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ENRON CORP.

Iltem5. Oher Events.

Enron Corp. (NYSE: ENE) is providing information to investors concerning several
i nportant matters:

o] A required restatenent of prior period financial statenents to
reflect: (1) recording the previously announced $1.2 billion
reduction to sharehol ders' equity reported by Enron in the third
quarter of 2001; and (2) various incone statenent and bal ance
sheet adjustnents required as the result of a determ nation by
Enron and its auditors (which resulted frominformation made
available fromfurther review of certain rel ated-party
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transactions) that three unconsolidated entities should have been
consolidated in the financial statenments pursuant to generally
accepted accounting principles. The restatenent is outlined in
TABLE 1;

o] Enron intends to restate its financial statenments for the years
ended Decenber 31, 1997 through 2000 and the quarters ended March
31 and June 30, 2001. As a result, the previously-issued
financial statenents for these periods and the audit reports
covering the year-end financial statements for 1997 to 2000
shoul d not be relied upon;

o] The accounting basis for the $1.2 billion reduction to
shar ehol ders' equity nentioned above;

o} The Special Conmittee appointed by Enron's Board of Directors to
review transacti ons between Enron and rel ated parti es;
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o] I nformation regarding the LIJML and LIJM2 limted partnerships
formed by Enron's then Chief Financial Oficer, the former CFO s
role in the partnerships, the business relationships and
transacti ons between Enron and the partnerships, and the econonic
results of those transactions as known thus far to Enron, which
are outlined in TABLE 2; and

o] Transacti ons between Enron and ot her Enron enpl oyees.

The restatenents di scussed bel ow affect prior periods. After taking into account
Enron's previously disclosed $1.2 billion adjustnment to sharehol ders' equity in
the third quarter of 2001, these restatenments have no effect on Enron's current
financial position.

As used herein, "Enron" neans Enron Corp. or one or nore of its subsidiaries or
affiliates. The dollar anpbunts and percentages set forth herein are rounded
anounts and percentages.

1. Background on Special Purpose Entities and Rel ated-Party Transacti ons

Enron, |ike many other conpanies, utilizes a variety of structured financings in
the ordinary course of its business to access capital or hedge risk. Many of
these transactions involve "special purpose entities," or "SPEs." Accounting
gui delines allow for the non-consolidation of SPEs fromthe sponsoring conpany's
financial statenents in certain circunstances. Accordingly, certain transactions
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bet ween the sponsoring conpany and the SPE nmy result in gain or |oss and/or
cash flow being recogni zed by the sponsor, comonly referred to by financia
institutions as "nonetizations."

LJM Cayman, L.P. ("LJM.") and LIJM2 Co-Ilnvestnent, L.P. ("LIM2") (collectively
"LIJM') are private investnment |linmted partnerships that were formed in 1999.
Andrew S. Fastow, then Executive Vice President and Chief Financial Officer of
Enron, was (frominception through July 2001) the nanagi ng nenber of the genera
partners of LJML and LJM2. Enron believes that the LIJM partnershi ps have as
limted partners a significant nunber of institutions and other investors that
are not related parties to Enron. These partnerships are a subject of the

Special Conmittee's investigation and it is possible that the Commttee's review
will identify additional or different information concerning matters descri bed
her ei n.

2. Restatenent of Prior Period Financial Statenents

Enron will restate its financial statenents from 1997 to 2000 and the first and
second quarters of 2001 to: (1) reflect its conclusion that three entities did
not nmeet certain accounting requirenents and shoul d have been consolidated, (2)
reflect the adjustnment to sharehol ders' equity described below, and (3) include
prior-year proposed audit adjustnents and reclassifications (which were
previously determ ned to be immterial in the year originally proposed).
Specifically, Enron has concluded that based on current information:
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o] The financial activities of Chewco Investnents, L.P. ("Chewco"),
a related party which was an investor in Joint Energy Devel opnent
I nvestnents Linmted Partnership ("JEDI "), should have been
consol i dat ed begi nning in Novenber 1997;

o] The financial activities of JEDI, in which Enron was an investor
and whi ch was consolidated into Enron's financial statenents
during the first quarter of 2001, should have been consoli dated
begi nning i n Novenber 1997; and

o} The financial activities of a wholly-owned subsidiary of LJM,
whi ch engaged in derivative transactions with Enron to permt
Enron to hedge market risks of an equity investnent in Rhythns
Net Connections, Inc., should have been consolidated into Enron's
financial statenments beginning in 1999.

The effects of the restatenents are outlined in Table 1. A description of the
restatements follows the table.

