chairman of the corporation after Ms. Watkins put herself way out
on a limb to tell you all that this was going on, and you never both-
ered to talk to the banks, you never bothered to call in Mr. Kopper
and say, “Did you get a waiver? Are you operating in conflict of in-
terest? Are you operating in a way detrimental to the corporation
when you owe your fiduciary obligation to the corporation?” It is
amazing to me that you could issue that paper to Mr. Lay, which
basically said, “Don’t believe that lady; everything is fine. Every-
thing is find. Don’t hire any other outside lawyers. Look at what
we did? For heaven’s sake, don’t hire any more accountants. Every-
thing is okay. Now, just tell that lady we looked at it real carefully
and everything is good.” That is basically what you did.

Mr. DiLag. Can I respond?

Chairman TAUZIN. Please respond. Yes, sir, please.

Mr. DiLG. I think there are two things with regard to Mr. Kopper
that are different. One, his investment in the Chewco matter,
which was not raised by Ms. Watkins’ letter and was not at all
within the scope of our inquiry, as far as looking at Chewco. Mr.
Kopper did negotiate on behalf of LJM and was reflected as doing
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so in the LJM approval sheets that were signed off on by the two
people that the board had established to make sure that the deals
were done on a basis that was favorable to Enron. There was a
service agreement that was signed by Mr. Causey on June 30, 1999
that recognized Mr. Kopper’s participation——

Chairman TAUZIN. But Causey and Buy are in the Office of the
Chairman, you know that. They can’t give waivers, you know that.
You just testified, or Mr. Derrick did, that the Office of the Chair-
man was the only one that could give a waiver, not Causey and
Buy. Is that right?

Mr. DiLG. That is correct. We did not check on the waiver of the
Code of Ethics issues. There was an agreement signed by the per-
son that the board had designated to look after Enron’s side on
this.

Chairman TAUZIN. What do you think—and this is my final ques-
tion, Mr. Chairman, I apologize—what do you think when you re-
viewed these approval sheets and you wrote a letter to Mr. Derrick,
extensively to him, and to Mr. Lay, saying, “We checked the ap-
proval sheets, and everything looks okay”? What do you think
when you saw a blank signature place for Mr. Skilling? Didn’t that
alert you that something is maybe amiss here?

Mr. DiLG. We did note in our letter that the Office of the Chair-
man had not signed except on rare occasion. We wanted to bring
that to their attention. The board minutes that we——

Chairman TAUZIN. Well, no, you said it differently. You said that
in most instances there was no approval signature for the Office of
the Chairman except for several significant transactions. And that
sort of leaves the impression the only time he had to sign was for
significant transactions. What was your understanding of the ap-
proval process? Did the Office of the Chairman have to approve
these transactions?

Mr. DiLG. The board minutes that we had that approved the
LJM2 transaction and set up the approval process required Mr.
Buy and Mr. Causey to approve matters on behalf of Enron. There
was nothing in the board minutes that we had that required a sig-
nature by the Office of the Chairman.

Chairman TAUZIN. Mr. Jaedicke testified that his understanding
of the controls was that approval was required of the Office of the
Chairman, or at least a review was required. We got into whether
or not approval and review, but at least review by the Office of the
Chairman. You don’t believe that is true?

Mr. DiLG. I understand from the Powers report, which was the
first time that I was aware of the information, that at a Finance
Committee meeting in the fall of 2000, I believe, there was discus-
sion of approval by the Office of the Chairman, and that was put
in. Those minutes were not part of the minutes we were given in
connection with our review. I think those minutes basically related
to the formation of a new entity called LJM3 that didn’t go for-
ward. I am presuming that is why we didn’t see them. We were not
present at that meeting.

Chairman TAUZIN. But you did see a blank space.

Mr. DiLG. We did, and we noted that in our report.
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Chairman TAUZIN. What do you think? What do you think when
you saw a blank space from the chief executive of the corporation
on the approval forms?

Mr. DiLc. We felt that it was worth noting in our report that
those spaces had not been filled in.

Chairman TAUZIN. Wasn't it a red flag?

Mr. DiLG. It was enough of a flag that we felt like it should be
brought to Mr. Derrick’s attention.

Chairman TAUZIN. But you never, never, never tried to talk to
Mr. Skilling.

Mr. DiLG. We did not try to talk to Mr. Skilling.

Chairman TAUZIN. Thank you, Mr. Chairman.

Mr. GREENWOOD. Thank you, Mr. Chairman. It is amazing how
much inquiry you can squeeze into a 5-minute period.

The Chair recognizes the gentlelady from Colorado for 5 minutes.

Ms. DEGETTE. Thank you, Mr. Chairman. And Chairman Tauzin,
when you were asking about the Code of Conduct, it occurred to me
we have reached new heights now, because it is not just the fox
guarding the hen house that we used to think about a week ago,
now it has become clear it is the fox guarding the fox. I mean

Chairman TAUZIN. The hen is guarding the fox.

Ms. DEGETTE. Yes, or something. You know, the exact same peo-
ple who are the evildoers, who are committing these acts, are the
ones that are supposed to go somehow to the chairman and say,
“Oh, by the way, I have these conflicts of interest.” It is unbeliev-
able to me.

But I actually have a different line of questioning. What I want
to talk about is Mr. Fastow’s compensation, because as I read the
Powers report and also some of the board committee minutes, it
looks to me like the Compensation and Management Committee
and also the Finance Committee told Enron that they should figure
out what Mr. Fastow’s compensation was from LJM1 and LJM2. Is
that correct, Mr. Derrick? In your view, were you guys supposed to
figure out how much Mr. Fastow was making?

Mr. DERRICK. I don’t recall a specific instruction from the com-
mittee, Congresswoman. I think the compensation would come up
in terms of what is disclosed in the proxy statement. I think what
you may be referring to——

Ms. DEGETTE. But do you think that you should have found out
how much Mr. Fastow was making?

Mr. DERRICK. Well, the teams that were working on the proxy
disclosure issues did examine that question, and my under-
standing:

Ms. DEGETTE. Did you know how much Mr. Fastow was making?

Mr. DERRICK. Pardon me?

Ms. DEGETTE. Did you know how much Mr. Fastow was making
from the LJM transactions?

Mr. DERRICK. I did not. I was——

Ms. DEGETTE. Did anybody at Enron, to your knowledge?

Mr. DERRICK. Not to my knowledge. My understanding is that
the team that was working on it had concluded it was simply not
practical to ascertain what the compensation was. But I will need
to

Ms. DEGETTE. Did anybody ever ask Mr. Fastow?
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Mr. DERRICK. I can’t speak to that.

Ms. DEGETTE. Who was running this team that was supposed to
be finding it out?

Mr. DERRICK. Well, it would have been initially, I think, Mr.
Mintz, in the Global Finance Group, and other people working with
him.

Ms. DEGETTE. Okay. Do you know if Mr. Mintz tried to find out
from Mr. Fastow what his compensation was?

Mr. DERRICK. I don’t personally have knowledge of that.

Ms. DEGETTE. Mr. Rogers, do you think that management should
have obtained Mr. Fastow’s compensation while he was at LJM—
or involved with LJM?

Mr. ROGERS. Yes, ma’am; it is my understanding they did try to
find that out.

I\{I?s. DEGETTE. And did you think they were supposed to find that
out?

Mr. ROGERS. Yes.

Ms. DEGETTE. And in fact when you were interviewed on Janu-
ary 20 by Wilmer Cutler you talked to them about discussions that
you had in a meeting in early 2001 whether anybody knew the
amount of compensation that Mr. Fastow was receiving from the
LJM transactions. Do you remember that meeting in early 2001?

Mr. ROGERS. I don’t remember the date, but, yes, I remember
asking that.

Ms. DEGETTE. Okay. And did you ask anybody to find that infor-
mation out?

Mr. ROGERS. Yes.

Ms. DEGETTE. You were concerned about that issue, weren’t you?

Mr. ROGERS. I knew it was a disclosure issue, yes.

Ms. DEGETTE. And is that why you were concerned about it?

Mr. ROGERS. Yes.

Ms. DEGETTE. Okay. And wasn’t there a lot of conversation
around Enron that Mr. Fastow might need to disclose this com-
pensation from LJM on the 1999 and 2000 proxy statements?

Mr. ROGERS. Not a lot of conversation that I was a party to, but,
yes, I understand it was discussed.

Ms. DEGETTE. Okay. But you were a party to conversations that
that information had to be obtained.

Mr. ROGERS. Yes. I have read a lot of memos relating to that,
yes.

Ms. DEGETTE. You have read a lot of memos relating to that?

Mr. ROGERS. Yes.

Ms. DEGETTE. Okay. And do we have those memos, do you know?

Mr. ROGERS. I believe you do.

Ms. DEGETTE. Okay.

Mr. ROGERS. I am confident you do.

Ms. DEGETTE. Did you ever try to get Mr. Fastow’s compensation
from LJM?

Mr. ROGERS. I didn’t personally.

Ms. DEGETTE. Did you direct someone else to get that compensa-
tion?

Mr. ROGERS. I didn’t direct someone, but someone undertook to
do so, yes.

Ms. DEGETTE. Who did?
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Mr. ROGERS. Mr. Mintz.

Ms. DEGETTE. Mr. Mintz. And do you know what Mr. Mintz did
to try to get his compensation, to get Mr. Fastow’s compensation
from the LJM transactions?

Mr. RoOGERS. It is my understanding that he met with Mr.
Fastow, at least according to his memos, at some length.

Ms. DEGETTE. And as far as you know, Mr. Mintz was never suc-
cessful in getting those compensation figures from Mr. Fastow, was
he?

Mr. ROGERS. I don’t know if he was or was not. What Mr. Mintz
reported was that the compensation was not determinable after his
conversations with

Ms. DEGETTE. Did Mr. Mintz say why?

Mr. ROGERS. He makes references to it in his memo. I don’t re-
member the exact reasons. I believe it had something to do with—
well, first of all, a number of the transactions in that year had not
closed, so it was not determinable. With one of the other trans-
actions, there was an agreement between, as I understand it, be-
tween Mr. Fastow and LJM, which rendered whatever he had been
paid something that was not a final number that could be adjusted.

Ms. DEGETTE. Well, okay, you didn’t have the final numbers, but
did you ever try to get a ballpark figure? Do you know if Mr. Mintz
ever got a ballpark figure?

Mr. ROGERS. I don’t know if he did or not.

Ms. DEGETTE. Didn’t that concern you that Mr. Mintz was un-
able to get this information that was supposed to be on the finan-
cial statements?

Mr. ROGERS. I don’t think it is on the financial statements.

Ms. DEGETTE. Okay.

Mr. ROGERS. It may be on the proxy statements. But Mr. Mintz
is an outstanding lawyer. He undertook to get the information.

Ms. DEGETTE. He testified in front of us, so, yes, we all love him,
but that is not my question.

Mr. RoGERS. Well, what he reported back to——

Ms. DEGETTE. My question is did he ever try to get at least a
ballpark figure of what Mr. Fastow was making?

Mr. ROGERS. I wasn’t a party to the conversation between Mr.
Mintz and Mr. Fastow, but what Mr. Mintz reported back was the
number was not determinable at that time.

Ms. DEGETTE. Okay. Have you ever gotten that figure, to this
date?

Mr. ROGERS. I have not personally gotten the number. The only
number I am aware of is the $30 million number that has been
published.

Mr. GREENWOOD. Time of the gentlelady has expired.

Ms. DEGETTE. So that is the number that—I would ask unani-
mous consent for 1 additional minute.

Mr. GREENWOOD. Without objection. We are trying to be sensitive
to the members’ travel schedules.

Ms. DEGETTE. Thank you. I have one too, Mr. Chairman.

Mr. ROGERS. I am sorry, is there an open—is there a question?

Ms. DEGETTE. Yes. The question I was asking was that is the fig-
ure you read in the newspapers, the $30 million?
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Mr. ROGERS. I believe that number first was reported in an 8K
current report that Enron filed subsequent to the SEC investiga-
tion, in response to the SEC’s questions. And my understanding, if
my recollection is correct, that the members of the board spoke
with Mr. Fastow.

Ms. DEGETTE. Okay. If you had known that $30 million at that
time in 2001, would you have been concerned about the red flag
that might raise as to these transactions?

Mr. ROGERS. If I had known at the time that——

Ms. DEGETTE. Yes.

Mr. ROGERS. [continuing] the number was $30 million?

Ms. DEGETTE. That was $30 million.

Mr. ROGERS. Absolutely.

Ms. DEGETTE. Do you know to this day how much the real num-
ber ever was?

Mr. ROGERS. I do not.

Ms. DEGETTE. Mr. Derrick, did you know at that time how much
Mr. Fastow was making from the LJM transactions?

Mr. DERRICK. No. I had been told by the team that it was not
practical to ascertain that because of these various open positions.

Ms. DEGETTE. And have you ever yet found out how much he
made from those transactions?

Mr. DERRICK. The only thing I can add is, what Mr. Rogers re-
ferred to, was when the board elected or chose two of its members
to sit down with Mr. Fastow and ask that question. And the num-
ber that has been referred to is, I believe, the number that Mr.
Fastow told to those two members of the board.

Ms. DEGETTE. And that was in the Powers report?

Mr. DERRICK. I believe that is in the Powers report.

Ms. DEGETTE. Okay. And if you had known at least that $30 mil-
lion at the time, would that have raised a red flag for you?

Mr. DERRICK. Yes, Congresswoman; it certainly would have.

Ms. DEGETTE. And to this day

Mr. GREENWOOD. The time of the gentlelady-

Ms. DEGETTE. [continuing] do you have any idea how much Mr.
Fastow made from LJM?

Mr. DERRICK. The only information I have is what I have just re-
ported.

Ms. DEGETTE. Thank you.

Mr. GREENWOOD. The Chair recognizes the gentleman from Flor-
ida for 5 minutes.

Mr. STEARNS. Thank you, Mr. Chairman, and let me just say to
the witnesses you came here voluntarily and we appreciate what
you are doing, and we understand that you haven’t had lunch and
so we are very sensitive to that. But I think what we are all having
trouble with is that people were making large sums of money and
no one on this panel has any concern or doesn’t stop to blow the
whistle. It is like the three monkeys who see no evil, hear no evil
and speak no evil. And you folks are unfortunately communicating
that kind of sense to us that you would not have changed a thing
and you did nothing wrong. I mean in retrospect, Mr. Derrick, do
you think there has been any corporate malfeasance at all during
this whole process?
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Mr. DERRICK. Well, you say change nothing. In my opening testi-
mony, I have said that had I been given the gift of clairvoyance,
had I been able to foresee these events, I certainly would have done
things differently. In fact, if it were within my power to go back
and change anything, whatever it may be, that would have pre-
vented us from being where we are now, certainly, Congressman,
I would have done that.

But in terms of corporate malfeasance, I have no reason to be-
lieve that—when the board considered this, it honestly believed
that it was taking decisions that it thought was not adverse to the
best interest of Enron and put in place procedures that they hon-
estly believed would protect those interests.

Mr. STEARNS. So today, Mr. Derrick, do you think there has been
any corporate malfeasance, just yes or no?

Mr. DERRICK. Well, if the allegations that have been made at the
end of the day prove to be true, then the answer is yes.

Mr. STEARNS. Mr. Dilg, do you think there has been corporate
malfeasance based upon what you have seen?

Mr. DiLG. We were very disheartened to see some of the things
that came out in November. The participants in South Hampton
was a great surprise to us.

Mr. STEARNS. So you see things today that would indicate, if
true, it is corporate malfeasance.

Mr. DiLG. The ownership of and interest in a company doing
business with Enron without going through the proper Code of
Conduct waivers, et cetera, raises grave concerns to me.

Mr. STEARNS. The question has come up of a $40 million that Mr.
Fastow, the CFO, made. Mr. Derrick, you met with 10 members of
our staff, one of those was on a telephone hookup. And per that dis-
cussion they had with you, you left a message with Lay and
Skilling that it was not practical to determine Fastow’s compensa-
tion but that it would be disclosed in the year 2002 and that you
were not aware of Fastow’s compensation at that point. But for the
September 1 board meeting, you said you wrote a list of questions
for the board to ask Mr. Fastow, and ultimately it was decided the
chairman of the Executive Committee, John Duncan, and the Com-
pensation Committee would sit down with Mr. Fastow outside the
meeting, which they did, you said. At a board meeting after that,
they reported that Fastow made $40 million. Is that true? Do you
still stand by your statements to our staff?

Mr. DERRICK. With respect—yes, I do, with one exception. I be-
lieve I made it clear that as to the $40 million I can’t be clear as
to whether that was the amount. It may have been $30 million.
But as to the other things you said, yes, I do, Congressman.

Mr. STEARNS. So you did not know that he made—let us say $40
million just for the discussions—that he made $40 million on these
business transactions, and you did not know that before the Sep-
tember 1 board meeting. Is that true?

Mr. DERRICK. I am taking your word it is September 1, but, yes,
that board meeting. Yes, that is correct.

Mr. STEARNS. Mr. Sefton, did you know that before September 1
board meeting that Mr. Fastow was making $40 million?

Mr. SEFTON. No. And was that September 1, 2001?

Mr. STEARNS. Yes, 2002.
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Mr. SEFTON. 2002. I left Global Finance in 2000.

Mr. STEARNS. Okay. I have—it is Tab number 22 that Mr.
Fastow signed. It is a proxy statement talking as of holdings of eq-
uity securities in the company. And on the last page, he talks
about, in response to questions, he says—they are talking about his
salary and his affiliates and his shares, and he said, “I suggest that
you talk to Scott Sefton if you want to talk about my arrange-
ments, my salary, and that Scott Sefton is preparing a draft of the
disclosure relating to these transactions, which he will provide
shortly.” Do you remember preparing a draft of disclosure on Mr.
Fastow?

Mr. SEFTON. Yes.

Mr. STEARNS. And what did that disclosure say?

Mr. SEFTON. It was for the proxy for 2000.

Mr. STEARNS. And it did not talk at all about his salary and how
much his compensation was.

Mr. SEFTON. The disclosure that I worked on was for the related
party transactions.

Mr. STEARNS. Did you have an understanding of how much he
made before you left the company?

Mr. SEFTON. No.

Mr. STEARNS. So all during the process you never understood it.
You never knew how much he made.

Mr. SEFTON. No.

Mr. STEARNS. Mr. Rogers, did you?

Mr. RoGERS. No, sir.

Mr. STEARNS. And Mr. Dilg, do you?

Mr. DiLG. I did not know until the results came back from the
meetings with Mr. Duncan and the other board member.

Mr. STEARNS. Mr. Astin?

Mr. AsSTIN. No, Congressman, not until the report that Mr. Rog-
ers referred to, the 8K filing that first disclosed the number.

Mr. STEARNS. And Ms. St. Clair? okay. Thank you, Mr. Chair-
man.

Mr. GREENWOOD. Thank you. The Chair recognizes the gen-
tleman from California for 5 minutes.

Mr. WAXMAN. Thank you very much, Mr. Chairman. One of the
most disturbing facts to emerge from Congress’ investigation of the
Enron collapse is the extent to which the company lobbied for and
took advantage of inadequate regulation and oversight by legisla-
tors and regulators. If not for Enron’s political connections and
power, the company’s true financial status might have been uncov-
ered long ago. I would like to ask some questions about those polit-
ical connections.

From 1989 to 2001, Enron’s PAC, Political Action Committee,
and its employees and family members gave close to $6 million to
Federal candidates and political parties. Press reports indicate that
employees were, at the very least, strongly encouraged to make po-
litical contributions. One press report has cited a 2000 company
memo that recommended employees give money to President
Bush’s campaign. Are any of you aware of this particular memo?

Mr. DERRICK. It is certainly possible that I would have seen it
at the time, Congressman. I don’t have specific recollection of it
now.
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Mr. WAXMAN. Okay. Any of the others. Mr. Sefton, are you aware
of any memo asking employees to contribute?

Mr. SEFTON. I don’t recall a memo relating to the Bush cam-
paign, but the employees of the company were asked from time to
time to consider contributions to, I think, a Political Action Com-
mittee that was set up by the company.

Mr. WAXMAN. And how were they asked, through a memo,
through written communication?

Mr. SEFTON. Probably a memo or an e-mail.

Mr. WAXMAN. Anybody else recall seeing any memos or being
aware of this information? Mr. Rogers?

Mr. ROGERS. Yes, sir. I don’t recall any specific request to sup-
port a specific candidate. I do recall getting Political Action Com-
mittee materials. The company did—there was no obligation on any
employee to join the PAC, but the company—all the employees
were given the opportunity to, and I think the company did endorse
being a member of the PAC. But there were no—nothing negative
would happen to an employee if he did not join the PAC.

Mr. WAXMAN. Were any of them, when they were told they could
voluntarily do this, given a suggested amount they ought to con-
tribute?

Mr. ROGERS. Not to my recollection.

Mr. WAXMAN. Anybody else have a

Mr. ROGERS. It is possible, I don’t recall.

Mr. WaxMAN. Well, according to a press story, low-level employ-
ees were encouraged to give $500, and senior executives, at least
$5,000. Do you know whether that would have been accurate?

Mr. ROGERS. I don’t recall, but it would be very easy to find out.

Mr. WAXMAN. Did any of you, as lawyers for Enron, advise the
company on campaign-related matters?

Mr. DERRICK. No, but we did have an employee who was
charged, not as 100 percent of her job, but as part of her job was
advising the PAC issue.

Mr. WAXMAN. Okay. And could you identify for the record, if not
right now, who the employee had been——

Mr. DERRICK. Certainly; I will be happy to.

Mr. WAXMAN. And, Mr. Rogers, you say it would have been easy
to find out if a memo had been sent out. How would we go about
finding out that information?

Mr. ROGERS. I would guess the company would have records of
the materials that it would send out with respect to the Enron
PAC.

Mr. WAXMAN. The Washington Post reported that a letter was al-
legedly sent by Ken Lay to certain employees in the spring of 1999
asking for contributions to the Bush campaign. One recipient of the
letter, according to the press report, said it was a rather menacing
letter. Are any of you aware of this or other letters or memos from
Ken Lay encouraging employees to contribute to the Bush cam-
paign?

Mr. DERRICK. Congressman, I may have received a letter, not in
Mr. Lay’s capacity as the chairman of Enron, but in this private
capacity. I know he was active for a number of candidates, one of
whom was President Bush. And, certainly, I made a number of con-
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tributions to various candidates, and one of those would have been
to Mr. Bush.

Mr. WAXMAN. And when you gave contributions to a number of
candidates, were they at the request of Mr. Lay?

Mr. DERRICK. There would have been some of those, but it was
my philosophy to try to support good candidates on both sides of
the aisle. And only a small fraction of those would have been the
result of any communication from Mr. Lay. But, again, it would
have been in Mr. Lay’s capacity, not as chairman of Enron but
rather as a private citizen.

Mr. WAXMAN. Are you aware of any campaign contributions
being reimbursed, like bonuses or other compensation intended, in
effect, to reimburse employees for what they gave politically?

Mr. GREENWOOD. Last question, Mr. Waxman.

1}/{1‘. WaxMaN. I would like to have Mr. Rogers answer it was
well.

Mr. DERRICK. I have no personal recollection of any such reim-
bursement.

Mr. WAXMAN. Mr. Rogers, are you aware of that?

Mr. ROGERS. Let me make sure I understand the question.
Would you restate that, please?

Mr. WAXMAN. What I am trying to find out is whether you are
aware of any additional compensation that was given to employees
or executives to make up for the contributions they would have
given to campaigns?

Mr. ROGERS. I am not aware of that.

Mr. WAXMAN. Are any of you aware of that?

Mr. (?REENWOOD. Apparently not. The time of the gentleman has
expired.

Mr. STEARNS. Mr. Chairman, just a point of information. I think
in all fairness, if the question is going to be asked of the President,
I think the gentleman from California should also ask it of Presi-
dent Clinton too, his same questions.

Mr. WAXMAN. I think that is reasonable. I want to know if any
political campaigns.

Mr. GREENWOOD. I think the record has demonstrated that the
Enron employees and Enron Political Action Committee, as well as
Enron soft money, went generously to both sides of the aisle, this
election cycle and previous election cycle.

The Chair thanks the gentlemen and lady for their testimony
today. This committee has held 4 days of hearings on the collapse
of Enron, and we have done that because this is the largest bank-
ruptcy in the history of the country. We have done that because not
only did 4,000 Enron employees, at least, lose their jobs, pensions
lost, but teachers’ funds, retirement funds across the country were
lost, $70 billion. Funds invested by parents for their children’s edu-
cation lost because of investments in Enron. There has been a lot
of human suffering as a result of this collapse, not the least of
which, of course, is the tragic death of Mr. Baxter.

It has been interesting to this member that this collapse hap-
pened at a time when all of the commodities in which this company
was trading were in high demand in the country. You had good
supplies, you had great demand, all of the economic reasons for
this company to succeed were in place. And yet it failed. The ac-
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countants have come in and told us that it didn’t fail because of
anything they have done, no one from the company’s management
has said it has failed because of anything that they have done
wrong, and none of you have indicated today that the company be-
cause of anything that you have done wrong.

My final question for you, in retrospect and without the gift of
clairvoyance, as you look back upon this failure, what happened?
Who caused the failure of Enron. Mr. Derrick?

Mr. DERRICK. Well, there are brighter people than I who are
looking at this issue. From my perspective, Congressman, it was a
loss of confidence and panic selling. I believe—I am not a business-
man, I am not a financial person, but certainly it was my sense
that the company still had enormous opportunities. There was, as
some have said, a run on the bank

Mr. GREENWOOD. It wasn’t loss in confidence that you could sell
natural gas and electricity and—it wasn’t like automobiles were
made and people lost confidence in the ability to sell buggy whips,
was it? It was loss of confidence in the management, was it not?

Mr. DERRICK. I can’t speak to that. I can’t say that you are
wrong on that. I don’t know. But experiencing from the inside, it
was simply a panic sale of our shares based on what seemed to be
a loss of confidence, and I think had the company had some oppor-
tunity to have had a circuit breaker in place, that it might have
saved many, many people from the tragedy that they have under-
gone.

Mr. GREENWOOD. Well, it would be my final observation—first,
without objection, I would like to put into the record the documents
to which we have referred today and identified as, “O&I Financial
Collapse of Enron, March 14, 2002.”

My only comment in closing would be that once again the com-
mentary from the witnesses is that the company failed because of
loss of confidence of the investors, which sounds an awful lot to me
like blaming the victims, the people who lost the money failed be-
cause they failed to have confidence in the company itself.

This hearing is adjourned.

[Whereupon, at 3 p.m., the subcommittee was adjourned.]

[Additional material submitted for the record follows:]
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O&I - Financial Collapse of Enron
March 14, 2002

Tab# Document Date

1 Stuart Zisman’s memo September 1, 2000

2 Scott Sefton’s memo June 19, 2000

3 Bob Baird’s email to Scott Sefton, and Rex October 4, 1999
Rogers about LIM2 Private Placement Memo

4 Carl Jordan’s memo to Sharon Butcher about August 24, 2001
managing employee situation

5 Mintz’s memo on LIM3 Private Placement December 7, 2000
Memo

0 Mintz’s agenda for LJM Legal Review March 7, 2001

7 Mintz’s memo on LIM Approval Process March 8, 2001

8 Mintz’s memo on Related Party Disclosures April 6, 2001

9 Mintz’s memo on proposed sale of Enron Wind | April 16, 2001
to LIM

10 Mintz’s agenda for LIM Update May 7, 2001

11 Mintz’s agenda for LIM Legal Review May 22, 2001

12 Mintz’s memo on approval for transactions May 22, 2001
with LIM

13 Mintz’s memo on LIM Proxy Disclosures June 4, 2001
(2002)

14 Sherron Watkins” letter August 2001

15 Vinson and Elkins’ letter to Jim Derrick about | October 15, 2001
Preliminary Investigation

16 Enron Document Retention Order October 25, 2001

17 Carol St. Clair’s handwritten notes November 1997

18 Scott Sefton’s notes

19 Services agreements (4) April 4, 2000; July 17,

2000; December 20, 2000;

20 LIM Approval Sheets

21 LIM2 Private Placement Memo October 13, 1999

22 Fastow’s 2000 Proxy Statement

23 Bauer Memo November 2, 2001

24 Legal Times Article on V&E February 11, 2002

25 Side Agreement - Chewco

26 “The Enron Wars” — Vanity Fuir Article April 2002

27 Vinson & Elkins Interview Memoranda Aug., Sept., Oct. 2001
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ATTORNEY-LIENY PRIVILEGE

DO NOT PRODUCE
%
Nantarad s
Bectricity wod
- Endlazs Possbiltles
DRAFY
TO: Mark Haedicke
JYolia Mumray

FROM: Stuart Zisman DEPARTMENT: ENA Logal
SUBIECT: PROJECT RAPTOR DATE: September 1, 2000

Enron Caorp., through its wholly-owncd subsidiary, Harier I, LL.C. (“Hamier™), reocntly
entered into a Master Derivatives Agreement with Talon 1, L.1.C. (“Talon") along with a variety
of other related documents i onder to establish a risk mmanagement program for hedging the
volatility of certain assers (the “Raptor Structure”).

ENA was asked to spearhead the efforts tor (f) incorporate certain assets/securities into
the Raptor Structure and (i) cstablish a road map for futwre use of the Raptor Stucture. In doing
30, scverel issacs have beon ruised as possible arens of concem. They are s follows:

Ovaanbookmdmampﬂm(begalkukw’-a);
Breach of confidentiality obligations wmm 38y
Insider trading (Legal Risk Level = 3); and
H&iﬁwsawwmwaa

L Ovepall Book Mupipuistion. mkaprmmsdsx@dmem
volatility resulting from the rules of fair value accounting Our originel understanding of this
mransaction was that all types of asscts/securities would be introduced into this structure
(including both those that are viewed favorably and those that are viewed as being poor
iivestments). As it tums out, we have discovered that a majority of the investments being
introduced into the Kaptor Structure are bad ones. This is disconcering for two reasons: (1) it
smight lead one to believe that the Snancial books at Eavon are being manipulated in order w0
eliminate the drag on eamings that would otherwise oocar under fair valus accomting, and (2) it
acreases the likehhood of a claitm by the Talon investors {i.c. LTM), because of the weak nawre
of the assets being put inte this strocture, and the resulting losses that arc likely 10 be incmrred by
Talop under the Raptor derivative transactions.

BN

s
Lrnplon )i

EC2 000018401
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- ATTORNEY-G1IENT PRIVILEGE
DO NOT PRODUCE
2. L&QL%MM b L ions for

Musmmthzkm&mﬂmsmmmdmmowdemmwm?ﬂmm
thczssctsfsecxmsbangbedged. The provision of such infopmation would (in numerous cases)
a lation of our fidentiality obligos {for obvi this isve i
significantly more problematic when dealing with assets/securities of privawe (& opposed to
public) companies). Our review of the assets/secarities of the privae campam:s wh:d: have
bam entified o Raptor hodge Jidd, has fod that strict confisk
virtually wbigquitons. There are, bowever, the following voteworthy nntmmls to lhe
confidentiality issuc: (i) in most instances, the first and only level of contemplated disclosure
would be wo Andy Fastow wnd/or Michael Koppet as suthorizod signasotics of Talon (while
disclosure to these parties is arguably a violation of most confidentiality obligations that might
apply, an acgument could be made that Andy/Mmhaelmxwxmngﬂwwnﬂdennal mfnmanon
in their capacity as officers of Exvon); and (if) therc are jality agr
Hagier and Talon that forbid further disclosure by Talon thereby seducing the p ] dampages
arising from the initial “breach” by Enron Dﬁpx!ethcmmgznbbaedabove.thaeae
circumstances under whech confideatial information can/must be disclosed by Talod to others
{one potential scenzrio (which becames increasing likely in the event that many of the hedped
assets perform poorly) ivolves the msistence, by the LIM investars that certain information be
- revealed in comnection with Talon’s derivative transactions).

3. Josider Trading. Temzmm:hadnsmmtymdcdymgmymmmoms
publicly traded, we arc obligated to disclosc to Talon any material inside & ion I our

. posswmmordamavmdchmby?ahma{hndmmmﬁmwsmm ‘While we
intend 1o secure 2 written agreemeat from Taloa to not use sach information for any purpose
other than evaluation of the related Raptor transaction we cannot be absolutely certain that Talon
will not use the information to trade the upderlying securities. If Talon ever used material inside
information (provided by Hamrier) in violation of the seciities laws, Enron would likely be
tocriminared and b Hable for significant damages and penalies (not to mention the
resulting public relations nightmare).

4. Liabitity us a “Tipper”. A concem related to insider teading is the potential use by
Talon of matevial inside information leamed from Hamier to tip others thereby potentially
making Enrwn Hable for such violat In order to safegnand agminst this, we intend 10 obtain
written assurances from Talon that any information provided to it shall uot be used for any other
purpose olher than to consider the proposed derivative transaction and further that no such
information shall be provided to any other party in csder to awvoid any tipping Hability.
Notwithstanding the existence of these assurances, some risk romains.

=t John Lavorate

EC2 000018402
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' interoffice
Y, P Memorandum
To: Dis:r.’butioin
From: Scont Sd:i:n ) Depanment: EGF Lega!

Subject: LIM Approvel Sheet Oate: June 19,2000

1 just wanted to rmnh @veryone that thers is 2 special Enron approval process for ¢
beitween Envon ane LUM. !

‘A copy of the approvad) form i -attactved. - This lorm should be p for all transactions b
Enron and LUM and should He.completed priot t¢ the closing of the deal.

in my experience, the questions in Section 4 on page 2 of the lorm have been pzma.uavry difficult for

the commercial person (o complete. In orcer to facifitate the 2pp/ , I've d these
on the anached form. { witi confirm that these items are properly compieted when i sign \the form.

Please contact me H you have any questions,

INT7 001843
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rl v \\>/
Baird, Bob

From: Bairg, Bob
Sent: Monday, Oc:oder 04, 1898 §:52 AM
To: ‘Seftor, Scoxt’; Rogers, Rex (Enron)
Ce: Astin, Ronald T,
Subject: LIM2

Y- PRIV

Scaoit: Welcome back!

Rex Rogers asked that | iook over the draft of the private placement memorandum
my principal comments:

Obviously Andy, Michzel anc Ber will have a conflict of interest, byt the Enron Board of Directors may waive this
conflict and may wzant to put in place procecures to approve transaciions invoiving them or LJM2 that involve conflicts. in
order to make an intelligent wziver, however, the Enron board needs o6 know wha: financial interests tre pnncipas have in
LJM2 and what financiai commitment they have made to it. ! would think the investars in LJM2 woula want 1o know that as
well. But the dacurnent does not disclose those interests or amounts they will invest. It discloses the eamout tne genera!
partner has, and it discloses that the principals control the general partner, but it coes not s2y who owrs the equity
imerests in the general partner, what amounts they will invest and what amounts are entitted io under wrat circumstances.
This point is particularty imporiant because of the fact that the Designated Percentags in: a giver projec: that JEDI It
invests in can very from 50% t0 75%; presumably if the prircipals have ¢ontro! over Enron’s decisions and aiso have 8
finarcial interest in the excluded portion of any investment (under (u) of the definition of Excicded Investment in the JEDI If
parinership agreement), then ir.ey will F.ave an incentive to minimize Enron's invesiment so that LUM2 can take a larger
percentage. Aso, it would be important to know what kind of inves:ment they are making in LIM2, because if they are in
sffect getling a free ride (or cause of thelr earriout or small financial commitment, that will tend to give them
an incentive to mzke suredEDI I 'more investmenis (so they have more axposure 10 the upsice).

| 2ssume that the princ.aals and the board realize that 2ll fransactions involving over $80,000 between Enron and /

12 will probzbly need to be disciosed as "certain trarsaclions” with management in Enron’s proxy statement.

Q Section 6.03(c)(ii} of the JEDI 1 partnership agreement says that “During the Commitment Pericd, neither Enron
1 any of its Affiliates may organize 2 new limited partnership or other investrnent ertity :ne purpose of which is to invest
in Qualifed Investments, untl the date on which 80% of the aggregate Commitments have been nvested or commiited for
investmen in Qualified investments pursuant to binding contractual agreements.” 1 would think that LIMZ2 arguably
violates this commilment uniess it is made clear that, witn respect to any investment it makes other than an investment in
amounts in excess of the Designated Percertage of an investment that Enron makes (i.e. inves:ments rot sourced at
£nron), such investment cannot be a Qualified Investment. | would not think that Enron would be comiortable merely
‘aking the position that Enron ¢id not organize this fund, particularly because its CFO is the main princ:pal, and | assume
that the Board's rationale for approving this (and waiving the conflicis of interest and letting the principals spend some of
their time on this} is that it benefits Enran. See especiaily the statemen's under “Dual Role Advantages® on page 7. Also
on page 7 it says that LJM has substantially simiiar obiectives to LJM2; if LIM{ was organized 1o invest in Qualified
Investments there may already be a breach of Enron’s commitment in Section 6.03{c){ii).

@ There are many statements in the document that absolutely must be changec, because Enron’s business is
scribed in a way that paints it as 2n investment portfolio manager of as @ company whose assets consist af an
investment portfolio. Itis gritical that Enron not adveriise itself as an invesiment adviscr because (a) with respect to
cartain activities it has relied (and will continue to refy) on the fewer than 15 clients exemption in the Investment Agvisers
Act, which reuires that the party relying on the exempilion must not “hold himself out gererally to the public as an
investment adviser" and (b) the definition of an investment company under the Investment Company Ac: of 1840 is a
company engaged in the ausiness of investing, reinvesting and trading ir securities; and among other things Erron has
received an imporiant exemptive orcer from the SEC which it can rely on only if it does not hoid ilself out as being in the
business of investing, reinvesﬁng and trading in securites. So references to Enron's merchant invesiment portfolio (e.g.
page € under "Preferred Access”), assets unger managemsnt (e.g. page 8 under Rationzie) and other such references
need to be changed. Also, it is a bad dea ‘o describe Enron as being in the investment syndication business (e.g. page 9
at the top), because many of Enron's investments involve securities, and if Enron is in the invesumert syndication business
it must register as a broker-degter.

5, | question whether it is true that Enron will manage and operats the Investments that JEDI il makes. There are
many places in the drafi where this is stateq (e.g. page 24, bottomn), but | thought *hat many of the JEDI i investments
would be minorily investments.

6. There is no mention wnether LIM2 will register as a commodity pool aperator, aithough the drefl says il will

employ rigorous risk management techniques. This is rezlly more LUM2's probiem than it is Enron’s, although if LIM2 runs
reguiaiory risk it is possible that Enron will take some heat.

, VEL 00362
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7. There ars several piaces where the drafl says that this has been fully reviewed and 2pproved by Enron’s board of
directors and office of chairman; has that been done? The dratt says that Rick Causey will review the activities of LiM2,
is that the only control that Enron will placed on LJMZ in terms of reviewing and approving conflicts of interest?  Andy
would get more protection if there were some review and approval process at the board leve! or a: 2 more senior exeutive
tevel. .

8. ©One guestion is whether Enron’s indemnity {which covers persons serving a: the request of Enron on owner
companies’ boards, etc.} will cover Andy, Ben and Michae!'s activities with LIM2. znd aiso wnether Enron's insurance wil,
cover it. Jtseemns 10 me that this should be clarifies and sgreed to in eovance. The descristion in the privete piacement
memuorandumm indicates that perhaps they are serving at Enron’s request, i Enron objects 10 its indeminity ang insurance
axiending 1o their activities with LUMR2, it could! insist on an agreement hat they not seek indemnily or insurznce, or if it
wants the ingemnity and insurance 1o extend 1o LUM2 it couid specifically clarify that they co.

9. “The ora’t private placement memorancurm says nothing about transfer pricing between Enrcn ano LJM2. Wil
LJM2 invest alongside Enron or. the same, more favorable or less favorabe terms? Shouldn't this be aderessed in the
privete placernent memorandum? Shouldnt Enron's board get & commitment from the principa.s that LIMZ will not get
more favorable treatment than Enron?

10, ‘The privete placement memo makes it look like Enton is sponsoring this fund, | woult think that ¥ wouid be

isable o putin a 1t that although Enron’s board has given the princizals permission to set up and rwn this fund,
it is not an Enron sponscred fund, Enron has not made any commitment to it and Investors must, as 8 condition to
investing, enter into an agreement acknowledging those facs, stating that they are relying soiely on the fund and not
Enron and agreeing that they will not seek recourse agzinst Enron in the event their investment coes no: perform as
promised,

11. The private placement memo should point out that the principals could resign or be dismissed from Enron atany
time {subject, of course, to rights they may have under employment agresments). | don't think that their service with LiM2
is tied to their service with Enron.

12. | have some other nits that ] can go over with you, but those are the main points,
CHNTITTNTIAL
1
OCT-@4-1958 ©88:12 SEX P.o3
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Dilg, Joe

From: Jordan, Car

Sent:  Friday, August 24, 2001 7:02 PM
To: Butcher, Sharon (Enron} . P .
Subject: Confidential Employes-Matter

ATTORNEY CLIENT PRIVILEGED COMMUNICATION

Sharon:
Per your request, the foliowing are some buiiet thoughts on how to manage the situation with the employee -
who made the sensitive report.

1. I agree that it is a positive that she has requested reassignment to another department. Assuming a
suitable position can be found, f recommend documenting in memo form that the transfer is being effected per
her request. This would be worded to convey that the company has considered and decided 1o accomodate
her request for reassignment. See comments below re additional items to be addressed in the memo.

2. 1 suggest that the memo also name a designated company officer for her 1o contact in the uniikely future
event that she believes she is being retaliated against for having made the report. Case law suggests that she
then will have the burden of reporting any perceived retaliation and allowing the company a reasonable
opportunity to correct it before quitting and asserting a constructive discharge. (Note: If there is any chance
that the decision might be made in the future to discharge the employee for making the report -e.g., if the
company concludes that the allegations were not made in good faith- then this assurance probably shoutd not
be given, at least until iater when (if) the company is satisfied that the employee was not acting in bad faith or
otherwise improperly.)

3. The memo should contain language that conveys that the other terrns of her employment -specifically, its at-
will status- remains unchanged. This is to avoid any future claim that the understandings surrounding the
transfer constitute a contractual obligation of some sort.

4. The new position, as we discussed, should have responsibilities and compensation comparable to her
current one, to avoid any claim of constructive discharge.

5. nﬁi we dliscussed. to the extent practicable, the fact that she made the report should be treated as
confidential.

6. The individual or individuals who are impiicated by her allegations shouid be advised to treat the matter
confidentially and to use discretion regarding any comments to or about the complaining employee. They
should be advised that she is not to be treated adversely in any way for having expressed her concerns.

7. You indicated that the officer in charge of the area to which the emplayee may be reassigned would
probably need to be advised of the circumstances. | suggest he be advised at the same time that it is
important that she not be treated adversely or differently because she made the report. And that

the circumstances of the transfer are confidential and should not be shared with others.

You also asked that | include in this communication a summary of the possible risks associated with
discharging (or constructively discharging) empioyees who report allegations of improper accounting practices:

1. Texas iaw does not currently protect corporate whistleblowers. The supreme court has twice declined to
create a cause of action for whistieblowers who are discharged; however, there were special factors present in
both cases that weighed against the plaintiffs and the court implied that it might reach a different conclusion
under other circumstances.

2. Regardless of the whistleblower issue, there is often a risk of 2 Sabine Pilot claim (i.e., allegation of
discharge for refusing to participate in an illegal act). Whistleblower cases in Texas commonly are pled or
repled as Sabjne Pilot claims - it is often an easy leap for the plaintiff to make if she had any involvement in or
duties refating'to the alleged improper conduct. For example, some cases say that i an employee's duties
involve recording accounting data that she knows to be misleading onto records that are eventually relied on by
others in preparing reports to be submitted to a federal agency (e.g., SEC, IRS, etc.), then the employee can
be subject to criminal prosecution even tho she did not originate the misleading cdata and does not prepare the
actual document submitted to the government. Under such circumstances, if the employee alleges that she
was discharged for refusing to record (or continuing the practice of recording) the allegedly misleading data,
then she has stated a claim under the Sabine Pilot doctrine. .

3. As we discussed, there are a myriad of problems associated with Sabine Pilot claims, regardless of their
merits, that involve allegations of illegal accounting or related practices. One is that the company's accounting
practices and books and records are fair game during discovery - the opposition typically will request
production of volumes of sensitive material. Another problem is that because accounting practices often
involve judgments in gray areas, rather than non-judgmental applications of black-ietter rules, there are often
genuine disputes over whether a company’s practice or a specific report was materially misieading or complied
with some statutory or reguiatory requirement. Third, these are typically jury cases - that means they are
decided by lay persons when the legal compliance issues are often confusing even to the lawyers and
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waperts. Fourth, because of the above faclors, they are very expensive and time consuming to litigate.

4, In addition to the risk of a wronghul discharge claim, there is the risk that the discharged employee will seek
to convince some government oversight agency (e.g., IRS, SEC, etc.) that the corporation has engaged in
materiaily misleading reporting or is otherwise non-compliant. As with wrongful discharge claims, this can
creste problems even tho the allegations have no merit whatsoever,

These are, of course, very general comments. |will be happy to discuss them in greater detail at your
convenience.

W. Carl Jordan

Vinson & Elkins L.L.P.
1 Fannin

2300 First City Tower

Houston, Texas 77002

{713) 758-2258

{713} 615-5334-fax
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b Memorandum

Confidential Communications
Attorney-Client Privilege
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Te: Rick Buy
Rick Causey
From: Jordan Mintz Deparment:  Enron Global Finance - Legal
Subiect  Private Placement Memorandum for “LJM3” Daw:  December 7, 2000

As you know, LJM has recently circulated a PPM regarding the formation of a new private equity
fund, "LJM3 Co-Investment, L.P." (! believe they are planning to close in two weeks.) For the
most pan, its contents closely mimic that used for LUM2, but in many instances pare down its
discussion of Enron. The recurring reference to the “linkage” between Enron and LJM, however,
continues to be substantial. To that end and in light of Enron now having a “history™ with LUM
(albeit only 3 year or so), | thought it would be instructive to summarize some of the provisions of
LJM3 that are relevant for Enron’s purposes. (We also are reviewing the related draft LUM3 limited
partnership agreement.}

In particular, 1 offer for your review and consideration:

(1)  Discussion of Investment Qpportunity: This section describes why LIM3 is an
attractive investment opportunity highlighting the following:
s Access lo Significant [Enron] Proprietary Deal Flow;
« Enron's Capabilities to Analyze and Structure Investments and Operate Assets; \
¢ The Ability to Evaluate Investments with Full Knowledge of the Assets [Due to the
Principals’ insider Status}; and \\
« Speed and Knowledge Advantage of LUM3.

(2)  Investment Strateqv: This secticn describes how LJM3 plans to capitalize on its
aforementioned advantages highlighting the following:
« invests with Enron; and
« [nvests in Assets/Businesses where Enron retains an ongoing economic interest
thus ensuring that LUM3 has access to Enron's significant resources to manage
assets on an ongoing basis.

(3) Dual Role Advantages: This section highlights the benefits investors should realize 3 EF

due 1o the dual roles played by Andy Fastow and Michael Kopper, thereby facilitating
LJM3's access to Enron dealflow.

VEL 00522
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(4) Discussion of Conflict of interest: Describes the steps Znron has taken to ensure
that conflict-of-interest issues are appropriately addressed, inciuding the review roles
of Enron's Chief Accounting and Risk Officers, as well as that of the Enron Board's
Finance and Audit Committees. The PPM further notes that “Enron’'s Office of the
Chairman has waived certain provisions of Enion’s employee cede of conduct to
permit the Principals to form and operate the Partnership and Enron’s Board of
Directors has ratified that waiver as it applies to Mr. Fastow™. (It is my understanding
from Rex Rogers that this description is not wholly accurate and we are considering
providing modified language for inclusion in the PPM Supplement.)

One additional item worthy of mention regarding LJM3 is my understanding that a targeted investor
is CalPERs.

There are a number of additional important issues involving LUM that we are currently addressing
(with the assistance of Rex Rogers and Ron Astin). Such issues primarily relate to (i) our internal
review of the processes and deal review/substantiation efforts regarding Enron/LJM transactions
and (ii) proxy disclosure issues, including scope of information and mitigation alternatives.

| will keep you advised regarding material developments; in turn, please do not hesitate to contact
me with any questions or comments you may have. | may be reached at x 37897.

cc. Rex Rogers
Ryan Siurek
Ron Astin (Vinson & Elkins)
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LJM LEGAL REVIEW M

(Confidential)

Participants: Jim Derrick
Rex Rogers

Jordan Mintz
Ron Astin

’ ﬁo)béw/ JIEN //plﬁf’

A. Overview v/ 1,13)\} ,/f \S
1. A “Who, What, Where” of LIM A

2. 1999 Activity
3. 2000 Activity

B. Enron Board involvement

1. Directives
2. Review Process
3. February 2001 Audit and Finance Committee Reviews

C. Legal Consideration Vg:ﬂml.(d UT‘":t
1. Financial Statement—[)iscloyres—ja
2. Proxy Disclosures
3. Memo regarding Suggestions for Improvement to Policies/Controls
for Transacting with LJM in 2001

zMo\
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CONFIDENTIAL
Te: Rick Buy
Rick Causey
From:  jordan Mintz Deparment. Enron Global Finance—Leg
Subject | M Appfov;!'P{ocess—T tion Substantiation Dale:  March 8, 2001

With the year-end and recent Board meetings behind us, and our now being in the midst of proxy
‘season, | thought it might be timely to memorialize my observalions and summarize my
recommendations for refining our compliance with the procedures approved by Enron's Board of
Directors {the "Board™) with respect to the Company's transacting with LUM. Briefly stated, it is my view
that the Company needs to improve both the process it follows in executing such transactions and
implement improved procedures regarding written substantiation supporting and memorializing the
Enron/LJM transactions; at the same time, it is also my view worthwhile improvements can be
accomplished without significant disruption to commercial efforts.

More specifically, my recommendations focus on two areas: the first is the need for the Company lo
implement a more active and systematic effort in pursuing non-LJM sales alternatives betore
approaching LIM, and then to create more exiensive written documentation substantiating such efforts;
the second is to modify the LJM Approval Checklist so0 as to impose a more rigorous testing of the
fairness and benefits realized by Enron in transacting with LM ~ and balancing such benefits against
perception and shareholder relations issues such transactions may present.

To that end, what follows befow is: relevant background regarding the Board's approval for transacting
with LJM; my "due diigence” findings relating to the Company's compliance with such approval; and
recommendations for improvemnent to be effective for the 2001 year.

Overview

As you know, the sensitivities surrounding Enron’s transacting with LIM prirnarily stemn from three areas:
whether such transactions are being conducted at arms-length in such a clear-and convincing fashion
that they will be respected from a GAAP earnings perspeclive; whether the benefits realized by Enron
fromn such {ransactions are sufficiently "compelling” from an investor's perspective to negate perceptions,
however unwarranted, of an "interested” dealing; and whether such transactions are in the best interests
of the Company and, thus far, consistent with the Board's carrying out its fidusiary duties and in
compliance with the Company's Code of Ethics. In order to address these three critical and often-
overlapping concerns, the Board has previously approved the foliowing protedures and conirols:

() Enron and LJM are not obligated to one another to transact;
{2) Enron’s Chief Accounting and Risk Officers are {o review and approve the terms all
transactions Enron or an affiliate enters into with LUM;
VEL 010¢
Respect Integrity Communication Excailence

Form 000-483-1 {7782}



104

3) The Board's Audit and Compliance Committee shall annually review all transactions
compileted that year and make any recommendations they deemed appropriate; and

4) The Board is to determine, also annually, that Andrew Fastow's controliing position at LJM
and his involvernent as a counterparty to Enron does not adversely effect the best
interests of the Company.

Additionally, aithough not expiicitly provided for by the Board, the Finance Committee also annually
reviews all Enron/LJM transactions, but may review on an ad hoc basis, as needed.

To suppiement the Board's mandated procedures, Enron and LJM also agreed to an additional control'
preciuding Mr. Fastow {and Michael Kopper, aiso a senior leve! professional at both Enron and LuM)
from negotiating on behall of Enron in transactions with LJM.

The Company subsequently adapted a written “LJM Approvat Sheet” to generally describe the business
nature of any Enron/LJM transaction, including the deal terms and anticipated economics to Enron. This
Approval Sheet is supplemented with an "issues Checklist”, which captures the procedures to be
followed in executing transactions with LJM; in this manner, Enron can test whether it is complying with
the Board's directions. (Such Approvals are to be reviewed and executed by certain members of Enron's
Senior Management, including Jeff Skilling.) For example, the Checkiist provides for the following
determinations to be made:

[€))] In addition to LUM, identifying other sales options that were considered and rejected,
including sates to Condor, JED! I, and third parties; identifying other banks/offers that
were received with respect to the transaction;

(2) Whether the transaction with LJM will be the most beneficial alternative to Enron;
identifying the related benefits — cash flow, eamings;

{3) Determining whether the transaclion involves a ‘Qualified Investment” so that it was
required to be offered to JEDI If;

4) Whether the transaction was negotiated at arm’s«length; did any advisors conclude that

the transaction was nof fair to Enron;

{5) Whether the transaction had 1o be disclosed in the Proxy and whether it yielded any
monetary benefit to an Enron employee; and

{6} Whether LIM’s participation in the transaction has been reviewed by Enron Office of the
Chairman ("OTC")? Has it been reviewed and approved by Enron’s Chief Accounting and
Risk Officers?

And finally, the Checkiist asks whether Enron’s Board's Audit Committee reviewed all Enron/LJM
transactions within the past 12 rnonths.

Findings

The procedures followed by Enron in transacting with LM, including the manner in which they have been
substantiated, should be improved and can be, ! believe, with minimum disruption to commercial efforts.

1 also believe that the adoption of certain of these recommendations will yield material benefits with
respect to accounting substantiation and further documentation of the Board's carrying out of its fiduciary
duties and business judgment.
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(1)

2)

3

@)

105

CONFIRENT 4

Enron does not consistently seek to negotiate with third parties before it transacts with
LJM. No policy exists specifically requiring evaluation and pursuit of third party
altematives before transacting with LIM. Because no existing poiicy requires the pror
evaluation of third party alternatives and, given the fluid nature of the Company's
commercial activities, too often Enron finds itself facing a time deadline that makes it
difficult (in fact often impossible, as a practical matter) to transact with a third party, thus
potentially: (a) reducing the benefits Enron realizes from the LUM transaction by eroding
Enron's bargaining position; (b) clouding the objective evidence of such benefits (due to a
lack of comparable altemnatives) and, perhaps; (c) undermining the arm's-length nature of
the transaction {due to a lack of both comparable and practical alternatives);

Enron does not aiways adequately substantiate in writing the procedures it follows with
respect to transacting with LUM. For example, some of the questions in the Checkliist do
not capture the “full picture® of information that would be instructive in demonstrating
compliance with Enron’'s Board. For example:

(a) The Checkiist does not require an expianation as to why the particular transaction
would be the most beneficial altemative for Enron ~ only that it is. Requiring an
answer to the question of why the transaction is beneficial would have the added
advantage of requiring that the question be directly addressed by the commercial
personnel charged with its execution;

(b) The Checklist does not provide for a detailed explanation/substantiation of sales
efforts prior to transacting with LUM (thereby negating a contemporaneous record that
could be useful in fashioning appropriate disclosures regarding those transactions
required to be disclosed);

(c) The Checklist does not require an expianation as to how Enron determined that the
transaction was conducted at arm's-length — only if it was not (which presents the
same difficulties as (b));

(d) The Checklist provides for,pre-determined, rather than a more “realtime™ OTC
determination that transacting with LJM does not adversely affect Enron; and

{(e) The Checklist does not provide any level of detail regarding the Chief Accounting and
Risk's Officér's review and approval; | believe, for the Board's Audit and Finance
Commitiee’s benefit, this additional information — when coupled with formal Board
presentations — would provide additional enhancement to the Board's decision-making
as to having all reievant facts before it.

inherent employee conflicts exist that can contribute to a perception that Enron and LJM
cannot transact at arm's-length; and

Enron’s transactions with LJM create potentia! conflicts with CalPERS, and perhaps other

B future “investment parties” with whom Enron may have a relationship.

Particular suggestions for improvements follow. These recommendations for a more “formal” approach
for transacting with LJM, however, shouid not replace or supercede any “commonsense” allernatives that
may better allow for fiexibility in any commercialffinancial transaction and, perhaps, a better balancing of
compeling interests.
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Recommendations

Adoption of the suggestions that follow should enhance those procedures already in place and being
followed for purposes of substantiating Enron’'s compliance with the Board’s directives and., in particular,
“completing the Company’s files” with respect to responding to audit reviews and preparation of proxy
and footnote disclosures. in particular:

m

6]

@)

“@

(5}

Additional education of business units regarding the role to be played by LUM as an
altemnative counterparty after efforts with “traditional”, third party counterparties are
exhausted and the Company’s expectation that such third parties will be explored before
resort to LUM. Further written substantiation of such efforts;

Amendments to the Checklist to ensure further written substantiation of why this particular
transaction with LUM was the most beneficial vis-a-vis altemnatives, how such
determination is substantiated, and substantiation that the transaction was conducted at
arm's-length;

Better conternporaneous involvement by the OTC regarding review and approval of
Enron's transacting with LJM, i.e. sigr-off by Jeff Skilling on a more reguiar basis;

Mitigation of personnei conflicts by physical separation of ail fulltime LJM employees from
Global Finance representatives; and

Coordination of LiM Approvals, review, and substantiation documents through an internal
group made up of rep ives of EGF Cc ial, Legal {custodian of the
documents), Accounting, and Commercial Support.

ttems (2) (4) and (5) above are already being addressed. We can work through the individua! business
unit CFOs to progress item (1) and, with your concurrence, | can discuss item (3) with Jeff.

Please let me know your thoughts about these recommendations and whether you take exception to my
working towards their impiementation. Of course, feel free to contact me with any questions you may

have.

Thank you for your time.

Cec:  Jim Derrick
Rex Rogers
Rob Walls
Ron Astin (Vinson & Eikins)
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Bec: Ron Baker
CONFIDL

Ben Glisan
George McKean
CONFIDENT:
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interoffice
Memorandum

Confidential Communications
Attarney-Client Privilege

>
%
Tt Andy Fastow

From Jordan Minui")\/_ Desarment:  Enron Global Finance-Legal

Suject  Related-Party Proxy Disclosures daw:  April 6, 2001

You will recall that in preparing the LJM related-party disclosure for this year's (2000} Proxy, we did not
disclose financial information regarding your interest as the ultimate general pariner/managing member in
either LJM1 or LUIM 2. The purpose of this memorandum is to explain our reasons for concluding such a
disclosure was not required in either 1599 or 2000 and to explain why such rationale(s) may not be
applicable in future filings.

Discussion

The Proxy Rules require —- among other things - a description of the refaled party's (Le. LJM's) interest
in transactions entered into with the registrant {i.e. Enron), the nature of such interest, and - “where
practicable” — the amouynt of such person’s interest in the transaction(s}. Itis this last piece of
information relating to your financial stake that we have not explicitly disclosed because the Legal
Department, in consultation with our cutside counsel, has concluded disclosure was not mandated. In
both the 1899 and 2000 Proxies we have generally provided as follows: *The general partner is
entitied to recaive a percentage of the profits of the partnership in excess of the general partner's
proportion of the total capital contributed to LUM1/LIM2, depending upon the performance of the
investments made by LUIM1/LIM2." Thus, itis clear that, at a minimum, there is public disclosure that
you, as the generai partner in these two investrment vehicles, are entitied 10 receive some levei of
carried interest.

Our rational for net disclosing any additional financial information related to your general partner
interests varies as between 1999 and 2000 and, in particular, with respect to the RhythmsNet
transaction, as follows:

{1} 1888: The “where practicable” language in the Proxy Disclosure Rules gave us the
basis for not providing additional financial information in 1886, More
specifically, the majority of the transactions entered into in 1899 between
Enron and LJMU/LIMZ2 ~ and specifically the RhythmsNet hedge - were
“open” transactions during the 13898 fiscal year and had not yet settied or
liquidated in a fashion that it would be “practicable™ to determine what you
eamed in your general pariner capacity. The “cpen fransaction™ basis
appiied to both the RhythmsNet transaction and the newly-executed LJM2-
related acquisitions and hedges for 1999.

{2) 2000: We determined it was not practicabie to quantify your interest in LJM2 in the
most recent Proxy, again, based on the existence of multiple open and
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unmatured transactions making it impracticable to compute. The rationale
for not making any additional disclosures relaling to the settiement of the
RhythmsNet transaction, however, is somewhat different. In particular, the
RhythmsNet transaction settled in 2000 pursuant to terms allowed for under
the original agreement. At settlement of RhythmsNet it may have been
practcable to determine your financial interest. However, no further
disclosure was otherwise required of the RhythmsNet transaction in 2000
because settiement occurred under conditions permitted in the onginal
agreement. Thus, there was no new lransaction involving LUM? and Enron
in the year 2000 required to be disciosed in this year's proxy; accordingly.
we have conciuded that there was no requirement to disciose any financial
information refated to what you may have eamed in that transaction —
notwithstanding that it was now more practicable io do so.

The decision not to disclose in this instance was a close call; arguably, the more conservative
approach would have been to disclose the amount of your interest. Given other pertinent (and
competing) issues that you and | have discussed at great length, we decided against doing so. It was,
perhaps, fortuitous that the RhythmsNet transaction extended over two proxy filing years and the
specific facts of the particular case allowed us 1o conclude that a disclosable transaction occurred only
in the year in which financial disciosure was impracticable. Thus, we have relied on two different
argurments for avoiding financial disclosure for you as the LIM1 general partner in both 1998 and then
2000. If, however, the RhythmsNet transaction began and conciuded in the same year, it would have
been more difficult to avoid making some additional leve! of financial disclosure.

Going Forward

This disclosure issue will continue to be a challenge as transactions entered into between Enron and
LJM2 settle and, as such, it becomes *practicable” to quantify and, therefore, be required to disclose
the amount of your financial interest. To that end, we need to continue to be cognizant of this issue as
the year progresses and continue to consider some of the safe-harbors provided under the SEC rules
from having to disclose related parly transactions - inciuding the (1) competitive bid and (2} reduction
of general partner control alternatives we have previously discussed. |, of course, will continue to
examine other alternatives, as well,

After you have had a chance to review this summary, | am available to discuss any questions or
comments you may have.

Ce:  Jim Derrick
Rex Rogers
Ron Astin (Vinson & Elkins}
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Memorandum
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Attorney-Client Privilege
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Tor Cliff Baxter
Mark Metts
Rick Causey
From:  Jordan Mintz : inance - Legal

Sudject  Proposed Sale of Enron Wind to LM -~
Disclosure Issues

This memorandurm addresses the disclosure issues {i.e.-proxy and financial statements) implicated
"by a'proposed sale by Enron of its ownership in-Enron Wind 1o LIM:{"Proposal”). in particular, it
summarizes a safe-harbor under the SEC Rules-which would avoid any proxy disclosure relating to
- the Proposal; however, it should also be noted that itiis unlikely that cornpliance with such safe-
 harbor would also provide us with a basis for.not disclosing such transaction for financial statement
purposes {L.e. 10Q/10K).

Briefly stated, no-disclosure is required in the annual proxy for transactions engaged in-by a
registrant (i.e -Enron}and a related party (i.e. LIM) if done pursuant to a “competitive bid” process.
Although there is scant.guidance in this area, it is my judgment that a process like the following
would satisfy the definition of a competitive bid:

= A preprinted, unsigned form contract omitting the name of the counterparty and the
“pricing provisions would be delivered to several active, viable counterparties,
including, for example, LUM;

»  Each proposed counterparty would be instructed to fill-in pricing and sign the
proposed agreement, and indicate any other changes it would propose to make to
the preprinted agreement. Each proposed counterparty would be advised that
changes to the preprinted agresment would be taken into account by Enron in
selecting a winning:counterparty; and

= All responses would be due back to Enron at a preset time, delivered to a contact
within Enron, remote from the executive officer whose entity may be bidding on the
proposal. At the appropriate time, ail erivelopes would be opened at the same time
and the winning counterparty selected from the proposed counterparties responding.

As you know, the foregoing is a process similar to that used by invesiment banking firms when
attempting to selt companies, and it is generally considered competitive by those in the industry.
Of course, we could tweak the process fo be responsive to our view of appropriate industry
standards. Stating the obvious, for this process to pass muster, we would need 10 ensure that is it
monitored carefully to ensure “true competition”.
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If the process results in an LUM winning bid, no proxy disclosure would be required. Nevertheless,
it appears that the accounting ruies would require disclosure independently of the analysis just
described.

It may well be that financial statement disclosure — without proxy disclosure -- could appear “too
cute” and we may decide to proceed with the proxy disclosure in any event. In that instance, we
would be required to provide a description of the Proposal, the related party's (i.e. LIM's) interest
in the Proposal, the nature of the interest of the related party, the amount of the transaction ang,
“where practicable”, the amount such related party may earn in the transaction. In addition, if the
Proposal were not viewed as a “sale in the ordinary course” of Enron’s business, we would also
need to provide the sales price. Although such information can be provided in a fairly “punchy and
pithy” fashion, we would obviously be revealing sensitive information.

| am available to discuss any questions or comment you may have; | may be reached at x 37897.

Cc: Rodney Faidyn
Rex Rogers
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CONFIDENTIAL

LJM LEGAL REVIEW
(May 22, 2001)

Particioants: Jim Derrick
Rob Walls
Rex Rogers
Jordan Minz

A.  Developments since March 7" Legal Review Meeting

1. Proxy/10-K Disclosures

2. Enron Wind

3. Overlapping Employee Duties/Services Agreements Review
4. Deal Approval Changes

5. Investor Relations Feedback

5, Meetings with Causey/Buy

B. Meetings with ASF: Current Proposals

1. Restructure of LUM ownership to avoid disclosure

2. “Fresh iook” at Enron/LIM relationship
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Tor Jeff Skilling
From Jordan Mintz .&"‘AM Desamment:  Enron Global Finance - Lagal
Suoiect  Company Approvals for Transactions with LUM baes May 22, 2001

One of the internal procedures we have in place for monitoring Enron's transactions with LUM for
arm's-length dealings and *faimess” is an internal approval sheet {similar to the DASH}. Such
approval sheet, which summarizes (1) the nature of the transactions and its terms, (2) other
options considered by Enron, and (3} disclosure obligations, if any, by the Company, is signed by
Global Finance Legal, Accounting, and RAC. Accounting and RAC, particularly, require the
signatures of Rick Causey and Rick Buy. Such approval sheet also provides for your signature.

All required sign-offs for the 2000 transactions have been recently completed. In discussing our
arranging for your signature with Rick Causey and Rick Buy, it was decided to provide you with all
finalized approvals in aggregate--rather than in a piecemeal fashion—and we are now ready to do
s0.

To that end, [ will arrange to get on your schedule to assist you in this regard; alternatively, | can
send such approval sheets to you as 2 package and you can then sign at your convenience. in

the interim, please let me know if you have any questions or comments. | may be reached at
x37897.

Thanks for your time.

C¢: Rick Buy
Rick Causey
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Interoffice
Memorandum

Confidential Communic’ations
Attorney-Client Privilege

Te:  Andy Fastow

From:  Jordan Mintz Depsrment  Enron Global Finance-Legal

Subject. | JM Proxy Disclosures (2002) Daw:  Jyne 4, 2001

What follows below is a summary of the key steps to be laken so as to minimize any related-party and proxy
disclosure Enron would be required to make in 2002 with respect to transactions executed-with=LdM 1 and 2
{collectively, the “LJM Entities”) during 2001. Such steps are being taken in order to be responsive to cerain
commercial changes occurring at Enron. In thal regard, it is intended that such approach would (i) cause the LJM
Entities to cease to be related persons whose transactions with Enron are required to be disclosed for financiat
statement footnote purposes, and (i) liquidate your interest in the LUM Entities in a fashion that minimizes the
extent 10 which such interest must be described {except 1o note its disposition) in the proxy statement for next
year's annual meeting.

Proposal

As you may recall, this year Enron and LUM2 have executed two transactions--one refating 1o the restructuring of
Raptor and the other with respect to the repurchase of the Merlin CLO equity. The steps listed below are
premised on all other pending transactions between Enron aftiliales and the LIM Entities being trozen prior to
. such steps being implemented. (Raptor will continue to be disclosed in the 10-Q and year-end 10-K, and it is also
likely the CLO equity repurchase will need to be disclosed in the second quarter 10-Q and year-end 10-K).
However, if your interest in the LJM Entities is eliminated without recognizing value attributable to 2001
{ransactions, we do not anticipate that any material disclosure would be required in the 2002 proxy statement tor

the annual meeting, other than noting the unwind of your interest in LUM, assuming all of the following steps are
taken:

(1) No “value”, i.e. distributions, has been taken out of LUM by you this year and the purchase price paid
by Michae! Kopper does not reflect any amount attributable to 2001 transactions between Enron and the
LJM Entities;

(2) The purchase of your entire interest in the LUM Entities by Michael Kopper will not be financed by you
(or any person whose interest would be attributable to you for reporting purposes, such as family
members) or Enron; and

(3) Michasl will no longer be an employee of Enron or retain any material contractual relationship with the
Company going forward.

In this manner, any proxy disclosure in 2002 is, again, likely to be limited to a notification of your termination of
your interest in LUM, while -- with respect to the 10-Q/10-K -- earlier transactions will continue to be disclosed until
they settle.

After you have had a chance to review this summary, please contact me with any questions/comments you may
have. We should also discuss coordination and implementation matters

Cc:  Rick Buy Rick Causey
Jim Derrick Rex Rogers
Rob Walls Ron Astin {Vinson & Eikins) Ec 000024322

Respect tntegrity Communication Excellence
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Dear Mr. Lay?

Has Enron become a nsky place to work” For :mose of us who aidn t ge2 aid cverthe ast few
years, can we afford to stay?

Skilling’s abrupt departure will raise suspicions of accounting impropreuss anc valuatien issues
Enron has been very 8ggressive in 1ts accounting — most notably the Raptor ransxions ang the
Condor vehicle We do have valuation 1ssues with our internauonal 2ssets 37d possibiy some of

our EES MTM positions.

The spotlight will be on us, the market just can’t accept that Skilling is leaving hus cream job |
think that the valuation 1ssues can be fixed and reported with other goodwill wnte-downs to occur
1n 2002. How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003, we will
have 1o pony up Enron stock and that won't go unnoticed.

To the layman on the street. it wall look like we recognized funds flow of $300 mm from merchant
asset sates 1n 1999 by selhing 1o a vehicle (Condor) that we capualized with a promese of Earen
stock in later years. [s that reaily funds flow or 18 it cash from equity 1ssuance?

We have recogmized over $550 million of far value gans on stocks via our swaps with Ragtor.
much of that stock has declined significantly - Avici by 98%. from S178 mm to $5 mm. The New
Power Co by 70%. from $20/share to $6/share. The value in the swaps won't be there for Rapior.
s0 once again Enron will issue stock to of (set these losses. Raptor 1s an LIM enuty It sure looks
to the layman on the street that we are hiding losses in a related company and will compensate that
company with Earon stock in the future.

‘I am incredibly nervous that we wiil implode 1n a wave of accounting scandals. My 8 years of
Encon work history will be wonth nothing on my resume. the business world will consider the past
successes as nothing but an elaborate accounung hoax. Skilliag 1s resigning now for ‘personal
reasans’ but | think he wasn't having fun, looked down the coad and knew this stuff was uafixable
and would rather abandon ship now than resign 1n shame 1n 2 yeass

Is there a way our accounting guru's can unwind these deals now? | have thought and thought
about how 1o do this, but | keep bumping into one big probiem - we booked the Condor and
Raptor deals in 1999 and 2000, we enjoyed a wonderfully high stock pnce, many execulives soid
stock, we then try and reverse or fix the deals 1n 2001 and it’s a bit like robbing the bank in one
year and rying to pay back it back 2 years later. Nice ry, but investors were hurt, they bought a¢
$70 and $80/share looking for $120/share and now they're at $38 or worse. We are under (00
much scrutiny and there are probably ore o two disgruntled ‘redeployed” employess who know
enough about the ‘funny” accounting 1o get us in touble.

What do we do? | know this question cannot be addressed in the all employee meeting. but can
you give some assurances that you and Causey will sit down and take a good hard objecuve lock
at'what 15 going to happen to Condor and Raptor in 2002 and 2003?

E 68548
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Summary of alleged issues:

Raptor

Enuty was capitahized with LIM equity. That equity 15 at nsk: however, (he investment was
compietely offset by a cash fee pad 10 LIM. If the Rapror enuues go bankrupt LIM 15 not
affected, there 1s no commuiment 1o contnbute more equity.

The majonty of the capitalization of the Raptor entities is some form of Enron N/P. restncted
stock and stock nghts.

Enron entered 1nto several equity denvative transacuons with the Raptor entities locking in cur
values for vanous equity mvesuments we hoid.

As disclosed. in 2000. we recognized $500 mullion of revenue from the equity denvatives offset
by market value changes in the underlying secuntes

This year, with the value of our stock declining. the unde:iying capitalizanon of the Raptor entities
1s decliming and Credit 13 pushing for reserves against our MTM positions.

To avoid such a write-down or reserve in Q1 2001, we ‘enhanced” the caputal structure of the
Raptor vehicles. commutiing more ENE shares.

My understanding of the Q3 problem is that we must “eshance’ the vehicles by 5250 mullion.

I realize that we have had a lot of smant people looking at this and a lot of aczountants including
AA&Co have blessed the accounting treaument. None of that will protect Enron if these
transactions are ever disclosed n the bnght light of day. (Please review the late 80's problems of
Waste Management - where AA paid $130+ mm in litigaton re. quesuionable accounting
practices).

The overriding basic principle of accounting is that if you explain the ‘accounting treatment’
to # man on the street, would you influence his investing decisions? Would he sell or buy the
stock based on 8 therough understanding of the facts? I so, you best present it correctly
and/or change the accounting.

My concern is that the footnotes don't adequately explain the transactions. If adequately
explained, the invesior would know that the “Enuuies” descnbed 1a our elated pany {ooinote are
thinly capitaiized, the equity holders have no skin in the game, and all the value in the enunes
comes from the underiying value of the denvauves (unfortunately in this case, a big loss) AND
Enron stock and N/P.  Looking at the stock we swapped, | also don't believe any other company
wauld have entered into the equity denvatve transactions with us al the same pnces or without
substantial premiums from Enron, [n other words, the $3500 milhon in revenue in 2000 would
have been much lower. How much lower?

E 68548
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Raptor looks to be a big bet, if the underiving stocks d:d well. then no one would e the wiser 17
Enron stock did well, the stock 1ssuance 10 these ennties would decling and the (Ans3CLORS W oy, 3
be less notceadle. All has gone against us. The stocks. most notabiy Hanowsr, Toe New Power
Co..and Avic: are underwater 10 great or iesser degrees

! finmly believe that executive management of the company must have aclear and precise
knowledge of these transactions and they must have (ne Irans3CUORS reviewed by COjeThve 2xpeats
in the fields of secunues law and accounung. Ibelieve Ken Lay deserves the ngnt to iudgs o7
himse!f what he beheves the probabilines of discovery to be and the esiimated damages 1o 1ne
company from those discovenes and decide one of two courses of action:

1. The probability of discovery 15 low enough and the esumated damage too great: therefore
we find 3 way to quiztly and quickly reverse, unwind, wate down these
positions/transicuons.

2. The probability of discovery 13 too great, the esumated damage to the company toc great:
therefore, we must quanufy, develop damage contanment plam ;nd disclose

{ firmiy believe that the probabilsty of discovery significantly increased wm Skiiling's shewkang
departure. Too many.people are looking for a smoking gun

2

E 68550
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Summary of Rapior oddities:

1. The accounting :reatment looks questionabie

2. Enron booxed a $500 mm ga:n from equity densatives from a related panty

b That related party 1s thunly capitalized. with no pany at nsk except Enron

¢. It appears Enron has suppored an income statement gun by a contnbdution of
its own shares.

One basic question: The related party entity has fost $500 mm in its equity
denvatve transactions with Enron. Who bears that loss? [can't find an equity or
cebt holder that bears that loss.  Find out who will lose this money Who will
pay for this loss at the related panty entity?

If 1t’s Enron, from our shares, then [ think we do not have a fact pattern that
would look good to the SEC or investoes.

2. The equity denvauve transacuons do not appear (2 be at arms length

2 Enron hedged New Power. Hanover. and Avici with the related party at what
now appears (0 be the peak of the market New Power and Avict have falien
away significantly since. The related party was unable to iay off thus nsk.
Thus fact pattern 13 once again very negauve for Enron.

b. Idon’t think any other unrelated company would have entered into these
transactions at these pnces. What else is going on here? What was the
compensation to the related party to induce :t to enter into such transactions”

3. Therzis a verl of secrecy around LJM and Raptor. Employees question our
azcounung propnety consistently and constantly. This alone is cause for concern

2 Jeff McMahon was highly vexed over the inherent conflicts of LIM  He
complained mighuly to Jeff Skilling and 1a1d out § steps he thought should
be taken 1f he was to remain as Treasurer. 3 day; later, Sklling offered
him the CEQ spot at Enroa Industnal Markets and never addressed the §

steps with um. .

b Clff Baxter complained mughtly to Skulling and all who would listen
about the 1napprop of our tr with LIM.

c. ! have heard one manager level employee from the panciple investments

group say "l know 1t would be devastaung to all of us, but | wish we
would get caught. We're such a crooked company.” The pnnciple
investments group hedged a large number of their investments with
Raptor. These people know and see 3 lot. Many siular comments are
made when you ask about these deals Employees quote our CFO as
saying that he has & handshake deal with Skilling that LJM will never lose
money.

Confidential Treatment Requested By Wiimer, Cutler & Pickering
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4. Can the General Counsel of Enron audit the deal trail and the munes tal between
Enron and LIM/Raptor and us pnincipals® Can ke took at LIM” At Raptor” Ifine TFO
5ays no. 1sn't that a problem?

E 68552
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Condor and Raptor work:

1. Pastpone decision on filling office of the chaur. if the current decision inciudes
CFO and/or CAO.

2 Involve Jim Demick and Rex Rogers 1o hure a law firm to investigate the
Condor and Raptor transacuons to gave Enron attomey client privilege on the
work product. (Can’t use V&E due to conflict - they provided some true sale
opinions on some of the deals).

3 Law firm 10 hire one of the g 6. but not Arthur Andersen oc
PncewaterhouseCoopers due to their conflicts of interest. AA&Co (Enron);
PWC (LIM).

4 Investgate the transacuons, our accounting treatment and our future
comuruaments (0 these vehicies 1n the form of stock. N/P, etc..
For instance: In Q3 we have a $250 mm probiem with Raptor 3 (NPW) if we
don’t “enhance’ the capital structure of Raptor 3 to commut more ENE shares.
By the way: in Q1 we enhanced the Raptor 3 deal, committing more ENE
shares (0 avoid & write down.

S. Develop clean up plan:
2. Bestcase: Clean up quietly if possible.

5 Worst case: Quanufy, develop PR and IR campaigns. customer assurance
plans (don’t want to go the way of Salomon's trading shop), legal acuons,
severance actions, disclosure

6. Personnel to quiz confidentially to detertrune 1f ['m all wet:
2. Jeff McMahon
b. Mark Koenig
c. Rick Buy
d. Greg Whalley

E 68553
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To put the accounypg Ueatment in perspecuve [ offer the following:

8 We've contnbuted contingent Enron equity 1o the Raptor enunes. Sinceat's
contingent, we have the considerauon given and received at zero. We do, as Causey
ponts out, include the shares in our fully diluted computatons of shares outstanding (f
the current economics of the deal imply that Enron will have to issue the shares in the
future. This impacts 2002 - 2004 EPS projecuons only.

2. We lost value in several equity investments in 2000. $3500 million of last value These
were fair value investments, we wrote them down. However, we aiso booked gains
from our pnce risk management transactions with Raptor, recording a correspoading
PRM account receivable from the Raptor entities. That's a $500 million reiated party
transaction ~ it's 20% of 2000 IBIT, S1% of N1 pre tax, 33% of NT after tax.

3 Credit reviews the underiying capitalization of Raptor, reviews the contingent shares
and deterrrunes whether the Raptor entities wall have enough capital to pay Enron its
$500 million whea the equity defivatives expire.

4. The Raptor entities are technically bankrupe; the value of the contingent Enron shares
equals or is just below the PRM account payable that Rapior owes Enron. Raptoc’s
inception to date income statement 13 & $500 million loss,

b Where arethe equity and debt investors that lost out? LIM is whole on & cash on cash
basis. Where did the 3300 million in value come from? It came from Enron shares.
Why haven’t we booked the transaction as $500 million in & promise of shares to the
Raptor entity and 3500 million of value in our “Economic Interests” in these entities?
Then we would have a wnte down of our value in the Raptor enuties. We have not
booked the latter, because we do not have 1o yet. Technically, we can wait and face the
music in 2002 — 2004,

6. The reiated panty tries to explain these i Don’t you think that
several interested companies, be they stock analysts, journalists, hedge fund managers,
etc., are busy rrying to discover the reason Skilling left? Don’t you think their smanest
people are pouring over that footnote disciosure nght now? | can just hear the
discussions — "It looks like they booked 2 $500 mullion gan from this related party
company and [ think. from 3!l the undecipherable ¥ page on Earon’s contingent
contributions to this related party entity, I think the related party entity is capitalized
with Enron stock.” ..... “No, no, no, you must have it all wrong. it can’t be that,
that's just too bad, too fraudulent. surely AA&Co wouldn't let them get away with
that?" *Go back to the drawing board. it’s got to be something else. But find
[ “Hey, just in case you mught be nght. try and find some insiders or
‘redeployed’ former employees to vahdate your theory.™

E 6855
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October 15, 2001

M. James V. Derrick. Je.
Executive Vice President and General Counsel
Enron Corp. A

Fazarrog (711:4:8.8331

Privieged and Coahdentist:

ATtorney-Cliest Communicatioo

386 Anorsey Werk Preduct

11400 Smith Sureet e
Houston, Texas 77002

Re:  Preliminary Investigati of Allegations of an AnONYMOUS Emplovee
Dear Jim:

You requesied that Vinson & Etkins L.LP.("V&AE") conduct an i

aliegations initially made ot an anonymous basis by an employee of Earon
N Land

nvestigation into cenain
Corp. ("Earon”™). Those

for certan

allegations question the propriety of Enron's

LIM. and parncularly vansactions with LIM known as Rapuor vehitl
lazer identified herself as Shemrop Watkins, who met with Kenneth
Exccutive Officer of Enton. for appros imately one hous 1o express het concemns
with maerials 10 supplement her initial anonymous letter. This lener const

public di
deconsolidazed eatiues known as Condor of Whitewing and ceriain ransactions witha relased party.
es. The anonymous employee
L. Lay. Chairman and Chicf
and provided him
rtes our report with

respect to ouwt investigation and sews forth the scope of our review. the sctivities undenaken. the

P

1. Scope of Undertaking

of primary and our analysis and conclusions wi

In general the scope of V&E's undenaking was © review the allegations raised by Ms.
1 i jgation to d

Watkins' anonymous lenter and supp Js and to conductan i

whether the facts she has raised « further independent legal of

4 .
review.

By way of background. some of the supplemental materials provided by Ms. Watkins

proposed a serics of steps for addressing the problems she perceived.
independent legal | 10 conduct a wide-spread investgatio
. independent auditors. apparendy [or the purpose of analyzing transac
10 the propriety of the accounting trestment employed by Enron and

-

coulTa  eutt MG Daseb RS an  =SICOW W TORE

dons in

§nGarOtt

which included retention of
n. and the engagement of
dewil and opining 2¥
its auditors Arthar Andersen

a—g—nGON S C

Confidenti
idential Treatment Requested By Wilmer, Cutler & Pickering

' E 68562



124

Mr. James V. Dervich. Jr.
-Octobey 13. 2001
Page 2

LLP.("AA"). In pretiminany discussions with vou, it ».as decided that our initwl approach would
not involve the second guessing of the ing advice and prosided By AA, that there
would be no detsiled analvsis of eash and even wansaction and that there would be no tull sasle
discovery style inquiry. instesd. the-inquin would be confined 10 2 Jerrmmnatior whether the
anonymous lerter and supplemental materials rised new facwal infurmation tat would warrant a
broadet investigation.

2 Activiries Undertaken

Our preliminary invesiigation included the review of selected documents provided 10 us by
Enson snd from our intemal sources. interviews with key Enpon and AA personne) and discussions
with V&E anomevs who are familinr with legal issues addressed by Enonin connection with the
subject ransacrions. The focus. of course, was to identify background i ion. disciosures and
personal views with respect 10 the Condor/Whitewing and Raptor vehicles and Enron’s relationship
with LIM,

Documents reviewed in this process included pts af meetings of Enron's Board of

Di including mi of meztingsof the Auditand Finance Comminces of the Board. various
public filings of Enron (aanual reports. 10-K's. 10-Q's). documents relating to Encon’s ransactions
with LIM. including Deat Approval Sheets and ln 3 es. and vanious miseeil
matcrials in the nature of p ions and da. The focus of owr document review was 1o

- d ing whether the requisite approval of the irsnsactions referenced in the anonymous leger had
been obtained from Envon's Board and its commitiees. e nanure of the disclosures made with
respest 30 the tr jons and relationships questioned by the aaonymous lener and supplemental

materials and to provide g j background infl

Interviews were also conducted with various Enron personnel basad cither on their
connection with the Tansactions: involving Condor/Whitewing. LIM and Raptor. or because they
were identified in materials provided by Ms. Watkins as persons who might share her concems.
Thosc persons interviewed were: Andrew S. Fasiow, Executive Vice President asd Chiel Financial
Officer; Richard B, Causey, Executive Vice President and Chiel Accounting Officer. Richwd B.
Buy. Executive Vice President and Chief Risk Otfice,: Geg Whalley. President and Chief Operating
Officer (formenrly Chairman of Enron Wholesale); Jeffrey McMahon, Presid and ChiefE ive
Officer. Enron Industrial Markets ¢ formerly Treasurer of Enson) : Jordan H. Mint. Vice President
and General Counse! of Enron Global Finance: Mark E. Koenig, E ive Vice President. |
Relations: Pauta H. Rieker, Managing Director. Investor Relations: and Sherron Watkins. the auther
of the anonymous lener and supplemental msterials,

!nxavi:ﬁwmﬂsoconducrcdwim Dsvid B. Duncan and Debra A. Cash. both pantaers with
AA assigned 1o the Enron sudit engagement.

—_—
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In addition to the foregoing formal ineriiens. Siscussions wen likewise held with Rex
Rogers. Vice President and Assistant Generat Counsei of Enron. and Ronald 1. Astn of V&E
regarding general background information and the identification of specific issucs relating to the
manets raised by the anonymous lener and supplemental materials.

After completing interviews with all of the foregoing individuals. supplemental inteniens
were conducied with Aodrew S. Fastow and Richard B. Causey of Enron and Dovid B. Duncan and
Debra A. Cash of AA to confirm certain information leamed in the overall interview process.

As we injtially discussed. we limited our interviews (with the exception of the AA panaers
mentioned above) to individuals still employed with Enson. Therefore. we did not inteniew
individuals no fonger with Earon mentioned in the anonymous ketter or supplemental matenals or
any third pasty related to LIM.

3. ldn'rmtnlon of Primary Concerns

Our preliminary investigauon tevealed four primary areas of concem expressed by Ms.
Watkins' anonymous lenter and supplemental materisls. Accordingly. our document review and
interview process focused on those areas of concern and whether the tacts raised by Ms. Watking'
anonymous lener and suppl | materials p d any new inf jon as 1o those maners that
may warmant further independent investigation. Those areas of primary CORCEm Are s follows:

a the apparent conflict of intezests by Mr. Fastow’s ownership in LIM;

b. the accounting treatment accorded the Condor and Raptor structuses in Enron's
financial sutements:

[ the sdequacy of public disc o5 of the Condor and Raptor transsciions; and

4. the potential impact on Enron's financial sutements as a tssult of the
Condot/Whitewing and Rapior vehicies b of the decline in value of the
merchant investments placed in those vehicies as weil as the decline in the market
price of Enron common swck.

Our findings and conclusions with respect to each of these areas of concern are set forth
separately below.

4, Conflict of lnterest

M. Fastow acrually organized two separate investment partnerships. The first, LIM-Cayman
L.P.("LIMI"), was launched in June. 1999. The LIM conceptappears (o have been fully discussed

Confidenti men mer, P n
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with the Oftice of ti.e Chairman and was presented 0 and approred by Frrons Board of Direvton
at a special meeting on June 28 1599, That appron al included the Board's wairer of Enron s code
of ethics w permit Mr. Fastow 10 act as the general pannet of 1LIM1. The primary purpose tor the
organizaiion of LIMI was to csublishs non-Lnron eniity with whick Fruon could entef yntc 3 SWap
wansacrion to hedge its investment in Rhythms NetC ammunications, lwas Jikew isc recopnized that
LJM might negotiate 10 purchase additional assats ie Enroa's merchant pontolio. 1JM raised $16
miliion in outside equity. invesied in a Raptor vehicie (hat entered intc 3 3W49 for Rhythms

NetCommunications and also purchased a sufficient poruon of Enron’s equity in the Cuisba powes
plant in Bradil to slow Enson to deconsolidate that project.

The second invesonent parmership - LIM2 Co-lnvesument. L.P. ("LIM2") - was organiend
in October. 1999.° Atan October 11. 1999 meeling of the Finance Comminee of the Board of
Directors. Enron's setiviries with LIM! were reviewed and the propesal for ransacting busineas with
LIM2 was discussed and approved. The Baoard of Directors. al its meeting on October 12,1998,
waived Enron's code of cthics 10 permit Mr. Fasiow 10 serve as general partHer of LIM2 and
esablished guidelines foc Enron’s ransaction of business with 1IM2. Those included: (1) ™
obligation to do wansactions bevween Enron and LIM2: (i) the Chiel Accounting and Risk Orticers
would review, and whert appropriste. approve \ransactions with LIMX2: (jii) there would be
annual review by the Bowrd's ‘Audit Comminee of completed transactions of recommendations. 38
appropriste: and (iv) there would be an annual review as to the applicstion of the Company's code
of ethics 1o assure that such transactions would not adverscly affect the best interests of the

Corapany.

The LIM2 partnership raised $349 million inequity from investors ranging from commercial
and invesupent benks, insunance companies. public and privae pension funds and high net worth
individuals. LJM2 has engaged in appmximately 21 separste ransactions with Enson.

Pursuant 1o the Board's guidelines. special procedures were adopted and utilized for the
\ransaction of business with LIM. Those procedurss included the prepasation of a special LIM2
Deal Approval Shect(*DASH") that would be prepased forevery Exron/LIM2 transaction generally
descriving the nature of the commercial gansaction and the relevant sconomics. Approval was also
required by a variety of senior level commercial, technical and commercial support professionals.
DASH was supplerpenied by an UM approval process checklist testing fot compliance with Board
directives for transactions with LIM?2. including questions addressing the following:

. alternative sales options and counter-parties,

——————————

! The initial LUM parnership was then referred 10 a8 LML LiMland LIM2 will
be referred 10 joinuy as "LIM” snless there is & particular resson to distinguish berween the two
investment parmenships. :
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- {2+ nination that the uapsactior. was cenducied at amy's jengih.

4 disclosure obligations. and

' review of the transaction by Enrun’s Otlice of the Chuirman. Chief” Accounnng

Officer and Chief Risk Officer.

As pent of these procedures. it also appeared that several additonal controts were adhered
10. These included LTM senior manag, professionals never negoliating on benalf’ of Enron:
Enron professionals negotiating with [JM reponting to senior Enron professivaals other than Mr.
Fastow: Enron Global Finance commercial, legal and accounting menitoring of compliance with

procedures and conurols for regular updates for Chiel A ing and Risk Otficers. and iniemal and
outside counsel regularly consuhed regarding disclosure obligations and review of any such
disclosuses.

Based on ows review of the 1.JM Deal Approvsl Sheets and accompanying checklist. it
appears that the approval procedures were generally adhered 10. Transactions were uniformaly
approved by legal. technical and commercial professionals as wel) as the Chief Accounting and Risk
Officers. In most instances. there was no approval signature for the Office of the Chairman except
for several significant transactions. [t also sppearcd that the LIM transactions were reviewed by the
Audit Commiftee on an annual basis. At the February 7. 2000 meeting of the Audit C omrinee. all
LJM mansactions occurring prior 10 that date were reviewed. A review of al} the LIM uansactions
during the following year was made at the February 12. 2001 meetings of both the Audit and
Finance Comminees.

Based on owr interviews with various Enron representatives. snd ‘norwithstanding the
foregoing guidelines and proced thay were adopted. concemns were cxpressed about the
awkwardness in LIM’s operating within Frron and two potential conflicts of interest. The
awkwardness arose from the fact that LIM's professiosals ~ primarily individuals reporting 1o Mr.
Fastow and Michael Koppers ~ were also Enron empioyees who officed in Enzon space and worked
among Enron employces. T jons were ncgotiasted b Emon employees scting from
Enson and other Enzon employees acting for LIM. Within Enron. there appeared 10 be an air of
secrecy regarding the L/M pannerships and suspicion that those Enron employees acting for LiM
wege receiving special or additional compensation. Although there was a Services Agreement
between Earon and LIM pursuant to which LJM compensated Enson for the services of Envon
personnel and use of Enron’s facilities, s fact did not quell the awkwardness of the Enron
employees ~wearing two bars.” Much of thisswk d should be eliminaied on & going-forward
basis, bowever, by reason of Mr. Fasiow's sal¢ of his ownership interest in LIM effective July 31.
2001 10 Mr. Koppers (whe resigned from Earon prior 1o the ransaction) and the complete separation

. of LIM's emplcyees and facilities from Enron.
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The first ares of potentisl contlict uf mterest  vived by saveralindn nduals was the riak that
undus pressure may be placed on Enron professionals whe were negiiating with LIM bocawe e
individuats would wltimazely have their performance evalwited ‘of compensation purposes by Mr,
Fastow in his capacity s Chier Financial Orticer. In particular. Jeitres McMahoo stated ihat w hile
he was Trensures of Earon he discussed this coaflict directly with Me. Fustow and Jettrey Skithing.
and 1hat e contlict was not resobs ed prior 1o his sccepance of 3 acw position within Fnron. Mr.
McMahon siated. however. thar he was avane of 66 ransaction where Enron sullerad cconomic
harm as 3 result of this potential confiict

The sccond potential conflict of interest identified by sev eral individuals was that investors
in LSM uay have perceived that their investment was required (0 establish or mainin other business
reiationships with Faron. Afthough no invesiors in L.1M were interviewed both Mr. Fastow and Mr.
McMahon stated unequivocally that they told potential investors that there was no tie-in betwren
LiMin and Enron busi Moreoser, Mr. Fasiow siated that Memiit Lynch was paid a
lee for marketing LIM2 parmership interests and that & number of investors. such as private and
public pension funds and high net wonh individuais. had o business relationship with Faron.

In summary. none of the individuals interviewed covld identify any mansaction betaeen
Enron and LIM that was not reasonable from Enron's standpoint of that was contrary 10 Earon’s best
inierests, Conversely, the individuals interviewed were virually unifoem in suting that 1.JM
provided a convenient aliemative equity partner with flexibiliry that permined Enron to clase
randactions that otherwise could not have been accomplished, Merncover. both the swkwardness and
potential for conflics of interest should be eliminaied on a going-forward basis 23 2 result of Mr.
Fastow's di of his hip interest in the LIM parmerships.

3. Acconnting Jssues

As ststed at the outset. the decision was made early in our preliminary investigation not 10
engage an independent accounting firm w second guess the accounting advice and audit rreatment
provided by AA. Based on interviews with repeesentatives of AA and M. Causey. sl material facts
of the Coador/Whitewing and Raptor vehicles. as well as oth jons involving LIM. appesred
10 have been disclosed 10 and reviewed by AA. In whis regard. AA reviewed the LIM solicitation
materials and partnership agreement to assure that cerain safeguards were provided thas would
permit LM to be & source of third party equity in transactions conducted with Enron. AA likewise
reviewed specific transactions berween Enron and LIM 10 assure that LIM had sufficient equiry in
the transaction to justify the ing and audit principles being applied.

‘The relationship between Enron and AA was an open one and. according © Mr. Causey.
Enron consults AA early and ofien on accounting and audis issues as they arise. AA concurs with
this statement. but points out that in cenain of its ing and sudin it must rely on
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Enton's statement of the business purpose 1or sptitic (runsactions and Enron s aluation of assels
placed in the Condor/ Whitewing and Rapior StACTUeS.

Enron and AA represeniatves both acknow ledge that the accounting (neaument on e
Condor/Whitewing and Rapror LPARSACIIONS i$ creative Ind 3 but no one has rKason &
belicve that it is inappropriste from # technical standpoint. in Uus fegard. AN consulted with i3
senior technical expens ia its Chicago office regarding Ihe 1echnical sevounting tieatment on the
Condos/Whitewing and Raptor ransactions. and the AA partners on the Enron account consulicd
with AA's senjor prastice committee in Hous1on on ather aspects of the transactions. Lnson may also
1ake comfort from AA’S audit opinion and report 10 the Audit Comminee which implicitly approves
the Tansactions involving C ondur/ Whitewing aod Raptor suctures in the context of the approval
of Earon’s financial saatements.

Following our initial interview with AA representatives you agreed with u3 that it was
desimble and sppropriste 10 provide them with Ms. Watkins' anonymous lener and supplemental
matcrials 50 that AA could comment direcily on specific allegations contained in those materials.
AA idemified two allegadons in perticular thal. il sccurate. would affect their accounting and sudit
t. Those aliegations were. in effect: (i) There was 8 handshake deal berween Mr. Skilling
and Mr. Fastow that LJM would nevet lose moncy o any rAnsaction with Enron; and (i) LIM
received a cash fee in the Raptot \ransactions that completely secouped its investment and profit.

M. Fastow sdsmandly denies any agresment with M. Skilling or anyone clse that 1LIM
would never lose money in transactions with Eason. and he recognized that such sn agreement would
defeas the accounting wrearent that was the very objective for the formation of LIM. Mr. Causey
is unaware of any such agreement and bas seen no evidence ofit.

Both Mr. Fastow and M. Causey acknowicdge that LIM was 0 rective a cash fee for its
management of the Raptor vehicles in an amount nok & exceed $250.000.00 annually for each
corapany, for s rotal of $1,000.000.00 for the four entilics. AA was aware of Enron's payment of
these fees as well as other organizational costs of the Raptor entities, but these fees falt far shortot
recouping LIM'S ipvestment in the Raptor entities. Both Mr. Fastow and Mz, Causey were quick to
point oul, however, hat in esch Rapor vehicle the first Tansaction was 8 "put” of Enron shares
which was scttied favorably to LIM prior 10 matusity. and as a result thereof. distributions wege made
10 LIM in amounts equal 10 or greater than its initial invesument ip those Raptor vehicles. AA is
aware of these transactions and iscomforable that, by reason of the applicable special purpose enmity
accounting rules. the mansactions do not underming LJM's equity invesunent in the Raptor vehicles.

When questioned about her basis for these Wwo allegstions in her anonymous letter and
supplemental materials. Ms. Watkins acknowicdged that she had no personal. first band knowledge
of either allegation. Both were based solely on rurnors that she heard during the Two months she was
working in Enron Global Finsnce. and she was unceruin about any details of the alleged cash fee

y
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P28

allegation. Notwithstnding the lack of uny solid hasis for the allegations. w¢ think it is Nkeh that

a0 Such ayreement oc cash {ee payment pocwred

6. Adequacy of Discloswres

AA will seek some kind o assunance from Fryon and perhaps from \lessrs. Fastow and Causey that

Notwithsanding the expressi ofconcem in Ms. Watkins' anony mous Jetier and supporting

jals regarding the sdaquacy of Enron's disclosures 43 10 the Condor'Whitewing and Raplor
vehicles twhich. 1o 8 large exwent. reflect her opinion) AR Is comforuble with the disclosure in the
fi 10 the financials describing the CondorWhitewing end Rapior seructures and other
jonships and i with LIM. AA points out thay the vansacuens imvolving

Condon‘W{niwing are disclosed in aggregate serms in the uncossolidated equity atYiliates tootnote

and that the Lransactions with LIM. including the Raptor ansactions. are

terms in the, related party wansactions footpote to the financials.

The concern with adequacy 5t disclosures is tha one can &

disclosures contsined in proxY

L g s 4
foatnotes could be more dewsiled. Jn this regard. it is our undersiand
o nd disclosure maicrials © V&E with a el

provide its Gnancial
within which to respond with comments.

7..  Pountial Bad Cosmeties

. Concem was ff

< A ¥

Rapeor could be porrayed very poocly if subjexted o @ Wall Street Journal ex
iawsuit. Fectors pointed to in support of these concems included (i) the use o
provide equiny neseisary © 4o transactions with € ondor/Whitewing and
sarnings through derivative fons with Raptor when it could be argucd that
“third party” involved in mmdm;(iii)mbmhmam nvesynent
swek have fallen. the Raptor eatities may ot be sble 10 satisfy their obfigations 0
raising the question “Who uhimazely bears this loss7": (iv) the apperent cod

jons as 10 the i ofmwldmormnwmme ¥
+ and the uming of those wansactions, {generally st & point W

raises q
historical bigh pointk.

8. Cooclusions

aas:don the findings and conchusions s&t focth with respect _lo.uch of e four

areas of
do

pdmrycomemdim;m‘mku." josed through ous P
" N A

. in our judgment. « 5 furthee widespresd invesug 3on by indep

disclosed in agyregate

wgoe in hindsight that
s anxd financist
has Enron's practice is 10
atively short time framé

8 d that the jons involving Condor/Whitewing and
posé ot class action
t Enron stock 10
{ii) recognizing
there was norue
value and Enron
Enron. thus
flics of intesest issue
of transactions with
hen the valuation was &t ¥

not.

& L g
dent counsel &nd auditors.
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Our prefimingry investigarion. howerer. feavey s with voneer that. hecause of the bud
cosmetics involving the LIM entities and Rapior iransaciions. coupied with the poor perrormanee
of the merchant invesiment asxets placed in those s ehicles and the dectine in the value of Enron
stk there is o serous Ask of idverse publicity and litigition. 1t aik> appeans that because of tw
inquiries and issues raiscd by Ms. Wathing, AA will wam addidona! sssurances thet Hevon had ne
agreement with LIM that LM would not lose money on wansactions with Enron and that Enron paid
o fees to LIM in excess of those previcusly disclosed 10 AA. Finally, we beliere that some
response showld be provided 1o Ms. Watking to assure ber that her concerns were thoroughhy
reviewsd. analyzed, and ajthough found nok 1o Taise sew of wndisclosed information. were 2iven
serious considesation. . ‘

We have previously reponed verbally to Mr. Lay and you regasding our investigstion aad

- Tusions and. at your req have reponed the same inf ion 10 Robert K. Jaedicke. in his
zapacily of Chairman of the Audit Commiziee of Fnzon's Board of Dircctors. At Dr. Jaedicke's
request. we gave & verbel summary of ow review and conclusions to the full Audit Commictee.
Should you desire to distuss any aspect of this wriien 1Ot or any other deils reyarding our
review of this mauer. please 36 not hesitate 1o CORLUCT US & YOUF CONvEniETCe.

Very truly yours.

Vinson & ELxins LL.P.

By. ' -
Max tek.

e Joseph C. Dilg
Navisn W23

Ead ¥ »
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T
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b' Edison, Andrew

From: Enron AnnouncemanisTep/Enror. 8 ENRON cn behal of M Derica @ENADN
ent: Thurszay, Oceber 28, 2061 11:55 PM

ICH Alt Enron Wendwice @ ENRON

Subject: imporan Aanc Jrcemen: Recarging Terument Fresenvation

As you know, Enron, jts direciors. and c2main current end former officers are e
znd State court involving the LT paninerships. .

Enron has emplicy2d counsel en they wili represent Envor and its interests iz the liugaton.
Under the Private Securities Lingatuen Referm Act, we ore required 10 preserve dozuments that seght be vsed in
the lrigaton.

Accordingly, our nermmal document destructicn policies are suspended immediately and shall remain suspended
uniil further notice.

Please retzin 2ll documents (which include handwritten rotes, recordings, e-mails, and any other method of
informaton recording) that in any way relate 1o tne Company's related party transactions with IIM J and LYM
2, including. but not limitzd o, the formation of these parnnerships, any transactions or discussicns with the
parnerships or its agents, and Enroa’s 2zcounting for these transactions.

You should know that this document preservation requirerient is  requirement of Federal low and you could be
sdividually liable for civil and ciminal penaltiss if you fail to follow these instructions.

Veu should know that Enron will defend these lawsuits viporously. In the meantime. you should not discuss
waners related to the lawsuits with enyonc oiher than the apprepriate persons 2t Enron and ils counsel.

If you have any questions, please consact Jim Demick at 713-853-5550.
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SERVIC®S AGREEMENT ' q

This Services Agreement (this “Agresment”) 1s made ai.s ¢d nito as of the 4° day of Apnil. 2000.
between Enron Corp.. an Oregon corporation (“"Enron”™). and LIM2 Capual Management. L P. 2 Cayman
Island company ("LIM2 ™). Enron and LIM2 may hereinatier be referred to individualiy as 3 "Parny " or
coliectively as the “Parmes™

RECITALS:

WHEREAS. Enron and LIM2 desire by their execution of this Agreement to evidence their undersianding
concerming the provision of certain services by Enron 1o LIM2;

NOW. THEREFORE, for and in consideration of the mutual promises and conditions containes
herewn. and other gocd and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged. the Parties hereto hereby agree as follows:

1. Services. Enron agrees to provide and LiM2 agrees to purchase. subject to the terms and
conditions set forth herein, services for account set-up and closure, pavments, coliections, and investment
execution. and any other cash management service mutually agreed by the Parties (collectively. the
“Services”).

2 Term. This Agreement shall become effective and Enron shail make the Services
available to LIM2 pursuant to the terms of this Agreement for the period commencing on March 21,2000,
and shall terminate upon 30 days writien notice by either party; provided, however, that LIM2 shali remain
responsible for all out-of-pocket costs and expenses incurred by Enron pursuant to agreements entered into
by Enron for the benefit of LIM2 that couid not be terminated prior to the date of termunation of this

Agreement.

3 Pavment. LIM2, as compensation for the performance of the Services. agrees to the fee
schedule as outined in Attachment A. Invoices shall be submitted quarterly and are due 30 days from
invoice date.

4 information from LiM2 . Any information necessary for Enron or any

third party to perform any Services shali be submitted by LIM2 in a manner mutuaily agreed upon by the
Parties. Shou:d LIM2's failure to supply such information render Enron’s or any third party’s performance
of any Services unreasonably difficult, Enron or any third party, upon reasonable notice to LIM2, may
refuse to perform such Services until such information is supplied.

5. Sole Beneficianes. LIM2 acknowiedges that the Services shall be provided only with
respect to the business of LIM2 and its subsidiaries or affiliates. LIM2 will not request performance of any
Services for the benefit of any entity other than LJM2 and its subsidiaries or affiliates. LJM2 represents
and agrees that it will use the Services only in accordance with all applicable federal, state and local laws
and regulations and communications and common carmer tariffs, and in accordance with the reasonable
conditions, rules, reguiations and specifications which may be set forth in any manuals, matenals.
documents, or inswuctions in existence on the effective date of this Agreement and fumished by Enron to
LIM2. Enron reserves the right to take all actions, including termination of any particular Services, that
Enron reasonably believes to be necessary to assure compliance with applicable laws, regulauions and
tariffs.

6. Scope of Undertaking. Enron’s duties and responsibilities in connection with this
Agreement shall be purely muusterial and shall be limited to those expressly set forth in this Agreement.
Enron is not a principal, participant or beneficiary in any transaction underlying this agreement and shall
have no dury to inquire beyond the terms and provisions hereof. Enron may rely on, and shail not be liable
for acting or refraining from acting in accordance with any wrinien notice, instruction or request furished
1o it hereunder or pursuant hereto and believed by it 10 have been signed or presented by the proper party.
1t is hereby expressly agreed and stipulated by the parties that Enron shall not be required to exercise any
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discretion hereunder and shall have no investment or management responsibiity and, accerdingly, shall
have no duty 10, or liabiliry for its failure to. provide investment recommendations or inve:~nent advicz 1o
LIM2. It is the intention of the parties hereto that Enron shall never be requured to use, advance or risk uts
own funds or otherwise incur financ.al liabihity in the performance of any of its duties or the exeraise of
anv of its rights an powers hereunder

T LIMITED WARRANTY: LIMITATION OF LIABILITY. ALL
PRODUCTS OBTAINED FOR LJM2 ARE AS IS, WHERE IS, WITH ALL
FAULTS, OTHER THAN FAULTS DUE TO THE GROSS NEGLIGENCE OR
WILLFUL MISCONDUCT OF ENRON. NEITHER ENRON, ANY ENRON
AFFILIATE NOR ANY THIRD PARTY PERFORMING ANY SERVICES
HEREUNDER MAKE ANY WARRANTIES OR REPRESENTATIONS
WHATSOEVER, EXPRESS OR IMPLIED, INCLUDING THE WARRANTY OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE WITH
RESPECT TO THE SERVICES RENDERED OR PRODUCTS OBTAINED FOR
LIM2. NOTWITHSTANDING THE FOREGOING, TO THE EXTENT A
WARRANTY PROVIDED BY A THIRD PARTY MANUFACTURER OR
PROVIDER OF GOODS OR SERVICES TO ENRON CAN BE PASSED ON TO
LJM2, NOTHING HEREIN IS INTENDED TO LIMIT AND LJM2 SHALL HAVE
THE RIGHT TO THE BENEFITS (SUBJECT TO THE TERMS AND
CONDITIONS THEREOF) OF ALL SUCH THIRD PARTY WARRANTIES.

IN NO EVENT SHALL EITHER ENRON OR LJM2 BE LIABLE TO THE
OTHER PARTY OR ANY OTHER PERSON FOR ANY INDIRECT, SPECIAL
OR CONSEQUENTIAL DAMAGES RESULTING FROM ANY ERROR IN THE
PERFORMANCE OF SERVICES OR FROM THE BREACH OF THIS
AGREEMENT, REGARDLESS OF SUCH PARTY’S OR ANY THIRD PARTY'S
FAULT. TO THE EXTENT ANY THIRD PARTY HAS LIMITED ITS
LIABILITY TO EITHER ENRON OR LJM2 FOR SERVICES UNDER AN
QUTSOURCING OR OTHER AGREEMENT, THE OTHER PARTY AGREES
TO BE BOUND BY SUCH LIMITATION OF LIABILITY FOR ANY PRODUCT
OR SERVICE PROVIDED TO ENRON OR LIM2 BY SUCH THIRD PARTY
UNDER SUCH AGREEMENT.

8. Force Majeure. Enron shall have no obligation 1o perform the Services if its failure 10 do so is
caused by or results from any act of God. governmental action. natura) disaster, strike, failure of essential
equiprnent or any other cause or circumstance beyoend the control of Ervon. Enron agrees that upen
restoring service following any faiture of any cquipment nccessary for Enron to provide any Services,
Enron will allow L/M2 to have equal priority, in accordance with prior practice, with respect to access @
the restored service. Al its election, Erron may cause one or more of its subsidianies, affiliates or theed
parTy conwactors to provide the Services: however, such action shall not release Enron from its obligations
under this Agreement.

S. Severability In the eventany portion of this Agreement shall be found by a court of
competent jurisdiction to be unenforceable. that portion of the Agreement wil] be nuil and vosd and the
remainder of the Agreement will be binding on the Parties as if the unenforceable provisions had never
been contatned herein.

10. Assignment, This Agreement shall not be assignable by either of the Parties hereto
without prior written consent of the other.
1L Entire Agreement: Amendment. This Agreement constitutes the entire agresment of the

Panies relating to the performance of the Services and all prior or contemporaneous wrinen or oral
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agreements are merged herein. This Agrezment may nat be amended or otherw ise modified extept by 2

writing signed by bot Parties.
12 Choter of Law  This Agresment shall be govemed by the laws of the Stare of Texas,

without regard to any conflict-of-law nule or principle that might refer the conszruction or merpretatien of
this Agreement to the faws of another state

13 Notice. Any nouce, request, instraction, correspondence or other document 1 be given
hereunder by ether Party 1o the other (heremn collectvely called “Nouce”) snall be n wriing and Jeuveree
personally or maded. postage prepaid, or by facsimile or telegram. as follows

_{f10 Enron. Enron Corp,
Amn Mary Perkins
1400 Srrth Sweet
Houston, TX 77002

ifro LiM2: LIM2 Capital Management, L.P.
333 Clay St ~ Suite 1203
Houston, TX 77002

Notice given by personal defivery or mail shall be effective upon actual receipt by the Parmy 10 whom
addressed. Notce given by facsimile or telegram shall be 2ffective upon acrual receipt f recerved during
the recipient’s normal bustness hours, or at the beginning of the recipients next dusiness day after receipt if
not received during the recipient’s normal business hours. Any Party may change any address to which
Notice is 1o be given to it by giving Notice as provided above of such change of address.

4. Counterparrs This Agreement may be exacuted in one or more counterparts, each of
which shall be deemed an onginal, but all of which together shall constitute one and the same nstrument

N WITNESS WHEREQF. the Parties hereto have caused this Services Agreement to be signed
on their behalf by thewr duly authorized officers or individuals,

LIM2 Capugt Manggement, L.P. Earon Corp.
v [ﬁﬁ By:ﬂ@fézﬁg)@a

Name: Name: ﬂlalz.L?LI Kins
Title: Tile: fiogd Treesureys
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Attachment A

Schedule of Fees:

Account Opening ;
New York Accounts $30 |
Other locations Subject 1o Murual Agreement

Account Closure

New York Accounts 525 1
Other locations Subject to Murual Agreement
Direct Bank Charges Reimbursement of fees from thurd parry

Including but not limued to Transaction Fees. | service provider
Account Maintenance, Reconcilement Services,
Auto Sweep Investments. Overdraft fees, and
other administrative services.

Wire Transfers-Manual Execution

Regular $ 5.00
Prioriy §$15.00
Investment Execution & Admimistration $2.000 per month

Fees are subject (o change with 60 days prior written notice.
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SERVICES AGREEMENT

This Services Agreement ithis "agreement”) 1s made and entered into as of the 4% day of April. 2000.
berween Enron Corp., an Oregon corporation (“Enron™), and LIM Management. L P a Cayman Isiand
company (“LIM™). Enron and LIM may heremafter be referred to individually as a "Parmy™ or collectively
as the "Parues”

RECITALS:

WHEREAS. Enron and LIM desire by their execution of this Agreement to evidence the:r understanding
concerning the provision of cerain services by Enron 1o LIM;

NOW, THEREFORE, for and in consideration of the mutual promises and conditions contained
herein. and other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged. the Parties hereto hereby agree as follows:

I Services. Enron agrees to provide and LM agrees to purchase, subject to the terms and
conditions set forth herein. services for account set-up and closure, payments, collections. and invesament
execution, and any other cash management service mutually agreed by the Parties (collectively. the
“Services™).

2. Term. This Agreement shall become effective and Enron shall make the Services
available to L/M pursuant to the terms of this Agreement for the period commencing on June 28, 1999, and
shall terminate upon 30 days written notice by either party; provided, however, that LM shall remain
responsible for all out-of-pocket costs and expenses incurred by Enron pursuant to agreements entered into
by Enron for the benefit of LIM that could not be terminated prior to the date of termination of this

Agreement.

3. Pavment. LJM, as compensation for the performance of the Services. agrees to the fee
schedule as outlined in Anachment A. [nvoices shall be subminted quarterly and are due 30 days from
invoice date.

4, Information from LM . Any information necessary for Enron or any

third party to perform any Services shall be submitted by LM in a manner mutually agreed upon by the
Parties. Should LIM’s failure 10 supply such information render Envon’s or any third party’s performance
of any Services unreasonably difficulk, Enron or any third party, upon reasonabile notice 10 LIM, may
refuse to perform such Services until such information is supplied.

S. Sole Beneficiaries. LM acknowledges that the Services shall be provided only with
respect 10 the business of LIM and its subsidiaries or affiliates. LM will not request performance of any
Services for the benefit of any entity other than LUM and its subsidiaries or affiliates. LJM represents and
agrees that it will use the Services only in accordance with all applicable federal, state and local laws and
regulations and communications and common carrier wriffs. and in accordance with the reasonable
conditions, rules, regulations and specifications which may be set forth in any manuais. materials,
documents, or instructions in existence on the effective date of this Agreement and funished by Enzon to
LIM. Fnron reserves the right to take all actions, including termination of any particular Services, that
Enron reasonably believes to be necessary 1o assure compliance with applicable laws, regulations and
tariffs.

6. Scope of Undentaking. Enron’s duties and responsibilities in connection with this
Agreement shall be purely ministeriai and shall be limited to those expressly set forth in this Agreement.
Enron is not a principal, participant or beneficiary in any ransaction underlying this agreement and shall
have no duty to inquire beyond the terms and provisions hereof. Enron may rely on, and shall not be liable
for acting or refraining from acting in accordance with any wrinen notice, instruction or request furnished
to it hereunder or pursuant hereto and believed by it to have been signed or presented by the proper party.
It is hereby expressly agreed and stipulated by the parties that Enron shall not be required to exercise any
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discretion hersunder and shail have no invesgment of management responsibility and. accordingly. shail
have no duty te. or liabiity for its failure to, provide inve mment recommendaiions o1 iNvestment 3dvice (0
LIM. It 1s the intention of the parues hereto that Enron shall never be required to use. advance cr nisk its
own funds or otherwise incur financial habiiity in the performance of any of its duties or the exercise of
any of its rights an powers hereunder.

7. LIMITED WARRANTY: LIMITATION OF LIABILITY. ALL
PRODUCTS OBTAINED FOR LJM ARE AS IS, WHERE IS, WITH ALL
FAULTS, OTHER THAN FAULTS DUE TO THE GROSS NEGLIGENCE OR
WILLFUL MISCONDUCT OF ENRON. NEITHER ENRON, ANY ENRON
AFFILIATE NOR ANY THIRD PARTY PERFORMING ANY SERVICES
HEREUNDER MAKE ANY WARRANTIES OR REPRESENTATIONS
WHATSOEVER, EXPRESS OR IMPLIED, INCLUDING THE WARRANTY OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE WITH
RESPECT TO THE SERVICES RENDERED OR PRODUCTS OBTAINED FOR
LJM. NOTWITHSTANDING THE FOREGOING, TO THE EXTENT A
WARRANTY PROVIDED BY A THIRD PARTY MANUFACTURER OR
PROVIDER OF GOODS OR SERVICES TO ENRON CAN BE PASSED ONTO
LJM, NOTHING HEREIN IS INTENDED TO LIMIT AND LJM SHALL HAVE
THE RIGHT TO THE BENEFITS (SUBJECT TO THE TERMS AND
CONDITIONS THEREOF) OF ALL SUCH THIRD PARTY WARRANTIES.

IN'NO EVENT SHALL EITHER ENRON OR LJM BE LIABLE TO THE
OTHER PARTY OR ANY OTHER PERSON FOR ANY INDIRECT, SPECIAL
OR CONSEQUENTIAL DAMAGES RESULTING FROM ANY ERROR IN THE
PERFORMANCE OF SERVICES OR FROM THE BREACH OF THIS
AGREEMENT, REGARDLESS OF SUCH PARTY'S OR ANY THIRD PARTY’S
FAULT. TO THE EXTENT ANY THIRD PARTY HAS LIMITED ITS
LIABILITY TO EITHER ENRON OR LJM FOR SERVICES UNDER AN
OUTSOURCING OR OTHER AGREEMENT, THE OTHER PARTY AGREES
TO BE BOUND BY SUCH LIMITATION OF LIABILITY FOR ANY PRODUCT
OR SERVICE PROVIDED TO ENRON OR LJM BY SUCH THIRD PARTY
UNDER SUCH AGREEMENT.

8. Force Majeure. Enron shall have no obligation to perform the Services if its failure 1o do so is
caused by or results from any act of God, governmental action, natural disaster, strike, failure of essential
equipment or any other cause or circumstance beyond the control of Enron. Enron agrees that upon
restoring service following any failure of any equipment necessary for Enron 10 provide any Services,
Enron will aliow LIM 1o have equal prierity, in accordance with prior practice, with respect to access to the
restored service. At its election, Enron may cause one or more of its subsidiaries, affiliates or third party
contractors to provide the Services; however, such action shall not release Enron from its obligations under
this Agreement.

9. Severability. In the event any portion of this Agreement shall be found by a court of
competent jurisdiction to be unenforceable. that portion of the Agreement will be null and void and the
remainder of the Agreement will be binding on the Parties as if the unenforceable provisions had never
been contained herein.

10. Assignment. This Agreement shall not be assignable by either of the Parties hereto
without prior written consent of the other.
1. Entire Agreement; Amendment. This Agreement constitutes the entire agreement of the

Parties relating to the performance of the Services and all prior or contemporaneous wrinten or oral
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agreements are merged herein. This Agreement may not be amended or ctherwise modified except by a
writir.g signed by both Parties.

12, Choice of Law. This Agreement shall be governed by the laws of the Staie of Texas,
without regard 1o any conflict-of-law rule ot principie that might refer the construction or interpretstion of
this Agreement to the laws of another state

13. Notice. Any notice, request, instrucnon, correspondence or other document to be given
hereunder by either Party to the other (heren collestively calied "Nouce ™Y shall be i wriing and delivered
personally or masted, postage prepaid. or by facsimile or telegram. as follows

if te Taron: Enron Corp
Amm: Mary Perkins
1400 Smith Street
Houston, TX 77002

Ifto LIM: LM Management, L.P.
233 Clay $t. - Suite 1203
Heuston, TX 77002

Notice given by personal delivery or mail thail be effective upan actual receipt by the Party 10 whom
addressed. Notice given by facsimile or telegram shall be effective upon acrual receipt if recerved during
the recipient’s normal business hours, or at the beginning of the recipients next business day after receipt if
not received during the recipient’s normal business hours. Any Party may change any address 1o which
Natice is 10 be given 10 it by giving Notice as provided above of such change of address.

4. Counterparts. This Agreement may be executed in on¢ or more counterpans. each of
which shall be deemed an original. but all of which together shail constirute one and the same instrument.

N WITNESS WHEREOQF. the Panies hereto have caused this Services Agreement to be signed
on their behalf by thew duly suthorized officers or individuals,

Enron Corp.
By: echk

Name: ffa/ y TJeskins
Title: Tide: figet . Treasure s
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Attachment A

Schedule of Fees:

Account Opening }
New York Accounts $30 i
Other focations Subject 1o Mutual Agreement i

Account Closure

New York Accounts 525
Other locations Subject 1o Murual Agreement
Direct Bank Charges Remmbursement of fees from third parry

including but not timited 1 Transaction Fees, | service provider
Account Maintenance, Reconcilement Services,
Auto Sweep lnvesments, Overdraft fess, and
other administrative services.

Wire Transfers-Manual Execution

Regular 5 500
Prionity $15.00
Investment Execution & Admmismation 52.000 per month

Fees are subject to change with 60 days prior written notice.

Confidential Treatment
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SERVICES AGREEMENT

THIS SERVICES AGREEMENT (this "Agreement™, dated as of July 17, 2000. but effective
for all purposes as of June 30. 1999, by and between (i) LTM Management, L.P.. a Delaware limuted
partnership ("L/M] Management”), and 1LJM2 Capital Management. L.P.. a Delaware himited
partnership ("LJM2 Management”), and (ii) Enron Corp.. an Oregon corporation (“Enron")

WITNESSETH:

WHEREAS, 1LIM! Management provides certain management services to LTM Cayman, L.P.
("LJMI") pursuant 1o that certain Management Agreement dated June 30, 1999 by and among LIM1
Management, LIM Partners, L.P. (as general partner of LIM1), and LIM1; and

WHEREAS, LIM2 Management provides cenain management services to LIM2 Co-
Investment, L.P. ("LJM2") as contemnplated by the Third Amended and Restated Agreement of
Limited Partnership of LIM2, dated as of April 5, 2000 (as the same has been amended by that
certain Amendment effective as of June 30, 2000); and

WHEREAS, LIM1 Management and LIM2 Management shal} collectively be referred to
herein as "LJM Management” and LIM] and LIM2 shall collectively be referred to herein as the
"Partnership”; and

WHEREAS, LIM Management desires to utilize certain employees and other support
services from Enron or its subsidiaries as needed in order to provide various services 1o the
Partnership and Enron agrees, subject to the terms and conditions hereof, to make available to LM
Management such employees and other support services during the term of this Agreement.

NOW, THEREFORE, the parties hereby agree as follows:

1. Enron Employees. (a) During the term of this Agreement, Enron shall make or cause
to be made available to LJM Management employees of Enron or its subsidiaries as requested by
LIM Management and approved by Enron (employees so provided are referred 1o herein as “Enron
Employees™) to provide administrative assistance to LTM Management in rendering management
services to the Partnership, provided that (i) Enron reserves the right at all times to refuse to make
available any persen (or to discontinue the availability of any person) for any reason and (ii) LJM
Management reserves the right at all times to cease using the services of any such person for any
reason. LM Management has requested, and Enron has approved, that the Enron Employees set
forth on Annex A shall be made available 1o LIM Management in accordance with the terms and
conditions set forth in Annex A. Enron Employees (i) shall remain regular, full-time employees of
Enron (or such subsidiary), (ii) shall be treated as regular, full-time employees of Enron (or such
subsidiary) under all compensation and benefit plans and (iii) shall not be deemed 1o be employees
of LJM Management. Enron (or such subsidiary) shall be responsible for all withholding taxes
associated with the employment of such persons.

Confidential Treaiment
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(b) In order to facilitate the training and development of Enron’s emplovees, LIN
Management will make rotations available to the Associates and Analysts of Enron (and its
subsidiaries). Enron (and such subsidiaries) will be under no obligation to use any of such available
rotations. If Enron (or a subsidiary) does use any of such rotations, the Enron Emplovees
participating in the rotation program (i) shall remain regular, full-time employees of Enron (or such
subsidiary), (ii) shall be treated as regular, full-time employees of Enron (or such subsidiary) under
all compensation and benefit plans and (iii) shall not be deemed to be emplovees of LIM
Management. Enron (or such subsidiary) shall be responsible for all withholding taxes and other
employer taxes or contributions as required by applicable law associated with the employment of
such persons.

2. Administrative Support. During the term of this Agreement, LJM Management
personnel and Enron Employees providing services to LTM Management may (subject to paragraph
3 below) utilize facilities, services and vendor accounts of Enron and its subsidiaries {(such as
postage, courier services, photocopying, facsimile, telephone, limousine services and the like) to
provide administrative support to LJM Management ( ‘Support Services").

3. Compensation. (a) LJM Management shall compensate Enron for the use of Enron
Employees based on the cost to Enron and its subsidiaries for such Enron Employee and the amount
of time that such Enron Employee spends providing services to LJM Management. For each Enron
Employee made available to LTM Management, Enron and LJM Management shall agree, with
reasonable promptness after such Enron Employee is first made available to IIM Management, upon
a “per diem” rate or other reasonable cost allocation based upon the annual cost to Enron and its
subsidiaries for such Enron Employee, including Base Compensation and Benefits, but excluding
office space, administrative support and other allocated “overhead” costs (the “Employee Cost™). The
Employee Cost for each Enron Employee shall be adjusted annually (or more frequently as Enron
deems necessary) to reflect any changes in the Employee Cost for such Enron Employee. LIM
Management and Enron have agreed that (i) Annex A hereto sets forth the types of compensation
to be paid by LYM Management for the Enron Employees identified in Annex A and (ii) with respect
to the Enron Employees participating in the rotation program described in paragraph 1(b) hereof,
Enron (or such subsidiary) shall pay all compensation (including, but not limited 1o, base salary, cash
bonus, long-term incentive compensation and benefits) related to such persons.

(b) If an Enron Employee ceases providing services to LYM Management for any reason, then
1IM Management’s obligation to compensate Enron for the use of such Enron Employee shall cease
immediately and any reimbursable items such as cash bonuses shall be prorated in 2 manner to be
agreed by the parties hereto.

(c) LM Management shall also be responsible for reimbursing Enron for the cost to Enron
and its subsidiaries for Support Services provided to LYM Management (the method for determining
same to be agreed upon by LJM Management and Enron).

2
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(d) The parties hereto acknowledge that some activities of LTM Management will also be for
the benefit of Enron (such as a business trip with both LTM Management and Enron appointments}
and agree 10 allocate the costs related thereto between Enron and LM Management in a manner that
is agreed upon by the parties hereto.

(e) For purposes of this Agreement, the following terms shall have the following meanings:

n “Benefits” means, for each employee, any benefits that Enron provides or may
provide from time to time, including, without limitation, bonuses, long-term
incentive compensation, qualified retirement benefits and health and welfare
benefits, including, without limitation, severance and Enron’s contribution if
any to its employees pension and other retirement benefit plans, in
accordance with the plan documents governing such benefit.

(ii)  "Base Compensation" means, for each emnioyee, all amounts paid by Enron
to its employees by way of salary, incentives, premiums and any other paid
supplements as they may be increased from time to time by Enron, excluding
Benefits.

4. Accounting and Payment. (a) LIM Management shall account for and maintain
records of the amount of time actually expended by Enron Employees (other than those listed on
Annex A and those participating in the rotation program described in paragraph 1(b) hereof) on LIM
Management matters and the amount of Support Services utilized by LTM Management personnel
and Enron Employees in providing services to LYM Management, which records shall be made
available to Enron at its request. LJM Management shall remit payments to Enron semi-annually
in arrears on each July 1 and each January 1 during the term of this Agreement (and at the
termination of this Agreement), for amounts owing under paragraph 3 hereof for such prior semi-
annual period, along with an accounting showing, in reasonable detail, LJM Management’s
calculation of the amount to be paid. Enron shall have the right to contest such accounting.

(b) Enron’s accounting group will perform a quarterly (or. at Enron'’s option, more frequent)
audit to ensure that Enron is being fully and properly compensated for all Enron Employees and
Support Services that are being provided to LJM Management hereunder.

5. Termination. This Agreement shall be in effect for a term of one year, and shall
automatically renew for additional one-year terms unless any party gives notice of its desire to
terminate not later than sixty (60) days prior to the end of the applicable one-year term.

6. Notices. All notices, demands and other communications to be given and delivered
under or by reason of provisions under this Agreement shail be in wniting and shall be deemed to
have been given when personally delivered, sent by express overnight courier service, or mailed by
first class mail, return receipt requested, to the addresses set forth below.

3
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1LJM Marnagement:

333 Clay Street

Suite 1203

Houston, TX 77002
Attention: Andrew S. Fastow

Enron:

1400 Smith Street
Houston, TX 77002-7361
Attention: Richard Causey

7. Amendments; Waivers. This Agreement may be amended only by an agreement in
writing executed by the parties hereto. No waiver of any provision nor consent to any exception to
the terms of this Agreement shall be effective unless in writing and signed by the party to be bound,
and then only to the specific purpose, extent and instance so provided.

8. Counterparts. This Agreement and any other agreement (or document) delivered
pursuant hereto may be executed in one or more counterparts. All of such counterparts shail
constitute one and the same agreement and shall become effective when one or more counterparts
of this Agreement have been signed by each party and delivered to the other party.

9. Governing Law; Arbitration. All questions concerning the construction, validity and
interpretation of this Agreement shall be governed by the internal law, and not the law of conflicts,
of the State of Texas. The parties hereto agree to submit to arbitration in the City of Houston, Texas
any dispute arising-out of this Agreement under the Commercial Arbitration Rules of the American
Arbitration Association. The parties agree that any such dispute shall be submitted to three
arbitrators selected from. the panel of arbitrators of the American Arbitration Association. The
parties further agree that they will faithfully observe this Agreement and such Rules, that they will
abide by and perform any award rendered by the arbitrators.and that a judgment of a court having
jurisdiction may be entered upon the award.

10.  Severability. 1If any provision of this Agreement is held invalid by any court,
governmental agency or regulatory body, the other provisions to the extent permitted by law shall
remain in full force and effect.

1l.  Consequential Damages. IN NO EVENT SHALL ANY PARTY HERETO BE
LIABLE FOR ANY LOST OR PROSPECTIVE PROFITS OR ANY OTHER SPECIAL,
PUNITIVE, EXEMPLARY, CONSEQUENTIAL, INCIDENTAL OR INDIRECT LOSSES
OR DAMAGES (IN TORT, CONTRACT OR OTHERWISE) UNDER OR IN RESPECT OF

4
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THIS AGREEMENT OR FOR ANY FAILURE OF PERFORMANCE RELATED HERETO
HOWSOEVER CAUSED, WHETHER OR NOT ARISING FROM A PARTY'S SOLE,
JOINT OR CONCURRENT NEGLIGENCE.

12.  No Authoriry to Bind. Unless otherwise authorized by LIM Management, nothing in
this Agreement shall convey authority on Enron to bind, or attempt to bind, LM Management 10 any
contract or the performance of any obligation, and Enron shall not represent to third parties that
Enron has any right to enter into any binding obligation on LJM Management’s behalf. Unless
otherwise authorized by Enron, nothing in this Agreement shall convey authority on LIM
Management to bind, or attempt to bind, Enron 1o any contract or the performance of any obligation,
and LJM Management shall not represent to third parties that LYM Management has any right to
enter into any binding obligation on Enron’s behalf.

[END OF PAGE}
[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, each of the parties hereto has caused this Agreement 10 be
executed as of the date first above written.
LJM MANAGEMENT. L.P.
By:  LIM Management, LLC,

1ts General Partne;
# ‘%@
By:

Andrew S. Fastow
Member

LIM2 CAPITAL MANAGEMENT. L.P.
By:  LIM2 Capital Management, LLC,

its GﬁjZ(Pay
By: f@(\

Andrew S. Fastow
Managing Member

ENRON CORP.

 Brol . g
Richard A. Cansey 7 ‘b&

Executive Vice President and
Chief Accounting Officer

OAEGFLegaNssefioo\LIM\ServAgmey 15v4 doc.
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ANNEX A

1. Michael Kopper: LTM Management will pay all of Michael Kopper's cash bonus (relating to the fiscal year
2000 and thereafter). Enron will continue to pay ali other typical compensation including. but not limited
to, base salary, long-term incentive compensation, and bepefits.

2. Kathy Lynn: LM Management will pay all of Kathy Lynn's base salary (effective January !, 2000) and
cash bonus {relating 1o the fiscal year 2000 and thereafter). Enron will continue to pay all other typical
compensation including, but net limited to, long-temm incentive compensation and benefits.

3. Anne Yaeger: LM Management will pay one-hall of Anne Yaeger's base salary (effective January 1,
2000) and one-half of Anne Yaeger’s cash bonus (relating to the fiscal year 2000 and thereafter). Enron
will continue to pay one-half of Anne Yaeger's base salary and cash bonus and 100% of all other typical
compensation including, but not limited to, long-term incentive compensation and benefits.

‘4. . Amy Flores: LM Management will pay all of Amy Flores' base salary (effective January 1. 2000} and
cash bonus (relating to the fiscal year 2000 and thereafter). Enron will continue to pay all other typical
compensation including, but not limited to, long-term incentive compensation and benefits.

O-\EGFLegaRssefionlLIM\ServAgmid1Sut do
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EXECUTION COPY

ADMINISTRATIVE SERVICES AGREEMENT

THIS ADMINISTRATIVE SERVICES AGREEMENT (the “Agreemenr™) is effecuve as of
the 20th day of December, 2000 (the “Effective Date”) by and berween ENRON BROADBAND
SERVICES. INC., an Oregon corporation (the “Servicer”"), and BACKBONE TRUST 11, a Dedaware
business zust (the *Trusr”). Capitalized terms used but not otherwise defined herein shall have the
meaning set forth in the Backbone 1I Trust Agreement dated December 20, 2000 (the “Trusr
Agreement”).

RECITALS:

WHEREAS, the Trust intends to utilize, fom time 1 time, cartain resources of the Servicer
or its affiliates 10 assist the Trust in connection with the Trust's business; and

WHEREAS, the Servicer and the Trust desire by their execution of this Agreement to
evidence their understanding concerning the use of such resources.

THEREFORE., in consideration of the premises, covenants, conditions and agreements,
contained herewn, and for other good and valuable considerztion, the receipt and suffcency of whuch
are hereby acknowledged, the parties hereby agree as follows:

1 Term. The term of this Agreement shall be from the Effective Date and continue in
effect until the earliest to occur of (i) the date on which this Agreement is termunated by the Semvicer,
(11) the date of the termination of the Trust as set forth in the Backbone Trust II Agreement or (iii) at
the Trust’s sole discretion, upon an Event of Default under (a) the Backbone Trust | Term Loan
Credit Agreement dated December 20, 2000 among Backbone Trust I, as Borrower, the Banks
parties thereto, ABN AMRO Bank N.V., as Administrative Agent, Sole Lead Arranger and
Bookrunner, Fieet National Bank, as Syndication Agent, and Fleet Securities, Inc., as Co-Arranger,
or (b) the Backbone [] Credit Agreement. Each party shall continue thereafter to be responsibie for
any obligations incurred or occurring prior to such termination.

2 Services. During the term hereof, the Servicer agrees to provide certain assistance to
the Trust for its genera] corporate services, such assistance to include tax and accounting services,
cash management services, preparation of notices of borrowings, continuations and conversions and
other relevant notices, and maintenance and safekeeping of books and records (th~ “Services™) in
accordance with the terms of this Agreement. The Servicer shall devote 50 mura of its time and
effort as is reasonably necessary to perform its obiigations under this Agreeme it In exchange for
the provision of the Services by the Servicer, the Trust shall pay to the Servicer an up-front
management fee in the amount of $7,500 on the Effective Date

3. Standard of Care. The Servicer shall perform the Services with the same degree of
reasonabie diligence and care as a typical provider of such Services 1o a third party

410454 _7 00C
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4. Limitation of Remedies Neither party nor any of their affiliates shall have the nght
to recover indirect, special, I, or punitive damages or loss of profits that may result from
any action orinaction of the other party or from the breach of this Agreement, regardless of the fauit
of such party or any third party fault

5. Assignment; Delegadon. No party shall have the right to assign its rights or

bligations under this Agr without the written consent of the other party, which consent will
not be unreasonably withheld However, the Servicer shall have the night to delegate the
performance of the Services under this Agreement to its Affiliates. In such case, such Affiliates
shall be deemed bound by this Agreement as the “Servicer.” For purposes of this Section 5,
“Affiliate™ means any entity that, directly or indirectly, is in control of, is controlied by, or is under
common control with, Earon Corp. For purposes of this definition, “consrol” means the power,
directiy or mdxrea.ly, either to (a) vote 10% or more of the securities having ordinary votng power
for the election of di; {or persons per ing similar functions) of an entity or (b) direct or
cause the direction of the management and pohcu: of an entity, whether by contract or otherwise.

6. Entire Agreement. This Agreement i the entire agr of the parties
relating to the performance of the Services. All prior or contemporaneous written or oral agreements
are merged herein.

7. Choice of Law. This Agreement shall be subject to and governed by the laws of the
State of New York.

8. Amendment or Medification. This Agr may be ded or modified from
time to time only by 2 written instrument signed by the parties hereto.

9. Notices. Any written notice, request, instruction, cor d orotherd
10 be given hereunder by sither party 10 the other (herein, colleccvely called “Notice™) shall be
delivered personally or maiied, postage prepaid, as follows:

1f to Servicer: Enron Broadband Services, Inc.
1400 Smith Street
Houston, Texas 77002
A jon: Contract Ad:
Fax No.: (713) 345-5686

If to Trust: . Backbone Trust |
/o Wilmington Trust Company
Rodney Square North
1100 North Market Street
Wilmington, Delaware 19890-000!
Anention: Corporate Trust Adminustration
Fax No.: (302) 651-8882
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Notice given by personal delivery or mail shall be effective upon the actual receipt by the
person to whom addressed.  Any party may change any address 1o which Noues 15 10 be given to it
by giving Notice as provided above of such change of address.

11, Further Assurapees. In with this Agr and wll transaction
plated by thus Agr each signatory party hereto agrees to execute and deliver such
dditional 4 and 1 as may be necessary or sppropriate 1o effectuate, carry outand
perform all of the terras, provisions, and conditions of this Agreement.

12, Limitstion of Trustee thl!lg Itis cxpnssly understood and agreed by
the parties hereto that (a) this Agr is and d by Wilmi Trust
Company, not individually or pnsom}!). but solely as trustee, in the exarcise of the powers and
suthonity conferred and vested in it, (b) each of the representations, mdenahngs and sgresments
herrm mnd:on the part of the Trust is made apd intended pot as p

ang by Wilmi Trust Comy but is made and intended for the
purpese of b b:mimg only the Trusy, {c} nothing herein contained shall be construed as creating any
Irability on Wilmington Trust Company, individually or personally, to perform any covenant
either expressed or implied contained herein. afl such liability, if any, being expressly waived by
the parties hereto and by any pcrson clnmmg by, through or undes the parties hereto, and
{d) under no ci shall Wilm: Trust Company be personally liable for the
payment of any indebtedness or expenses of the Trust or be liable for the breach of failure of any
obligation, representanon, warranty or covenant made or undertaken by the Trust under this
Agresment.

{Remainder of page left intentionally blank)
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be signed on
heir dehail by their duly authonzed officers.

ENRON BROADBAND SERVICES, INC.

By CZZU?Q-&@/’

Name _Scokt Suieng
Title: P’nynf 3 ﬁb«m.;\in [SWid

M\
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BACKBONE TRUST O

By. WILMINGTON TRUST COMPANY,
not in its individual capacity but

(3:gaanary Page for Admumsswaiive Sarvices Agrempect - Backbees Trom )
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™ - Approval Shes: should be used 1o approve Enron's parueipation in any Tansactons invoiving LIM Cayman LP. ("LIMi™) or
. ICe-Investment. L.P. (“1IM2"). LIMI and LIM2 will collecuvely be referved to as “LIM™. This Approvai Shest s i addition
10 (not in liew of} any other Envon approvais that may be reguired.

" LIM2 APPROVAL SHEET

GENERAL
Deal name: Pluto
Date Approval Shest compicted: December 28, 1999

Enron person compieting this form: Chns Lochr
Expecied closing date: December 29, 1999

Business Unit: Eoron North Americz

Business Unit Criginator: Brian Redmond

This transaction relates to OLIMI andior ELIM2.

This wansaction is & 2 saie by Envon Da puichase by Enron Da co-sale with Earon Oa co-purchase with Enron and/or
Dother:,
Person(s) negotiating for Enron: Joe Deffner, Greg Caudell, Kathy Lynn

Person(s) negotiating for LIM: Michael Kopper
Legzl counsel for Enron: Andrews & Kurth

Lsgal counsel for LTM: Kirkland & Ellis (Mike Edsal)

DEAL DESCRIPTION

LIM2 will purchase from Enron North America 2 90% equity interest in MEGS, L.L.C. for $743,040. LIM2 will also purchase ENA

et 2t MEGS, L.L.C. with $23.2 million principal amount 2nd 14.15% coupon for $25,570,569.78. The premium paid on the debt
s LIM2's market view that 9.9% is an appropriate return for the blended Burlington/Mariner credit risk,

ECONOMICS

1.JM2 will purchase the equity with the expectation of receiving 2 25% IRR on its investment. LIM2 and ENA will enter into a
marketing agreement under which ENA agrees 1o use its reasonable best ¢fforts 1o sell the equity on LIM2’s behalf and under which
ENA receives 90% of any gains exceeding LIM2's 25% return. Due to the significant premi LIM2's debt i will yield
approximaicly 9.9%. ENA has agreed to bear syndication risk on the debt picce.

DASH ’
Anached. The only material changes in the arached DASH are the now executed contracts that were contemplated when the DASH

was done. MEGS, Mariner, and Burlington enttred into a gathering agreement stipulating the contractuai cashflows. MEGS and
Mariner entered into an operating agreement under which Mariner and Burlington cover all operating expenses pro rata. The
gethering system has been tested and is currently operational.

©IGEM PR PruoDASH_LIM.doc AF10023 8
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VAL SHEET
P
ISSUES CHECKLIST
L Saie Options

2. Ifthic wansactor is 2 sale of an 2sset by Envon, which of the following options wers considercd and rejecied:

@Condor  ZFEDIN OTmrd Parry  ODuwest Saie. Please exclain: & sale 1o Condor would not aliow
Enron to book earmings. TEDI I would have "q\.u"d CalFERS" consent since the wansaction is not a Quai:fied
[avestment. Due 1o the small size of the squity prece and due to JEDI [i's unwillingness to present CalPERS” 2
wansacnon with more Mann: dit expesure, JEDI U declined

b, Will this wansaction be the most beneficial alternative 10 Saron?  @Yes  ONe. Ifno, please explain:

¢. Were any other bids offers received in connecrion with this tansaction?  @VYes ONo.  Please explam: The debt
was marketed 10 several Banks. including Bank of Amenica. Bank of America was unwilling to accept further Mariner
credit exposure and declined.

2, Prior Obligations

a. Does this tansactior involve 2 Qualified Investment (as defined in the JEDI Il partmership agresment)? OYes. @No. If
ves, please explain how this issue was reselved:

b. Was this oznsaction required to be offered to any other Enron affiliate ot other party pursuant to a contractual or other
obligation? DYes  &No. If yes, please 2xplain: .

3. Terms of Transaction

2. Whatare the benefits {financial and otherwise) to Enron in this ransaction? DCash flow BEamings
ZOther: Funds flow of approximately $24 million.

b, Was this mansaction done strictly on an arm’s-length basis? BYes ONo. If no, please explain: N

. Was Enron advised by any third pany that this tansaction was not fair, from 2 financial perspective, to Enron?

DYes @No. If yes, please explain:

d. Areall LIM exp and f-pocket costs {inci g legal fees) being paid by LIM? DYes BNo. If no, is
this market standard or has the sconomic impact of paying any expenses and out-of-pocket costs been considered when
responding to items 1.b. and 3.b. 2bove? ZYes INo.

4. Compliance

a. Wil this wransaction require disclosure as a Certain Transaction in Enron's proxy siatement? BYes [ONo.

b.  Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employes?
OYes ENo.

¢. Have all Enron employ invol nt in this tra ion on behalf of LIM been waived by Enron’s Office of the
Chairman in zccordanc: \nzh Enron’s Conduct of Business Affairs Policy? BlYes [INeo. If no, please explain:

d. Was this reviewed and approved by Enron’s ChiefAccuuming Officer? BYes ONo.

¢ Was this transaction reviewed and approved by Enron’s Chief Risk Officer? HYes ONo.

f.  Has the Audit Comminee of the Enran Corp. Board of Directors reviewed all Enron/LIM wansactions within the past

twelve months? QYes BNo. (The Audit Comminee has not held a meeting since LTM2's formation.) Have ail
recommendations of the Audit Commincs relating to Enron/LIM transactions been taken inte account in lhls

. wansaction? OYes ONo.

AF100259
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APPROVALS

iness Unit
Business Unit Legal
Earon Corp. Legal
Global Finance Legal
RAC
Accounting

Executive
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Date
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ENRON INVESTMENT SUMMARY . ~

BEAL NAME: Pluto Date Cougplesed: December 29, 1999
Originated: Enron North Americs Investment Analys:: Chris Lochr
Expected Closing Date: 122999 Investment Type: Debtand Equity

Expected Funding Date: 12/29/99

APPROVAL AMOUNT REQUESTED
Capital Commitment $263 MM

DEAL DESCRIPTION
Purchase 523,174,400 face value of MEGS, L.L.C. ("MEGS™) debt from ENA, which based on macket prices and
required liquidity premiums. has a value of $25,570.565.78 and will yieid 9.9%. Purchase 50% of the equity in MEGS
from ENA for 5743,040 which is expecied 10 yield 25%. MEGS is 2 special purpose ennty that purchased an offshore
gathering system from Mariner Entrgy and Burlington Resources and is entited w contracrual cashflows under
gathering agreement with the same.

TRANSACTION SUMMARY
On Dec. 28, 1999, LIM will purchase fom Enron North Americs $23.2 million face value of MEGS debt and 90% of

MEGS equity for wial consideration of $26,313,609.78.

CASH F1.OW SUMMARY
LIM is entitled 10 the 14.15% monthly coupon on the dedt. Equity is experted 1o reeive 3 25% return paid menthly.
Both the debt and equity inveszments amontize monthly by the amount that conmacrual cashflows exceed return on capital.

RETURN SUMMARY -
LIM's investment, if held 1o mamnrity, would yield a blended rerarn of 10.28%. .

EXIT STRATEGY

*  LIM has emiered into a marketing agreement with ENA, whereby ENA agrees 1o use its reasonabie best efforts to
market the equity on LIM’s bebalf.

* ENA will have 2 90 day exclusivity period during which any gain on sale that exceeds LIM’s targeted 25% return on
investment will be split 90% to ENA and 10% 10 LIM.

+  Ex:zlusivity period ends 90 days from signing of contracts, At that point any gain on sale that exceeds LTM’s targeted
25% return on investment will be split 75% to ENA and 25% to LIM,

o Itis expected 2 resale of the equity will take place within two months.

o ENA has agreed to bear syndication risk on the debt. Itis cxpested that the debt will be monetized o 2 Mertinalke
vehicle which will purchase the debt to yield LM 2 25% annualized return in the first half of 2000,

RISKS AND MITIGANTS

| Risk Mitigant

Credit risk . Mariner and Burlington are the counterparties 1o the gathering agreement which

stipulates contractua) cashflows for each party, regardless of actual volumes

shipped {ship of pay coptract). Burlington credit risk is mitigated its A~ credit

rating and the guarantee provided to MEGS by Burlingion. Marner credit isk is
- mitigated by above mmarket pricing on the Mariner tranche of debt,

Reserve risk . The conuzctual cashflows in the gathering agreement ane predicated on patural

gas volumes experied over the life of the Burlington/Mariner well. Should the

resaxves be sub iaily less than projected, the gathering agr may

Operating risk Mariﬁér, as opcmfbr, is responsitle for all operating exp and
related 1o the gathering system. ENA will act 25 Managing Member and will be

responsibie for sl other opemtions.
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APPROVALS Name
GEM Lead Chervl Lipshuz
Business Unit Originator Sreivesomwd Kanov Misve
. . I}
Business Lmit Legal JeetIphross S( ot Cetom
OAGEM\Done Deais\Pluto\PlutaDASHEnron.doc Page 2 ’ AF100262
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LJM APPROVAL SHEET

approval St sheuid be used 10 approve E.
1 Co-Investmeat L.P. ("LIM27). 1M1 and LIMZ will coli
1an liew of) any other Enron approvals that may be requured.

3

GENERAL

Deal came: Nowz S

Date Approval 3hest compierec: De

: Nicoie Alvino

Enron person compleung
Expected closing date: December 2C, 1999

Business Unit: Enyon Zurope

Business Unit Originator: Anne Edgiey
This wansaction relates 0 OLIMI andior [ELIM2.
This transaction is (a sale by Enror Da purchase by Envon Da co-sale with Earon Da co-purchase with Enron and'or

DQother:
Person(s) negotiating for Enron: Anne Edgiey, Maroun Abboudy, Chery! Lipshutz, Trushar Patel

Person(s) negotiating for LIM: Michae] Kopper
Legal counse] for Enron: Freshfields, London - Julian Makin

Legal counsel for LIM: Kirkland &Ellis. Les Angeles - Eva Davis
DEAL DESCRIPTION ({Insert shor description of the wansaction involving/berween Earon and LIM; do not describe the

underlying asset or transaction.]

LM will purchase 75% of the Nowz Sarzyna power project from Enson Europe.

ECONOMICS {Insert short description of the Enron economics of the transaction involving/between Envon and LIM; do not
describe the economics of the underiying asset or ransaction.]

LIM2 will purchase 75% of Ervon's economic interests in Enron Poland Investments B.V. for $30 MM. LIM2 is entitled to 75% of
the cash flow in the form of dividends and shareholder loans.

DASH [Amach the DASH relating to the underlying asset or transaction. lnsert brief update on the DASH if the underlying asset or
transaction has changed materially since the original DASH was completed.]

Anached

AF100151
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LIM APPROVAL SHEET
Page 2

ISSUES CHECKLIST
1. Sale Options
2. Ifthis ransaction is a sale of an asset by Enron. which of the following options were considered and rejecied:
s DRawhige DFED! | QJEDI ] DOChewee EThurd Party DDirest Sale. Please «
ckly enough.

DCondor Margaux
Third party couic not tansas

b.  Will this zansaction be the mest beaeficial aliernanve 1o Eron?  EYes ONo. If no, please explain:
¢.  Werz any other bids offers rezzived in connectior. with this Tansaction? OYes [@Ne. Please expiain: The shont
ume frame 1o transaction exesunon, and the need for cerainty of ciosure drove the decision not 1o seek other bids.
2. Prior Obligations

Does this transaction invoive a Qualified Investment (as defined in the JEDI 11 parmership agreement)? O Y es®No. If
ves, please explain how this issue was resolved: .

a.

b, Was this mansaction required to be offered tc any other Enron affiliate or other party pursuant to a contractual or other
obligation? OYes  ENo. If yes, please explain: .

3. Terms of Transaction )
a.  What are the benefits (financial 2nd otherwise) fo Enron in this transaction? DCash flow EEarnings
" DOther; -

b. Was this wansaction done smctly on an arm's-iength basis? EYes ONo. If no, please explain:

¢.  Was Enson advised by any third party that this ransaction was not fair, from a financial perspective, 10 Earon?
OYes [ENo. I yes, please explain:

4. Are 2l LIM expenses and-out-of-pocket costs (including legal fees) being paid by LTM? OYes [@No. If no, is

this market standard or has the ‘econormic impact of paving any cxpenses and f-pocket costs been idered when
responding 1o items 1.b. and-3.b. above? &Yes ONo. {market standard)
4. Compliance

a. Wil this tansaction require disclosure s a Certain Trznsaction in Enron's proxy statement? [EYes DONo,

b. Wil this ransaction result in any compensation (as defined by the proxy rules) being paid to any Enson employee?
OYes [EDNo.

Have all Enron employ in this on behalf of LM been waived by Enroa's Office of the
Chairman in a:cnrdancz with Enron’s-Conduct of Business Affairs Policy? BlYes ONo, If no, please explain:

d. Has the Acdit Comminee of the Enron Corp. Board of Directors reviewed all Enron/LIM transactions within the past
twelve months? OYes (ENo. Have all dati of the Audit C i relating to Enron/LIM
transactions been taken into account in this ransaction? [Yes ONo.

APPROVALS Name Signature Date

Business Unit . John Shermiff

Business Unit Legal . _Mark Evans

€nron Corp. Legal Rex Rogers '%M(/,éf» -~ /5/4"3{{?
Global Finance Legal Scon Sefion S S‘/g—‘g@\_‘ 12 1—5[ 7?
RAC . Rick Buy ,1«/\7 . ? Lvﬂ‘

Accounting Rick Causey .

By tive Jeff Skilling
0XGEMIBALIM o AF100152
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ISSLES CHICKLST
i e Upuans

1. ifthis vasecset 8 aale of
e BMargazx BFasees SRavhide QIESTI GIEOH 1D Bibewso Tiked Pay SDvecs Sok. flease oxplais.

or.

rurd party could mor Tawect quicldv cnough

© WLt mameicson be the moat becedeal shorazve © foon? ®Ye INa Yoo picax i
OYe GINe Meus enpian. Tie sicat

E ot Chirgagons

1 Weze any other bidecfTrrs reemved o0 connacter itk (s cazaacvon?
e Fraaw 10 KD LUE SxP.nCE, 3NE &€ 32ed [ crnainty of tiorure &3\ e Bt oot [0 Jeek dber huck,

4t by Lrzo wiic of e fellowirng spfions werr considered asd reiscied

. Does Ny vaasctios o obve s Qulfied Ievesunest {as Jeficsd @ tbe JED) I parduershep ageement)? OYesXNo. I
s, plwass 21plaid Sow this besue wag ressives:

b, Wa his mansacyor roquucd & e offeird (8 a0y other Frmor sffiuie or other PASTY PAIIGAL! T & COGTACTUS) BT afdRt

othgstien? BYes

3 Teams of Trauscnen

TNo. i yus, pirase exphaic:

3. Whatwe the DenefSu (Mnancial azd ciharvase) 1o Eavog 14 this mansscnep? DCash Now

DOrker:

b, Was this qigsacnes deoe axicty on o8 67y leagls busis? (ATY s QN If ne, please explaiar:

WPEarnungs

¢ Was Freen advised by a0y thurd party that this tunsa cuon was not 13y, fom a financial perypacave, to Eanun?

OYe @No. ¥

yes. piasse explic:

9 A a LIM sxperses snd out-of-pocker cost (inchuding legal fres) being paud by LIM?
this rarker wandard of 225 the ecenomic Impact of paYd

HES
Tepencing 10 sicrza 1k, and 1B, sbove? ®Yer O

‘ Compliance

ng

BYes @No Mro.s
y expenses 104 put-of-pocket cony been eanuiderad wher
0. {market sandaidl)

3 WIL thls qazsactos requite ducionue as o Certan Tragsacron 1o 2zsen't proxy sutzment? BYes (ONe.
L. Wil this vansaction tesult L any congpenseuon (as defined by the proxy rulex) bemg pad to azy Sison crplovee?

OYes

<. Hwve sl Earos

Chawrmar in sccordance with Earen‘s Camfuct of Bustorss A

! ' i this

©8 Bebalf of LM beea walved by Ewuw's Office of the

fain Policy” @MYes ONo.

If ro. pesse expiaa,

¢ Her the Audit Cemminee ¢f the Earon Cotp. Bowrd of Directon reviewad all EaropIM twasactions withn e past
DOYe &No. Hare oll recousmesdations of the Audit Comminee releting 1o Enrog’LIN

rwelve months?

mansaencns bees raben inte sccovdtin :bis tansacton”? QYss ONe.
APPROVALS Nime Signature Date
Business {un Johr ShemfT
Busisess Uni Legal Marr Bvans a .
Eerun Corp. Layal Brx Ropers e 12/26/%7
Globa: Finance Legal Scon Sefton " - AR
RAC Rick Ry AAU L rdafy
Accountag Rick Camry G\//,L/l Cc\c, l-_._*Jz o =%
Executive Jef¥ SHiing oY _:

@ o e S 0
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B GCiewze Tihre Pamy ODvess Saie. Please rx
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yos, please caplain how this syt was resclveg .

5 Was s vanuition rTwuined © be offered © any oty Eoren 3L of ofie PCTy pUrtuSs 10 3 coaraensal o Ser
obligsoon? GYes  (INe. I yes, please explrin: :

3. Te:ns of Traasscon
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€ Wi Ensen advised by any thire pacry (a1 this transaction wes nof s, Boni a financial perspeciive, w Faron?
DY ENc. If yes, piease expisin. o
6 Az all LIM expeases ind outof. pocket cons {inddudiog legal fees) bemg psd by LOM? - DVes  @Ns. f o, is
this marker siandard or has (e czenemc iopact of paying any expenses and ounof-pocket couts been copsidered when
Tesponding (o 1tery | b, and b, above? WYes ONo. {market sandard)

4 Corplisace .
Wil this TRassotios sequire dsciosure 35 3 Certang Trassacion in Eavon's proxy suaterent? ¥es  ONo.
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b Wilt kb gemsacrion Tesult 1 Sy SCOEsRAND (23 defisnd by the proxy hiies) bemg paid 1o sny Eaon :.nplnyn"
=33 ENa.

e Have sl Trrer ey - iovel in thiv o betalf of LIM besn waived by Ewnroa's O fice of the

Cheirronn in aceoniance with Exon’s Conduct of Busivess Affainy Poliy? @Yes DMNo.  H o, please axplam:

4 Hat the Awtit Comvmines of the Enron Carp. Board of Dirceiors meviewed ot Emaon/lTM traasactions withia the past
twelve montls? OYes [ENo. Have all recommeadations of the Audit Commutiee relatng to Emron/tIM
wansctions beey ke imto account W this ansseson? - DYes TNQ. 4 apipe. 2608w sdar e Thesar PAACS

APPROVALS Name Sigoature Date
Business Unit Jehe Shermtl /\ /ié a !, ;)“
Business Unit Legad Mark Svans “%ﬁd 21 n, f}‘!
Earon Corp. Legal Rex Rogerns %{7 ~ /a/zv%?f

\

Clobal Finanee Legsl Scont SeRos 2laol7s
N /
RAC Rick Ruv d : 22f20
i 7 2/ &t
Acesunting ! Rick Causey {
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T
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roiang investment Summary”

DEAL NAME: Poiand Date Completed: December 17. 1999
Origirated: Earon Eurcpe Investment Analysts: Trushar Patel, Nicoie Alvino
Ezpected Closing Date: December 20, 1999 Invesiment Type:
Expected Funding Date: December 21, 1999

EXPECTED MAXIMUM COMITTMENT OF LIM2
i Capital Corvmutment 530 MM I
Poland Discount Rate Compenents:
(Used by Underwriing Groupy
US Risk Frez Rate (2y1) 281% Sovereign Rating BBB-Baal
Counmry Premium (Pol” 04) 2.00%
Equity Premium (Underwriing)  5.69%

Discount Rate 13.5%
DEAL DESCRIPTION
Purchase of indirect 75% equity interest in the Nowa Sarzyna Faciliry ("ENS™) located in southeastern Poland, 2 gas-fired
‘heat and power station with 3 generating capacity of 116 MW and thermal generating capacity of 70 MW. The Faciluy is
located within the chemical compiex of Organika (state owned chemical producer).
Power Sales:
Electric power will be sold to the Polish Grid Company (state owned owner and operator of Poland's transmission
grid and principal purchaser and wholesale supplier of elecuicity in Poland) under a 20 year Power Delivery
Agreement ("PDA™). The price of energy and capacity is expressed in zlotys but indexed to the US dollar every 6
months for the previous six months.
Fuel Supply:
The Potish Oil and Gas Company (2 state owned integrated monapoly that controls the entire natural gas sector in
Poland) will supply natural gas to ENS under a 20 year Fuel Supply Agreement. The fixed and variable price of *
foel is passed through the power and steam sales agreements. ENS will not bear the risk of fuel price flucruation as
encrgy prices in the PDA and fuel costs in the Fuel Supply Agreement are indexed using the same indices.
Steam Sales: .
ENS bas agreed to sell low and high pressure steam 1o Organika (state owned chemical company) under a 20 year

steam sales ag . This ag: Tepresents i y 90% of the Facility’s total thermal output. ENS
is also ncgotiating to sell the remaining 10% of thermal energy to the City of Nowa Sarzyna for residential heating
pwIposes.

TRANSACTION SUMMARY

Enron Euwrope Limited, through a 100%-owned affiliate, Nowa Sarzyna Holding BV, owns 100% of the Nowa Sarzyna
Facility. LIM2 will purchase 75% of Enron's economic ownership interests and 75% voting interests{relating to dividend
and share issuance matters only) through a purchase of 75% of Enron Poland Investments BV.

CASH FLOW SUMMARY
With its 75% ownership of the cconomic interest in Enron Poland Investments BV, LIM2 is entitled to 75% of the cash
flows in the form of dividends and/or shareholder loans.

RETURN SUMMARY
Givea the underlying assumptions of the Enron Europe Nowa Sarzynz model, LIM2 will pay $30 MM for 75% of EPL
LIM2 is taking on full equity risk with no Enron guarantees, and has used a discount rate of 14.255% in valuing this
investment. LIM2 assumes they can sell the asset to a sivategic buyer by 3/31/00 at the model discount rate of 13.5%

EXIT STRATEGY -
Enron Europe commils 1o make reasonable and best efforts to launch Project Margaux, a securitization of Enron Eurcpe
assets. 1f Margaux is Jaunched, Margaux will make an offer to buy the asset 10 be included in the Margaux asset pool. If
Margaux is not launched by 3/21/00, EEL will make reasonable and best efforts 10 sell LIM2's equity interests to 2

“qualified” third party buyer.

y
/

AF100135

“FOIA CONFIDENTIAL
TREATMENT REQUESTED
BY ANDREW FASTOW™



203

LM Deal Approval Sheet
RISKS AND MITIGANTS
[Risk | Description i Mingaton/Cornments

Plamt Completion Risk Risk that project is not completed on Builder's all risk insurance and defay

time, in stari-up insurance at the projest
ievel, ENS, of which [LJM2 owns
. T5%.
Operator Risk Rusk that Operator will nat operate and | The projest cormpany has contracied

masinuin the plant to mest tontractual
capacity and availability requirzments.

with an affiliate of £aron Corp.,
EE&CC 10 constucy, operate and
maintain the facility. Proves GE
frame 6B turbines will be used.

Fuel SuppiyPrice Risk

Supply reliability and low volatihty of
fuel prices is critical to the plant
performing to contractual requirements,

The state gas & oil company wall be
fuel supplier under 1 20vr agreement.
The fixed and vanable components of
the fuel cost will be passed through 1o
the energy price in the PPA.

Offtaker Credit Risk

Risk that the sfftaker will net be able 1o
honor their obligations 1o pay for
capacity and power delivered under the
PPA.

The offtaker will be the Polish Grid
Conpany {state owned power
company), which soficited tenders for
this project to satisfy the need to
replace older coal fited plants (65% of
their generation is ovey 25 years old). |

Regulstory Risk

As par: of the new energy laws in
Poland - the supply, ransmizssion and
distribution sectors may be privatized.
The Polish Grid Company has the right
1o 3ssign the PPA 104 poivate eosity.

-} assignee assumes all obligations undes

The PPA alse stipulates that any

the PPA, is capable and qualified 1o
perform and its obligations under the »
PPA arc guaranieed by the Polish Grid
Company or an entity of comparable
creditworthiness to the Polish Gnid
Cornpany. The Polish Grid Company
cannot assign the PPA without prior
written conseat from ENS.

Environmenual/Permining Risks

Risk that the required permits are not
obrained to proceced with commercial

All permits have bezn obuaised.

operations. iy
Inflation Risk Risk of value being eroded due 1o Contracts arc suctured to escalate
inflation. :with inflation indexes.
Currency Risk Payments are 1o be made in Zlotys, Zloty payments are indexed to the US
. dollar and adjustments are made every
six roonths for the previous six-month
period.
Political Risk Country specific events that may LIM2 will be provided with an
degrade anticipated revenurs and insuranee policy underwritten by
rewarns from the project. Enron, with payment guarasieed by

Enron which will miror the sovereign
risk policy in place for the project at
present.