TABLE 1
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DOLLARS I N M LLI ONS, EXCEPT PER SHARE AMOUNTS
1ST QTR 2ND QTR 3RD QTR
1997 1998 1999 2000 2001 2001 2001
Net income as reported $ 105(a) $ 703 $ 893 $ 979 $ 425 $ 404 $ (618)
Rest at ement s:
Consol i dation of JEDI and Chewco (45) (107) (153) (91)
Consol idation of LIML subsidiary -- -- (95) (8)
Raptor equity adjustment
Prior year proposed audit
adj ustments and reclassifications (51) (6) (2) (33) 17 5 (17)
NET | NCOME RESTATED 9 590 643 847 442 409 (635)
Di | uted EPS as reported 0.16 1.01 1.10 1.12 0.49 0. 45 (0.84)
DI LUTED EPS RESTATED (0.01) 0. 86 0.79 0.97 0.51 0. 46 (0.86)
Recurring net income as reported 515 698 957 1,266 406 404 393
Rest at ement s:
Consol i dation of JEDI and Chewco (45) (107) (153) (91)
Consol idation of LIML subsidiary -- -- (95) (8)
Raptor equity adjustment
Prior year proposed audit
adj ustments and reclassifications (51) (6) (2) (33) 17 5 (17)
RECURRI NG NET | NCOME RESTATED 419 585 707 1,134 423 409 376
Diluted recurring EPS as reported 0.87 1.00 1.18 1. 47 0.47 0. 45 0.43
DI LUTED RECURRI NG EPS RESTATED 0.71 0.85 0.87 1.33 0. 49 0. 46 0.41
Total assets as reported 22,552 29, 350 33,381 65, 503 67,260 63, 392
Rest at ement s:
Consol i dation of JEDI and Chewco 447 160 187 (192)
Consolidation of LIML subsidiary -- -- (222) -- -- --
Raptor equity adjustment -- -- -- (172) (1,000) (1,000)
Prior year proposed audit
adj ustments and reclassifications (79) (87) (147) (364) (1, 249) 247
TOTAL ASSETS RESTATED 22,920 29,423 33,199 64,775 65, 011 62, 639 61, 177(b)
Debt as reported 6, 254 7,357 8,152 10, 229 11, 922 12,812
Rest at ement s:
Consol i dation of JEDI and Chewco 711 561 685 628
Consol idation of LIML Subsidiary - -- --
Raptor equity adjustment
Prior year proposed audit
adj ustments and reclassifications
DEBT RESTATED 6, 965 7,918 8,837 10, 857 11,922 12,812 12,978(b)
Equity as reported 5,618 7,048 9,570 11, 470 11,727 11,740
Rest at ement s:
Consol i dation of JEDI and Chewco (262) (391) (540) (810) -- --
Consol idation of LIML subsidiary - -- (166) 60 60 60
Raptor equity adjustment -- -- -- (172) (1,000) (1,000)
Prior year proposed audit
adj ustments and reclassifications (51) (57) (128) (242) (286) 11
EQUI TY RESTATED 5, 305 6,600 8,736 10, 306 10,501 10,811 9, 491(b)

(a) After effect of significant contract restructuring charge totaling
$463 million (after tax)

(b) Represents estimated bal ances pendi ng conpletion of Septenber 30, 2001
financial statements

A Rest at ement Number 1
Enron's deci sion that Chewco should be consolidated begi nning in Novenber 1997

is based on current information that Chewco did not neet the accounting criteria
to qualify as an unconsolidated SPE. As a result of Chewco's failure to nmeet the
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criteria, JEDI, in which Chewco was a |linted partner, also did not qualify
for nonconsolidation treatnent. Because of

-5-

those consolidations, Enron's prior-year reported debt anpunts will be increased
by both JEDI's and Chewco's borrow ngs. The net effect will reduce Enron's
prior-years' reported net inconme and sharehol ders' equity anpunts. In addition
Enron's net incone is reduced for specific JEDI revenues previously allocated to
Chewco, relating to the appreciation in value of Enron stock, which elinmnate
upon consolidation. This, in effect, reduces Enron's share of JEDI's earnings.

B. Restatenent Nunber 2

Enron's decision that the LIML subsidiary should be consolidated in 1999 and
2000 is based on Enron's current assessnent that the subsidiary did not qualify
for nonconsolidation treatnent because of inadequate capitalization

Accordi ngly, Enron now believes that the hedging transactions in which Enron
engaged with the LIML subsidiary (related to Enron's investnent in the stock of
Rhyt hms Net Connections, Inc.) should have been consolidated into Enron's
financial statements for 1999 and 2000. This consolidation has the effect of
reduci ng Enron's net inconme in 1999 and 2000 and sharehol ders' equity in 1999
and increasi ng sharehol ders' equity in 2000, thus elimnating the incone
recogni zed by Enron on these derivative transactions.

C. Restatenent Nunber 3

As discussed in Section 3 below, concerning Enron's recent disclosure of a $1.2
billion reduction to shareholders' equity in the third quarter of 2001

sharehol ders' equity will be reduced by $172 mllion beginning as of June 30
2000, and by an additional $828 million beginning as of March 31, 2001, to
properly record notes receivable (described in Section 3 below) as a reduction
to equity.

D. Restatenent Nunber 4

The restatenents will also include prior-year proposed audit adjustnments and
reclassifications which were determned to be immterial in the year originally
proposed.

3. Accounting Basis for $1.2 Billion Reduction in Sharehol ders' Equity
Enron's previously-announced $1.2 billion reduction of sharehol ders' equity
primarily involves the correction of the effect of an accounting error nmade in

the second quarter of 2000 and in the first quarter of 2001. As described in
nore detail below, four SPEs known as Raptor I-1V (collectively, "Raptor") were
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created in 2000, permtting Enron to hedge market risk in certain of its

i nvestnments. (LJM2 invested in these entities, but the related-party nature of
the transaction is not relevant to the accounting correction). As part of the
capitalization of these entities, Enron issued conmon stock in exchange for a
note receivable. Enron increased notes receivable and sharehol ders' equity to
reflect this transaction. Enron now believes that, under generally accepted
accounting principles, the note receivabl e should have been presented as a
reduction to shareholders' equity (simlar to a shareholder [oan). This
treatment woul d have resulted in no net change to sharehol ders' equity. The net
effect of this initial accounting entry was to overstate both notes receivable
and sharehol ders' equity by approximately $172 mllion (which represented |ess
than 2% of sharehol ders' equity at the tine) in each of the second quarter
third quarter, and year-end financial statements of Enron for the year 2000

In the first quarter of 2001, Enron entered into contracts with Raptor that
coul d have obligated Enron to issue Enron common stock in the future in exchange
for notes receivable. Enron

accounted for these transactions using the accounting treatnent described in the
precedi ng paragraph. This resulted in an additional overstatenment of both notes
recei vabl e and sharehol ders' equity by $828 mllion. As a result of these
errors, shareholders' equity and notes receivable were overstated by a total of
$1 billion in the unaudited financial statenents of Enron at March 31 and June
30, 2001.

In the third quarter of 2001, Enron purchased LIJM2's equity interests in Raptor
for $35 million. As previously discussed, Enron accounted for this transaction
as a reduction to Enron shareholders' equity and notes receivable by $1.2
billion. Enron recorded a $200 million equity reduction (which was part of the
$1.2 billion reduction) related to the excess of the fair value of contracts

del i verabl e by Enron over the notes receivable recorded in sharehol ders' equity,
as adj usted.

Prior period financials will be restated to adjust sharehol ders' equity for al
peri ods affected as shown in Section 2

4. The Special Committee

Based on various reports and information concerning Enron's transactions with
certain related parties, on October 31, 2001, the Board of Directors el ected

Wl 1liam Powers, Dean of the University of Texas School of Law, to the Board, and
appoi nted Dean Powers as Chairman of a newly fornmed Special Conmittee of the
Board to conduct an independent investigation and review of transactions between
Enron and certain related parties. The Special Committee al so was charged with
taking any disciplinary action that it deens appropriate, conmunicating with
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the Securities and Exchange Comm ssion (which has commenced a fornal

i nvestigation of these nmatters), and recommending to the Board any other
appropriate actions. The other nenbers of the Special Conmittee are independent
directors Frank Savage, CEO of Savage Hol dings LLC, Paulo Ferraz Pereira,
Executive Vice President of investnent bank G oup Bozano, and Herbert S

W nokur, Jr., Chairmn and CEO of Capricorn Hol dings, Inc

The Special Conmmittee has retained the law firmof WIlner, Cutler & Pickering as
its counsel. The firm s representation is led by WIlliam R MLucas, fornmer head
of the Division of Enforcenent of the SEC. Wl mer, Cutler has retained Deloitte
& Touche to provide related accounting advice to the law firm The Specia
Comrmittee's reviewis inits early stages. It will include an analysis of both
the underlyi ng substance and busi ness purposes of the transactions, as well as
an analysis of their financial inmpact on Enron and, to the extent information is
avail able, on the related parties. The duration of the Special Commttee's
review, and the ultimate results of that review, have not yet been detern ned
While the information provided herein reflects Enron's current understandi ng of
the relevant facts, it is possible that the Special Committee's review wil
identify additional or different information concerning these matters.