Wenchonihousion'commonGEM\Roland\Paland Dash.doc
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LJM APPROVAL SHEET

Approval Sheet should be wsed to approve Enron’s partitipation w any vansaclions mvobang LIM Cayman, LP ("L
To-lnvesunent L. ("LIMITL LIMi and LIMZ will collesnvely be referred 10 25 "LIM™. This Approvai Sheet 15 in 26dinon

10 tuawe 1B heu of) any otber Exron approvais that may be required.

GENERAL
Dezl pame: EEX

a
"~
P
o
0
8

nber

Date Approval Shee: completed: Dy
Enren person compizting this form: Chris Leehr
Expected closing date: Decvrmber 29, 1995
Business Linit: Enron North America
Eusiness Unit Criginater: Joe Deffher, Tim Froffin
This vansaction relates to LILIM) andior  BILIMZ,
This transaction is & 2 sale by Envon Da purchase by Enron Cla co-sale with Enron [la co-purchase with Enron and/or
Uother: .
Parsen{s) negotiating for Enron: Joe Deffner, Tim Proffin
Persen(s) negotiating for LIM: Michae! Kopper, Greg Caudell
Legal counsel for Enron: Andrews & Kurth (Wes Dormman)
Lepaj counsed for LIM: Kirkland & EJHs (Rob Marks)

DEAL DESCRIFTION

LIM2Z will purchase fiom Envon North America 2 50% equity intercst in Bob West Treasure, LL.C. fot $2.953,125. Bob West
Treasure is 2 special purpose vehicle created 1o be the countarparty for 2 prepay with EEX mvolvmg 5105 million for up 10 63 Befe of

/ N

7

na” gas. ;

ECONOMICS
LIM2 will purchase the equity with the expeciation of receiving 2 25% IRR on its mvest:ncﬂ LIM2 and ENA will enter into 2

marketing agreement under which ENA agrees t© use its best efforts 10 sell the equity on L.M7 s behalf and under which ENA

receives 90% of any gains exceeding a 25% ::mm w LiM2. e
DASH
Atached.
& BEMEECEDATH LM doc A}: 1 001 &7
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LIM APPROVAL SHEET

Page 2

1ISSULS CHECKLIST

Sale Opuons

!

i

a.

If this wansaction 1s @ sait of an eeser by Znron, which of the foliowing opticns were considered and rejected:

BCondor QIEDIN D7Third Parry  DODuect Sale. Please exziain: A sale to Conder wouid acheve
deconsciidation of the debt but wouid not allow Earon to book carnings.

il aitermztive to Enron?  &Yes  ONo. If no, piease expiain:

Will this ansacuior be the mes: bene
Were any other bidsoffers i connecnion with this tansacuon?  BYss ONo.  Please expian: The det
anc zquity were marksied to several banks including Chase, Deutschic and Panibas.

Prior Obligations

a

Does this wansacuon invoive 2 Qualified Invesoment (as defined in the JEDI II parmership agreement)? OYes &No. If
yes, please explain how this 1ssue was resolved:
Was this ransaction reguired to be offered to any other Enron affiliate or other party pursuant to a contractual or other
obligztion? OYes ENo. If yes, please explain:

Terms of Transaction

‘What are the benefits(financial.and otherwise) to Enron in this transaction? BiCash flow PIEarnings

BOthe:: Funds flow of approximatety $1035 million.
Wias:this ransaction done strictly-on an arm’s-length basis? BYes [No. If no, please explain:

b

c. Was Enronadvised by any third party that this ransaction was not fair, from a financial perspective, to Enson? .
BYes:BNe. If yes, please explain:

d. Are all LM expenses and out-of-pocket costs (including legal fees) being paid by LIM? DYes BNo. If no, is
this market standard or has the economic impact of paying any sxpenses and out-of-pocket costs been considered when
respending to items 1.b. and 3.b. above? ZYes ONo.

Compliance

2. Will this ensaction require disclosure 2s a Certain Transaction in Enron’s proxy statement? #Yes DNo.

b. Wil this wansaction resuit in any compensation (as defined by the proxy: rules) being paid to any Enron employce?
OYes ENo.

¢ Have-all Enron cmployees' involvement in this transaction on behalf of LIM been waived by Enron's Office of the
Chairman in accordance with Enron's Conduct of Business Affairs Policy? BYes TNo.  If no, please explain:

d. - Was this ransaction reviewed and approved by Enron’s Chief Accounting Officer? & Yes ONo.

€. Was this transaction reviewed and approved by Enron’s Chief Risk Officer? BYes ONo.

£ Has the Atdit Committee of the Enron Corp. Board of Directors reviewed all Enron/LIM wansactions within the past
twetve months? OYes. BNo. Have all recommendations of the Audit Commitiee relating 1o Enron/LIM

transactions been taken into account in this transaction? -Yes DONo.

AF100168
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... PROVALS
Business Unit
Business Unit Legal
Earon Corp. Legal
Giobal Fizance Legal
RAC

Accounting

Executive

GEMEENERDASH | M.doc

. .\:_!ne. ’ Signature Date
., L) ' .\ - .
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Soxfops S Sengeh T . 1221255
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Rick Causey (u_/ AN 11.18-99
Jeff Skilling
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ENRON INVESTMENT SUMMARY

DEAL NAME: EEX Date Conpileted: December 27, 1999
Originated: Enron North Amenca Tavestment Apalyst: Chns Lochr
Expested Closing Date: 1272859 Investment Type: Equity

Expested Funding Date: 1272899

APPROVAL AMOUNT REQUESTID
Capital Commuenent 5 2.953,125.00

DEAL DESCRIPTION
Purchase 80% of the equiry in Beb West Treasure, LLC. ["Bob West™). Bob West is 3 special purpose vehicle created

to be e counterparty for 2 prepay with EEX involving $165 mithon for up to 63 Befe of naturai gas.

TRANSACTION SUMMARY
On Dec. 28, 1998, LIM will purchase from Esron North America 90% of the Bob West equity for § 2,953,125.00.

B
®  $2,700,000.00 wiit be in the purchase price paid 1o Enron North Americs.
*  $253,125.00 will be 2 capinl contibution to Bob West Treaswe LLC.

*  ENA will pay LIM2's legal and tax advisary fees upfront,

CASH FLOW SUMMARY
1IM2, 25 2 50% equity holder in Bob Wast, is entitled 1o 90% of cashflows remaining after payment of imerest on the

$103 million of debr

RETURN SUMMARY
LIM2's investment is expected to yield 2 return of 25%.

EXIT STRATECY

*  LIM2 has ensered into 8 marketing sgreement with ENA, whereby ENA agrees to use is reasonable best efforts 10
marke: the cquity on LIM2's behaif

«  ENA will have 2 90 day exclusivity period during which oy gain on sale that exceeds LIM2's targeted 25% reum on
investment will be split 90% 1o ENA and 10% to LIM2.

»  Exclusivity period ends 90 days from signing of contracts. At that pointany gain o sale that exeeeds LIM2's targeted
25% return on investment will be split 75% to ENA and 25% to LIM2.

s Jtis expecied 2 resale of the rquity will 1ake place within six months 1o coincide with refinancing of the $105 million
bridge financing.

RISKS AND MITIGANTS
[ Risk - Mitigant
Refinancing nisk LIM2 is entitled to cashflows afier debt servicing. The bridge financing in place
will seed 1o be refinanced within ten months. Depending on the terms of the
refinancing, squity cashilows may not suppert LIM2's targeted 25% return.
LM will bave right to approve/reject terms of permanent financing,
Reserve risk EEX bas sold up to 63 Befe under the prepay agreement. While actual
production of these reserves is 2 risk, 72% of the volumes are proved developed
N producing, N
Inerest rate sk LIM2 is eptitled to cashflows afier debt sarvicing. The bridge financing in place
‘ is a floating rate facility (LIBOR+75bps); however, there is an existing swap
which will be assigned to Bob West that fixes the e on the bridpe 2t 7.48%.
1 Operating nisk ENA will act as Managing Member and will be ihie for all operatiens.
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LJM APPROVAL SHEET

: Approval Shest should be used to 2pprove Enron's participation it any Tansactions involving LM Cayman, LP. ("LIMI™) or
+...2. Co-Invesanent, L.P. ("LIM2™). 1IMI and LIM2 will collecovely be referred 10 as "LIM™. This Approval Sheet is in addition
10 {pot in lieu of) any other Earon approvais that may be required.

GENERAL

Deal name: Cortez

Date Approval Sheet compirted: January 4, 2000
Enron person completing this form: Trushar Patel
Expezted closing date: January 6, 2000

Business Unjt: Enrop Energy Services

Business Unit Originator: Jimmie Williams

This wansaction refates to OLIMI and/ior  ELIM2.

This transaction is £ a sale by Enron [a purchase by Enron Da co-sale with Enron Ca co-purchase with Enron and/or Rlother:
lnvesunent in Corez, LLC which bolds shares in EMW Energy Services Corp. :

Perscn(s) negotatng for Enron: Jimmie Williams, Cheryl Lipshutz
Person(s) negotating for LIM: Michael Kopper,
Legal counse] for Earon: Vinson & Eldns

Legal counsel for LTM: Kirkland & Ellis
DEAL DESCRIPTION [Insert short description of the transaction involving/between Enron and LIM; do pot describe the

underlying asset or transaction ]

L...: 2 will invest $673,200 equal to £1% owpership of the Class A membership imerests in Cortez, LLC with EES owning the
remaining 49% of the Class A membership interests. o turn, Cortez, LLC owns 25% of the common shares (with voting rights) in

EMW Energy Services Corp.

ECONOMICS [Insert short description of the Enron economics of the transaction involving/berween Enron and LIM; do not
describe the cconomics of the underlying asset or transaction.]
The Class A Members (including LYM2) will receive 100% of the cash Cortez, LLC receives in the form of dividends, distribution or

other payment on the Class A Common Stock of EMW Encrgy Services Corp. beld by Cortez, LLC undl the Class A Members attain
the targeted IRR. Upon LIM2 receiving their targeted return, the cash will be distributed $9.75% to EES aod 0.25% to LIM2.

DASH [Anach the DASH relating to the underlying asset or transaction. lnsert brief updase on the DASH if the underlying asset or
transaction has changed materially since the original DASH was completed.]
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LIM APPROVAL SHEET

Page 2

ISSUES CHECKLIST
Sale Opoons

If this transaction is 2 saie of an asset by Earon, which of the fellowing opooas were considered amd rejecied:

DCondor EUEDI D OThird Party  ODirect Saje. Please explain: Chewso Enserso and R
Will this tansaction be the most beneficial alternative 1o Enron?  &EYes ONo. Ifpo, please expiain: .
s raceived in connection with this tansacnon? OYes EINo. Please cxplain LMY wag

Were any other bids:
this imvestnent

2. Prior Obligations
a2 Does this transaction iovolve a Qualified Investment (as defined in the JEDI I partpership agreement)? OYesENe, If
ves, please explain how this issue was resolved: .
b, Was this Tansacaor required to be offered to any other Earon affiliate ar other party pursuant to 2 congactual or other
obligation? OYes IINo. If yes, please explain: .
3. Terms of Transaction
2 What are the beneSits (financial and otherwise) to Enron in this tansaction? [Cash flow OEamings
-BEOther: New busipess oppertunity & Deconsolidagon,
b, Was this gansaction done strictly on an armn's-length basis? (Yes ONo. If no, please expiain:
¢.  Was Enron advised by any third party that this tansaction was not fair, from a financijal perspective, to Earon?
OYes ENo. If yes, please explain: N
d  Are all LTM expenses and out-of-pocket costs (including legal fees) being paid by LTM? OYes ENo. If no, is
this market siandard or has the economic impact of paying any expenses and out-of-pocket costs been considered when
responding to items 1.b. and 3.b. above? AYes ONo. )
a. Compliance
a.  Will this ransaction require disclosure as a Certain Transaction in Enren's proxy smtemment? [KIYes ONo.
b. Wil this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employse?
DOYes EINo (Cerain EES employces may receive comp ion not directly related to this transaction)
c. Have all Enron employess’ ipvolvernent in this tansaction on behalf of LM been waived by Enron’s Office of the
Chairmnan in accordance with Enron’s Conduct of Business Affairs Policy? EYes ONo. If po, please explain
d. Was this transaction reviewed and approved by Enron’s Chief Accounting Officer? EYes ONo.
e. Was this transaction reviewed and approved by Enron's Chief Risk Officer? &EYes ONe.
. Has the Audit Committee of the Enron Corp. Board of Directors reviewed all Enron/LIM transactions within the past

twelve months? OYes [XNo. Have all recommendations of the Audit Commitiee relating to Enron/LIM
transactions been taken into account in this trapsaction? [JYes [EINo (Audit commitiee has not reviewed any ransactions 1o

date).
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ROVALS
Business Unit
Business Unit Legal
Enson Corp. Legal
Global Finance Legal
RAC
Accounting

Executive ©

CorimalRencol Mieyat.doc

Name
Jimmie Williams

Vick: Sharp

Rex Rogers/Robent Eickenroht

Scor: Sefion

Rick Buy

Rick Causey

Jeff Skilling
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Cortez Investment Summary

DEAL NAME: Cortez Investment Date Compieted: January 4, 2000
Originated: Enxron Energy Servicss Investmen! Analysts: Trusher Patel
Expected Closing Date: Jauary 6, 2000 Investment Type: Equity

Expected Funding Date: january 6, 2000

EXPECTED MAXIMUM COMITTMENT OF LIM If
Capimi Commi $673.200 )

DEAL DESCRIPTION

Enron Energy Services, LLC ("EES") along with strategic parters {“Investors™ is formmg EMW Energy Services
Corp. {be “Company™) to engage in the remil marketng and retxil sale of nanal ges, eleciricity and otber
cormmodities, products and services o residential and small commercial customers in the United States. Prior i
cash contributions from the [nvestors (outlined below), EES and Earon Corp. will contribute or cause to be
contributed {ix exchange for Common Stock and Special Warranss) to the Company certin assets of the residentia)
and small commercial renail electric power and gas marketing business of EES and its affiliates. Immedianely
following the coutribution by EES and Enron Corp, the Investors will invest an aggregate of $100 million in
exchange for Common Stock, Special Warrants und Investor Warrants in the Company.

Along with the Comzon Stock and Special Wamants issued to EES for its contribution, the Company will issue to
EES 25,000 shares of Corumon Steck, whick EES will promptly contribute to Cortez Epergy Services, LLC
(“Cortez”). The authorized membership interests of Cortez at closing will consist of Class A and Class B
membership interests. At closing, EES will own 49% of the Class A interests and 100% of the Class B interests, '
LM2 will own 51% of the Class A interests. EES will be managing member of Corez. At closing, the ELC
Agreement stpulates that prior to an Initial Public Offcring or five years from the closiog date, peither of the
owners may tansfer their interests in Cortez. The exception being that the transfer of the intercsts be to an
Affiliate of EES or Enron Corp. or Cortez if, but only if, at least 30% of the economic and voting interests
represented by the transferred interests continue to be heid, directly or indirectly, by EES or Enron Corp.

The following table outlines the capitalization of the Company following ion of the
described above:
Coptribution Ameunt Shares % of Common Shares (primary)
EEs: Assers
‘Common 50,000 50%
Special Warrants 225,000 (3
Cortex: NA .
Cormmon 25,000 25%
DLJ: 535 MM
Common 8,750 B3%
Special Warrants 28,250 - %
Investor Warrants 8,065 %
GE: S35 MM
Common -, 8,750 8.8%
Specisl Warranis 26250 % -
Investor Warrants 18,065 %
CalPERS: - 51§ MM
Comwmon ’ 3,750 A75% -
Special Warrants 11,250 ™
Investor Warrants 7,742 %
Outario Teachers: SIEMM
Cornmen 3,750 3.75%
Special Warrants 131,250 N 0%
. nvestor Warmants 7,742 %
TRANSACTION SUMMARY

LIM 2 will invest $673,200 equal to 51% cwnership of the Class A membership interests in Cortez with EES
owning the remeining 49% of the Class A membership imerests. In turn, Cortez owns 25% of the common shares
{with voting rights} in EMW,
AF100175
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1JM Deai Approval Sheet

RETURN SUMMARY

The Class A Members (inciuding LTM2) will reczive 100% of the cash Cortez receives in the form of dividends,
distribution or other paymen! ot the Common Stock of the Compary beid by Conez, untill the Class A Members
anain the argeted IRR. Upor the Class A Members recerving their targeted renurn. the cask will be duszributed
99.75% 10 EES and 0.25% 10 LIM2.

EXIT STRATEGY

LIM2 will be aliowed 1o sell its interests in Cortez at the carlier of the Initial Public Offering date (subject to the
required legal bolding period) or five years from the cicsing date. LIM2 does have the ability 10 s¢ll prior 1o the
earlier of the Ininai Public Offering date (subject to the required legal bolding period) of five vears from the
ciosing date. In this casc the ransfer of the interests must be 10 an Affiliate of EES or Exron Corp. or Conez if, but
only if, at least 80% of the cconomic and voting interests represented by the transferred ipferests continue 10 be
heid, directly or indirectly, by EES or Enron Corp.

Risks

EMW Epergy Services Corp.'s failure to execute on jts business plan to engage in the retail marketng and retail
sale of natural gas, ejectricity and other commodities, products and services to resid I and small ial
custorpers in the Unsted States  This would preclude the ability to proceed with an initial public offering in the
next six to twelve mopths. This in turn will hamper LIM2's ability to exit the investment, as the underlying asset
in Cortez is shares of Commén of the Company.
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LJM APPROVAL SHEET

This Approval Shect skould b used Io approve Ervon’s participation in any wsnsactions mvoiving LIM Cayman. LP. ("LIMI™) or
12 Co-Investment. LP. ("LIM2™). LIM] and LIM2 wiil coliectively be rzferred 10 as “LIM™. This Approval Sheet is in addition

_aot in liey of} any other Earon approvals that may be required.

GENERAL

Deal name: Yosemite

Date Approval Sheet compieied: February 8. 2000
Enron person completing this form: Catherine Pernot
Expected ciesing date: February 15. 2000

Business Unit: Enron Corp.

Business Unit Originator: Bill Browry Doug McDowell
This transaction selates 1o OLIMI and/or  B3LIM2.

This transaction is & a sale by Enron Oa purchase by Envon Da co-sale with Enron Da co-purchase with Enjon and/or
Clother: .
Person(s) negotiating for Envon: Bill Brown / Doug McDoweli / Ben Glisan / Nicole Alvino

Person(s) negotiating for LIM: Michael Kopper

Legal counse! for Enron: Gareth Bahimann

Legal counsel for LIM: Dave Lamben of Kirkland & Ellis
DEA]. DESCRIFTION

LIM2 is purchasing Beneficiul ownership in 2 Delaware Business Trust (Yosemite Securities Trust I} that owns Trust Investments
-isting of AAA securities. U.S. obligations. and payment obligations supported. in whole or in part, directly or indirsctly. by

. on. The face amouni of the Trust Investments equals the amount of Notes and Certificates in the Trust. The Trust and Citibank

have entered into the Citibank Swap, which will provide for yield payments oa the Centificates and for centain settlement payments

under credit eveats. in exchange for actual interest payments on the Trust | LIM2 intends 1o sell this investment to Condor

within one week of purchase.

ECONOMICS

LIM2 is purchasing the beneficial ownership at face value for $33.750.000 1o achieve a yield of 11%

DASH

Included
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LIM APPROVAL SHEET
Page 2

ISSUES CHECKLIST
! Sale Opuons
2. If this ransaction is 2 sale of an asset by Enron, which of the foilowing options were considered and rejecied:

QOCondor QIEDIN DJED! OMargaus DEnSeCo ORawhide BChewco
2 Third Party DDirect Sale.

Please explan: Enron entered into 2 Letter of Understanding with LJMZ an¢ LIMZ subsequently entered into a similar
arrangement to sell the Centificates to Condor.

b. Wil this ransacuon be the most beneficial alternative 10 Ezvon?  2Yes  [No. If no. please explain: .
c.  Were any other bidsioffers recsived in connection with this ransaction? OYes ©No.  Please expian:
s Prior Obligations

a.  Does this transaction involve a Qualified Investment {as defined in the JEDI I partnership agreement)? BYes @No. If
yes, please explain how this issue was resolved:

b. Was this ansaction reguired 1o be offered 10 any other Enron affiliate or other party pursuant to a contractual or other
obligation? UYes BINo. If yes. please explain: k

3. Terms of Transaction
2. What are the benefits (financial and otherwise) to Enron in this tansaction? OCash flow DEamings
BIOther: Sale of asset to third party (full risk transfer); non-consolidation of Yosemite Debt on Enron’s balance sheet

b. Was this transaction done strictly on an arm's-length basis? BYes ONo. If no. pleass explain:

\
c.  Was Enron advised by any third party that this transaction was not fair, from 2 financial perspective. io Enron?
DYes BNo. If yes, piease expiain:

d.  Are all LJM cxpenses and out-of-pocket costs (including legal fees).being paid by LIM? OYes ®Ne. If no. is
this market standard or has the economic impact of paying any expens:s and out-of-pocket costs been considersd when
responding to items 1.b. and 3.b. above? BYes ONo.

4. Compliance

3. Will this transaction require disclosure as 2 Certain Transaction in Enron’s proxy statement? 8lYss  DONo.

b.  Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employes?
OYes HNo.

¢. Have all Enron employees’ involvement in this ransaction on behalf of LIM been waived by Enron’s Office of the
Chairman in accordance with Enron’s Conduct of Business Affairs Policy? ElYes DNo. If no. piease ¢xplain:

d.  Was this transaction reviewed and approved by Enron’s Chief Accuunting Officer? E’{s ONo.
¢, Was this transaction reviewed and approved by Enran’s Chief Risk Officer? es ONo.

f. Has the Audit Committee of the Enron Corp. Board of Directors reviewed all Enron/LIM transactions within the past
twelve months? OYes ©No. Have all recommendations of the Audit Commitiee relating 1o Enron/LiM
ransactions been taken into account in this transaction? OYes BINo.

APPRCYALS Name -, Signature Date
Business Unit Bill Brown /UM A — -2/}3/ o0

Business Unit Doug McDowell

Business Unit Legal Gareth Bahl

.on Corp. Legai Rex Rogers

Wt v (e sV pameme, appr Al doc
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LIJM APPROVAL SHEET
* Page2 2
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Giobal Finance Legal Scott Sefton ‘g“g&‘\‘}(\db—b
\© Rick Buy 4.2 L 2/2ree
Accounting Rick Causey (2 Lt O I(lq‘ ~ 2ip Joe
Exscutive Jeff Skilling v
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INTEROFFICE MEMORANDUM

~To:  Rick Buy
From: Dave Gone\_,z'/_,; {7
Date:  February 23, 2000 /
Re:  LJM2 Investment in Certificates of Beneficial Interest in Yosemite Securfties Trust |

| have reviewed this proposed LIMZ investment. The 11% yield at which LUM propcses to purchase
$33.75 million of the $37.5 million of Certificates of Beneficial Interest {the *Certificates”) in Yosemite
Securities Trust ! is identical to the stated yield of these Certificates. in addition, this 11% yield is identical
to the yield on the remaining $37.5 million of these Ceriificates purchased by Citibank at the cicsing of this
transaction in November 1998.

As such, | am of the opinion that the pricing at which Enron is selling these Certificates to LIM reflects the
market yield forthese centificates. (LJM2 intends to resell these certificates to Condor within one week of
its purchase of these ceniificates).

If you have any questions or comments, please let me know.
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LJM2 APPROVAL SHEET

is Approval Sheet should be used to spprove Enron’s parttipauon i any ramsactions mvolving LM Cayman, LP. ("LMID or
- 472 Co-lavestment, L ("13M27) LIMI and LIM2 wall collecuvely be refered 1o 28 “LIM”™. Thas Approval Shert s i addinon
ot in liew of) any ather Enron 2pprovals that may be required,

GENERAL

Deal name: Rapror

Date Approva: Shest cermplesed: April 18, 2000
Enron person sompieting shis form: Trushar Parel
Expecied closing date: May 4, 2000

Business Unit: Enron Corp.

Business Unit Oniginator, Ben Glisen

This zansaction relates 1o RDUMI and/or  BLIMZ

This wansaction is [J 2 sale by Enron a purchase by Enron Oa covsale with Enron Da co-purchase with Enson and/or

Bother:_creation of hedging squctirr .

Person(s) negotiating for Euron: Ban Glisan

Person(s) negotiating for [IM: Michael Kopper

Legal counsel for Enron: Vinson & Elkins

Legal counsel for LIM: Kirkland & Elilis s~
DEAL DESCRIPTION
Talon 1 LLC ("Talon™) is 2 special purpose eatily organized for the purpose of entering into ceftain derivative tansactions. LIM2,
through its 100% voting tonwol of Talon, has the unilateral ability to make the invesonent decisions for Talon and is not conmacrually

waied 1o execute any deniv wansactions with Exyon. LRM2 will exccute derivative transactions with Harrier ] LLC

+ .amier™), & wholly-owned subsidiary of Enron, to the cxtent those Investment decisions are aligned with LIM2’s investment
ohjectives. Fnron, through Hamier, will offer LIM2 the opportunity to execute derivative instruments selating fo both public and
private energy and telecommunication investments made by Enron.

ECONOMICS

Talon’s disibutions 10 equity holders will be limited by earnings 3t Talon. To the exient there are earnings and sufficient cask 1o

distribute, distributions will be made according to the itowing waterfall:

o First, $41 million to LIM2

s Seccond, distributions as necessary until LIM2 receives a 30% IRR over the term of the structure {unless the IRR was achieved
through the 541 million disrribution above}

«  Third, 100% to the special limited parmership interest, Hamier I LLC, 2 wholly-owned subsidiary of Envon

DASH
See antached.
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LIM APPROVAL SHEET

Page 2

ISSUES CHECKLIST
Sale Opuions

i

1f this wansaction is 3 saie of an asset by Exron. whick of the following options were considered and rejected:
DCondor LUEDIN OTherd Party  ODirect Saie. Please explan: Not a sale of an asset by Enron
Will this Tansachos be the most beneficial alternative to Envon?  2Yes ONo. f no, please explain:

Were any other bids/effers received in connection with this transacton? OYes ©No. Please explain  Private
szructured finance transaction

2. Prior Obiigations

2. Does this Tansaction involve a Qualified Investment (as defined in the JED! I] parmership agreement)? OYes  ©No. If
yes, please expiain how thus 1ssue was resolved: -

b.  Was this tansaction required to be offered to any other Earon affiliate or.othet parfy pursuant to a contractual or other
obligation? OYes  EINo. If yes, please explain: .

3. Terms of Transacton

2. What are the benefits (financial and otherwise) to Enron in this transaction? OCash flow OEamings
BOther: Ability 10 hedge mark-to-market exposwe on investments in publicly and privatety held companies

b.  Was this transaction done strictly on an arm’s-length basis? EYes (ONo. If no, please explain:

€. Was Envon advised by any third party that this vansaction was not fair, from 2 financial perspective, to Enron?

OYes BNo. If yes, please explain: .

d.  Areall LJM expenses and f-pocket costs (including legal fees) being paid by LIM? OYes ENo. U o, is
this market standard or has the economic impact of paying any expenses and out-of-pocket costs been idercd when
respending to items 1.b. and 3.b. above? &Yes DNo.

4 Compliance '

2. Will this ransaction require disciosure as a Certain Transaction in Envon’s proxy staiernent? BYes DONeo.

b. Wil this transaction resultin any compensation (as defined by the proxy rules) being paid to any Envon employee?
OYes BNo.

¢. Have all Enron employees’ involvement in this ion on behaif of LIM been waived by Enron’s Office of the
Chairman-in accordance with Enron’s Cenduct of Business Affairs Policy? BYes 0ONo.  If ne,’ please explain:

d:  Was this ransaction reviewed and approved by Enron's Chief Accounting Officer? 8Yes OINo.

¢ Was this wansaction reviewed and approved by Enron's Chief Risk Officer? &Yes ONo.

{ Has the Audit Committer of the Enron Corp. Board of Directors reviewed all Enron/LIM transactions within the past
twelve months? OYes ©No. (The Audit Committee has not held a meeting since L/M2's formation.) Have all
recommendations of the Audit Commitice relating 1o Enroo/LTM . transactions been taken into account in this
transaction? OYes ONe.
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LIM APPROVAL SHEET
Page 3 -

*PPROVALS Name Signature Date

_ asiness Unit Ben Giisan

Business Unit Legal

Enron Corp. Legal Rex Rogers
Giobal Finance Legal Scott Scfton
RAC Rick Buy' 724
Accounting Rick Causev {
Exccutive JefT Skilling
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ENRON DEAL SUMMARY

DEAL NAME: Raptor Date Compicted: Apnl 18, 2060
Originated: Enron Corp. Investment Anatyst: Chns Loehr

Expecred Closing Date: 41800 [ovestnent Type: Equiry
Expected Funding Date: 5:04/00

INVESTMENT
LIM2 Capiral Comumutment § 30.000.000

DEAL DESCRIPTION
Talon [ LLC (“Talon™) 1s 2 spe<izl pupese entity organized for the purpose of entering into czrain denvative
gapsactions. LIM2, through its 100% voting conwol of Talow has the umiiateral ability to make the investment decisions
for Talon and is not contracwally obligated o execute any derivanve ansactions with Enron. LIM2 will execute
derivative ransachons with Harmier I LLC (“Harmier™), a wholly-owned subsidiary of Enron, to the extent those
investment decisions are aligned with LIM2's investment objectives. Enron, through Harrier, will offer LIM2 the
opportunity {o execute derivative insiruments relating to both public and private energy and telecommunication
investments made by Enron.

TRANSACTION SUMMARY

*  On April 21, 2000, LIM2 will purchase 100% of the voting interest in Talon for $30,000,000

*  Talon is a bankruptcy remote, special purpose vehicle that will be capinlized with:

*  LIM2'scapital investment

®  Aseres of forward sales on Enson shares (5500 million of gross value but $350 million of net value afier a 30%
liquidity discount has been ascribed given the resmictions imposed on the underlying shares) resulting in ultimate
ownership by Tzlon of Enron common stock

*  The sale of puts on (7 million) Envon shases with a saike of {$57.50], @ maturity in [six months] from close and 3.
premium due of [$6] per share.

* Inexchange for the above capitzlization, Talon will provide Harrer: (i) a $400 million note whose principal is
convertible into derivarives, and (i) a special limited parmership interest in Talon initially valued at $1,000.

*  To limit Talon's exposure to the mark-to-market movements of the underlying derivative transactions, Talon and
Harzier agree to limit the notional amount of swaps and premiums paid as follows: (i) up 10 $1.5 billion notional value
of at-the-money swaps, (if) up to $400 million of net premiums on other derivative ransactions, and {iif) up 10 §1
billion of loss on premjum paid derivatives.

*  LIM2 will have a fair market value put for its membership interest in Talon that allows LIM2 1o put its intercst back to
Harrier in the event thas LTM2 has not received the greater of $41 million or a 30% IRR by October 31, 2000. Enron
has provided support for Harrier's financia! obligation under such an event in the form of a guaranty.

® At the maturity of the structure, Talon will liquidate the excess value, if any, of the Enron shares under the forward
sales over the derivative losses, if any, at Talon and any principal outstanding on the Talon note. The excess proceeds,
if any, will be disaibuted to LIM2 and Harrier in accordance with their capital accounts and the disribution waterfall.

INVESTMENT RETURN SUMMARY

Base Case Return
It is expected that Talon will have camings and cash sufficient to disiribute $41 million to LIM2 within six months,

yielding an annualized rerum on investment to LIM2 of 76.8%

Distributions
Talon's distributions to equity holders will be Limited by eamings at Talon. To the cxtent there are eamnings and sufficient
cash to diswibute, diszributions wiil be made according to the following waterfall:
e First, $41 million to LIM2
*  Secood, distributions as necessary unti! LIM2 receives a 30% IRR over the term of the structure {unless the IRR
was achieved through the $41 million distribution above)
e Third, 100% to the special limited parmership interest, Harrier I LLC, a wholly-ownied subsidiary of Enron
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In the event that LIM2 has not received the greater of $41 million or 2 30% [RR on its investment by October 31, 2000,
LIM2 will have a fair market value put whereby LIM2 can put its interest in Talon back to Harrier. The fair market value

of the merabership interest is determined largely by Enron’s stock price and is summarized below:

Enron Stock Price | Fau Market Put Vaiue | LIM2 IRR
[$57.50 { 34 1.0 million 76.8%
1348.95 i 3345 million 30.0%
[548.35 1 $30.0 million 0.0%

Expenses

Enron has agreed 1o cover all of LIM2's accounting and legal expenses related to this tznsaction. Enron will cover

expenses related 1o formation of the structure as well 2s ongoing expenses.

Page 2
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APFROVALS

Business Unit Originator

Business Unit Legai

Name Signature Date
Ben Glisan y £or2
Viiet ainen S S $-2300

t ' AF100188

Page 3

~EOIA CONFIDENTIAL
TR;‘%AMEN‘! REQUESTED
BY ANDREW FASTOW"



225

LJM2 APPROVAL SHEET

Thi< Approval Shest shouid be used 10 approve Earon’s participation ir any tansactions involving LIM Cayman, LP. ("LIM1™} or
L 2 Colnvestment, LP. (“LIM2™). LIMI and LIMZ wiil collectiveiy be referred 10 as “LIM™. This Approval Sheet is in
addition to {not in lieu of) anv other Enron approvals that mav be reguired.

GENERAL

Deal rame: EECC Blue Dog Turbine Purchase

Date Approval Shest completed: as of 05/12/00

Enron person completing this form: Gehle/Marlow/Kelly
Expected closing date: 05/12/00

Business Unit: Enron Enginecring & Construction
Business Unit Originator: Fred Kelly

This vansaction relates 1o OLIM] and/or HILIM2.

This uansaction is 3 a sale by Enron Da purchase by Enson Ba co-sale with Envon Oa co-purchase with Enron and/or
Bother:_An option agresment lo purchase twrbines.

Person(s) negotiating for Envon: Fred Kelly
Person(s) negotiating for LYM: Michac! Hinds

... Legal counsel for Enron: David Bargainer

t

Legal counsel for LTM: Mike Edsall. Amy Harvey "
»
DEAL DESCRIPTION I :%“'
LIM2 will enter into a Letter of Agreement with General Electric Company to acquire the rights to purchase two PG7121EA Gas {'-
Turbine Generator Sets. LIM2 will appoint EECC as its Agent 1o negotiate the Purchase Agreement and EECC will enter an Option L («’
7 wment with LIM2 to acquire LTM2's rights to purchase the two Gas Turbine Generator Sets. 7 ,}ij
. r -1

In considesation of LIM2s role in facilitating this transaction, EECC will pay LTM2 a non-refundable option payment of $846.378. In
consideration for EECC acting as Agent for LIM2 in negotiating this transaction. LIM2 will pay EECC a pro-rated Agency Fee of
$100,000 for each six months the Agency agreement is in cffect.

In the event that EECC fails to compicie negotiation of the Purchase Agrecment by May 31, 2000 and the Jetter agreement is
terminated by-either party, EECC shall pay LIM2 as liquidated damages all amounts paid by LIM2 1o GE under the Letter Agreement
including the $2,000,000 initial payment. EECC will also reimburse LYM2 for the amount of the Ag=ncy fee payabie by LIM2, and
for all transaction costs incurred by LIM2 as a result of such faiture. The Purchase Ags is y plete, however, and
it is definitely expected that it will be executed by May 31, 2000,

EECC will have the option 1o acquire the turbines until November 10, 2000. 1t is anticipaied that by that date EECC will identify 2
profitable power project opportunity within Enron or with a third party in which to utilize the turbines and will exercise its option to
purchase the turbines from LIM2. aithough there is no obligation for EECC to exercise such option.

ECONOMICS
This transaction will require EECC 1o pay the above-mentioned amounts 1o LIM2. Additionally. if EECC elests to exercise its option,

it will acquire LJM2's rights to 2cquire the turbines, for the then Fair Market Value of the wrbines.

This transaction will allow EECC to potentially secure these rurbines off balance sheet until it is clear on which project opportunity
and under which structure they will be employed.

DASH
Please reference the approved DASH dated 04/14/00 and the approved Amendment dated 04/28/0C. Please note that the LYM2 option

premium and the commitment fex, combined, is higher than $200,000 anticipated in the original DASH. Please also note the

liquidated damages that will apply in the event EECC is unable to plete the iation of a Purchase Agr by May 31,2000
\.JES CHECKLIST

1 Saie Options

€My DonummnLiM Approval shea dne AF100201
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LIM APPROVAL SHEET

Page 2

& Ifthis transaction is 2 sale of 48 asset by Enron_ which of the following options were considered and rejeesed:

OCondor LOJEDIH OThird Party  {IDirect Sale. Please explain; this mansaction involves the purchase of
an asset {the option).

b, Will this rransaction be the most beneficial alternative 1o Envon?  EYes  [No. If no. please explain:

¢ Weze any other bi reczived in ion with this ion?  OYes BNo. Please explain: in view of
time ints LIM2 is idered the most expeditious vehicle for this transaction, Enron accounting and finance
staff agres that the terms of the agreaments with LIMZ are fair and at market for LIM2"s role in this tansaction.

2 Prior Obligations

5 Does this pansaction invoive 2 Qualified Investment (a5 defined in the JEDI Il partnership agresment)? [iYes  EiNo, It
yes. pleass explain how this issue was resolved: .

b, Was this vansaction required to be offered to any other Enron affiliate or other party pursuant 1o a conwactual or other
obligaticn? OYes  EINo. If yes. please sxpiaint .

kX Terns of Transsction

a,  ‘Whatare the benefits (financial 2nd otherwise) to Enron in this mansaction? [ICash flow DEamings
EI0ther: Since there is not 3 specific identified use for the turbiiies &t this time, this Tansaction witl provide sccounting
flexibility and will avoid the need to carry the tansaction on Exnvoa's balance sheet

b, Was this vansaction done sirictly on an arm's-length basis? BYes CINo. If no, please explain:

. Was Enron advised by any third party that this transaction was not fair, from s financial perspective. o Enron?

OYes BNo. I yes, please explain:,

4. Arcall LIM expenses and out-of-pocket costs (inchuding legal feas) being paid by LIM? OYes BNo. I o, is
this market standard or has the ecanomic impact of paying any expenses and f-pocket costs been idered when
responding 1o items 1.b. and 3.b. abova? BiYes ONo.

4 Compliance ’
2. Will this ion require disch as 3 Certain T ion in Enron’s proxy statement? ®Yes  [INe.
b Wil this transaction result in any compensation [as defined by the proxy rules) being paid to any Enron employes?

OYes EiNo.
Have all Ecron employees’ involvement in this ion on behalf of LIM been waived by Enran’s Office of the
Chairman in accordance with Enron's Conduct of Business Affairs Policy? ®1Yes ONe.  If na, pleass  explain:

4. Wasthis mensaction reviewed and approved by Emon's Chief Accounting Officer? E1Yes [iNo.

& Was this transaction reviewed and approved by Enron’s Chief Risk Officer? &Yes LINo.
f. Has the Audit Commitiee of the Enron Corp. Board of Directors reviewed all Enron/LIM ions within the past
1welve months? DOYes ©No. (The Audit ‘Comminee has not held 2 meeting since LIM2's formation.) Have all
dations of the Audit Commi selating to EnronlJIM wansactions besn taken into account in this

transaction? LIYes ONo.
AF100202
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LJM APPROYAL SHEET
3

Page
SPROVALS Name
Business Unit Fred Kelly/Larry 1220
Business Unit Legal Jjohn Schwanizenburg
Enron Corp. Legal Rex Rogers 7 -
Globat Finance Legal Scats Sefion < N £.23.00
RAC Rick Buv A/ % Brcir s Aoy by P br T o8] 5o
] v
Accounting Rick Causev @L,p— 4. d\, / Shi juo
Executive Jeff Skilling 4 /
~ Verol from Bt &
n \;/&57 3
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PRIVATE PLACEMENT MEMORANDUM CONFIDENTIAL
LIM2 CO-INVESTMENT, L.P.
$200,000,000
Limited Partnership Interests
This Private P! M dum ("M dum") is being furnished to prospective investors
on a confidential basis in order that such prospective investors may consider an investment in limited
partner interests {the “Interests”™) in LIM2 Co-1 LP.a2Del Hmited p hi

{"LIM2" or the “Partmership”), and may not be used for any other purpose. Each pmenlial investor,
by accepting delivery of this Memorandum, agrees not to make a photocopy or other copy or to
divulge the contents hereof to any other person other than a legal, business, investment, or tax
advisor in connection with obtaining the advice of such person with respect to this offering.

The Interests are being offered ina private placement to a limited number of aceredited Investors and
will not be registered under the Securities Act of 1933, as amended (the “Securities Act” ). or any
state securities laws. Accordingly, unless a disposition is exempt from the regi

of such laws, the Interests must be held until the Partnership is qumdated, In addlﬁon. the
transferability of the Interests will be restricted by the Amended and Restated Limited Partnership

Agreement of the Partnership (the “Pannership Agreement”).

This Memorandum is intended to present, among other things, 2 general cutline of the objectives and
structure of the Partmership. The Parmership Agreement, which specifies the rights and obligations
of the partners, should be reviewed ﬂ:omughlybyeach prospective investor. The summary of certain
pmvxsions of the Pannersmp A contained hereinis ily incomplete and is qualified

by tosuch P Copies of the Partnership Agreement and other refevant
materal will be made ava.dable to prospecﬂve investors upon request.

1n making an Investment decision, investors must rely on their own examinatior of the Partnership
and the terms of the offering, including the merits and risks involved. Each prospective investor
or its representative may request coples of such documents, ask questions, and obtain additional
information reasonably necessary to verify the acewracy of the information contained in this
Memerandum. Except as provided herein, no person has been authorized in connection with this
offering to give any Information or to make any representations other than as contained in this
Memorandum.

The Interests have not been approved or disapproved by the Securities and Exchange Commission
{"SEC") orany state securities comraission, and neither the SEC norany state securities comrnission

has passed upon the accuracy or adequacy of this Memorandum. Any representation to the contrary
is a criminal offense.

Merrill Lynch & Co.
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Investment in the Interests described herein will involve significant risks, including those described
in the section titled "Risk Factors™ below, Investors should have the financial ability and willingness
to accept the risks and lack of liguidity which are characteristic of the investment described herein.

Prospective investors are not to construe the contents of this Memorandum as legal, investment,
business, ortax advice. Each investor should consultits own counsel, accountant, and other advisors
as to legal, investment, business, tax, and related aspects of a purchase of the Interests offered
hereby. The Partnership is not making any representations to any offeree or purchaser of the
Intesests regarding the legality of an investment therein by such offeree or purchaser under
appropriate legal investment or similar Jaws.

The Partnership reserves the right to withdraw this offering of the Interests at any time and the
Partnership and LIM2 Capital Partners, LLC, a Delaware limited liability company that is the general
partner of the Parmership (the “General Partner”), reserve the right to reject any comumitment to
subscribe for the Interests in whole or in part and to allot to any prospective investor less than the
full amount of the Interests sought by suchinvestor. The General Partner and certain related persons
rmay acquire for their own account a portion of the Interests.

This Memorandum does not constitute an offer to sell, or a solicitation of an offer to buy, any
Interests in any jurisdiction where, or to or from any person 10 or from whom, such offer or
solicitation s unlawful or not authorized.

None of Earon Corp., an Oregon corporation ("Enron”), and its subsidiaries has issued, or
guaranteed any payments with respect to, the Interests, and none of Enron and its subsidiaries is
responsible for the financial or other performance of the Partnership.

This Memorandum includes or incorporates by reference forward-looking statements within the
meaning of Section 27A of the Securities Act and Section 21E of the Securities Exchange Act of
1934, as amended. Al statements other than statements of historical facts included in this
Memorandurm, including, without limitation, statements regarding the Partnership's future financial
position, business strategy, and plans and objectives, including the ability of the Partnership to
participate in investment opportunities generated by Enron and its subsidiaries, are forward-looking
statements. Important factors that could cause actual results to differ materially from those
anticipated by the Parnership include the willingness of Enron to permit the Partnership to
participate in investment opportunities generated by Enron and its subsidiaries, the success of the
Partnership in identifying other investrent opportunities, the ability of the Partnership to participate
in such investments on terms acceptable to the Partnership, and the actual performance of the
investments in which the Partnership participates. Although the Partnership believes its expectations
are reasonable, it can give no assurance that its investment objectives will be achieved.

No person has been authorized to give any information or to make any representation conceming the
Partnership or the offer of the Interests other than the information contained in this Memorandum,
and, if given or made, such information or representation must not be relied upon as having been
authorized by the Partnership, the General Partner, or Merrill Lynch & Co. The information
contained in this Memorandum has been compiled as of October 13, 1999 {except as otherwise
stated herein), Certain information presented herein about Enron has been compiled from publicly

if
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available sources. Enron has not prepared this Memorandum and Enron has not approved or
endorsed the contents of this Memorandum. Neither the delivery of this Memorandum at any time,
nor any sale hereunder, shall under any circumstances create an implication that the information
contained herein is correct as of any time subsequent to such date, and none of the Partnership, the
General Partner, and Memill Lynch & Co. undertakes an obligation to update or revise the
information contained in this Memorandum, whether as a result of new information, future events
or otherwise. The information is from sources believed to be reliable, but none of the Partnership,
Merrill Lynch & Co., and any other person has independently verified the information contained
herein.

Merrill Lynch, Pierce, Fenner & Smith Incorporated has been engaged as placement agent in
connection with the formation of the Partnership and may use its affiliates to assist in its placing
activities. Reference in this Memorandum to “Merrill Lynch & Co.” shall be deemed to include
Merrill Lynch, Pierce, Fenner & Smith Incorporated and, where the context so permits, its affiliates
that assist in its placing activities.

E 15002
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[. EXECUTIVE SUMMARY
Introductien

LIM2 Co-Investment, L.P., a Delaware limited partnership. ("LJM2" or the “Partnership™), is being
organized by Andrew S. Fastow, Executive Vice President-and Chief Financial Officer of Enron
Corp., an Oregon corporation ("Enron”), to make privately negotated equity and equity-related
investments in energy- and communications-related businesses and assets. The Partnership expects
that Enron will be the Partnership’s primary source of investment opportunities and that the
Partnership will (i) co-invest with Enron or its subsidiaries in new investrents in, or acquisitions
of, businesses and assets, and (ii) rnake investments in, or acquire aninvestment interest from Enron
or its subsidiaries refating to, existing assets or businesses owned by Enron or its subsidiaries. Itis
expected that in connection with the foregoing investments, Enron will retain a significant economic
or operating interest in the businesses or assetsin which the Partmership invests. The Partnership may
also from time to time make investments in businesses or assets where Enron has no involverent.
This is the second such fund formed by Mr. Fastow targeted at investing primarily in companies
owned of controlled by Enron. The Partnership's objective is to generate an annualized internal rate
of return (“IRR") in excess of. 30% to investors in the Partnership after payment of all Partnership
fees and expenses and payment of the carried interest to the General Partner.

Enron, headquartered in Houston, Texas, is ane of the largest sellers of natural gas and electricity
inderegulated and privatized markets on three continents. Additionally, Enron is the largest provider
of energy risk management services in the world and owns the largest natural gas pipeline system
in the U.S. Ewron is also constructing a 10,000 mile nationwide fiber-optic telecommunications
network. Enron is frequently characterized as the agent of change in the rapidly deregulating and
privatizing energy markets and has been named the *Most Innovative Company in the World™ for
four consecutive years by Fortune. Enron currently ranks among the Fortune 100 companies with
annual revenues of over $30 billion. Importantly, Enron has made investments of over $7 billion
in each of the last-two years in a variety of energy-related businesses and currently owns merchant
investments of over $10 billion. See- “Overview.of Enron.” Under Mr. Fastow's management, the
Parmership expects to have the opportunity to co-invest with Enron in many of Enron’s new
investment activities and the opportunity to acquire existing Enron assets on a highly selective basis.
This access to deal flow should provide the Partnership with unusually atractive investment
opportunities. )

The target size of the Partnership is $200 million. The General Partner reserves the right to accept
additional commitments in excess of $200 million. The Partnership is expected to generate
significant co-investment opportunitles for investors in the Partnership because the Partnership will
be limited to investing no more than 10% of its committed capital in any one company, and the
General Partner expects many of the opportunities the Partnership pursues to require capital in excess
of the amount the Partnership is able toprovide-under this diversification limitation, Co-investment
amounts will not be subject to a carried interest.

The General Partner of the Partnership will be LIM2 Capital Partners, LLC, a Delaware limited
liability company (the “General Partner”), an entity owned and controlled by one or more of the
Principals (as defined below).- The Partnership will be managed on a day-to-day basis by a team of

1
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three investment professionals wha all currently have senior level finance positions with Enron:
Andrew S. Fastow, Michael ]. Kopper, and Ben Glisan, Jr. (collectively, the “Principals®). The
Principals will continue their current responsibilities with Enron while managing the day-to-day
operations of the Partnership. See— “Risk Factors — Dependence on Key Personnel” and “Conflicts
of Interest - Dual Role of Principals.”

Investment Opportunity

The Principals believe that L]M2 provides investors with an unusually attractive investment
opportunity for the following reasons:

Access to Significant Proprietary Deal Flow. Enron has extensive deal origination capability
that is derived from approxirmately 2,000 fully dedicated Enron-employed origination and
monitoring professionals located around the world. The deal flow emanating from this
origination infrastructure has resulted in Enron making over $7 billion of energy-related
investments in each of the last two years and holding merchant investments of over
$10 billion. As a result of Enron’s in-house deal sourcing capability as well as its Jeading
market position in most businesses in which it operates, Enron frequently has access to
investment opportunities that are not available to other investors. The Partnership expects
to benefit from having the opportunity to invest in Enron-generated investment apportunities
that would not be available otherwise 1o outside investors.

Enron’s Investment Record. Enron’s record as a successful investor is reflected in returns
it has generated for its shareholders as measured by the appreciation in its common stock,
which, from January 1, 1830, through Septemnber 30, 1999, has increased 641% (price
increase plus assurped re-investment of dividends), as compared to returns of 363% for the
S&P 500 and 141% for the S&P Energy Index for the same periad. Furthermore, Enron has
successfully managed two institutionally funded private equity partnerships, Joint Energy
Development Investiments Limited Partnership ("JEDII") and Joint Energy Development
Investments [I Limited Partnership (“JEDI II"), which have generated (or are estimated to
generate, as the case may be) an IRR afier payment of fees and expenses of the partnership
and payment of a carried interest, if any, to the parmerships’ general partners (each, a “Net
IRR™) of 23% and 194%, respectively, compared to targeted IRRs for the partnerships on
invested capital befare fees, expenses, and carried interest (a “Gross IRR”") of 15% and 20%,
respectively. The General Partner believes that a significant portion of this superior
performance can be attributed to the quality of investment opportunities sourced by Enron.
See - “Summary of Investment Experience.”

Enron’s Capabilities to Analyze and Structure Investments and Operate Assets. Over the
years, Enron has developed a rigotous process of investment analysis, which employs
approximately 130 professionals in varying disciplines such as engineering, research, credit,
tax, legal, accounting, insurance, and risk analysis. As LJMZ expects that it primarily will
be investing in assets in which Enron has an interest, itshould benefit from Enron’s expertise
in all areas relating 1o the investment in and management of energy and communications
assets, including the physical and financial risk management of energy assets and extensive

E 15007
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operating capabilities in all aspects of the energy industry and certain aspects of the
communications industry.

The Ability to Evaluate Investments with Full Knowledge of the Assets. Due to their active
involvement in the investment activities of Enron, the Principals will be in an advantageous
position to analyze potential investnents for LIM2. The Principals, as senior financial
officers of Enron, will typically be familiar with the investment opportunities LJM2
considers. The Principals believe that their access to Enron's information pertaining to
potential investments will contribute to superior returns.

Speed and Knowledge Advantage of LJM2. LJMZ2 will be positioned to capitalize on Enron's
need to rapidly access outside capital due to the Principals’ familiarity with Enron’s assets
and their understanding of Enron's objectives, which should facilitate LJMZ2's ability to
quickly execute transactions. This ability to act quickly is invaluable to Enron and should
enhance the flow of opportunities for LJM2.

Investment and Financial Expertise of Principals. The Principals are a group of highly
talented financial professionals with extensive experience originating and structuring
complex transactions. This experience has given the Principals the ability to create
innovative financial structures around investments, which should enhance returms to
investors in LIM2. The Principals have been involved in managing JEDI [ and JEDI IL

The Principals

The day-to-dayactivities of the Partnership will be managed by Messrs. Fastow, Kopper, and Glisan.
Each of the Principals has spent a significant portion of his professional career in energy and
communications investing, structured finance, and risk management (including substantial
involvement in the organization, operation, and investment management of each of JEDI I and
JEDI 1), and, as a team, the Principals possess specific expertise necessary to maximize the
Partnership’s performance.

Andrew S. Fastow, Executive Vice President and Chief Financial Officer of Enron, has been the
Chief Financial Officer of Enson since 1997; prior to that, he was a Managing Director and principal
financial officer for Enron Capital & Trade Resources Corp. (*“ECT"), Enron’s principal merchant
and investing subsidiary. In these capacities, he has been involved in structuring and managing many
of Enron’s investments. Mr. Fastow has been with Enron for nine years. Michael J. Kopper,
Managing Director in Enron’s Global Equity Markets Group, is responsible for Enson’s Global
Equity and Structured Finance businesses. He has been with Enron for five years. Ben Glisan, Jr.,
Vice President in Enron’s Global Equity Markets Group, is primarily responsible for Enron's
structured finanice activity. Mr. Glisan has been with Enron for three years. Summary biographies
of the Principals are included elsewherse in this Memorandum. See - “Management of the
Parmership - Biographies of the Principals.”

The Principals will remain employees of Enron and will devote such of their business time and

attention as they deem reasonably necessary to manage the affairs of the Partnership, subject to their
obligation to devote their business time and attention primarily to the discharge of their

3
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responsibilities as senior financial officers of Enron. The Partnership should also benefit indirectly
from time spent by the Principals in evaluating and structuring investments for Enron. as many of
these investments may become candidates for investment by the Partnership.

E 15009

Confidential Treatment Requested By Wilmer, Cutler & Pickering



239

II. INVESTMENT STRATEGY
Investment Strategy

LJM2 believes that it will be uniquely positioned to capitalize on Enron’s need for outside capital
due to the Principals’ familiarity with Enron’s assets and their understanding of Enron’s objectives
and LJM2's ability to quickly execute transactions. This ability to act quickly is valuable to Enron
and should result in a steady flow of opporturities for the Partnership to make investments at
attractive prices. In order to fully capitalize on its advantages, LIM2 will seek to implement the
following investment strategy:

Invest with Enron. 1LJM2 expects that Enron will be LIM2's primary source of investment
opportunities and that LJM2 will (i) co-invest with Enron or its subsidiaries in new
investroents in, or acquisitions of, businesses and assets, and (ii) make investments in, or
acquire an investment interest from Enron or its subsidiaries relating to, existing assets or
businesses owned by Enron or its subsidiaries. L]JM2 may, however, make investments in
businesses or assets where Enron has no involvement.

Invest in Assets and Businesses Where the Seller Retains an Ongoing Economic Interest.
LIM2 will typically require that the seller {expected to be Enron in most cases) retain a
significant ongoing econormic or operating interest in the assets. By requiring Enron to retain
a significant economic or operating interest in its deals, LJM2 should ensure that it will have
access to the significant resources of Enron in order to manage assets on an ongoing basis.

Capitalize on Financial Expertise. Once a target investment has been identified, the
Principals will seek to enhance the risk/return profile of such investment through the use of
innovative transaction structures and will implement rigorous risk management techniques
in order to seek to protect investments from downside risk.

LJM2 will typically seek to exit transactions either by negotiating co-sale rights or by securitizing
and placing investments into the capital markets. LJM2 will typically have no hold restrictions and
may also individually re-market an investment to industry and financial investors.

Rationale for Enron Providing Investment Opportunities to LYM2

Enron has been active in making investments over the past seven years. It is notable that, as of June
30, 1999, Enron had $34 billion of assets on its balance sheet, but was owner or manager of assets
in excess of $51 billion (the difference between these numbers represents the amount of assets
financed off-balance sheet, often through co-investment partnerships or joint ventures). When Enron
acquires an investment, it may decide to reduce its operating and financial risk by selling a portion
of its investment to co-investors; in many cases, it seeks to maintain an active or controlling role in
the underlying investment.

The pace of sales of investments by Enron to co-investors has increased recently for three reasons.
First, Enron’s investment opportunities continue to accelerate. The global energy markets in which
Enron s a leading participant exceed $1 trillion per year in revenues. The natural gas and electricity

5

Confidential Treatment Requested By Wiimer, Cutler & Pickering

E 15010



240

industries are among the most capital-intensive industries in the world. Enron, as one of the lzaders
in these industries on three continents, must invest significant amounts of capital in order to retain
and enhance.its leadership position. Enron has also recently entesed the communications business,
which has significant investment opportunities as well.

Second, Enron's growth capitat is derived from the sale or partial sale of investments. To capitalize
on its unique growth (as evidenced by its more than $10 billion in merchant investments and its
ability to invest $7 billion a year for the past two years), Enron must have significant capital
resources. Although investments in the natural gas, electricity, and communications industries may
have very attractive rates of return, such investments often do not generate cash flow or earnings in
the first several years. Lack of cash flow may restrict a company's ability to finance the investment
with debt, and lack of current eamnings may restrict a company’s ability to issue public equity. By
bringing in co-investors or by disposing of portions of investments, Enron can finance substantial
growthand make in while maintaining its investment grade credit rating, meeting current
earnings expectations, and retaining desired financial and operating involvement in its investments.

Third, in addition to the equity return earned on its investments, a significant portion of Enron’s
earnings is derived from fees gamered from the physical marketing of commodities, price risk
management (related to those commodities), and asset development and management
Notwithstanding that the initial investment is still generating significant returns, in order to invest
in new, additional fee-generating assets, Enron may sell down investments,

As a result of Enron’s substantial investment opportunities and because of its need to optimize its
financial flexibility, the Principals expect that Enron will continue 1o seek co-investors or to dispose
of portions of investments. The Partnership’s strategy will be 1o capitalize on Enron’s needs by
being a value-added investor for Enron through the Partnership’s ability to invest quickly and its
ablity to structure deals that match Enron’s objectives.

Profiles of Selected Example Investments

Described below are three transactions that Enron either has completed or is in the process of
completing and that are representative of the types of investments in which LJM2 might participate:

East Coast Power LLC - Co-investment with Enron. In February 1999, JEDI I (whose partners are
Enron (or a subsidiary thereof) and California Public Employee Retirement System ("CalPERS"))
formed East Coast Power LLC ("East Coast Power”) in order to acquire assets from Cogen
Technologies Group for a total of $1.5 billion. East Coast Power indirectly owns equity interests
in three combined-cycle natural gas co-generation power plants in New Jersey. Each plant sells
electricity to investor-owned utilities in New York or New Jersey pursuant to long-term power
purchase agreements. The facilities have a combined nameplate capacity of 1,037 megawatts of
electrical power production. By securitizing the power purchase agreements, Enron was able to
reduce the equity capital required to finance the acquisition from 30% to 9% of total capitalization.
This generated base case equity returns in excess of 20% compared to similar projects that typically
generate retums in the low teens. In July 1999, JEDLN soid approximately 50% of its ownership
interestin East Coast Power to a third party, generating 2 Gross IRR of 5048% for the portion of the
investrent sold. Messrs. Fastow and Kopper were involved in the structuring of this ransaction.

[

E 15011

Confidential Treatment Requested By Wilmer, Cutler & Pickering



241

Project Margaux - Investment in Existing Enron Assets. Enron is currently working on Project
Margaux, a new structured finance transaction that monetizes the dividend streams of five European
assets developed or acquired by Enron over the past 10 years. In this transaction, Margaux Holdings,
a newly formed entity, is expected to acquire indirect equity interests in the five European assets
from Enron. Project Margaux would be capitalized with approximately $525 million of high yield
debt or bank debt and approximately $50 million of equity. Repayments of the high yield issuance
or bank facility and a return to the equity investors will come from the distributions made by the
individual projects to their equity owners.

Enron Epergy Services - Investment in an Existing Enron Business. In 1997, Enron created a new
business unit named Enron Energy Services ("EES™). Unlike Enron’s existing businesses, which
were selling energy products and services at the wholesale level, EES was developing a business
model to sell products “around” the utility and directly to various end-users, While this market had
been open previously on a limited basis, new legislation at the state levels was pending that would
open much of the $300 billion market to competition. Mr. Fastow helped Enron obtain investments
in EES by two pension funds totaling $165 million in exchange for 8.7% of the equity of EES.
Based on these investments, the implied market value of EES at the time of the investment was $1.9
billion. Equity research analysts currently estimate the value of EES to be between $4 billion and
$10 billion, which would generate an estimated Gross IRR of between 77% and 229% if the
investors were to liquidate the investment at year-end 1999.

Dual Role Advantages

Mr. Fastow will continue to hold the titles and responsibilities of Executive Vice President and Chief
Financial Officer of Enron, and Messrs. Kopper and Glisan will continue to serve as senjor financial
officers of Enron, while acting as the owners and managers of the General Partner. As a result,
investors in the Partnership should benefit from Mr. Fastow’s and the other Principals’ dual roles
which will facilitate the Partnership’s access to Enron deal flow. The Principals’ dual roles in
managing the Partnership while remaining employed as senior financial officers of Enron, however,
raise certain conflicts of interest that could affect the Partnership. See - "Conflicts of Interest.”
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IT. INVESTMENT HIGHLIGHTS

The Principals believe that the Parmership represents an attractive investment opportunity for the
following reasons:

Access to Significant Proprietary Deal Flow

Enron has extensive deal origination capability that is derived from approximately 2,000 fully
dedicated Enron-employed origination and monitoring professionalslocated around the world. The
deal flow emanating from this origination infrastructure has resulted in Enron making over $7 billion
of energy-related investments in each of the last two years and holding merchant investments of over
310 billion.

Enron's leadership position in the markets in which it competes also creates proprietary investment
opportunities for Enron. The global energy markets in which Enron is a leading participant exceed
$1 willion per year in revenues. The forces of deregulation and privatization are driving the
restructuring of this enormous industry. As gas and electricity markets have opened up in the U.S.
and internationally, Enron has consistently been or has become a market leader. In most deregulated
markets in which it operates, Enyon sells more gas and electricity than any of its competitors,
including the incumbent utilities. This market leader position has led to unique and proprietary
investment opportunities for Enron. Enron bas recently entered the communications business, which
has significant investment opportunities as well.

As aresult of Enron’s in-house deal sourcing capability as well as its leading market position in most
businesses in which it aperates, Enron frequently has access to investment opportunities that are not
available to other investors. The Parmership expects to benefit from having the opportunity to invest
in Enron-generated investment opportunities that would not be available otherwise to outside
investors.

Enron’s Investroent Record

Enron's record as a successful investor is reflected in returns it has generated for its shareholders as
measured by the appreciation in its common stock, which, from January 1, 1990, through September
30, 1999, has increased 641% (price increase plus assumed re-investment of dividends), as compared
to returns of 363% for the S&P 500 and 141% for the S&P Energy Index for the same period.
Furthermore, Enron has successfully managed two institutionally funded private equity partnerships,
JEDI1and JEDI T, which have generated {(or are estimated to generate, as the case may be) Net IRRs
to outside investors of 23% and 1949, respectively, compared to targeted Gross IRRs of 15% and
20%, respectively. See - “Summary of Investment Experience.”

Enron’s Capabilities to Analyze and Structure Investments and Operate Assets

A key element of Enron’s ability to create value has been its ability to structure and implement
complex transactions. Over the years, Enron has developed a rigorous process of investment
analysis, which employs approximately 130 professionals in varying disciplines such as engineering,
research, credit, tax, legal, accounting, insurance, .and risk analysis. This creative approach to

8
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structuring many of its investments has enabled Enron to mitigate downside risk, provide
opportunities for early return of capital, enhance its returns, and provide additional upside
opportunity. The Principals have been the key architects of many of these innovative structures and
will employ such structures, where appropriate, for the benefit of investments made by LJM2. Since
LJM2 expects that it primarily will be investing in assets in which Enron has an interest, it should
benefit from Enron’s expertse in all areas relating to the investment in and management of energy
and communications assets, including the physical and financial risk management of energy assets
and extensive operating capabilities in all aspects of the energy industry and certain aspects of the
communications industry.

‘The Ability to Evaluate Investments with Full Knowledge of the Assets

Due to their active involvement in the investment activities of Enron, the Principals will be in an
advantageous position to analyze potential investments for LJM2. The Principals, as senior financial
officers of Enron, will typically be familiar with the investment opportunities the Partmership
considers. The Principals believe that their access to Enron’s information pertaining to potential
investments will contribute to superior returns.

Speed and Knowledge Advantage of LJM2

LJM2 will be positioned to capitalize on Enron’s need to rapidly access outside capital due to the
Principals’ familiarity with Enron’s assets and their understanding of Enron’s objectives. The
Principals’ positions at Enron should enable them to recognize investment opportunities early, to
make decisions quickly, and to structure investments to meet LYM2's and Enron’s objectives. This
ability to act quickly is invaluable to Enron and should enhance the flow of opportunities for the
Partnership.

Investment and Financial Expertise of Principals
The Principals are a group of highly talented financial professionals with extensive experience in
originating and structuring complex transactions. This experience has given the Principals the ability

to create innovative financial structures around investments, which should enhance returns to
investors in LJM2. The Principals have been involved in managing both JEDI I and JEDI 1.
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IV. SUMMARY OF INVESTMENT EXPERIENCE

The Principals have extensive experience in originating, structuring, and executing complex
transactions, and each has had extensive involvement in the organization, investment activity. and
operations of JEDI I and JEDIII. The Principals believe that the performance information tegarding
JEDIIand JEDI I psesented below will be useful to investors considering an investment in LJM2
because of the Principals’ involvement in JEDI I's and JEDI I's investment activity, and because
the investments made by those partnerships are indicative of some of the types of investment
opportunities that will be available to LJM2. Prospective investors should note that past
performance is not necessarily indicative of futureresults, and there can be no assurance that LJM2
will achieve comparable results. Prospective investors should also note that there are material
differences between LJM2 and each of JEDI I and JEDI 1, including overlapping but different
investment mandates (JEDI I and JEDI 1T target co-investment with Enron in new energy
investments, but cannot purchase existing investments from Enron) and different profit-sharing
arrangements among the partners, which should be considered when evaluating the investment
performance information presented below.

JEDI I was formed in 1993 with $500 million of capital commitments. Enron and CalPERS each
contributed $250 million to JEDIL Enron Capital Management, L.P., an affiliate of Enran, is the
general partner of JEDIL. The investment guidelines for JEDI1 were to achieve a Gross IRR 0f 15%
by investing in new investments (primarily natural gas-related) made by Enron in the debt, equity-
linked, and equity securities of energy companies located in the U.S. Using a combination of
contributed capital, debt financing, and reinvestment of investment proceeds, JEDI I invested $2.1
billion in 63 separate transactions. Upon a sale of its interest in JEDI 1 in 1997, CalPERS realized
$383 million on its $250 million of contributed capital, generating a Net IRR 1o CalPERS of 23%.

JEDI I was formed in 1997 with $1 billion of capital commitments. Enron and CalPERS each
committed $500 million to JEDIIL. Enron Capital Management IT Limited Parmership, an affiliate
of Enron, is the general partner of JEDI I The investment guidelines for JEDI I are to achieve a
Gross IRR of 20% by investing in new investments (energy-related) made by Enron in debt, equity-
linked, and equity securities of energy companies located in the U.S. and internationally. Usinga
combination of contributed capital, debt financing, and reinvestment of investment proceeds, JEDI
11 has invested $810 million in 31 separate transactions to date. As of June 30, 1999, the partners
of JEDI I had made capital contributions to JEDI T of $237.5 million. The Principals estimate that,
if JEDII's unrealized investments had been liquidated for their then fair value and JEDI I had been
liquidated as of June 30, 1999, the unrealized value of CalPERS" $118.8 million of contributed
capital would have been $214.7 million, generating a Net IRR to CalPERS of 194%.

The estimated value of JEDI II's investments is determined in accordance with the fair value
accounting methodology. Generally, an investment's “fair value” is an estimate, based on a variety
of factors, of the amount that may be realized currently upon an orderly disposition of such
investment; under the fair value accounting methodology, the carrying value of investments is
periodically increased or decreased to reflect changes in their fair value, even where no realization
event has occurred. For publicly traded securities, fair value is based upon quoted market prices; for
securities that are not publicly traded, fair value is detenmined based on other relevant factors,
including dealer price quotations, price activity for comparable instruments, and valuation pricing
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models. “Fair vajue” is only an estimate of current value for an unrealized investment. The actual
realized return on all unrealized investments will depend on the value of the investments at the dme
of disposition, any related transaction costs, and the manner of disposition. Accordingly, the actual
realized returns on all unreaized investments may differ materially for the valtes indicated herein.

Summary of Investment Experience®™
{$ in millions, as of June 30, 1999)
Value
Year Contributed Estimated
Pa.rtnershxp Established __ Capital Realized  Unrealized™®  Total  Net IRR®
JEDII 1993 $250.0 $383.0 $0.0 $383.0 23%
JEDIO 1897 118.8 0.0 214.7 214.7 194%

“This table presents investment performance information for the outside investor in each of JEDI 1 and JEDI 1.

The amounis shown undes the headings “Contributed Capital,” “Realized,” “Esti d Unreali:

“Net IRR" represent the performance investment for such outside investor.

d,” 'Toul,' and

®Unrealized values are accounted for under the fair value accounting methodology. Generally, an investment's
“fair value® is an estimate, based on a variety of factors, of the amount that may be realized currently upon an
ordesly disposition of such i ; under the fair value accounting methodology, the carrying value of
investments is periodically increased or decreased to reflect changes in their fair value, even where no realization
event has occurred. For publicly traded securities, fair value is based upon quoted market prices. For securities
that are not publicly traded. fair value is deterrined based on other relevant factors, including dealer price
quotations, price sctivity for comp i and valuation pricing models.

"The fees, expenses, and carried interests of JEDI I and JEDI Il are different from the proposed terms of the
Partnership.

11
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V. MANAGEMENT OF THE PARTNERSHIP
Overview

The General Partner of the Partnership is LJM2 Capital Partners, LLC, a Delaware limited liability
company owned by one or more of the Principals. The manager of the Partership is LIM2 Capital
Management, L.P., a Delaware limited partnership ("Manager~). and as such will manage the day-to-
day affairs of the Partnership. The Manager is owned, directly and indirectly, by the Principals.
Each of the Principals is and will remain an employee of Enron. Enron’s Office of the Chairman has
waived certain provisions of Enron’'s employee code of conduct to permit the Principals to form and
operate the Partnership. and Enron’s Board of Directors has ratified that waiver as it applies to Mr.
Fastow. The Principals will devote such of their business time and attention as they deem reasonably
necessary to manage the affairs of the Partership, subject to their obligation to devote their business
time and attention primarily to the discharge of their responsibilities as senior financial officers of
Enron. The Partnership should also benefit indirectly from time spent by the Principals in evaluating
and structuring investments for Enron, as mamy of these investments may become candidates for
investment by the Partnership. The Principals also have plans to hire additional personnel to provide
support services to the Partnership. Furthermore, the Manager will enter into a support services
agreement with Enron, pursuant to which the Manager will receive and pay for certain support
services from Enron. See - “Risk Factors - Dependence on Key Per 1.”

Conflict of Interest

One of the most challenging due diligence issues for the Partnership is the potential for a conflict as
a result of the Principals’ dual positions as Enron employees and Principals of the Partnership. See
- “Risk Factors - Dependence on Key Personnel” and “Conflicts of Interest - Dual Role of
Principals.” Several steps have been taken 1o assure that the conflict-of-interest issue is fully vetted
and appropriate procedures are put in place to allow for operation of the Partnership in situations
where conflicts arise. The Partnership will establish an Advisory Committee (as defined below) to
provide for an independent review of decisions made by the General Partner in a situation where the
General Partner believes a conflict of interest exists. In addition, Richard Causey, Executive Vice
President and Chief Accounting Officer of Enron, will, in behalf of Enron, monitor and mediate
conflict-of-interest issues between Enron and the Partnership.

Biographies of the Principals

The following are professional biographies of the Principals. Each of the Principals has spent a
significant portion of his professional career in-energy.and communications investing, structured
finance, and risk management, and, as ateam, the Principals possess the specific expertise necessary
to maximize the Partnership's performance.

Andrew 8. Fastow

Andrew S. (Andy) Fastow, 37, is Executive Vice President and Chief Financial Officer of Enron,

and, as such, is responsible for Enron’s finance and treasury activity. Previously, Mr. Fastow was
2 Managing Director withECT. He joined ECT in 1990 to develop the company’s funding business
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and to obtain and manage the debt and equity capital required for ECT s third-party finance business
as well as for ECT's physical and financial acquisitions and investments. During 1996, Mr. Fastow
led the development of Enron’s retail energy business. Mr. Fastow was named CFO of Enron in
1997 and Executive Vice President of Enron in 1999.

Mr. Fastow has been responsible for the formation and operation of three private equity partnerships
while at Enron. Currently, Mr. Fastow owns the general partner of LM Cayman, L.P., 2 Cayman
Islands excepted limited partnership ("LJMI1"), an investment partnership with total capital
commitments of $16 million. LJM] was formed in 1999 with objectives that are substantially
similar to those of LIM2.

Prior to joining ECT, Mr. Fastow served as senjor director in Continental Bank’s Asset
Securitization Group in Chicago, where he structured short- and medium-term asset backed
securities for commercial banks, leasing companies, and corporate clients.

Mr. Fastow received a B.A. in Economics and Chinese from Tufts University and an M.B.A. in
Finance from Kellogg Graduate School of Management at Northwestern University.

Michael J. Kopper

Michael J. Kopper, 34, is a Managing Director in Enron’s Global Equity Markets Group. He also
manages the general partner of Chewco, an inv fund with approximately $400 million in
capital commitments that was established in 1997 to purchase from Enron an interest in a defined
pool of Enron assets. Prior to his current position, Mr. Kopper was a Managing Director in Enron
Capital Management (in its Structured Finance Group) arranging financing for electric power
projects, oil and gas producers, other supply-side customers, and end-users such as local distribution
companies and co-generation facilities.

Before joining Enron, Mr. Kopper was employed by Toronto Dominion Bank from 1991 to 1994.
There be specialized in negotiating and structuring project financings. His client focus was primarily
non-regulated subsidiaries of electric utility companies, independent power producers, and natural
gas pipeline companies. Mr. Kopper specialized in off-balance sheet project and structured
financings relying on the interrelationship of cash flows as an economic basis for investment. These
investments included natura] gas pipelines, natural gas storage fields, and electric co-generation
facilities.

From 1988 to 1991, Mr. Kopper was at Chemical Bank where he assisted marketing officers and
transaction officers in documenting and closing a variety of financings across a broad spectrum of
clients. At Chemical Bank, he focused on non-recourse facilities and project financings in the energy
and utility sectors.

M. Kopper received his B.A. in economics from Duke University and completed his graduate work
in accounting and finance at the London Schoot of Economics.
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Ben Glisan, Jr.

Ben Glisan, Jr., 33, is a Vice President in Enron’s Global Equity Markets Group. Priorto his current
position, Mr. Glisan worked at Enron Capital Management in its Structured Finance Group. Mr.
Glisan has worked at Enron, or an affiliate thereof, for the past three years. Mr. Glisan's
responsibilities include leading transaction teams that execute highly complex non-recourse or
limited recourse joint venture and asset-based financings.

Before joining Enron, Mr. Glisan worked at Coopers & Lybrand and Arthur Andersen. His
responsibilities included providing accounting and finance services principally to financial
institutions as well as helping to develop financing transaction structures.

Mr. Glisan received his B.B.A. and his M.B.A. from the University of Texas at Austin.
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VI. OVERVIEW OF ENRON

Enron is one of the world's leading international integrated natural gas and electricity companies.
Enron’s activities are conducted through its subsidiaries and affiliates, which are principally engaged
in the transportation of natural gas through pipelines to markets throughout the U.S.; the generation
and transmission of electricity to markets in the northwestern U.S.; the marketing of natural gas,
electricity and other commodities, and related risk management and finance services worldwide; the
development, construction, and operation of power plants, pipelines, and other energy-related assets
worldwide; and the delivery of high bandwidth communication applications throughout the U.S.
Enron has a proven track record of creating value in markets that are deregulating and privatizing
in North America, Europe, and other areas worldwide.

Transportation and Distribution

Enron’s transporntation and distribution business is comprised of its North American interstate natural
gas transportation systems and its electricity transmission and distribution operations in Oregon.

Interstate Transmission of Natural Gas. Included in Enron’s domestic interstate natural gas pipeline
“operations are Northern Natural Gas Company (“Northern™), Transwestern Pipeline Company
(“Transwestern"), and Florida Gas Transmission Company (“Florida Gas™) {indirectly 50% owned
by Enron). Northern, Transwestern, and Florida Gas are interstate pipelines and are subject to the
regulatory jurisdiction of the Federal Energy Regulatory Commission. Each pipeline serves
customers in a specific geographical area: Northern serves the upper Midwest, Transwestern serves
principally the California market and pipeline interconnects on the east end of the Transwestern
system, and Florida Gas serves the State of Florida. In addition, Enron holds an interest in Northern
Border Partners, L.P., which owns a 70% interest in the Northern Border Pipeline system. One of
Enron’s subsidiaries operates the Northen Border Pipeline system, which transports gas from
western Canada to delivery points in the midwestern United States.

Electricity Tr ission and Distribution Operations. Enron conducts its electric utility operations
through its wholly owned subsidiary, Portland General Electric Company (“Portland General”).
Portland General is engaged in the generation, purchase, transmission, distribution, and sale of
electricity in the State of Oregon. Portland General also sells energy to wholesale customers
throughout the western U.S. Portland General’s Oregon service area is approximately 3,170 square
miles. At June 30, 1999, Portland General served approximately 711,000 customers.

Wholesale Energy Operations and Services

Enron’s wholesale energy operations and services businesses operate in North America, Europe, and
evolving energy markets in developing countries. These businesses provide integrated energy-
related products and services to wholesale customers worldwide. Wholesale energy operations and

services can be categorized into two business lines: (a) Commodity Sales and Services, and (b)
Energy Assets and Investments.
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Commodity Sales and Services. Enron's commodity sales and services operations include the
purchase, sale, marketing, and delivery of natural gas, electricity, liquids, and other commodities;
the restructuring of existing long-term contracts; and the management of Enron’s commodity
portfolios.

In addition, Enron provides risk management products and services to energly customers that hedge
mavements in price and location-based price differentials. Enron’s risk management products and
services are designed to provide stability to customers in markets impacted by commodity price
volatility. Also included in this business is the manag of centain operating assets that directly
relate to this business, including domestic intrastate pipeline and storage facilities.

Energy Assets and Investmests. In the energy assets and investments business, Enron manages and
operates assets related to natural gas, electricity, and communications and offers financing
alternatives 1o customers. Activities include developing, constructing, operating, and managing
energy assets, including power plants and natural gas pipelines. Enron also provides capital to
energy and communication customers seeking debt or equity financing.

Retail Energy Services

EES is a nationwide provider of epergy outsource products to U.S. business customers. These
services include sales of natural gas and electricity and energy management services directly to
commercial and industrial customers as well as investments in reiated businesses. EES provides
end-users with a broad range of energy products and services at competitive prices. These products
and services include energy tariff and information management, demand-side services, and financial
services,

Communications

Enron is building a long-haul fiber-aptic network on strategic routes throughout the United States
to create the nation’s first Pure IPSM (Internet Protocol) backbone known as the Enron Intelligent
Network (the “EIN"). The EIN, which is enabled-with intelligent messaging software, enhances
Enron's existing national fiber-optic network to bring to market a reliable, bandwidth-on-demand
platform for delivering data and applications and streaming rich media to the desktop. Enron’s
strategy is based on a business mode] that offers immediate national reach while minimizing capital
deployed through strategic alliances with industry technology leaders whose presence, customer
access, market share, and content enable Enron to efficiently enter this new, emerging marketplace.

Available Information

Enron is subject to the informational requirements of the Securities and Exchange Act of 1934, as
amended, and in accordance therewith files reports, proxy statements, and other information with
the Securities and Exchange Commission (“SEC”). Such reports, proxy statements, and other
information may be inspected and copied at the public reference facilities maintained by the SEC
at 450 Fifth Street, NW, Room 1024, Washington; DC 20549, and at the following regional offices
of the SEC: Midwest Regional Office, Citicorp Center, Suite 1400, 500 West Madison Street,
Chicago, IL 60661-2511; and Northeast Regiona! Office, 7 World Trade Center, New York, NY
10048. Copies of such materials mayalso be obtained from the Public Reference Section of the SEC
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at 450 Fifth Sweet, NW, Room 1024, Washington, DC 20549, at prescribed rates ot from the site
maintained by the SEC on the World Wide Web at hitp://www.sec.gov. Enron’s common stock is
listed on the New York, Chicago, and Pacific Stock Exchanges. Reports, proxy statements, and
other information concerning Enron may be inspected and copied at the respective offices of these
exchanges at 20 Broad Street, New York, NY 10005; 120 South LaSalle Street, Chicago, IL 60603;
and 301 Pine Street, San Francisco, CA 94014.

Certain of the information herein relating to Enron has been taken from reports filed by Enron with

the SEC. The information regarding Enron herein is qualified by the other information in such
reports, including information regarding forward-looking statements.
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VII. SUMMARY OF PRINCIPAL TERMS

This Summary of Principal Terms is qualified by reference to the Partnership Agreement of the
Partnership and the Subscription Agreement relating thereto (collectively, the “Agreements”). This
Memorandum and forms of the Agreements should be reviewed carefully.

The Partnership: LJM2 Co-Investment, L.P., a Delaware limited partnership
(the “Partnership”).

Investment Objective and The objective of the Partnership is to achieve significant

Focus: long-term capital appreciation through privately negotiated

equity and equity-related investments (“Investments”) in
companies principally engaged in energy- or
communications-related businesses. The Partnership
expects that Enron will be the Partnership's primary source
of investment opportunities and that the Partnership will
(i) co-invest with Enron or its subsidiaries in new
investiments in, or acquisitions of, businesses and assets,
and (ii) make investments in, or acquire an investment
from Enron or its subsidiaries relating to, existing assets or
businesses owned by Enron or its subsidiaries. It is
expected that in connection with the foregoing
Investments, Enron will retain a significant economic or
operating interest in the business or assets in which the
Partnership invests. The Partnership may also from time to
time make Investments in businesses or assets where
Enron has no involvement.

The General Partner: LIM2 Capital Partners, LLC, a Delaware limited liability
company {the “General Partner”) owned by one or more of
the Principals.

The Manager: LJM2 Capital Management, L.P., a Delaware limited
partnership (the “Manager”) owned by the Principals.

The Principals: Andrew S. Fastow, Michael J. Kopper, Ben Glisan, Jr.

Committed Capital: The Partnership is targeting an aggregate of $200 million

in capital commitments from prospective investors
(“Limited Partners™), although the General Partner
reserves the right to accept capital commitments in an
aggregate amount less than or greater than $200 million.
The minimum capital commitment for a Limited Partner in
the Partmership will be $5 million; provided that the
General Partner reserves the right to reduce the minimum
capital commitment for selected investors.
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The General Parmer will commit to invest, or cause the
Manager or other affiliates to invest, a minimum of one
percent (1%) of the Partnership’s aggregate capital
commitments in or alongside the Partnership (the “Sponsor
Commitment”). The Sponsor Commitment may be
increased (but not decreased) by up to $1 million annually.