5. The LIM Linmted Partnerships and Transactions with Enron
A. The LJM Part nershi ps.

As di scussed above, LIJML and LIJM2 are private investnment |imted partnerships.
Enron believes that, under the LIJML and LIJM2 limited partnership agreenments (as
with many sinilar agreenents in private equity investing), the general partners
are entitled to receive a percentage of the profits in excess of their portions
of total capital contributed to the partnerships depending
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upon the performance of the partnerships' investnents. Enron also believes that
the general partners are entitled to receive annual nmanagenent fees based in
part on fornulas that take into account the total anmount of capital conmmtted
and/or invested by the limted partners. Enron now believes that M. Fastow

received in excess of $30 nmillion relating to his LJM managenent and investnent
activities. Enron believes that the initial capital commtnments to LIJML were $16
mllion, and the aggregate capital commitnments to LIM2 were $394 nillion

LIJML and LIJM2 were described to the Enron Board of Directors as potentia

sources of capital to buy assets from Enron, potential equity partners for Enron
i nvestments, and counterparties to help mtigate risks associated with Enron

i nvestments. The Board al so was informed that LIJML and LIJM2 intended to transact
business with third parties. Prior to approving M. Fastow s affiliation with
LIJML and LJM2, the Board determ ned that M. Fastow s participation in the
partnershi ps woul d not adversely affect the interests of Enron. The Board
approved the initial transaction with LIJML and recogni zed that Enron may (but
was not required to) engage in additional transactions with LIML..

The Board directed that certain controls be put into place relating to M.

Fastow s invol venent with the partnershi ps and transacti ons between Enron and
the partnerships. The Board required revi ew and approval of each transaction by
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the O fice of the Chairman, the Chief Accounting O ficer and the Chief Risk

O ficer. The Board al so recogni zed the ability of the Chairman of the Board to
require M. Fastow to resign fromthe partnerships at any tine, and directed
that the Audit and Conpliance Conm ttee conduct annual reviews of transactions
bet ween Enron and

-10-

LIJML and LIJM2 conpl eted during the prior year. Whether these controls and
procedures were properly inplenmented is a subject of the Special Conmittee's
i nvestigation.

Enron believes that, as of July 31, 2001, M. Fastow sold his interests in LIM
and LJM2 to M chael J. Kopper, and that M. Fastow ceased to be the managi ng
menber of their general partners. Prior to that time, M. Kopper reported to M.
Fastow as a non-executive officer of an Enron division. Enron believes M.
Kopper resigned from Enron i mmedi ately before purchasing M. Fastow s interests
in LJM. M. Fastow is no |longer working for Enron

B. General Summary of LJM Transacti ons.

From June 1999 t hrough Septenber 2001, Enron and Enron-related entities entered
into 24 business relationships in which LJML or LIJM2 participated. These

rel ati onshi ps were of several general types, including: (1) sales of assets by
Enron to LIJM2 and by LIJM2 to Enron; (2) purchases of debt or equity interests by
LIJML or LIJM2 in Enron-sponsored SPEs; (3) purchases of debt or equity interests
by LIJML or LIJM2 in Enron affiliates or other entities in which Enron was an

i nvestor; (4) purchases of equity investnents by LIJML or LIJM2 in SPEs designed
to mtigate market risk in Enron's investnents; (5) the sale of a call option
and a put option by LIM2 on physical assets; and (6) a subordinated loan to LIM
froman Enron affiliate. The financial results of these transactions are

summari zed in Table 2 bel ow.

-11-
TABLE 2

UNAUDI TED SUMVARY OF LJM TRANSACTI ONS
(I'N M LLI ONS)

<Caption>
I MPACT OF LJM
CASH AND TRANSACTI ONS
LIM OTHER VALUE LIJM NET ON ENRON' S
| NVESTMENT RECEI VED BY LJM CASH FLOW PRE- TAX EARNI NGS
2001:
Sal e of Assets $ -- $ -- $ -- $ 0.7

Purchases of Equity/Debt in
Enron- Sponsored Special Purpose
Entities -- 52.5 52.5

Investments in Enron Affiliates 3.4 49.7 46. 3
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Portfolio Special Purpose Entities

Call Option

Transactions with LJM and Other Entities
Transaction with LIM and Whitewi ng

Tot al

2000:

Sal e of Assets

Purchases of Equity/Debt in
Enron- Sponsored Special Purpose
Entities

Investments in Enron Affiliates

Portfolio Special Purpose Entities

Call Option

Transactions with LJM and Other Entities

Transaction with LIJM and Whitewi ng

Tot al

1999:

Sal e of Assets

Purchases of Equity/Debt in
Enron- Sponsored Special Purpose
Entities

Investments in Enron Affiliates

Portfolio Special Purpose Entities

Call Option

Transactions with LJM and Other Entities

Transaction with LIJM and Whitew ng

Tot al

Summary Total s:

Sal e of Assets

Purchases of Equity/Debt in
Enron- Sponsored Special Purpose
Entities

Investments in Enron Affiliates

Portfolio Special Purpose Entities

Call Option

Transactions with LIJM and Other Entities

Transaction with LIJM and Whitew ng

Tot al

Estimated Fair Value of Existing
LIM I nvest ments

(a)