The General Partner will manage the Partnership and will
bave sole discretionary authority with respect to
Investments. The Manager will manage the day-to-day
affairs of the Partnership in behalf of the General Partner.

All partners of the Partnership (“Partners™) will be
obligated to fund their capital commitments during the
period (the "Commitment Period™) commencing on the
initial closing date and ending on the third anniversary of
the final closing date, and thereafter, to the extent
necessary, to: (i} cover expenses, liabilites, and
obligations of the Partnership, including Management
Fees; (ii) complete Investments by the Partnership in
transactions which were in process as of (or contemplated
by the terms of securities held by the Partnership prior t0)
the end of the Commitment Period; and (1ii) effect
additional Inv in companies in which the
Partnership had an Investment as of the end of the
Commitment Period (in an aggregate amount not to exceed
10% of the Partnership’s capital commitments).

The Partnership will have a term of ten years from the date
of the final closing of the Partnership, but may be extended
at the discretion of the General Partner for up to a
maximum of two additional one-year periods to facilitate
an orderly liquidation of the Partnership's assets.

An initial closing of the Partnership will be held once the
General Partner determines that a sufficient minimum
of capital commitments has been obtained.

The General Partner has the right to accept additional
capital commitments and to permit existing Limited
Partners to increase their capital commitments to the
Partnership in subsequent closings (“Subsequent
Closings™). Such newly admitted Limited Partners (or
Limited Partners increasing their capital commitments to
the Pantnership) will make contributions to the Partnership
such that each Limited Partner (regardless of when such
Limited Partner’s capital commitment is made} will
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participate pro rata in all Investments and expenses of the
Partnership in the manner provided below. ’

Subsequent Closings may occur up to 270 days after the
initial closing of the Partnership. In the event that Limited
Parters fund any portion of their capital commitments to
the Parmership prior to the expiration of such 270-day
period, each Limited Partmer that makes capital
commitments on closing dates subseguent to any such
funding will pay (i) the amount of its capital commitment
that would have been funded if such Limited Partner (and
all other Limited Partners) had funded its capital
commitment at the time of such funding, and (ji) interest
on the amount set forth in clause (i} above from the date of
each such funding at the prime rate plus 2%. Any amounts
paid under clauses (i) and (ii) above shall be distributed as
follows: (x) to the Manager in an amount equal to all
Management Fees (as defined below) payable in respect of
such Limited Partner's commitment retroactive to the
initial closing date {together with any interest thereon at
the prime rate plus 2% from the initial closing date), and
(y) the remaining amount to the Partners that participated
in prior closings ratably based on the amount and timing of
their previous capital contributions to the Partnership.

Drawdowns; Reinvestment: Each Partner’s capital commitment will be payable when
called by the General Partner to make Investments and to
meet anticipated Parmership expenses and liabilities
{including Management Fees). Any amounts retumed to
the Partners (i) as a distribution of Investment Proceeds (as
defined below) prior to the second anniversary of the final
closing date, (i) in connection with the subsequent
admission of additional Limited Partners (less any interest
received with respect thereto), or (iii) as a return of capital
contributions made in respect of an unconsummated
Partnership Investment, may, in each case, be recalled and
will be available for future investments.

If 25% or more of the Limited Partner commitments are
from employee benefit plans or other funds subject to the
Employee Retirement Income Security Act of 1974, as
amended ("ERISA"™}, each Limited Partner will pay its pro
rata share of each quarterly Management Fee and other
Partnership expenses directly to the General Partner or the
Manager, as appropriate, until the Partnership has qualified
for the “venture capital operating company™ exception to
the Department of Labor plan asset regulations (i.e., until
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the Partership has made its first qualifying investment),
but for purposes of calculating when each Limited Partner
has fulfilled its commitment and for purposes of
calculating gains, losses, distributians, and sharing ratios,
all amounts so paid, as well as any corresponding amounts
payable by the General Partner to fulfill Its commitment,
will be treated as having been paid into the Parmership as
a capital contribution by each Partner.

Where possible and appropriate, the General Partner
intends, but will be under no obligation, to provide an
opportunity to the Limited Partners to co-invest alongside
the Partnership.

Without the approval of a majority in interest of the
Limited Partners, no more than 10% of the total capital
commitments of the Partners may be invested in a single
portfolio company.

Distributions of the net proceeds from disposition of
Investments, as well as distributions of securities in kind,
together with any dividends, interest, or other investment
income (other than certain shor-term investment income)
received with respect to Investments {collectively,
“Investment Proceeds”), generally will be made in the
following order of priority:

(a)  first, 100% to the Partners in proportion to
funded commitments until the cumulative
amount distributed equals (i) the aggregate
funded capital commitments of the
Partners, and (ii) a preferred retun on
amounts included in clause (f) at a rate of
8% per annum, cormpounded annually (the
“Preferred Return™);

(b)  second, 100% to the General Partner until
such time as the General Parmer has
received, pursuant to this paragraph (b),
20% of the sum of the distributed Preferred
Return and distributions made pursuant to
this paragraph (b); and

(¢} third, (i) 80% to all Partners in proportion
to funded commitments, and (ii) 20% to
the General Partner in respect of its carried
interest.
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Prior to the second anniversary of the final closing date,
the General Parmer will have the right to elect 1o
distribute, bold, or re-invest Investment Proceeds {and for
purposes of clause (c) of the distribution provisions above,
the General Parmer's funded commitment will be deemed
to include 20% of the realized gains upon lnvestments, the
Investment Proceeds from which were re-invested in
accordance with this sentence). Afier the second
anniversary of the final closing date, the General Partner
will distribute (1) the net proceeds from the sale or other
disposition of Investments within 180 days of receipt by
the Parmership, and (if) dividends, interest, and other
short-term investment income at least annually, each
subject to the availability of cash after paying Partnership
expenses and setting aside appropriate reserves by the
General Partner for reasonably anticipated liabilides and
obligations of the Partnership.

Prior to the termination of the Partnership, distributions
will be in cash or marketable securities. Upon termination
of the Partnership, distributions may also include restricted
securities or other assets of the Partnership.

Notwithstanding the foregoing, the General Partner may
cause the Partnership to make distributions from time to
time to the General Partner in amounts sufficient to permit
the payment of the tax obligations of the General Partner
and its members in respect of allocations of income related
to the carried interest The General Partner will endeavor
to make annual aggregate distributions to the Limited
Partners in an amount sufficient to permit payment of the
Limited Partners’ tax obligations in respect of their
interests in the Partnership. Cash held by the Partnership
prior to expenditure or distribution will be invested in
short-term, high-grade instruments.

The amount of any taxes paid by or withheld from receipts
of the Partnership allocable 10 a Partner from an
Investment will be deemed to have been distributed to

such Partner.
Allocation of Income, Expenses, Income, expenses, gains, and losses of the Partnership will
Gains, and Losses: generally be allocated among the Partners in a manner

consistent with the distribution of proceeds described in
“Distributions” abave.
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Management Fee: During the Commitment Period, the Partnership will pay
the Manager an annual management fee (the “Management
Fee"), payable semni-annually in advance, equal to 2.0% of
the aggregate commitments of Limited Partners. After the
expiration of the Commitment Period, the Management
Fee will equal 2.0% of an amount (“Capital Under
Management”) equal to the lesser of (i) the aggregate
commitments of the Limited Partners and (ii} the aggregate
amount invested by the Parmership in Investments,
Capital Under Management will be calculated as of the
beginning of each semi-annual period to which the
Management Fee applies.

Operating Expenses: The Manager will pay all ordinary operating expenses of
the Partnership for salaries, rent, and similar expenses in
connection with the investigation of investment and
disposition opportunities for the Parmership and
monitoring of the Partnership's Investments (to the extent
not reimbursed by a portfolio company), exceptas set forth
below under “Partnership Expenses.”

Partnership Expenses: The Partnership will pay or reimburse the General Partner,
the Manager. and their respective affiliates for: (i) out-of-
pocket expenses of the General Partmer and Manager
{including third-party fees and expenses) incurred in
connection with unconsummated Investments; (i)
out-of-pocket expenses, including, but not limited to, all
expenses incurred in connection with the origination,
making, holding, monitoring, sale, or proposed sale of
Investments (not otherwise paid in connection with the
closing of the proposed origination or disposition),
litigation or other extraordinary expenses, insurance, and
indernnity expenses and. expenses of liquidating the
Partnership; and (iii) any other direct expenses incurred in
connection with the Investments. The Partnership will also
be responsible for all routine administrative expenses of
the Partnership, including, but not limited to, the cost of
the preparation of the annual audit, financial statements,
and tax returns, expenses of the Advisory Committee, cash
management expenses, and legal expenses.

Offering and Organizational The Partnership will bear all legal, accounting, and other
Expenses: offering and organizational expenses, including out-of-
pocket expenses of the General Partner or the Manager
incurred in connection with the formation of the
Partnership. The Manager will bear the cost of placement
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agent fees charged in connection with the formation of the

Parmership.

Transaction, Break-up, and The General Partner and the Manager will not charge any

Advisory Fees: transaction fees, break-up fees, advisory, monitoring, or
similar fees in connection with actual or prospective
Investments.

Other Investment Activities: Without the approval of a majority in interest of Limited

Partners, none of the General Partner, the Manager, and
the Principals will commence investment activities for a
Competing Fund (as defined below) in which such entity
or perscn acts as sponsor ot general partner until the earlier
of (i) the termination of the Commitment Period or (ii) the
date on which at least 70% of the total aggregate capital
commitments of the Partnership have been taken down or
committed. However, there will be no restrictions on the
activities of the Principals in their capacities as employees
of Enron, and these restrictions will not bind or otherwise
obligate Enron. A “Competing Fund” means a pooled
equity investment vehicle other than the Existing Funds (as
defined below}, the Partnership, and any Parafle!
Investment Vehicle (as defined below) which has
investment objectives and strategies that are substantially
similar to those of the Partnership and does notinclude any

pooled equity inv vehicle ged, sponsored, or
controlied by Enron or its subsidiaries or affiliates or any
Parallel Investment Vehicle.
Allocation of Investment The Principals cwrrently are involved in the management
Opportunities: of investment limited parmerships, including LJM1! and

Chewco (the “Existing Funds™), that have investment
objectives and strategies that are substantially similar to
those of the Partnership. The General Partner expects that
to the extent that both the Partnership and the Existing
Funds would have capital available for invesiment in an
opportunity, the Principals would cause the investment
opportunity to be allocated to the Partnership and the
Existing Funds in 2 manner determined to be fair and
reasonable to both {taking into account the amount of
available capital for each Partnership) consistent with
prudent portfolio management and fiduciary concerns.
Neither Enron nor any Existing Fund in which Enson has
an interest has any obligation to offer investment
opportunities to the Partnership, and the ability of Enron or
any such Existing Fund to offer certain investments may
be restricted by contractual cbligations to third parties.

24

‘ E 15029
Confidential Treatment Requested By Wilmer, Cutler & Pickering



Advisory Committee:

Paraliel Investroent Vehicles:

Alternative Investment
Structure:

Exculpation and
Indemnification:

259

An Advisory Committee, whose members will be selected
representatives of the Limited Partners, will be established.
The Advisory Committee will advise the General Partner
andresolve issues involving conflicts of interest presented
by the General Partner.

The General Partner may establish one or more additional
entities or other similar arrangements (2 “Parallel
Investment Vehicle”) prior to the expiration of the 270-day
period following the initial closing to facilitate the ability
of certain types of investors to invest in parallel with the
Partnership. If formed, any Paralle! Investment Vehicle
will invest in each Investment on a pro rata basis (based on
available capital) and on substantially the sarne terms and
conditions as the Partnership.

If the General Partner determines in good faith that for
legal, tax, regulatory, or other reasons it is-in the best
interests of the Partners that an Investrment be made
through an alternative investment structure, the General
Partner may structure the making of all or any portion of
such Investment outside of the Partnership by requiring the
Partners to make such Investment through a limited
partnership or other entity (other than the Parmership) that
will invest on a parallel basis with or in lieu of the
Partnership, as the case may be.

None of the Principals, the General Partner, the Manager,
their respective affiliates, and each of their respective
officers, directors, members, managers, partners,
employees, agents, and representatives (each, an
“Indemnified Person”) will be liable to the Partnership or
to any Limited Partner for any act or omission by such
Indemnified Person in connection with the conduct of the
business of the Partnership, unless such act or omission
constitutes such Indemnified Person’s bad faith, gross
negligence, or willful misconduct. The Partnership will
indemnify each Indemnified Person from and against any
losses, claims, liabilities, damages, and expenses
(including legal fees and expenses, judgments, and
amounts paid in settlement) incurred by such Indemnified
Person in connection with the Partnership’s activities,
unless such losses, claims, labilitles, damages, or
expenses result from such Indemnified Person's bad faith,
gross negligence, or willful misconduct. The General
Partner may require the Partners to return distributions
made to each such Partner for the purpose of meeting such
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Partner’'s pro rata share of the Partnership’s
indemnification obligations referred to above or to satisfy
any other Partnership obligations (subject to cerain

limitations).
Limited Partner Withdrawal Limited Partners generally may not withdraw from the
and Transfer: Parmership. In addition, no Limited Partner may transfer

or assign any of its interests, rights, or obligations with
respect to ifs interest, except with the written consent of
the General Partner, which written consent may be given
of withheld in the General Partner’s sole and absolute
discretion. No such assignee, purchaser, or transferee of
an interest may be admitted as a substitute Limited Partner
without the written consent of the General Partner, which
written consent may be given or withheld in its sole and
absolute discredon. The General Partner may require a
Limited Partner to withdraw from the Partnership under
certain limited circumstances.  Subject to certain
conditions, the Genera] Partner may (or may be required
to) permit a Limited Partner to withdraw from the
Partnership under certain lisnited circumstances.

ERISA Considerations: The General Partner intends to cause the Partnership to
qualify as a “venture capital operating company” under the
Department of Labor plan asset regulations.

Tax Considerations: An investment in the Parmership will have particular
consequences for certain kinds of investors under the U.S.
Federal income tax laws. The Partnership may engage in
transactions that will cause tax-exempt Limited Partners to
recognize “unrelated business taxable income” ("UBTI")
within the meaning of Section 512 of the Internal Revenue
Code of 1986, as amended (the “Code™), as a result of their
investment in the Partnership, and the Partnership may
engage in transactions that will cause foreign Limited
Partners to recognize income treated as effectively
connected with the conduct of a trade or business within
the United States within the meaning of Section 864 of the
Cade as a result of their investment in the Partnership.
Prospective investors should consult with their own tax
advisors as to the consequences of making an investment
in the Partnership. The General Partner intends to work
with prospective investors to address their individual tax
concerns.

Reporting: The General Partner will send the Limited Partners within
120 days after the end of each fiscal year of the Partnership
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{or as soon thereafter as practicable in the event of delays
in receiving information from portfolio companies) an
audited annual financial report and tax information
necessary for completion of each Limited Partner's U.S.
Federal income tax return. The Partnership will also send
its Limited Partners unaudited financial statements and
other information within 60 days after the end of each

quarter.
Auditors: PricewaterhouseCoopers.
Legal Counsel: Kirkland & Ellis.
Placement Agent: Merrill Lynch & Co.
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VIII. RISK FACTORS

Potential investors should be aware that an investment in the Partnership involves a high degree of
risk. There can be no assurance that the Partnership's investment chjectives will be achieved or that
a Limited Partner will receive a return of its capital. The following considerations, among others,
should be evaluated carefully before making an investment in the Partership.

Dependence on Access to Enron Investment Opportunities

The Partnership’s investment strategy is dependent upon the Partnership’s access to investment
opportunities from Enron. The Principals expect that Enron will continue for the foreseeable future
to generate sufficient attractive investment opportunities to enable the Partmership to execute its
investmentstrategy. Enron has no cbligation to present investment opportunities to the Partnership,
and no assurances can be given that Enron will continue to generate suitable invesment
opportunities or make such investrnent opportunities available to the Partnership. Changes in law,
regulation, accounting principles, credit, capital or commodities markets, general or sector-specific
economic conditions, or other changes may cause Enron to cease, or slow the rate of,, its investment
activities or to decrease its reliance on capital provided by co-investors or purchasers of investments
from Enron. Enron may determine not to make investment opportunities available o the Partnership
for any reason, including that the Principals, or certain of them. have ceased ta be emplayees of
Enron.  The Princpals may not be involved in all investments that Enron makes, and their
involvemment in some of Enron’s investments may be limited. Enron will have no obligation to offer
investment opportunities to the Partership, and the ability of Enron to make investments available
to the Partnership may be restricted by contractual obligations to third partes.

Highly Competitive Market for External Investment Opportunities

The activity of identifying, completing, and realizing private equity investments is highly
competitive and involves a high degree of uncertainty. Although the Partnership expects to invest
principally in companies and assets owned or controlled by Enson, the Partership also may seek ta
invest in other external investment opportunities. In these situations, the Partnership will be
competing with other private equity investment vehicles, as well as individuals, financial institutions,
and other institutional investors.

Dependence on Key Personnel

The Limited Partners will be relying entirely upon the General Partner and the Manager to conduct
and manage the affairs of the Partnership. The General Partner and the Manager depend upon the
efforts and expertise of the Principals to enable them to render investment management services to
the Partnership. The Principais are obligated to dedicate their business time and attention primarily
to the discharge of their responsibilities as management employees of Enron. In addition, the
Principals also dedicate a portion of their business time and attention to managing existing
investment limited partnerships. Subject to the demands of these other responsibilities, the Principals
will devote as much of their business time and attention as they deem to be reasonably necessary to
manage the affairs of the Partnership. There can be no assurance that the Principals will continue 10
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be employed by Enron throughout the life of the Partnership. As noted above, if the Partership
were to Jose the services of the Principals, the Partnership could be adversely affected.

Limited Operating History

The Parmership, the General Pariner, and the Manager will be newly formed entities, and none of
the Partnership, the General Partner, and the Manager has an operating history of making private
equity investments upon which prospective invesiors may base an evaluation of the likely
performance of the Partmership.

Limited Sector Foens

The Partnership intends 10 concentrate on investments in energy- and communications-related
businesses, and will be less diversified for industry risk than other, more broadly focused investment
vehicles. As a result of the Partnership’s sector focus, the effect on the Partnership of industry or
general economic factors that have a greater impact upon the energy or communications sector than
other industry sectors may be-more pronounced than in more broadly focused investment vehicles.

Non-Conurol Investments

The Partnership expects to make Investments in portfolio companies over which Enron will acquire
or retain ownership or control. The Partnership may not have the power, acting alone, to control a
pordolio company s board of directors, management, or operations. In addition, the Partnership may
not have the ability, acting alone, to causea portfolio company to take, or refrain from taking, certain
actjons, or to cause a portfolic company to engage, or refrain from engaging, in material transactions,
which conceivably could have an adverse effect on the Partnership s Investment, and the Partnership
may not have the ability, acting alone, to contro! the timing of the liquidation of its Investment. In
such Investments, the Parinership may be forced to rely on the fact that Enron will possess some or
all of the foregaing control rights and that the interests of the Parmership and Enron will be
sufficiently aligned such that Enron will exercise those rights in a manner that will protect the
Partnership's Investment. Enron will have no obligation to align its interests with thase of the
Partnership.

Illiquid and Long-Term Investinents

Although Investments may generate some current income, the return of capital and the realization
of gains, if any, from an Invesunent generally will occur only upon the partial or complete
disposition of such Investment. While an Investment may be sold at any time, frequently this will
not occur for a number of years after the Investment is made. As noted above, in certain cases, the
Partnership may be dependent upon Enron to create liquidity through a sale of, or other “exit”
transaction involving, the portfolio company in which the Partnership holds an Investment. It is
unlikely that there will be a public market for the securities held by the Partnership at the time of
their acquisition. The Partnership generally will not be able to sell its securities publicly unless such
sale is registered under applicable securities laws or unless an exemption from such registration
requirements is available. In addition, in some cases, the Partnership may be prohibited by contract
from selling certain securities for a period of time.
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Non-U.S. Investments

The Partnership may invest in portfolio companies organized and operating outside of the U.S.
Foreign securides involve certain risks not typically associated with investing in U.S. securities,
including risks relating to: (i) currency exchange matters and costs associated with conversion of
investrnent capital and income from one cwrency into another; (ii) differences between the U.S. and
foreign securities markets, including potential price volatility in and relative illiquidity of some
foreign securities markets and the absence of uniform accounting and financial reporting standards
and disclosure requirements; (jii) certain economic and political risks, including potential restrictions
on foreign investment and repatriation of capital and the risks of political, economic, or sodal
instability; and (iv) the possible imposition of foreign taxes on income and gains recognized with
respect to such securities.

Passive Investment in Interests

Limited Partners will be relying entirely on the General Partner and the Manager to conduct and
manage the affairs of the Partnership. The Agreement will not permit the Limited Partners to engage
in the active management and affairs of the Partnership. Because specific Investments of the
Partnership have not yet been identified, the Limited Partners must rely on the ability of the General
Partner to make appropriate Investments for the Partnership and to dispose of such Investments and
of the Manager to manage such Investments.

No Market for Partnership Interests

The Interests have not been registered under the Securities Act, the securities laws of any state, or
the securities laws of any other jurisdiction and, therefore, cannot be resold unless they are
subsequently registered under the Securitles Act and other applicable securities laws or exemptions
from registration are available. It is not contemplated that registration of the Intesests under the
Securities Act or other securities laws will ever be effected. There is no public market for the
Interests, and one is not expected to develop. A Limited Partner will not be permitted to assign its
Interests, except by operation of law, without the prior written consent of the General Partner, which
may be given or withheld in the General Partner’s sole and absolute discretion. Except in extremely
limited circurnstances, voluntary withdrawals from the Partnership will not be permitted. Limited
Partners must be prepared to bear the risks of owning Interests for an extended period of time.

Tax-Exempt Investors

The Partnership may engage in transactions that would generate UBTL  See - “Summary of
Principal Terms - Tax Considerations™ and “Certain Tax and Regulatory Considerations - Federal
Income Tax Matters ~ General.”

Foreign Investors

The Partnership may engage in transactions that will cause foreign Limited Partners to recognize

income effectively connected with the conduct of a trade or business within the U.S. See -
“Summary of Principal Terms - Tax Considerations” and “Certain Tax and Regulatory
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Considerations - Federal Income Tax Matters - Certain U.S. Tax Considerations for Foreign
Investors.”
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IX. CONFLICTS OF INTEREST

Investors should be aware that there will be occasions where the General Parmer and its affiliates
may encounter potentlal conflicts of interest in connection with the Partnership’s activities. The
following discussion enumerates certain potential conflicts of interest which should be carefully
evaluated before making an investment in the Partnership.

Dual Role of Principals

The Principals are employees of Enron and owe fiduciary duties to Enron and its subsldiaries; such
fiduciary duties may from time to time conflict with fiduciary duties owed to the Partnership and its
parmers. Accordingly, the Principals, and entities controlled by the Principals, may take (or refrain
from taking) such actfons in behalf of the Parmership as the Principals in good faith determine to be
necessary or appropriate in view of such conflicting duties. The Principals intend to consult regularly
with the Advisory Committee regarding potential conflicts of interest regarding transactions with or
involving Enron and its affiliates.

Transactions Involving Enron

To execute the Partnership’s investrnent strategy (to capture investroent opportunities generated by
Enron), the Parmership will regularly evaluate, structure, negotiate, c te, hold, ge, and
liquidate Investments in companies in which Enron or its affilfates have an existing investment or

- which Enron or its affiliates control (including investments acquired directly from Enron or its
affiliates). The evaluation (and valuation) of Investment opportunities and the negotiation of the
price, terms, and conditions of an Investment will be conducted in behalf of the Partnership by the
Principals acting in behalf of the General Partner.

Portfolio companies in which the Partnership invests may also engage in transactions with Enron or
its affiliates, and profits derived by Enron or its affiliates from such transactions will not be shared
with the Partnership.

Inmany cases, the Parmership will have a non-control Investment in a portfolio company controlled
by Enron or its affiliates. The Partnership may invest in securitjes that are different from those held
by Enron or may hold securities with a cost basis different from those held by Enron. Factors that
influence Enron’s or its affiliates’ decision to exercise their rights in respect of their investment in
such company (such as a decision to sell the company) may be more or less significant from the
Partnership’s perspective,

Carried Interest
The existence of the General Partner’s carried interest could be viewed as an incentive for the

General Partner to make riskier or more speculative investments in behalf of the Partnership than
would be the case in the absence of this arrangement.
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Diverse Limited Partner Group

The Limited Partners may have conflicting investrent. tax. and other interests with respect to their
investments in the Partnership. The conflicting interests of individual Limited Partners may relate
to or arise from, among other things, the nature of Investments made by the Partnership, the
structuring or the acquisition of Investments, and the timing of disposition of Investiments. As a
consequence, conflicts of interest may arise in connection with decisions made by the General
Partner, including with respect to the nature or structuring of Investments, that may be more
beneficial for one investor than for another investor, especially with respect to investors” individual
tax situations. In selecting and structuring investments appropriate for the Partnership, the General
Parmer will consider the investment and tax objectives of the Partnership and its Partners as a whole,
not the investment, tax, or other objectives of any Limited Partner of the Partnership individually.
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X. CERTAIN TAX AND REGULATORY CONSIDERATIONS
Federal Income Tax Matters
General

The following discussion summarizes certain U.S. Federal income tax considerations generally
applicable to a person considering the acquisition of an Interest The discussion does not deal with
all tax considerations that may be relevant to specific investars or classes of investors inlight of their
particular circumstances. In particular, the discussion does not address any considerations applicable
to persons who acquire Interests in connection with the performance of services. Furthermore, no
state, local, or foreign tax considerations are addressed. ALL PERSONS CONSIDERING AN
INVESTMENT IN THE PARTNERSHIP ARE URGED TO CONSULT WITH THEIR OWN TAX
ADVISORS AS TO THE SPECIFIC U.S. FEDERAL, STATE, LOCAL, AND FOREIGN TAX
CONSEQUENCES TO THEM OF SUCH INVESTMENT.

The Partnership will receive an opinion from Kirkland & Ellis, counsel for the Partnership, that the
Partnership will be classified for federal income tax purposes as a partnership rather than as an
association taxable as a corporation under currently applicable tax Jaws. Opinions of counsel,
however, are not binding an the Internal Revenue Service ("IRS") or the courts, and no ruling has
been or will be requested from the IRS. No assurance can be given that the IRS will concur with
such opinion or the tax consequences set forth below.

The Partership will not pay federal income iaxes, but each Partner will be required to report its
distributive share (whether or not distributed) of the income, gains, Jasses, deductions, and credits
of the Partnership (which may include the income and other tax items of any partmerships in which
the Parmership invests). It is possible that the Parmers could incur income tax liabilities without
receiving from the Parmership sufficient distributions te defray such tax liabilities. For example, the
Partners will be allocated Partnership income and gains for U.S. Federal income tax purposes even
if funds from such Parinership income and gains are used by the Partnership to make Investments
or to pay Parmership expenses and liabilities and are not distributed to such Partners (or are
distributed but are then recalled by the Partnership for future Investments). The Partnership
Agreement will provide that the General Partner may elect to re-invest rather than distribute (or
distribute and recall for investment) Investment Proceeds prior to the second anniversary of the
Partnership’s final closing date. The Partnership’s taxable year will be the calendar year, or such
ather year as required by the Code. Tax information will be distributed to each Partner annually.

The following discussion summarizes certain significant U.S. Federal income tax consequences to
a prospective investor who (i} owns, directly or indirectly through another partnership, an Interest
as a Limited Partner, (ii) is, with respect to the U.S., a citizen or resident individual, a domestic
corporation or partnership, an estate the income of which is subject to U.S. Federa) income taxation
regardless of its source, or a trust for which a court in the U.S. is able to exercise primary supervision
over its administration and one or more U.S. persons have the authority to control all substantial
decisions, as such terms are defined for U.S. Federal income tax purposes (a “U.S. Investor”), and
(iii) is not tax-exempt
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Intesest on any amount borrowed by a Limited Partner (other than a corparation) to purchase an
Interest in the Pannership will generally be “investment interest,” subject to a fimitation on
deductibility. In general, investment interest will be deductible only to the extent of the taxpayer's
“net investment income.” For this purpose “net investment income™ will generally include net
income from the Partnership and other income from property held for invesunent (other than
property which generates passive activity income). However, long-term capital gain is excluded
from the definition of net investment income unless the taxpayer makes a special election to treat
such gain as ordinary income rather than long-term capital gain. Interest that is not deductibie in the
year incurred because of the investment interest limitation may be caried forward and deducied in
a future year in which there is sufficient investment income.

The Agreement will contain provisions intended to comply substantially with IRS regulations
describing parmership allocations that will be treated as having “substantial economic effect,” and
hence, the Partnership’s allocation will be respected for tax purposes. However, those regulations
are extrernely complex, and there can be no assurance that the allocations of income, deduction, loss,
and gain for tax purposes made pursuant to the Partnership Agreement will be respected by the IRS,
if reviewed. Even if the IRS were 1o review the Partnership allocations and determine that they do
not technically comply with such regulations, such allocations would be determined “in accordance
with each partner’s interest in the partnership (determined by taking into account all facts and
circumstances).” The allocations under the Partmership Agreement should, in most cases, be
substantially {dentical to each “partner's interest in the partnership.”

Under Section 67 of the Code, a non-corporate taxpayer (including a shareholder of an
S corporation) may deduct certain miscellaneous deductions (e.g., investruent advisory fees, tax
preparation fees, unreimbursed employee expenses, and subscriptions to professional journals) only
ta the extent such deductions exceed, in the aggregate, 2% of the taxpayer’s adjusted gross income.
Each Limited Partner's share of the Management Fee and other Partnership expenses probably will
be treated as miscellaneous itemized deductions. Accordingly, a Limited Partner who is an
individual generally will be permitted to deduct such expenses only to the extent that the sum of such
expenses plus the individual's other miscellanecus itemized deductions exceed 2% of the
individual's adjusted gross income. However, corporate Limited Partners {other than S corporations)
and tax-exempt organizations are not affected by the 2% floor (unless, in the case of a tax-exempt
organization, it is not a corporation and has unrelated business taxable income from the Partnership).
Section 68 of the Code separately imposes limitations on the deductibility of itemized deductions
by an individual whose adjusted gross income exceeds a specified amount (e.g., $126,600 for
unmarried individuals, or married individuals filingjointly, for 1399, adjusted annually for inflation),
which may also affect the ability of any Partner who is an individual to deduct his or her share of the
Management Fee and other Parmership expenses. A Limited Partner who is an individual also
generally will not be permitted to deduct his or her share of the Management Fee and other
Partnership expenses for purposes of calculating such individual's alternative minimurm tax liability.

Non-corporate investors {and certain closely held, personal service, and S corporations) are subject
to the limitations an using losses from passive business activities to offset business income, salary
income, and portfolic income (i.e., interest, dividends. capital gains from portfolio investments,
royalties, etc.). The Partnership’s distributive share of income or losses from a porifolio company
which Is a partnership or limjted liability company engaged in business generally will be treated as
passive activity income or losses. Accordingly. an investor will be subject to the passive activity loss
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limitations on the use of any such portfolic company lasses, but any such portfolio company income
may be offset by other passive losses (such as Josses from limited partnership interests in tax
shelters). Other partnership income generally will be treated as portfolio income. Therefore, an
investor generally will not be able to use passive activity losses to offset such portfolio income from
the Partnership.

Except as described in the following paragraph. a tax-exempt Limited Partner’s distributive share
of the Parmership’s income should consist principally of income from dividends, interest, and capital
gain from corporate stock and corporate securities - types of income which (subject to the discussion
of debt-financing below) are expressly excluded UBTL

However, the Partnership may invest in securities {including equity interests in pastnerships and
limited liability companies) that will generate UBTI (“UBTI Investments™). Each tax-exempt
Limited Partner generally would be subject to U.S. Federal income tax on its share of any UBTI
earned by the Parmership {and the receipt of UBTI could give rise to additional tax liability for
certain limited categories of tax-exempt investors).

If a tax-exempt Limited Partmer borrows any amount to fund its capital commitment, some or all of
its distributive share of income from the Pantnership could be UBTT, which could be taxable to such
tax-exempt Limited Partner (and which could give rise to additional tax liability for certain limited
categories of tax-exempt Limited Partners). Moreover, debt incurred either by the Partnership
directly or in connection with 3 UBTI Investment could give rise to UBTI to a tax-exempt Limited
Partner.

Certain U.S. Tax Considerations for Foreign Investors

Limited Partners that are not U.S. Investors and are not tax-exempt ("Foreign Investors”) generally
should not be subject to U.S. Federal income tax on gains from the sale of Investments.
Notwithstanding the foregoing, a Foreign Investor’s share of the net gain recognized upon
disposition by the Partmership of a United States real property interest would be treated for Federal
income tax purposes as if it were effectively connected with a U.S. trade or business. In general, the
Partnership would be required to withhold tax from allocations to Foreign Investors of such net gain
and each Foreign Investor would be required to report its share of such gain on a U.S. Federal
income tax returr. For this purpose, the term “United States real property interest” generally would
include: (i) shares of stock in a U.S. corporation that does not have a publicly traded class of stock
outstanding if 50% or more of the value of the corporation’s assets at any point during the preceding
five years consisted of interests in U.S. real property, and (ii} shares of stock in a U.S. corporation
that does have a publicly traded class of stock outstanding where (A) the corporation satisfies the real
property ownership test described in clause (i) above, and (B) the Partnership held (directly or
pursuant to certain atwibution rules) more than 5% of the outstanding stock of any publicly waded
class of shares or held shares of non-publicly traded stock with a fair market value greater than that
of 5% of the publicly traded class of the corporation’s stock with the lowest fair market value. In
addition, if the Partnership invests in partmerships or other persons that generate income that is
treated as effectively connected with a U.S. trade or business (including gain recognized upon
disposition of an United States real property interest), Limited Partners will be subject to U.S.
Federal income tax, including withholding tax {(and possibly the branch profits tax), on their share
of such income and on their share of gain realized on the Partnership’s disposition of its interest in
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such other parinership’s (or other person’s) assets atiributable to such U.S. trade or business, and
they will be required to file appropriate returns. Dividends paid by portfolio companies generally
will, and interest paid by portfolic companies and capital gains upon realization of certain
Investments may, in certain circumstances, be subject to withholding taxes, including U.S.
withholding taxes, but such taxes may be reduced or eliminated by treaty.

THIS MEMORANDUM DOES NOT ADDRESS AlL UNITED STATES FEDERAL TAX
CONSEQUENCES OF AN INVESTMENT IN THE PARTNERSHIP THATMAY APPLY TO AN
INVESTOR. AND IT DOES NOT ADDRESS ANY STATE. LOCAL. OR FOREIGN TAX
CONSEQUENCES OF SUCH AN INVESTMENT. IN ADDITION, THE ABOVE DISCUSSION
IS BASED ON CURRENT PROVISIONS OF THE CODE, TREASURY REGULATIONS,
ADMINISTRATIVE RULINGS, AND JUDICIAL DECISIONS, ANDNO ASSURANCE CAN BE
GIVEN THAT FUTURE LEGISLATIVE, JUDICIAL, OR ADMINISTRATIVE ACTION WILL
NOT AFFECT THE ACCURACY OF ANY STATEMENT IN THIS DISCUSSION, POSSIBLY
WITH RETROACTIVE EFFECT. THE TAX CONSEQUENCES OF AN INVESTMENT IN THE
PARTNERSHIP MAY VARY DEPENDING ON AN INVESTOR'S PARTICULAR
CIRCUMSTANCES. FOR THE FOREGOING REASONS, EACH PROSPECTIVE INVESTOR
IS ADVISED TO CONSULT ITS OWN TAX COUNSEL AS TO THE FEDERAL, STATE,
LOCAL, AND FOREIGN TAX CONSEQUENCES OF AN INVESTMENT IN THE
PARTNERSHIP.

Certain ERISA Considerations

The U.S. Deparunent of Labor ("DOL") has issued regulations under ERISA, which generally
provide that when an employee benefit plan invests in an entity such as the Partnership, the plan’s
assets include both the limited partnership interest and an undivided interest in each of the
underlying assets of the Partnership, unless (i) the equity participation in the Partnership by benefit
plan investors is not “significant” (defined as 25% of any class of the Partnership equity interests),
(ii) the Partnership complies with the “venture capital operating company™ ("VCOC") exception, or
(iii} the Partnership qualifies for another exception under the DOL plan asset regulations. If the
underlying assets of the Partnership were to be considered plan assets of the ERISA plan investor,
the General Partner of the Partnership would be an ERISA fiduciary and the Partnership would be
subject to undesirable ERISA requirements with which the Partnership generally cannot comply.

The Partnership will not limit jnvestment by benefit plan investors, and it is therefore possible that
investment by benefit investors will be “significant.” However, the Partmership has been designed
and is intended to be managed to comply with the VCOC exception. If it qualifies for the VCOC
exception, the Partnership will not be subject to the ERISA fiduciary rules and the underlying assets
of the Partmership will not be deemed “plan assets” of any ERISA plan investor. The Partership
will qualify if it (i) has direct contractual rights to substantially participate in or substantally
influence the management of operating companies comprising at least 50% of'i1s portfolio (measured
by cost), and (i) in the ordinary course of its business, actively exercises such management rights
with respect to at Jeast ane of the operating companies in which it invests. An "operating company”
is an entity engaged in the production or sale of a product or service, as distinguished from a re-
investing entity.
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The determination as to whether the fund qualifies as a VCOC is made when the Partnership makes
its first Jong-term investment and thereafter on an ongoing basis. The Partnership must meet the 50%
test at the time it makes its first long-term investment and on at least one day during each 90-day
annual valuation period (generally beginning on the anniversary of the Partmership's first long-term
investment) thereafter. The Partnership also would cease to qualify if it did not in the ordinary
course of its business actually exercise its management rights with respect to at least one portfolic
company each year. Special rules will apply 10 any wind-up of the Partnership when it enters into
it “distribution period” as defined in the DOL regulations.

Prospective Limited Partmers who are subject to the provisions of ERISA (such as pension funds or
certain insurance company accounts} shouid coasult with their counsel and advisors as 1o the
provisions of ERISA applicable to an investment in the Parmership. )

Certain Regulatory Matters
Investment Company Act of 1940, as amended (the 1940 Act”)

The Partnership has not registered and does not plan to register under the 1940 Act in reliance on
the exception provided in Section 3(c)(7) of the 1940 Act As a condition to its admittance to the
Partmership, each prospective Limited Partner will be required to represent to the Partnership and its
General Partner that such prospective Limited Partner is a “qualified purchaser™ within the meaning
of Sections 2(2){51) and 3(c)(7) of the 1840 Act and the regulations promulgated thereunder.

Securities Act

The offer and sale of the Interests will not be registered under the Securities Act in reliance upon the
exemption from regisuation provided by Section 4(2) thereof and Regulation D promulgated
thereunder. Each purchaser must be an “accredited investor” {as defined in Regulation D under the
Securities Act} and will be required to represent, among other customary private placement
representations, that it is acquiring its Interest in the Partnership for its own account for investment
purposes only and not with a view to resale or distribution.

38

E 15C
Confidential Treatment Requested By Wilmer, Cutler & Pickering



273

{THIS PAGE INTENTIONALLY LEFT BLANK]}

Confidential Treatment Requested By Wilmer, Cutler & Pickering



274

THIS PAGE INTENTIONALLY LEFT BLANK]

E 150
Confidential Treatrnent Requested By Wilmer, Cutler & Pickering



275

[THIS PAGE INTENTIONALLY LEFT BLANK]

E toud
Confidential Treatment Requested By Wilmer, Cutler & Pickering



Merrill Lynch & Co.
World Financial Center
North Tower
New York, NY 10281-1326
Telephone: (212) 449-1958
Fax: (212) 449-7969

276

LJM2 Co-Investment, L.P.
1831 Wroxton Road
Houston, TX 77005

Telephone: (713) 853-7427
Fax: {713) 646-2300

Confidential Treatment Requested By Wilmer, Cutler & Pickering

E 1504



277

ENRON CORP.

Short-Form Questionnaire for

Executive Officers, Directors and Nominees for Director

Information Furnisbed by

ANDREW S. FASTOW
for 2000 Proxy Statement and
Annual Report on Form 10-K

for the Fiscal Year
Ended December 31, 1999

This questionnaire is being sent to the executive officers, directors and normipees for
director of Enron Corp. (the “Company”). Please answer all questions using the entry “None”
or “N/A™ (to indicate not applicable} where appropriate. Reference is made to Appendix A for
definitions of terms marked with an asterisk.

{a) Holdings of Equity Securities of the Company and its Subsidiaries.

[0} State the total amount of ecach class of equity securities of the Company
and its subsidiazies, other than directors’ qualifying shares, deemed 1o be beneficially owned by
you as of the close of business on February 15, 2000, because you or 2 family member whe
shares your bousehold has voting or investment power* over such securities.

In computing this total, you skould include not only the securities which you own of
record including shares held by the transfer agent in a dividend reinvestment account, but also
all other securities of which you may be deemed to be the beneficial owner by virme of the Rule
13d-3 definition of “beneficiai owpership™ set forth in the Appendix, including but not limited to,
shares held in broker accounts, IRA's, trusts, partnerships, corporations and private
foundations (which may not be included on your Form 4 direct and indirect holdings because
you have no pecuniary interest* in such securities), as well as shares which you bave a right to

- acquire from conversions or exercise of publicly traded options. DO NOT include unvested
restricted shares or shares that may be acquired by you pursuant to outstanding stock options
under a stock plan of the Company or its subsidiaries or shares h=1d for your account in the
Company's Savings Plan and the Employee Stock Ownership Plan. These pumbers will be
obtained from Company records. In the event that you may be required, by virtue of such
definition, to include ip your response certain securities which you do not consider to be
beneficially owned by you for Section 16 purposes because you have no pecuniary interest* in
such securities, you are free to state that your response shall not be construed as an admission
that you are, for purposes of Section 16 of the Sccurities Exchange Act of 1934, the beneficial

owner of such securities.

* See Appendix A for definition

EnronCorpShion Quesi2000narmes

E 15732
“onfidential Treatment Requested By Wilmer, Cutler & Pickering



278

If you bave shared voting power* or shared investment power®, indicate separateiy the
number of shares or units with respect to which (i) voting power is shared or (if) invesument
power is shared. Briefly describe any costract. avangement, understacding or other basis on
which such powers are shared. Disregard shared voting or invesunent power created under joint
tepancy or marital property laws as berween you and your spouse, if any.

The classes of equity securities for the Commpany and its subsidiaries® which are included
in the rable below are as follows:

Enron Corp. Common Stock (“ENE Common®)

Enron Corp. Cumulative Second Preferred Conventible
Stock (“ENE/PJ™)

Enron Capital LLC 8% Curmnulative Guaranteed Monthly
Income Preferred Shares ("ENE/PC™)

Enron Capital Resources, L.P. 9% Cumulative Preferred
Securities, Series A (“ENE/PA™)

Enron Capital Trust ] 8.30% Trust Originated Preferred
Securities (“ENE/TOPrS I7)

Enron Capital Trust I 8 1/8 % Trust Originated Preferred
Securities (*ENE/TOPrS L)

Northern Border Partoers, L.P. Common Units (“NBP Units™)

EOTT Energy Partners, L.P. Common Units (“EOT Units™)

Transportadora-de Gas del Sur S.A. American Depositary
Shares ("TGS ADS™)

Portland-General Electric Company 7.75% Preferred Shares
{“*PGE Preferred™)

Azurix Corp. Common Stock (*AZX Common~)

My beneficial owpership, as of February 15, 2000, in each class of equity of the
Company and its subsidiaries®, other than directors’ qualifying shares, is as follows:

Answer;
No. of shares for which I have
Sole Voting and Shared Voting and Other Voting and Description
Tule of Class  [ovestment Power Investmes: Power Invesument Power of Other

ENE Common 59,980
ENE/P}
ENE/PC
ENE/PA
ENE/TOPS 1
ENE/TOPS I
EOG Common

* See Appendix A for definition
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NBP Urits
TGS ADS
PGE Preferred
AZX Cormon

(i)  With respect to any sharss or units included in the tabie above which |
have the right to acquire on or before April 16, 2000, from conversions or exercises of options or
warrants, ete. EXCLUDING options issued pursuaot to Company or subsidiary stock plans, 1
have provided the gumber of any such shares or units and bave identified the Class as foliows:

Answer: N o

) Voting Arrangements. Describe any arrangement or agreement you have with the
Company or any subsidiary®, director, officer or sharcholder thereof, to vote the shares or units
owned by you or such director, officer or sharcholder.

Answer: N"M-

©) Five-Year Business History. Attached as Appendix B is the information in last
year's Form 10-K and/or Proxy Staternent about your five-year business history. If your
employment or occupation has changed within the Jast year, please update that information. If no
information is attached as Appendix B, please provide your business history for 1995 - present.

Answer: N l A

(d)  Family Relationships. State the nature of any family relationship by blood,
marriage or adoption between yourself and any director or officer of the Company or any
subsidiary® or any person nominated or chosen by the Company to serve in any such capacity.
Relationships more remote than first cousin need not be included.

* See Appendix A for definition

~0025101
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Answer: NW

(c) Compensation. Describe any compensation paid 10 you by a third party pursuant
1o any arrangement between the Cornpany and any such third party.

Answer: Mo

[63] Compensation Committee Interlocks.

(i) Did you serve during the fiscal year ended December 31, 1999 as a
member of the compensation committee -(or other board committee performing cquivalent
functions or, in the absence of any such committee, the entire board of directors) of another
entity, one of whose executive officers served on the compensation committee of the Company?
If yes, please describe.

Answer: N °

(i) Did you serve during the fiscal year ended December 31, 1999 as a
director of another entity, one of whose executive officers served on the compensation committee
of the Company? If yes, please describe.

Answer:
[

(i) Did you serve during the fiscal year ended December 31, 1999 as a
member of the compensation committee (or other board commintes performing equivalent
functions or, in the absence of any such commitiee, the entire board of directors) of another
entity, one of whose executive officers served as a director of the Company? If yes, please
describe.

* Sec Appendix A for definition INT32 00585

0025301
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Answer: Nb

(€3] Transactions with the Company and its Subsidiaries®. Describe bricfly any
transaction or serics of similar transactions, since December 31, 1998, or any currently proposed
transaction, or series of similar transactions, to which the Company or any of its subsidiaries*
was or is to be 2 party, in which the amount involved exceeds $60,000, and in which you or any
member of your immediate family* had, or will have, a direct or indirect interest®. Please
include in your description of such transaction the nawre of your interest in the transaction, the
amount of such transaction and the amount of your interest in such transaction.

Please note:

¢ The “amount” of the interest of a person is 1o be computed without regard to
the amount of the profit or loss involved in the transaction(s).

Answer:  Sev Addemdvm do Quardimncies

(b)  Entifies in Which You Are or Were @ 10% Owner or Executive Officer, Partner,
ere. The Proxy Statement must disclose relationships between the Company and its subsidiaries
and arty business or professional ensity:

@ that, since December 31, 1998, made payments to, received payments
from, or proposes to make to or receive payments from, the Company or any subsidiary* for
Pproperty or services;

(i) which payments exceed 5% of such entity's consolidated gréss revenues
for its Jast full fiscal year or which entity is a law firm or an investment banking firm; and

(iif).  in which you are or were at any time since December 31, 1998:

.

an owner of in excess of 10 percent of the equity interest; or

an executive officer or partner; or
a member or of counsel (in the case of a law firm); or

® a parwner or executive officer (in the case of an investment banking
firm).

Please list each such entity, indicate your relationship(s) with such entity and describe generally
the nature and amount of payruents made and proposed to be made.

* See Appendix A for definition
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Amswer:  Gop Adduadm o frerdemacia

(6] Arrangements Regarding Election. Was or is tere any amangement or
upderstanding regarding your election as an officer or director of the Company betweer you and
any other person or persons, except the directors and officers of the Company acting soiely in
that capacity? If so, name such other person or persons and describe briefly such arrangement or
upderstanding.

Answer: N °

[4)] Indebtedness to the Comp or its Sub des*.  Describe below any
indebtedness 10 the Company and/or its subsidiaries® in excess of $60,000 owed at any time since
December 31, 1998 by you, b of your i diate family*, your associates*, any
corporation or organization of which you are an officer or pariner or of which you arc the
beneficial owner® of 10% or more of any class of equity securities or any trust or other estate in
which you have a substantial beneficial interest or to which you serve as trustee or in a similar
capacity.

Answer: N ’ A

(k)  Legal Proceedings. The Company must disclose any of the following events that
: occurfed since December 31, 1994:

e the filing of a petition under the federal bankruptcy laws or any state
insolvency law by or against, or the appointment by a court of a receiver,
fiscal agent or similar agent for, your business or property, the business or
property of any parmership io which you were a general partner at, or within
two years before, the time of such filing or the business or property of a
corporation or business association of which you were an officer at or within
iwo years before the time of such filing;

* See Appendix A for definition
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e any criminal convictions or pending criminal proceedings in whick you are 2

pamed subject, excluding traffic violations and other minor offenses;

any court order, judgment or decree, 1ot subsequently reversed, suspended or
vacated, which permanently or temporarily egjoined or otberwise iimited you
from (i) acting as a futures commission merchant, intoducing broker,
commodity trading advisor, commodity pool operator, floor broker, leverage
transaction merchant, any other person regulated by the Commodity Futures
Trading Commission or an associated person of any of the foregoing, or as an
investment advisor, underwriter, broker or dealer ip securities, or as an
affiliated person, director or employes of any investment cormpany, bank,
savings and loan association or insurance company, Or engaging in or
continuing any conduct or practice in connection with such activities; (ii)
engaging in any type of business practice; or (iii) engaging in any activity in
connection with the purchase or sale of any security or in connection with any
violation of federal or state securities Jaws or federal commodities laws;

any order, judgment or decree,’ not subsequently reversed, suspended or
vacated, of any federal or state authority barring, suspending -or otherwise
limiting for more than 60 days your right to engage in any of the activities
described above or your right to be associated with persons engaged in any of
such activities;

any finding by a court in a civil action or by the Securities and Exchange
Commission that you violated any federal or state securities law, where such
judgment has not subsequentty been reversed, suspended or vacated;

any finding by a court of competent jurisdiction in a civil action or by the
Commodities Futures Trading Commission that you violated "any federal
commodities law where such judg: has not subsequently been reversed,
suspended or vacated; and

any pending material* legal proceeding in which you or any of your
associates® is a party adverse to the Company or any subsidiary® or bas a
material* interest adverse to the Company or any subsidiary* and any such
proceeding that you know to be contemplated by governmeatal authorities.

If you are aware of any such event, please include a general description of it below.

Answer: ﬂ b

* See Appendix A for definition
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ect interest>
ities Dealers,

) Relationship with NASD Member. Plzase describe any direct or in
or affiiiation you have in or with any member of the National Asscciation of Secur
I5c. (other than a wholly-owned sutsidiary of the Compazy).

Answer: N L

(m)  Reports Under Section 16 of Securities Exchange Act of 1934. Plzase indicate
whether or not you bave filed all reports (i.e., Forms 3, 4 and 5), or amendments therero,
required to be filed by you under Sectiop 16(z) of the Securities Exchange Act of 1934. If you
have not, please describe generally the report or amendment to be filed.

Answer: \{LS

(n) Relationships with Arthur Andersen LLP. Please describe any interest or
affiliation you have in or with Arthur Andersen LLP.

Answer: N pal

} ) Din.clanhip.r of Public Companies. If you are director of the Company or
nominee for director of the Company, please also update the information in Appendix B
regarding directorships you hold in companies. that file periodic reports with the Securities and
Exchange Commission (or indicate that there has been no change).

Answer: » , A

* See Appendix A for definition
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The forcgoing informatiop is suppiied by the undersigned at the request of e
management of the Company for use in connection with the preparation of the Proxy Stateresn
2pd the Company's Ansual Report on Form 10-K for the fiscal year ended December 31, 1995 to
the Securities and Exctange Commissicn. Such information is correcdy and compictely stated 10
the best of the undersigasd's knowledge, informaticn and belief. The undersigsed will prompdy
notify Rebecca Cartsr, P. O. Box 1188, Houston, Texas 77251-1158 (telephone: 713/853-7241)
in the event any change occurs prior 10 March 31, 2000, which renders inaccurate o incomplete
as of such date any of the information given berein.

DATED: z/ﬂ . 2000.
f

A FT

Signarure

See  afbachd Y7 anrjl";mu'ﬂ.

TWO COMPLETED SIGNED QUESTIONNAIRES SHOULD BE SENT PROMPTLY TO:

Rebecea Carter, Senior Vice President, Board Communication and Secrewary
Enron Corp.

P. O. Box 1188

Houston, Texas 77251-1188

The third copy is for your records.

* See Appendix A for definition
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APPENDIX A

Ceruin Terms Used i Questicnnaire

Associate

The term "associatz.” used to indicate a relaticuship with any persor. is d2fned jia Rule
142-1 promulgated by the Securities and Exchange Cocumission vader the Securities Exch nge
Act of 1934 10 mean:

(1) any corporation or organization (other than the Company or any subsidiary®) of which
you are an officer or partaer;

(2) any corporatior or organization (other than the Company or any subsidiary®) of which
you are, directly or indirectly”, the bepeficial® owner of 10% or more of any class of equity
securities; -

(3) any trust or other estate in which you have a substantial beneficial interest or as to
which you serve as trustee or in a similar capacity; and .

(4) your spouse or any relative of yours, or any relative of your spouse, who has the
same home as you or who is 3 director or officer of the Company or any subsidiary*.

Beneficial Ownershil

Rule 13d-3 promulgated by the Securities and Exchange Commission under the Sccurities
Exchange Act of ]934 establishes certain criteria for determining beneficial owmership of
securities, Under such Rule, a person is regarded 2s the beneficial owner of securities if such
person presently, disectly or indirectly, has or shares or has the right 10 acquire within 60 days,
(i) voting power which includzs the power to vote, or 1o direct the votiog of, such securities, of
(ii) investment power which includes the power to dispose of, or to direct the disposition of, such
securities.

- ‘Yoting power and invesument power are deemed to exist even if shared with others. The
right to acquire may arise from, among other things, (a) the exercise of any option, warrant or
right, (b) the conversion of a security, (c) the existence of power to revoke a trust, discretionary
account or similar arrang or (d) the ic termination of a trust, discretionary account
or similar asrangement. Further, a person who acquires a power specified in clauses (a), (b) or
(c) above in connection with any transaction having the purpose or effect of cbanging or influenc-
ing the control of the issuer is deemed to be the beneficial owner of the securities immediately
upon acquisition of such power, regardiess of whea such power may take effect.

You should be aware of the strong historical presumption of beneficial ownership of
securities held by a person for such person's own benefit {regardless of how registered) and
securities held by others for his benefit (regardless of bow registered), such as by custodians,
brokets, nominees, pledgees, etc. Absent special circumstances, a person bas been presumed to

A-t
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be the beneficial owner of securities held in the came of such persoa’s spouse and mincr ren
or in the name of a relztive living in such person’s bouse, held by an estate or trust in which suzh
cersos bas an Laierest as Jegatze or bepeficiary, owned by a partzership of which such personis a
cartner, or held by a persesal holding company of whizh such person is a stockbolde:, iz,

Al] securities of the same class bepeficially owzed by a parsor, regardless of the form
which such bepeficial ownership takes, must be aggregated in calculating the oumber of shars
bensficially owned by such person.

A number of exceptions 10 the foregoing exist for members of natcnal securities
exchanges, pledgees under wrinten pledge agreements and usderwriters. If you arz not sure
whether an exception applies 1o you, the Company’s legal department will be glad to assist you.

Immediate Famil

The term “immediate family® is defined in the Lostructions to Paragraph (3) of liem 404 of
Regulation S-X promulgated by the Securities and Exchange Commission under the Securities
Act of 1933 10 include a person's spouse, parents, children, siblings, mothers aod fathers-in-law,
sons and daughters-in-law, and brotbers and sisters-in-law.

Indirect Interest in a Transaction

An “indirect interest in 2 transaction” on the part of a person may result from a position or
srelationship with or intzrest in a firm, corporation or other catity which engages in the
:rznsaction, -except whare the position or relationship arises only from (i) a position as a director
of a corporation or other organization (other than a2 partnership), (i) the direct or indirect
ownership* on the pant of such person and all directors and officers of the Company, all
nominses for election as a director, all holders of record or beneficially® of 10% or more of the
outstanding voting securities of the Company and all associates* of such persons, in the
aggregate, of less than a 10% equity interest in such firm, corporation or other entity or (iii) both
such position and ownership.

Indirect Ownership

-If a person has a pecuniary interest®, by reason of any contract, understanding or
relationship (including a family relationship or arrangement) in securities beid in the name of
another person, that person is an indirect beneficial owner of those securitics.

Investment Power
The term “investment power,” with regard to any security, is defined in Rule 13d-3 under

the Securities Exchange Act of 1934 to include the power to dispose. or to direct the disposition,
of such security.

A-2
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Material

As defined by Rule 405 promuigated by the Securitiss and Exchasge Commission uzder
the Securities Act of 1933, the term “material,”

“when used to qualify a requiremest for the furnishizg of infermaticn as to any
subject,-Hmits the icformation regquired to those meners as to whick az average
prudent investor ought reasonably to be informed before purchasing the securny
registered.” .

Pecuniary Interest

You bave a "pecuniary interes:” in the securities if you bave or share the opportuzity
directly or indirsctly, to profit or share in any profit derived from a trapsactioz in the securi

Subsidiary

As defined by Rule 405, a “subsidiary" is a corporation or other entity which is directly
controlied by the Company or indirecly controlled by the Company through one or more
intermediaries.

Voting Power

The term "voting power,” with regard to any security, is defined in Rule 13d-3 under the
Securities Exchange Act of 1934 to include the power to vote, or to direct the voting of, such
security.

A-3
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Senior Vice President and Chief Financial CIficer singe Ma
1998, Senioxr Vice President, ¥ ice, FEnron Corp., ¢
Sasuary 15§7 to March 1998. Managing Directsr, Rezail 2d
Treasury, EZT, £rom May 1895 to Jasuaty 1857, Vice
Presicerz, ECT, from January 11983 to May 1585, soount
Dizector, ECT, from 158C to 1993,
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Addendum to Quesiionnaire

For Andrew S. Fastow

In respense to question (a)(i) and in addition to shares that I cthenwise rzpert pursuant to
ths Questionnaire, 1 am assaciated with LM Cayman, L.P. ("LIM1"). 1LIM1 and centain
of its afBliates own appmxu‘nzlely 6.6 million shares of Enron's common stock. Some of
such shares are subject to various contractual arrangements. ] do not believe T have
voting of investuent power with respect to such shares, but 1 suggest thus issue be
discussed in detai] with Scott Sefon. I such shares are ultimately reported in respen
this question, my resporse shall not be construed as an admission that ] am, for purposes
of Section 16 of the Secunities Exchange Act of 1934, the beneficial owner of such
shares.

In response to question (g), LIM1 and LIM2 Co-Investment L.P. ("LIM2") entered into
various telaled party transactiens with Enron during the second half of 1999 that should
be reported. 'Scott Seflon is preparing a draﬁ of the disclosure relating to these
transactions, which he will provide shortly.

In response to question (h), Scott Seflon can discuss whether any disclosure would be
required as a result of my association with LIM1 and LIM2.

All my other resp 1o the questi in the Questi ire are mads subject to my
disclosures herein regarding LIMI and LIM2.

In light of the plexi ding my jation with LIM1 and LIM2 and the
difficulty in appiying thc proxy d.lsclosurc rules to my association, I think it would be
prudent for the Enron attomey who is responsible for proxy disclosure issues to meet
with Scott Seflon to resolve these issues.

Dad: ___2f3 oo // %
Andrew S. Fastow

€ VT Qe oo
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A3

Memo ANDERSEN

To The Files

From Thomas H. Bauer
Date November 2, 2001

Subject  Chewco Investigation

- CONFIDENTIAL -

October 26, 2001 ! recersved a call from Rodney Faldyn and Ryan Siurek regarding formation ot Cheweo in

1997 Faldyn ingquired about the requirements of EITF 90-1 S for outside equny in an SPE if the mvestors
include employees. | rephed that the SPE needs to be capiahized with 3% of outside squity exwlusive of the
employee and that such conclusion is consistent with previous advice given on Chewco and more revently on
[LIM. Siurek acknowledged that LIM equity was grossed up for the percentage of Andy Fastaw in the LJM
transaction. Faldyn then advised that he had learned that Chewco may not have the requisite equity and inquired
as 1o the accounting impact. | advised that the SPE would fail to qualify and the sponsor of the SPE would
consolidate Chewco. Faldyn said he would meet with Rick Causey to discuss further and asked that I remain
available. (Attached as Exhibit | 1s documentation prepared in 1997 upon initial advice given to Frron regarding
its proposed Chewco structure.)

On October 27, 2001 | was asked to attend a meeting with Causey and Faldyn regarding Chewco  Also present
at the meeting were Deb Cash and Dave Duncan. Causey presented a diagram of the Chewuvo transaction which
he said had been constructed upon discussion with Ben Glisan. (Glisan 1s now treasurer of the company and was
the pnncipal accounling transaction support representatine for Enron at the ime of the transacton ) This
diagram which was prepared by me from Causey's presentation s attached as Exhibut |1

Based upon the information presented. the group dentitied the following 1ssues which would require further
analysis:

o Did the Chewco pannership in fact have the requisite 3% of capntal exclusive of any employvee
involvement?” -

Based on information presented it was nut possible 1o detenmine how much ot Michael Kopper's
contribution was included inthe $115.000 equity stnp (At the ime of furmation in 1997 we advised
Enron that the 3% of outside equity must be exclusive of any employee iImvolvernent } We were aiso
advised by Causey that one of the uther investees was Bill Dodson, a nonemployee. whao's the business
and personal partner of Kopper. We adv ined addinonal information aboul the relationship betwevn
Kopper and Dodson would be necessary 10 ascertain whether Doadson would be considered a related
pany. :

o Was the Barclay's equity stnp residual equity al nsk as reguired by BTTE -5

TBAA 000731
Cunfidential Treaiment
Requested by Tom Baver -
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[ November 2. 200
Sutwect Chewco Investigation Chew co Insestigation
Page Jord

Causey advised that Glisan indicated that. upon buyout of Cheweo in the first quaner ot UL, Sonar
recenved a distnbution of approximately $10 milhon. We discussed that if Glisan's connection was
correct, the size of the disinbution relatin e to Barclay's smaller disinbuntion mav indicate that Barclas s
equity was disproportionate and perhaps in substance dety.

e Does Sonar control Chewcu by virtue v a consent agreement from Rig River?

Per Causey. (ilisan made reference to a consent agreement w hich provided Sonar the nght to vate
Barclay's shares of Chewco. Depending upon the terms or collsteral of the consent (e g withdraw ¢
nghts, etc.) Sonar may be deemed (o contrul, thereby invalidaning the gosermance cntena

I 'advised Causey and the group that we had never been provided access to any document hevond the amended
JEDI pantnership documents that were created upon the Chewco transaction. We requested Cheweo documents
at the time of the transaction. but were advised hy Glisan that the documents were those pFa third pan .)nd
Enron does not have access to such documents. | advised Causey and the group that access To wuch dovuments
would be necessary 1o answer the items raised  Causey reilerated that at the present ime, he has seen no tactual
support for the ttems discussed above.

At that point. Faldyn indicated that he had been told that a memo exists/within the treasury depariment from
Kopper to accounting mstructing Enron as general partner in JEDI to direct future distnbutions to Chewco from
JEDI afier some specified date 10 the attention of Lee Fastow at a home address. Lec Fastow 1s the wite ofAnd,
Fastow and previously worked at Enron in the treasury depantment. Causey stated that he 1s unaware of any
interest that Fastow or his wife may have in Chewco and therefore 11 1s unclear why distnbutions wuould be sent
10 Lee. We requested that Causey gather information regarding the instructions and any subsequent cash
disbursements that were executed pursuant 1o the instructions. if any. We asked that Causey 1nquire asto acvess
to Chewco documents and related documents so we can pertorm additional audit procedures

On November 2. 2001, Andersen received a set of documents refated to Chewco from Wilmer & Cutler. Deb
Cash and 1 reviewed the Chewco documents and constructed 2 diagram of ownership based upon our resew as
set torth in Exhubit 1fl. This review of the transaction identified the fullowing issues.

e Thenterest by Barclay's was in the form ol a yield vertificate which defines Big River and Little River
as burtowers and requires a yield shightly above LIBOR

e lreviewed a two page letter agreement dated Devenber 30, 197 betwern JEDI and Cheweo which
provided for a distnbution to Chewco of approvimatety $16 milhion of which $10 millon was to be p. i
1o Enson as a guarantee fee on debt of Chewco and approumately $6 mithon to be dcpoxncd N resen e
funding accounts of Big River and Little River. Based upon a review of other formation diw uments i
appears that the deposit was a vondition upun funding of the Barclay’s certificate, As a car\scqmn(e.,
uestion anses as 1o whether the $11 milhon contrbutions by Ban as funded in pant by 3

q
distnbution Trom JEDI, Therefore Barclay's Gantfibution would be a net $5 million which would be

sn_mnluanll_v below the 3% reyuired,

On the evening uf Nc\ ember 2. 2001 [ was requested B attend & mevting with Mike Patnck, Alan Quantang e
him Brown, and Uns Sherman also from Andersen were Deb Cash, Patty Gratzmacher, Kimberbs Scardine Don

TBAA 000732
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Sutwect Chewco Investigation Chew co [nvestiganion
Page Jora

Holley and Kate Agnew Patnck stated that the purpose of the meeting was to seek our guidance on analssis ot
Chewco and | JM transactions and to compare notes on what Andersen had done 1o date Patnck stated that he
and others i the meeting had not begun any review and did not vet have aceess 1o dowuments Such divuments
were to be presented on Saturday morming, November J, | advised the group that we had reviewed the Uheweo
documents provided and dentified. among other issues, the twa items discussed above. [ atated that we woere
conitnuing cur analvsis and had not formed conclusions at that ime. T encournged the company 1o review the
certificate agreements and letter agreement and form ther own conclusion | added ' the company concladat
that the transzetion met all the requisite capitalization tests after resiew of these documenty, we would ket
have a discussion as to the basts vl their conelusions

On the evening of November 3, 2001 I receised a cail from Patnck 1o attend a meeting to discuss the Chewvo
transaction. Painck advised that he had met with inhouse counset, Vinson & Eikins and Ghisan and believed the
transachion didn't result in a failed SPE. Dave Duncan and | attended this meeting. Present were Mike Patriek.
Jim Brown. Cns Sherman. and Rick Causey  Subsequent to the commencement of the meeting athers joined the
discussion from time 10 ime, Chnstina Mordant, inhouse legal counsel. Ron Astin, Vinson & Elkins Counsel.
and Wes Colwell. North American Chiet Accounting Otficer, We Jiscussed the tollowing.

e Ron Astin commented that he beheved the equity cerificates were 1n tact equity within a legal
defimmion and that the certificate holders had nghts with respect 1o voting. and imiing the voting
ability other parties, far greater that a typical debl agreement. | advised that to comply with SPE
equity requiremnent the third panty equity would be required to be equity in form and substance

* Causey indicated that he was not sure that Dodson should be considered a related party. Mordant
stated that Texas State Law doesa't legally recogruze such relationships. 1 advised that | belies ed for
accounting purposes, the assessment of whether Dodson was a related party would have to considicr
factors in addition 1o the legal factors to develop a conclusion.

e linquired as to the group's response to the impact of the letter agreement dated December 30, 1997
referred 10 above, They rephied they had not found such a document in their matenals. We awistad
the group with a search of the documents in the room, and located the agreement Glisan, Mordany,
and Astin each stated that they had never previously seen this agreement and were unaware of its
eaistence. 1 inquired of Glisan as 10 the business purpose of this agreement  He said he did not
know. 1asked Glisan why Jeremy Blackman would have been the authonzed pariy o siym such an
2greement-and he replied “that is a good question”, | presented the accounting implications ofthe
agreement which could reduce the 3% net equity as discussed above Mordant presented on
argument as 1o why the agreement shoukd not alier the investors Nght to the capital accaunt which |

7 could not comprehend. Causey. Brown. Patnck. Ghsan. Astin and Mordant then left the mectme 0

" pursue this matter further, Later, Brown and Patnck retumed to the meeting and stated that Glisan
concluded that the transaction fatled the criteria. T asked 1f1his Enson's-final cenclusion and Patnek
ndicated he did not know,

On November 4. 2001 we were asked by Causeyto work with Fnmn emplos ees 10 3ssess the effect Enron
Financial Statements assuming Cheweo was a fuiled SPE, Duning that process we were presented 3 copy of
Chewco's unaudited financial statements from Mark Lindsey, Mark Lindsey said he had revensed thesefim

TBAA 000733
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o November 2, 2001
Sutwact Chewco Investigation Chewco Inyestigation
Pace dof 4

Shurley Hedler 1n the funds management group. Mark said he had not previously seen the Chewco financial
statements or knew of their existence.

We completed our analysis regarding the impact of the adjustment and attended a meeting Sunday evemng
whereby the company presented its estimate of the ¢ffect on previously reported net incomes We adyised
Causey that we had not audited these estimates and the complexity of the JED! agreement would rquire
significant addiional analysis to develop a more precise estimate of the impact.

Ce: Nancy Temple

Attachments
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ChewCo

Managing Regular
M Member
ember M *Includes ENE Management
Large % Small %
gy P
Equity Deb I
‘ Ledt “NE
[nterest @
3%
S330 MM
New LP [rrarect ChzwCo
SN, /S S—"
LP Interest
} ENE $330 MM CALPERS
. o
30% GP % L2
TETI
A Enronto provide guarantee on ChenwCo debt for a fee or o provide ChewCo with

Per discussion with'John Stewart, ChewCo can quaki a5 an 37

foan.

E and evust off the
balance sheet of JEDI as a lumited partier with Enrsn as the guarapior of d22tor
with Enron as the debt provider. tiowever. the folowing condinons should appiy

The loan/guarantee from Enron o ChewCo shouid be at market

The joan/guarantee from Enron to ChewCa should be 2xecutad under custemany
terms and cenditions,

The equity holders {Managing Members and Ragular Membtars) of Chewlo smrald
have hest nsk of loss {1 e, be subordinate 22 the 2ot :
Since the equity holders of ChawCo inciud
management, ChewCo will mawrtain 3% equity e
no case shall the Enron Regular Mamters conmrai
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Chewco

Guaramtee
| ENE
IEDL e
Baclays
, Debt
$132MM %@xv
Lonn T4y
w Kopper G
Wb Chewco $iIs M Sonar
p
.na‘v N $HSM
Paniner L9
v
s, Consent Agrecnent
Big River ,
Lp Barciays
C:_n Dodeon
River
Preparted by TBauer

10.27.01 based upon
discussion with Causey ANWhader 2001 Mt e nwen b
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Chewco

Guaranice
ENE - Cal Barclays | s ENE
’ aipers {Sub Debt) NE
kY $240 MM
J Debs SONR #1 | Kopper
04/-_. 1.1.c {Manager & Momberd
h 4 SHSM
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JEDI Chewco [ Mwm‘w LP Kopper %6 3%
1% - . Dodson 1 5%
3 roo e, m ‘.w
Lp u:.:sz\\ 1..;;%%. )
g X Qs: L\J

\ $132 MM Debi \f., . ..&\ }

\ /" Big River 1,omM Rarclay
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. e
S »T \/N«.«: $331| Sole Manager & Menvber
* \ .
) ~— V
% Litle River | $13IM Barclay
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review of docuinents
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Q4

V&E Shoots Back

Vinson & Elkins Offers lts Most Delailed Response Yet
To Critical Report on lts Work for Embatiled Enron Corp.

By Oms Buobeay

For weeks, the press and public talked around the edges of the quality of the legal
work Vinson & Elkins did for the disgraced and embatted Enron Corp.

Then the Powers report laid it bare,

Prepared by a former enforcement director of the Securities and Exchange
Commission, Wilmer, Cutler & Pickering partner William MclLucas, the Feb,
1 repont on behalf of a special committee of the Enron Corp. board contends
that Vinson & Elkins was in fact involved in many of Enron’s most controver-
sial deals—-and was also involved in decisions about how to disclose those
deals to the public. .

The document never accuses Vinson & Elkins lawyers of violating any
laws. But it sharply criticizes the firm for “an absence of . . . objective and
critical professional advice.” Enron was the Houston-based law firm’s largest
client, and last year accounted for 7.8 percent of V&E's 34355 million in rev-
enue, according to a fum spokesman.

Now the law firm is aiming to counter its portrayal in the report, commis-

sioned by an Enron panel chaired by board member William Powe; e
Stz ENRON, PAGEQ

=0
ABS5S52 08000 FX316 ABS552 1
Cmte On Commerce
US House of Representatives
316 fFord HOB
2nd & D Streets SW
washington DC 20813
985163 89 /23/2802
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a5

Joint Energy Development Investments Limited Partaership
1400 Smith Street
Houston, Texas 77002

December 30, 1997

CHEWCO INVESTMENTS, L.P.
1400 Smith Street
Houston, Texas 77002

RE:  Revolving Credit Agreement dated as of even date herewith {the “Credit Agreement™)
among CHEWCO INVESTMENTS, L.P., as borrower ("CHEW(CQ™, the lenders from
time to time party thereto and Joint Energy Development Investnents Limited Parmership

("IEDI™)
Ladies and Gentlemen:

JEDI has, prior to the date hereof, sold its interest in Coda Energy, Inc. and its subsidiary, Taurus
Energy Corp, (the “Investments™). JEDI and CHEWCO agree that. notwithstanding Section 2.07 of the
Credit Agreement, any disuibutions of the proceeds from the sale of the Invesuments (the “Distributions™)
from time to time to CHEWCQ, owner of a 50% limited partnership interest in JED, shall be used as
follows:

(1 first. to fund the following accounts in an aggregate amount equal o $6,580,000.00:
(a) the Linle River Base Reserve Account No. 050-793896 in an amount equal to
$197,400 and (b) the Big River Base Reserve Account No. 050-793870 in an amount
equal 10 $6,382.600;

(i) second, to pay up to $10,005.000 of the ocutstanding principal balance on the
Subordinated Debt {as defined in the Credit Agreement); and

(i)  third, thereafter in accordance with Section 2.07 of the Credit Agreement.
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Joint Energy Development Investments
Limited Paninership

By: Enron Capital Management Limited Partnership.
its sole general partner

By: Enron Capital Corp.. its sole ggneral partner
S
By: /}‘ N

Name: Jeremy M/Blachmat’ (,5((
Title:  Vice President

CHEWCO INVESTMENTS, L.P.
By: SONR #1, L.P,, its sole general pantner
By: SONR #1, L.L.C.. its sole general panner

ov_ Mpd 4 —

) Michael K%yi)cr,&é sole member

[Signature Page for Application of
FSEHITENRLOO J90001SIG_PGS WPD . N .
Decemort 17, 1997 Distributions Side Letter]
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GUARANTY AGREEMENT

THIS GUARANTY AGREEMENT ( this “Guaranty”) dated a3 of December 30, 1997, is made
by ENRON CORP., an Oregon corporation (the “Guarantor®), in favor of Barclays Bank PLC (*Bank")
and pertzins to obligations of CHEWCO Invesiments, 1..P. ("Borrawer”).

PRELIMINARY STATEMENTS

The Bank has agreed to loan the Borrower §239,995,000.00 on the condition that the Guaracror
peovide this Guaranty. The Guarantor may reasonably be expected to benefit, directly or indirectly, from
providing this Guaranty.

NOW, THEREFQRE. for and in consideration of the premises and for other good and v:!uébk
consideration, the receipt and sufficiency bf which are hereby acknowledged, the Guarantor agrees as
follows:

ARTICLE 1
DEFINITIONS

Section 1.1 Certain Defined Terms. As used in this Guaranty, the following weims shali have
the following meanings (such meanings 1o be equally applicable to both the singular and the plural forms
of the terms defined):

“Bank" has the meaning specified in the first semence of this Guaranty.

“Borrowes” bas the meaning specified in the first sentence of this Guarancy.

~Busingss Day” means any day of the year except Sarurday, Sundzy and any day on which banks
are requiied of authorized to close in New York City or Houston, Texas.
1

“Consplidated” refers to the consalidation of the accounts of the Guarantor and its Subsidiaries
in accordance with GAAP.

“Consolidated Net Worth” means at any date the Consolidated stockholders’ equicy of the
Guarancor and is Counsolidated Subsidiaries (excluding any Redeemable Preferred Siock of the
Guarantor).

~Comsolidated Tanzible Net Worth™ means af any date Consalidsted Net Woeth less the amount,
if any. in excess of $110,000,000 of Consolidated "intangible assew” (a5 defined below} included in
determmining Consolidated Net Worth. For the purposes of thil definition, “intangible assets™ means the
amouat of (i) all write-ups (other than write-ups resulting from foreign currency translations and write-ups

D153207 034052
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of assets of a going concern business made within twelve months afier the acquisition of such business)
subsequent to December 31, 1994, in the book value of any asset owned by the Guarantor or a Subsidiary
and (it} all vnamortized goodwill, paterus. trademarks. service marks, trade cames, copyrights,
organization of developmental expenses and other intangible wems.

“Debt” of any Person means at any daie, without duplication. (i) obligations for the repayment
of money borrowed which are or should be shown on a balance sheet 25 debt in accordance with GAAP,
(11} obligations as lessee under leases which, in accordance with GAAP, are capital leases, and
{iii) guarantics of payment oc collecton of any obligations described in clauses (i} and (i) of other
Persons, proyided, that clauses (i) and {ii) include, in the case of obligations of the Guaranor or any
Subsidiary, only such obligations as are or should be shown as debt or capital tease tiabilities on ¢
Consolidated balance sheet in accordante with GAAP; provided, funther, that none of the following shalt
consiinne Debt: (A} transfers of Perminted Receivables pursuant to 2 Permined Receivables Purchase
Facility (and indemnification, recotrse ot repurchase obligations thereunder), (B) the Hability of any
Petson as a general partner of 3 pannesship for Debt of such panwership, if the panaership is not 2
Subsidiary of such Person, and (C) obligaricns (other than bomrowings, capital leases or financial
guaranties by Guarantor or any Subsidiary) refated to the sale, purchase or delivery of hydrocarbons in
respect of production payments conveyed In transfers constiruting sales under GAAP,

“Enson Indenture” means that cemain indenture Jated 25 of November 1, 1985 berween e
Guarantor {formerly IntecNorth, Inc.) and Hands Trust and Savings Bank. as Trustes, without giving
effect io any amendment or modification thereof.

"EOG Group” means Enron Oil & Gas Company, a Delaware corporation, and its subsidiaries,

“ERISA" means the Employee Retizement lacome Security Act of 1974, as amended from time
10 time, and any sutcessor stanute of similar impory, together with the regulations thereunder, 25 in effect
from time t© ume.

"ERISA Affiliate” means any wade of business {whether or not incorporated) which is 2 member
of 2 group of which the Guarantor Is 3 member and which is under common. conurol within the meaning
of the regulations under Section 414 of the Code.

~Event of Detaglt™ has the meaning specified in the Note.

"EFERC" means the Federal Encrgy Regulatory Commission, or any federal agency or authority
of the United States from time ta time succeeding 10 its function.

“GAAP” means United States generally actepted sccounting principles and policies consistent with
these applied in the preparation of the audited consclidated financial wefered 0 oin
Secrion 3.01(d}.

“Guaramtor” has the meaning specified in the first sentence of this Guaranty.

“Guarantor Default” has the meaning specified in Section 5.0} of this Guaranty.

33T OI0ISTs
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“Guaranty” has the meaning specified in the first sencence of this Guaranry.

“Insufficiency” means, with 1espect to any Plan, the amount, if any, by which the present value
of the accrued benefits under such Plan exceeds the fair market value of the assets of such Plan allocable
10 such benefits.

“Multiemplover Plan™ mezns a “multiemployer plan® as defined in Secrion 4001(a)(3) of ERISA
1o which the Guarantor or any ERISA Affiliate is making ot accruing an obligation to make contributions,
ot has within any of the preceding five plan years made or accrued an obligation to make contributions,

“Multiple Emplover Plan® means an employee benefit plan, other than 2 Multiemployer Plan,
subject 10 Title IV of ERISA 10 which the Guarantor or any ERISA Affiliate, and more than one
employer other than the Guarantor or an ERISA Affiliate, is making or accruing an obligation to make
contributions or, in the event that any such plan has been terminated, 10 which the Guarantor or any
ERISA Affiliate made or accrued an obligation to make comributions during any of the five plan years
preceding the date of termination of such plan.

“Note” means the promissory note dated December 30, 1997 executed by the Borrower and
payable to the order of the Bank in the principal amount of $239,995,000.00.

“Notice” has the meaning specified in Section 6.0% of this Guaranty.

“QObligations™ means all amounts owed from time to time by the Borrower pursuant 10 the terms
of the Note, whether owed now or in the future, including, without limiwation, all principal of and interest
on the Note and all costs, expenses and indemnities provided for therein.

“PBGC" means the Pension Benefit Guaranty Corparation. or any federal agency or authority of
the United States from [ime to time succeeding to its function,

"Permitted Receivables™ means {a) any receivables and rights (whether now cxisting or hereafier
arising) resuiting from any Regulated Subsidiary's aurhoriry to collect revenue from any customer
receiving serviee that is subject (0 the jurisdiction of the FERC, whether such (evenue is collected by
means of a demand charge, teservation fee, commodity charge, usage fee or other rate for such service
set forth in such Regulated Subsidiary’s FERC gas tasiff or by means of any surcharge upon or other fec
fevied in conjunction with any such rate, (b) all indebiedness of any obligor (whether now existing or
hereafier arising) under a contract for sale or transportation of crude oil, natural gas or other goods or
services by the Guarantor or any of its Subsidiaries and al} related rights of the Guarantor or such
Subsidiary, which shall include, without limitation, any obligation of such obligor (whether now existing
or hereafier arising) to pay amounts based on the monthly emtitlement of such obligor 1o such sales or
transponiation service (foc entitiements not to exceed 90 days from date of invoice) and any obligation
of such obligor (whether now existing oc hereafter arising) 1o pay interest, finance charges or amounts
with respect thereto, and (¢} with respect 1o any of the foregoing receivables or indebtedness, all
guarantees, insurance, letters of credit and other agreements or arrangements of whatever character from
time 10 time supporting ot securing payment of any such receivables or indebtedness.

0153207 030157
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“Permitied Receivables Purchase Facility™ means any agreement of the Guzrantor of any of its
Subsidiaries providing for transfers of Permiued Receivables purporting to be sales (and considzred sales
under GAAP) that do not provide, directly or indirectly, for recourse against the seller of such Permited
Receivables (or against any of such seller’s affiliates). by way of a guaranty or any other support
arrangement. for the collectibility of such Permiued Receivables (based on the financial condition or
circumstances of the obligor thereunder), other than such limited recourse as is reasonable given market
standards for transactions of 2 similar type, taking into account such factors as histerical bad debe loss
experience and obligor concentration levels.

"Person” means 2n individual, parnership, corporation, limited Jiability company, business trust,
joint stock company, trust, unincorporated association. joint venture, firm or other entiry, of a
government ot any polirical subdivision or agency, depariment or instrumentality thereof.

“Plan” means an employee benefit plan {other than a Multiemployer Plan) which is (or, in the
event that any such plan has beea tenminated wichin five years after 2 transaction described in
Section 4069 of ERISA, was) maintined for employess of the Guarantor or zny ERISA Affiliate and
covered by Tide [V of ERISA. .

" Principal Subsidiary” means as of any date of determination, any Subsidiaty having consolidated
assets (less any debt of such Subsidiary and any of such Subsidiary’s consolidated subsidiaries with
respect 1o which the Guarantor has not guaranteed payment) equal to or greater than 5% of the
Guarantor's consolidated assets: provided that, as of any date of determination, cach of the following
named entities shatl be deemed to be a Principal Subsidiary (but only if such entity is a "Subsidiary” as
of such date of determination) without regard to the consolidated assets test described above in this
definition: Enron Oil & Gas Company, Houston Pipe Line Company, Transwesiemn Pipeline Company,
Northern Natural Gas Company. Enron Capital & Trade Resources Corp., and Enron Pipeline Cornpany.
For purposes of this definition, (a) consolidated assets of a Subsidiary shall be derermined based on the
most recent quanerly or annual consolidated financial statements of such Subsidiary available prior to
such determination, and (b} consolidated assets of the Guarantor shall be determined based on the most
recent quarterly or annual coasolidated financial statements of the Guarantor available prior 1o such
detenmination.

“Preferred Stock™ means, as applied to any corporation, shares of such corpocation which shall
be encitled (o preference or priority over any other shares of such corporation in respect of cither the
payment of dividends or the distribution of assets upon liquidation.

"Redeemabic” means, as applied to any Preferred Stock. any Preferred Stock which (i) the issuer
undertakes to redeern at a fixed or determinable date or dates {other than pursuant to the exercise of an
option 10 redeem by the issuer, if the failure 10 exercise such option would not materially adverscly affect
the business, consolidated financial position or consolidated results of operations of the issuer and its
subsidiaries taken as a whole)., whether by operation of 2 sinking fund or otherwise, or upon the
occurrence of a condition not solely within the control of the issuer, ot (ii) is redeemable at the opdoa
of the hoider.
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"Regulated Subsidiary™ means Transwestern Pipeline Company, Northern Natural Gas Company
ot any other Subsidiary regulated by FERC.

“Subordinaied Debt” means. {2} the 8 25% Senior Subordinared Debentures dye 2012 and the 6
% % Senior Subordinated Debenrures due July 1, 2005 of the Guarantor issued pursuant 10 the Indentuge
dated as of February 1. 1987 berween the Guarantor and NationsBank of Texas, N.A., as trusiee, (b) the
obligations ¢f the Guarantor under the Loan Agreement dated as of November 15, 1993, berween the
Guarantor and Encon Capial L.L.C., (¢} the obligations of the Guarantor under the Loan Agreement
dazed as of August 3, 1994, between the Guaramor and Enron Capitat Resources, L.P., and {4) any Deby
of the Guaranior which is subordinate to any other obligations of the Guarantor s¢ long as {i} the erms
of such Debt are {(x} subsiantially similar so and tio Jess favorable 10 the holders of Senjor Indetredness
(as defined in such Indenture) than the terms of such Senior Subordinated Debentures due 2012 of the
Guaranor {ard the parties confirm that it is their inteation that all obligations of the Guarantor under this
Guaranty constitute “Senjor Indebtedness™ for the purposes thereof) or {y) consentad to by the Bank
(which consent will not be unreasonably withheld), 2nd (i) no payments of principal shail be payable
{whether by scheduled marurity, tequired prepayment, or otherwise, unless as 2 result of the acceleration
of such Debt in accordance with the terms theceof) under such Debi prior 10 Decernber 15, 2001.

“Subsidiary” of any Person means, any corporation, pannership, joint venture or other entity of
which mors than 50% of the outsianding capital stock or other equity interests having ordinary veting
power (irrespective of whether or not at the time <2pital stock or other equity interest of any other class
or classes of such corporation, pannership, joint venture o other entity shall or might have voting power
upon the occurtence of any contingency} & at the time owned directly or indirectly by the Guaranor:
provided, however, that no such corporation, pannership, joint venture ot other entity shalf (2) constirute
a Subsidiary of the Guarantor unless such entity is a Consolidsied Subsidiary of the Guaramor, or
(b) constitute & Subsidiary of any other Person, unless such entity would appear as a consolidated
subsidiary of such Person on a consolidated balance sheet of such Person prepared in accordance with
GAAP. Unless otherwise provided or the context otherwise requires, the term "Subsidiary” when used
hecein shall refer wo 2 Subsidiary of the Guardntor.

“Termination Event” means () 2 “repontiable event™, as such term is described in Section 4043
of ERISA (other than a "repartable cvent” not subject o the provision for 30-day notice 10 the PBGC),
or an evens deseribed in Section 4062(e) of ERISA, or (it) the withdrawal of the Guarantor or any ERISA
Alfiliate frofn 2 Muhiple Employer Plan during a plan year in which it was 2 “subsandal employer”, as
such 12rm is defined in Section 4001{aX2) of ERISA, or the incurrence of Hability by the Guarantor or
any ERISA Affiliate under Section 4064 of ERISA upon the termination of a Mukiple Employer Plan,
or {iii) the distribution of a notice of intent to terminate a Plan pursuant 10 Sectioa 404 1{2)(2) of ERISA
ot the treatment of a Plan amnendment as a termination uadec Section 4041 of ERISA, or (iv) the
instination of proceedings 10 1erminate a Plan by the PBGC under Section 4042 of ERISA. ot (v) any
other evene or condition which might constinute grounds under Section 4042 of ERISA for the termination
of. or the appoinunent of 2 trustee to adminisier, any Plan.

“Total Capiealization™ means, at any tme, the sum {without duplication) of {2) Total Senior Deby,
(b) the roral cutstanding principal amount (or the book carfying amount of such Debt if issued at 2
discount) of Subordinated Debt of the Guarantor and its Consolidated Subsidiaries. (¢} Consolidated Net
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Worth less any amount thereof auributable to "minority interests” {as defined below), and (d) Redeemable
Preferred Stock of the Guarantor and its Corsolidated Subsigiaries other than the EOG Group. For the
purpose of this definition, “minority inferess” means any investoent or interest of the Guaranior in any
corporation, parinership or other entity 1o the extent that the total amount thereof owned by the Guarantor
(direerly or indirectly) constinnes 50% or less of ali outstanding interests or investments in such
corporation, pannership or emtity.

“Tow) Senior Debt” means, at any time. all Consolidated Debt of the Guaranter and its
Consolidated Subsidiaries other than Subordinated Detx.

“Withdrgwsl Liability™ shall have the meaning given such term under Part | of Subtitle E of
Title [V of ERISA.

Section 1.2 Aceoonting Terms. All accounting terms not specifically defined herein shall be
construed in accordance with, and certificates of compliance with financial covenamts shall be based on,
GAAP: provided. however, the financial saements and reports required pursuant to Section 4.01(a)(i)
and (vii) shall be prepared in accordance with generally accepred accounting principles consistendy
applied except 10 the extent stated therein.

Section 1.3 Miscellaneous. The words "hereof.” "herein™ and “hereunder™ and words of
sirnilar import when used in this Guaranty shall refer 1o this Guaranty as a whole and nort w any
particular provision of this Guaranry, and Anicle and Secijon weferences are 1o Articles and Seciions of
this Guaranty, unless otherwise specified. The term “in¢luding” shall mean “including, without
limitation.”

ARTICLE If

GUARANTY
Section 2.1 Tomaranty.

(2} The Guarantor hereby unconditionally, absolutely and irrevocably guarantees to the
Bank, within three (3) Business Days of demand, the full and timely payment and satisfaction of {2) the
Obligations 4s and when the sarne shall become due or payable, whether at manricy ot otherwise, and
() any and ail fees and expenses (iocluding reasonable counsel fecs and expenses} incurred by the Bank
in enforcing any of its tights under this Guaranty. If the Guaranior receives a demand for payment
pursuant to this Guaranty, the Guarantor shall pay to the Bank, not later than the thitd Business Day
following the Guarantor’s receipt of such demand, the amount specified in such demand, which shall not
exceed the amount of the Obligations 10 which such demand relates. Multiple demands may be made
hereunder.

(b} U, at agy time, the Bank provides notice o the Guarantor that (i) an Event of Default
under the Note has occurred and the Bank is unable to accelerate or is blocked from aceelerating the
matutity of the Note and (i) the Bank notifies the Guaranor that it elects o selt and assign the Note ro
the Guarantor, then the Bank shall assign and sell 10 the Guzrantor, and the Guarantor shall accept,
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purchase and pay for the Note in accordznce with the remaining provisions of this clause (b). The
Closing of the assignment, acceptance, saic and purchase shall occur on the third Business Day following
the notice from the Bank to the Guarantor referred 0 above. On such Business Day:

() the Bank shall deliver the Note (or in the event the Note is lost or
missing, an affidavit centifying that the Note is lost or missing and indemnifying the Guarantor for losses
i incurs 2s a result of the note being lost or missing) to the Guarantor; and

[¢h) upon satisfaction of clause Section 2.01 (b)), the Guarantor shalt pay the
Bank an zmount in cash ¢qual to the outstanding Obligations as of such date.

Section 2.2 Natre of Guaranty. The Guarantor guarantees that, subject 10 the demand
provisions set forth in Section 2.01, the Obligations will be paid in accordance with the tems of the
Note. The liability of the Guarantor under this Guaranty 10 the fullest extent permitted by law shall be
absolute and unconditional. irtespective of:

(a) any change in the ime, maaner or piace of perfonmance or payment of, or in any
other term of, ail or any of the Obligations. or any other amendment, extension of manurity or waiver
of or any consent or departure from the Note;

®) the existence of, or any release ot amendment or waiver of or consent to
departure from, any other guaranty for all or any of the Obligations;

{<) any change in the existence, structure or ownership of the Borrower, the
Guarantor or the Bank or any insolvency, bankruptcy, reorganization or other similar proceeding zffecting
any of them or their respective assets or any defense that may arise as a result of any such proceeding:

{d) any other act, omission to act or delay of any kind by any party hereto or any
other persen, of any other circnstance whatsoever that might, but for the provisions of this Section,
constirute a legal or equitable discharge of the obligations of a guarantor or surery;

(c) any lack of validity or enforceability of the Note or any other agreement or-
instrument;relating thereto;

[0} any law or legal requirement now or hereafier in effect in any jurisdiction
affecting any of the teams of the Note or the rights of the Bank with respect thereto: ot

() the failure of the Bank to assent any claim or demand or to enforce any right or
semedy under the Note.

The Guaranty made by the Guarantor hereunder shall continue to be effective or be reinstated, as the case
may be, if at any time any payment of any of the Obligations is rescinded or must otherwise be returned
by the Bank for any reason. including the bankruptey, insolvency or reorganization of the Borrower or
otherwise, all as though such payment had not been made. and, in such event. the Guarantor will pay 10
the Bank an amount equal to the payment that has been rescinded or reuned.  This Guarancy shall be
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absolute and unconditional notwithstanding the occurtence of any event or the existence of any othsr
circumstance which might constitute a defense available 1o the Guatanior or the Borrower ot a legal or
rquitable discharge of a surety or the Guarantor except indefeasible payment in full of the Obligations
and all other amounts owed hereunder,  The provisions of this paragraph will survive any relesse ot
cepnination of this Guaramy. If and 10 the extent that the Guarantor makes any payment {0 the Bank
pursvant to this Guaranry, any claim which the Guarantor may have against the Borrower by reason
thereof shalf be subject and subordinaie to the prior indefeasible payment in full of the Obligations. The
obligations of the Guaranior hereunder are independent of the obligations of the Borrower and separarts
action or actions may be brought and prosecured against the Guaramor to enforce this Guaranty,
irrespective of whether any a¢tion is brought 2gainst tie Borrower or whether the Borrower is joined in
any suth action ot actions.

2.3 Waiver. Except as otherwise set forth herein, the Guaramor waives promptaess,
diligence, notice of acceptance 2nd any other notice with respect 10 any of the Obligations and this
Guaranry and any reguirement that the Bank protect, secure, perfect or insure any cofiateral or exhaust
any right or take any action against the Borrower o 2ny other Person ot apy collateral,

ARTICLE IIT

REPRESENTATIONS WARRANTIES

Section 3.1 Represertations and Waraniiss. The Guaramor hereby represents and warmants
as follows:

[ The Guaramor and each Principal Subsidiary are duly organized or validly
formed. validly existing and (if applicable} in good standing in cach case under the laws of s jurisdicion
of incorporation or formation. The Guaramier and ¢ach Principal Subsidiary have all requisiie powers
and 2il material governmenual licenses, suthorizations. cousents and approvals required ie each case 10
carty on its business as now conducted.

(b) The execution, delivery and performance by the Guarancor of this Guaranty are
within the Guarantor's corporaie powers. have been duly authorized by all necessary corporate action of
the Guarantor, require, in respect of the Guarantor, no action by of in respect of, or filing with, any
governmental body, 2gency or official and do not rontravens, or constinue a default under, any provision
of law or regulaion (including, without limitation, Regutation X issued by the Federal Reserve Board)
applicable 1o the Guarantor or Reguladon U issued by the Faderal Reserve Board or the arnicles of
incorporation of by-laws of the Guarantor or any judgment. injunction, oeder, decree of material
("material” for the purposes of this representation meaning creating a liability of $506,000,000 or more)
agreement binding upon the Guarantor or result in the creation or imposition of any lien, security interest
or other charge ot encunbrance on any assez of the Guarantor ot any of its Subsidiasies.

{c) This Guaranty has been duly executed and delivered by the Guarantor and is the
legal, valid and binding obligation of the Guaramor enforcesbic against the Guarantor in accordance with
its 1erms, except as the enforceability thereof may be limited by the effect of any applicable bankruprcy,
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insolvency, reorganization, mocatosium or similar laws affecting creditors' rights generatly and by general
principles of equity.

@ The audited consolidated balance shect of the Guarantor and its Subsidiacies a5
of December 31, 1996 and the relared audited consolidated statements of income, cash flows and changes
in stcckholders’ equiry accounts for the fiscal year then ended and the unaudited consolidated balance
sheet of the Guarantor and its Subsidiaries as of June 30, 1997 and the related unaudited consolidated
statements of income, cash flows and changes in stockholders® equity accounts for the six months then
ended. certified by the chief financial or accounting officer of the Guarantor. copies of which have been
delivered 1o the Bank, fairly present, in conformity with GAAP except as otherwise expressly noted
therein, the consolidated financial pesition of the Guarantor and its Subsidiaries as of such dates and their
consolidated results of operations and changes in financial position for such fiscal periods. subject (in the
case of the unaudited balance sheet and statements) 10 changes resulting from audit and normal year-end
adjusuments. - Since December 31, 1996 through the date heceof, there has besn ne material adverse
change in the business, coasolidated financial pesition or consolidated results of operatons of the
Guarantor and its Subsidianes, considered as a whole,

(e) Except as disclosed in the Guarantoc’s Foom 10-K for the year ended
December 31, 1996 or the Guarantor’s Forms 10-Q for the quarters ended March 31, 1997 or June 30,
1997, thece is no action, suit or proceeding pending 2gainst the Guarantor or any of its Subsidiaries, or
10 the knowledge of the Guarantor threatened against the Guarantor or any of its Subsidiaries, befose any
coun or arbitrator ot any governmental body, agency or official in which there is a reasonable possibility
of an adverse decision which could materially adversely affect the business. consolidated financial position
or consolidated results of operarions of the Guaranior and its Subsidiaries. 1aken as a2 whole, or which
in any manner draws into question the validity of this Guaranty.

(f)y - No Tcrmination Event has occurred or is reasonably expected to occur with
respect to any Plan for which an Insufficiency in excess of $50,000,000 exists. Neither the Guaranor
nor any ERISA Affiliate has received any notification (or has knowledge of any reason 10 expect) that
any Multiemployer Plan is in reocganization or has been terminated, withia the ing of Title IV of
ERISA, for which a Withdrawal Liability in excess of $50,000.000 exists.

’ ®) United States federal income 1x returns of the Guarantor and its Subsidiaries have
been examined and closed through the fiscal year ended December 31, 1991. The Guaramor and its
Subsidiaries bave filed or caused to be filed all United States federal income tax returns and all other
material domestc tax remurns which to the knowledge of the Guarantor are required 1o be filed by them
ang have paid or provided for the payment. before the same become delinquent, of all taxes due pursuant
to such rerums or pursuant to any assessment received by the Guarantor or any Subsidiary, other thaa
those 1axes contested in good faith by appropriate proceedings. The charges. accruals and reserves on
the books of the Guarantor and its Subsidiaries in respect of taxes are, in the opinion of the Guarantor,
adequaie to the extent required by GAAP.

(h) Neicher the Guarantor nor any of its Subsidiaries is an “invesonent company”

within the meaning of the Investment Company Act of 1940, a5 amended.

0133207 02 157

VE 00859



312

6} Each of the Borrower 20d the Principal Subsidianiss is not subje 10, ot is exempt
from, regulation as a “holding company™, 2 “subsidiary company™ of a “holding company ™, an "affiliare”
of 2 “holding compay”. of an “affifiaie” of 2 “subsidiary company” of 2 “hoiding company”, i zach
case as such terms are defined in the Public Uiility Holding Company Act of 1933, as amended.

[ Not mare than 25 percent of the value of the assets (either of the Guarantor only
or of the Guarancor and its Subsidiaries on 2 consolidawd basis), which are subject 1 any arrangement
with the Bank (herein or otherwise) whereby the Guarantor's or any Subsidiary's right or ability to sell,
pledge or otherwise dispose of assets is in any way restricted, will be margin siock (within the meaning
of Regulation U issued by the Federal Reserve Board).

ARTICLE IV
COVENANTS

Section 4.1 Affirmarive Covenants. The Guarantor hereby covenants and agrees that, until
the Obligations and ali other amounts owed hereunder are paid in full, the Guaramor shall;

{a} Reponing Reouirgments.  Furnish 10 the Bank:.

i {1} promptly afer the sending or filing thersol, 2 copy of rach of the Guarantor’s
repores ot Porm 8-K {or 2ny comparsble foam), {2 prompdy afier (e filing or sending
thereo!, and ip any evenr within 75 days afier the ond of each of the first three fiscal
quarters of each fiscal year of the Guarantor, 3 copy of the Guaranwr’s report on Ferms
10-Q {or sny compasable form) for such quarter, which report will include the
Guarantar's quarterly unaudited consolidated financial siatements as of the end of and for
such quarier, and (3) promptly after the fiting or sending thereof, and in any event within
135 days after the end of ¢ach fiscal yesr of the Guaranior, a copy of the Guarantor's
annual report which it sends 10 1ts public secutity holders, and 2 copy of the Guaranior’s
seport on Form 10-K {or any comparable {orm) for such year, which annual repont wift
inciude the Guaramor's annual 2udited ¢ lidated financial as of the end of
and for such year; ‘

(6] simultansously with the delivery of sach of the annual or quarerly yeports referred to in
clause (i} above, a certificate of the chief financial officer or the chief accounting officer
of the Guarantor in a form aceeprable to the Bank (x) setting fotth in rcasonable detail
the calculations tequired to establish whether the Guarantor was in sompliance with the
requirements of Sections 4.02(0) and (c) on the date of the financial s1atements coatained
in such report, and (y) swating whether there exists on the date of such centificate any
Event of Default or event which, with the giving of notice or lapse of ume. or both.
would constitute an Eveat of Default. and. if 55, sewing fonth the deiails thereof and the
action which the Guarantor has @aken and proposes 1o wke with respect thereie:

(6} as soop a5 possible and in any cvens within Tive days afier an executive officer of the
Guarantor having obtained knowledge thereof, notice of the occurtence of any Event of
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Default or any event which, with the giving of notice or lapse of time, or both. would
constirute an Event of Defautt. continuing on the date of such notice. and a sutement of
the chicf financial officer of the Guarantor setting forth details of such Event of Default
or event and the action which the Guarantor has tzken and proposes to take with respect
thereto;

(iv)  as soon a5 possidle and in any event (A} within 30 Business Days after the Guarantor oc
any ERISA Affiliaie knows oc has reason 10 know that any Terminarion Event described
in clause (i} of the definition of Termination Event wich respect 1o any Plan for which an
Insufficiency in excess of $50.000,000 exists, has occurred and (B) within 10 Business
Days after the Guaraator or any ERISA Affiliate knows or has reason to know that any
other Termination Event with respect to any Plan foc which an Insufficiency in excess
of $50,000,000 exists, has occurred or is reasonably expected to occur, a statement of
the chief financial officer or chief accounting officer of the Guarantor describing such
Termination Event and the action, if any, which the Guarantor or such ERISA Affiliate
proposes (o take with respect thereto;

) prompely and in any event within five Business Days after receipt thereof by the
Guarantor or any ERISA Affiliate, copies of each notice received by the Guarantor or
any ERISA Affiliate from the PBGC suting its intention to terminate any Plan for which
an Insufficiency in excess of $50,000,000 exists or 10 have a trusiee appointed to
administer any Plan for which an Insufficiency in excess of $50,000,000 exists;

(vi)  promptly and in any eveat within five Business Days after receipt thereof by the
Guarantor or any ERISA Affiliate from the sponsor of 2 Multiemployer Plan, 2 copy of
each notice received by the Guarantor or any ERISA Affiliate indicating liability in
excess of $50,000,000 incurred or expected 1o be incurred by the Guarantor or any
ERISA Affiliate in conncction with {A) the imposition of 2 Withdrawal Liability by a
Multiemployer Plan. (B) the determination that a Multiemployer Plan is, or is expecied
10 be. in reorganization wichin the meaning of Title IV of ERISA, or (C) the temination
of a Multiemployer Plan within the meaning of Title [V of ERISA: and

(vii)  such other information respecting the condition or operations, financial or otherwise
! (including an annual repor or reports on oil and gas reserves of the Guarantor and its
Subsidiaries), of the G or any of its Subsidiaries as the Bank may from time to

time reasonably request.

Compliance with Laws, Eic. Comply, and cause each of its Subsidiaries to comply, with
all applicable laws, rules, regulations and orders 10 the extent noncempliance therewith would have a
material adverse effect on the Guarantor and its Subsidiaries taken as 2 whole, such compliance to
iacluge, without limitation, compliance with environmental laws and paying before the same become
deti at all axes, and gover I charges imposed upon it or upon its property except
to the extent contested in good faith.
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{c) Presenvation of Corporate Existerce Fre, Prestrve and meimain. 30d cause each of the
Principal Subsidiaties to preserve and maimain, its fegal existencs, rights (charter, if 2pplicable, and
statutoey) and franchises; provided, however, that this Seciion 4.01{c) shall not apply 0 any ransactions
~of matters permited by Section 4.02(d) or (c) 2nd shall not prevent the sermination of existence, nghts
and franchises of any Principat Subsidisry pursuant to any merger or consolidation o which such
Principal Subsidiary is a party or pursuant 10 lease, sale, transfer or other disposition of assets by a
Principal Subsidiary, and provided. funher. that the Guarantor or any Principal Subsidiasy shall not be
required to preserve any right of franchise if the Guarantoe or such Principal Subsidiary shall deteemine
that the preservation thereol is no longer desirable in the conduct of the business of the Guarantor or such
Principal Subsidiary, as the case may be, and that the loss thereof is not disadvantageous i any material
respect o the Bank.

(1] Maintepance of Insurance. Maimain. and cause each of the Principal Subsidiaries to
maintzin, insurance with responsible and reputable insurance companies or associations in such armounts
and covering such risks as is usually carried by companies engaged in similar businesses and owning
similar properties as the Guarantor or such Principal Subsidiary, provided, that self-insurance by the
(uaranor ot any such Principal Subsidiary shall not be deemed a violation of this covenant to the extert
that companics engaged in similar businesses and owning similar properties as the Guarantor or such
Principal Subsidiary self-insure. The Guarantor may maintain its Principal Subsidiaries’ insurance on
behaif of them.

{e} Visitation Rights. At any reasonable time and from tdme 1o time. afier ceasonable notice,
permit the Bank or any agents or representatives thereof, 1o examine the records wd books of accounr
of. and visit the properties of, the Guarantor or any of its Principal Subsidiaries, and to discuss the
affairs, finances and accounts of the Guarantor and any of its Principal Subsidiaries with any of their
respective officers or directors.

Section 4.2 Megative Covenams, The Guaranior hereby covenants and sgrees that, umil the
Obligations and all other amounts owed hereunder are paid wn full, the Guarantor will not. unless the
Bank shali otherwise consent in wriing:

{3} Negative Piedge. Fail to perform and observe any team. covenant of agreement contzined .
in Section J007 of the Enron Indenrure (as modified for purposes hereof as set forth in the proviso 1o the
next seatence hereof). For the purposes of this Section 4 02{a), Section 1007, and the definitions of al}
terms defined i the Enron Indentuce and used in or otherwise applicable to such Section 1007, are hereby
incorporated in this Guaranty by reference as if such provisions and definitions were set forth in fult
herein: provided, however, thar solely for the purposes of this Section 4 02(3) the wocd ~Securities” as
used in the Enron Indenture shall mean the obligations of the Guarantor now or hereafier existing under
this Guaranty, the word "Company” used therein shall mean the Guarantor, the phrase “this Section
1007" used therein shail mean this Section 4 .02(2). the word "Trustec™ used therein shall mean the Bank.
and the phrase “So long as any of the Securities are outstanding” used therein shall mean so long as any
Obligation or other ammount owed hereunder shall remain unpaid.

(b) Senior Debt 1o Capitalizadon.. Have a ratio of (i) Total Senior Debt {other than Debt
of the EOG Group) to (it) Tots] Capiwlization greater than 65%.
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{c) Tangible Net Wonh  Have z Consolidasted Tangible Net Worth of less ¢han
$1.500.000,000.

{8 Disposition_of Assets, Lease, sell. transfer or otherwise dispose of. velunarily or
involurarily, all or substanualty all of its assets.

(¢) Mergers, Bre,. Merge or consolidate with o into, any Person, unless (i) the Guaramor
is the survivor or (ii) the surviving Person. if not the Guarantor, is organized wnder the laws of the
United States or a state thercof and assumes all obligations of the Guatantor under the Guaranty,
provided, io each case that immediately afier giving effect 1o such proposed transaction, no Guaranter
Default or cvent which, with the giving of notice or the lapse of time, or both, would constmuee an
Guarantor Default would exist or result.

[ Compliance with ERISA. (i) Terminate, or permic any ERISA Affiliae to terminate, any
Plan 50 as 10 result in any liability in excess of $50,000.000 of the Guarantor or any ERISA Affiliate (o
the PBGC. oc (ii) permit cirgumstances which give rise to a Termination Event described in clause (i),
{iv) or {v) ol the definition of Termination Event with respect to a Plan 50 as to result in any liability in
eacess of 350.000,000 of the Guarantor or any ERISA Affiliate 10 the PBGC.

ARTICLE YV

GUARANTOR DEFAULT

Sectionn 5.1 Guaranror Default. Any of the following specified events shall be considered a
“Guaraator Default™ heceunder:

(2) The Guarantor shall £zl to perform or observe any tenm. covenant o1 agreement contained
in Section 2.01, or shall {ail 1o perform or observe any other term, covenant or agreement comnained in
this Guaranty on its pant 1o be performed or observed if, in the case of such other term, covenant or
agreement, such failure shall remzin unremedied for 30 days afier written notice thereof shall have been
given 10 the Guarantor by the Bank {provided that such grace period shall aot 2pply 10 the Guarantor's
payment obi'sgadons under Section 2.01): or

{b) Any representation or warranty made by the Guarantor €or any of its officers) under or
in onnection with this Guaranty shall prove o have been incorrect in any material respect when made
and such mareriality is continuing; or

{c} The Guaramos or any of its Principal Subsidiaries shall generally not pay its debs as such
debrs become due, or shall admit in writing its mability to pay is debts generally, or shall nuke a general
assignment for the benefic of creditors: or any proceediag shall be instiruted by or 2gainst the Guarantor
or any of its Principal Subsidiaries sceking 1o adjudicse it as bankrupt or insolvent, or seeking
liquidarion. winding up. reorganization, arrangement, adjustment, prowection. relicf. or compesition of
it or its debts under any law relating to bankruptcy, insolvency or reorganization or relief of debtors, or
seekiag che encry of an ocder for relief or the appointment of a receiver, wrustee, or other similar official
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for it or {or arly substantial part of its properiy and. in the case of any such proceeding instinued against
it (but not instituted by it), shall remzain undismissed or unstayed for a period of 60 days: or the
Guarantor of aay of its Principal Subsidiaries shal] take any action to authorize any of the actions set forth
2bove in this subsection (), of

(d}  Aay provision of this Guzranty for any feason is not oc ceases to be valid and biading
on the Guarantor. or the Guarantor shall so state tn writing; ot

(e} The Guerantor or any of its Principal Subsidiaries shall (i) fail ro pay any principal of or
premium of interest on any Debt {other than Debr described in clause (3i) of the definition of Debt) which
is outstanding in the principal amount of at least $30.000.000 in the aggregate, of the Guarantor or such
Principal Subsidiary (s the case may be). when the same becomes due and payable {whether by
scheduled maturity, required prepayment, acceleration, demand or otherwise), and such failure shall
continue after the applicable grace period, if any, specified ia the agreement o instrument retating 1o such
Debt: or any other event shall occur &r condirion shall exist under any agresment or instrument relating
10 any such Debt and shall centinue after the applicable grace period, if any, specified in such agreement
or instrument, if the effect of such event or condition is o accelerate the marurity of such Debt; or any
such Debt shali be declared te be due 2nd payable, ot require o be prepzaid (other than by a regularly
scheduled required prepayment of a5 3 resule of the giving of notice of a voluntary prepayment), prioc
to the stated marurity thereof, or (i) with respect to Debt described in clause {iii) of the definition of
Debt, fail to pay any such Debt which is outstanding in the principal amount of at feasi §50,000.000 i
the aggregate, of the Guarantor or such Principal Subsidiary (as the case may be), when the same
becomes due and paysble and such failure shall continue afier the applicable grace period. if any,
specificd in the agreement or instrument relating to such Debe or

3] Any judgment, decree or order for the payment of money in excess of $50.000.000 shall
be rendered against the Guaranior or any of its Principal Subsidiaries and remains unsatisfied and either
{1} enforcement proceedings shall have been commenced by any creditor upon such judgment, decree of
order or (i) there shall be any period of 60 consecutive days during which 3 saay of enforcement of such
judgment. decree or order, by reason of a pending appeal or otherwise, shall ot be in effect; or

{g) Any Termination Event as defined in clause (i}, (iv) or (v) of the definition thereof with
respect to a, Plan shall have occurred and, 30 days afier notice thercof shall have boen given to the
Guaranter by the Bank. (i} such Termination Event shall still exist and {ii} the sum {determined as of the
date of eccurrence of such Termination Event) of the liabilides to the PBGC resulting from all such
Termiration Events is rqual 1o or greaer than $100,000.000; or

[53) The Guaranior o¢ any ERISA Affiliste shall have betn notified by the spomsor of 2
Multiemployer Plan that it has incuired Withdrawal Liability 1o such Muliiemployer Plan in an amount
which, when aggregated with ail other amounts required 1o be paid 1o Muldemployer Plans in connection
with Withdrawal Liabilities (determined as of the date of such notification), exceeds S100,000.000 or
requires payments excoeding $50.000,000 in any year: or

0] The Guarantor or any ERISA Affiliate shall have been notified by the sponsor of &
Multierhployer Plan that such Multiemployer Pjan is in reocganizadon or is beiog terminated, within the
meaning of Tite 1V of ERISA. if as a result of such reorganization or teomination the aggregate annual
conributions of the Guarantoe and its ERISA Affiliates o 3l Multiemployer Plans which zre chen in
reorganization or being terminated have been or will be increased over the amounts contribuied to such
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Muliiemployer Plans for the respective plan years which include the date hereof by an amount exceeding
$50,000,000 in the aggregate.

ARTICLE VI
MISCELLANEQUS
Section 6]  Nodce. Any demand, nwice, request, instruction, correspondence ot other
docurment to be given hereunder by any party to another (herein collectively called “Notice™) shall be in

writing and delivered pecsonally or mailed by certified mail, posiage prepaid and return receipt requested,
or by ielegram or telecopier, as follows:

if 10 the Guarantor:

Ewon Corp.

1400 Smith Strect -
Houston, Texas 77002
Auention: Treasvrer
Facsimile: (713) 646-3422

if 1o the Bank, at its address or telecopier number set forth below:

Barelays Bank PLC

222 Broadway

New York, New York 10038

Anention:  Richard Williams/$al Esposito

Telecopier Noo (2123 412-7588

Notice given by personal delivery or mai! shall be effective upon acrual receipr. Notice given
by telegram or telecopier shall be effective upon acrual receipt if recejved during the recipient’s normal
business hours, or at the beginning of the recipienr’s next business day after receipt if not received during
the recipient’y normal business hours. All Notices by telegram or telecopier shali be confirmed promply
afier wransmission in writing by cemnified mail or personal delivery. Any pany may change any address
to which Notice is to be given 1o it by giving notice as provided above of such change of address.

Section 6.2 Amendmem or Waiver. Neither this Guaranty por any teaws hereof may be
changed, waived, discharged or terminated unless such change, waiver, discharge or temmination is in
writing signed by the Guarantor and the Bank.

Section 6.3  Successors and Assiens. This Guaranty shall be binding upor and inure to the
benefit of the Guarantor.and the Bank, and their respective successors and assigns, except that the
Guarantor may not assign or transfer any of its rights or obligations under this Guaranty without the prior
written consent of the Bank. This Guaranty shall also be binding upon, inure 10 the benefit of and be
enforceable by any Person which acgquites an inerest in the Noie by assignment or panticipation.

Section 6.4 Ne Waiver: Remedies Cumulative. No course of dealing between the Guarantor
and the Bank shall operste as 2 waiver of any right, power or privilege hereunder: nor shal! any single
or partial excrcise of any right, power or privilege hereunder or under the Note preclude any other or
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further exercise thereof or the exercise of any other right, power of privilege hercunder or thereunder;
nor shall any failure to exercise or delay in exercising any tight, power or privilege hereunder operate
as a waiver of any right, power ot privilege. The rights, powers and remedies hereunder of in the Note
expressly provided are cumulative and not exclusive of any rights, power or remedies which the Bank
shall otherwise have. No notice to or demand on the Guarantor shall in any case entitle the Guarantor
to any other or further notice of damand in similar or other clrgumstances or constitute a waiver of the
rights of the Bank to any other or further action in any clrcumstances with notice of demand. Al the
option of the Bank, the Guarantor may be joined in any action or proceeding commenced by the Bank
in connection widh or based on the Note, and tecovery may be had against the Guarantor in such action
or proceeding or inany indepeadent action or proceeding against the Guarancor, without any requirement
thar the Bark first assent, prosecute or exhaust any remedy or claim against the Borrower or any prher
Person. .

Section 6.5  Severabilicy. In case any provision in ot obligation under this Guaranty shall be
invalid, illegal or unenforcezble in any jurisdiction, then the validicy, legality and enforceability of the
remaining provisions or obligations, or such provision or obligation in any other jutisdiction, shall not
in any way be affected or impaired thereby.

Section 6.6 Final Arreement. THIS WRITTEN AGREEMENT REPRESENTS THE
FINAL AGREEMENT BETWEEN THE GUARANTOR AND THE BANK AND MAY NOT BE
CONTRADICTED BY EVIDENCE OF PRIOR, CONTEMPORANEQUS, OR SUBSEQUENT
ORAL AGREEMENTS BETWEEN GUARANTOR AND THE BANK. THERE ARE NO
UNWRITTEN ORAL AGREEMENTS BETWEEN GUARANTOR AND THE BANK.

Section 6.7 Governing Lsw. THIS GUARANTY AND THE RIGHTS AND
OBLIGATIONS OF THE PARTIES HEREUNDER AND OTHERWISE ARISING FROM OR
RELATING TO THE SURBJECT MATTER Of THIS GUARANTY OR THE TRANSACTIONS
CONTEMPLATED HERERBY SHALL BE CONSTRUED IN ACCORDANCE WITH AND BE
GOVERNED BY THE LAWS OF THE STATE OF NEW YORK.

Section 6.8 Right of Se:Off. Upon the occurrence and durng the continuance of any
Guaranior Defauk, the Bank is hercby authorized 2t any time and from time to time. 10 the fullest extent
permited Gy law, to set off and apply any and all deposits (general of special, time or demand,
provisional or final) at any time held and other indebtedness at any time owing by the Bank 0 or for the
credic or the account of the Guarantor against any and all of the obligations of the Guacantor under this
Guaranty which are then liquidated, matured and past due. The Bank agrees prompiy 0 notify the
Guarancor afier any such sec-off and application made by it, provided that the fzilure to give such notice
shall not affecs the validity of such ser-off and application. The right of the Bank under this Section is
in addition to other rights and remcdies (including other rights of set-off) which the Bank may have.
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IN WITNESS WHEREOF, the Guzrantor has cansed its duly authorized officer to execute and deliver
this Guaranty ¢ of the date bereof,

ENRON CORP.
By &/M Ul o

Williara D. Gathunann
Vice President, Finance and Treasurer
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e testimony could iiluminate what had

all the way to 1987 led 10 Enror’s collapse. Shortly before his

deathy, Baxter tald collsagues that he had

BY MAREE BRENNER become 2 pivotal figure in the scandal, and

that be steod betweer Ken Lay and Joff

Skilting {formee CE.Os of Envon)
going to jail. Avery was apprehensive
is well, For wight years she had con-
sulted on the myriad complex steuc-
rares that fusled the Enron dedusion.
““The panern began very garly,” she
said, “much eacier than anyone has
reported. & started in the gray srea
of what was acceptable in
accounting principles and, in
my opinion, kater turned into
a clear case of frand,”

“The mystery of Enon pree
ented Bself ©o Avery in 1993,
during ber eartiest dayg in the
company's tex depamment.
Trsined as an accountant—
what Envon calied 2 “middis per
son"—she placed confidentiality a1 8
premium. Avery’s special sxpertise
was in oiland-gas tax procedures,
used o computs state and federal
taxes. From her days as a young
woman going to night schoel, she
had been taken by the simple beaw-
ty of accounting, balancing credits
and debits. She had even run her
own marketing company, jockeying
1o buy and move gas on the newly
deregulated pipelines thal criss-
crossed Texas end Mew Madco. In
8 Enron that would soon 6 up
with young M.BA,s in pelo shirts
and khakis, Avery was an ancmaly.
She dressed in blazers and sults and
always kept flowees in her office.
Her paternal grandmother Bzd been
bom on a plentation in Alabams,
and good broeding showed on
Avery's face, but the family had lost
everything, so a determination was
there a5 well. In the wild, optimistic
days of Enror's romance with the
opening energy markets, Jan Avery
was A perfect hire. The Soviet Union
kad fallen, and the idea of privatiz-
ing clectricity, natural gas, and other
commadities was sweeping the world.
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Jan dvery,

ind, phetegrapl
Houster on Jenuary 26, 2002,

K,
Tor aight ysars, with har d |
Ketheri

Like FedEx, Enron seerned poised
© be in the vanguard of the awwe
st frontier of American business,

very's first assignment, in

1993, seemnsd routine. She was

to compute 2 schedule of
amended state tax rewurns for En. 3
ron O, 2 ormer subsidiary of the
company. Earon Oif bad shown 2
loss on its books, her boss told her,
and Avery was supposed to calow-
faze the camryback on B company o
records. She had worked st-such
mgjor accounting firms as Arthur e
Young, Arthur Andersen, and
Touche Ross, s0 she knew what to S

cxpect; a thick file with » schedule ' ¥ AFS

of tax depreciations. It way stane
dard stuff~years of bookvalue do-

pletion for oif end gas, company I
officers” life insurance, Habilities
of all kinds. She waitzd for the file
10 be delivered, but i didnt appear.
“Where is the file?” she asked her
coleagues, and they gave wague
answers, as if they hads't undare
stood what she was talking sbout.
Days passed, and stili no file are
rived. Finally, she says, she was give
en 3 thin manilz folder containing
three sheets, on one of which was
2 pumber: $142 milion. This was

2. 000 0

o routine loss; it was &
staggering amount for 4 young company.
Avery assumed it was & mistake; she
scoured the storage room next 1o her o
bicle and continued to ask her co-workers,
“Whers are the books for Encon OiF?
How am I supposed o justify a 3142 mil
Hon loss for statetax purporss?” No ons
£ould answer her.

“B mede no sense to me,” she said.
“You do not bave an entire fie of fnane
oials disappesr.” Enror Oif had gone out
of business; there had to be officers you

s BB could track down. Since she bad
: no data, she refused 1o sign off
= on the $142 milkios figure, “f
< questioned it and questioned .
- 1 went 10 the firancial office. Fio
< nally [ wiote 2 rescawch report,
B trying to come up with some
 kind of basis, bat it was impos-

%5 sible to do the research without
the facts,” she said.

Soon after that Avery’s boss watked it
her office and szid, “Here is your answer.
‘We had @ linds problern.” He paused and
said, “Rogus traders.” That was the first
Avery heard of a bizasre case that had dis-
appeared without much zotice. For a
moment she thought he was joking. She
wondersd §f cartain filss were kopt in his
office s that Envon could claim that they

gore on, “This was the ¢lear beginning for
e, when I realized that they were trying
to bide all the losses,™ she later said.

an Avery had arrived sarly in the Earon

Corperation’s drama of willful blind-

ness, during xo atiempt to peifume &
disasier Kenneth Lay, Encon's architeet, hed
inherited in 1985 when he merged his com-
pany, Housten Matural Gas, with InterNorth,
an Omehe-based convern. In Decomber
1953, Anhur Andersen would become the
inhouse audhors. Enron Ofl was sn ovesture
o of offthabook ‘

which would sudsequently dizzy reader.

irying to figure ot what the Enton debacls
was really sbout. It was 2 harbingee of the
futurs Enron pattern of hiding losses, no
matter what, Avery's initia] confusion over
iog di iey and missing dor

wers protectsd under attomney-client privi
Iegé and oould not be subpoenawd, Finally
be let Avery see the Enron OF1 fils, but 3t
yisided so duta to clarify what had wally

FHOIDORALZHE 8Y MARY ELLEN MARK

uments oy prosaged the bafement of &
‘battalion of bankruptey Tawyers who would
be assigned to unravel the morass, of the
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fiod that their 401(k) plans were nearly
worthless, and of ail the congresmen~71 in
the Senate and 187 in the House—who had
received campaign contributions from En-
ron. The tzint of the energy giant would soon
permeste the White House and the presi-
dent'’s men as George W. Bush and Dick
Cheney, close friends and associates of Ken
and Linda Lay for years, stonewalled requests
from the General Accounting Office for doc-
uments, issued new terrorist wamings, and
gave lengthy interviews to The Washing-
ton Post in which Bush talked about being
choked with emotion in the days after Sep-
tember 11. To many these actions appeared
to be a fulk-out legaldefense and public-re-
tations campaign, a stooke screen to keep
the political leaders’ web of Enron conneo
tions from scrutiny. They overwhelmed the
footage o the nightly news shows of for-
mer Enron employess in Teshirts dragging
ficus trees from their offices down the steps
of the two gleaming corporate skyscrapers
on Houston's Smith Street.

Avery had been hired to work on tax
collages, researching case law and the tax
code and briefing executives on Enron's in-
terests in deals, “We take 2n aggressive po-
sition on lesses,” she was told, but that
policy sounded benign. The ¢nigma of the
Enron Ofl loss confounded her because it
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seemed to be constructed (0 COVer up a
criminal fiasco. In October 1985 the heads
of 2 trading operetion—soon to be renamed
Enron Oil—based in Valhale, New York,
had set up 2 scam: using two sets of finan-
cial books, they ran hundreds of millions
of dollars of phony trades through four
shem Cuyman Island parmerships, Mas-
terminded by Louis Borget and Thomas
Mastroeni, the president and vice presi-
dent, the rades glhided into the Earon Cor-
poretion’s machinery, and in the swirl of
the stert-up the bogus trading operation
continued smoothly for two years. One for-
mer executive remembered the day Envon
got an urgent phone call from the Treaswy
D ioning the

of one Enron Oil rade.

o started with Enron Oil, a flourishing

petroleum-marketing operation with 28
employees and offices in New York, Lon
don, and Singapore. Enron Ol seemed to
be the one bright spot in the sea of debt
incucyed in the Housten Natural Gas aod
InterNorth merger. On the books, it looked
fike 8 success story, earning $50 million over
the two and a half years before its collapss.
Months before federal prosecutors targsted
the crime, an in-house Enron auditor be-
gan to keep 4 meticulous and lengthy file

Inﬁa.thcﬁ;mmkmhyhzsin&mod—

on the episode, Lates, there was taik in the
company that the auditor was so frustrated
that be took 50 cartons of evidence and
spirited them away in his amic.

Borget and Mastroeni pleaded guilty to
conspiracy 1o defraud and to filing false tax
returns, and Borget went 1o prison. The mi-
nor scandal hardly registered a blip in the
financial press. Ken Lay told The New York
Times that the loss was “an expensive em-
barrassment.” The Enron beard quickly
voted to disband Enron Oi, and the loss
almost tanked the new company. Enron
had to liquidate assets, including a portion
of a new power business, to cover it.

Theve remained, however, a larger ques-
tion: How much of & loss had the company
actually sustained? Enron gave the Times &
figure of $85 million. Avery's file with no
backup data said $142 million. No expla-
nation for the loss over appeared in subse-
quent annual reports, according to Lon-
don’s Financial Times. Avery became ob-
sessed with trying to solve thet fust ac-
counting puzzle. “It was clear to me, even
then, that the management wanted as few
people as possibie to have any access to
the records. It was the beginning of man-
agement’s attempt to hide records from the
SE.C. and the sharcholders.”

Studying S.E.C. documents, Avery dis-
covered that in an 8-K filing for 1987 the
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loss showed up a5 $85 million. This nur
ber appented 10 her © have dien comput
4 using s stiandard that would besome ap
plicable only the following year. *This was
2 buge discrepancy,” she ater safd. I asked
Avery 1o explaiz what the numbers meant.
She faxed several pages photocopied from
§-K's and Eoron financighs, 20d wrom, “It
appears that managraent copvinced Arthur
Andersen tw sign off on showing the joss
and provides the first hint of Enron's abilie
ty w persuade Andersen to see things in
Earon's best bight.”

sn Avery and I met in tarly Janvary

for the first of many conversations.

Like most psople I interviswed dur-
ing weeks of traveling back and forth be-
tween New York and Houston, she radiss.
¢4 paxisty sbout busing seen with 2 1o
poriar. A divorcde with a daughter who is
& collepe freshman, Avery was concerned
that she would be resoprized in River Osks
by friends in the oiland-gas business. In
her years 2t Enron, she had participated

e

in a heady world of ego and ma-
nipulation, dealing with an armay of Cay-
man Istand- partnerhips charted on
whiteboards in conference rooms, jime
mying wtilitiey contrasts during the Cali-
foroia brownouts, bundling enzegy for
Safewsy stores, and creating & nationwide
epetgy program for Citigroup. She supers
vised teams building power plants in
Nicaragus and spent nine months in Ev-
rops, traveling often o the United Arab
Emirates, whete she was closing the $3 bl
Ton greation of the Delpbin pipeline.

For days [ remained at the St. Regis Ho-
tel in Houston as frightened Enron man-
agess, lawyers, deal originators, and vice

i st of them
through the iobby, past the holiday ginger-
bread houss that sesmed frozen in the air
conditioning. It was the women of Enron, 1
soon discovered, who bud detected the web
of intrigus, predicted the fall, wrizen futie
Ietuees 1o board mermbers, ipped finencisl
analysts, and tried 1 avant the fnal collapse.

C yuthin Harkness, sn Enson lewyer, wiill

at the company, deseribed the moment
when chief financial officer Andrew
Fastow introduced her to 2 concept of
monstization {n which futurs revenus &
booked immedistely. The lawyer was baft
fied by the nerve bekind Fastow’s logic.
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She wid him, “Andy, it seems o me that if
you do 3 10-year deal, and suck all the
samings out in one year, you will then hive
to kxep the profit coming through years 4,
3, 6, and alf the way to 10, by doing more
of these deals. ... How are you going to do
that if the market changes? Book more
deals?” Tt Jooked 1o Harkness bke & pyra-
mid scheme, but she kmew thar the account-
ing deparument had signed off on & She
tecalled Fastow looking at her and saying,
*Yes, you huwe to keep doing more of these
deals cach year

It was Harkness's first week in Enron’s
global finance group, and she hed yet to
parse the world within the world that was
Enran. Hasitotss had come to Houstos
from s large French jovestmers bank, end
she asked her new colleagues about parts
nerships calied LIM, which were controlled.
by Fastow. {The nams came from the ink
tials for Fastow’s wife and children.} “Isn’t
there a conflier here?” she asked. “Their
snswer alwiys was 'This has been approved
by the bourd.” They said, ‘It’s dicey, but

it has been carefully scrubbad,

They have put in extra hoops and proco-

dures 1o make sure they're all right.””

The language of the culture was bor
o itholosy, with b

and 8.UV.'s and Porsches vircled the ansa.

questions, they would call Chicago-their
hesdusnters. I doa't think they were doing
their job™ {Asthur Andessen 3w the entire
blame for Esron’s difficuines on Eeron's
‘board and management.)

Enron, many of the women said, was &
Sotbed of hormones, & wsosizrons culturs,
A vice president openly displayed & “hottie
board,” on which he fanked the stxual &l
lure of Enron women. There was occasional
vioknes. One trader, learning that his an-
nual bonus was a mere $500,000, was said
1o have thrown his plasta sereen acoss the
trading foor. Anothey, faring he would be
& vietim of s upcoming parfrmance re-
view, slammed his boss up against 3 wall,
ateusing him of lying bout the trader’s

- performance. “Forget you ssw that.” the

Tean’s boss told the woman who later de-
seribed the ovent. “He's having 2 bad day”

rriving at the St. Repis Hotelon a
Bunday moming, Avery wore a black
pantsuit and highheeled boots and
carried a stim folder of documents, as if she
were on her way to & deposition.
She had driven from her house near
‘West University, 8 neighbochoed for-
% mcrly inbabited by Rise University
; professors which had been taken
% over by the young Enron crowd.
Many of the brick cottages had
‘been expanded into minkmansions,

At former chief finencial officer Andraw
Fastow’s house, 2 guard stood in the
winter fog, There was an atmosphete of

rowsd
<alicd Csprey, Raptor, and Condor as ero
ated vehicles 1o hide debis sad Josses. A
special fiefdom was arranged for Fasiow,
with names taken from Georgs Lucas films:
2epi, Cheweo. It was a sige of status to
hawe camed & Hfesize, furry Cheéwbacca
head 43 & token of having worked on the
Chewso deal. “At first we believed there
was nothing wrong with this,” Shidey Hud-
les, the menager of the JEDI ! partaership,
said, as friends of Fastow's walked away
with huge profits.

Hudler, ke Harkoess, worced with Fase
tow and ondarstood the mechanism of be

“partnership deals. *They would say, ‘O.K.,

we need to gel these assets off the books.
We can either put it in Osprey oy, if Osprey
i full Aght now, we cao sl & to LIM,
which can hold it. And then we can move
. Years before that, the ftare whistie-
blower Sherron Wetking would sit in xnest-
ings and pay spenly, “This is 2 sircle jerk.”
Hudler said, *There was so much pressure
on ug to make eamings, and the Arthur
Andenen staff we sworked with would nover
chalenge thess sructures. We could always
bully them into peming What we wanted, We

made thern push the envelope. I they hed

¥ 4 phe in the ity

1 hayd first noticed Avery s month esrlicr
&t an Enron hearing in fderal cours. She
was seated dirmetly behind me in the press
seetion, scribbling in a black ledger. She
wore & vivid purple suit and had the pat-
together Jook of 2 woman who knsw her
wey around Neiman Mareus, Jt was impos-
sible not to notice her in the press seats,
becavse she did not jein in the casy cone
versition of the reportery seated eround
ber, She had an aura of vulnerability un~
dernzath her good looks, & sadness eround
the sdges. I guessed she might work for g
faw firm, but before T could spoak w her
she had vanished. Later, Avery told me she
was actually trying to look ke a reporier.
It was her first time inside federal court,
and before the hearing she had sat in the
emyply courtroom and waiched a Sotilla of
lawyers wheel I soven cans of documents,
To valm bersell, she stared counting the
attomeys arriving in Judge Lee Rosenthals
conrt: she stopoed at 30, Fearing that she
would be caugit in the background by one
of the camere crows owtside, she fet dur-

“ing 2 break.

Avtry bad come to count to watch Wik
iam Lerach in action. Lerach and his fm,

Arnit goed



Mifbery Weiss Bershad Hynes & Lerach,
were vying for 3 share of the biflions of
dollars in potential swards claimed by the
hundreds of corporate creditors and pen-
sion funds that had seen their invesiments
in Bnron beeome worthizss. The University
of California rotirement sysem elone had
lost $143 million; Florida claimed $33%
wmilion. The total low 1o sate peasion
funds was $2.9 billion. Lerach’s sssistant
worked the press oW, passing out an over-
size color chart, I was the first time { bad
ever seen a fawyer eraploy 2 public-rela
tions intzen at a routine hearing. The chart
appeared to show the asionishing profits
made by 29 Enton officials who had sold
off $11 billion of company shares,
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“This was earfy in Decanber, and the
narstive of Enron a5 corporals Antichrist
had yet to grip the neoworks. There was oo
mob of shouting bankrupt employees out-
sids the courthouse, ne Jesse Jackson, no
CNN tent in front of the chrome Enron
headquarters, no Linda Ley dragging NBC
across an emerzld lewn and declaring that
the Lay family was impoverished. Lewach
was sftermpting io freeze the assets of the
29 officials, but he was also sefling his st
ty, anemmpting to launch a fusifiads into the
national media.
“This is fraud at the top,” Lerach do
clared in a booming voies with the thitk
soung of his pative Pisburgh. “Botor’s goal
. was 10 keep thess debis off the balance
shest so the Tating agencies woukd aot
e able to ses them.” Lerachs task
was 1o convinoe Judge Rosenthal that
¢ & group of Houston's finest citizens,
% whom she saw socially inn River Oaks,
% had morphed into this decade’y Robert
Vesco gnd Mare Rich, global money
{aunderers, and might be atempting

GLASE HOUSES

Enron's glittering fwo-tower

corpombe headguerters in

Houston. Iset, the 8-K

dacutrant, Sad with the SEC.
, shawing &

in October 1987,

disputed $85 milion loss incurved
at Enron Of by “regus troden

0 tvade prosecution, “We know that the
other night [Andeew Fastow] pre-cleared
customs in Houston ... and had booked
passage 10 Tel Aviv on three separate
{lights! ... Skilling has bees in Brazil for
e jast couple of weeks! ... One w0p ex-
coutive named McMahon, the treasuser,
was known for going around the company
after he met with Skilling, Lay, and Fas-
tow, and they directad hit to do some bo-
gas deal and say, “Well, we've &fl got o go
drink the KookAid.™ Lerach tossed out
unfamiliar terms like grenades—“costless
collars” "derivative trades”

antidawsuit lobby in Washington for
his championing of classaction suits,
from wbacoo cases to those imvolving nurs-
ing homes, has a passion for theatrics, and
his tmruly hair locks as if ke bad stuck his
finger into an clectrical outlet, Standing in
front of & chart of what he called “the Mike
Milken model”—3 reference 1o the Drexel
Butrham Lambert architect of junkbond
. finance in the 8§05, whe ulth
mately went to jail for seourk
ties fraud—Lerach pounded
on the board with his black
marker and then drew an im-
mense daisy. “[Mitken] was
§ here in the middls ... 50 what
Milken vsed 1o do Is trade
the bonds arovnd.. .. It goes
araund and arund in 8 big
cirle ... it croates the phony
appesrence of a markel”
Then Lerach threw out more
sinster phrasss"ark swaps,”
“massive insides trading.”
Judge Rosenthal siudied
Lerach coolly, a3 if she were
trying to coms 1o ferms with
& new set of varisbles for the
Ken Lay who had chaired &
campaign for the focal Unit-
od Way, who went to dinners
ut the White House, and who
threw out the first basebait
8t Enron Field. Lerach, who
ones dircoted a civil case
against Miken and others that
collected damages of almost
@ billicn doliats, appeared hard-
wired with moral outrage as he
told the court, “A member of
Enron’s tax group who stractared
many of these transactions has
told us he was told his job was
1o kesp Fastow out of jaill” At
that momen, | turned in
my seat and saw the woms
an ig purple behind me
lanch. Later, | would leam
that the remark bad been
ade to hier a5 8 Joks by

L erach, the scourge of the ortreform
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o mevie awawes (ke 0 BDIOD
semm atorney who in February would tes-
ity before e House of Represtotatives
thet he had sttempted to wam Joff Skilling
.in Meay 2001 thi bis offthedbooks part-
neeships were questionable. “T am kesping
2} my papers io 2 salt dome,” Mintz bad
told a frisod.

Lerach, who calls himsell 8
private atiomey genrel, i & con-
-noisseur of eriminal schitz, He
and his pariner Mel Weissruna B
thriving class-action Brm which
employs about 200 lawyers from
San Diego 1o New York and 12
private investigators. They target
savings banks, drug companizs,
and offshore scams, Their special-

1y Is seeurities frend, « form of

THE SCOURGE
The shtorey Willem Lerach follows
o ehart thawing the demise of
Envon Corporotion ek Lyvach and
Nis fierm, MiThorg Walts Benhad
Hynes § Larmeh, howe the leader praition
n the tiass-action suits againg Enron.

Plaintiff {aw that has been symied by the
1995 tortreforms act, which was pushed
through Congress by & group led primarily
by Chris Dodd, senstor from Conneticut,
with the financial backing of the powerful
insurance lobdy. Tortreform advosates in
sist that it iesseny the ambulance chasing
thet used to ciog the legal system; trial
Iawyers rail that it punishes victims and
allows large corporations to get away with
outragesus financial manipuletions. The
2t put & stop 1o virtus] sutomatic discov-
oy of kel dovuuments in clasv-ction cases;
beeause of that, lewyesrs like Larach say,
the standard of proof for tegal pleadings
has become onerous, and the
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. mvestigators scour the world for witnesses
and class members, en sctivity that is ques-
tionable under the now law, which prohibits
Tawyers from uniling for victims. Lerach is
also eriticized for his public displays. Last
falhie chose an unusuzal strasegy to win the
Enron case. He decided 10 foed the media
cpenly 2nd ignore the barrage of legal morak

v
ists who would
< take him o vask for i,
He reasoned cormealy
that the bigger the story
became, the sooner Ene
ron whistieblowers and
witnesses would come
out of hiding. Under tort
seform, plaintiff firms
must compete for the
uitimate siake of being
the assigned class rader,
*1 see it a3 & 33 biltion
casz,” Lerach 1old & parle
22 ner, meaning the aggre-
gete of 2l the claite.
= The class Isader could
wpazu:dly sam between 10 and 30 pereent
of that,

By the timz I yaw Lerach in cour, he
was competing with law fms represent-
ing Florida and fiziols, Outside in the hall
thet dey, he bed forth with fiery indip-
nation. “This is nothing but 2 Porzi
scheme! There it all was: You hane to drink
_the KookAid!” Within weeks Leruch's accye
sations proved 1o be acturste and made
the leads of national news stories, His strat
egy-calied “Leraching” by his detractors—
bad worked perfectly. According to one of
his parmers, “After thal hearing we went
back 0 the Four Seasons and for wo days
Gid not Kave the rom, there Wete 50 many
Enmwen former employees who wanted to
talk @ ws” {in Frbruery, Mifberg Weiss
won the ciass-lesder position))

1 the carly days of the scandal, Housten

reverbernted with the social and legal con-

flies ansmg gut of alt the possibi Enron
P Judge hal's husband,

needed 1o file xxm;m complaints have bo-
ecma &ndu!y upm

William Lorach is ane of the foremost
practitioners of aggressive research, and his
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Gy, is an auomey who used 10 work &t
Viason & Elkins, Snron’s lawyers, and the
Houston Press veould Jater report that Ken
Lay had once lobbisd unsuccessfully to get

Lee Rosenthal a circuit judgeship. Within
weeks, Judge Reseathal recused hersell from
the case, 23 4id the entre Housion US.
Anerney's Office. By the time I amrived in
the city, feat verging on panit was spreads
ing through the River Ouks set. As 8 Sowth
Texas sative, | hed & modes? aoquaintance
with the foliways of Housion, but Enren had
e wraed the viliage of oil ino an
abwost unrecognizable society.
s One tuism remained: the city
has newr been neutral about the
pncu'y of money. The collapse
X of Enron had caused the cave
dwellers to begin to reconsider
their friendships with Ken and
Linds iay. Lay had ascended
3 inio 20 orbit so rarefied in Hous
LRy ton that his very presence & par-
e could change the atmosphere.
He would stand in one place, as a king
miight, and allow himself to be grosted with
fulsorne praiss. He brought 8 new persons.
to Houston, appsating o be a kindly nalf,
in contrest to Oscar Wyatt, the forroer head
of Coastal Corparetion, the energy compa-
1y Houswn has Jong tolerated the foibles of
Wyatt, who revels i his farsboyant repute-
tion {or buying off from Saddam Hussein.
By early December the #asy hyper-
bole of Texans swearing eternsl loyaity to
fiends who are petential felons was sounds
ing thin. Xen Lay and chicf officers Joff
Skilling, who bag left the corupany sbrupt-
Iy in August, and Andrew Fastow, who
had been fired by October, were at ground
zer0 in the Texas endgame, vicims of the
“all poppy” syndroms, the phmse Aus-
tralinn Enron traders used for unspeake
shie hubris.
On my first night in town, at & grand
dinper ia the Huntingdon, & Jwmrious Riv
or Oaks higherise, soveml floors away from
the Lays’ 13,000-squarefoot, §7 million
spread, Ken Lay’s friends were speaking in
code sbout the loss of his forune, “Ken
went 0 sge Fayez 1o ask Hm for help,”
one said. “Fuyez toid him vo way* In the
Houston big-motey world, this haikw
spoke volumes. Fayer Sarofim, the secre-
tive Bgyptien monsy manager with multi-
sl mansions, Ros-Royces, and wives—
ons of whom died after collapsing mysteri
ously on Mpunt Kilimenjare two yoars
ago~~conld have delayed Lay’s fate with 2
singls call, but he dismissed him perernp-
torily. "1 woulds’t dream of recommend-
ing Boron,” be sai¢. His remark cireolated
guickly through the Tudor mansions of
River Oaks snd Shadyside, many of whese
qwners sre Swofim clients, That same
week Lay sppeared pinkechecked snd
cheerful to heve lunch at the Coronado
Clok, implying in the casual tone he had

Iearned to use that he was in pommunica.
tion; with the president and Laura. But, as
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ey > WAEDNILE COWIG LA YOU, thest inend
was out selling. ¥ was known that Xeny
fervent phone calls i “the Oval” were not
‘being retarned.

i§ ¥i, I'm Jan Avery, the president of
Southwest Reserves and their oaly e
ployee. | am 2 wiMBE~2 woman in g

minority business enterprise~grying o movs

MM BTU from the Permuian Besin to
the California border.” That's how Jan Av-
¢ry would cajole representatives from the
pipelne companies who worked the booths
at gas trade shows and energy conventions
in New Mexico and Oklaboma, It wes
1990. Avery had invested $250 1o start her
jon, taking adv
of 8 new regulation which gave women and
miigorities special sdvantages, She had the
legs of a model and did not phy down her
§00d looks, but she was also adept st fend-
ing off advances 2t a time whig a subtext
of sexual favors permeated the wildcatier
atmosphers, Avery was struggling with &

vicious divorce. She nad run yway fom 8

grocling martiage o 2 fich lawyer from

Arkansas a8 was living with her sevene

year-old daughtes, Kay, short &or Katbecine,

=% in g small rented house in Sants
Fa. The only telephone was in the haliway,
and 2l day long she would make calls on
1t, preiending she was in an office, tying to
get people to buy her brokesed gas.

‘When Jan Avery talks about her history,
she tends 15 Sdp over diffieulr perods. She
grew up in Loods, Alsbams, outside Binne
ingham. Her father was a sheetmetal work-
&, the son of an helress whoss only re
maining legrcy wat her insistence on fine
lineng, good manners, and a fulime

She taught her
1o appreciale fizery and to exoed in school
ARer atending 2 junior college, Jun
worked a8 & recoptionist for a forklRt
company. She alio helped out with the
books end became 3o intrigusd with ac-
ing that she enrolied in night school
in 1974 she mardied hee fint husband,
Gary Kirsch, 2nd soon followed him w
Houston, where 2t 29 the got @ job at
Athur Andersars. I the office she mes Bob
Avery, who worked near her in the tax de.
parteent. Her mamiage broke up, but she
and Kirsch rermained frisnds, Avery moved
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0 Tulta, and Jen followed, getting a job at
Arthur Young just when ol wis moving
toward 360 & barrel There she bsd her it
view of the se2 of criminality surrounding
the wildeater crowd. When she came o
belisve that one of her clients was defraud-
ing investors, she and Adthur Young walked
away from the account.

Avery snd Jan went out Sr three yeers
belore they married. Avery's wealhy father
ovwned an oi-fiekdamachinery company. The
couple moved 1o the Averyfamily plantation
iz Eudora, Askansas, but when the mar-
ringe evurnbied, Jan 1ok her baby dasghier
and fled. She struggied over cusiody isues
whilp trying to maintain 3 relationship with
Avery. “1loved him." she said, “and T want-
ed Kay to have a father” When Kay was
five, Jan moved to Santa Fe, where she
worked part-tme as 2 eccountant and sald
ges on the phoae in the hell, A neighbor >
cals that Jan seid she was terrified of Avery.

Brough cold-calling Jan met the chair-

man of Gas Mark in Howston, snd he

agread to back her on her first deal to
move gas on Enrons pipeline to Southern
California. Then she market changed, aad
caly big players could stay
in the business. Jan be
camg clinjcally depressed
t and for 4 time followed
2 doctor's advics and
$ took lithium, 2 fact she
confided 1o Bob Avery,
§ That year Kay went to
see hee father and his
S new wife and childeen
aver spring vacation, gnd
Avcry & pari-time district attoruey, filed 2
motion for cusiody. Acconding to Jan, he
refused 10 aliow his daughter to mturs
home, using the fact that Jan had ence fled
&3 3 way o convines the court that the
was an unfit mother,

Jan finally bed to agree to an onsrous
custody situation; she could visit Kay four
weekends a yesr and have ber for summer
vacations snd sRernating holidays. They
were allowed to taik on the phone ooce a
week for 15 minutes, Jan shways spoke o
‘her deughter a8 i she were an adult, "1 am
going to fight for you, but & is going to b
very expenstive.” she told b “You know
how much T love you, and [ will do every-
thing in my power to get you back.” (Rob-
et Avery rjects Jan's version of events.)

Avery moved to Houston in order to be
clossr to her daughter. Through friends at
Arthur Andersen, she started working part-
fime &t Bnron. She became married 10 hey
job, spending fong hpurs working on the
tax aspests of the multiplying parner-
ships—there would be abow 3,000 by the
1ime the company imploded, She was of-
ten shasp with her colleagues, quick to as-

sext hersellt “1 am the only person whe
can work on that deal I keow how they
work,” ¢he wouid say. Her bonuses de.
peaded on the eamings value of the deals
she stroctured, The miore money | maL-
she thought, the sooner 1 can sfferd 3k
legal fees w fight for Kay.

When Jun Avery arrived at Enron, she
slready possessed an understanding of the
arrogance of the company’s culture. Of &
the energy sompanics she knew, only Ex
ron didn't deal with busicesses owned by
women. V1 could never get them to ghe
me the time of day,” she told me. "And
they controlled the best pipelines” By
1993, Ken Lay bad established his systerm
of rivalries. Forrest Hoglund ran the oil
and-gas division, Stan Horton was in
place at the siaid and tadicenal pipeline
company, Joff Skilling had arrived o set
up & trading operation, and Rich Kinder,
the chief operating officer, kept & brake on
the financtals, discouraging Lay’s grandiose
schomes with s ¢roll Texes remark, “Let's
not drink our own whiskey, Ken”* From
time to tioe Kinder would lose his em-
per. “Goddamn ¥, how can we be doing
s this?™ He was uncomfortable with the
mapid sxpansion, and Lay would say teas-
ingly, *I'l die with 2 Iot of frends, and
Rich will have ail the money”

And then there was Rebecca Mark, @
young banker who in 1982 moved to what
would become, in 1983, Enron's wreasury
department, With her blond hajr and gold
eartings, she kaoked like a Texas sun queen,
Her mentor 2t the time was John Wing, 2
West Point gradusts and canny negetiatos
whorm shie reported to. She and Wing went
1o work opeaing power plnts, but er divi-
sion was pantially sold to help cowr the
debt incurred by the wgus-tading scandal.
In 1988 she took time off, bundied up her
wddler twin boys, and entered Harvand
Business School, She negotiated the cone
tracts for & power plant for Earon outsida
Boston, end after she serned her M.B.A,
she retursed to the compeny fullime, Scon
she was setting up power plams and pipe-
lines in Enpland, India, and the Philippines.
Mark would uitimately spar with JeIf Skil
fing, who had beer & Baker Schalar &t Har-
vard Business Schoo! and a consuitant. 8l
MeKinscy & Company hefore joining Enr
ron. “Jeff may havs been the single best sn
dent ¥ ever had, and he did not suffer fools,”
said Chip Bupp, B pmfusor of Skilling's at
Harvard B ed Skilling® peisonality
wlhsicycapahx“n‘{y of Robert McNamasz,
President Kennedy's secretary of defenss,

a perfect command of the minutise of
deals, In interviews he could stun £~
nancial writers with his grasp of deuils,
but that same superorily made corporals
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vision wus messianic. Skilling kept 4 sign
on his desk: LR.LS., which stood for: "First
they Ignore you, then Ridicule you, then
Imitate you, and then Steal your idea.”
From the beginning, colleagues say, Skil-
ling's pattern wes to scapegost others with-
out leaving & trail that could lead back to
him. In meetings that Ken Lay chaired,
Skilling was often silent, letting Lay be-
lieve that he was completely in control.
But a1 other times Skilling could be very
volatile. He was divorced, and bis office
wus 2 shrine to his children; on long plane
rides with colieagues he might spend
hours talking about them. He would
often blurt out astonishing remarks
in public—he once, famously, catled
8 stock analyst an asshole during a
conference call—and the public-

327

srmse v S way, BNG FASIOW DECAME I
creasingly agitated. Avery recalied think-
ing, This has gone too far.

“We sat there and bounced it around,”
she said, while Fastow frantically drew cir-
cles representing subsidiary corporations all
over the board—partnerships within part-
nerships—to suggest how to move the loss.
Fastow also asked them for ideas on how to
maintain the value. “That was our langusge
for hiding a loss. We called it ‘maintaining
value, ™ Avery said. “T knew that this was
something that was uitimately going to drag
the company down, because you could not

- Jeff Skiling kept a Sign on his desk with the
initials 1815 “First they Ignore you, then Ridicule you,

when the legucy and corporute style of Mi-
chuel Milken were imprinted on Lay and
his comparny. it was Michael Milken and
Drexel Burnham that helped raise the $2.3
billion needed for the InterNorth—Houstor
Naturat Gas marger. A little-known fact is
that Enron stock was one ingredient of
the scandal that brought down Michuc)
Miiken and Dennis Levine. Tipped off by
@ banker 8t Luzard Fréres, Levine and his
group of insider traders profiteered on the
merger, as James B. Stewart has reported
in Den of Thirves. They laler went to prison.

Lay thrived in a culture of rivalres. He

refations stafl worried each time he
gave e interview.
Andrew Fastow, a Skilling pro~

then Imitate you, and then Steal your idea.”

16g€, was recruited early on in Skil-
ling’s first fiefdom, Earon Capital &
Trade. As Skilling consolidated his
power, he and Fastow silegedly designed
the partnerships that were constructed to
hide losses end maximize profits. Testify-
ing before Congress, tax lawyer Jordan
Mintz recalled sending 2 memo and leav-
ing messages for Skilling asking him 1o
sign off on cruciai legal documents. Skil-
Iing testified that he had no memory of that.
Last December, The New York Times had
Skilling saying that the pannerships were
Fastow's idea. Bupp, who remained close
to Skilling, is now confounded. “J can't
belicve he did not know what was going
on, yet T can't believe JefT would fe. ...
{The partnerships are] a cleas black-and-
white conflict of interest. Holy smokes!”

conference room and watched An-

drew Fastow, standing in front of a
whitebourd, grapple with how to desl with
& coming loss on the books of his group’s
invesment in an M.TB.E. fuckedditive plant
outside Houston. Fastow and Skilling had
gambled on the toxic additive used in fas-
oline, but, us & result of a steady aftack from
the media and environmentalists, the mar-
ket for MT.B.E. hed virtually disappeared.
Fastow exuded anxiety, Avery remembered,
ruising his voice, barking orders. “We have
to be able o come up with something! We
‘have 1o construct a structure where the joss
could be camouflaged.” Most of Enron’s
now notorious pannerships were stili in the
future, but Fastow had elready seen the
possibilities they offercd. There were siready
roughly 300 in place. “Losses were never
gliowed ut Enron, even then,” Avery said.
“You did not recognize losses.” She remem-
bered that the meeting stretched on for

0 ne day in 1995, Jan Avery sat in a
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maintain this level of loss. It was hundreds
of millions of doliars, ncver acknowledged
on the books.” Isn't that fraud?, I sked. “It
was still within the realm of accounting
rules, but they were way out in the gray
zone. It becarne criminal when they contin-
ued it to such a degree that it put all the
sharcholders ot risk.” Did anyone raise an
objection? “All the time. We called it house-
of-cards accounting and would openly dis-
cuss how crazy it was. In meetings, we were
slways told the seme thing: “You have to be
able 1o come up with a solution.” There
was no alternative.”

Fastow's wife, Lea Weingarten, was in
the room; she too worked t Enron, which
was not unusual in the culture. Fastow
had met Weingarten, the daughter of one
of Houston’s prominent Jewish families,
when they were at Tofts. The Weingartens’
fortune had come from a chain of. grocery
stores. Around town the couple was thought
of as 2 study in opposites; Lea Weingarten
was low-key, with the casual style of old-
money Texas.

Enron was hermetic and pulsing with sex-
vality. Ken Lay had marricd his secretary;
Jeff Sidlling had left his wife and tzken up
with Rebecca Canier, whom he promoted to
company secretary and who earned more
than $600,000 last your.

eople who know Kenneth Lay well
insist that his destruction can be un-
derstood by looking at his longtime
attruction to ruthless, brainy alter egos such
as JefF Skilling and Andrew Fastow, who
could 2ct out Lay's ambitions while he
played Mr. Congeniality. The aura of fraud
permeated Enron from its inception in 1985,

M;vas & man of parts, a winnes of

awards and member of gener-
ous with young ussociates, serving them
himsell when they traveled with him on
one of the many Enron planes. “All these
plenes give my C.E.O.’s something to as-
pire 10" Lay said to an ABC news re-
porter just months before Enron crashed.
Inside the company, Lay overlooked, even
encouraged, ail the vicious infighting that
went on. Lay came from a modest back-
ground, had & cheerful salesman's fagade,
and wore 3 Mr. Magoo mask of discon-
nection. He was a Gatsby of the pipelines,
1 minister's son from.Missouri fueled with
the desies for grandiose status. He earned
4 Ph.D. in economics at the University of
Houston, was a navy officer, and clocked
time in Washington as un undersecretary
in the Department of the interior. He was
attracted to Houston by the hope of stag-
gering returns in the oil-and-gas world.
When Lay becamne allied with Milken
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in. 1985;.the :j “king's:
as'the genius of inventive. financial struc-

-tures-was at its pesk. Not-long before

Drexel Burnham chief executive Freder-
ick Joseph denounced the press: for its
“outrageous™ allegations linking: Mitken to
insider trading-and the. unsavory affairs of
arbitrageur fvan :Boesky, Lay arrived in
Beverly Hills in.search of the financing he
needed to reslize his dream. The steady
drumbeat of sllegations in 1986 concern-
ing Milken’s honesty would have alarmed
& more.prudent C.E.O. Tn & ‘1987 inter-
view, Milken went as far a3 to defend his
business practices- by -boasting thet he
was helping Envon increase the size of its
debt offering by .an additional $225 mil-
lion. Lay never cut his ties with Milken,
snd would luter talk about him as a vi-
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ed, After Milken got out of juil, Lay invite
ed him to speak 4t an Enron conference,
despite 2 vocal protest fram jawyers in-
side the company. “Ken aiways thought
Mike wais an out-ofthobox thinker who de-
served sympathy,” 2n Enron executive seid.
I one magazing spread, Lay was por-
trayed as the wizand of energy, his body &
glowing electricpower line. As for the
KookAld, it was the elixit of money.
Young teaders just out of school were lane
wlized with promises of $500,000 in
- ponuses within 8 year. The Enron car of
choice was u silvee Porsche; the parking
garage in Houston was full of them, Yice
presidents 2nd  manugers preparing to
muke 2 budget presentation in front of
Lay, Skilling, and Fastow were told, “Here
is your number” The numbers—always
jurger than what was feasible to demund
on 4 contract—would have to be reached
or, the vice presidents and managers knew,
they could be “re-deployed,” Enron lan-
guage for being swiched 1
snother department, often be-
fore being forced out in 2 vi-
¢ious biannual performance §
seview, These perfurmance e
views, mferred 1o 35 “rank und
yanks,” were 2 variation on
the old English Star Chazsber.
Your picture was displayed,
and your colleagues blasted
your job performance, knowing
‘¢ their own advancemienl @
sended on your demise. §
Originators of deals might find §
that their numbers had been
tampeted with so that in the
performance revisw their deal structures
70 longer made sense. “Because of the
complexity of the math, it could take you
weeks 1o figurs out whas had been changsd,
4nd by that time your deal was shot down
or you were fired,” one former associ-
ate recalied. Skilling would b very biunt
with vice presidents who guestioned these
methods: Chunge your assumptions. You
can ahegys refnance! You can ahuays getthe
deal done! In addition, the publicorelations
stafl had to keep Lay’s competing division
heads from getting too many cover stories
in Fortune and Forbes. *Ken didn't ke i,
ons told me. “He wanted the coverage for
hiraself”

¥y the mid-90s, Fastow was the whixkid

of Enron’s financial structuring, dlways
rerdy with sophisticaied sccounting
wrcanx such a5 the “costiess collar”—-a cone
plex financial instrument which aliowed 2n
investor to selt 1 Stock in parmership with 2
burk #t a gusranteed trigger price and yet
uve it reponied to the S.E.C. Jan Av-

1y, ior one, Srew more and more shirmed
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e vy ke SCQUITCD 10 SUPROA
Skilling's und Fustow’s boukkeeping. Ske
used the term “feding the monstee™ 10 e
scribe the process.

As the Enron tentacles spread, it be-
came increasingly difieult for Fustow
ynd Skilfing to disguise their ambitions.
The deat structurss became more and
mare byzantine. At the broadband divi-
sion, whigh traificked in the fiber-optic
cable gsed in highspeed internet con-
nections, trades culled “Burney deals™—
mexning 1 tove you, you love me'—were
constructed. Enron weould sometimes swap
conrot of its fiber lings with these of un~,
other company, only to vndo the transac-
tion u few days later, 50 us jo create the
appearanee of volume, Other myntuvers
pushed hundreds of millions of doliars of
trading equity sround in a circle, 4 prac-
tice employed by such companies as
Qwest, Cisco, and Global Crossing, which
was headed by Gary Winniek, who had
trained wt Drexcl Bummham. When Glob-

house-of-

at Crossing went benkrupt in Junuary,
Winnick was abis to walk away with 3 ro-
ported $735 million. At the broadband
group; Fastow used the lawysr Kristing
Mordaunt, who represented the group in
its dealings with the sepreste paninarship
of LIM2, which was run by Fastow. In
March 2000, Mordaunt was invited inte
a Fustow venture called Southamptor
Place. She put down 35,800, She heard 2
few weeks tater that the deal was winding
down. Opening her bank Statement the
next month, she saw 3 doposit of 51 mik
tion. Anather frivnd of Fastow’s, mansg:
ing dircctor of Enron Global Fimance
Michael Kopper, would muke more than

ERES S
DREAM MERCHANTS
Linda and Kan Ley, below, ot o
muojur-canriuter recegtion for the Aleds
de Tocquevile Society in Housten,
March 2001 Abrove: convicted juni-hond
#yenan Michas! Milken, Ioh, whe helped
Loy finonce the Eoron merger; Andrew
Fastow, right, on grehitset of Enren's
cards orcopnting”

AEMAN; A0TICM, BT DAYE 1038 MAN
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6 Chewco, ucearding to the report released
by Enron directors in February.

18P here is someons you should wmfk to,"

Alex Conn told Milberg Weiss parter

David Wahton in a surprise telephone
call. Conn, an Austin softwarc entrepre.
neur, had met Jan Avery when he negotiat
2d with Enzon, and he was impressed by
her. Several weeks after Enron collupsed,
he reached out to the people 2t Milberg
Weiss 1o Iet them know »hat 2 valueble
witness she could be. It was Noversber
2001, and Walten, the Milberg forensic o
countant, arranged & conference call with
Paul Howes, whe is the Milberg partner in
charge of day-to-day operations for the Ea~

ot

ron investigation. Howes has thick blond
hais, 8 former athlete’s build, and the eme
pathic conversational style of the South-
west; in his years as a Washingon-based
assistant U8, attomney, he radisted such
useful kindness that he could get drug
tords to conftss. After his comvetsation
with Avery, in which she wiked sbout her
experiznce at Enron International which
1an the company's projects overseas, Howes
£01L on & plane o Houston. From then on,
in his research reports Avery was referred
1o only as “confidential witness.” He had
y&t 1o determine whether her information
would check out.

By 1996, Avery had been transferred to
Enron Intsrnational and was therefore in
the middic of the drama that would de
fine the fall of Enron. It involved assets
versus trading, and a rivairy between Re-
becea Matk and Jeff Skilling, which led to
the demiss of Enron International, fre-
quently referred to as “the purge.” The
war was fought over “paper gas,” a5 the
executives at Enron International called
Skilling’s ruthless consolidation of his
power on the trading side. Skilling's
traders ovcupicd three foors in the Bnron
headquarters, and the trading room had
-more plusma screens than any other office
in Americe. The stmosphere, 4ccording 1o
one former Enron mansger, was “the Roy-
zlten Hotel mests the Death Star” At the
neight of Skilfing's powsr, the company
was moving toward & peak moment, when
the parnership structures wowld ensble
price-eamings ratios of 60, and the stock
would surge in 2000 10 §90.
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the tax side and soon began working

18-hour days. She kept 2 picture in
her office of Kuy, now 11 with long blond
hair, but when people asked her, “Who s
thut,” Avery would reply only, “My daugh-
te.” She rerely talked about her private fife,
but during the fast weeks of cach summer,
as Kay got ready o retum 10 her father, Av-
ery was clearly under strain. Kay would lis
I bed, crying, “Pleass fet m¢ stay” By
1999, Avery was eurning more than mioxt
vice presidents, almost $300.000 3 yesr
with ber bonus. She wes angry that Enron
refused o give Ber the title, 2nd was gon-
vinced that, at 45, she was a victim of
ggeism, $he 100k on an ongrous emount of

sustody problems. Exploring the foreign-tax.
itnplications for Enron dealmakers negotiat-
ing for pipelines and power plants in Brazil,
Botivia, Peru, Eastern Europe, and Africa,
Avery had to lram the tax code for cach
ceuntry. By then “the Skilling armosphers,”
as it is often called, had begun to permeats
the department. Avery recalled, “We were
told constantly, ‘Keep the debt off the bek
wnce sheets.”™ This was dore not only
through offthebooks partnerships but also
through Ioopholes in the wx jaws of the for
eign countrics. Tax mmeetings would go on
for hours, but Avery rarely compiained.