Page 9 of 16

75.5 75.5 (166.2) (a)
$ 3.4 $ 177.7 $ 174.3 $(165. 5)
$ 30.0(b) $ 32.4 $ 2.4 $ 86.6
100. 7 64.4 (36.3)
66.5 19.3 (47.2)
127.1 148.5 21.4 517.9(a, c)
11.3 12.5 1.2
7.5 11.7 4.2
40.3 (40.3)
$ 383.4 $ 288.8 $ (94.6) $ 604.5
$ $ $ $
73.8 15. 4 (58. 4) 2.4
44.5 1.0 (43.5) 16.9
64.0 95.2(d) 31.2 119.5(c)
38.5 38.5
$ 182.3 $ 150.1 $ (32.2) $ 138.8
$ 30.0 $ 32.4 $ 2.4 $ 87.3
174.5 132.3 (42.2) 2.4
114. 4 70.0 (44. 4) 16.9
191.1 319.2 128.1 471.2
11.3 12.5 1.2
7.5 11.7 4.2
40.3 38.5 (1.8)
$ 569.1 $ 616.6 $ 47.5 $ 577.8

The pre-tax earnings inpact

of transactions with LIJM2 through the

Rapt or SPEs was approximately $532 million in 2000 and $545 million
for the nine nonths ended Septenber 30, 2001. During 2000 and the
ni ne nmont hs ended Septenber 30, 2001, the Raptor SPEs hedged | osses
related to Enron investments of $501 million and $453 mllion

respectively. The 2001 pre-tax earnings anmount

pre-tax charge in the quarter
the term nation of the Raptor

Thi s anmount

(b)

excl udes a seller

of approximately $70 mllion

ended Septenber

SPEs.

includes a $711 m ||
30, 2001 related to

financed note from Enron to LIM
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(c) These pre-tax earnings resulted froma transaction with an LIJM
affiliate related to Enron's equity investnment in Rhythns
Net connections, Inc. As previously stated, Enron now believes, based on
current information, that the financial activities of the LIM
affiliate should have been consolidated into its financial statenments

in 1999 and 2000 and will be restating prior years' financia
statenents to reflect this change. The pre-tax earnings / (loss) inpact
of this transaction was approximately $119.5 million and (%$14.1)

mllion in 1999 and 2000 respectively.

(d) This anpunt represents Enron's estimate of the value received in
Enron comon stock, a portion of which was restricted. The esti mate was
based on a 36% di scount off of the screen price on the date of issuance
for shares that were restricted and esti mated proceeds received by LIM
fromthe sale of the unrestricted shares.

(e) This anpunt represents Enron's estimated fair value of the six
i nvestments nmade by LJM that remmi n outstanding.

C. Sale of Assets.

In June 2000, LJM2 purchased dark fiber optic cable from Enron for a purchase
price of $100 mllion. LIM2 paid Enron $30 mllion in cash and the balance in an
interest-bearing note for $70 mllion. Enron recognized $67 nmillion in pre-tax
earnings in 2000 related to the asset sale. Pursuant to a marketing agreenent
with LIM2, Enron was conpensated for marketing the fiber to others and providing
operation and mai ntenance services to LIJM2 with respect to the fiber. LIM sold
a portion of the fiber to industry participants for $40 mllion, which resulted
in Enron recogni zing agency fee revenue of $20.3 mllion. LIM sold the

remai ning dark fiber for $113 mllion in Decenber 2000 to an SPE that was forned
to acquire the fiber. In December 2000, LJM2 used a portion of the proceeds to
pay in full the note and accrued interest owed to Enron. At the tinme of LIM's
sale of the fiber to the SPE, Enron entered into a derivative contract which
served as credit support for the benefit of sonme of the debt holders of a
third-party investor in the SPE. This credit support provided the lender with a
specified rate of return. As a result, Enron's credit exposure under the $70
mllion note was replaced with $61 mllion in remaining exposure under the
derivative contract. LIJIM2 earned $2.4 million on its resale of the fiber

D. Purchases of Equity/Debt in Enron-Sponsored SPEs.

Bet ween Septenber 1999 and Decenmber 2000, LJML or LJM2 purchased equity or debt
interests in nine Enron-sponsored SPEs. LIJML and LJM2 invested $175 million in
the nine SPEs. These transactions enabl ed Enron to nonetize assets and generated
pre-tax earnings to Enron of $2 mllion in 1999.