Sent to Rio, she sisyed for months in
Copacabans, mastering the Brazilian tax
code in order to facifitate negotiations for 3
pipeline berwesn Bruzil and Boliviu. She
also began an affair with & member of the
Enron wam and for the first time in years
felt it was possible 10 have an emotional life,
She then weat to Bolivia and Peru, spent
weeks in Warsaw, returned to Houston, and
flew 1o Africy, attempting to explain to Key
why it wats often S or 10 hours Iater where
she was calling from.

for lawyers in the counties around
Budora, Arkansas, hoping to find &
talented attomey who would take on the
Avery farnily, She knew she could not de-
fend her travel scheduie in 8 courtroom; she
was o constant call, and, 2s she confided
w0 her friends, the sirain wes becoming un-
eareble. How could she put an lyear-old
through the helt of ¥n ngly custody buntie?
in 1997 she was iovited 1o e Eacon
imernational exccutive retreat in Beaver

D uring this periad, she was searching

Creek, Colorado. At lunch during x ski
break, she was joined &t an outdoor table by
Rebecca Mark, who was there with her (2
year-0ld twins, Mark was also divorced, and
they talked sbowt the constant emotionat
pull exeried on single working mothers. That
day Avery resolved that she woold try to
become  deal originator in order to make
more oreative use of her time, Atthe bar, she
scught out Mark’s co-C.E.O, Joseph Sut-
1o, a former brigadier general who resem-
bled Burt Luncssier. Tuking power and
American investrnents around the wordd had
miade Mark and Sunon well known in deveh
oping countries, but also, st imes, the ar
geis of scathing criticism for supporting the
alieged imperial exploitation of jocal work-
ers. In India they were agoused of pushing
g though 2 $2 billion energy plant at
- Dabhol with brities and threats, and of
manhandiing {aborers. The Indian
§: press is notorious for lbel, and Enron
fficials vigorously denied the charges,
2 which were never proved, Sutton was
ntrigued when Avery totd him she had
once set up her own pipeline-murketing
business, and he sugpested that she write #
Teuer to Mark.

went to Houston deerrined to mest Re-

becea Mark. For the last decads Mark

had been & template of fernale achieve
mem for the business press—named twice
to Formencs st of the 50 wp women
CEO’s. Her style had become famous—
the size-6 Arman skins, the stiiens heels,
As the head of Exron intemational, she
had eady on taken past, with John Wing, in
negotiating the bifton-dollar power plant in
England. called Teesside, and hud struc-
tured the deals jor the Indian facility at
Deabhol and the Brazilian pipeline. She and
Henry Kissinger dealt with the Chiness pre~
micr, Isracli prime minister Ariel Sharon
took her calls, Indinn taxi drivers in Delhi
would ask Enron executives, Do you know
the famous Miss Mark?” Back in Houston,
she would work the phone late into the
night in her flannel pajames 63 her twing
complained, “Mother, get off the phone!”
She wus un absence in the Houston sacial
firmament: her ambitions were plobml, at
the greatest remove from the Houston
Country Qlub. As with Jan Avery, hee job
was her life, and her atteactiveness and hey
abifity to draw crowds in such places as
Brazil and Vietnarn helped to sstablish Ken
Lay’s poftical bona fides und extend the
Enren brand,

The day | went to see hey, her housemun
was hanging Christmas boughs on the front
gutes of her mansion, Mark lves palatislly
behind # high wall in River Ouks. As ¥
walked oward the house, two larpe dogs
carme bounding up 1o me, followed by a tall
‘blonde with ¥ distine Texasrichgir! fook, 2
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peledlue stonewashed jeans that Houston
and Hollywood powser women pair with a
$1,000 blazer and & white Gap Tushint, Esg-

- matss of Mark’s personal fartune vary wild-

fy, from 530 mikion to $3¢ million. She
marvied for the second time two ysars ago
16 Michae] Jusbasche, whe was born in Be-
tivia and owns a ehemical company.

Like Ken Lay, Mark came from a small
1w in Misscuri, one of four children in 2
farm famiy with deep fundamentalist be-
Befs. Her conversational styls has been pob
ished in Toxas, and she is 2 master of “hill-
‘billying,” the trick of playing up one’s hum-
bie origins. “Sometimes # was 50 ¢old in
our fanmhouse that frost was on the quil,”
Mark told me as we sat in her vast drawing
miom with a grand piano in it and focked
out on the garden. Within Eoron Interna
tional, Mark presented hersslf with the
same down-home sttiude, along with a
rapiersharp skill in marshaling rigorous ar-
guments for deals. She was a booster of tek-
e, particularly in women, and she creged
#n atmospher that fit familisl She would
shrow Christmas parties for 25 many s 900
people al her houss, with sarolers, clowns,
anid rides for the children. As 3 CEQ. op-
¢erating under taerible tension, she told me,
she taught herself w conceal her anger be-
hind  midwestern sotority-girl smile, pare
ticularly as she fek the Enron eulfture tam-
ing increasigly rathless. She had s tdck:
when other executives excoriated her in
mestings for not producing enough prefits,
she would not fight back but would simply
t2li herself that she was the smartest person
i the room. *} was jooking sf them but it
weasnt real” she said. “It was like an outof
body experisnce”

1 the time T met Mark, she was angry
about an ongoing attack on her abili-
ties in the business press. Moreover,
she was bound by a confidentiality agree
oenk and had been named as one of the 29
officials who are potentis! defendants in the
class-action cases sgainst Enson. As she told
me laer, “] am piepared for two storiss; the
“} had sex with everyone in the universe’
story and “Rebeccas amets stink.’ If they
‘have a roasgn to iy o destroy ma, B will be
over the quality of my businsss and what
they will make vp about my love Bife. The
sale reason will be to put less credibifity on
the side of the asset business I built up.”
There appear o be few people in Hous-
twn who do not hold strong opinions about
Mark's iovestmerts. One cconomist who
knows her well described her as “a bundle
of energy ... but she and John Wing fig-
uret out & way to take 8 juicy bite of the
apple with their power-plant development,
and the credulous banks went along with
them ... loaning 95 percent financing on

the basis of pro formas thas no fool would
believe.... The poor indisn 2nd Chinese
residential ekectricity consumers would have
been spending half their disposabis annual
ncome on slecuricity.” A promment money
manager who shored Enron stock ia 2000
said, “Almost everything that Mark touched
st Enron was catastrophic in terms of in-
vestment return. The company had to e
ther recognize the losses or cover them up.
To Skilling’s detriment, be chase 1w cover
them up.” When [ asked Mark about this,
she said, “None of the money mansgers
have over ead the contracts backing vp
these businesses. The companies we oreat-
ed sround the world are not bankrupt.™
Some insiders theorized that Mark's “spe-
cial refationship” with Ken Lay may have
given her carte blanche to operate with no
checks and balances. It was commonly
thought that Rebecca Mark and Jeff Skilling
had had an affair; they wens both divorced,
hed children the same ages, and ofton went
o school sporting events together. Mark’s
detractors suggest that she also hed rela-
tionskips with several members of her de-
velopment team, Mark has become wsed to
hearing this type of sexual branding, sud
belioves & i8 ¢ classic arempt to diminish
her tenacity and achievement. “These were
people outsids the intarnstional arna whe
did not know how we worked,” she said. “I
used to make jokss about this in specches
and say, ‘T had po ides | wes so staggering-
ly atiractive.” And how in the world would [
ever have time, when 1 have passports so
thick they fook fike volumes of the Bible”

or years, Mark operaied under the
protection of Ken Lay and Rich Kin
ger. She represented the asset-based
side of Enron, which went back to the ear
Iy days of the company, when Lay realized
that gas could be traded as a commodity.
By then the govemment had forced the
wtilities to accept the notion of unregulat-
cd power. Mark’s great skill as a CE.O.
was always in presentation, her colleagues
s8y, not in operation, which was routinely
handled by other executives. Mark was
able to persuade the Indian government o
change its policies and reverse its course
on the power plaat at Dabhol, and she ne-
gotisted ironclad agrestnents protecting
the assets in the event the government
should change. She understood that her
ability to survive at the highest lovel re-
quired her to project certitude, a sense
that she was comfortabls in her own skin.
In the carly days of Enron International,
Masrk was told repetedly, “You eat what
you Kill,” and initislly she and her team
watked withont bonuses. However, she was
able to come up with 2 Jucrathve contract-

valus-porceniage that vitimate-
jy carned her close to $80 million in stock
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"1 LRk tney gave us this deal because they
were convinced we couldn’t gt anything
done,” she s3id. She and Jos Sutton operar
¢d on sheer nerve Suiton would tef her,
“Act like we've alreedy won,” as thay went
into mestings with fortign leaders.

A former executive at Shell Off de.
seribed Merk in Bdlivie, detsrmined to
sell the government on the idea of giving
Enron the contract o assist in building 2
billion-dallar pipeline between Brazil and
Bolivia, a project 5o poiitically problemat-
ic that even industry leaders such as Shell
and Mobil wouldnt touch it
Mark sailed into one presenta-
tion snd spoke for hours with.
out notes w 300 officials, daz- §
2ling them with her command
of the areds problems znd
stimufating them with her as~
surances of what Enren conld
bring to the table. She was less

QVERSEAS ASSET
Rabeces Mark, then CEO. of Enron
irtemationo, parts o erowd of jowmalists
inndia, 1995,

in desling with ftiss in
the Middle Eust. The Envon team amived

in Qutar 1o set up & threo-country devel

opment deat for the richest supply of nat-
uni} gas in the world, “No one tells us
how to negotiate—we are Enron,” Mark
allegedly said to one diplomst rspresent-
ing the emir. Moreover, the ‘Enron bids

‘One doy Rebecca Mark™
confronted Lay in 0 meeting.
"You are being snookered,
“Ken," she told him. '
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inherited this deal from ancther division
af the company and found herself locked
in 2 negotiating struggle with two govern-
ments. “We walked into 2 mess, and the
Qutaris were aagry,” she said. “But we
fett we could not eave a billion dollars on
the ground.” Two years later the emir was
said w be offended by the jow price En-
ron bid for the gas. Ken Lay tried w0
smooth out the difficuities and rencgoti-
ate. “Not if you send in the same group,”
the emir said sternly, aecording to an offi-
cial who was in the room,

e

o 1998, Jan Avery was in Nica.
ragua 88 3 project developes,
supervising the building of &
575 milion burge power plent,
ont of Enron Intemational’s last
enizrprises, The night before the
final approvals, she was on e
conference call with Skilling's
aide Ritk Buy and the Enron In-
ternational executive who was
presenting the Nicariguan barge
plant to the board. “They were
screarning ut cach other,” Avery
recalled, “It was clear Bow Skil
Hng znd his group were ost to
put 2 stop to afl assets being
Geveloped. They wers trying o
§ make us fowsr the asscssments,
akthough the numbers had al
ready been presgnted.” By then
Skilling had turmed against Mark, telfing
her in meetings, according to one of her
associates, that her assets were a disaster,
the worst investments Enron had ever made.
Nine mounths afier Avery moved to Ma-
nagus, she deyeloped & persistent cough.
The working conditions were flthy, she re-
ealied, and the air was foll of smoke and
poliution, "The barge project had caused
political firestorm. The president of Mice-
ragus was demanding a psyment of §2
million to allow the company to finish the
work, and 2 warran! was put out by the
Ni for the arrest of

were couched in very languuge,
“They told us they were doing us 2 pub-
figrelations favor, letting our negotiation
be 1 model for good relations with 1s-
el the diplomat suid, startled at the
team’s lack of understending of the re

| rasity raan

Enron executives. “You huve a spot on
your lung,” her doctor tld her, “You huve
10 go home immediately.” In Houstor she
was disgnosed with & rare bucterial dis-
easz. She spent the next five months in

tne nospital, and severa! times her blood
pressure climbed so high that she was
close to death.

pressure on Rebecea Mark was ine

vreasing. She confided to friends that
Skilting's approsch was like Chinese water
torture, 3 sbtle, continual bombardment of
what she was doing. He was atempiing to
consclidate his power, moving Enrcn into ¥
future whare 1 was asser-light, a5 ne said.
He was still an icon of the business maga-
zines, cefebraed for his Gas Bank innovas
tion, which moved Enror into & new world
where it crested a market in gas. His elfipti-

A ¢ the top of Earon International, the

1 cal phrases, such #s “vertical integration,”

becams koans of the dotcorn era. One day
Mark sat him gown and asked him how his
business worksd, She was curfous, she told
cofleagues, sbout Broadband and the
cmerging snergy markets. 1 wanted a
sense of comparison,” she said. “Are we
that bad? Or are they that good?” Mark

< was operuting in 4 tlosed system. Erron In-

ternational had separate accounting and
was in 8 different building. At the height of
this internal war, Rich Kinder, who for
years had kept 2 brake on the company’s
exponeniial expansion, was pussed over for
C.EQ. Luter, Ken Lay reporiedly man into
Rich Kinder's wife and told her that none
of Enron's probiems would have happened
if Kinder were still at the company. After
Kinder-left Enron, he started 2 new energy
company, Kinder Morgan, which is traded
publicly; he is suid to be a billionaire.

One day Rebecca Mark confronted Lay
in & mesting. "You are being snookered,
Ken," she told her old friend. “These are
profits from the sale of assets. These are
a0t trading profits.” Their conversation was
wbout their European business, and Luy
response, Muark told someone close 1o hey,
was to look at her kindly, condescendingly,
as if 1o indicate thar her lack of vision
made her 8 dinosaur. Her ussets, at best,
could return 14 percent, but she was plan-
ning for the long rup with equity invest-
ments, 4 strategy designed to hold un i
vestment for decades, and the company
had vesred inexorably toward the culure of
traders, where profits now soared o close
10 30 persent every year.

rmate friends, thut Sidlling was trying 10

shove her out. She began to negotiate 2
partnership agreement- with Shell to sell
haif of Envon International’s assets, which
would heve brought §3.2 billion of squity
o the compuny. They negotiated for sev-
en months, » Shell executive remembered.
Inside Enron international, it was genesal
ly assumed that Mark's position as »
C.E.Q. of the new company would ensure

r became clear, Murk told & fow intie
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thal WG RuGusTDg Rock prics mads the
deal impossibie to close, Mark was made
2 vice-chairman—s position known s
“the gjector seat”—and allowed to take a
bald gamble and explors treating waser 25
2 commodity in the interoational markets.
The board gpproved the $2.3 billion pur-
chase of an English water company <alied
Wessex Water, which would become the
backbone of Enron's global waier compa-
ny, Azurix, end which looked 10 be & great
souree of profit, but which nirned o 3
disaster when Britain changed &y water razes.
Soon the whole water business changed,
and Azurix was losing o much money
that it was sffecting the price of Enrons
stock. When ssked w respond, Mark
said, “It wan't 3 disaster. We
coulda’t survive es 3 public compa-
Ty because we didn’t have earnings
sufficient to support the growth
of the stock.”

As Skilling moved against Mark,
CUff Brter found himself in an in
creasingly unensble position. He was
& lieutenant with 5 condlict, whose r>
sponsibility #t was to enforce the new
Skitling culture, and his loyalty,
many believe, was what would uitimately
drive i to suicide. By 1997, Skilling bad
consolidated his power nd had assembled
his pwn team, which included Fastow and
Bater, The group was known a8 “the beaue
tiful people” or “the seven dwars” One
day the accounting staff &2 Envon Interma-
tional learned that Skillings team had
reaudined Mark's assets and was planning
10 sabotage her in front of the board. She
arived 2t the meeting to hear Skilling say,
“These assets are a disaster. Not just Az
urix-everything. They are returning 3 per-
cent, not 4 percent” Mark wied to ro
main ealm snd responded, *T take issue
with thess numbers, My analysis is thers
for anyune to se2.” According to an asso-
ciate of Mark’s, howover, Lay conveyed 2
fow days later thar it made no difference
to him what her analysis said shout the
ass¢ts; he wanied no debate about getting
rid of 8l of them, because he wanied the
cash for the uading optration. In August
2000, Mark wes asked 1o leave the com-
pany she had helped stast, She immedi
ately sold all of her Enron stock.

comprehensible; nothing she had ec
perieaced since Nicargua hed pre-
pared her for the internal chaos she found.
Seat to Abu Dhabi in Qatober 1959, Avery
vatched Skilling torpedo nine months of
negotiations on the §3 billior Dolphin
pipeins. The projected pipeline would Huk
"% United Arsb Emirates with Qatarin 2
&l so innovative that Conocs, Amocs,

For fan Avery, Enron hed become inv
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The pipeline business had once been the
very basis of Envon’s financial steength,
and this deal~which required Enronto in-
vest $300 million—was projected to wtum
tendold profits to the company.

in Abu Dhebi, Avery supervised 2 10-
person trars through months of due dili
gence and negotistions. The Dolphin
pipeline became 2 symbel of the Middle
East's emergence into the 21st cemtusy
and & stapls in the European prass, Sus
rounded by computer models and sheikhs
in robes, Avery was oblivious 1o what was
going on in Houston. Skilling was direcs-
ing his suention to Broadband, to which
he had plsdged 33 biflion. Three days be-

o
Py A

fore the press conference annpuncing the
suceessfui acquisition of the Dolphin con-
traci, Avery received an agitated phone
calt from Joe Sutton, who was now sitting
in the ejector seat as vice-chair. “Stop the
press conferenes,” he wid her. “This can-
nat go through. Skitling has put & stop 1o
‘™ But it was too late. The Dolphin
pipelise had been announced throughout
Europe and the Middle East. Neverthe-
Tess, within months Skilting had waiked
away from the deal. 1 don't want aty as-
seis,” he announced.

In Houston, Avery went to Broadband |

Services, and during her intervitw there
she was asked to take a look ab the pro-
jected trading models. It would be her job
to Lelp determine the pricing for the
Broadband swaps—tradss that would later
provide the basis of Bill Lerach's invective
in court, when he would compars them 1o
Michael Milken's fraudulent operations.

Avery stadied the models and told the
head of the division, “There is no way that
these cadl work.” She then walked sway
from the job and was moved to the inter-
national group, where she worked on 2
deal to create & trading hob for liguid gas
in Malaysia, Skilling’s purge had now in-
fected the entire company, and there were
waves of firings. While in Keala Lurapur
@ negotiate with the local oitaid-gas com-
pagy, Avery learned of the “ethnic ceans
ing™ bring used to close down her divie
sion. “Dort warry, they are keeping the
best people and se-deploying them,” she
was wid,

She was next assigned to Enron Energy
Services (EES), the playground of Lou
Pai, who had set up 8 division 1o trade en-
ergy in Califbenia. The mowe meant
changing buildings and giving up her
large office for & trading desk. EE.S. soid
“pundied snergy” w customers suck 83
Swrwood Hotels, J. C. Penney, Quaker
Oats, and Owens-Tiinois, the glass compa-
7y, The “bundie™ was & promise of Tuture
servicgwmeaning  sirconditioning  re-
placed, lightbulbs changed, wiring fixed.
In her fust weeks, Avery approached s
commedisy analyst who was proposing a
price that would ebsolutely guarantee &
loss w0 Enron, “We can’t do this,” Avery
twold him. “How ¢an you be selling some.

O

thing that is a negative?™ The vom-
modity analyst replied belligecently, “Just
do it. We sell negatives all the tme.”

brownouls, and Avery made 3 sar-

thing discovery. Enron had sold con-
frects to feiail customers, including the
University of Californiz and the Simon
Property Group, which owned malls in
San Francisce. As the cost of power
soared, Enon retumed the power io the
utilities, employing & Ioophole the Enron
szlesmen had cleverly provided. The 1>
sulting cost w the stats of California by
ene estinate was tlose to §500 miltion,
but within Enron there was no acknowl-
edgment of the larger meaning, Avery ro-
membors that the press releases were still
rosy. No mention was made of Enron’s ro-
duction of & buying price frors $1,500 per
megawatt to $30. “This was disguised 8s
normal business procedure,” Avery said

Tha& was during last year's California
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“Whi i meant was that all theit contrects
were under water”

“Margaret, this is insane,” Avery said o
Margaret Ceconi, who sat ne to her at the
wading desk. Like Avery, Ceconi was now
to the department, having been hired from
G.E. Capital with the promise of annual
bomusts as high as 31 miltion, Ceconi was
voluble snd freewhesling, 3 person who
would throw pool parties and invits several
boyfriznds only to describe their reactions
with bursts of laughter the next day &t
work. “We have to find some new men for
you, Jan!™ she told Avery, and scon they
were spending time wgather. "This place is
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we nave 1o get off the ship.” They talked
about financial analysts they could tip off,
fimaly setiing on Carol Coale at Prudential,
who for months had been cautioning that
Enron was not sound,

ing arrived at the E.ES. floor and

jumped on & desk. By then the new-
business developers were frequently log-
ging on to thomsonFN.com, which tracks
insider trading. “Why are you selling your
stock, Jeff?” someons shouted at him. Ao
cording to Ceconi, Skilling, after citing 2
list of dubicus reasons for unloading his
shares, reassured the developers that “life
was good” and that they should .
kesp buying Enron stock. After
that, Ceconi said to Avery, “You
and 1 are going to write & letter
to the board, Jan." Avery was
wary. Two weeks before Skilling's
abrupt departure, both women
lost their jobs. It was eady Au-
gust, shortly before Kay Avery,
finally in her mother’s custody,
was to leave for Baylor Universi-
1y. Without a job, Jan could no
longer afford the §20,000-2-year
tuition.

“You don't know me,” said s
Mergaret Ceconi in & phone call
o Carol Coale, “but I'm a friend who
wants to tell you what's really going on at
Enron.” Cecon, who didn't reveal her iden-
tity at first, began writing to Coale from an
E-mail eccount with the address Enron-
truth. “We are sending you a lengthy let-
ter that we have sent to the Enron board,”
Ceconi wrote. The letter, Iike Sherron Waie
kins's now famous waming to Ken Lay,
spelled out $500 million in false profits Eo-
ron had claimed in the last year. Unlike
‘Watkins's straightforward, cogent criticism,
Ceconi's letter began with a litany of com-
plaints about the company. More reasoned
analysis of the financials was buried on
subsequent pages.

The S.E.C. opencd its inquiry into En-
ron's aceounting on October 22. Ken Lay
continued to tout his company's stock in
2 conference call the following day. On Oc-
teber 24, Carol Coale, fed up with Enron's
rosy predictions, downgraded the stock to
a “sell” The company filed for bankruptcy
six weeks later, Ceconi’s letter was given
1 Apache Oi, an Enron compstitor. It
uhimately found its way to the congres-
sional commiress working on the investi-
gation into Enron. The day Ceconi’s letter
was published in the Houston Chronicle,
65 news organizations contacted her. She
wes on Good Moming America, being in-
terviewed by Diane Sawyer, at the same
time Linda Lay was teiing NBC's Lisa My-

0 ne day in the summer of 2001, Skill
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in. cverythmg we own is for sale.”

ood God, it's @ Rorschach

test,” Paul Howes said to Jan

Avery during one session in
Houston as be studicd 2 diagram
of an Enron partnership. It was the
first time the lewyer had ever seen
the circles and boxes that would
soon confound even the most so-
phisticated economists. “It is sim-
ple to upderstand,” Avery told him.
“The more circles and boxes, the
bigger the bonusss, and the more
the customer is confused.” Howes
had weighed Avery’s unheppiness

over her treatment by Enron with her
expentise on the financials and had decid-
ed to usc her as a consultant. He was
working on the Enron case with 2 team of
investigators and Frank Karam, 2 partner
from the New York office, es well as with
Lynn Hodges, whose California firm, L.
R. Hodges & Associates, specializes in
“witness development.”
in January, Howes and his team were
fielding more than 100 calls and E-mails 2
day. “This is the most exhausting case I
have ever done.” Hodges told me. “Ali { em
doing at the moment is reacting” She had
received that moraing an E-mail with 2
photograph of & shredding-company truck
parked outside the Enron building. One
Saturday, Howes spent ¢ight hours in.a
hotel room with an auditor from Enron
International, another "confidential wit-
ness.” He and another auditor told Howes
that Robert Jeedicke—then dean of the
Graduate Bisiness School at Stenford andt
the head of the Enron audit committee—
visited the internakaudit stafl in March
1989, “How do you view your role as an
independent director?,” Jacdicke was asked.

I WORLD POWER

§ Yo warkars stond on pipefines
at the Dabhol power plont in
Maharoshirs, Indic, ane of Enraris
major energy propertins, 1999,

é mares. They had been disgusted
% 1o be outscurced to Arthur An-
dersen. “Jeff Skilling ran & casino for 2
business side and & day-care center for ju-
nior suditors,” one said.

finalty tracked down Hero Perty, the au-

ditor who 15 years cariier had gathered
an investigative file on the rogue-trading op-
eration &t Enron Ol that had so mystified
Jan Avery in ber first months on the job.
Avery had told Howes sbout the missing
file, and Howes finally persuaded Perry, who
had just retired, to see him. The day before
Sherron Watkins testified in Congress, Howes
flew to New Orleans and drove for an hour
1o a house near the water. A 10-year-cid
sheltie came out to greet him, and Howes,
who is passionate about dogs, played with
her before he said hello to Perry and his
wife. “Well, if our dog Hes you, you must
be all right,” Perry’s wik said.

The men drove to 2 nearby café and
shared 2 shrimp po’boy sandwich. To an
investigator, Perry’s background was im-
peccable. Before going to Enron in June
1985, he had spent 17 years at Shell on in-
temal audits and fraud investigation. His
specialty was whxw—coﬂar crime. He found
Enron’s in disarray,

I n early February, Howes told me he had

“I'm here to support I'm
here to support Ken Lay,” he replied. The
two zuditors took this remark as an in-
dication of where Jacdicke's loyalties lay.
Latey, they told Howes, Enron Intemation-
al developers in pursuit of bonuses put
through projects rife with engincering prob-
lems, which later became budget night-

he later told me; the now corporation was
still trying to intsgrate lnterNorth and Hous-
ton Natural Gas. The board had six mem-
bers from each, and the group was fraught
with tension, because the Houston execu-
tives had profited in the merger, and the In-
terNorth members had not. Ken Lay and
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Florida Gas, were running the new comps-
ny, with Kinder as general counsel.

On January 23, 1987, Pesry says, his
boss, David Woytek, the vice president of
audit, got e call from & security officer &
Apple Bank on 420d Street in New York.
*‘Hey, something interesting happened. You
should know sbout it. There arc unusual
cash transactions from the Isle of Guemsey
coming into my bank from Earon in
$100,000 increments!” the officer said.
The approvals of the transactions, he went
on, were not coming from authorized cor
parate treasurers but from two executives in
Valhalla, New York, named Louis Borget
end Thomas Mastroeni. “Borget and Mas-
troeni appear 1o be writing checks 1o them-
selves,” the bank officer said. -

Weytek calied Rich Kinder and then
spoke to an aide of Enron’s John Harding.
The news of the suspected fraud rocked the
audit steff. Enron Qil appeared to be a
great source of profit for Enron, and Hard-
ing had personally appeared before the
board, one suditor told me, describing in
detail the connections to the Saudi royals
and Kuwait that had enabled his exccutives
to meke such vast trading profits. All the
midwesterners at Enron, including Ken Lay,

understood pipelines and their rich, de-
pendable cash flow, but Harding’s descrip-
tion of the potential bonenza to be made in
trading money thrilled them. “They swak
lowed it hook, line, and sinker,” the auditor
said. Lay was told that the amount &t issue
in Vathalla was no more than 52 to $4 mik
lion, 8 relatively small amount since Enron
Oil was reporting profits of more than $30
miltion & year—one-third of the camings of
the company at that tme. “Lay told us,
“Just go up there and get the money back,’™
Perry said. By then the udit department
had gotten statemnents {rom the Apple Bank
and suspected that Borget and Mastroeni
were keeping double books. Perry, who
went with Woytek to Valhalls, was sternly
wamed, “Whatever you do, do not upsst
Borget”

Before Perry leRt Houston, he mede a
v st of 19 items, which included
“. ang the system down, getting a war-
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- “You don't know me;” Ceconi
soid to Coale. “I'ma friend

@0 wanis to fell you what's -
really going on at Enron”.
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[ it ) O3,
because that was how the deals were con-
firmed in those dayz™

rriving tn New York, Perry and Woytek
discovered that the trading operation
was controlled completely by Borget
and Mastroeni To go there, you had to be
picked up in 2 limo, Perry recalled. “1
don't want the competition to get close to
my staff” Borget to!d him to explain the
quitky privacy procedures. The Houston
employees were sot aliowsd to interview
anyone on the stafl. One member of the
Houston team was an Arthur Andersen
partnicr and an expert in ol-and-gas trad-
ing. “Evetything is proper,” Borget told
Perry. “We've just had an eudit done.”
Perry and Woytek sat io an octagonal
wading room with John Beard, another
Enroa auditor, 1rying to unrawe! the fraud.
Two days later a call came from Houston;
Perry remembers distinctly that the caller
was Rich Kinder. “1 am hearing. one side
of it,” he said. “Woytsk was just beside
himself. He carricd on with Kinder, getting
quite aggressive, He was saying, ‘T can't
believe you are going to ask us to do this.’
Kinder told Woytek, ‘Get out of the build-
ing and come back to Houston. You are
off the case.”” The reason?
“They were all scared,” one au-
ditor told me, “that the traders
k- would get upset and they would
lose the income.” He is not sure
® whether the call came from
Kinder or John Seidl, the presi-
¢ dent of Enron, but he said that
Perry’s memory is “sharp” and
: he kept perfect notes.
g Penry remembered Kinder say-
¥ ing, “We are tuming the investi-
gation over to Arthur Andersen.”
Soor 2 flotdla of Arthur Andersen audi-
tors arrived from Houston; among them
was the young Jeffrey McMahon, who in
2002 would replace Andrew Fasiow as
Enron's chicf financial officer.
The Houston 2uditors appeared before

the audit committee in April 1987 and re-

ported on what the Enron staff and
Arthur Andersen bad found in Velhalla.
The two groups were in complete agree-
ment. Woytek had managed to retrieve the
millions that Borget and Mastroeni had
miszppropristed, but one auditor recalls
Woytek telling Lay and the committce
that they had to get rid of the two men.
They were adamant; they should have
been gone in February, they said. Borget
had told the auditors that he was keeping
the money in 8 personal account but that
it would soon come back to Enron. One
auditor said, "If the Apple Bank had not
called, this moncy might never have been
recovered.”

4 35K£Q Ln6 auauor 10 read me the min-
utes from the April 25, 1987, meeting, “Dr.
Jaedicke called upon management for 2
matter that involved Enron Qil Corpora.
tion that was investigated by the company
end subsequently investigated by Arthur
Andersen. ... After a full discussion, man-
agement ["This was Ken Lay,’ the zuditor
said] recommended the person involved be
kept on the payroli but lieved of financial
responsibility, and a new chief finsncial of-
ficer of Enron Ofl Corp. be sppointed. The

. commitiee agreed with reservations....

Mr. Orloff [the future general counsel, who
is now at Bracewell & Panerson) reported
on possible legal consequences. He stated

that all legal work for Enron O Corp.”

would now be done ia Houston by an at-
tomey reporting to him.”

Fifteen years later, the auditor is stll up-
set. “And when they say ‘management,’ |
can remember Ken Lay sitting there say-
ing, 'I have made the decision?’ ... What
can 1 say? He was the C.E.O., and he felt
that they could put controls in place and
that he necded those earnings. That was
his call.... We all knew those peaple were
crooks! We told him that”

names of the people gathered in the

room, several of them now familiar
pleyers in the Enron drama, who would
meintain their silence and remain aligned
with Keoneth Lay right up until the corpo-
ration coliapsed. Robert Jaedicke, the dis-
tinguished accounting professor, would ap-
pear before the congressional subcommit-
tee this year. Herbert Winokur Jt,, 8 Har-
vard overseer, would also testify as the
chief of the finance committee who in the
wake of the scandal finally ordered an in-
vestigation, Arthur Belfer’s family would
Tose about $2 billion of Enron stock. Steve
Goddard of Arthur Andersen would be re-
Ticved of his management responsibilities,

At feast two people in the room that day
questioned Lay's judgment. One was
Ronald Roskens, then the president of the
University of Nebraska, who would leave
the board two years later to join the govern-
ment. The other was Carolyn Kee, from
Arthur Andersen. “When we walked out of
the room, Carolyn Kee tmed to me and
said, I am just sick about this,”” one audi-
tor remembered. Kee was concerned about
the lack of intenal controls and would
spend months dealing with the faliout from
future shareholder suits and the SE.C. in-
quiry. Within three years she left Enron and
is now in private practice in Arkansas.

For the Enron auditors, the April board
meeting was prophetic. “It was cbvious to
us and to Arthiur Andersen that [Borger
and Mastroeni} had opened fraudulent bank
accoums, and we feht that they were going

H ¢ became solemn as he read out the
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one seditor told me. “Lay read the report
and he read his budget, and estimatad how
much they made and if they were fired
what he could lose.. .. My conclusion was
that this is a guy who puts eamings before
scruples, mther than reacting to the dishon-
sty right in front of him™

¥ asked Herb Perry, 2 question [ had
often asked Jan Avery, “It is centainly
the indicator that there is significant collus
sion between the executives at Enron and
the senior people at Arthur Andersen. They
were willing 1o tolerate Improprieties.”
Lay's designated watchdog was delayed
in getting to Valhalla in 1987 and soon Sor-
get and Mastroeni had spue aut of conirel.
They bet long on oil as the prices dropped
and shoned when the prices rose. Borget
called Houston and said, “There is going o
be 2 huge loss. About a billion dollars,™
1 =sked one muditor what it was like
sround Enron when that staggering figurs
was revealed. “Bad)” he said. “We wess alf
concemed bucause we thought that some-
one would be made a scapegoat™ Accord-
ing to the auditor, the m-house lawyer Gary
Orloff asked for the files. “They came to us
and said, "We wam all of your files, We
went overything ... Kinder was the chiel
opetating officer and . Orlaff zeemed 1
be protecting Lay in this thing.” When Jan
Avery went to work at Enron, she could

D ces that establish a patern of fraud?,
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RaTDyy Dave known thas the iies on Enron
Ol she ried 30 hard 10 find had vanished
six years eardier.

By the autumn of 1987, federal prosesu
tors in New York working under then US.
attorney Rudolph Giuliani had detected the
crime. The prosecutor who ran the case,
James Commey, now bas Givlianis rmer
job. Lay's mability to opevaie within the sirict
rules of corporme propriety had el his
company close to collapse. What had started
as “an expensive embarrassment” had be-
corne herculean. Lay had had to dispatch an
Enron team, led by Mike Muckieroy, from
Enron Ot Trade & Transportation, to v
wind many of the deals, Muckleroy was sbie
1o reduse the foss 10 §185 million, 5 figure
closer 1o the numbsr Jan Avery first saw,

In September 1993, the year Jan Avery
went to work for Enron, Perry teamed that
Arthur Andersen would be taking over ail
of Enron’s auditing functions at the end of
that year. The sompany said it was & coste
saving meavure, but Perry bolieves that the
real significance of the change was that
internal investigation of offshore partnsr
ships and offbalancssheet partnesships were

One Enron executive watchin

debacle. Exscutives still working ax th
porate headquaners in Houston watche
him on welevisin. One of them recalls
hearing Andrew Fastow on any number of
occasions mention his conversations w
Siglling about the offithe-bocks pastmar-
ships Skiling was now ielling congres

he knew very littke sbout. Eaclier that vy,
Skilling had sat with cold eyes and an ofé
smirk on his face und toid the commitize,
1 was not sware of any financing armngs-
ments designed to conceal babilities ot ins
flate profitability. ... 1 did not believe that
the company was in any imminent finan
<igh peril.” At that, severul financial officers
screamed al the set, "Bulishit!" One kept
saying during Skiling's testimony, “Now
Joff will say, ‘T don't recall’™ and 27 times
Skilting did not disappoint him. These En
ron executives, whe had cheered Skilling
when he was named CE.QO, now studied
him on the screen with contempt.

C £d Markey of Massach
setis, who bad been the chairman of the
House weiscomenunications-and-finance sub.
commities that investigated Michae! Milken
it the 1980s, said of Joff Skilling, “He tes.
oy tified like he was 2 guest
Y2 on Ive Got a Secret He
§" wes treating Congress

like he had treated his

onJV soid, “Now Jeffwill - 0 8

say, ‘Tdon't recall " and 27 ﬁ‘me,s'
Skilling did not disappoint him.

o longer pursued. The new
Arthur Andersen model, Per
1y was told, would be used
s an exemplar for the nst of
the industry. Perry remained
o assignment for Enron Oil
& Gas, a subsidiary of Bne
ron which had gone public
and had a separate atcount-
ing staff.

n February §, a week
Ohefom Howes went 10

New Orleans, Joff Skit
ling appeared before the
House eacrgy-and-commerce
oversight subcommities, one
of a dozen govemment pan.
¢ls investigating the Emon

ZERO RECALL
Jufirey Skilling tobes the oath
1w the truth ot @ hearing
of the Howse snergy-and
fatrarce peersight
sheonwntten in Wathington,
D.C. on Fabruary 7 2002,

P

lry spent Valentin
Day in bis La-Z-Bc,
armchair watching Sher-
on Watking testify before

Mastroeni began, Perry had tumed ower s
copy of bis Valhalia file 1o his boss, David
Woytek. What happened to Penry's 50 car-
tons of dozuments sbout Enror's dealings
over the years? “1 shredded those,” hie said.
“I did not want to carry them around, and
T certainly did net want to be dragged into
legal issues with Arthur Andersen” Watch.
ing Watkins in front of the committée, Perry
was & first impressed with her stolid manner
and mutzd outrage, but he began to revise
his opinion as Watkins mused about Ken
Lay's personal culpability, Watking desctibed
a moment where she had tried to explain
the cascade of pantnership accounting fan-
tasies to Lay. “Hy did not seem to under-
stand,” she s2id. Sining with his wife and
his dog, Perry Iaughed out Joud. "I said
iot of language I can’t repeat,” he told me.
He 53id he was mystified that an intelligent
woman could have made such an assertion
without Fully understanding the history of
the company, | asked Pervy what he thought
when Watkins asserted, “Mr. Lay was
duped” He laughed, "Ken Lay duped? WAL,
1 guess now you know batter, don't you?” &3
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MEMORANDUM 27

TO: Enron general file {re; Accoursting Issues

FROM: Max Hendrick. Il

DATE: October 22, 2001

RE: Telephone Interview with Jeffrey McMahon on October 18, 2001

On October 18,2001, Joe Dilg and the author interviewed Jeffrey McMahon ("McMahon" by
telephone. McMahon had previously been interviewed in connection with the investigation into the
allegations contained in an anonymous letter and supplemental materials authored by Sherron
Watkins. The supplemental interview was occasioned because of information relaved by Steve Kean
{"Kean") 1o the effect that McMahon had made several statements regarding the LIM transactions
that seemed inconsistent with statements he had previously made in his interview. The focus of the
supplemental 1elephone imterview was to clarifv those points on which there was potential
inconsisiency.

Lesving the Office of Treasurer under Duress

McMahon iniually stated that his comments to Kean were made immediately afier leamning
Enron had been sued in a derivative lawsuit regarding the LIM transactions. He wanted Kean to
know that there were cenain areas of concern that would, no doubt, come under scrutiny as a result
of the lawsuit or further legal or SEC inquiry.

By way of history, McMahon stated that he had approached Andy Fastow ("Fastow") many
times about how the LIM issue was being weated. Fastow was wearing two hats but still in charge
of and superior to people negotiating for Enron. Employees subordinate to Fastow were charged
with responsibility for working on LIM matters; Enron ané LIM were operating out of the same
space. Reference to Fastow's ownership in LIM was used as a subtle siick in negotiations against
Enron. All of these factors (previously discussed in the initial interview) contributed to McMahon's
view that there was a conflict of interest.

Fastow never addressed these problems, whereupon McMahon felt compelied 1o discuss the
issues with Jeffrey Skilling ("Skilling"), Enron's then President and Chief Operations Officer.
McMahon advised Skilling that there were major conflicts of interest, but that those conflicts couid
be resolved. The people involved in the LIM conflicts were not responding well, and it was 2

VEL 01408



337

CONFIDENTIAL

stressful situation. McMahon did not present an uliimatum to Skilling (he voluniesred
presenting ultimatums was not the way one could deal successfully with Skiliing). He s
presented the fact that he could not compromise his position in light of the exi
interest. Either some changes had to be made 10 resolve the conflict of
1o find McMahon 2 new position. Several weeks fater Skilling encouraged’?
“ﬁg Enron Nerworks. but Skilling did not link this to the conflict of

McMahon believes that there are lots of people who know about his posinern and
about the conflict of interest. There may be a general perception that MeMahon was
of the Treasurer's position as 2 result of this, and McMahon thought that Kean shouis b
this potential problem.

Pressure on Enron’s Bankers to Investin 1L IM

McMahon believes that a lot of the adverse publicity may be coming from bankers who
believe they were pressured 1o invest in LIM. Several bankers came 10 McMahon and inguired
whether an investment in LIM gets them an inside position for Enron business. McMahon
consisiently responded, "Not as far as I'm concerned.” At later points in time, at least two bankers
came to McMzhon and said that they were promised business in turn for their investment in LIM.

McMahon recounted that First Union Bank's Paul Riddle called and complained about not
getting a bond deal. He stated that he was promised the next bond deal for investing in LIM.
McMahon's response was 1o the effect, "Not by me, you're talking 1o the wrong guy.”

Merrill Lynch (no name given) commented. not by way of sour grapes. but simply as fact that
it was felt linkage existed berween investment in LIM and Enron business.

Deutsche Bank did not invest in LIM, but thoughi there was a linkage and felt it was
improper.

Chase Bank felt there was a linkage between an invesiment in LJM and Enron business.

McMahon made clear that he had no firsi-hand knowledge — he was not present when any
pressure was put on a bank to invest in LIM. He is concerned, however, how other Enron officers
may have 10 testify on this subject. McMahon identified the following Enron employees as having
had discussions with banks and who can comment more directly on the possibility of pressure being
put on them 1o invest in LYM: Ben Giisan, Tim Despain, Brown, Ray Bowen and Kelly
Boots.

Afier he left the Treasurer position, McMahon never saw anything fishy about the way bank
business was given out, but he was totaily out of the loop. While he was Treasurer, he never saw
anything about giving business to banks that he thought was improper or he would have "pulied the
red chain.”
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Buv.out of Michae! Koppers” Eauirv in JEDI-|

McMahon recounted that when Calpers was bought out as an eguity owner
Michael Koppers ("Koppers™). an Enron emplovee whe worked for Fasiow,
replacement equiny owner. The JEDI-! stmaciure was & Istrativ :
thought the equity {then owned by Koppers) should be bought cut. H
invested approximately $100,000 a year before. He discussed the possibie bu
felt Koppers could eastiv be bought out a1 2 modest profit. Fastow said
negouations with Koppers.

$10-12 million as a result of the final negotiations. McMahon's discussions with Fastow on this
subject were in January-February of 2000, shortly before he left as Treasurer. He thinks the deal did
not close until early 2001,

McMahon's concern sbout this buv-out of Koppers in JEDI-1 was based on rumers that
Koppers used the money from JEDI-1 10 buy out Fastow’s position in LM. Many people assume
that this was the case, but McMahon again has no personal knowledge. He thinks the same financial
executives named above plus Kevin-Howard would either have knowledge or.a view of this
situation. :

Pressure on Enron Representatives Negotiating with LIM

McMahon believes that the lawsuits and related inguiries are going to ook for all Jeakage
out of Enron 10 LIM. People who negotiated for Enron against LIM will probably testify that they
felt pressure. One example, which he gave in his prior interview, was Doug McDonald negotiating
on bebalf of Enron against Koppers. McMahon was at home. received a call from Fastow, who
complained about McDonald negotiating too hard. As it turned out, Fastow had the facts wrong and
ultimately backed off.

McMahon has no personal knowledge of deals that were against Enron's interest or well-
being, but he is concemed about this subject. He gave the following names of individuals and
situations that indicate that they may be the sowee of information unfavorable 10 Envon's position
in this regard:

Kevin Howard ~ & good person to talk to about pressure exerted on Enron professionals
negotiating against LIM;

Rav Bowen ~ another guy who got chewed out for negative comments about the LIM
sitnation;

Cliff Baxter~ frequently in Skilling's office complaining about LIM and Fastow's conflict
of interest;
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Ken Rice - same story: . .

Paul Chivens - an ex-Erron London guy now with Credit Agricole in Paris: and

Mike Jakebic ~ hired by McMahon 1o set up a private equity fund. McMahon wan
friendly source of capital 1o do deals. By the time Jakgbic amived for work. Fastow 2
up LIM, which was exactly the same concept. Jakgbic felt that Fastow stels his o0
He is now the relationship person for Enron with Deutsche Bank

As a final note. MeMahon stated that the Bloomberg reieaserhag dors of informanen
concerning the derivauve lawsuit filed against Enron.

MHH]

c Joseph C. Dilg

Houston 690086.1
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MEMORANDUM

TC: Enron Corp. Fiie

FROM: Max Headrick. II]
DATE: September 7, 2001
RE: Interview with Jeffrey McMahon, August 30, 200]

COn Thursday, August 30, 2001, Joe Dilg and the author interviewed Jeffrey NMeMahon
{"McMzhon™), President and Chief Executive Officer of Enron Industrial Markets {"EIM "), to obtain
information relevant 1o zn employee's inquiry regarding the propriety of the Raptor and
Condor/Whitewing structures.

McMahon was in Enron's London office as Chief Financial Officer of Envon Europe umtil
mid-1998. From mid-19%98 umil March 2000. McMahon was Treasurer of Enron Corp.. reponting
10 Andy Fastow ("Fastow™). Enron's Chief Financial Officer. In March 2000, McMahon moved 10
2 business position with Enron Nerworks which later evolved into EIM.

When McMahon came on as Treasurer in mid-1998, the NightHawk structure. a predecessor
1o Condor/Whitewing was. already in place. Condor/Whitewing was set up after he came. as a
structured finance project and was managed by Michael Kopper {"Kopper”), who reporied directly
to Fasiow. Although McMahon had no direct responsibility for or involvement in Condor/
‘Whitewing. he understood it was set up as a iemporary holding faciliry for assets Enron wanted to
sell.  Condor/Whitewing was capitalized, bought assets that Enron wanted 1o sell: then
Conder/Whitewing would sell off the assets either individually or in packages as time and
circumsiances allowed.

Both LIMI and LIM2 were set up during McMahon's wenure as Treasurer. but he was not
famniliar with the exact swucnure. He knew that Fastow would be the general partner of the entiry.
Although he wied 10 find out who the invesiors were, and felt he should know about them because
his job was dealing with banks with whom Enron transacts business, he was never told who the
investors were. LJM was likewise handled as a special project by Kopper. The Raptor vehicles
came along afier McMahon lefit as Treasurer, although he undersiood that Rapior was a vehicle
established so that Enron could protect the value of cenain of its merchant assets.

McMahon does not recall reasons being given for the secrecy or confidentiality of LIM,
although it was perhaps because he never asked. The widely held perception was that LIM presented
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an inherent conflict. McMahen was vosal with Fastow and Skilling on this pein
with the f2irmess or valuation of ransactions that were piaced in LIM but rather

negotiated on Enron’s c'rﬂlx with other Enron smpioy
to be solé. Enron empiovess he supervised wers insin weted
assumes that these aciing for LM were simijariv mstnucte
perception to emplovess he supervised was that when Fsmv\ gol mvoive
Enron mignt shrink from their expecied vigorous negotiations. Fasiow. af
on their evaiuations for sziary and bonus purposes.

2 Was 3

McMahon and Fastow went round and round on this issue. McMahon thought ¢
conflict and thought it needed to be fixed. He proposed several options that wouid avoid or lessen
the conflict:

M Fastow could resign ftom LJM (McMahon did not view this as a reaiistic altemative
because he did not think Fastow would voluntarily resign):

) Fastow could remove himself from the evaluation process for salaries and bonuses
of those Enron employees other than McMahon representing Enron in negotiations
with LIM (i.e.. let McMahon deal with the conflict):

3 Enron and LIM could be separated by (a) eliminating. dual.empioyees and (b)
establishing separate office space for LIM.

Fastow never acted 10 implement any of these options (to which McMahon atributes no bad
motive or intent). so he discussed the conflict with Jeffrey Skilling (“Skilling™) 10 the effect that the
conflict needs to be fixed or McMazhon should be moved. This discussion took place in the
Februarv-March 2000 time frame and Skilling said that he would look into it.

Coincidentally, McMahon was being recruited by Greg Whalley 10 join Enron Nerworks in
a business position. While in the process of making his decision on this possible move. Skilling
encouraged him 1o ke the new job, emphasizing that it was Enron's core business and his talents
were needed. McMahon did so and commented that it was the best move he ever made. Enron
Nerworks ultimately developed into EIM.

McMahon is confident that the conflict issue. as he viewed i1. was brought to the atiention
of Skilling because he discussed it with him personally. He doubts that Ken Lay was aware of this
specific conflict that was his concern.

Although McMahon said he was unaware of Fastow interveningdirectly in the negotiations
berween Enron and LIM; he cited one simation in which Doug McDgwett-("McDowell") was
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negotiating from Enron's sandpoint with Kopper on & deal near vear-end 1992
McMzhon at home and compiained that MeDowell was negonating 100 hard and ¢
get the dzal done. As it turned out, There was a COmmUNIzations probiem anc Fas
the right information about the deal terms. The deal was fawer 2 :
being argued by McDowell, MeMahon has no exampiesofz 2
1o Enron. His concern was that the Enron guys may not be nego

have with 2 ruly independent third party.

MeMahon stated that the approval procedure was put in piace after ?
believes that this was staried as a result of one of his complaints. He was aw!
Management Manager. and Rick Causey, Chief Accounting Officer. are par of ¢
He noted that Rick Buy would be an imerestng person 1o ualk 1o, bezause b
approval procedure shifted the conflicts issue from the Treasurer 10 Buy.

McMahon emphasized he had no problem with Fasiow’s motive or intent inthe LIM vehicie
His issue was the intherent conflict in appearance only. The impact of this conflicy was on the junior
people negotiating for Enren under those circumstances.

MeMahon commented that 2 lot of transactions that were done with LN were highly
beneficial to Enron. Without this form of friendly equiry vehicle. a lot of these deals would not have
gotten done.

Since beroming CEO of EIM. McMahon has had no dealings with LIM or the Raptor
vehicles. Those vehicles were used 10 monetize asseis or protect the value of assets and EIM hasno
assets that require those services, )

McMahon also pointed out that the anonymous lener addressed accounting issues. and that
accounting issues have never-been the subject of his concem. He was not involved with and is not
competent in those areas of acevunting issues and is further confident that Causey and Arthur
Andersen & Co. make sure that things are done properly.

MeMahon viewed the individual who wrote the anonymous letter 10 have 3 concern about
how the structure/transactions with LIM would stand up to public scrutiny. He personally thinks not
very well, although he is confident that everything was done in a technically correct way,

If the conflict issues were cured, McMahon believes it was good to have a friendly equity
investor available. Fastow simply did not need to be the general partner.

As Treasurer, McMahon received inquinies from bankers about whether continued banking
relationships with Enron were dependent on investing in LJM. McMahon believes shat Fastow
solicited the ten or so key banks with which Enron did business to be investors in LIM, and
McMahon heard from at least haif of them. This possibly presented another area of conflict. Fastow
had the final say on bank selections; some he picked alone on special projects. but most requests
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thar there was o

would be originated by the Treasurer. McMahon consistently informed the barnks thar
linkage terwsen Enron banking business and investments in LIM.

McMahon agrees that the anonymous ienier raises no

the lener, he cannot beiieve that the accounting 1S
reviewed.

1he R2TSOT WNO wIilz R

12c

During the course of the interview, McMahon indizar
anonymous letter came to visit him directly, so he is aware of the person’s idan:

some information she provided may have oversialed or misstated the nature of

concems were not related to accounting issues.

c: Joseph C. Dilg

Houston 644816.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick. Il

DATE: Sepiemper 18, 2001

RE: Interview with Sherron Watkins, September 10. 2001

On Monday. September 10. 2001. Joe Dilg and the author interviewed Sherron Watkins
("Watkins™) to obtain information relevant 1o the inguiries contained in her anonyvmous letterto Ken
Lay regarding the propriety of the Condor/Whitewing and Raptor structures. The interview was
somewhat disjointed because it was felt better 10 let Watkins discuss issues she wanted 1o address
initially before questioning in any paniicular areas. As a result, the following memorandum, which
anempis 1o track the general flow of discussion, is repetitious in cenain areas.

By way of her personal employment background. Watkins advised that she spent eight vears
with Arthur Andersen L.L.P. ("AA"), five in the audit depariment in Houston (auditing primarily
energy clients) and three in the New York office in litigation support. She then spent three vears
with MG Trade Finance in New York City before returning 10 Houston and joining Enron Corp.
("Enron”) in October, 1993. She took a job working for Andy Fastow (“Fastow”) (apparently in the
corporate finance area) and was a manager for the JEDI, Cactus and related projects. During the
three vear period in that position. she reported variously to Fastow and/or Rick Causey. Over the
next 3-4 vears, Watkins apparentiy had several different positions with Enron's materials and metals
operations and Enron International. She joined Enron Broadband in early 2000 but left in the spring
0f 2001 as a result of the downsize movement. In the spring of 2001, she was considering positions
in corporate relations or again working for Fastow. She 1ok the position working for Fastow. and
in June, 2001, commenced a project of listing and gathering information on assets Enron may want
1o consider selling off. Watkins current business card indicates she is Vice President. Corporate
Development.

Watkins stated that her concem about the Condor and Raptor vehicles arose during the
process of her listing of various assets that Enron may want to consider selling. She noted the
following particular assets sold to Raptor on which a theoretical gain or revenues were reflected:
NewPower Co., AVICI. and Hanover. She notes that these assets are all hedged in an investment
vehicle in which LIM is an equity participant, but LM has pulled out approximately $39 million,
constituting more than its equity contribution. The Raptor entities owe Enron approximately $700
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million. but those entities have no ability to pay Enron back and LIM has no obiigation 1o tut un

addiuonal equity.

Watkins undersiands that. because of value 2o
it was usec 10 supporn these Raptor invesiments with
in Enron’s accounting practices. beginning in 1996 wh
At first these were less aggressive. but by 1998-1993,

can't find an equity or debt investor who will ultimately have 1o pay Enron back. Watkins
commented that the initial bad appearance got even worse. Both the Enron stock values and the asset
value of the assets in Raptor went down. In the first quarter of 2001. the Raptor venicles had to be
enhanced 1o avoid a write-down. In looking at the overall value of the credit. the Raptor vehicles
simply had to be enhanced.

Watkins likewise commented on the inherent conflict of interest of Fastow being the
managing parner of LIM. In fact, Jeff McMahon ("McMahon") told Jeff Skilling ("Skilling") of five
options that were needed 1o fix the conflict in order for McMahon to stay on as Treasurer of Enron.
Three days later, without addressing the five points, Skilling offered McMahon a position in‘Enron
Nerworks. a new stari-up business. She thinks it is highly unusual for a person to go from Treasurer
1o the business head of a swart-up business. She viewed this as coercion and intimidation.

Watkins stated that she was upset by the siruation she found in the Condor and Raptor
structures. She decided to leave the company and thought she would tel] Skilling all that she had
found wrong on her last day of work. But Skilling announced his resignation and departed
irmmediately. Accordingly, she put her concerns in the anonymous letter in advance of the Enron
empioyes meeting to express her concems to Ken Lay.

Another aspect of the inherent conflict in interest. according to Watkins. was Fastowin effect
blackmaiiing banks to become investors in LTM. She stated that she had friends/acquaintances who
worked for Chase. Bank of Arnerica and CreditSuisse First Boston who had told her as much during
cockrail conversations.

Watkins stated that she had studied the Waste Management accounting problems. Waste
Management had depreciated 2 landfill on a more aggressive schedule than was permirtied by the
SEC. Inthat context - which did not seem so bad 10 her ~ Waste Management executives and board
of directors were removed; they were required to return bonuses and the company had to pay
tremendous fines. She viewed Enron's actions as being much more horrific.
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“Watkins pointed out that Rick Buy's group. which was responsibie for assuring the F
entities were creditworthy, put together various information which was shared with rer. Rizk Buy
and his group did not get invoived in zccounting issues and from their sandpomnt, all they coulz 2
was push on the credinvorthiness issue. She views some of the materials out of Rick Buv s zrour
10 be "smoking guns” if ever they fell into the hands of the wre

Watking also idemified Enson's activities in Emenamynem on Deman
transaction. 3 total return $wap with a bank. as a transaction that wili come back ©

On several occasions Watkins mentioned that she feit Enron had no choice but o ress
financial satements and 1ake its lumps. Skilling'’s departure has brought additiens T
Ervon and is accountng practices, and she feels thar the Condor and Rapior wansaction
become public knowledge . Watkins has no information. however, that there was any causal
relationship berween these vehicles and Skilling's departure.

Watkins feels that efforts to enhance the Raptor vehicles again on Ken Lay's watch would
come back 1o haunt him. She is concerned about this because of her understanding of a $230 million
fix that will need 10 be made during the third quaner of 2001. Potential publicity may come from
100-200 employees who have been "redeploved” from Enron. She believes there is a risk of these
employees providing information to journalists, analysts and authorities,

To reiterate her point that the Raptor transaction does not look good., she expressed concern
about what a good plaintiff's lawyer could do with the facis of Jocking in of asset values at their
highest point. expert witness testimony that this value is unrealistic and no one would pay that much,
a Joss of $700 million which no one has 1o pay and which Enron shareholders will have 10 absorb
through dilution of their shares. Watkins siated that if the Rapior transactions are not arms length
transactions, they have to be accounted for differemtiy. She also points out that on 2 disclosure issue,
Wall Srreet Journal articles and others are alreadv writing stories about Enron's unclear financials.

Watkins admitied that she had not seen the legal documents on the Raptor transaction. She
does not know how the deals were negotiated as to value for the AVICI Hanover and NewPower
agsets. Her point, nevertheless, is that in hindsight, it looks bad.

On several occasions, Watkins pointed out possible sources of corroboration for ber concern
about Enyon's accounting practices. She referenced an employee survey that was done in advance
.of the senior management retreat held September 6-7, 2001, which was summarized for Ken Lay's
benefit and use by Cindy Olsen. Watkins heard two Enron emplovees — Jeff Donaghey, a managing
director on the cultural comrninee, and Tim Deuniring, also 2 managing direcior - state. in effect.
that questions regarding accounting issues were not refiected in that summary, Watkins did not
know how many people commented on accounting issues, but felt that a legal assistant could plow
through the surveys and make a determination, Watkins also identified people in Rick Buy's group
as being sufficiently removed and knowledgeable about the accounting problems. These included
Vince Kaminski, Rudi Zipter and Ding Yuan.
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Insofar as the references in her anonymous letter 10 the unwinding in 2002-2003. Watkins
stated her understanding that Condor has debt coming due in 2003. or otherwise has 3 time period
by which Enron has to do something about that vehicle. ‘Insofar as Raptor. she understands that th
derivative contracis must be seniled in 2002, Atthat point something will have to be done to Errory
accounting.

f.

W

When asked if she had specific instances in the Condor vehicles that the aczounting was
handled contrary to accounting rules or literarure, Watkins' response was simpiy that the transaction,
would not play well in court. Although the asset was purportedly soid by Enren to Condor. Enron’s
business units are still managing the asset. Enron booked cash flow on the sale of the asset but is
still running it. She acknowledged, however, that Condor was a cash flow and off-balance shest ool
and not an earnings management tool.

Watkins points out that the mere fact that Fastow has sold his interest in LJM may help cure
the inherent conflict of interest, but it does not cure the problem of dealing with a "friend of Enron.”
Dealing with any friend of Enron raises two issues:

. No one will do ransactions of this kind unless they know that payment will be made
by Enron stock or they will otherwise be made whole;

- The issue is not just valuation at the time; the ongoing value of assets placed in
Rapror is an important facior,

Watkins' understanding of the first quarter of 2001 enhancement of Raptor with Enron stoek
was that it was done so Raptor's credit would not be restricied. Something had to be done to aveid
credit write-downs. She thinks this looks bad from a possibie "coverup™ exposé. but she is not sure
how the enhancement was accomplished. She thinks it is one thing 10 have the Raptor transactions
in the first place, but worse to enhance Raptor with Enron stock after the Raptor asset value declines.
In the third quarter she understands $250 million credit deficiency will exist in Raptor. She thinks
there will be another effort 1o enhance Raptor but that Ken Lay will be making a mistake 10 do it.

The comments in Watkins' lener about executives selling Enron stock at high prices is not
related 1o her coticerns about the Condor and Raptor structures. It ig just another bad circumstance
that wil! not play well in court. She does not have any facts linking these siock sales to the
Condor/Raptor transactions.

Watkins does not necessarily know how LM got its money out of the Raptor transactions.
in her lenter, she referred 10 a cash fee but all she knows is that LIM has received distributions that
more than repaid its initial investment in the Raptor transactions.

The $250 million third quarter problem is known to her through casual conversations. She

has had a number of conversations with representatives of Enron Global Markets who have
innocently t.old her the information about Raptor and the §250 million problesm:

4.
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Watkins believes that AA has not been kept from information relating to the Condor Rapier
transactions. She thinks that A4 has let the wransactions go w0 far and that AA is as "guiln” as
Enron. She ziso poims out that Envon is AA's largest customer world wide,

coincidence; she has no indication that there was any backdaung
these assets.

Watkins explained the evolution of the various papers she had made avaiiable 10 Keén Lay.
She initially wrote the anonymous letter. She then advised Cindy Qlsen that she was the letier writer
and wished tw speak 1o Ken Lav. She was provided a copy of Rick Causey's e-mail addressing one
of her concerns. She thinks that it is far 100 simplistic to respond that the contingent shares are
included in the calculation of fully diluted earnings per share. She then wrote additions!
explanations of her points, and finally made an cutline of topics she wished to discuss with KenLay.
The last item was prepared afier her discussion with McMahon, who suggested she needed to be
organized and use her 30 minuies with Ken Lay wisely if the objective was get Jim Derrick to look
a1 the issue closer.

Questions about Enron's accounting practices are not limited to Condor and Rapior. Watkins
knows that Jeff Donaghey thinks that the sale of the MTE plant to EOTT on a mark 10 market basis
is questionable. He did not like the mark 10 market treatment.

Watkins stated she was trying to-give Ken Lay the impression that she was not a voice in the
wilderness and that other employees were very concerned about this issue. She believes that a
review of the employee survey would suppon her position in this regard.

Watkins suggested that Cliff Baxter and Jeff Donaghey would be good additional people to
1alk to regarding her criticism of accounting practices in the Condot/Raptor vehicles.

Insofar as determining how valuation was determined in the Raptor wransactions, Watking
identified Vince Kaminski as a good person to talk to. She does not know exactly how the valuation
matters were negotiated.

Watkins pointed out that it would also be useful to look at what happens in 2002 and 2003.

Enron can't write off its Raptor invesument because it would admit that it was pot dealing with a real
entity in arm's Jength ransactions. She thinks Enron has to restate its financials and take its lumnps.

o Joseph C. Dilg

Houston 652950.1

-5.
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, 111

DATE: August 30. 2001

RE: Interview with Jordan H. Mintz, August 24, 2001

On Friday, August 24. 2001, Joe Dilg and the author interviewed Jordan H. Mintz ("Mintz2™)
Vice President and General Counsel of Enron Global Finance ("EGF") to obtain background
information regarding the Rapior wansactions and, more particularly, the emity known as "LIM.”
Miniz has been General Counsel of EGF for approximately one year. In that capacity, his boss is
Andy Fastow ("Fastow"), Chairman of EGF and Chief Financial Officer of Enron Corp. ("Enron™).
Minwz initally indicated that when he became General Counsel of EGF, he was concerned about
LIM, not because of any impropriety, but because of the ugly cosmeties. LIM created morale
problems among senior management within EGF because there was uncenainty as to the faimness of
the compensation of those participating in LJM..

According to Mintz, the impetus for LIM was created by Enren's acquisition of Portland
General Electric ("PGE"). Because that acquisition would make Enron a utility, Enron was forced
10 divest iiself of several “Qualifving Facilities” under certain federal regulatory stautes. The idea
was 1o find a "friend of Enron” which would get a retum on its investment, which would look to
Enron to make it whole, and which would be easy for Enron to work with in the event Enron wanted
to reacquire the assets, The structure requires sufficient third party eguity so that it will not be an
Enron affiliate for financial accounting purposes. Arthur Andersen & Co. ("AA"Y's yiew was that
3% of the equity must come from the non-affiliated party. Enron also conferred with AA an the
issue of booking assets on a mark 1o market basis. According to Mintz, Enron was looking for &
structure in which 10 place mark 10 market assets and assure that any loss on those assets would be
deferred unt] their dispesition,

Actording 10 Mintz, Fastow created a privale investment company in which he acted as
manager of the general partner and various banks participated as limited partners. These banks were
the same as those who ordinarily did business with Envon.- Fastow (or perhaps more properly LIM)
would earn a management fee based on the total funds raised. For instance, if the funds raised
amounted to $200 million, LIM would earn 1% in fees regardiess of any activities: Under the
suructure, the limited panners would get the return of their investment and a 30% return on their
investment. Within the initial LJM fund (which Mintz referred to as "LIM1,” the full name of which
is LJM Cayman, L.P.), there were two deals, One was RhythmsNet and another was an interest in
Cuiba, a pipeline projectin Argentina (Brazil?).
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There was later formed an LIM2 (LIM2 Co-Invesunent L.P.). which Minw desenbed as 2
larger fund with limited partners possibly including Credit Suisse First Boston and CitiBanc. Mintz
indicated that the creation of these funds involved private placement memoranda and disciosure!
information. and he agreed 10 coliect and provide a package of materials that wouic inciude thesz
itemns reflecting information provided to the iimited pariners of LIM.

According to Mintz afier the formation of LIMZ. the entity took on a life ofiis own
Enron's standpoint, the ransactions with LM were funded with Enron shares of common st
had built up considerable market value. (Later in the interview, Mintz indicatec that these
primarily came available with the dismantling of JED! into-which Enron had previously contriduted
shares of its common stock. At least some of this stock, once it became availabie from the
termination of the JEDI vehicle, was used to fund transactions with LJM.) According 1o Mintz. there
was lots of history of the Enron-LIM relationship reflected by Enron board of direcior resciutions
and presentations. Deal sheets were also developed that reflected negotiations and approvals at
various stages by appropriate Enron and LIM representatives,

w 6O

At one point, Mintz indicated that the LTM vehicle accomplished several things:

€3] generate funds with which to purchase assets from Enron;
(2) generate revenues to Enron;

3) move Enron assets off balance sheet: and

“@) hedge assets (also characterized as a subset of (1) above).

LJM was a third party with whom Enron could close deals quickly and could work easily. Mintz
believes that Jeff Skilling liked the vehicle for that reason and was glad to have it around without
regard of the personal profit to LM and Fastow. To the extent this structure was criticized because
Enron shares of common stock were used as currency, those shares were always used in calculating
Enron's eamnings per share on a fully diluted basis (that is, Enron shares commired to transactions
with LIM were included in the denominator in the calculation of Enron's earnings per share).

Mintz observed the awkwardness and disfunctionality that was brought about by the LIM
structure. Some employees of EGF also had roles with LIM. LIM was operated out of Enron's
office space, although it was separate spacé in a separate building. Employees working for LIM
received their salaries from Enron, but their bonuses were paid by LJM. Enron analysts and
associates were routinely rotated through LIM. Certain Enron employees were likewise profiting
from LIM. For instance, on the RhythmsNet deal, Fastow implied that his personal profit was in the
$10-15 million range. At some point, according 1o Mintz. Fastow carved out a piece of his interest
in LM and conveyed it to Michael Koppers, aiso an Enron employee. Finally. effective July 31,
2001, Koppers left Enron and Fastow either sold all of his interest in LJM to Koppers. There were
only two transactions berween Enron and LM in the first half of July, 2001, and the sale of Fastow's
interest 10 Koppers was structured so that Fastow would realize no income from LJM transactions
with Enron during 2001. Under the sale transaction as currently structured, LIM will lease office
space from Enron in Three Allen Center, but Koppers will retain an office in Enron's premises
through September, 2001.
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According 10 Mintz. the relationship between Enron and LIM was reviewed by both the audit
commities and finance commines of Enron's board of directors. The review iz done on 2 wansaction
by transaction basis and there wes a discussion of (1) the deal. (2) the purposes. and (3} the ben
to Enron. Mintz does not believe this review process delved into the profits received by Fastow 1o
any other Enron emplovee) from LIM,

B

The deais between Enron and LIM, at thetime they were snsered into. were Hkewise signed
off by appropriate business personnel, including representatives from legal (Mintz himself). Risk
Management (Rick Buy), Enron Accounting (Rick Causev), among others.- Although Mintz
attempted to secure Skilling's signarure to sign off on these deals. he was not able 10 accompiish this.

According to Mintz, AA would also review deals 1o assure appropriate accounting rreatment
Primarily, AA was looking at the LIM side to make sure the deals had sufficient third party equi r}
inthe party. Mintz indicated that the deals were negotiated and reviewed from the LIM side as well,
which used Kirkland & Ellis as its counsel and Coopers/Price Waterhouse as its accountans.

Mintz indicated that a third fund, LIM3, was in the works earlier this year, but the project
did not go forward. Although Mintz did not so state, the scrapping of LIM3 was apparently done
about the time it was determined that Fastow should divest himselfof all ownership interest in LIM
entities.

Possibie Follow Up Activities

During the course of the interview described above, Mint indicated he wouid provide a
package of information relating to LIM-which wiil include, a1 2 minimum, privaie placement
memorardum: issued-by LIM to its investing limited partners. If the package does not contain
additional information, pessible consideration should be given to requesting the following items for
further background review:

(1) " Resolutions and minutes of the board of directors of Enron Corp., and the audit
comminee and finance commitiee thereof, with respect to transactions berween
Enron and LIM (this has been provided);

(3] All wrinen presentations o the Enron board of directors, audit comminee or finance
commiree regarding LIM or transactions berween Enron and LiM (this has been

provided in part, but should be confirmed for completeness); and

(3)  All"deal sheets” showing the nature and approval of ransactions berween Enron and
LIM (this has not been provided).

[ Joseptr €. Dilg

Housron §39760.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, 111

DATE: August 30, 2001

RE: Interview with Andrew S. Fastow, August 27, 2001

OnMonday, August 27, 2001, Joe Dilg and the author interviewed Andy Fastow ("Fastow"),
Chief Financial Officer of Envon Corp. ("Enron™) and Chairman of Enron Global Finance {"EGF")

to obtain information relevant 1o an employee's inquiry regarding the propriety of the Raptor and
Condor/Whitewing structures,

Fastow expressed some irritation with the implication of the emplovee's lener referring to the
Condor/Whitewing and Raptor structures, because all ransactions were reviewed with the Office
of the Chairman. This is also true of NightHawk, a predecessor to Condor/Whitewing. These were
all stock deals (i.e., Enron stock was issued to support the transactions) which required approval of
the full board of directors. The full board of directors also approved any restructuring of these
transactions. In addition, Arthur Andersen & Co. {("AA™) reviewed every transaction under the
auspices of Rick Causey, Enron's Chief Accoumting Officer. Standard procedure was to review each
rransaction from 2 technical basis, and AA's technical specialists (specialists in accouning rules)
were involved in this procéss. AA likewise reviewed legal documents utilized in each wransaction
and commented to counsel. Vinson & Elkins ("V&E") also reviewed documents and made

comments. Moreover, the transactions were disclosed. V&E and AA worked diligently on the
necessary disclosure reports,

Fastow noted that the Condor/Whitewing and Rapior structures were similar in that they were
supported by the issuance of Enron stock, but that Raptor was different in that in each of the four
Rapior wansactions, LIM provided the equity for the deal. Fastow recused himself from the Enron
part of the equation and represented LIM in those transactions.

The board of directors' approval was of the initial structure of the vehicies
(Condor/Whitewing and Raptor). The audit comminee of the board of directors performed an annual
review of all LIM wansactions, including the Raptor transactions.
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Fastow interpreted the emplovee's lenter to have two primary implications:

(1)  AA made a mistake when they determined that Enron could book eamings from
Raptor: and

(2)  There was not full disclosure of the issuance of Trnron stock @ suppon these
Tansactions.

In Fastow's view, the emplovee is simply "second guessing” AA's determination 2s to the first
implication and is facrually wrong on the disclosure issue. Fastow believes that Enron’s issuance of
shares 10 support these transactions has been fully disclosed in 1ts public filings.

Fastow pointed out the primary difference between the Condor/Whitewing structure and the
Raptor vehicles is that no earnings are booked by Enron from the Condor/Whitewing vehicles.
These vehicles were intended to accomplish two things:

0] Move assets and related debt off Enron's balance sheet: and
(2} Record funds flow when assets are sold by Enron to Whitewing.

Because Whitewing is an affiliate of Enron, Enron cannot book earnings from it. LJM is not an
affiliate of Enron; therefore, Enron can book eamings from the vehicles in which LIM provides the
equity.

Fastow speculates that the employee who wrote the letter would argue something as follows:

. contingent Enron stock associated with Whitewing vehicle was pledged to the Raptor .
entities

. Enron entered into derivative transactions with Raptor running in Enron's favor

. because of the decline in value of the assets placed in the Rapior entities, Enron will

have 1o issne more stock 10 support these transactions, which would ultimately be
dilutive of the earnings per share of Enron stock.

Inresponse, Fastow would argue that Enron had been able 1o avoid write-downs on its assets
because of its transaction with Raptor. Assets are sold to Raptor, Enron gets the benefit of
derivatives from Raptor, and Enron has the benefit of a buffer on its P&L statement. AA says that
this situation works perfectly under the accounting rules. Although the structure may be in a gray
area, it is fully approved by AA and is fully disclosed.

Fastow offered the following simplified example of how the Raptor vehicles work: LIM2,
as 2 non-Enron affiliated entity, would invest $30 million in a Raptor entity. Enron commined to
contribute stock (initially dedicated to Whitewing which had excess value) to Raptor in exchange

22,
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for which Raptor would issue a promissory note pavabie to Enron. Enron also took back 2 specia
limited partnership interest in Raptor. Enron would then enter into a series of derivative transactions
with Raptor 10 hedge against 2 decline in value of the assets.

o

For example. Enron might invest in an [PO. Assuming the IPO had a market vajue of $10¢
million, Enron would then put the asset to Raptor for $100 miliion and enter into derivative hedgin
mansactions. If the asset declined in value, the value of the derivative wouid increase. This woul
be a wash on Enron's balance sheet.

(i)

[+

There are a number of merchant banking investments that could be placed in a Raptor vehicie
and a number of derivative transactions that could be made as hedges. An ongoing test was made
1o assure Raptor's credit-worthiness to support these transactions. At some point in time. the
derivative transactions would have to settle.

Insofar as the equity in Raptor, there was a formula providing a retumn to LIM. (Fastow
further stated that this formula was reviewed this board of directors. board commitiees and office
of the chairman). If cash was left over in Raptor after sertiement of the derivative ransactions. LM
would get it. Fastow thinks this was a unique structure which was developed not by himself, but by
Ben Gilsan. now Treasurer of Enron.

Assuming the value of all assets contributed to Raptor increased. the following scenario
would occur:

. Enron wrote up the value of those assets on its balance sheet

. Enron would settle its derivative transaction by paying cash to Raptor

° Cash goes 1o LIM in payment of its fee pursuant to the formula

. All excess cash flows back to Enron through its special limited partnership
interests

The "train wreck” under this structure (according to the employee who wrote the letter) would
occur if all contingent stock had to be issued. Assuming that Enron would have to issue new stock
to fulfill its obligation, it would dilute the eamings per share of Enron stock. The answer. according
1o Fastow, is that all contingent stock that might be needed to satisfy Enron’s obligations to Raptor
was included in the earnings per share caiculation ~ thus, no dilution will occur.

Fastow stated that, on the one hand. he applauded the employee who wrote the letter because
it takes fortitude to stand up and complain. even on an anonymous basis. He questions the
employee's motives, however, because the person is smart enough to know that the structure and all
transactions within the structure were reviewed by AA and found to be appropriate. [Fastow also
stated his belief that this employee is acting in conjunction with a person who wants his job.]

When LIM was first brought up as an entity to provide equity in Raptor (or similar
transactions), the primary issue discussed was the potential "Wall Street Journal risk” - i.e., the bad
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cosmetics being aired publicty. LIMI was created in june of 1999. 1t was put togethet 1o form 2
non-affiliated third party for Enron 10 enter into derivative transactions o hedge its invistment in
RhythmsNet stock. The Enron stock contributed to make LIM a credit-worthy counter gn cam
from "UBS forwards" created several years earfier by Ed'Segror. Snron shares wers issudd 1o
and FEnron emered into a contract 10 repurchase those shares in the future at 2 speeified ¢
shares held by UBS increased in value and afier Enron repurshased them. the excess vaiue
pledged 10 the RhythmsNet transaction:

.g;

~
ot
vt Ry

ot
i3

LIM1 was capitalized by $1 millien from Fasiow and $7.5 million each from twe weoarate
banks. On its $20 million investment in RhythmsNet. Enron ultimately booked S400 miliion.

In returning vo the “Wall Sireet Journal risk™ that was discussed at the cutser, Fastw was
asked why the “friend of Enron” was not seiected from some 1otally third party - a Goldma Sachs
or other investment banker. According to Fastow, the reasons were (a) complexity, (b) speed of
closing, and (¢) confidentiality. By way of example, 2 bank typically wants to repackage and market
products in which it invesis. which would jeopardize confidentiality. New deals also cane up
quickly and banks could not move with the required speed.

The limited partners in LIM] were two commercial/investment banks. The limited parters
in1.JM2 included banks, pension funds, insurance companies and high net worth individuals; :1101al
of thirty different investors, none with relations 10 Enron. The LIM limited partnerships were
marketed as unresiricted deals {i.¢., not limited 10 Enron transactions). All materials, inchiding
offering circulars, subscription agreements, etc. were reviewed by AA and V&E. AA mnade
comiments to LJM partnership agreement to assure that it was not an affiliated entity. LIM hd its
own anomeys (Kirkland & Ellis) and other limited partners had counsel, which revieweq and
commented on the LIM documents. The limited partners were also given extraordinary rijzhts,.
including the power 1o remove Fastow as manager of L.JM without cause. An advisory commiittee
of limited partners was also established to review transactions.

LIMI had very linle equity (816 million) and was set up specifically for the Rhythrm: Net
deal. LIM1 actually did a second dealinvolving a portion of Enron's invesunent in the Cuiba Po wer
Plant project in Brazil which enabled Enron to book future eamings on narural gas suppty contract.
Enron soid an $11 million dollar interest in the power plant, thereby dropping Enron's ownershipto
below 50%. This made the plant a deconsolidated asset and would permit Enron to value the zas
supply contract on a mark to market basis. The future income under the gas contract could theref e
be booked as revenue.

LJM2 was much larger fund which was closed in early December, 1999, and raised $319
million in equity, 1% from Fastow and the remainder from limited partners. By the end of 1969,
seven different transactions occurred berween Enron and LIM2. In toal, LIM2 engaged in 4
transactions, three of which were non-Enron transactions. and four of which were Raptor structures.
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Fastow re-emphasized that the LIM vehicle was approved on several evels. First. LI\ was
set up with knowledge of the board of directors. its comminess. and the office of the chairnan.
Second. on a ransactional basis. Causey was designated to represent Enron. Causey negotiater and
approved all transactions. Auditcomminees of the board of directors were toreview all transact o
with LJM on an annual basis. and have done so for two vears. Scom Serien. General Co
EGF, prepared Causey for the first review and Jordan Minwz presently General Counsel of
prepped Causey for the second review.

Insofar as the separateness of LJM and Enron. Fastow indicated that this took many differznt
forms. Each employee of Enron who was also working for LIJM was covered by a Servives
Agreement pursuant 10 which, in effect, LJM reimbursed Enron for the cost of that employee
providing services 1o LIM. Michael Koppers, for instance, had his salary paid by Enron but his
bonus was paid by LTM. For another employee, Cathy Lynn, LIM reimbursed Enron for her ent re
salary and bonus. LJM also had some employees who were not employed by Enron. The rationzie
for dual employees, according 10 Fastow, were two: (1) Enron employees could keep their benefits.
such as stock options, insurance and the like; and (2) dual employees would be knowledgeabie about
Enron and work with Enron easily.

Fastiow made several comments 1o indicate that the LIM-Enron relationship had adequat:
oversight and safeguards. Christina Mordant was General Counsel of EGF at the time LIM1 was
formed and the RhythmsNet transaction occurred. Scott Sefion was General Counsel of EGF whc
prepared Causey for his first audit comminee review and was further present when LIM2 was
created and many of the transactions with LIM2 occurred. More recently, Jordan Miniz has been
General Counsel of EGF for approximately a year and has participated in the oversight of
ransactions occurring during that time period as well as preparing Causey for his second,
presentation to the audit committee. Rick Causey has been the primary Enron officer scrutinizing .
rransactions with LJM from the Enron standpoint.

Fastow also pointed out that Enron had no obligation to enter into any transactions with LIM.
LJM was set up this way so that there would be no complaints that Enron was required to deal with
LJM on any of the four Raptor entities or other transactions.

According to Fastow, the Condor/Whitewing structures have third party investors, some
equity interests by Enron. but are subject to the special purpose accounting rules. These entities
began in 1997 with NightHawk and then progressed into Condor/Whitewing and Ospray.

Fasiow viewed the LJM-Enron relationship as good for LJM and great for Enron. He pointed
out that LJM had, however, lost money on some of the transactions it had engaged in with Enron.

c Joseph C. Dilg

Houston 641541.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendriek, Il

DATE: September 18. 2001

RE: Interview with Richard Causey, August 31, 2001

On Wednesday, August 31, 2001, Joe Dilg and the author interviewed Rick Causey
{"Causey”), Executive Vice President and Chief Accounting Officer of Enron Corp. {"Enron™), 0
obtain information relevant to an employee's inquiry regarding the propriety of the
Condor/Whitewing and Raptor structures.

Causey stted that he received the employee's anenymous letier from Jim Derrick. He made
a brief response 1o the letter by e-rnail and later visited with Ken Lay on this subject, Causey then
launched into a narrative description of what he believed to be the relevant events. afier which there
were foilow-up questions in specific areas,

According to Causey, years ago a minority interest financing structure was developed called
NightHawk. Enron common stock was supplied to the structure. During that time period the stock
appreciated in value, adding value to the NightHawk structure. This structure eventually led 1o
Condor/Whitewing. The stucture was carried forwerd. leveraging off the increased value in Enron
stock. This created a larger equity base, together with outside equity, but was still supponed by
Enron stock, This structure permined the management of off-balance sheet assets and cash flow,

Causey stated that the value of the Enron stock in the Whitewing structure kept going up.
This led 1o the idea of puning the excess stock value in a Raptor vehicle (of which there were four)
10 take advantage of this equity. The structure was conceptualized by Ben Glisan. The structure was
1o use the squity shares - .e., Enron shares in the Whitewing structure that would be used 10 support
the Raptor vehicles, The value in the Raptor vehicles was to cover losses on swaps.

The Enron stock then stanied dropping. Raptor may not have enough equity 1 pav its
derivative obligations 10 Emron. In the first quarter of 2001, contingent shares were issued and
Raptor gave back a note. Raptor is restricted from selling for a period of time so the shares were not
sold, but the full value of those contingent shares was considered in calrulating Enron's eamnings per
share. Atthe end of the day, this structure will do its job, but it may be in a more noisy fashion.
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Raptor was created 1o withstand volatility. It was not created 10 withstand declining asse:
values of the magnitude that have been experienced.

Insofar as the impact of these transactions on Enron’s earnings. the current target for earnings
per share include all contingent share commitments. By reason of recent securities iaw ruies. there
is a maximum number of shares that can be delivered in these vehicles. These ruies piace pracucal
limits on the number of shares that can be delivered that would begin to have an impact if Enron
stock goes to $20 per share or below. Below this level. the consequences of this structure wouid hit
Enron's income staternent. Allthese consequences were known to Jeff Skilling and Ken Lay through
discussions of this structure.

According to Causey, the logical windup of the situation would be for Enron to deliver shares
1o Raptor, Raptor to sell shares in the market, and cash to be paid to Enron in satisfaction of its
derivative contract. According to Causey, there is not much use in keeping the Raptor structures in
place. There are no more derivative trades that can be conducted with Raptor and those vehicles
have reached their limits.

Causey pointed out that Raptor-3 did not involve Enron stock. It involved a hedge with
NewPower stock. The NewPower stock price dropped significantly. The receivable hit a high point
because of the derivative transaction, but the collateral shrunk. This transaction was not supported
at all by Enron stock; however, there is now cross-collateralization of all Raptor structures.

Causey explained the Raptor vehicles and Arthur Andersen L.L.P.'s ("AA")role in approving
the structure. LJM is a general partner in the Raptor vehicles: Enron is a special limited parmer. AA
never provided written approval as to the overall Raptor structure. Causey's approach is to include
AA early and consult often on all projects. AA gets all documents and they walk down the path with
Enron all the way. Ultimately, AA signs off with an audit opinion and reports to Enron's audit
comminee. The avdit commirttee has definitely heard reports of hedging with Enron stock.

Causey states that AA has its own documentation of various Enron transactions. Dave
Duncan is aware of the anonymous inquiry and went back and looked at the issues and advised
Causey that he fett comforiable. AA used its Chicago-based technical group in passing on the Raptor
structures. This is all done internally at AA.

Enron also has its own accounting documentation. The anonymous inquiry has made Causey
more sensitive and he wants to ook back at the documentation 1o see that it is in good shape.

Causey pointed out that an unfonunate error will require an adjustment to the third quarter
statemnents. In the contingent fee/cross-collateralization transaction that occurred in the first quarter
0f 2001, the note taken by Enron was booked as a note recejvable (an asset) and not a charge against
equity. The note should have been booked as a charge against equity and this may have 1o be
corrected in the third quarter statements. This amounts to approximately $800 million, and together
with an expecied $200 million in additional contingent share commitment that will be required in

.2
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the third quarter, will amount 10 2 $1 billion charge against equity. Causey characteri. es this as z
simple mistake that now requires cormrection.

Causey discussed the structural challenge in the Raptor transactions that requiled cutside
equity to be atrisk. It was known that the Raptor swucture wouid be usec 1o he
assets. A "put” on the Enron stock was negotiated with Rapior. The hope was that a pur would
result in equity being placed in Raptor. AA was well aware of this vehicie and the Key issue was
whether the third party money was really at risk. The negotiation of the put with LINM was the kay
factor in this structure.

againisivoiatie

There are other deals with LIM and business reps at Enron. - These people wou'd do the
negotiations, then Rick Buy and Causey would review the deal.

Causey points out that there was always a review process in the LJM transactions with Enron.
These transactions may not have been subject to independent evaluations, but he considered whether
other transactions were considered, looked at the faimess of the transaction and the propriey of the
accounting.

Generally, AA looked at any material dealing with LJM — AA needed 10 do so for purposes
of disclosure. The amount of time spent by AA on deals depended on their complexity. /A was
involved heavily in the Raptor transactions.

Deals would originate by the business unit looking for earnings opportunities and also
monetizing assets to hit their cash flow targets. The decision 1o involve LIM on a deal was fo, speed
and efficiency ~ some consideration was given 10 non-affiliate counterparties. but spe{d and
efficiency normally sent the deal 10 LTM.

AA had the opportunity to look at and comment on LIM's structure ~ basically looking atthe
outside equity in LJM. Causey did not know if AA participated in comments to the partn :rship
agreement, but it may have. AA said it was okay with the structure, but must have known tt at the
structure would be considered unusual,

Causey noted that there were some caveats 1o a full board of directors approval. The review
of the LJM transaction was done with the audit committee. Causey gave two such reports to the
audit committee. The finance comminee also got involved; he gave them a repor at a yea-end
meeting. Causey identified the document entitled "Related Party Transactions — LJM 2000" &s the
document used 10 make a presentation to the audit comminee.

According to Causey, Ken Lay and Jeff Skilling would normally be in the finance committee
meetings because this was one of the company's most substantive business meetings. Lay and
Skilling were possibly there when LJM tansactions were reported.  There are five
meetings/presentations a year with the committee, and perhaps some special meetings.

VEL 00018 |



360

The audit commines meeting involved a discussion of the structure of transactions with LI\
and they were given a general status of the LIM activities.

Causey explained that the finance commines has approvel authority at cemain ievels of
expenditures ~ capital projects primarily, but not so much interested in the divesiment of assets

Dave Duncan was AA's engagement parwmer of the Enron account and works primariiy with
Causey. Depernding on the deal and subject maner involved. specific A.A pariners would be assigned
to work with the Enron business unit. If issues ever arose from that work. Causey and Duncan
conferred 10 resolve them.

Causey commented that the Raptor presented a vehicie that permined the booking of
significant revenues. Some new accounting/securities rules came out afier Raptor was formed which
now diminish the value of the vehicle. The Raptor vehicles were used to hedge a group of volatile
investments. Raptor | was the start. Raptor 2 and 4 were started because the Raptor 1 vehicle was
not large enough. Raptor 3 was a special purpose vehicle in which the NewPower stock was used.

Causey stated that Whitewing is not a "revenue-generating vehicle.” [t was a structure for
placing assets off balance sheet and generating cash flow.

In Whitewing, Enron stock in the vehicle is significant because they are share settjeable
derivatives. There will be some contingent obligation to deliver shares to satisfy these debts.

The contingent share commitment graph contained in the investor relations booklet reflects
a dilution from the Whitewing and Raptor transactions, but it does not discuss those vehicles
specifically.

The impact on a $20 per share price for Enron stock would cause losses 10 occur in income.
Above the $20 floor, there is sufficient value in the vehicle.

Causey states that there were not many questions on these vehicles by equity analysts until
the stock price fell precipitously; now, the news media has focused on the entities, but it is old news
to the equity analysts. Causey siates that there have been discussions about various risks involved
in these vehicles. AA included these risks in its audit issues. Causey has discussed these risks with
Skilling and Lay. Causey questions whether someone else might take a different view of these
structures? Possibly, and that risk has long been known.

Causey commented that the anonymous employee who wrote the lenter is correct that a

decline in stock will require more shares to be delivered. These shares, however, are already being
considered in calculating fully diluted earnings per share. :
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Causey identified Bob Buts. a senior accountant in Enron, and Rodney Feldun as add
Enron employees who might be knowledgeable about accounting and possibly vali ation issues now
under discussion. |

According to Causey. there will be no hitto income s contemplated in i
Raptor scenario set forth in the lener from the anonymous empioyes. The im
capital portion of Enron's balance sheet (i.e., a decline in equity).

c: Joseph C. Dilg

Houston 657378.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, III

DATE: September 14, 2001

RE: Interview with Rick Buy, September 5, 2001

On Wednesday, September 3, 2001, Joe Dilg and the author interviewed Rick Buy ("Buy™).
Executive Vice President and Chief Risk Officer of Enron Corp. ("Enron”). to obtain inf srmation
relevant to an employee's inquiry regarding the propriety of the Condor/Whitewing and Raptor
structures.

Before joining Enron in 1994, Buy had ten years experience with Bankers Trust Company
in the derivative finance area focused on the energy industry. He has held his current pos tion for
3-4 years and is responsibie for the Risk Assessment & Conwol Group ("RAC") which finctions
similar 10 a bank credit comminee, This group reviews proposed transactions by Enron and & ffiliates
for the soundness of assumptions, the reality of projections, and identification of underwritif g risks.
As a result of this analysis, his group will either recommend that 2 transaction be approved or not
be approved.

Typically, Buy's group did not review the structured financing vehicles like
Condor/Whitewing - those transactions are largely a repackaging of assets already in Encon, on
which no new risks are being taken.

Buy gave examples of the normal type of ransaction that his group would assess:

. the purchase of a pulp and paper company in Canada;
. acquisition of an oil and gas exploration company in West Texas; anc
. various derivative transactions.

In assessing transactions of this type, the group would function much like a credit comraitiee
of a bank in that it would:
. identify the risks;
. assess the financing required and the ability for repayment: and
. assess profit potential.
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This would include a review of the financials to determine what the deal would look like based on
various projections. This process would be documented in a Deal Approval Sheet ("DASH™ whi
would present a summary of the transaction. its basic parameters. and the approval of a financia!
analyst and “various supervisors. Andy Fastow’s group would also look at and approve these
transactions from the securitization standpoint.

ch

In Enron's business, there arose a need for outside equiry which.jed 10 thaformation of LN
Buy had no involvement in the structure of LJM but was involved in the governance issues and deais
inwhich LIM was an investor. There had to be a process whereby deals with LIM would be 2ssured
10 be in the best interest of Enron. This process was established from the outset-of the Enron-LJA
relationship.

Transaction approval for normal deals is detailed and specific. Andy Fastow is normally in
the approval chain for those deals. Because of his ownership of LJM. Fastow had a conflict of
interest in wransactions in which LIM panticipated with Enron. The process therefore required that
Buy and Causey sign off on all LJM deals. This process was in place from the outset and was
presented 10 and approved by Enron's board of directors.

Buy regularly artends finance committee meetings of the board of directors and. in his view,
there was lots of information presented about LIM and the finance commintee signed off on LJM and
the procedure that would be followed for the approval of deals done with LIM. This procedure was
derived through discussions among Jeff Skilling, Fastow, Causey and himself (Rick Buy), and then
submitted to the finance committee of the board.

Buy described a hypothetical non-Raptor transaction with LIM. . A business group would
originate the deal, LJM would buy an equity sliver, provide debt financing or the like, and approval
would be sought. The review process by Buy's group would not be as Tigorous as a normal
transaction because the numbers and economics had already been run; this was just LIM taking a
piece of the deal. Dave Gorde in the underwriting group wouid normally review transactions and
the underlying detail and would pass on his recommendation to Buy.

According to Buy, Causey would also review the proposed transaction for a "smell test” of
the commercial terms and would review the accounting.

Buy commented that the structure was beneficial 1o Fastow financially, but also beneficial
to Enron and Causey to permit the generation of revenues to meet targets at the end of calendar
quarters. 1t was a good vehicle but it needed to be managed carefully.

The deals done with LIM were relatively small —~ LIM would take a piece of a larger deal
done by Enron. Speed of doing the deal with LIM was a key factor; the people knew the deal, the
structure, and flexibility was very high. The approval process was not as-tight on these deals as in
the normal transaction approval process. There was not as great a concern with these deals because
all knew it was highly structured.
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Fastow’s group would prepare the Enron Investment Summary form. It would be provided
to Buy's group and the Deal Approval Sheet (DASH) would be prepared and executed.

The Raptor vehicles in which LIM participated were different because they involve
derivative transactions. The credit capacity of the Raptor vehicles changed with the vaiue of Enron
stock and the value of the assets in the vehicle. Enron had contributed stock to some prier siruztured
transaction: the stock appreciated in value and there was no good way for Enron to use this increased
value in the prior vehicle. Accordingly, Enron shares were contributed to Raptor and Raptor could
use the shares as its equity base. This vehicle could be used to hedge Enron’s merchant banking
assets. Al this time. asset values were bouncing around like crazy. RhythmsNet was cited by Buy
as an example.

According 1o Buy, Raptor provided a means to lock up an asset at a centain level. Ifthe asset
declined in value, it would eat up Enron equity, not Enron eamings. The problems with the vehicle
arose when Buy's group conducted its check on the counter-party's credit worthiness. The equity
base in the Raptor vehicles deteriorated to the point where the equity was negative. This posed a
problem and Buy picked up the phone and called Skilling to discuss what to do about the structure
so that Raptor would be a eredit worthy counter-party. Skilling's solution was to wait for a while.
Finally the situation got worse and in the third quarter of 2000, supplemental shares of Enron stock
were dedicated that would assure credit worthiness of the Rapior vehicles. at least so long as Enron
stock was traded above $20 per share.

Buy stated that his group received daily statements that would show the value of assets in the
Raptor vehicles so that its credit worthiness could be aced. The $20 per share may be slightly
tenuous if the asset value placed in the Raptor entities has declined. For instance, NewPower stock
has gone down drastically, and some fix may need to0 be made in the Raptor entity which holds the .
NewPower stock.

The fix that was done in the second/third quarter of 2000 was the contingent share
commitment/cross-collateralization among all Raptor vehicles. [This actually occurred in the first
quarter of 2001.}

Buy suated that he (his group) did not spend a lot of time on valuing the Raptor assets. They
mostly look at spreadsheets. He views the legal and accounting issues to be more significant than
the valuation issue. He views the accounting as aggressive, but that is not his role. The accounting
ramifications are under the control of Causey and AA.

Buy is not familiar with the unwind procedures for Raptor. He guesses that Raptor will be
shored up with additional Enron stock. The Raptor vehicles need to be capitalized sufficiently to

cover the credit exposure from the derivative contracts which fluctuate over time,

Buy stated he was not concerned about the Raptor structure -- he thinks itis a clever structure
to put 1o work the excess value of Enron stock (heid in a prior vehicle) and to minimize the volaulity

_3-
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of the merchant bank 2ssets conveyed to Rapior. He thinks Enron's accounting is aggressive, butnos
over the line. \

Buy believes that valuationis a key factor. but not just today’s valuation. 1} was not necessar
for Repior to be unwound, and those vehicies can be Kept as ong as thev are credit weonhy.

Buy commented that had Enron siock suayed high and the value of asssts piaced in Rapier
not {2llen sharply, there would be excess capaciry in the Raptor vehizies. But:hese seenanos simpiy

did not happen.

Buy sees no eminent "train wreck" arising from the Raptor vehicles. but Fe needs to check
on the present vaiue of NewPower stock. If the value of NewPower stock - he d In one Raptor
vehicle - becomes low enough, and the Enron stock has declined as well, that Rajtor vehicle may
be in an uncreditworthy position.

Buy conciuded the interview by stating he will be available 1o address any follow up
questions we might have.

c: Joseph C. Dilg

Houston 649548.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, 11

DATE: Septemnber 7. 2001

RE: Interview with Mark E. Koenig and Paula H. Rieker, August 25, 2001

On Wednesday, August 29, 2001, Joe Dilg and the author interviewed Mark E. Koenig
("Koenig"), Executive Vice President Investor Relations. and Paula H. Rieker ("Rieker") Managing
Director of Investor Relations, to obtain information relevant 10 an employvee's inquiry re zarding the
propriety of the Raptor and Condor/Whitewing structures. Also present during the interview was
Rex Rogers, Assistant General Counsel of Enron Corp.

At the outset, Koenig and Rieker questioned the use of Condor and Raptor terms. They
pointed out that those were simply internal code names within the Enron business groujs, and the
disclosures to investors were made with respect 10 Whitewing and LIM. Koenig likcwislk' stated he
was aware of the employee's anonymous letter but questioned why Investor Relations ' vas being
included in an investigation of the substance of that letter. It was explained that investors' perception
of the Condor/Whitewing and Raptor structures may be useful to the investigation.

Koenig and Rieker recalled thatinvestor questions first came to their antention after :he initial
disclosures in 1999 in the 10-Q that an Enron senjor officer was the managing parmer of 1.JM1, an
entity with which Enron co-invested. The proxy materials for 2000 (covering the perio¢ through
year-end 1999) disclosed that Andy Fastow ("Fastow™"), Enron's Chief Financial Officer. was the
Enron senior officer who was the managing partner of LJM. They indicated that several investors
have spoken directly to Fastow for clarification.

Rieker indicated that there were earlier questions about the Whitewing structure. Whitewing
is a securitization issue, but people thought it was a revenue management tool. According to Rieker,
much of this confusion was caused by the hedge funds which were always anacking Enror..

Koenig and Rieker indicated they began genting inquiries about Whitewing when Znron's
stock price went down. The investor/analyst's questions about Whitewing were dirested at
unfamiliar terms such as derivatives and required further explanation. Koenig responded tt at Ken
Lay's comments about making Enron's financial reports more reader-friendly related to the
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management discussion and analysis portion of the financial statements. and not the related pam
disclosures.

Koenig and Risker indicated that investor-anzlysts’ inguiries over the past six menths have
turned largely 1o cash flow. not rejated party ransactions.

Incoanection with Envon's second guaner resultsand the second quaner 10-Q. presentanons
were made regarding the dilutive effect of Enron's contingent share commitment. Because of this
contingent share commiiment. there was some dilutive effect in the second guaner of 2001
questions were recalied about the potential dijutive effect that may oceur in the third o 001
Investors are largely concemed abowt whether a company achieves its earnings per share targel.

Koenig and Rieker recalled no specific questions from investorssanalysts on the portion of
1the 2001 proxy staternent that addresses four structured entities in which LIM2 participated. Rieker
points out that those are probably the Raptor vehicles which are referred to as "Entities” in the
financial statemenis accompanying the various 10-Q reporis.  The oniy real noise that
investorsianalysts raised abowt LIM is the association of Andy Fastow as the managing pariner in
LIM.

Although neither Koenig nor Rieker are familiar with the details of the investments with
L.JM, Koenig was present in a finance commiriee meeting that reviewed the transactions in detail on
a transaction by transaction basis.

According 1o Koenig gnd Rieker, investors want simplicity; because Enron's related party
transactions are complex and.not. easily undersiood, they necessarily raise additional questions.
However, they point out that this is not the only plexity ink in Enron's busi and if there -
were no related party transactions, they would still have full employment explaining other
complexities of Enron’s business,

Koenig and Rieker rejterated that the contingent equity obligation is present: #t is disclosed;
and itis figured into Envon's earnings per share. Riekerreferenced the 2001 second quarter analysts’
conference where there was a presentation on the dilutive share number increasing from 860 million
10 900 million during the preceding twelve months. Any dilutive effect of Enron's share
commiiment should be so small 25 10 be immaterial, and, in any event, it already is included in the
equation of Enron’s carnings per share target.

Rieker swted that she believed invesiors understood that the value of the merchant
investment portfolio within Enron (as well as every other meschant investment pontfolio) has
declined. This may have tamifications down the road, but investors/analysts' inquiries do not delve
into this specifically. -

At the close of the vinterview, -Rieker supplied the presentation referenced earlier for the
second quarter 2001, which was-also posted-on the Enron web site for 2 number of weeks. That

.3,
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presentation included 2 page entitied "Contingent Equity Commitments” which anaivzed e
components impacting share count of Enron stock 2001 versus 2000. The cha+ shows adilution of
Enron stock by an additional net 29 million shares issued and outsianding in | he second quarter of
2001 over and above those existing in the second quarter of 2000. She injiicated this was

dilution attibutable to the contingent equity commitments 1o the Raptor and "Vhitewing vehicis

[ Joseph C. Dilg
Houston 644504 ]
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick. III

DATE: Seprember 7, 2001

RE: Interview with Greg Whalley, August 31. 2001

On Friday, August 31,2001, Joe Dilg and the author interviewed by telephone Greg Whalley
{"Whailey"), President and Chief Operating Officer of Enren Corp. 1o obuain information relevant
1o an employee's inquiry regarding the propriety of the Raptor and Condor/Whitewing structures.
Whalley was in London and was not available for a personal interview.

‘Whalley siated that he had not seen the emplovee's anonvmous letter. although he had heard
about it and it ook him some time 10 realize that he knew the author. He further indicated that he
knew the author as Sharon Smith (apparently she does not go by the same name today). He does not
know, however, why he was named as 2 person whe might share the concerns siated in the leter.

In January or February of 2001, when Enron Wholesale was being put together, he asked a
number of questions about the Raptor vehicle. Apparently, this came up when Enron North America
employees suggested that he consider possible transactions with Raptor. Whalley sat down with
Rick Causey, Chief Accounting Officer, end Ben Glisan, Treasurer, and got the basics of how the
vehicle worked and how it was being managed. Once he got comforable with how the situation was
being managed and that Causey and Glisan had 2 handie on it. he backed off.

Whalley stated that he did not like the Rapior vehicle because of the short-sighted view of
value that it fostered. That is, in negotiating a transaction with a third party, one's view of the value
of that wransaction may be affected because there is always the opportunity to tmn around and place
the asset in a Raptor-like vehicle and, while recognizing short term value, avoid the long term
consequences of the initial trade.

The conflict of interest in dealing with LIM was disclosed and was apparent both within the
Enron organization and to outside investors.

At various points during the conversation, Whalley questioned why an investigation was
being conducted, that it seemed to be an issue of fact, and that it all hinges on whether the accounting
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structure used in Raptor was appropriate. If it was appropriate. there is no issue. but if it was not
appropriate, there is an issue.

Whalley was likewise aware of the possibie diiutive effect on Enron’s eamnings g
the future if assets placed in the Raptor vehicles declined significantly in vaiue. It w.
impression in discussions with Causey and Glisan that there are several opuions to deal
problem. He would not share the view of the author of the anonymous lener that these deciines in
value would lead to major problems in 2002 and 2003. He suggested that Causey and Giisan would
be the logical persons 1o talk with about those options.

c: Joseph C. Dilg

Houston 644987.1
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MEMORANDUM |

TO: Enron Corp. File

FROM: Max Hendrick. 1

DATE: September 14, 2001

RE: Iﬂterview with David Duncan and Debra Cash, Septemker 3, 2001

On Wednesday. September 3, 2001, Joe Dilg and the author irterviewed David Duncan
{"Duncan"} and Debra Cash ("Cash"), both partners with Arthur Andersen L L.C.{"AA") 10 obain
information relevant to an Enron employee's inquiry regarding the propriety of the
Condor/Whitewing and Raptor structures. The accounting issues involved in these structures are
very complex. and any technical aspects of accounting wreatment dissussed below should be
confirmed for accuracy before being retied upon.

Duncan commenced the interview by stating thathe had become awjre of an Enron employee
who had raised accounting issues regarding the Condor/Whitewinz and &tapxor structures. Upon
intemal AA advice, he then comacted Jim Derrick and was placed in tohch with Rex Rogers w©
determine the nature of the inquiries raised by the employee. Duncan and C ash apparently knew the
identity of the employee, although they did not reveal it. They further stated that the employee called
one of their AA partners who was not assigned to the Enron account and atte mpted to discuss centain
issues with him. That partner contacted Duncan and/or Cash and advis:d them of the inquiry.
Duncan stated that his primary interest was 1o deterrnine whether anv ne'v information had been
brought forth by the employee's inquiry.

Durncan first addressed the Condor inquiry. Step 1 is to understanid that Condor is 2 non-
consolidated entity. In order 1o determnine that, one looks to control. Condor s under shared control.
The party who shares control with Enzon has the ability 10 vote its interest a3 it sees fit, and also has
the Aightto remove Enron from management. Once all factors are considered. including consultation
with AA's technical people and practice staff, it was concluded that Condor qualified as an
unconsolidated entity.

Once it is determined that Condor is an unconsolidated entity, the next inquiry is what
happens upon a sale of assets 10 Condor. The first sub-question under this heading is: 1s there a
sale? The answer depends on what has been sold. 1fitis a financial instrument there is one set of
accounting rules and, if itis a hard asset, there is another set of rules. AA tevi:wed cach transaction
on a case-by-case basis to determine from the type of asset whether there was a sale and whether
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there was a gain or loss upon the sale. No pains are realized from sales to an affiliated parry such
as Condor. If it is determined that 2 sale has occurred. the asset is moved f-om the seller's baiance
sheet 1o Condor's balance sheet. In accounting for cash flow. there are 3 possible categories

. operations
. invesunents
. financing.

Placing revenues into one or the other of the above calegories was a key dec sion. Duncan recalls
that the vast majority of sales feli into the operating category. The issue in making that
determination is the intent toward the asset at the time of its acquisition. Duncan statec that a
textbook example is a large tract of real estate. If initially purchased 1o hold 1s an invesiment and
later sold, the revenue would fall under the invesunent category. If purchised by a real estate
developer 1o subdivide, develop and sell off the lots, the subsequent sales weuld be placed in the
operating category. In Enron's case, the distinction was largely whether the asset was purchased as
a merchant bank asset or a strategic asset. The sale of a merchant bank a'set would generate
operating cash flow.

AA has confirmed the transactions that have been conducted with Condor. AA audits
Condor and has completed its year 2000 audit - i.e., all transactions for 1999. The net impact of
those transactions to Enron are set forth in a footnote to the financial statements 'n its annual report.
Possible criticism of that foownote is that related parties and non-cash transz ctions are lumped
together and not separated individually. Thus, it is difficult to tell which portion of those revenues
relates directly to the Condor transactions.

A question arises whether an asset is a merchant investment or a merchant asset. Merchant
investments are marked to fair market value; merchant assets are not. To be inve iments, they have
to be in an investment company. Enron sometimes desires to move items from an asset to an
invesiment category but once their character is declared, it is difficult to do so.

The inquiry of supporting Condor with Enron stock goes back to the iniial capitalization
with Enron stock. That stock increased in value while it was equity in Condor.

There is literature on (a) special purpose entities and (b) joint ventures. The former is subject
10 a strict set of rules, while the latter is very subjective. AA believes that Condor fulls into the latter
category because it is structured. Duncan also believes that the entity would :omply with the
emerging taskforce principles applicable to special purpose entities.

Duncan commented that the beauty of Condor was the fact that Enron's stock price went up
after it was commirted to the Condor vehicle. That gave Condor more capacity. iinron may have
to do credit checks of Condor-owed obligations 10 Enron, but he does not think that has been a
problem.
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Duncan explained that Enson sold 2 “put” on Eriron stock to Condor. _The "put” is snare
settleable.  Where there is debt to another that is supported by the debior's stock: -there is specifi
guidance in the accounting rules. If the instrument is cash senleable. it moves through ir
it is share serleable. it moves through equity. These shares are also included in the calculation
earnings per share. According to Duncan, this acuvity is disciosed in footnote 11 to Snron s A
Report for Year 2000.

Turning to 2 discussion of the Raptor vehicles. Duncan commiented that there was some
analogy to Condor in that the Raptor vehicles are also supporied by Enron stock. Enron approached
AA about using a third party investor - i.e.. LJM - to be organized:managed by a sentor officer of
Enron. Duncan saw technical issues and corporate governance issues and wanied 1o make sure that
approval for the transaction was obtained from the highest levels. As to a technical aspect, Raptor
vehicles are one step removed from Condor ~ insiead of an affiliate transaction. LIM would be a
third party which would place equity in Raptor. To qualify, the LIM entity had to have unique
control features not normally found in the parinerships. The limited pariners had to have
participatory involvement and the power to remove the Enron senior officer as manager without
cause.

in determining whether investment in Raptor was made with third party equity. the
contribution of Enron's senior officer to LIM had 1o be excluded. Further, none of the money
contributed by the third parties could be borrowed. AA tested to assure that third party equity was
inthe transaction. AA viewed the Raptor entities as single purpose entities that had to be capitalized
in accordance with specific SPF rules.

The Raptor vehicles were structured to achieve hedges apainst assets that had gone up in
value. This was accomplished by a sale or pledge of the asset to the Raptor vehicle. and Enron |
getting a note back. Qutside equity in the Raptor vehicle had to be three percent (3%} The Raptor
vehicle needed to have credit capacity in its equity. Equity was supplied 10 the Rapior entity by a
transaction whereby Enron would sell it stock. When the stock appreciated in value, the increase
would increase Raptor's credit worthiness. The key feature was that Enron could settle incash. The
ultimate sertiement of the derivative would give Enron cash, not shares ~ therefore. it would corne
into Enron as income.

Enron sold the Raptor entity shares with restrictions. In order to value the shares, a faimess
opinion was obtained from Price-Waterhouse on the first Raptor-like tansaction. and the basic
format was used by analogy in subsequent transactions. It was concluded that the impairment test
should lead o full market value being assigned to the Enron shares. This gave the Raptor vehicles
capacity 1o do transactions with Enron. Had Enron stock gone up in value, it would have provided
credit coverage for any decrease in the asset value. Astime passed, the Raptor entity may elect 10
hedge its exposure. It purchased a derivative 1o hedge on the stock.  This was 2 share senleable
hedge. The impact was on equity, not income. When senileable, the payment by Enson in stock
would not affect the income statement.
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CONTILLT -

A number of scenanos can be envisioned depending on whether the stock and assets
or down in vajue. If both stock and assets go up, the Raptor entity can settle with Enron and
can show income. If the stock goes up bur assets go down. the entity can still sertle and Enron wiii
show income. Ifboth stock and assets go down. Envon can senie with the impact being in s eguin .

not income position. ;

oup

2
ZIgon

Duncan states that all of this is disclosed: nothing is left out that needed 10 be inciuded in
AA's audit opinion.

The key feature in Raptor transactions is the hedging activity. The man of the street may
lock at the share settleable hedge and guestion how it will work,

During the interview, Duncan raised the question of whether it would be appropriate for AA
1o visit with the Enron employee who made the inquiries. The point was made that the emplovee's
inquiries might better be satisfied if she sat down with AA and received an explanation. From AA's
standpoint, it simply wants to assure that there are no new facts raised by the employee.

- Duncan explained that when the Raptor vehicles were originated, Enron sold a put that could
be exercised by Raptor. After 60-90 days passed, and Enron stock had appreciated. the put would
be settled by cash payment to the Raptor entity. Upon settlement. Raptor would disiribute money
1o its equity investors. Once the distribution was made, the investors had amounts returned equal
1o their investment plus profit. Yet, technically, their investment had been properly made. The
question is whether there is a valid business reason for the "put" transaciion and AA relies on Enron's
representation that a good business reason exists. Although this accounting treatnnent may look
facially questionable, it satisfies the technical requiremems.

Procedurally, AA reports 1o Enron’s credit comminee five times 2 vear. The Condor and
Raptor transactions have been discussed with them. The deuwil is not high, but information is
available. There are not alot of questions by the audit comminee. A list of ransactions entered into
since the last meeting is generally discussed and approval is received for those transactions.

The audit committee is presented with a booklet of information for its review before or at
each meeting. The booklet of the audit and compliance commitiee meeting held February 12, 2001,
was exarnined as a sample. The booklet in similar form is presented for each meeting.

According to Duncan, Enron has never failed 10 follow AA's recommendation on technical
and accounting matters. AA does not audit LIM, but had discussions with Fastow about whether
they should or wanted 10 audit LIM.

AA pointed out the need for bener documentation and analysis of transactions involving
LIM. At some point in time, Enron adopted a Deal Approval checklist for these transactions.
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Duncan, Cash and rwo other AA partners are full time on the Enron account. They have lots
of discussions about lots of issues with Enron. AA has discussions injerally on Enron issues. botk
from the practical standpoint and from a technical side. The structurd 3 transaction such as Condos
and Raptor issues are discussed thoroughly with these intemal groupi.

c: Joseph C. Dilg

Housten 651256.1
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LJM APPROVAL SHEET

This Approval Sheet should be used to approve Enron's participation in any transactions involving LJM Cayman, L.P. (“LIM1™) or
LIM2 Co-Investment, L.P. (“LIM2"). LIM] and LIM2 will collectively be referred to as “LIM®™. This Approval Sheet is in addition
10 (not in lieu of) any other Enron approvals that may be required.

GENERAL
Deal name:

Date Approval Sheet completed:

Enron person completing this form:

Expected closing date:

Business Unit:

Business Unit Originator:

This transaction relates to OLIM1 and/or DOLIM2.

This transaction is O a sale by Enron Oa purchase by Enron Oa co-sale with Enron Da co-purchase with Enron and/or
other: .

Person(s) negotiating for Enron:

Person(s) negotiating for LIM:
Legal counsel for Enron:

Legal counsel for LIM:
DEAL DESCRIPTION ([Insert short description of the transaction involving/between Enron and LYM; do not describe the
urderlying asset or transaction.]

ECONOMICS  [Insert short description of the Enron economics of the transaction invotving/between Enron and LIM; do not
describe the economics of the underlying asset or transaction.]

DASH [Attach the DASH relating to the underlying asset or transaction. Insert brief update on the DASH if the underlying asset or
transaction has changed materially since the original DASH was completed.]

OBCPLepraetenDASHLMLe VEL 00520
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LJM APPROVAL SHEET
Page 2
ISSUES CHECKLIST
1 Sale Options
a. If this transaction is a sale of an asset by Enron, which of the following optipns were considered and rejected:
DOCondor OJEDII OMargaux CEnSerCo DORawhide OChewco DIED_I 1

CIThird Party ODirect Sale Please explain: _____ = . .
b.  Will this transaction be the most beneficiai alternative to Enron? OYes DONo. If no, please explain:

c.  Were any other bids/offers received in connection with this transaction? =~ [OYes [ONo. Please explain:

2. Prior-Obligations
a.  Does this transaction involve a Qualified Investment (as defined in the JEDI II partnership agreement)? OYes [INo. If

yes, please explain how this issue was resolved:

b. Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or other
obligation? OYes [INo. If yes, piease explain: )

3. Terms of Transaction
a.  What are the benefits (financial and otherwise) to Enron in this transaction? OCash flow OEarnings
DOther: .

b. Was this transaction done strictly on an arm's-length basis? OYes OONo. If no, please explain:,

c. Was Enron advised by any third party that this transaction was not fair, from a financial perspective, to Enron?
[IYes ONo. If yes, please explain: :

d. Are all LJM expenses and out-of-pocket costs (including legal fees) being paid by LIM? OYes 0ONo. If no, is

this market standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when
responding to items 1.b. and 3.b. above? OYes ONo.

4. Compliance
a. Wil this transaction require disclosure as a Certain Transaction in Enron’s proxy statement? EYes CINo.

b. Will this transaction result in any compensation (as defined by the proxy rules) being paid to any Enron employee?
OYes ENo.

c. Have all Enron employees’ involvement in this transaction on behalf of LIM been waived by Enron's Office of the
Chairman in accordance with Enron’s Conduct of Business Affairs Policy? XYes ONo. If no, piease explain:

d.  Has the Audit Committee of the Enron Corp. Board of Directors reviewed all Enron/LIM transactions within the past
twelve months? OYes ENo. (The first annual review by the Audit Committee has not yet occurred.) Have all
recommendations of the Audit Committee relating to Enron/LJM transactions been taken into account in this
transaction? [1Yes ONo. .

APPROVALS Name Signature Date
Business Unit

Business Unit Legal

Enron Corp. Legal Rex Rogers

Global Finance Legal Scott Sefton

RAC Rick Buy

Accounting Rick Causey

Executive Jeff Skilling

VEL 00521

ONEGFLepalawfronDASHULIMvZ doc



380

LJM INVESTMENT SUMMARY

DEAL NAME: Pluto Date Completed: December 29, 1999
Originated: Enron North America Investment Analyst: Chris Lochr
Expected Closing Date: 12/29/9% Investment Type: Debt and Equity

Expected Funding Date: 12/29/99

APPROVAL AMOUNT REQUESTED
Capital Commitment $263 MM

DEAL DESCRIPTION
Purchase $23,174,400 face value of MEGS, L.L.C. (*MEGS") debt from ENA, which based on market prices and
required liquidity premiums, has a value of $25,570,569.78 and will yield 9.9%. Purchase 90% of the equity in MEGS
from ENA for $743,040 which is expected to yield 25%. MEGS is a special purpose entity that purchased an offshore
gathering system frorn Mariner Energy and Burlington Resources and is entitled to contractual cashflows under a
gathering agreement with the same.

TRANSACTION SUMMARY
On Dec. 28, 1999, LIM will purchase from Enron North America $23.2 million face value of MEGS debt and 90% of

MEGS equity for total consideration of §26.313,609.78.

CASH FLOW SUMMARY
LIM is entitled to the 14.15% monthly coupon on the debt. Equity is expected to receive 2 25% return paid monthly.
Both the debt and eguity investments amortize monthly by the amount that contractual cashflows exceed r2turn on capital.

RETURN SUMMARY
LIM’s investment, if held ta maturity, would vield a biended return of 10.28%.

EXIT STRATEGY

0 LIJM has entered into a marketing agreement with ENA, whereby ENA agress to use its reasonable best efforts to
market the equity on LIM’s behalf.

0 ENA will have 2 90 day exclustvity period during which any gain on sale that exceeds LIM’s targeted 28% reumoon -
investment will be split 90% to ENA and 10% w0 LIM.

0 Exclusivity period ends 90 days from signing of contracts. At that point any gain on sale that exceeds LIM’s targeted

25% retum on investment will be split 75% to ENA and 25% to LIM.

it is expected a resale of the equity will take place within two months.

01 ENA has agreed to bear syndication risk on the debt. Jtis expected that the debt will be monetized in a Merlin-like
vehicle which will purchase the debt to yield LJM a 25% annualized return in the first haif of 2000.

e}

RISKS AND MITIGANTS
| Risk Mitigant
Credit risk Mariner and Burlington are the counterparties to the gathering agreement which

stipulates contractual cashflows for each party, regardless of actual volumes
shipped {ship or pay contract). Burlington credit risk is mitigated its A- credit
rating and the guarantee provided to MEGS by Burlington. Mariner credit risk is
mitigated by above market pricing on the Mariner tranche of debt.

Reserve nsk The contractual cashflows in the gathering agreement are predicated on natural
gas volumes expected over the life of the Burlington/Mariner welt, Should the
reserves be substantially less than projected, the gathering agreement may
become ic for the parti

Operating risk Mariner, as op 18 ible for all operating exp and mai:
related to the gathering system. ENA will act as Managing Member and will be
responsible for all other operations.

VEL 00113
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LJM2 APPROVAL SHEET

This Approval Sheet shouid be used to approve Enron’s participation in any transactions involving LJM Cayman, L.P. (“LIM1") or
LIM2 Co-Investment, L.P. (“LIM2”). LIM1 and LIM2 will collectively be referred to as “LIM". This Approval Sheet is in addition
1o (not in lieu of) any other Enron approvals that may be required.

GENERAL

Deal name: Pluto

Date Approval Sheet completed: December 28, 1999

Enron person completing this form: Chris Loehr

Expected closing date: December 29, 1999

Business Unit: Enron North America

Business Unit Originator: Brian Redmond

This transaction relates to TLIM1 and/or HELIM2.

‘This transaction is & a sale by Enron Da purchase by Earon Oa co-sale with Enron Oa co-purchase with Enron and/or
Dother: .

Person(s) negotiating for Enron: Joe Deffner, Greg Caudell, Kathy Lynn

Person(s) negotiating for LIM: Michael Kopper
Legal counsel for Enron: Andrews & Kurth
Legal counse] for LIM: Kirkland & Ellis (Mike Edsal)

DEAL DESCRIPTION

LIM2 will purchase from Enron North America a 90% equity interest in MEGS, L.L.C. for $743,040. LIM2 will also purchase ENA
debt at MEGS, L.L.C. with $23.2 million principal amount and 14.15% coupen for $25,570,569.78. The premium paid on the debt
reflects LIM2’s market view that 9.9% is an appropriate return for the blended Burlington/Mariner credit risk.

ECONOMICS

LIM2 will purchase the equity with the expectation of receiving a 25% IRR on its investment. LIM2 and ENA will enter into a
marketing agreement under which ENA agrees 1o use its reasonable best efforts to sell the equity on LIM2’s behalf and under which
ENA receives 90% of any gains exceeding LIM2's 25% return. Due to the significant premium, LTM2’s debe in will yield
approximately 9.9%. ENA has agreed to bear syndication risk on the debt piece.

DASH

Attached. The only material changes in the attached DASH are the now d that were lated when the DASH
was done. MEGS, Mariner, and Burlington entered into a gathering agreement stipulating the contractual cashflows. MEGS and
Mariner entered into an operating agreement under which Mariner and Burlington cover all operating expenses pro rata. The
gathering system has been tested and is currently operational.

O\GEM\Donz Deals'Phuso'PlutoDASH_LIM doe VEI. 001 14
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CONTIDENTIAL

LJM APPROVAL SHEET
Page2
ISSUES CHECKLIST
1. Sale Options,
a.  [fthis mansaction is a sale of an asset by Enron, which of the following options were considered and rejectad:
HCondor WIEDIH OThird Paty  LIDirect Sale. Please explain: A sale to Condor would not aflow

Enton 1o book zarsings. JED! II would have required CalPERS’ censent since the bansaction is not a Qualified
Investment. Due to the small size of the equity piece and due to JEDI II's unwillingness to present CalPERS" a
trapsaction with more Mariner credit exposure, JEDI I declined.

b Will this mansaction be the most beneficial altenative to Enron?  #IYes  [INo. Ifno, please expiain;
¢ Were any other bids/offers tecewcd in connection with this wansaction?  #Yes DINe. Please explain: The debt
was marketed to several banks, including Bank of Am*nca Bank of America was unwilling to accept further Mariner
credit exposure and declined.
2. Prior Qbligations

2. Does this transaction involve a Qualified Investment (as defined in the JEDI Il partmership agreement)? [lYes #No, If
yes, please explain how this issue was resolved: .

b.  Was this ransaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or ather
obligation? OYes  ENo. If ves, please explain: .

3 Termns of Transaction

a.  What are the benefits (financial and otherwise} to Enron in this ransaction? [3Cash flow HEamings
E0ther: Funds flow of approximately $24 million.

b, Was this transaction done strictly onan arm's-length basis? EYes £iNo. Ifno, please explain:

<. Was Enron advised by any third party that this ransaction was not fair, from a financial pexspecnve, 1o Enron?
[IYes BNo. If yes, please explain;

d. Arealt LTM expenses and out-of-pocket costs (including legal fees) being paid by LIM" OYes END If no, is

this market standard or has the economic impact of paying 2ny exp and f-pocket cosis been whea
responding to items 1.b, and 3.b. above? ElYes ONo. .
4 Compliance )

a.  Will this transaction require disclosure as a Certain Transaction in Enson's proxy statement? BlYes OINo.

b, Wil this ion result in any ion (as defined by the proxy rules) being paid to any Enron employee?
EYes &INo.

¢. Have ail Enron employ in this ion on behalf of LIM been waived by Enron’s Office of the
Chairman in accordance with Enron's Conduct of Busmcss Affairs Policy? ®IYes ONo. I mo, please  explaim:

d. Was this i iewed and app, d by Enron's Chief Accounting Officer? EYes [INo.

€. Was this i i and app d by Enron's Chief Risk Officer? . EYes LINa.

£ Has the Andit Committee of the Enron Corp. Board of Directors reviewed all Enron/LIM transactions within the past
twelve months? DOYes EINo. (The Audit Committee has not held a meeting since LIM2’s formation.) Have all

recommendations of the Audit Committee relating to Enron/LIM transactions been taken imto account in this
transaction? [Yes LN,

VEL 00115
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LJM APPROVAL SHEET C(ﬁ\gf’é:fk?
Page 3

APPROVALS Name Signature Date

Business Unit

Business Unit Legal

Enron Corp. Legal Rex Rogers

Global Finance Legal Scott Sefion

RAC Rick Buy

Accounting Rick Causey

Executive Jeff Skilling

VEL 00116
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; CONFIDENT .
LJM2 APPROVAL SHEET

This Approval Sheet should be used w approve Enron’s panticipation in any 2 LIM Cayman, LP. ("LIMI™) or
LIM2 Co-fovestmenr, L.P. ("LIM2™). LIMiand LIM2 wﬂl collcctwely be referred 0 as “LIM™. Thts Approval Sheet is in addition

10 (not in lieu of) any other Enron approvals that may be required.

GENERAL

Deal name: Raptor I

Date Approval Sheet completed: June 26, 2000-

Baron person completing this form: Trushas Patel

Expected closing date: June 30, 2000

Business Unit: Enron Corp.

Business Unit Originator: Ben Glisan

This tran%acﬁon relates to DILIMI andfor  BILIMZ. .

This transaction is T a sale by Enron Dz purchase by Enron Da co-sale with Enron Da co-purchase with Enron and/or

other:__crestion of hedging structuse

Person(s} negotiating for Enron: Ben Glisan

Person(s) negotinting for LIM: Michael Kopper

Legal counsed for Enron: Vinson & Elkins
_Legal counsel for LTM: Kirkland & Ellis

DEAL DESCRIPTION

Timberwolf I LLC (“Timberwoll™) is 2 special purpose emtity organized for the purpose of antering into certain derivative
teansactions. LIM2, through its 100% vor.mg control of Tlmbcrwolf has the unilateral ability 1o make the investment decisions for
Timberwolfand is not i i 1o execute any derd ions with Enron, LIM2 will execute derivative
transactions with Grizzly I LLC ("anzly "}, a wholly-owned subsidiary of Enron, to the extent those investrent decisions are aligned
with LIM2’s investment objectives. Enron, through Grizzly, will offsr LIM2 the opporiunity to excoute derivative instruments
relating to both public and privaie energy and telecommunication investments made by Enron.

ECONOMICS
Timberwolf's distributions w equity holders wilt bc fimited by cammgs a Tlmbzrwolf To the extent there are earnings and sufficient
cash to distribute, distributions will be made g to the following

«  First, $41 mitlion to LIM2

*  Second, distributions s necessary wotil LIMZ receives a 30% IRR over the wrm of the structure {unless the IRR was achieved
through the $41 million distribution above)

*  Third, 100% to the special limited partmership nterest, Grizzly I LLC, a wholly-owned subsidiary of Earon

DASH
Sex attached.

VEL 06146

CHTENPRaeorl_LiMAprseatdo



385

T 1 1 V8 34
1JM APPROVAL SHEET CONFIDENTIAL
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ISSUES CHECKLIST
i Sale Options

a.  If this transaction is a sale of an asset by Enron, which of the following options were considered and rejected:

OCondor OJEDIII LIThird Party ~ ODirect Sale. Please explain: Not a sale of an asset by Enron
b. Willthistr ion be the most b ial alternative to Enron? EYes DONo. If no, please explain:
¢.  Were any other bids/offers received in ion with this ion? OYes HNo. Please explain: Private

structured finance transaction

2. Prior Obligations
a.  Does this transaction involve a Qualified Investment (as defined in the JEDI I partnership agreement)? OYes ©Ng. If

yes, please explain how this issue was resolved: .

b. Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or other
obligation? OYes  ENo. If yes, please explain: .

3. Terms of Transaction
a. What are the benefits (financial and otherwise) to Enron in this transaction? OCash flow ClEamings
HOther: Ability to hedge mark-to-market exposure on investments in publicly and privately held companies
b. Was this transaction done strictly on an arm’s-length basis? ElYes ONo. If no, please explain:
c.  Was Enron advised by any third party that this transaction was not fair, from a financial perspective, to Enron?
OlYes @No. If yes, please explain:

d.  Areall LTM expenses and out-of-pocket costs (including legal fees) being paid by LTM? OYes ©No. ¥ no, is
this market standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when

responding 1o items 1.b. and 3.b. above? &Yes ONo.
4. Compliance

a.  Will this transaction require disclosure as a Certain Transaction in Enron’s proxy statement? ElYes DONo.

b, Will this ion result in any p ion (as defined by the proxy rules) being paid to any Enron employse?
OYes EINo.

¢. Have all Enron employ in this ion on behalf of LIM been waived by Earon's Office of the
Chairman in accordance with Enron's Conduct of Business Affairs Policy? ElYes ONo. If no, please explain:

d. Wasthis ion reviewed and 2pproved by Enron’s Chief Accounting Officer? ElYes DINo.

e, Was this transaction reviewed and approved by Enron’s Chief Risk Officer? EYes ONo.

f.  Has the Audit Committee of the Enron Corp. Board of Directors reviewed all Enron/LIM transactions within the past
twelve months? OYes EINo. (The Audit Committee has not held a meeting since LIM2's formation.) Have all »-

recommendations of the Audit Commitice relating to Enron/LIM transactions been taken into account in this
transaction? OYes [INo.

¥ e 7—Ay“+-"t\ Aas S ‘/,/,—',(r’ 2.
P2 Fxce, Comutloe o Earfl Coa-d of

irreetors,

VEL 00147
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. FM AFFROVAL SHEET CONTISENTIAL
APPROVALS - Name Signature Date
Business Unit /7»5 Ben Glisan B A ] ,/,' /. ow-
Business Unit Legal 7 )
Enron Corp. Legal _Rex Rogers 7{/// ]/ /4’/1/‘/ 7o,
Giobal Finance Legal Scott Sefton g Ciget N S&\ i & ! 28lo0
RAC Rick Buy A\ 2/14fes
Accounting Rick Causey le }32 {a
Executive Jeff Skilling
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ENRON DEAL SUMMARY - CONFIDERTEA .

DEAL NAME: Raptor Ii : Date Completed: June 26, 2000
Originated: Enron Corp. Investment Analyst: Trushar Patel
Expected Closing Date: 6/30/00 Investment Type: Equity
Expected Funding Date: 7/6/00
INVESTMENT

LIM2 Capital Commitment $ 30.000.000
DEAL DESCRIPTION

Timberwolf I LLC (“Timberwoif™) is a special purpose entity organized for the purpose of entering into certain derivative
transactions. LIM2, through its 100% voting control of Timberwolf. has the unilateral ability to make the investment
decisions for Timberwolf and is not contractually obligated to execute any derivative transactions with Enron. LIM2 will
execute derivative transactions with Grizzly [ LLC (“Grizzly™), a wholly-owned subsidiary of Enron, (o the extent those
investment decisions are aligned with LJM2’s investment objectives. Enron, through Grizzly, will offer LIM2 the
opportunity. to execute derivative instruments relating to both public and private energy and telecommunication
investments made by Enron.

TRANSACTION SUMMARY

= OnJune 27, 2000, LIM2 will purchase 100% of the voting interest in Timberwolf for $30.000,000

»  Timberwolf is a bankruptcy remote, special purpose vehicle that will be capitalized with:

s LIMZ’s capital investment

= A series of forward sales on Enron shares ($500 million of gross value but $350 million of net value after a 34.8%
liquidity discount has been ascribed given the restrictions imposed on the underlying shares) resulting in ultimate
ownership by Timberwolf of Enron common stock

s The sale of puts on [7 million] Enron shares with a strike of {$57.50}, a maturity in [six moaths) from close and a
premium due of [$5.5] per share.

*  Inexchange for the above capitalization, Timberwolf will provide Grizzly: (i) 2 $400 million note whose principat is
convertible into derivatives, and (ii} a special limited partnership interest in Timberwolf initially valued at $1,000.

*  To limit Timberwolf’s exposurs to the mark-to-market movements of the underlying derivative transactions,
Timberwolf and Grizzly agree to limit the notional amount of swaps and premiums paid as follows: (i) up to $1.5
billion notional value of at-the-money swaps, (ii) up to $400 million of net premiums on other derivative transactions,
and (iii) up to $1 billion of ioss on premium paid derivatives. .

*  1IM2 will have a fair market value put for its membership interest in Timberwolf that allows LIM2 to put its interest
back to Grizzly in the event that LIM2 has not received the greater of $41 million or a 30% IRR by December 27,
2000. Enron has provided support for Grizzly’s financial obligation under such an event in the form of a guaranty.

®  Atthe maturity of the structure, Timberwolf will liquidate the excess value, if any, of the Enron shares under the
forward sales over the derivative losses, if any, at Timberwolf and any principal outstanding on the Timberwolf note.
The excess proceeds, if any, will be distributed to LIM2 and Grizzly in accordance with their capital accounts and the
distribution waterfall.

INVESTMENT RETURN SUMMARY
Base Case Return
It is expected that Timberwolf will have earnings and cash sufficient to distribute $4! million to LJM2 within six months.

Distributions
Timberwolf's distributions to equity holders will be limited by earnings at Timberwolf. To the extent there are earnings
and sufficient cash to distribute, distributions will be made according 1o the following waterfall:
¢ First, 341 million to LIM2
*  Second, distributions as necessary until LJM2 receives a 30% IRR over the term of the structure (unless the IRR
was achieved through the $41 million distribution above}
¢ Third, 100% to the special limited partnership interest, Grizzly I LLC, a wholly-owned subsidiary of Enron

VEL 00149
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CONDIBENTEA .

Fair Marker Value Put . )

In the event that LIM2 has not receivéd the greater of $41 million or 2 30% IRR on its investment by December 27, 2000,
LIM2 will have a fair market value put whereby LIM2 can put its interast in Timberwolf back to Grizzly, The fair market
vatue of the membership interest is determined largely by Enron's stock price.

Expenses
Enron has agreed to cover all of LIM2's accounting and legal exp refated to this ion. Enron will cover
cxpenses related to formation of the structure as well as ongoing expenses.

VEL 00150
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APPROVALS Name Signature Date
Global Finance Originator 59 Ben Glisan SR B 28
~ 1 n —
Global Finance Legal Scott Sefion S cr@f& % : &lasleo
i
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LJM APPROVAL SHEET

This approval Shest should be used to approve Enron’s participation in any tving LM Cayman, LP. {"LIM{™} or
L7 1 Co-Investment, LP. ("LIM2™). LIM1 and LIM2 wﬂ} collectively be refered 1o as “LJM™. This Approval Sheet is in additien

t tin licu of) any other Enron approvals that may be required.

GENERAL

Deal name: Nowsa Sarzyma

Date Approval Sheet :ompléted: December 17, 1999
Enren person cormpleting his form: Nicele Alvino

E d closing date: D ber 20, 1999

P

Business Unit: Enron Europe

Business Unit Originator: Anne Edgley

This ransaction relates to DLIMI andior  BILIM2.

This transaction is &a sale by Enron [la purchase by Enron Ua co-sale with Enron [Ja co-purchase with Enren and/or
Ciother:
Person(s) negotiating for Enron: Anne Edgley, Maroun Abboudy, Chery! Lipshutz, Trushar Patet

Persan(s) negotiating for LIM: Michae! Kopper
Legal counssl for Enron: Freshfields, London - Julian Makin

Legal counsel for LIM: Kirkland &Ellis, Los Angeles ~ Eva Davis
DEAL DESCRIPTION [Insert short description of the transaction involving/between Enron and LIM; do not describe the
underlying asset or wansaction.]

LI~ will purchase 75% of the Nowa Sarzyna power project from Earon Europe.

ECONOMICS  [Insert shart description of the Enron ics of the ction involving/betwesn Enron and LIM; do not
describe the economics of the underlying asset or ransaction.}

L7M2 will purchase 75% of Enron’s econnmic interests in Enron Poland Investments B.V. for $30 MM, LIM2 is entitled 1o 75% of
the cash flow in the form of dividends and shareholder loans.

DASH [Auach the DASH relating to the underiying asset or wansaction. Insert brief update-on the DASH if the undcri):ing assetor
transaction has changed materially since the original DASH was completed.]

Anached
AF100151
XGEMPpaad LI doc
“FOIA CONFIDENTIAL
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LIM APPROVAL SHEET

ISSUES CHECKLIST

1.

Sale Options

a. Ifthis :raasaévion is a sale of an asset by Envon. which of the following options were considersd and rejected:

CCondor BMargaux  DEaserco DRawhide LUEDH 1 TUEDI I} DChowso 8Third Parry [Direes Sake. Please exphaion
Third party could not wransact quickly enough.

b, Will this ransacticn be the most beneficial alternative w Earon?  [ElYes [No. If no, please sxplain;

¢. Ware any other bids/ffers received in coanection with this mansacion”  TYes (8INo. Please explain: The short
time frame to Tansaclion execurion, and the need for vemainty of closure drove the decision not o seek other bids.

2. Prior Obligations
2. Does this mansaction involve 3 Qualified Investment (a3 defined in th: JEDI I partuership agreement)? Gchm\m i3
yes, please explain how this issue was resolved:
b, Was this ransaction required to be offered 1o any other Envon affiliate or cther party pursuant to 3 contractual or other
obligation? KYes  ENo. If yes, please explain: .
3 Terms of Transaction -
a.  What are the benefits {financial and otherwise) fo Enron in this ransaction? HCash fow REsrnings
Di0ther: .
b, Was this mansaction done swicily on an arm’s-length basis? {8'Yes LINo. If no, piease explain;
€. Was Enron sdvised by any third party that this transaction was not fair, from a financial perspective, to Earon?
LIves [ENo. If yes, please explain ~
4 Arall LM exp and pocker costs {including Jegal fees) being paid by LIM? OYes BINo. If no, is
this market standard or has the economic impact of paying any txpenses and out-of-pocket cosis been considered when
R responding to frems 1.5, and 3.b. above? EYes DNo. {market standard)
4, Compliance
a.  Will this transaction require disclosure as 3 Cernin Transaction in Enron's proxy stateroent? [EYes INo.
b, Will this ion result in any fon {as defined by the proxy rules) bcing paid to any Ervon employse?
8Yes [ZINo.
¢ Have all Enron empl ! invok in this ion on belaif of LIM been waived by Enron’s Office of the
Chainman in accordence with Exvon's Conduct of Business Affairs Policy? {@1Ves [No. I no, pleass explain:
d. Has the Audit Comminee of the Enron Corp. Board of Directors reviewed aff Enron/LIM transactions within the past
twelve months? fIves EINo. Have all recommendations of the Andit Committes rrlating to Enron/LIM
transactions beet taken into account in this ransaction? L¥zs [INo.
APPROVALS Name Signature Date
Business Unit John Sherriff’
Business Unit Legal Mark Evans
= ot
€nron Corp, Legal Rex Rogers ‘M ,‘;' v 18700048
Global Finance Legal Scon Sefion <5 2zl 47
RAC Rick Buy % / N V2 zodr
T
Accounting Rick Causey
Er  tive Jeff Skilling
DS PALI d AF100152
) “EOIA CON
TMENT REQUESTED
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LIM APPROVAL SHEET
Pagsl

1IS3LCES CHECKLIST

i S Upuans
& 1fhis vaosectisn 15 & atle of w assat by Enzon, wiich of Sie following options were considered aod tejeniad.
Cifesdor Mdargazx  DEaserco DRawbide QUEDL! QRSN 18 BChewzs B dord Party B0yt Sake. [kuse oxplass,
Thied pasty ould pos Taneect quickiy coough
Y Willae be the mogi Senetiznl ive 0 Caren? &Ye Ny If o ploesc splam

Were aay oibar bide'offers tecmved o connecuon wish this vanascyon?  OYe @No  Mene engliin. Toe sl
tive frage o gensuction exreaicn, 34 e 2erd for cemainty of tlosure dove It decision NOID 1eek oiker Bida.
DPrier Obhigations

& Does his gansction ul\ol\‘( 2 Qual,fied lavesaneut (as doficed 2 te JEO! U pat‘\m.hx, agreement)? UYes@ENe. i
yo, pluase raplain dow this tssoe was resplveds - ——

5. Was Zrif TEBMCUODL fSyiued Do nffered 10 a0y other Frzon affilisie of other paTy PISGAUt to B SOBWESTUBE OF Sttt
obigation? MYes  MINo. If yex, pieass explain: .
3 Tetms of Tressction
) 3. Whatare the benefius [financisi and viberwise) o Enrog 1 this manssenon? DCash flow . (PEermings

»

b, Wae this gansaction done smicty on an an's leugts basis? BKFY s QNo. If na. please explaiu:
€ W Fm.\d\wﬂvuyh:ﬂpmmmmeun was ot fawr, Oom a Sasseial perapacyve, 10 Exrun?
OYe EMNo., Y yes, pisasc oxphais

4 Areal LM sxp and t-pockat soste (inchuding lagel fees) being pad by LIM? Bv¥a BINo ro.ur
Vi rarier andard o Las the economic (mpact of paying my expanses 134 Gutol-pocket comy been conidersd wher.

responding to alcrea 1.b. and 3.b, shove? RYes SNo. (mardet sundanly
“ Compliance
Wil s gansaction requirs ducionue s ¢ Coraun Trageacnon ia Bxvan’s proxy matemesr? [BYes ONe.
v gm this jon rewilt in any conp {xs detined by the proxy rules) being paid 10 2y Ewon emplovee?
Yoz .
& Heve all Baron § * favel in this jon oo hebalf of LIM beea wajved by Btua's Offics of the

Chasrmun in accordance with Eoron’s (‘mdnct of Busioess Afin Policy? MWYes CINa.  If no. plesse explun,

R the Andit Comminee of he Emon Comp. Board of Directon remewid ali Earowl MM gussacdons wigup the pant
tezlve moathe? OYes ®No. Have ull secomumendations of the Audit Commitee relating % Emn‘LN
trancacuons beea raken into account in \is wansaction” . QYes GNo.

o

APPROVALS . Name Sigmature Dare
Busincas Uon John Shemfl —
Busloess Uuil Legal Marx Svans B
fere Carp. Loyl Rra Ropers 2h0/%8
Globa: Finauce Legal - Scon Sefon [T u‘?t,"
R . Rieh By
Accounting Rick Cansey _1:{#(1
Executive Jeft S¥{ling - .
o NI
AF100153
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LM APPROYAL SHEET
Page2

1SSUES CHECKLIST
L Sale Oprions
3. Ifthis wansacnon is 3 sale of «o assct by Enron, whick of the foliowing opors were considered zod rejecied:
OCandor MMargaux  DEaserco JRawhide OJED! | QUEDI I OCaeweo EThird Party ODuess Sale. Please explain:
Taurd party could not mransact quickly esough.
b Will this raosaction be the most dencficial siternstve to Enron?  EYes QNg. If oo, piease explam: __
¢ Were any ather Baude/offers received in cocnecnop with tus baasuctivn?  QYes OUNo.  Piease explain: The short
ame farc o Tansaction exesation, 3nd the aeed for ceriainty s clesure drove the decision oot 10 seek other Mids.
2 Prior Obligations
3. Does this ¥antsction invelve » Quahfied Invesuncal (as defined in the JEDI il partsership agrécment)? R YesMNo, if
¥y, ploasc explain how this issue was resoived.

b Was tlis rupsuctiva reguired to be offered to any othar Enroa sffiliate or other party pusrsuast 10 a cou-uml or otker
obligsdon? @Yes  ENe. If yos, please explain:

3. Teus of Tragssction
a. Whatare the benefits (finascial and otherwisc) to Earon in this ransacticn? OCash fow XEBamings |,
DOther:

b.  Was this vansaction done stictly on an arm's-length basis? @ Yes ONo. !f no, please explain:

¢ Was Engon advised by any third party thai this transaction was not fatr, front a financial perspective, to Faron?
OYes [XiNo. Ifyes, please explein; e

d. Arc all LIM cxpenses and out-of-pocket cosis (includiag legal fees) being paid by LIM? OYcs [@Ne. If no, is
this warket standard oz bas the cconomic impact of paywg sy expenses and out-of-pocket costs been considesed when
Tesponding o items 1.b. and J.b. above? EHYes ONo. (market sandard)

4. Complisace .
3. Will this waasaction require disclosure 25 3 Cerania Transaction in Earon’s proxy statement? &Yes ONo.

b. Wil this jop result in any ) too (a3 defined by the proxy rules) bemg paid o any Earon ewployes?
QVes &No. .
c. Have all Emoz employess’ i in this ion on bebalf of LIM been waived by Exvon's Office of the

Chairman in accondance wath Earon's Conduct of Business Affairy Policy? @Yes ONo.  If no, please explaia:

d  Has the Audit Curnmittes of the Enron Corp. Board of Directwors revicwed ail Enron/LIM transactions withia the past
twelve months? OYes [[ENo. Have all recommendations of the Audit Committes relaung to Enron/LiM
Uaasactions been trken into account in this transaction? DYes ONo. gynpiAe 260y et \er Then AACE,

APPROVALS Name Date
Business Unit Joba Sheritf i } 84
Business Unit Legal Mask Evans 2R (99,
Earon Corp. Legs] Re:; Rogers 7
Global Finwnce Legsl - _Scon Sefion welaolys
RAC Rick Buy C23fecy
Accounting : Rick Causey !
Executive JefX Skilling

Lo )
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ro1ana investment dumimary

Date Completed: December 17, 1999

DEAL NAME: Poland
Originated: Enron Europe Investment Anslysts: Trushar Patel Nicoie Alvino
Expected Closing Date: Decamber 20, 1999 Investment Type: Equity

Ezpected Funding Date: December 21, 1999

EXPECTED MAXIMUM COMITIMENT OF {JM2
Capinal Commitment $30MM ]
Poland Discount Rate Components:

(Used by Underwrinng Group)

S Risk Fres Rate {2y7) 581% Sovereign Rating BBB-/Baal

Country Premium (Pol” 04) 2.00%

Equiry Premium (Underwriting)  5.69%

Discount Rate 13.5%

DEAL DESCRIPTION
Purchase of indirect 75% equity intwerest in the Nowa Sarzyna Facllity {"ENS™) located in southeastern Poland, 2 gas-fired

heat and power station with a generating capacity of 118 MW and thermal gencrating capacity of 70 MW, The Facility is
jocated within the chernical complex of Organika (swate owned chemical producer),
Power Sales:
Electric power will be soid 1o the Polish Grid Company {suate owned owner and operator of Poland’s transmission
grid and principal purchaser and wholesale supplier of slectricity in Poland) under a 20 year Power Delivery
Agreement ("PDA™). The price of energy and capacity is expressed in zlorys but indexed to the US dollar every §
menths for the previous six manths.
Fuel Supply:
‘The Polish Oif and Gas Company {2 state owned integrated monopoly that controls the entire nanural gas sector in
Poland) will supply natural gas to ENS under a 20 year Fuel Supply Agreement. The fixed and variable prics of >
fuel is passed through the powerand stearm sales agreements. ENS will not bear the risk of fuel price fluctuation as
energy prices in the PDA and fuel costs in the Fuel Supply Agreement are indexed using the same indices.
Steam Sales:
ENS has agreed 10 sell low and high prcssum steamn 1o Orgamka {state owned chemical company) under 2 20 year
steamn sales ag: .- This ly 20% of the Facility®s total thermal output. ENS

is also negotiating to seil the ind 0% of :h:rmal energy 1o the City of Nowa Sarzyna for residential heating
PUPOSES.
TRANSACTION SUMMARY

Enron Ewrope Limited, through a 100%-owned affiliate, Nowa Sarzyna Holding BV, owns 100% of the Nawa Sarzyna
Facility. LIM2 will purchase 75% of Enron's economic ownership interests and 75% voting interests(relating to dividend
and share issuance matiers only) through 2 purchase of 75% of Enron Poland | BV,

CASH FLOW SUMMARY
With its 75% ownership of the economic interest in Enron Poland investnents BY, LIM2 is entitled 10 75% of the cash
flows in the form of dividends and/or holder joans.

RETURN SUMMARY .
Given the underlying assumptions of the Enron Europe Nowa Sarzyna model, LIM2 will pay 530 MM for 75% of EFL. -
LIM2 is taking on full equity risk with no Enron guarantees, and has used a discount rate of 14.255% in valuing this
investment. LJM2 assumes they zan sell the asset to 2 strategic buyer by 3/31/00 at the model discount rate of 13.5%

EXIT STRATEGY
Enron Europe commits 1o make reasonasble and best efforts to launch Project Margaux, a securitization of Esron Ewrope

assets, If Margaux is Jaunched, Margaux will make an offer to buy the asset to be included in the Margaux asset pool. If .
Margaux is not launched by 3731400, EEL will make reasonable and best efforts to sell LIM2’s equity interests to 2

“gualified” third party buyer.

AF100155
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LM Deal Approval Sheet
RISKS AND MITIGANTS

[Risk

Description

i Mingation/Comments

' Plant Completon Risk

Risk that project is not completed on
time.

Builders all risk insurance and delay
in start-up insurance at the project
level, ENS, of which LJM2 owns
75%.

Opera‘mr Risk

Risk that Operaior will not operate and
maintain the plant to mest contracual
capacity and availability requirements.

The project company has contracted
with an affiliate of Enron Corp.,
EE&CC o construct, operate and
maintain the facility. Proven GE
frame 6B mrbines will be used.

Fuel Suppiy/Price Risk

Supply reliability and low volatiluy of
fuel prices is critical to the plant
performing to contractual requirements.

The state gas & oil company will be
fuel supplier under a 20yr agreement.
The fixed and vaniable components of
the fuel cost will be passed through to
the energy price in the PPA.

The offtaker will be the Polish Grid

Offtaker Credit Risk Risk that the offtaker will not be able to
honor their obligations to pay for Company (state owned power
capacity and power delivered underthe | company), which solicited tenders for
PPA. this project to satisfy the need to
replace older coal fired plants (65% of
their ion is over 25 years old).
Regulatory Risk As par of the new energy laws in The PPA also stipulates that any
Poland - the supply, u ission and i all obli under

distribution sectors may be privatized.
The Polish Grid Company has the right
to assign the PPA 1o 2 private entity.

the PPA, is capable and qualified 10
perform and its obligations under the ~
PPA are guaranteed by the Polish Grid
Company or an entity of comparable
creditworthiness (o the Polish Grid
Company. The Polish Grid Company
cannot assign the PPA without prior
written consent from ENS.

Environmental/Permitting Risks Risk that the required permits are not All permits have been obtained.
btained to p d with ial
operations.

Inflation Risk Risk of value being eroded due to Contracts are structured 1o escalate

inflation. with inflation indexes.

Currency Risk Payments are to be made in Zlotys. Zloty payments are indexed to the US
dollar and adjustmests are made every
six months for the previous six-month
period.

Political Risk Country specific events that may L.IM2 will be provided with an

degrade anticipated revenues and insurance policy underwritten by
rewrns from the project. Enron, with payment guaranteed by

Enron which will mirror the sovereign
risk policy in place for the projectat
_present.

Venehouthousion'\common'\GEM\Poland\Poland Dash.doc

Page 2
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CONFIDERT -~

Privileged and Confidential:
Attorney Work Product
9/21/01

Outline of ﬁ\oints to Discuss
With Ken Lay and Jim Derrick

Scope of undertaking

a. Review of factual information raised by anonymous
letter

b. Per early discussion with Jim Derrick, decision made
not to engage independent accountant at this stage

c. Determine whether the facts warrant a further
independent legal or accounting investigation

d. Caveats:
(1) No second-guessing of accounting treatment by
AA
(2) No detailed transaction analysis
(3) No discovery-style investigatvion

VEL 01128
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CONTIBENTIAL

2. Activities undertaken

a. Review of selected documents

{1) Board and committee minutes and presentations

(2) Public filings

(3) Deal approvaisheets and investment summaries

(4) Miscellaneous materials

b. Interviews with key Enron and AA personnel
(1) Andy Fastow
(2) Rick Causey
(3) Rick Buy
(4) Greg Whaliey
(5) Jeff McMahon

(6) Jordan Mintz

-
VEL 61128
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CONFIDENTIAL

(7) Mark Koenig/Paula Rieker
(8) Sherron Watkins
(9) David Duncan/Debra Cash (AA)

~ ldentification of primary concerns

a. Inherent conflict of interest by Andy Fastow's
ownership in LUM

b. Accounting treatment of Condor and Raptor
structures

c. Adequacy of disclosures to reflect the true nature of
the Condor and Raptor vehicles

d. Overlay of poor investment performance and
impact on Enron's financial statements

VEL 01130
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CONFIDENT: AL

4. Conflict of interest ~ findings

a. LJM was fully disclosed and approved in advance

b. Special approval procedures were adopted and
utilized on transactions involving LJM

¢. LJM transactions were reviewed by audit
committee and finance commitiee on annual basis

d. No apparent economic harm to Enron as a result of
the following perceived conflicts of interest:

(1) Pressure on Enrcn employees who negotiated
with LJM, but who ultimately report to Fastow

{2) Potential tie-in between Enron business and
investment in LJM
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5. Accounting issues — findings

a. All material facts of Condor and Raptor transactions
appear to have been disclosed to and reviewed by AA

b. Inseveral areas, AA relied on business judgment
of Enron

(1) Business purpose of specific transactions

(2) Valuation of assets placed in Condor and
Raptor structures

c. Enron and AA representatives both acknowledge
that the accounting treatment is aggressive, but
no reason to believe inappropriate from a technical
standpoint
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d. AA's audit opinion and report ic audit commitice
imolicitly aporoves of the transactions involving
uodorand o siructures

6. Adequacy of disclosures ~ findings

a.  AAis comfortz: e with the footnoiss to the financials
describing the Condor and Rapicr structures and
other LIM tranzactions

b.  One could always argue that disclosures contained in
proxy solicitations, management's discussions and
analysis of financials and financial footnotes could be
more detailed

fm
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7. Bad cosmetics

a.

‘Concern frequently expressed that the transactions

with Condor and Raptor would not look good if
subjected to a Wall Street Journal exposé or a class
action lawsuit

The concerns are fueled by:

(1) use of Enron stock to support transactions with
Condor and Raptor

- {(2) . recognizing earnings through derivative

transactions with Raptor when it could be argued
that there was no true "third party" invoived

(3) because both merchant investment value and
Enron stock have fallen, the Raptor entities may
not be able to repay their debt to Enron, thus
raising the question "Who ultimately bears this
loss?"
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4) ; the inherent conflict of interest issue

(a) valuation

{b) timing

Notwithstanding these bad cosmetics, Enron
representatives uniformly stated that the Condor and
Raptor vehicles were clever, usefui vehicles that benefitied
Enron

Conclusion:

a. The facts disclosed through this review do not warrant
further investigation by independent counsel and
auditors. :

b. Bad cosmetics and poor market conditions give rise to
the serious risks of adverse publicity and litigation.
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¢c. AA will want assurances that this review did not
disciose facts previously unknown to them (which
raises the issue of waiver of the attorney client
privileges). AA will want the following assurances, at
a minimum,

(1) that Enron had no agreement with LJM that LJM
- would not lose money,

(2) thatEnron paid no fees to LUM in excess of those
disclosed to AA.

Houston 660650.1
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Dear Mr, Lay,

Has Enron become a risky place to work? For those of us who didn’t get rich over the last few
years, can we afford to stay? .

Skilling's abrupt departure will raise suspicions of accounting improprieties and valuation issues.
Enron has been very aggressive in its accounting — most notably the Raptor transactions and the
hicle. We do have valuation issues with our international assets and possibly some of

MTM positions.

The spotlight will be on us, the market just can’t accept that Skilling is leaving his dream job. I
think that the valuation issues can be fixed and reported with other goodwill write-downs to occur
in 2002. How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003, we will
have to pony up Enron stock and that won’t go unnoticed.

To the layman on the street, it will look like we recognized funds flow of $800 mm from merchant
asset sales in 1999 by selling to a vehicle (Condor) that we capitalized with a promise of Enron
stock in later years. Is that really funds flow or is it cash from equity issuance?

We have recegnized over $550 million of fair value gains on stocks viz our swaps with Raptor,
much of that stock has declined significantly — Avici by 98%, from $178 mm to $5 mm, The New
Power Co by 70%, from $20/share to $6/share. The value in the swaps won't be there for Raptor,
so once again Enron will issue stock to offset these losses. Raptor is an LYM entity. It sure looks
to the layman on the street that we are hiding losses in a related company and will compensate that-
company with Enron stock in the future. :

1 am incredibly nervous that we will implode in a wave of accounting scandals. My & years of
Enron work history will be worth nothing on my resume, the business world will consider the past
successes as nothing but an elaborate accounting hoax. Skilling is resigning now for 'personal
reasons’ but I think he wasn’t having fun, locked down the road and knew this stuff was unfixable
and would rather abandon ship now than resign in shame in 2 years.

Is there a way our accounting guru’s can unwind these deals now? I have thought and thought
about how to do this, but I keep bumping into one big problem - we booked the Condor and
Raptor deals in 1999 and 2000, we enjoyed a wonderfully high stock price, many executives sold
stock, we then try and reverse or fix the deals in 2001 and it’s a bit like robbing the bank in one
year and trying to pay back it back 2 years later. Nice try, but investors were hurt, they bought at
$70 and $80/share looking for $120/share and now they’re at $38 or worse. We are under too
much scrutiny and there are probably one or two disgruntled ‘redeployed’ employees who know
enough about the ‘funny’ accounting to get us in trouble.

What do we do? I know this question cannot be addressed in the all employee meeting, but can
you give some assurances that you and Causey will sit down and take a good hard objective look
at what is going to happen to Condor and Raptor in 2002 and 20037
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Summary of alleged issues:

Raptor

Entity was capitalized with LTM equity. That equity is at risk; however, the investment was
completely offset by a cash fee paid to LIM. If the Raptor entities go bankrupt LYM is not
affected, there is no commitment to contribute more equity.

‘The majority of the capitalization of the Raptor entities is some form of Enron N/P, restricted
stock and stock rights.

Enron entered into several equity derivative transactions with the Raptor entities locking in our
values for various equity investments we hold.

As disclosc&, in 2000, we recognized $500 million of revenue from the equity derivatives offset
by market value changes in the underlying securities.

This year, with the value of our stock declining, the underlying capitalization of the Raptor entities
is declining and Credit is pushing for reserves against our MTM positions.

To avoid such a write-down or reserve in Q1 2001, we ‘enhanced’ the capital stnicture of the
Raptor vehicles, committing more ENE shares.

My understanding.of the Q3 problem is that we must ‘enhance’ the vehicles by $250 million.

I realize that we have had a lot of smart people looking at this and a lot of accountants including
AA&Co. have blessed the accounting treatment. None of that will protect Enron if these
transactions are ever disclosed in the bright light of day. (Please review the late 90's problems of
Waste Management — where AA paid $130+ mm in litigation re: questionable accounting
practices).

The overriding basic principle of accounting is that if you explain the ‘accounting treatment’
to a man on the street, would you influence his investing decisions? Would he sell or buy the
stock based on a thorough understanding of the facts? If so, you best present it correctly
and/or change the accounting.

My concem is that the footnotes don’t adequately explain the transactions. If adequately
explained, the investor would know that the “Entities” described in our related party footnote are
thinly capitalized, the equity holders have no skin in the game, and all the value in the entities
comes from the underlying value of the derivatives (unfortunately in this case, a big loss) AND
Enron stock and N/P.  Looking at the stock we swapped, I also don’t believe any other company
would have entered into the equity derivative transactions with us at the same prices or without
substantial premiums from Enron. In other words, the $500 million in revenue in 2000 would
have been much lower. How much lower?
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Raptor looks 1o be a big bet, if the underlying stocks did well, then no one would be the wiser, If
Enron stock did well, the stock issuance 1o these entities would decline and the transactions would
be less noticeable. All has gone against us. The stocks, most notably Hanover, The New Power
Co., and Avici are underwater to great or lesser degrees.

I firmly believe that executive management of the company must have a clear and precise
knowledge of these transactions and they must have the transactions reviewed by objective experts
in the fields of securities law and accounting. Ibelieve Ken Lay deserves the right to judge for
himself what he believes the probabilities of discovery to be and the estimated damages to the
company from those discoveries and decide one of two courses of action:

1. The probability of discovery is low enough and the estimated damage too great; therefore
we find a way to quietly and quickly reverse, unwind, write down these
positions/iransactions.

2. The probability of discovery is too great, the estimated damage to the company too great;
therefore, we must quantify, develop damage containment plans and disclose.

I firmly believe that the probability of discovery significantly increased with Skilling’s shocking
departure. Too many people are looking for a smoking gun.
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Condor and Raptor work:

1. Postpone decision on filling office of the chair, if the current decision includes
CFO and/or CAO. )
2. Involve Jim Derrick and Rex Rogers to hire a law firm to investigate the

Condor and Raptor transactions to give Enron attomney client privilege on the
work product. (Can’t use V&E due to conflict ~ they provided some true sale

opinions on some of the deals). .

3. Law firm to hire one of the big 6, but not Arthur Andersen or
PricewaterhouseCoopers due to their conflicts of interest: AA&Co (Enron);
PWC (LIM).

4. Investigate the transactions, our accounting treatment and our future

commitments to these vehicles in the form of stock, N/P, etc..

For instance: In Q3 we have a $250 mm problem with Raptor 3 (NPW) if we
don’t ‘enhance’ the capital structure of Raptor 3 to commit more ENE shares.
By the way: in Q1 we enhanced the Raptor 3 deal, committing more ENE
shares to avoid a write down.

5. Develop clean up plan:
a. Bestcase: Clean up quietly if possible.

b. Worst case: Quantify, develop PR and IR campaigns, customer assurance
plans (don’t want to go the way of Salomon’s trading shop), legal actions,
severance actions, disclosure.

6. Personnel to quiz confidentially to determine if I'm all wet:
a. .Jeff McMahon
b. Mark Koenig
c. ' Rick Buy
d. Greg Whalley
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Dear Mr. Lay,

Skilling’s abrupt departure will raise suspicions of accounting improprieties and valuation issues.
Enron has been very aggressive in its accounting — most notably the Raptor transactions and the
Condor vehicle. We do have valuation issues with our international assets and possibly some of

our EES MTM positions.

The spotlight will be on us, the market just can’t accept that Skilling is leaving his dream job. 1
think that the valuation issues can be fixed and reported with other goodwill write-downs to occur
in 2002. How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003, we will
have to pony up Enron stock and that won’t go unnoticed.

To the layman on the street, it will look like we recognized funds flow of $800 mm from merchant
asset sales in 1999 by selling to 2 vehicle (Condor) that we capitalized with a promise of Enron
stock in later years. Is that really funds flow or is it cash from equity issuance?

We have recognized over $350 million of fair value gains on stocks via our swaps with Raptor,
much of that stock has declined significantly ~ Avici by 98%, from $178 mm to $5 mm, The New
Power Co by 70%, from $20/share to $6/share. The value in the swaps won't be there for Raptor,
so once again Enron will issue stock to offset these losses. Raptoris an LIM entity. It sure looks
to the layman on the street that we are hiding losses in a related company and will comp that
company with Enron stock in the future.

I am incredibly nervous that we will implode in a wave of accounting Ycandals. The business
world will consider the past successes as nothing but an elaborate accounting hoax. Skilling is
resigning now for ‘personal reasons’ but I think he wasn’t having fun, looked down the road and
knew this stuff was unfixable and would rather abandon ship now.than resign in shame in 2 years.

Is there a way our accounting guru’s can unwind these deals now? I have thought and thought
about how to do this, but I keep bumping into one big problem — we booked the Condor and
Raptor deals in 1999 and 2000, we enjoyed a wonderfully high stock price, many executives sold
stock, we then try and reverse or fix the deals in 2001 and it’s a bit like robbing the bank in one
year and trying to pay it back 2 years later. Nice try, but investors were hurt, they bought at $70
and $80/share looking for $120/share and now they're at $38 or worse. We are under too much
scrutiny and there are probably one or two disgruntied ‘redeployed” employees who know enough
about the *funny’ accounting to get us in trouble.
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Summary of accounting irregularities:

Raptor

The Raptor entities were capitalized with LIM equity. The contributed equity is technically at
risk; however, the investment was completely offset by some sort of cash structuring fee paid to
LIM. If the Raptor entities go bankrupt LIM is not affected, there is no commitment to contribute

more equity.