-12-

Enron believes that LIM received cash of $15 mllion, $64 mllion and $53
mllion in 1999, 2000 and 2001, respectively, relating to its investnents in
these entities. In three instances, third-party financial institutions also
invested in the entities. LIJMinvested on the sane terns as the third-party

i nvestors. In one of these nine transactions, Enron entered into a marketing
agreenent with LIM2 that provided Enron with the right to nmarket the underlying
equity. This arrangement gave Enron profit potential in proceeds received after
LIJM2 achi eved a specified return level. In six of these nine transactions, Enron
repurchased all or a portion of the equity and debt initially purchased by LIM
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The SPEs owned, directly or indirectly, a variety of operating and financia
assets. For exanple, Yosemite Securities Trust was a finance entity which
facilitated Enron's ability to raise funds in the capital markets through the
use of credit-linked notes, a standard financing arrangenment offered by

i nvest nent banks. Osprey Trust is beneficially-owned by a nunmber of financia
institutions and is a limted partner in Whitew ng Associates, L.P., an Enron
unconsol idated affiliate ("Whitewing"). Enron is the other partner. Whitew ng
purchased certain Enron investnments for future sale.

In addition, as a result of these transactions, Enron was able to nonetize
equity interests with investnent banks. These npnetizations resulted in Enron's
recogni zing $146 mllion and $5 mllion in pre-tax earnings in 2000 and 2001
respectively, and $252 mllion in cash inflows, all in 2000

-13-
E. Investnment in Enron Affili ates.

In two transactions, LIJIM2 nmade direct and indirect investnents in stock (and
warrants convertible into stock) of New Power Holdings, Inc. ("NPW). NPW
initially was a whol |l y-owned subsi diary of Enron, subsequently included other
strategic and financial investors, and in October 2000 becane a public conpany.
NPWis engaged in the retail marketing and retail sale of natural gas,
electricity and other compdities, products and services to residential and
smal | commercial custoners in the United States. In January 2000, LJM? invested
$673,000 in Cortez Energy Services LLC ("Cortez"), alimted liability conpany
formed by Enron and LIJM2, and Enron contributed five mllion shares of NPW stock
to Cortez. In July 2000, in a private placenent, LJM2 purchased warrants
exercisable for NPWstock for $50 mllion on the sane terns as third-party

i nvestors. Enron believes that LIJM2 still owns these investnents.

In Septenber 1999, LIJML acquired from Enron a 13% equity interest in a conpany
owni ng a power project in Brazil for $10.8 mllion, and acquired redeenmable
preference shares in a related conpany for $500,000. Enron recognized a $1.7
mllion loss on the sale of these interests to LIJML. Enron recogni zed revenues
of $65 mllion, $14 mllion and $5 mllion froma conmbdity contract with the
conpany owni ng the power project in 1999, 2000 and 2001, respectively. As part
of an exclusive marketing arrangenent to sell LIJML's equity in the project to
third-parties and to limt LIJML's return, Enron paid LIJML a $240,000 fee in My
2000. In 2001, Enron repurchased LIML's 13% equity interest and the redeenmmbl e
preference shares for $14.4 mllion. Enron currently owns this equity interest.

In Decenmber 1999, LJM2 paid Enron $30 mllion for a 75% equity interest in a

power project in Poland. Enron recognized a $16 mllion gain in 1999 on the
sal e. Enron paid $750,000 to LIM
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as an equity placenent fee. In March 2000, Enron repurchased 25% of the equity
in the Polish power project fromLIM for $10.6 mllion, and Whitew ng acquired

http://ccbn.tenkwizard.com/print.php?repo=tenk& ipage=1525901& doc=1& num=&size=3  3/29/2002



10KWizard - SEC filings Page 12 of 16

the remaining 50% from LIJM2 for $21.3 nmillion. Enron and Whitewi ng still own
their respective equity interests.

I n Decenber 1999, LIJM2 acquired a 90% equity interest in an Enron entity with
ownership rights to certain natural gas reserves for $3 mllion. As a result,
Enron recognized $3 mllion in revenue froman existing commodity contract.
Subsequently, LJM2 assigned a portion of its ownership interest in the entity to
Enron and Whitewi ng at no cost (to achieve certain after-tax benefits). Enron
believes LIM2 continues to own its remmining interest.

F. Portfolio SPEs.
Enron and LJM established a series of SPEs in order to mtigate market exposures

on Enron investnents, including investments in NPW Rhythns Net Connecti ons,
Inc., and other technol ogy, energy, and energy-rel ated conpanies. LIJM nade $191

mllion in equity investnents in five separate SPEs, three of which (Raptor |
Il and IV) were also capitalized with Enron stock and derivatives which could
have required the future delivery of Enron stock. Raptor Ill was capitalized

with an economic interest in warrants convertible into stock of NPW The fifth
SPE is discussed in Section 2B above. Enron subsequently engaged i n hedgi ng
transactions with these SPEs, which included price swap derivatives, cal

options and put options. The derivatives and options generally were intended to
hedge Enron's risk in certain investnents having an aggregate notional amunt of
approximately $1.9 billion.

-15-

Wth respect to the four Raptor SPEs, Enron acquired LIJM2's equity in the SPEs
during the third quarter of 2001 for $35 million. Enron recognized pre-tax
earnings (losses) relating to risk managenent activities of $119 mllion, $518
mllion and ($166) mllion in 1999, 2000 and 2001, respectively, including the
effect of a $711 mllion pre-tax charge recognized in 2001, related to the
term nation of the Raptor SPEs. During 2000 and the nine nonths ended Septenber
30, 2001, the Raptor SPEs hedged | osses of $501 million and $453 nillion
respectively. The fifth SPE was used to hedge Enron's exposure arising froman
i nvestment in the stock of Rhythms Net Connections, Inc. However, it was
subsequently determ ned that it did not neet the criteria to qualify for
unconsol i dated treatnent. (See Section 2B for a discussion of the restatenent
related to the fifth SPE.)

In total, LIJML and LIM2 invested $191 million and received $319 nillion (an
estimated $95 mllion of which is non-cash value fromthe receipt of 3.6 mllion
shares of Enron restricted stock) related to their investnents in these five
SPEs.

G Call Option

In May 2000, Enron purchased a call option fromLJM2 on two gas turbines, at the
sane tinme that LIJM2 contracted to purchase the gas turbines fromthe

manuf acturer. Enron paid LIJM2 $1.2 million for this right during a seven-nonth
period in 2000. The call option gave Enron the right to acquire these turbines
fromLIM at LIM2's cost, which was $11.3 million. The call option was
subsequently assigned from Enron to an Enron-sponsored SPE capitalized by a
third-party financial institution. In Decenber 2000, the call option was
exercised by the SPE and it acquired the turbines fromLJM2 at cost.
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H. Transactions with LIM and O her Entities.

Enron sold its contractual right to acquire a gas turbine to a utility for $15.8
mllion in July 2000. Enron recognized a pre-tax gain of $3.5 mllion on the
transaction. At the sanme tinme, the utility entered into a put option agreenent
with LIM2 relating to the turbine under which the utility paid LIM $3.5
mllion. Subsequently, upon the execution of an engi neering, procurenent and
construction contract with a wholly-owned subsidiary of Enron, the utility
assigned the contractual right to acquire the gas turbine to that subsidiary.

In Decenber 1999, Enron sold an equity investment in Enron Nigeria Barge Ltd. to
an i nvestment bank and provided seller financing. In June of 2000, LJM
purchased this equity investrment directly fromthe investnent bank for $7.5
mllion and the assunption of the seller-financed note from Enron. |In Septenber
2000, LIJM2 sold the equity investnment to an industry participant for $31.2
mllion. The proceeds from LIJM's sale were used by LIJM2 to repay the principa
and interest on the note fromEnron in the anount of $23.0 million. The
remaining $8.2 mllion repaid LIM's $7.5 nmillion purchase price and provided a
profit of $700,000 to LJM.

|. Transaction between LJM and Wit ew ng.
In Decenber 1999, a wholly-owned subsidiary of Whitewing entered into a $38.5
mllion credit agreenment with LIM2, the borrower. The | oan had a term of one

year and carried an interest rate of LIBOR+2.5% The |oan anmpunt (i ncl uding
interest) of $40.3 mllion was repaid by LIM in 2000.

-17-
J. Currently Qutstanding LIJM2 Transactions.

Enron believes that LIM2 currently has interests in six of the investnents
descri bed above in which LIJM2 originally invested $124 nmillion, and that LIM2

has received cash inflows of $27 mllion fromthese investnents. These
investments include $23 million in equity in two Enron-sponsored SPEs, $32.5
mllion in equity in Osprey Trust $3 nmillion in equity in an Enron affiliate,
and $50.7 nmillion in direct equity investnents in NPW (representing two

transacti ons).

Enron and LIJM2 also entered into various agreenents relating to cash managenent
servi ces, enployee services, and office space provided by Enron to LIM2. In
addition, Enron paid LJM2 a nanagenent fee for certain transactions, and other
transaction fees described above. Enron al so reinbursed LIM for
transaction-rel ated expenses (such as |egal and tax fees and ot her costs)
associ ated with sonme of the transactions described above.

6. O her Transactions
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Li ke many ot her conpanies involved in trade and finance, Enron (through
affiliates, subsidiaries, and SPEs) routinely engages in financing arrangenents
with third-party financial institutions, including comercial banks, investnent
banks and institutional investors, to fund acquisitions of assets or businesses,
proj ect devel opnent activities, and simlar business arrangenents. These
activities are transacted with third parties using structures sinmlar in sonme
respects to the arrangenents entered into with LIJM Enron provides credit
support to the creditors of SPEs through the use of financial guarantees and
hedgi ng contracts. The payment of fees to third-party

-18-

financial institutions and institutional investors, such as debt and equity
pl acement fees and structuring fees, is common in debt and equity syndications.