The majority (i.e., 99%) of the capitalization of the Raptor entities is some form of Enron N/P,
restricted stock and contingent stock rights.

Enron entered into several equity derivative transactions with the Raptor entities locking in our
values for various equity investments we hold.

As disclosed, in 2000, we recognized $500 million of revenue from the equity derivatives offset
by market value changes in the underlying securities.

This year, with the value of our stock declining, the ﬁnderlying capitalization of the Raptor entities
is declining and Credit is pushing for reserves against our MTM positions.

To avoid such a write-down or reserve in QI 2001, we ‘enhanced’ the capital structure of the
Raptor vehicles, committing more ENE shares.

My understanding of-the Q3 problem is that we must ‘enhance’ the vehicles by $250 million.

I realize that we have had a lot of smart people looking at this and a lot of accountants including
AA&Co. have blessed the accounting treatment. None of that will protect Enron if these
transactions are ever disclosed in the bright light of day. (Please review the late 90's problems of
Waste Management ~ where AA paid $7mm (sued for$130+ mm) in litigation re: questionable
accounting practices).

One of the overriding basic principles of accounting is that if you explain the ‘accounting
treatment’ to a man on the street, would you influence his investing decisions? Would he sell
or buy the stock based on a therough understanding of the facts? If so, you best present it
correctly and/or change the accounting.

My concern is that the footnotes don’t adequately explain the transactions. If adequately
explained, the investor would know that the “Entities” described in our related party footnote are
thinly capitalized, the equity holders have no skin in the game, and all the value in the entities
comes from the underlying value of the derivatives (unfortunately in this case, a big loss) AND
Enron stock and N/P. - Looking at the stock we swapped, I also don't believe any other company
would have entered into the equity derivative transactions with us at the same prices or without
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substantial premiums from Enron. In other words, the $500 million in revenue in 2000 would
have been much lower. How much lower?

Raptor looks to be a big bet, if the underlying stocks did well, then no one would be the wiser. If
Enron stock did well, the stock issuance to these entities would decline and the transactions would
be less noticeable. All has gone against us. The stocks, most notably Hanover, The New Power
Co., and Avici are underwater to great or lesser degrees.

1 firmly believe that executive management of the company must have a clear and precise
knowledge of these transactions and they must have the transactions reviewed by objective experis
in the fields of securities law and accounting. I believe Ken Lay deserves the right to judge for
himself what he believes the probabilities of discovery to be and the estimated damages to the
company from those discoveries and decide one of two courses of action:

1. The probability of discovery is low enough and the estimated damage too great; therefore
we find a way to quietly and quickly reverse, unwind, write down these
positions/transactions.

2. The probability of discovery is too great, the estimated damage to the company too great;
therefore, we must quantify, develop damage containment plans and disclose.

1 firmly believe that the probability of discovery significantly increased with Skilling’s shocking
departure. Too mariy people are looking for a smoking gun.

VEL 00046



413

CONTIDEY T

To put the accounting treatment in perspective I offer the following:

1. We’ve contributed contingent Enron equity to the Raptor entities. Since it's
contingent, we have the consideration given and received at zero. We do, as Causey
points out, include the shares in our fully diluted computations of shares outstanding if
the current economics of the deal imply that Enron will have to issue the shares in the
future. This impacts 2002 ~ 2004 EPS projections only.

2. We lost value in several equity investments in 2000. $500 million of lost value. These
were fair value investments, we wrote them down. However, we also booked gains
from our price risk management transactions with Raptor, recording a corresponding
PRM account receivable from the Raptor entities. That’s 2 $500 million related party
transaction — it’s 20% of 2000 IBIT, 51% of NI pre tax, 33% of NI after tax.

3. Credit reviews the underlying capitalization of Raptor, reviews the contingent shares
and determines whether the Raptor entities will have enough capital to pay Enron its
$500 million when the equity derivatives expire.

4. The Raptor entities are technically bankrupt; the value of the contingent Enron shares
.equals or is just below the PRM account payable that Raptor owes Enron. Raptor’s
inception to date income statemnent is a $500 million loss.

5. Where are the equity and debt investors that lost out? LIM is whole on a cash on cash
basis. Where did the $500 million in value come from? It came from Enron shares.
Why haven’t we booked the transaction as $500 million in a promise of shares to the
Raptor entity and $500 million of value in our “Economic Interests” in these entities?
Then we would have a write down of our value in the Raptor entities. We have not
booked the latter, because we do not have to yet. Technically, we can wait and face the

music in 2002 - 2004.

6. The related party footnote tries to explain these transactions. Don’t you think that
several interested companies, be they stock analysts, joumalists, hedge fund managers,
etc., are busy trying to discover the reason Skilling left? Don’t you think their smartest
people are pouring over that footnote disclosure right now? I can just hear the
discussions — “It looks like they booked a $500 million gain from this related party
company and I think, from all the undecipherable % page on Enron’s contingent
contributions to this related party entity, I think the related party entity is capitalized
with Enron stock.” ..... “No, no, no, you must have it all wrong, it can’t be that,
that’s just oo bad, too fraudulent, surely AA&Co wouldn't let them get away with
that?" ... *“Go back to the drawing board, it's got to be something else. But find
111 “Hey, just in case you might be right, try and find some insiders or
‘redeployed’ former employees to validate your theory.”
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Condor and Raptor work:
1. Postpone decision on filling office of the chair, if the current decision includes
CFO and/or CAQ.
2. Involve Jim Derrick and Rex Rogers to hire a law firm to investigate the

Condor and Raptor transactions to give Enron attorney client privilege on the -
work product. (Can’t use V&E due to conflict — they provided some true sale
opinions on some of the deals).

3. Law firm to hire one of the big 6, but not Arthur Andersen or
PricewaterhouseCoopers due to their conflicts of interest: AA&Co (Enron);
PWC LIM).

4. Investigate the transactions, our accounting treatment and our future

commitments to these vehicles in the form of stock, N/P, etc..

For instance: In Q3 we have a $250 mm problem with Raptor 3 (NPW) if we
don’t ‘enhance’ the capital structure of Raptor 3 to commit more ENE shares.
By the way: in QI we enhanced the Raptor 3 deal, committing more ENE
shares to avoid a write down.

5. Develop clean up plan:
a. Bestcase: Clean up quietly if possible.

b. Worst case: Quantify, develop PR and IR campaigns, customer assurance
plans (don’t want to go the way of Salomon’s trading shop), legal actions,
severance actions, disclosure.

6. Personnel to quiz confidentially 1o determine if I'm all wet:
a. Jeff McMahon
b. Mark Koenig
c. Rick Buy
d. Greg Whalley
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CONFIBERTIAL
Summary of Raptor oddities:

1. The accounting treatment looks questionable.

a. Enron booked a $500 mm gain from equity derivatives from a related party.

b. That related party is thinly capitalized, with no party at risk except Enron.

¢. Itappears Enron has supported an income statement gain by a contribution of
its own shares.

One basic question: The related party entity has lost $500 mm in its equity
derivative transactions with Enron. Who bears that loss? I can’t find an equity or
debt holder that bears that loss. Find out who will lose this money. Who will
pay for this loss at the related party entity?

Ifit's Enron, from our shares, then I think we do not have a fact pattern that
would look good to the SEC or investors.

2. The equity derivative transactions do not appear to be at arms length.

a. Enron hedged New Power, Hanover, and Avici with the related party at what
now appears to be the peak of the market. New Power and Avici have fallen
away significantly since. The related party was unable to lay off this risk.
This fact pattern is once again very negative for Enron.

b. Idon’t think any other unrelated company would have entered into these
transactions at these prices. What else is going on here? What was the
compensation to the related party to induce it to enter into such transactions?

3. There is a veil of secrecy around LIM and Raptor. Employees question our
accounting propriety consistently and constantly. This alone is cause for concem.

a. Jeff McMahon was highly vexed over the inherent conflicts of LIM. He
complained mightily to Jeff Skilling and laid out 5 steps he thought should
be taken if he was to remain as Treasurer. 3 days later, Skilling offered
him the CEO spot at Enron Industrial Markets and never addressed the 5
steps with him.

b. Cliff Baxter complained mightily to Skilling and all who would listen
about the inappropriateness of our transactions with LIM.
c. T have heard one mznager level employee from the principle investments

group say "1 know it would be devastating 10 all of us, but I wish we
would get caught. We're such a crooked company.” The principle
investments group hedged a large number of their investments with
Raptor. These people know and sec a lot. Many similar comments are
made when you ask about these deals. Employees quote our CFO zs
saying that he has a handshake deal with Skilling that LYM will never [ose
money.
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4. Can the General Counsel of Enron audit the deal trail and the money trail between
Enron and LIM/Raptor and its principals? Can he look at LYM? AtRaptor? If the CFO
says no, isn't that a problem?
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. _ CONFISENTIAL
Vinson &Flkins

ATTORNEYS AT LAW

VINSON & £LKINS LLP.
2300 FIRST CITY TOWER
1001 FANNIN STREET
HOUSTON, TEXAS 77002-6780
TELEPHONE (713} 758-2222
Telephone: (713) 758-2546 FAX {713) 758-2346 Facsimile: (713) 615-5251
E-Mail: mhendrick@velaw.com

October 15, 2001

Privileged and Conﬁdemial:
Attorney-Client Communication
and Attorney Work Product

Mr. James V. Derrick, Jr.

Executive Vice President and General Counsel
Enron Corp.

1400 Smith Street

Houston, Texas 77002

Re:  Preliminary Investigation of Allegations of an Anonymous Employee

Dear Jim:

You requested that Vinson & Elkins L.L.P. ("V&E") conduct an investigation into certain
allegations initially made on an anonymous basis by an employee of Enron Corp. ("Enron"). Those
allegations question the propriety of Enron's accounting treatment and public disclosures for certain
deconsolidated entities known as Condor or Whitewing and certain transactions with arelated party,
LIM, and particularly transactions with LIM known as Raptor vehicles. The anonymous employee
later identified herself as Sherron Watkins, who met with Kenneth L. Lay, Chairman and Chief
Executive Officer of Enron, for approximately one hour to express her concerns and provided him
with materials to supplement her initial anonymous letter. This letter constitutes our report with
respect to our investigation and sets forth the scope of our review, the activities undertaken, the
identification of primary concerns, and our analysis and conclusions with respect to those concerns.

1. Scope of Undertaking

In general, the scope of V&E's undertaking was to review the allegations raised by Ms.
‘Watkins' anonymous letter and supplemental materials and to conduct an investigation to determine
whether the facts she has raised warrant further independent legal or accounting review.

By way of background, some of the supplemental materials provided by Ms. Watkins
proposed a series of steps for addressing the problems she perceived, which included retention of
independent legal counsel to conduct a wide-spread investigation, and the engagement of

independent auditors, apparently for the purpose of analyzing transactions in detail and opining as
to the propriety of the accounting treatment employed by Enron and its auditors Arthur Andersen
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L.L.P.("AA"). In preliminary discussions with you, it was decided that our initial approach would
not involve the second guessing of the accounting advice and treatment provided by AA, that there
would be no detailed analysis of each and every transaction and that there would be no full scale
discovery style inquiry. Instead, the inquiry would be confined to a determination whether the
anonymous letter and supplemental materials raised new factual information that would warrant a
broader investigation.

2. Activities Undertaken

Our preliminary investigation included the review of selected documents provided to us by
Enron and from our intemal sources, interviews with key Enron and AA personnel and discussions
with V&E attorneys who are familiar with legal issues addressed by Enron in connection with the
subject transactions. The focus, of course, was to identify background information, disclosures and
personal views with respect to the Condor/Whitewing and Raptor vehicles and Enron's relationship
with LIM.

Documents reviewed in this process included excerpts of meetings of Enron's Board of
Directors, including minutes of meetings of the Audit and Finance Committees of the Board, various
public filings of Enron (annuai reports, 10-K's, 10-Q's), documents relating to Enron's transactions
with LM, including Deal Approval Sheets and Investment Summaries, and various miscellaneous
materials in the nature of presentations and memoranda. The focus of our document review was to
determine whether the requisite approval of the transactions referenced in the anonymous letter had
been obtained from Enron's Board and its committees, the nature of the disclosures made with
respect to the transactions and relationships questioned by the anonymous letter and supplemental
materials and to provide general background information.

Interviews were also conducted with various Enron personnel based either on their
connection with the transactions involving Condor/Whitewing, LIM and Raptor, or because they
were identified in materials provided by Ms. Watkins as persons who might share her concems.
Those persons interviewed were: Andrew S, Fastow, Executive Vice President and Chief Financial
Officer; Richard B. Causey, Executive Vice President and Chief Accounting Officer; Richard B.
Buy, Executive Vice President and Chief Risk Officer; Greg Whalley, President and Chief Operating
Officer (formerly Chairman of Enron Wholesale); Jeffrey McMahon, President and Chief Executive
Officer, Enron Industrial Markets (formerly Treasurer of Enron) ; Jordan H. Mintz, Vice President
and General Counse! of Enron Global Finance; Mark E. Koenig, Executive Vice President, Investor
Relations; Paula H. Rieker, Managing Director, Investor Relations; and Sherron Watkins, the author
of the anonymous letter and supplemental materials.

Interviews were also conducted with David B. Duncan and Debra A. Cash, both partners with
AA assigned to the Enron audit engagement.
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In addition to the foregoing formal interviews, discussions were likewise held with Rex
Rogers, Vice President and Assistant General Counsel of Enron. and Ronald T. Astin of V&E
regarding general background information and the identification of specific issues relating to the
matters raised by the anonymous letter and supplemental materials.

After completing interviews with all of the foregoing individuals, supplemental interviews
were conducted with Andrew S. Fastow and Richard B. Causey of Enron and David B. Duncan and
Debra A. Cash of AA to confirm certain information learned in the overall interview process.

As we initially discussed, we limited our interviews (with the exception of the AA partners
mentioned above) to individuals still employed with Enron. Therefore, we did not interview
individuals no longer with Enron mentioned in the anonymous letter or supplemental materials or
any third party related to LIM.

3. Identification of Primary Concerns

Our preliminary investigation revealed four primary areas of concern expressed by Ms.
Watkins' anonymous letter and supplemental materials. Accordingly, our document review and
interview process focused on those areas of concem and whether the facts raised by Ms. Watkins'
anonymous letter and suppl al materials pr d any new information as to those matters that
may warrant further independent investigation. Those areas of primary concern are as follows:

a. the apparent conflict of interests by Mr. Fastow's ownership in LIM;

b. the accounting treatment accorded the Condor and Raptor structures in Enron's
financial statements;

c. the adequacy of public disclosures of the Condor and Raptor transactions; and

d. the potential impact on Enron's financial statements as a result of the
Condor/Whitewing and Raptor vehicles because of the decline in value of the
merchant investments placed in those vehicles as well as the decline in the market

price of Enron common stock.

Our findings and conclusions with respect to each of these areas of concern are set forth
separately below.,

4, Conflict of Interest

Mr. Fastow actually organized two separate investment partnerships. The first, LIM-Cayman
L.P. ("LJM1"), was launched in June, 1999. The LJIM concept appears to have been fully discussed
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with the Office of the Chairman and was presented to and approved by Enron's Board of Directors
at a special meeting on June 28, 1999. That approval included the Board's waiver of Enron's code
of ethics to permit Mr. Fastow to act as the general partner of LIM1. The primary purpose for the
organization of LIM1 was to establish a non-Enron entity with which Enron could enter into a swap
transaction to hedge its investment in Rhythms NetCommunications. It was likewise recognized that
LIM might negotiate to purchase additional assets in Enron's merchant portfolio. LIM raised $16
million in outside equity, invested in a Raptor vehicle that entered into a swap for Rhythms
NetCommunications and also purchased a sufficient portion of Enron’s equity in the Cuiaba power
plant in Brazil to allow Enron to deconsolidate that project.

The second investment partnership — LIM2 Co-Investment, L.P. ("LJM2") — was organized
in October, 1999.) At an October 11, 1999 meeting of the Finance Committee of the Board of
Directors, Enron's activities with LIM1 were reviewed and the proposal for transacting business with
LIM2 was discussed and approved. The Board of Directors, at its meeting on October 12, 1999,
waived Enron's code of ethics to permit Mr. Fastow to serve as general partner of LIM2 and
established guidelines for Enron's transaction of business with LIM2. Those included: (i) no
obligation to do transactions between Enron and LIM2; (ii) the Chief Accounting and Risk Officers
would review, and where appropriate, approve transactions with LIM2; (iii) there would be an
annual review by the Board's Audit Committee of completed transactions or recommendations, as
appropriate; and (iv) there would be an annual review as to the application of the Company's code
of ethics to assure that such transactions would not adversely affect the best interests of the
Company.

The LIM2 partnership raised $349 million in equity from investors ranging from commercial
and investment banks, insurance companies, public and private pension funds and high net worth
individuals. LIM2 has engaged in approximately 21 separate transactions with Enron.

Pursuant to the Board's guidelines, special procedures were adopted and utilized for the
transaction of business with LIM. Those procedures included the preparation of a special LIM2
Deal Approval Sheet ("DASH") that would be prepared for every Enron/LIM2 transaction generally
describing the nature of the commercial transaction and the relevant economics. Approval was also
required by a variety of senior level commercial, technical and commercial support professionals.
DASH was supplemented by an LM approval process checklist testing for compliance with Board
directives for transactions with LYM2, including questions addressing the following:

. alternative sales options and counter-parties,

! The initial LM partnership was then referred to as "LIM1." LIM1 and LIM2 will
be referred to jointly as "LIM" unless there is a particular reason to distinguish between the two
investment partnerships.
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. determination that the transaction was conducted at arm's length,
. disclosure obligations, and
. review of the transaction by Enron's Office of the Chairman, Chief Accounting

Officer and Chief Risk Officer.

As part of these procedures, it also appeared that several additional controls were adhered
to. These included LIM senior management professionals never negotiating on behalf of Enron;
Enron professionals negotiating with LIM reporting to senior Enron professionals other than Mr.
Fastow; Enron Global Finance commercial, legal and accounting monitoring of compliance with
procedures and controls for regular updates for Chief Accounting and Risk Officers, and internal and
outside counsel regularly consulted regarding disclosure obligations and review of any such
disclosures.

Based on our review of the LJM Deal Approval Sheets and accompanying checklist, it
appears that the approval procedures were generally adhered to. Transactions were uniformly
approved by legal, technical and commercial professionals as well as the Chief Accounting and Risk
Officers. In most instances, there was no approval signature for the Office of the Chairman except
for several significant transactions. It also appeared that the LM transactions were reviewed by the
Audit Committee on an annual basis. At the February 7, 2000 meeting of the Audit Committee, all
LIM transactions occurring prior to that date were reviewed. A review of all the LJM transactions
during the following year was made at the February 12, 2001 meetings of both the Audit and
Finance Committees.

Based on our interviews with various Enron representatives, and notwithstanding the
foregoing guidelines and procedures that were adopted, conceris were expressed about the
awkwardness in LJM’s operating within Enron and two potential conflicts of interest. The
awkwardness arose from the fact that LIM’s professionals — primarily individuals reporting to Mr.
Fastow and Michael Koppers — were also Enron employees who officed in Enron space and worked
among Enron employees. Transactions were negotiated between Enron employees acting from
Enron and other Enron employees acting for LIM. Within Enron, there appeared to be an air of "
secrecy regarding the LIM partnerships and suspicion that those Enron employees acting for LIM
were receiving special or additional compensation. Although there was a Services Agreement
between Enron and LJM pursuant to which LM compensated Enron for the services of Enron
personnel and use of Enron’s facilities, this fact did not quell the awkwardness of the Enron
employees “wearing two hats.” Much of this awkwardness should be eliminated on a going-forward
basis, however, by reason of Mr. Fastow’s sale of his ownership interest in LIM effective July 31,
2001 to Mr. Koppers (who resigned from Enron prior to the transaction) and the complete separation
of LIM’s employees and facilities from Enron.
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The first area of potential conflict of interest voiced by several individuals was the risk that
undue pressure may be placed on Enron professionals who were negotiating with LIM because those
individuals would ultimately have their performance evaluated for compensation purposes by Mr.
Fastow in his capacity as Chief Financial Officer. In particular, Jeffrey McMahon stated that while
he was Treasurer of Enron he discussed this conflict directly with Mr. Fastow and Jeffrey Skilling,
and that the conflict was not resolved prior to his acceptance of a new position within Enron. Mr.
McMahon stated, however, that he was aware of no transaction where Enron suffered economic
harm as a result of this potential conflict.

The second potential conflict of interest identified by several individuals was that investors
in LJM may have perceived that their investment was required toestablish or maintain other business
relationships with Enron. Although no investors in LIM were interviewed, both Mr. Fastow and Mr.
McMahon stated unequivocally that they told potential investors that there was no tie-in between
LM inv and Enron busi: Moreover, Mr. Fastow stated that Merrill Lynch was paid a
fee for marketing LIM2 partnership interests and that a number of investors, such as private and
public pension funds and high net worth individuals, had no business relationship with Enron.

In summary, none of the individuals interviewed could identify any transaction between
Enron and LIM that was not reasonable from Enron’s standpoint or that was contrary to Enron’s best
interests. Conversely, the individuals interviewed were virtually uniform in stating that LIM
provided a convenient altemnative equity partner with flexibility that permitted Enron to close
transactions that otherwise could not have been accomplished. Moreover, both the awkwardness and
potential for conflict of interest should be eliminated on a going-forward basis as a result of Mr.
Fastow’s divestment of his ownership interest in the LJM partnerships.

5. Accounting Issues

As stated at the outset, the decision was made early in our preliminary investigation not to
engage an independent accounting firm to second guess the accounting advice and audit treatment
provided by AA. Based on interviews with representatives of AA and Mr. Causey, all material facts
of the Condor/Whitewing and Raptor vehicies, as well as other transactions involving LIM, appeared
1o have been disclosed to and reviewed by AA. In this regard, AA reviewed the LM solicitation
materials and partnership agreement to assure that certain safeguards were provided that would
permit LIM to be a source of third party equity in transactions conducted with Enron. AA likewise
reviewed specific transactions between Enron and LIM to assure that LIM had sufficient equity in
the transaction to justify the accounting and audit principles being applied.

The relationship between Enron and AA was an open one and, according to Mr. Causey,
Enron consults AA early and often on accounting and audit issues as they arise. AA concurs with
this statement, but points out that in certain of its accounting and audit treatment, it must rely on
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Enron's statement of the business purpose for specific transactions and Enron's vziuation of assets
placed in the Condor/Whitewing and Raptor structures.

Enron and AA representatives both acknowledge that the accounting treatment on the
Condor/Whitewing and Raptor transactions is creative and aggressive, but no one has reason to
believe that it is inappropriate from a technical standpoint. In this regard, AA consulted with its
senior technical experts in its Chicago office regarding the technical accounting treatment on the
Condor/Whitewing and Raptor transactions, and the AA partners on the Enron account consulted
with AA's senior practice committee in Houston on other aspects of the transactions. Enron may also
take comfort from AA's audit opinion and report to the Audit Committee which implicitly approves
the transactions involving Condor/Whitewing and Raptor structures in the context of the approval
of Enron'’s financial statements.

Following our initial interview with AA representatives you agreed with us that it was
desirable and appropriate to provide them with Ms. Watkins' anonymous letter and supplemental
materials so that AA could comment directly on specific allegations contained in those materials.
AA identified two allegations in particular that, if accurate, would affect their accounting and audit
treatment. Those allegations were, in effect: (i) There was a handshake deal between Mr. Skilling
and Mr. Fastow that LM would never lose money on any transaction with Enron; and (ii) LIM
received a cash fee in the Raptor transactions that completely recouped its investment and profit.

Mr. Fastow adamantly denies any agreement with Mr. Skilling or anyone else that LIM
would never lose money in transactions with Enron, and he recognized that such an agreement would
defeat the accounting treatment that was the very objective for the formation of LIM. Mr. Causey
is unaware of any such agreement and has seen no evidence of it.

Both Mr. Fastow and Mr. Causey acknowledge that LIM was to receive a cash fee for its
management of the Raptor vehicles in an amount not to exceed $250,000.00 annually for each
company, for a total of $1,000,000.00 for the four entities. AA was aware of Enron's payment of
these fees as well as other organizational costs of the Raptor entities, but these fees fall far short of
recouping LIM's investment in the Raptor entities. Both Mr. Fastow and Mr. Causey were quick to
point out, however, that in each Raptor vehicle the first transaction was a "put" of Enron shares
which was settled favorably to LIM prior to maturity, and as a result thereof, distributions were made
to LJM in amounts equal to or greater than its initial investment in those Raptor vehicles. AA is
aware of these transactions and is comfortable that, by reason of the applicable special purpose entity
accounting rules, the transactions do not undermine LIM's equity investment in the Raptor vehicles.

When questioned about her basis for these two allegations in her anonymous letter and
supplemental materials, Ms. Watkins acknowledged that she had no personal, first hand knowledge
of either allegation. Both were based solely on rumors that she heard during the two months she was
working in Enron Global Finance, and she was uncertain about any details of the alleged cash fee
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allegation. Notwithstanding the lack of any solid basis for the allegations. we think it is likely that
AA will seek some kind of assurance from Enron and perhaps from Messrs. Fastow and Causey that
no such agreement or cash fee payment occurred.

6. Adeguacy of Disclosures

Notwithstanding the expression of concern in Ms. Watkins' anonymous letter and supporting
materials regarding the adequacy of Enron's disclosures as to the Condor/Whitewing and Raptor
vehicles (which, to a large extent, reflect her opinion), AA is comfortable with the disclosure in the
footnotes to the financials describing the Condor/Whitewing and Raptor structures and other
relationships and transactions with LJM. AA points out that the transactions involving
Condor/Whitewing are disclosed in aggregate terms in the unconsolidated equity affiliates footnote
and that the transactions with LIM, including the Raptor transactions, are disclosed in aggregate
terms in the related party transactions footnote to the financials.

The concern with adequacy of disclosures is that one can always argue in hindsight that
disclosures contained in proxy solicitations, management's discussion and analysis and financial
footnotes could be more detailed. In this regard, it is our understanding that Enron's practice is to
provide its financial statements and disclosure materials to V&E with a relatively short time frame
within which to respond with comments.

7. Potential Bad Cosmetics

Concemn was frequently expressed that the transactions involving Condor/Whitewing and
Raptor could be portrayed very poorly if subjected to a Wall Street Journal exposé or class action
lawsuit. Factors pointed to in support of these concerns included (i) the use of Enron stock to
provide equity necessary to do transactions with Condor/Whitewing and Raptor; (ii) recognizing
earnings through derivative transactions with Raptor when it could be argued that there was no true
"third party" involved in those transactions; (iii) because both merchant investment value and Enron
stock have fallen, the Raptor entities may not be able to satisfy their obligations to Enron, thus
raising the question "Who ultimately bears this loss?"; (iv) the apparent conflict of interest issue
raises questions as to the valuation of assets sold to or that were the subject of transactions with
Raptor and the timing of those transactions, (generally at a point when the valuation was at a
historical high point).

8. Conclusions
Based on the findings and conclusions set forth with respect to each of the four areas of

primary concem discussed above, the facts disclosed through our preliminary investigation do not,
in our judgment, warrant a further widespread investigation by independent counse} and auditors.
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Our preliminary investigation, however, leaves us with concern that, because of the bad
cosmetics involving the LJM entities and Raptor transactions, coupled with the poor performance
of the merchant investment assets placed in those vehicles and the decline in the value of Enron
stock, there is a serious risk of adverse publicity and litigation. It also appears that because of the
inquiries and issues raised by Ms. Watkins, AA will want additional assurances that Enron had no
agreement with LIM that LJM would not lose money on transactions with Enron and that Enron paid
no fees to LIM in excess of those previously disclosed to AA. Finally, we believe that some
response should be provided to Ms. Watkins to assure her that her concems were thoroughly
reviewed, analyzed, and although found not to raise new or undisclosed information, were given
serious consideration.

We have previously reported verbally to Mr. Lay and you regarding our investigation and
conclusions and, at your request, have reported the same information to Robert K. Jaedicke, in his
capacity of Chairman of the Audit Committee of Enron's Board of Directors. At Dr. Jaedicke's
request, we gave a verbal summary of our review and conclusions to the full Audit Committee.
Should you desire to discuss any aspect of this written report or any other details regarding our
review of this matter, please do not hesitate to contact us at your convenience.

Very truly yours,

VINSON & ELKINS L.L.P.

By:
Max Hendrick, III

c Joseph C. Dilg
Houston 669423.1
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MEMORANDUM

TO: Enron File

FROM: Lowry A. Crook
DATE: January 20, 2002

RE: Interview of Rex Rogers

On January 18, 2002, Stuart Delery, Reed Brodsky, and Lowry Crook of Wilmer, Cutler
& Pickering (“WCP") spoke with Rex Rogers, Enron Corp.’s Vice President and Associate
General Counsel, at Enron’s Houston headquarters to gather information from him in order to
allow WCP to provide legal advice to the Special Investigative Committee of Enron’s Board of
Directors. Guy Petrillo and Kelli Landis of Swidler Berlin Shereff & Friedman were present and
represented Rogers.

This memorandum has been prepared by counsel in anticipation of possible litigation
arising from a Securities and Exchange Commission (“SEC”) investigation and any parallel or
related proceedings. This memorandum incorporates the mental impressions, analyses, and
opinions of counsel. As such. this memorandum is intended solely to assist counsel in providing
legal representations and advice to the Special Investigative Committee, and is not intended to
provide a substantially verbatim recital of Rogers’s statements. The interview is based on
WCP’s understanding of the facts and review of documents as of the date of the interview.
Furthermore, Rogers has not reviewed this memorandum. Therefore, this memorandum may
contain inaccuracies and the following discussion of certain events may be incomplete or lack

context.

Initially, Delery explained to Rogers that WCP represents the Special Investigative
Committee appointed by Enron’s Board to investigate cenain transactions between Enron and
related parties, and that we were speaking 10 him as part of that investigation. Delery stated that
WCP did not represent Enron’s officers or employees, including Rogers; that WCP views the
conversation as privileged but that privilege belongs to the Special Investigative Committee ot
Enron; and that the Special Investigative Committee or Enron, rather than Rogers, could decide
what to do with the privilege. Delery told Rogers that anything he told WCP would be conveyed
to the Special Investigative Committee, and that the information could be communicated to
others. such as Enron’s Board. others associated with Enron. the SEC, U.S. Anorneys’ Offices,
and other government investigators.

Delery explained that WCP's questions would focus on disclosures in Enron’s SEC
filings and proxy statements, on Enron’s disclosure process. and on corporate governance issues.
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I Background

Rogers received a Bachelor’s Degree in Business Administration from the University of
Texas in 1971; he received 2 J.D. from the South Texas College of Law in 1977; and he received
an L.L.M. from New York University School of Law in 1978.

Rogers worked at the SEC’s Fort Worth Regional Office and Houston Branch Office
from 1979 to 1984. He ultimately became Branch Chief of Enforcement; his focus was on
insider trading. In 1984, Rogers left the SEC and began working for 2 Houston law firm that is
now called Butler & Binion. where he did corporate finance work.

In 1985 Rogers began working at Houston Natural Gas, which eventually became Enron.
Rogers’s initial duties involved corporate securities compliance. Rogers is now Vice President
and Associate General Counsel at Enron Corp. He reports directly to Jim Derrick and has done
so since Derrick began working for Enron in 1991.

Enron’s legal staff is very decentralized. Although Enron and its affiliates at one time
employed more than 250 lawyers. Enron Corp., the parent company, only employs about ten
lawyers. Rogers supervises lawvers working in the following areas for Enron and all of its
subsidjaries: environmental, labor and employment, and employee benefits. Rogers also has
responsibility for Enron Corp.’s Public Utility Holding Company Act and information
technology (mostly trademark) issues. Finally, Rogers is involved in securities compliance for
Enron Corp. and its affiliates. 50-75% of Rogers’s time is spent managing and supervising other
artorneys. Rogers’s securities work for Enron has involved mostly “plain vanilla” debt and
equities issued by Enron Corp. Rogers was not involved in structuring, negotiating, or drafting
the related party transactions. Those functions were performed by other groups.

Rogers is responsibie for advising Board members and officers on Enron’s Code of
Ethics. Generally he answers questions relating either to securities trades or conflicts issues.

IL Rogers on Fastow

Fastow was difficult to work with. but Rogers had a satisfactory relationship with him.
Fastow did not call Rogers about issues; instead Fastow would have called his attomneys in Enron
Global Finance (“EGF™). Scott Sefton was the EGF General Counsel when the related party
transactions began. Although Sefion was diligent with regard to Enron issues, Rogers thinks
Fastow may have thought of Sefton as EGF’s or Fastow”s attorney, rather than Enron’s attorney.
Most people say that Fastow fired Sefion.

I11.  Presentation of LJM Concept to the Board

Rogers was present at the meeting when the LIM relationship was presented to the
Board. He anended the meeting because he thought it was important that the Board understand
the conflict and governance issues involved. Rogers does not recall attending any other Board
meetings involving discussions of LIM or other related party transactions. Fastow and Jeff
Skilling primarily presented the concept to the Board. Rogers believes that Ken Lay also
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anended. During the presentation. Fastow and Skilling discussed the fact that Enron had a big
appetite for capital. LM would be another source of capital and could be used for hedging.
They then discussed conflicts of interest and the difficulty of ensuring that wransactions were at
arm’s length and in Enron’s best interests. The lawyers were not concemed that the ransactions
would necessarily be substantively improper. Instead the concern was that the arrangement
presented a very real conflict of interest, that they needed to make sure the Board understood the
conflict. and that the Board would make sure the transactions were at arm’s length and approved.
The presenters stated that that the arrangement was legal, but that the Board should take note of
the potentiai public-relations and investor-relations impact. The Board was told that the
relationships would have to be disclosed specifically in the proxy statements ~ not because
anyone was concerned about disciosure issues at the time, but rather because they wanted to
emphasize appearance issues. Rogers thought that the Board would have a stronger reaction to
those issues. At the end of the meeting, the Board understood the conflict and their role in the
contro] process. Rogers does not remember the Board approving any specific transactions. Nor
does Rogers recall anyone discussing moving debt off of Enron's balance sheet. Rogers never
had the impression that the attractiveness of the proposition had anything to do with hiding debt
or moving it off Enron’s balance sheet, The rating agencies always focused on the company's
total picture, which included off-balance sheet debt.

Rogers does not believe he said anvthing at the Board meeting, because nothing anyone
else said at the meetir:g was incorrect — Fastow and Skilling just presented the facts. Rogers’s
initial reaction was that the arrangement was crazy, and he wondered why Enron would embark
on this course, but he knew that the arrangement could be done properly to make sure Enron's
interests were protected. After the meeting, Rogers atiempted to educate management on the
corporate policies and need for controls. For example, he corrected several people who referred
to “potential conflicts”; Rogers noted that the arrangement was in fact a conflict, not just a
potential one, and that management and the board needed to focus on controls to make sure that
the conflicts did not lead to any transactions that would be adverse to Enron’s interests. Rogers
also corrected people who referred to “waiving” Enron’s ethics policy. Rogers pointed out to
management that Enron would not be “waiving” its policy: Enron would actually be applying it.
By granting approval, the Enron Board would be finding that the LJM relationship or transaction
in question was not adverse to Enron’s interests. Rogers was the only one who got excited about
these semantics; the discussion in the Board minutes reflected Rogers’s semantic distinctions.
Rogers never raised the issue of Fastow’s potential liability 10 LYM's investors because it was
only Enron's interest that Rogers was worried about.

IV.  June 1999 Meeting with Lay, Skilling, and Fastow on LJM and RhythmsNet

Rogers does not remember anending such a meeting. The Board meeting, which
occurred perhaps in Spring 1999. was the only meeting he remembers attending with Lay,
Skilling, and Fastow during that time period at which LJM was discussed. He does not
remember RhythmsNet being discussed there.
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V. Lawyers’ Roles in Structured Financial Transactions

Structured financial transactions have always been handled by 2 separately headed legal
department. Most of those transactions originated at Enron Capital & Trade Resources ("ECT™).
which was Andy Fastow’s and Jeff Skilling’s old group. The lawyers who worked on those
transactions were also in ECT. Kristina Mordaunt worked on the transactions until she moved to
Enron Broadband Services. Sefion also worked on these wransactions when he headed the lega!
department at EGF. He was replaced by Jordan Mintz. In-house counsel at EGF. supported by
outside counsel, worked on and drafted the documents and disclosures for the related party deals.

V1.  Enron Policies and Procedures

1. General Conflict Issues and Procedures

Sharon Butcher, Enron’s Corp.’s Assistant General Counsel, worked with outside counsel
on Enron's compliance and ethics policies. They tried to maintain a cutrent set of policies for
Enron. When questions arose. employees would take them to their group’s general counsel, who
in turn would go to Rogers.

Under Enron’s ethics code. any activity that would result in an actual or potential conflict
(e.g. board, officer, or emplovee remunerati~n from any company doing business or potentially
competing with Enron) required a written request for permission from the Chairmman. Enron’s
Code of Conduct does not require Board approval for every related party transaction. Rogers
answered questions regarding the ethics code, but the employee still had to submit a written
request to the Chairman, who had to find that the transaction was not adverse to Enron's
interests, There was no form; most requests were made by letter. Rogers did not advise Lay
with regard to these determinations. and he did not know if any other lawyers advised Lay if or
when these jssues arose.

2. Enron’s Initial Procedures Regarding LJM Transactions

The LIM] arrangement was the first time that the type of related party governance issues
we are dealing with arose a1 Enron. The attorneys working on the related party transactions
handled the artendant governance/conflict issues. Rogers does not know whether Mordaunt was
involved in specific transactions. but she was aware early on of Fastow’s dual roles for Enron
and LJM. Sefton made an inina! effort to put 1ogether forms and circulate them for approvals.
These forms were refined and eventually became the LJM Approval Sheets. When the
transactions began. Rogers did not know much about the related party transactions until the
quarterly report was issued.

3. LIM2's Private Placement Memo

The first related party document that Rogers remembers commenting on was a private
placement memo for LIM2. Rogers believes that Kirkland & Ellis prepared the memo on behalf
of LIM2. That memo just “appeared out of the blue ” Whoever created the memo was not
rying to hide it, but they did not know 10 distribute it to a wider group. Someone at ECT,
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probably a lawyer, asked Rogers if he wanted to take 3 look at it, and he answered yes. Rogers
asked Bob Baird at Vinson & Elkins (“V&E™ to review and comment on the memo: Rogers
believes that Sefton was on vacation when the memo appeared. Baird gave the memo a
significant review and numerous issues became apparent.

Rogers’s atiention was directed 10 an ¢-mail dated October 4. 1999. from Baird to Seftor,
Rogers. and Ron Astin of V&E. containing comments by Baird on the private placement memo,
alo;g with some handwritten reactions to the comments in the margin. Rogers stated that the
handwriting was not his: he beiieved that the writing was Sefton’s. Baird had discussed the
private plazement memo at great length with Sefton. Rogers discussed the memo separately with
Baird and briefly with Sefton.

The initial draft memo appeared 1o have had no input from Enron attorneys. Rogers
thought the memo made the LIM2 private placement appear to be an Enron offering. it gave the
incorrect impression that Enron was obliged to bring deals with LIM2, and it included some
unintentional misrepresentations. Together they edited and cleaned up the memo so that it would
not appear to be an Enron offering or to imply an Enron obligation to bring deals with LIM2.
Rogers is not sure whether he saw the final draft, but the next couple of drafts cleared up these
problems. This memo’s problems gave rise to heightened concerns about the LIM conflicts and
deal approval process.

4. Development of LIM Approval Sheets

Shortly afier the experience with the flawed LIM2 private placement memo, Sefton
circulated forms for LJM Approval Sheets. Their purpose was to establish layers of review for
the LIM related party transactions. The LIM Approval Sheets were to be reviewed by:

o Rick Buy. the Chief Risk Qfficer (“CRO"™). Buy was to review the related party
deals just as he would review any Enron transaction. He was to perform a normal
risk analysis. which is primarily a quantitative analysis that Rogers did not exactly
understand. But Buy was to have a heightened sensitivity to potential conflict
problems.

e Rick Causev. the Chief Accounting Officer (“CAO™). Causey was 10 review the

related party deals before they closed and assess how the deals would affect
Enron’s financial statements.

o Skilling. Rogers understood that the LJM Approval Sheets would require
Skilling’s approval. Skilling was to personally approve the structures and
Fastow's role. At the time these transactions began, Skilling was the COO and no
one anticipated the volume of LJM-related transactions that would occur. As this
volume increased and Skilling was promoted to CEO, Skilling probably had to
rely heavily on Buy and Causey.

o Rogers. Rogers informed others that he would not be reviewing the wransaction,
and that he was only signing with regard to the sheets’ statement that the

EC2 000000702



431

PRIVILEGED AND CONFIDENTIAL
ATTORNEY WORK PRODUCT
ATTORNEY CLIENT COMMUNICATION
DRAFT
transaction was required to be disclosed in the proxy statermnent because of the

amount invoived (see below).

When the LIM Approval Sheet form was first circulated. Rogers was surprised to see that
his approval was required. Rogers called Sefion and asked why Rogers was included on the
LIM Approval Sheet when he had not been a part of and had not reviewed the LIM wransactions.
Sefion said that Fastow wanied Rogers's name on the LJM Approval Sheet so that Rogers could
review whether the transaction required proxy disclosure. Rogers replied that the threshold for
disclosure was $60,000, and that he knew already that every single transaction would therefore
require disclosure. In addition. Rogers said that he could not perform a proper review and
approve the transactions without hiring at least four more lawyers. Rogers therefore asked to be
removed from the approval list. Sefion said he would remove Rogers’s name from the list, but

Sefion never did so.

After Rogers complained to Sefion, Rogers began signing the LM Approval Sheets
without reviewing the underiying transaction. He told others (but not Buy or Causey) that he
was not reviewing the transactions and that he was only signing as to the statement that the
transaction would require proxy disclosure. Accordingly, Rogers did not spend any time on the
LIM Approval Sheets: he just reviewed whether the deals exceeded $60,000. Rogers saw the
LJM Approval Sheets as informational - a way to keep tabs on the wansactions. Rogers is not
proud of the fact that he signed the LJM Approval Sheets without reviewing the transactions, and
he wishes that he had not done so. He does not know why he did not cross his name out or leave

them unsigned.

Rogers expressed reservations about signing to Mintz. Rogers did not express
reservations to Buy because he did not have much interaction with Buy. Rogers never told Buy
or Causey that his signature meant only that the transaction would require proxy disclosure.
Rogers did decide that he would sign only after Causey and Buy; one role his review played was
1o make sure that both Causey and Buy had approved the transactions. On several occasions,
Rogers sent the LJM Approval Sheet back for Buy's and Causey’s signature before he would

agree to sign it.

Rogers believed that it was most important to have the CRO and CAO review and sign
off on the transactions. Buy was known to commercial people at Enron as an intemal cop. He
could kill deals, and he did 2 good job of scrutinizing them. Rogers never witnessed Buy under
any pressure to approve an LIM transaction because the transaction involved Fastow. If Buy's
group approved a deal. Rogers believed it was fair to Enron. Rogers also believed that Causey
had high integrity. Rogers understood that the CAO examined the transactions, anticipated how
they would be booked. and decided on appropriate financial disclosure. Therefore, if both Buy
and Causey approved deals. Rogers felt confident that they were at arm’s length and in Enron’s
best interest. And before the wransactions reached Causey or were even signed. Enron and
Andersen would have considered the accounting issues, because Enron had what was called
“real-time accounting.” and the Andersen auditors practically lived at Enron. Indeed, Rogers
believed that some of the accounting issues were vented all the way up to Andersen’s highest
levels. Finally, EGF's lawyers and V&E were heavily involved in the transactions.
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Rogers would be disappointed, however. if anyone claimed that they had relied on the
fact that Rogers signed the LIM Approval Sheet. Rogers did not discuss the LJM Approval
Sheets with Derrick, Most discussions regarding the LIM Approval Sheets would have occurred
at later meetings that Mintz called to discuss transactions or the process.

S. The Board’s Role in the Process

From the beginning. the Board was not required to approve every transaction. Unless
Board approval was required for some other reason. a related party transaction was not submitted
10 the Board until the Audit Committee reviewed all the LJM transactions after-the-fact. Enron’s
policies required that the Chairman approve related party ransactions, but Rogers does not know
who obtained approval from the Chairman, or whether anyone obtained the Chairman’s

approval.
6. Changes in the Approval Process Under Mintz

Although Sefton was diligent, his successor, Mintz, was a bit more diligent, concerned,
and communicative than Sefion. As a result, Rogers became more involved with LJM issues
when Mintz took over Sefton’s position. Mintz would usually send his LIM-related questions to

Astin, but copy Rogers.

Mintz was the first 1o raise the need for new procedures regarding these transactions.
Mintz sought 1o review and improve the approval procedures. Rogers was in favor of a new
policy conceming LJM because the deals involved an exccutive officer and CFO, and the
conflict was therefore fairly significant. Rogers, Mintz, Derrick, and Astin met to discuss these
issues. The purpose of the meetings was not to discuss accounting issues or the propriety of the
transactions; rather, the purpose was to discuss new policies and procedures to ensure that the
transactions were at arm’s-tength and would not be disadvantageous to Enron’s interests. Much
of the meetings involved discussions of peoples’ roles in the process.

Rogers's attention was directed 10 a February 28, 2001 e-mail from Mintz to Derrick,
Rogers, Astin. and Rob Walls. along with an attached agenda for a March 7, 2001 meeting called
a“Legal Review of Enron’s Transacting with LTM.” Rogers stated that he remembered only one
meeting in Derrick’s office: it was called by Mintz. Rogers does not remember Walls attending
the meeting. Mintz just wanted to make sure that Derrick and Rogers understood the procedures
in place regarding LJM. The purpose of the meeting was not to question specific LM
transactions or discuss their financial treatment. Rather, the purpose was to discuss policies and
procedures for documenting deals and ensunng that LIM transactions were truly at amm’s-length.
Mintz asked whether Enron was attempting 10 negotiate the deals with other parties. Mintz
believed that Enron should be doing so. The meeting’s participants reiterated the importance of
the reviews by Buy and Causey and of reporting back to the Board so that the Board could
understand the volume and terms of the LJM transactions.

Around that time. Rogers told Bob Butts in Enron’s accounting office that the SEC would
be reviewing Enron soon because Enron had not been reviewed since 1997. Butts agreed.
Rogers knew that the SEC would closely scrutinize the LJM transactions when they found out
that the CFO was involved with LIM, and he conveved this view to Butts. Rogers asked if
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evervone was prepared for that scrutiny. and Butts responded that they knew the scrutiny was
coming.

Rogers did not implement the procedures for approval of particular LJM transactions. He
may have been part of other discussions or meetings concerning a few LJM transactions, but
those meetings involved reviewing transactions already in place. rather than transactions that
were in the process of being structured.

At some point they became aware that employees on Enron’s payroll were negotiating on
LJM’s behalf. They decided that the issue needed to be addressed. Eventually those employees
were dedicated to LIM. though they continued to work at Enron until the Summer of 2001. At
that point, Kopper replaced Fastow as the managing member of LIM1 and LIM2's general
partners, and the people working for LIM moved across the street from the Enron building.

7. Other Issues

Although much has been made about Fastow and LIM, there were many structured
financings not involving LJM. Enron also made poor investments because its finance plan was

poor.

Rogers had no knowledge of the tax indemnification relating to the Chewco buyout.
VII. The Proxy Statement Preparation Process

The preparation of the proxy involved a smaller group of people than the preparation of
the 10-Q and 10-K. Rogers thought that, although the process sounds disorganized, it actually
functioned fairly eff.ciently. Lawyers in Rogers’s group drafied the bulk of the proxy statement.
However, because the proxy was based on disclosures from the deal lawyers, Rogers’s lawyers
functioned largely as information gatherers. Kriste Sullivan, a labor and employment lawyer
who works for Rogers. and Carol Essig, a paralegal, circulated schedules and collected
comments on the draft proxies. Drafting the proxy was a team effort involving three lawyers on
Rogers’s staff. input from the Benefits office. and heavy input from outside counsel.

Astin worked on the proxy because Derrick and Rogers had much confidence in him and
trusted him to be straight. Astin understood that he was also protecting Derrick.

VIII. Related Party Transaction Disclosures in the Proxy Statements

1. The Officer and Director Questionnaires

The Corporate Secretary’s office circulated Officer and Director questionnaires (“O&D
questionnaires”), which were designed in part to elicit information about related party
transactions. Rogers was not involved in preparing the O&D questionnaires. Elizabeth
Labanowsky, Vice President in Enron Property & Services legal department, prepared them. In
the past, Enron had a more extensive questionnaire, but it just tracked the SEC’s language and
was very difficult to read and understand. Over the vears, V&E worked with Enron to streamline
the questionnaire and make it easier 1o use.
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Sullivan and Essig were responsible for collecting the O&D questionnaires. However.
they were more focused on compensation issues than related party transactions. The officers and
directors tend to need help providing the information sought in the forms: the initial O&D

questionnaire responses were often not sufficient.

Fastow had so many transactions requiring so much information that Rogers's group did
not wait for Fastow's O&D questionnaire. Lawvers in Fastow’s group and outside counsel at
V&E who worked on these deals provided the information to begin the disclosure drafting

process.

Rogers's antention was directed to an Addendum dated February 23, 2000, which was
antached to Fastow's fiscal vear 1999 O&D questionnaire. Rogers was not involved in preparing
the language for this addendum. but he did read it after it was signed. However, Rogers does not
recall seeing the addendum before the fiscal year 1999 proxy was released. He had much less
involvement with this questionnaire because it was prepared during Sefton’s tenure, and Sefton
did not communicate with Rogers as much as Mintz did. Rogers does not agree with the form of
the addendum today. although this does not mean that the disclosure was inappropriate. The
addendum recommends in several places that the reader discuss the transactions with Sefion.
The addendum was consistent with Fastow’s style: he viewed the questionnaires as a pain, so
instead of taking responsibility and answering for himself he took the unorthodox approach of
referring the reader to his lawyer.

Rogers’s attention was then directed to an Addendum dated March 12, 2001, which was
anached to Fastow’s fiscal vear 2000 O&D questionnaire, aiong with an e-mail exchange among
Astin, Rogers, and Mintz. dated March 9-12. 2001, which discusses the addendum. Rogers
reviewed the addendum before it was signed, but he thought the approach to the addendum
(having the questionnaire refer to the proxy) was totally backwards. In addition, Rogers thought
that Fastow should answer the question and send it to the lawyers, rather than having the lawyers
fill it out for him. Moreover. the answer did not disclose Fastow's compensation. Mintz was the
person who was given the responsibility of going back to Fastow with the addendum, because
Mintz was the one who had a relationship with Fastow.

Other directors did not approach the O&D questionnaires this way. If a director did not
fill out the questionnaire properly. then someone from Enron would go back to them to get a
complete answer. However. other related party transactions or holdings were generally much
smaller - somewhere closer 10 $70.000. Pug Winokur. for example, was a principal in an oilfield
services company to which Enron paid $300.000. Winokur did not know the arnount, but he
knew his role, so he got the figures from Enron.

Rogers does not remember discussing whether someone should tel] Fastow that his
response to the questionnaire was inadequate. Nor does Rogers recall discussing the inadequacy
of Fastow's addenda with Derrick: Rogers doubts that Derrick ever looked at any O&D
questionnaire other than his own. The only comments on Fastow’s addendum that Rogers recalls
were in the e-mail exchange
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2. Drafiing and Revision of the Disclosures

The Global Finance lawyers working on the individual transactions prepared the initial
draft related party transaction disclosures. Sefton. and later Mintz. took a first shot at drafting
these disclosures. They probabiy had help from Astin at V&E.

The proxy statements went through many drafts. and the related party transaction portion
was the most difficult to write. The draft related party disclosures were circulated widely. In
addition to Rogers. the Financial Reporting/Accounting group would receive copies. including
Buns, Gary Peng. and Jan Johnson ~ all of whom worked on the 10-Qs and 10-Ks. That group
reports ultimately 1o Causey. V&E received early drafts and may have heiped prepare some
initial drafts. Copies would also have been shared with Fastow and probably with the
commercial people who worked on the Enron transactions. Derrick received later drafts.

Sullivan and Essig. who collected the comments, coordinated with Global Finance on the
related party disclosures. The only portion of the proxy that Rogers’s group did not keep the
master copy of were the related party disclosures. Comments regarding LIJM transactions went
first to Mintz or Sefton. because Sullivan would not have known much at all about the LTM
arrangements. In addition. Enron’s culture is such that Fastow would never communicate
directly with Sulfivan. Mintz did a good job of coliecting EGF's comments on the related party

disclosures.

Rogers's attention was directed to a memo re Proxy Schedule and Responsibilities dated
January 18. 2000. from Sullivan and Clement Abrams to distribution. It stated that Peng had
responsibility for “Numbers for related transactions with officers and directors, and
“Peng/Sefton’ had responsibility for “Related Transactions with Directors and Executive
Officers.” Rogers’s attention was also directed to a similar memo dated January 18, 2001, which
also stated that Peng had responsibility for related transactions numbers, but that “Peng/Mintz”
had responsibility for “Related Transactions with Directors and Executive Officers.” Rogers
explained that it made sense thai Peng would be responsible for putting together and verifying
the related party numbers. That was part of Peng’s job on the 10-Qs and 10-Ks, and the
information in the proxy and the financial staternent footnotes should not be inconsistent. Sefion
was responsible in particular for information regarding the LIM related party transactions.
Rogers does not recall approving the division of responsibility, but he felt sure that he reviewed
these responsibility memos and did not see anything wrong with them.

3. Rogers’s Role

Rogers's attention was directed to an e-mail dated February 13, 2001 from Mintz to
Sullivan and Abrams. It attached a draft LJM disclosure and stated that the draft “has not vet
been reviewed by Messrs. Astin and Rogers: their advice is critical before finalizing.” Rogers
stated that he did not remember any detailed conversations regarding LIM related parry
disclosures on the proxies. Rogers assumes that there were many conversations between or
among Fastow. Miniz. and Astin. Rogers spoke with Mintz and Astin regarding disclosures, but
he never did his own due diligence on the underlying transactions. Rogers does not remember
whether he had comments on the draft LIM disclosures for either the FY 1999 or FY 2000
proxy. If Rogers did have comments or questions. they would have been communicated in a
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mark-up. Rogars generally thought the disclosures were difficult to understand. Surprisingly,
the jonger drafis that were circulated early in the process were even more difficult to understand

Rogers affirmed that he understood Regulation S-K's standards that applied to the proxy
disclosures. However, Rogers spent more time on other parts of the proxy — for example the
_ompensation disclosures. Rogers relied very heavily on Astin and V&E for meeting the S-K
standards with regard to the LJM disclosures because Astin. unfike Rogers or Rogers’s staff. had
actually worked on the transactions at issue. Rogers also relied on Butis and Anderser.,
Nevertheless, those disclosures were centainly a part of Rogers's responsibility if at the end of
the day they were wrong.

Rogers was satisfied that Enron had an adequate process in place for identifving related
party transactions requiring disclosure. Rogers explained to EGF (including Sefton and
afterwards Mimz) that every transaction between Enron and LIM would be disclosed in the
proxy statement. EGF kept a record of those deals and provided an overview and initial draft
disclosure for each transaction. V&E was to review the disclosures for transactions they worked
on, with an eve 1o making sure the facts were correct. Rogers does not recall if any other firms
reviewed LIM disclosures for transactions that they happened to work on. The accounting staff’
at Enron also reviewed the disclosures. Then Rogers reviewed them. Rogers did not use the
LIM Approval Sheets in reviewing the disciosures; he did not keep copies or forward them.
However. Rogers understood that Peng, Butts. and Andersen received copies of the LM
Approval Sheets.

Rogers viewed himself as the gatekeeper who reviewed the proxy statements before
filing. He made the final comments on the drafts. Derrick was looking 1o Rogers to protect the
Company with regard to the securities issues arising out of disclosure of the LIM transaction, but
evervone was relying heavily on outside lawyers, accountants, and EGF. If there tumed out to
be a material omission in any of Enron’s disclosures. Rogers thinks Derrick would be
disappointed with him for missing it.

4. Others’ Roles in Related Party Disclosures
a. Fastow
Fastow was the primary person required to sign off on the portions of the proxy
statement, including the rejated party transactions. that involved him. Sefion 10ld Rogers that

Fastow wanted to see drafis of the related panty discussion in the proxy statements. Rogers
assumes Fastow reviewed the drafts during Mintz’s tenure as well.

& Other Enron Officers

Enron officers had an opportunity to look at the proxy siatement, but they probably just
relied on the judgment of the accountants and lawvers.

¢. Board Members
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Board members received the final drafis of Enron’s annual reports. 10-Ks. and proxy
statemnents. The Board was attentive 10 the proxy statement: Rogers beiieves that they read it
quite thoroughly. However. Rogers never got any feedback from the board regarding LJM
disclosures. He is not sure how much the Board focused on the related party disclosures, but
they were certainly educated with regard to the issues raised. Rogers found the Board 1o be
conscientious, competent, and most members cordial.

d. Vinson & Elkins

V&E's Astin has worked on structured finance deals in recent vears. Mark Mens, who
now works at Enron, was his predecessor. Mark Spradling has also worked on these deals, but to
a jesser extent. Enron has generally relied on Baird for securities law advice over the vears, but
Enron looks to Astin for advice on structured finance deals.

V&E reviewed draft proxy statements and disclosures early in the process. They had
worked on the underlying transactions and Enron had relied on them for years to review Enron’s
filings. Rogers would not be surprised if V&E assisted in preparing some initial drafts.

e. Andersen

Andersen was on the distribution list and saw draft proxy statements early in the process.
Although Andersen does not audit compensation figures. Enron asked Andersen to provide
comfort regarding those figures. Rogers believes that Andersen spent a lot of time reviewing the
related party disclosure portion of the proxy statement to make sure it was not inconsistent with
the related party portions of the SEC filings. However, Andersen may not have paid the same
degree of attention to the proxies as to the SEC filings.

Andersen would have given any comments to the financial reporting group. If that group
did not understand the comments. they would have forwarded them to Sefion and eventually to
Rogers.

S Review by other securities lawyers?

When asked if there were other Enron attorneys with securities law expertise who
reviewed the proxies’ related party disclosures. Rogers named Sefton, who had worked on
securities law issues at Fulbright & Jaworski in Houston before coming to Enron. Rogers also
named Lance Schuler, Vice President and Assistant General Counse! of Enron North America, as
having knowledge of securities laws. though Rogers does not know whether Schuler worked on
any of the proxy statements. And Carol St. Clair, who worked at Baker & Botts before coming
to Enron, had some securities experience but was not a securities lawyer. Finally, Rogers
speculated that other lawyers in EGF may have had securities backgrounds, though they would
not necessarily have reviewed draft proxy statements with an eye toward securities law issues.

5. Fastow’s Compensation

Rogers recalls discussions in 2 meeting sometime in early 2001 of whether anyone knew
the amount of compensation Fastow was receiving from the LIM transactions, and whether they
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could find that information out. Rogers was concerned about this issue. He thought it made
sense that they could not calculate Fastow’s LIM-related compensation for 1999 because the
transactions had not been completed vet. Astin and Mintz were convinced that the decision not
1o disclose Fastow's compensation for 2000 was technically correct. but Rogers asked them why
they did not know the amount. Rogers was not sure whether they did not know the amount
because Fastow did not say, or because Mintz could not figure it out.

The figure that was eventually revealed was staggening: it far exceeded whar they thought
Fastow could be making. Rogers believes that if they had known how much Fastow was making
from the arrangement. they would have tried harder to get a figure and disclose it. The size of
Fastow’s earnings affected the degree of the conflict. Rogers was asked whether the large dollar
amounts involved in the related entities led anyone to speculate that compensation set at a
reasonable percentage of the transactions would turn out to be a very large figure. Rogers
answered that they had focused on the procedures rather than the figures that ultimately emerged
from the transactions. Rogers also pointed out that, even as late as the Enron Board meetings in
Fall 2001, the audit committee did not know what Fastow’s compensation was. Rogers admitted
that in hindsight he should have pressed the issue more. Rogers believed that Fastow probably
had a fiduciary obligation to say what his compensation was.

Rogers, Mintz. and Astin also discussed at their meeting in early 2001 that they did not
want Enron and Fastow to continue 1o do these deals. As lawyers, they were concerned that the
CFO serving in these dual roles could open Enom up for criticism. They discussed advising
Enron and Fastow not to continue to do these deals. Rogers believes that this meeting occurred
after the 2000 proxy was released in early 2001, Afier the meeting, Rogers viewed it as Mintz's
job 1o follow up with Fasiow regarding his compensation. Rogers did not recall anvone
discussing raising the issue with the Chairman's office. Rogers remembers that Astin discussed
disclosure of Fastow's compensation but that V&E ultimately signed off on the decision not to
disclose.

Afier the meeting. Mintz prepared his March 28. 2001 memo to Fastow. [t warned
Fastow that there was no possible legal argument for not including Fastow’s LIM-related
compensation in the fiscal year 2001 proxy statement. It also provided the justification for not
including Fastow’s compensation in the fiscal year 2000 proxy that had just been released.
Rogers's attention was directed to a copy of the March 28, 200! memo from Mintz to Fastow.
The second page of the March 28. 2001 memo stated that “[t]he decision not to disclose in this
instance was a close call: arguably, the more conservative approach would have been to
disclose.” Rogers did not recall Astin saying the decision was a “close call,” but everyone had
the sense that while the decision was not misleading and while it comported with Regulation S-
K. ltem 404, it was not the conservative call. No one said the disclosure was adequate; and no
one said it was inadequate. In hindsight, it would have been better to have disclosed Fastow's
compensation.

Rogers attention was directed 10 a copy of an April 16, 2001 memo from Mintz 1o Cliff
Baxter, Mark Mets. and Causey. The April 16. 2001 memo. with the subject “Proposed Sale of
Enron Wind to LJM - Disclosure Issues.” summarized the SEC’s safe-harbor which would allow
Enron to avoid proxy disclosure of the transaction, but “noted that it is untikely that compliance
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with such safe-harbor would also provide us with a basis for not disclosing such transaction for
financial statement purposes (i.e. 10Q/10K).” Rogers did not recall being involved with this
memo, and he noted that it was sent afier the 2000 proxy statement was released.

Ultimately. Fastow soid his interest in LIM. Rogers speculated that growing negative
reactions from the invesiment community may have prompted Fastow's decision. Rogers
speculated that Fastow’s decision could also have been prompted by the waming in Mintz's
memo that Fastow's compensation would be disclosed in the following vear's proxy statement.

IX.  Fiscal Year 1999 Proxy Statement (May 2, 2000)

1. Fastow Compensation

Rogers’s atiention was directed to the “Cenain Transactions™ section of the fiscal year
1999 proxy staternent, dated May 2, 2000 (“FY 1999 Proxy™), particularly to the disclosure of
Fastow’s interest in LJM1 and 1.JM2 on pages 26 and 27. The disclosure states that the general
partner of LJM1 and LIM2 is entitled 1o receive a percentage of the profits in excess of the
general partner’s total proportion of the total capital contributed to LIMI and LIM?2. Rogers
stated that this disciosure was drafted by Sefion, with a lot of assistance from V&E. Rogers did
not recall specific discussions concerning this disclosure.

2. RhythmsNet Unwind

Rogers did not recall discussing or being aware of the RhythmsNet unwind until after the
proxy was issued. Nor did Rogers recall anyone discussing amending the FY 1999 proxy to
reflect the transaction.

3. Aggregation of Transactions

Rogers’s attention was directed 1o the FY 1999 Proxy's reference on page 26 1o “six
transactions.” Rogers did not recall why the transactions were aggregated rather than described
separately, but he felt certain that the agpregation must have been the result of a conscious
decision among Sefton, Astin. and the accounting group. Rogers was not part of the decision.

Rogers was not aware of any Enron policy against disclosures identifying counterparties
to agreements with Enron. Rogers did not think it made a difference 1o the accountants whether
counterparty names were disclosed. Rogers instead recalis people discussing the complexity of
the transactions and the fact that the disclosure was difficult to understand. EGF and V&E
drafted the disclosure. and it was reviewed and commented upon by Fastow, the accountants, and
Rogers. The disciosure went through many. many drafts. but the more people wrote, the more
difficult it became to understand. Rightly or wrongly, the committee of people working on the
disclosure opted for a shorter version; the longer versions were just as confusing.

4. MEGS and Nowa Sarzyna Repurchase
Rogers was not aware of Enron’s March 2000 repurchase of LIM?2's interests in MEGS

and Nowa Sarzynz at the time they issued the proxy statement.
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5, “Second Half of 1999™

Rogers s aitention was directed 10 2 sentence On page 26 of the FY 1999 Proxy that
describes LIMI and LIM?C transactions as occurring “[i]n the second half of 1999." even though
most of the transactions occurred toward the end of Decemoer 1999. Rogers explained that he
did not have a soiid grasp of the transactions. and he did not know' that most of the transactions

occurred in Decernber 1999
6. LIM Management Fees

Rogers was not aware of or involved in any discussions about disclosing LIM's
management fees.

7. $38.5 Million Loan from Whitewing Sub

Rogers's atention was directed to the portion of the FY 1999 Proxy (pages 26-27)
describing the “eighth transaction.” which was a §38.5 million loan from a Whitewing subsidiary
te LIM2, Rogers did not know why the transaction was disclosed in the proxy staternent but not
in Enron’s financia! statements. He had not discussed the issue with anyone.

X.  Fiscal Year 2000 Proxy Statement (May 1, 2001)

1. Repurchases

Rogers was not aware of any Enron repurchases from LIM1 or LIM2 at the time the
proxy was released. Rogers explained that the proxy was time-sensitive and many other things
were happening at the same time. 50 he had to rely on the group that focused on these

transactions.
2. RhythmsNet

At the t:me the proxy was issued. Rogers was not aware that in 2000 LJM Swapsub was
given a put that was in-the-money. Rogers does not remember any discussions conceming
disclosures of tie unwind.

Rogers's attention was directed to a memo re “Related-Party Proxy Disclosures” dated
April 6, 2001. from Miniz 1o Fastow. The memo stated that the Fiscal Year 2000 Proxy
Statement (“FY 2000 Proxy™) did not disclose Fastow’s compensation because the 1999
RhythmsNet transaction settled “under conditions permitted in the original agreement,” and there
was thus no new transaction between Enron and LIM1 in need of disclosure. Rogers explained
that V&E made this determination. Rogers was asked how the put on Enren stock that LIMI
received in 2000 squared with this analvsis. Rogers stated that he was not aware of the
omissions until everyone began working on the 8-K this Fall. Given what Rogers now knows
about the put. hs believes that disclosing Fastow’s compensation should at least have been

discussed.
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3. Omission of The New Power Co. (“TNPC™)

Rogers does not recall any conversations regarding amending the FY2000 Proxy to
reflect TNPC. Rob Eikenroht one of the lawyers in Rogers's group. worked on the TNPC
transaction, so Rogers knew about that transaction.

Rogers’s attention was directed 1o two documents that appear to be transcripts of
voicemails. which were attributed to Rogers and dated March 23, 2001. Both refer to an LJM
investment in New Power Holdings that was missed. one states that the proxy would not be
amended unless the omission was a “fatal flaw.” and both state that the speaker would be
prepared to argue that the proxy should not be amended because the investment was not material.
Rogers did not recali these voicemails coming from him. He felt cenain they did not come from
him because he would not have used the phrase “gone gosling” in the first voicemail, and he
would not have known the figures that were discussed in the second voice mail. He said that he
did not know what these voicemails were talking about.

XI. The 10-Q and 10-K Preparation Process

Rogers's role with the 10-Qs and 10-Ks was similar to his role with the proxy statements.
No 10-Q or 10-K was filed without Rogers having a chance to review it and provide comments.
For Derrick's benetit Rogers would have to be comfortable with the disclosures before they
were released. However. the initial related party disclosures were drafted by the lawyers who
worked on the indiidual deals. And the 10-Q and 10-K process differed from the proxy
preparation process in the sense that Peng and Butts collected the information and circulated the
drafts. In addition. z large team of lawyers, accountants, and finance people reviewed these
disclosures. Rogers placed great reliance on these other experts. Rogers saw his role as making
sure all the right people had reviewed the financial statements before they were filed; he derived
comfort from the process and the people involved, rather than from his own investigation of the

matter.

Rogers never personally obtained or reviewed backups for the financial statements, but
he is aware that those working i the financial reporting group received them. Rogers
remembered on at least one occasion hand-delivering comments to Johnson and/or Peng and
discussing a specific transaction. but Rogers never did so in depth. Rogers’s primary concern
was ensuring checks and balances so that the drafting of the disclosures was not limited only to
people at EGF.

The process for capturing transactions in the 10-Ks was no different from the process for
the 10-Qs. They underwent the same level of review from Andersen, V&E, and internal counsel.
Rogers always found the Andersen people very cordial but tough.

Rogers and his group were more directly involved with the legal sections of these
financial statements — especially the initial paragraphs in the 10-Ks and the litigation
contingency foomotes. Rogers Jrafted these sections and vave them to Peng before Peng
circulated his inutial drafi. Geavrally Peng would send Rogers the previous quarter’s footnote
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and ask Rogers to update it. Andersen picked over these sections very thoroughly. even though
they involved lezal rather than rinancial statements.

XI1. Issues Reluted to Particular 10-Qs and 10-Ks

1. 2d Quurter 1999 10-Q (August 13, 1999)
a. “Senior officer”

Rogers's atiention was directed 1o the reference to “[a] senior officer of Enron™ in
footnote 8 on page 15 of the 10-Q for the 2d Quarter 1999. Rogers’s comments to the draft
suggested that Fastow's name be added to the disciosure, but Rogers did not press the manter.
Rogers did not recall why the disclosure did not name Fastow. He remembered asking about the
issue: the accountants responded that the reference to 2 “senior officer” peinted out the conflict,
and that the ruie did not require more disclosure. In any event, Rogers did not think the issue
was very important after the FY 1999 Proxy disclosed Fastow’s name.

b, Clariry and descriptiveness of disclosures

Making these related party footnotes at all clear was a difficult chailenge from the outset.
Rogers remembers discussing with Astin whether the underlying transactions were accurately
disclosed and expiained. Astin used to joke that the footnote could be made more clear but that
doing so would take fifty pages. - Rogers said that they should attempt to provide a clear
explanation. even 11 that took 1en pages. Rogers believes that he raised the clarity issue with the
Enron accountants as well. but the end result 'vas that nobody was abie to make the disclosures
understandable. Rogers does not recall conversing with Andersen directly on this issue. The
disclosure never reached ten pages. but at the end of the day the lawyers and accountants became
comfortable with the amount ot explanation.

¢. Management representation

Rogers’s attention was directed 1o the following statement on footnote 8, page 15 of the
10-Q for the 2d Quarter 1999: "Management believes that the terms of the transactions were
reasonable and no less favorable than the terms of similar arrangements with unrelated third
parties.” Rogers did not remember who drafted the statement.

However, Rogers did remember discussing that it was materially important to inciude an
affirmative management represeniation in the related party footnote. Rogers believed that if the
transaction was not at arm’s length or not it Enron’s best interest, then that fact had to be
disclosed. If the transaction was at arm’s length and in Enron’s best interest. then it made sense
to affirmatively say so: omiming such a representation just begs the question. Rogers believed
that Andersen agreed with that approach.

Rogers did not know wheiher the accounting literature required a certain Jevel of factual
basts for making this managemunt representation. Rogers did not recall having any direct
conversations with Andersen about this issue. If Enron’s approval and control policies for LM
transactions weve followed. the representation ought 1o be true. While Rogers did not review the
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deals himself, Rogers understoud that the lawyers and auditors were to review the DASHs and
the deal terms. Rogers was not sure how the auditors and lawvers determined that Enron could
not have done better on deals with an unrelated third party. EGF’s mantra was that these deals
probably could not have been dane at all with an unrelated third party. much iess done better.
But Rogers was not sure whether any third parties were actually approached. In meetings among
lawyers, they discussed how to Jocument that the transactions were reasonable and no less
favorable than with third parties. At some point both Mintz and Rogers asked about the backup
for the representations. In response, the commercial people represented that the deals met the

standard.

Rogers’s attention was directed 1o a single page prepared by WCP that shows the
changes that each financial statement made to the previous statement’s management
representation. Rogers could not remember why the changes were made. He believed he was
asked to comment on the changes. but he did not recall instructing anyone to make changes, and
he did not remember any specitic comments. Rogers would not have recommended substantive
changes that softened the representations, because he was not sufficiently familiar with the
underlying deals 1o know whether such changes would be required. Rogers did not know
whether someone was making « conscious attempt to change the substance of the
representations. Rogers’s attention was directed to the 1999 10-K’s dropping of the term
“reasonable.” Rogers did not recall any conversations to the effect that Enron could not
represent that transactions were reasonable. Rogers speculated that he would have asked Sefion
or Mintz about the changes.

2. 1999 10-K (March 28. 2000)
«. RhythmsNet vptions

Rogers’s atention was directed to the first paragraph of footnote 16 on page 34 of the
1999 10-K, which states in par: that Enron received “centain financial instruments hedging an
investment ... " Rogers did not know why these words were used in the 10-K, while the 10-Q
for the 3rd Quarter 1999 had relerred to the transaction as a “put.”

b. Aggregation of $360 million LIM?2 acquisition of Enron “merchant assets
and investments”

Rogers did not know wiy the transactions were aggregated or how they were different.
Rogers raised the issue of disclosing the purpose of these transactions, but he did not know at the
time how much debt the transa.iions were moving off the balance sheet.

¢. LIM? Cuiabu transaction
The relaied panty footnote describes this transaction as the acquisition of “other assets
from Enron for S11 million.” Rouers may have made inquiries regarding this transaction, but he
did not remember any lengthy discussions. Rogers did not remember anyone considering or

discussing disclosing that these “other assets™ were Cuiaba.

d. Chewco
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Rogers’s attention was Jisected to the statement that “an officer of Enron has invested in
the limited partner of JEDI and from time to time acts as agent. . .." Rogers could not
remember who the term “office:” described: he speculated that it referrsd 1o Michael Kopper.

This disclosure Jdid not raise any red flags at the time.
e. Undisclosed LJM service agreement

Rogers was asked why tne service agreement between Enron and LJM was not disclosed.
He did not think that he was aware of the agreement at the time the 10-K was filed.

3. 1st Quarter 2000 10-QQ (May 12, 2000)
«. RliythmsNer trunsaction

Rogers’s attention was Jirected to the disclosure of the put option relating 10 the
RhythmsNet transaction in footnote seven to the financial statements of the 10-Q for the 1st
Quarter 2000. Until he began v orking on the 8-K in the Fall 2001, Rogers did not understand
that Enron gave LJM the put option at no charge despite the fact that the put was already in-the-
money by several dollars per share.

b. $10 mitlion loan to LIM2

Rogers’s atiention was directed to the last sentence in paragraph | of footnote 7. stating
“Enron advanced LJM 310 mill:on. at = market rate of interest.” Rogers did not know whether
anything was done to verify that the loin was at market rate. Enron’s accountants and Andersen
had the responsibility of reviewinyg and verifying this statement.

¢. Undisclosed transactions

Rogers belicved that Enron disciosed any LIM1 or LIM2 transactions that he knew about
at the time. Rogers was not aware of a rule that transactions between LIM1 or LIM2 and
unconsolidated aftiliates did not have to be disclosed in 10-Qs or 10-Ks. If there were
transactions that were not discivsed. Rogers did not know why that would have occurred.

4, 2d Quarter 2000 10-Q (August 14, 2000)
a. Raptor disclosures

Rogers was not involved in dratuing the disclosures regarding Raptor. Rogers’s
involvement with Raptor was limited to attending a single meeting on Section 16 issues
regarding Raptor buying or selling in general.

Sefton was ut Enron during Raptor's genesis; he worked closely with Astin on Raptor
issues. Rogers did little more ti.un review draft disclosures as they were exchanged. Rogers did
not understand the Raptors. There were discussions at which people asked how the public could
understand the Raptor disclosure> if Enron’s own people could not understand them. It was a big
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challenge to try to make the Ruptor disclosures clear. Despite many drafts, Enron as a company
did not succeed in making the <isclosures understandable.

After the initial draft Rap:or disclosures prompted questions. there was a brief, general
discussion within Enron of disciosing Raptor in the Management Discussion & Analysis
(“MD&A") because Raptor wa- so difficult to describe clearly in the footnotes. Rogers
speculated that someone may hive spoken with Astin about whether Raptor was required to have

been disclosed in the MD&A.
b. “Limited partuers . .. unrelated to Enron”

Rogers’s attention was Jirected to the second sentence in the first paragraph of footnote
7, stating that “[t}he limited pariners of the Related Party are unrelated to Enron.” Rogers did
not know who drafted or inserted this language. Nor did Rogers know what the language was
referring to. He noted that other investors in LJM were not related to Enron, though he thought
this was an obtuse way of saying that. Rogers stated that those at EGF who worked on these
disclosures had to rely on information from Fastow; they did not have access to LIM’s limited
partner agreements. Rogers did not know whether anyone at EGF requested to review those

agreements.
5. 2000 10-K (March 31, 2001)

Rogers's attention was .iirected to the third paragraph of footnote 16 regarding related
party transactions in the 10-K (v 2000, which describes a $500 million revenue recognition from
Raptor-related derivatives. Royers did not remember any discussions about the magnitude of the
transaction and revenue recogmiion. Rogers speculated that there would have been discussions
between Astin and Mintz. but he could not recall any specifically.

6. 1st Quarter 20601 10-Q (May 14, 2001)
a. Review by “sciior risk officers” and the Board

Rogers’s attention was directed to footnote 8 regarding related party transactions in the
10-Q for the first quarter 2001. und the statement in the first paragraph that “{a]ll transactions
with the Related Purty are approved by Enron’s senior risk officers as well as reviewed annually
by the Board of Directors.” Ruvers did not know what prompted this new representation.
Rogers believed that Enron could have made that representation in earlier 10-Qs or 10-Ks,
because their procedures had been in place since the beginning of these related party
transactions. Rogers was not surz why it referred to “officers”™ in plural. The term refers to Rick
Buy; Rogers speculated that it . uld be referring to Buy's staff as well. These transactions also
had 10 receive approval from C.usey. but Rogers did not know why Causey would be called a
“risk officer” rather than “accounting otficer.”

Rogers aiso understoo that the Board or the Board's audit committee was reviewing the
transactions, though he would iy ¢ 10 check the Board minutes to confirm that.

-20- EC2 000000717



446

PRIVILEGED AND CONFIDENTIAL
ATTORNEY WORK PRODUCT
ATTORNEY CLIENT COMMUNICATION
DRAFT

b. Raptor restructuring

Rogers did not recall ti:25¢ transactions. At the time of the disclosures. Rogers did not
have a good undersianding of 11¢ transactions being disclosed. He tried 1o get up to speed. but
he had 1o rely heavily on outsiae counsel and those familiar with the transactions. At that time
Rogers did not know that Enro: would have 1o recognize a $360 million loss if they did not

restructure.
XII1. Analyst Calls

[nvestar Relations verea the analyst calls. with assistance from the accounting group and
Fastow's group as necessary. The legal group assisted to a lesser extent. The people in Investor
Relations are sophisticated: most have a CPA or financial analyst background. The substance of
the calls is up to them. After R2gulation FD was adopted. Rogers's group tried to educate
Investor Relations as 10 its reguirements. Rogers believes that Enron probably acted consistently
with Reguiation FD even befors it was adopted. He held a slide presentation on fair disclosure
each January. Rogers did not + 2t Investor Relations’ disclosures with respect 1o the related
parties.

In normal times. Rogers would receive from Investor Relations a list of items to be
discussed on the analyst calls. He did not always see the Q& A script.

With regard to the 3rd Quaner 2001 conference call. Rogers kad an opportunity to review
the Q&A script and Rogers bel:eved that it is likely he did so. Rogers heard that Lay said all
LIM transactions were reviewc.i by the Board. Rogers did not know whether anything was done
to substantiate that statement. Loy's assertion was not completely consistent with the Enron
policy, which provides thar the :runsactions would have been reviewed at the end of the year.
Rogers believes that on this suticct Lay may have deparied from the script; he does not believe
that statement was in the written Q&A.

XIV. Insider Trading

Derrick and Rogers are responsible for overseeing Enron’s insider trading policy.
Enron’s securities trading policy is part of its Code of Ethics: it tracks 10b-5. The policy consists
of two standards. First, no one at Enron can trade if he or she has material. non-public
information. Second. executives have lock-out periods during which they cannot trade shares.

1. Executives

The executive lock-oul poiicy extended beyond just officers covered by Section 16; it
also applied to Enron’s Management Commiuee. Although many of these people were not
“setiing policy” us defined by >.ction 16. they were senior people who had access to important
information.

Although the executive~” iock-cut period was not rigid. as a practical matter it began a

minimurn of 2-3 weeks before Fnron’s earnings release. Enron did not have set safe harbor
trading windows Jor execus; ause there was always loo much happening at the company.

S
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Prior to the third quarter 2001, there were few probiems with the lock-out periods
because earnings were generaliy positive. Therefore. executives might not be restricted from
selling during the normal lockout perioc if Derrick and Rogers knew that the earnings release
would be positive. Mark Koens.y. the Executive Vice President for Investor Relations, generally
had a very good sense of how lne invesunent community would react to an earnings reicase, At
the end of the third quarter 200!, however, they did not know what the eamnings release was
going to look like: the write-oi7 issue was decided late in the process. Because of this
uncertainty, executive trading was not blocked until “pretty close™ to the earnings release.
Rogers could not remember with any more precision the date on which trading was blocked.

The method of applyiny the insider trading policy to executives was simple: they could
not trade unless they obtained trade-specific approval from Derrick or Rogers. Each general
counse! was supposed to inform Derrick of any material events that occurred. Then, if an
executive wanted to trade. he ur she would call Derrick and ask for permission; if he or she could
not reach Derrick. then Rogers would get the call. Rogers and Derrick sometimes talked about
insider trading restrictions and block-outs on a daily basis. If Rogers was uncertain about
approving a trade when he received the call, he would advise the executive not to trade until he
or she talked to Derrick. If Derrick or Rogers cleared a trade, then that clearance was normally
good until the end of the day. |1 something came up before the end of the day, the onus was on
Derrick or Rogers to call the executive back and revoke the clearance. Because the clearance
was by phone call. there was no wrinten record kept of refusals or approvals. Rogers did not
keep a log; he may have noted something in his notepad at the time of the call, but he would not
have retained that.

Derrick communicated iznron’s policy regularly at management committee meetings.
Rogers believes that the executis s were diligent; he knows of no violations of the pre-clearance
policy. He believes that the exceutives under the most scrutiny right now were generally the
most diligent.

2. Non-Executive Empioyees

For non-¢xecutives. Envon relies on self-policing. Rogers sometimes received calls from
members of this self-policing croup asking for permission to trade.

There was no company -wide blackout in the third quarter 2001. Rogers remembers
speaking with Butts and Koeniy about the upcoming earnings report during that time, but the
write-off was decided fairly latc in the process. As a result. they did not change the policy or
send out a firm-wide memo revarding trading prior to the earings release.
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