7. Other Enployee Transactions

From June 1993 t hrough Novenber 1997, an Enron subsidiary was the genera
partner of JEDI and a third-party, the California Public Enployees' Retirenent
System ("Cal PERS"), was the |imted partner. In Novenber 1997, JEDI nade a
liquidating distribution to Cal PERS of $383 million. Concurrently, Chewco

purchased a limted partnership interest in JEDI for $383 mllion, $132 mllion
of which was financed by an interest-bearing loan from JEDI to Chewco, and $240
mllion of which was borrowed froma third-party financial institution

(supported by a guarantee from Enron). The restatenent resulting fromthe Chewco
transaction is discussed in 2A. Based on current information, Enron believes
that a non-executive officer of an Enron division, Mchael J. Kopper, was an

i nvestor in the general partner of Chewco and, at the tinme of the purchase, also
was t he nmanager of the Chewco general partner

From Decenber 1997 to Decenber 2000, Chewco received distributions of $433
mllion fromJEDI . Anobng other things, Chewco used a portion of these

di stributions to make repaynents on its JEDI |oan and to repay an additiona
borrowing fromthe third-party financial institution

In Decenmber 1999, Chewco purchased a $15 million equity interest in Osprey
Trust, an Enron-sponsored SPE, from LJM.

-19-

In March 2001, Enron purchased Chewco's linted partnership interest in JED for
$35 million. In Septenber 2001, Enron paid an additional $2.6 mllion to Chewco
in connection with a tax indemnification agreenent between JEDI, Chewco and

Enron. OF the total purchase consideration, $26 mllion was used by Chewco to
nmake a payment on the JEDI | oan. Chewco currently has an outstandi ng bal ance due
on the JEDI loan of $15 mllion. JEDI is currently a wholly-owned subsidiary of
Enr on.

Enron now believes that M. Kopper also was the controlling partner of alinmted
partnership that (through another linmted partnership) in March 2000 purchased
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interests in affiliated subsidiaries of LIML. Enron al so now believes that four
of the six limted partners of the purchaser were, at the tinme of the

i nvest ment, non-executive officers or enployees of Enron, and a fifth limted
partner was an entity associated with M. Fastow. These officers and enpl oyees,
and their nost recent job titles with Enron, were Ben G isan, Mnagi ng Director
and Treasurer of Enron Corp.; Kristina Mrdaunt, Managing Director and CGenera
Counsel of an Enron division; Kathy Lynn, Vice President of an Enron division
and Anne Yaeger, a non-officer enployee. Enron is term nating the enploynment of
M. disan and Ms. Mordaunt. Ms. Lynn and Ms. Yaeger are no |onger associated
with Enron and Enron believes they are now associated with LIJM2. At the tine
these individuals invested in the limted partnership, LIML had ceased entering
into new transactions with Enron. However, sonme pre-existing investnents

i nvol ving LIJML and Enron were still in effect, and Enron believes that these
investments resulted in distributions or paynents to LJML and to the linmted
partnership in which these individuals invested.

-20-

Pursuant to a services agreenent anong Enron, LJML, and LJM2, Enron made
available to LIJML and LIJM2 a portion of the tinme of certain of its enployees to
provi de administrative assistance to the general partners of LJML and LIJM2. M.
Kopper, Ms. Lynn and Ms. Yaeger, anong ot her Enron enpl oyees, were nade
available to LIJML or LIJM2 fromtime to time during their enploynent by Enron.

This statenment includes forward-I|ooking statements within the neani ng of Section
27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act
of 1934. The Private Securities Litigation Reform Act of 1995 provides a safe
har bor for forward-I|ooking statements nade by Enron or on its behal f. These
forward-| ooking statenments are not historical facts, but reflect Enron's current
expectations, estimates and projections. Al statenents contained herein which
address future operating performance, events or devel opnents that are expected
to occur in the future (including statenments relating to earnings expectations)
are forward-|ooking statenents. Inportant factors that could cause actua

results to differ materially fromthose in the forward-1|ooking statenments herein
include results of the Special Commttee's review and results of the SEC

i nvestigation.

-21-
Item 7. Exhibits.
(c) Exhibits.
Exhibit 99.1 - Enron Corp. press rel ease dated Novenmber 8,
2001 regarding related party and off-bal ance

sheet transactions and restatenent of
ear ni ngs

SI GNATURES
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Pursuant to the requirenents of the Securities Exchange Act of 1934, the
Regi strant has duly caused this report to be signed on its behalf by the
under si gned hereunto duly authorized.

ENRON CORP.

Date: Novenmber 8, 2001 By: /s/ RICHARD A. CAUSEY

Ri chard A. Causey

Executive Vice President and Chi ef
Accounting Officer
(Principal Accounting Officer)

I NDEX TO EXHI BI TS

NO. DESCRI PTI ON

Exhibit 99.1 - Enron Corp. press rel ease dated Novenmber 8,
2001 regarding related party and off-bal ance
sheet transactions and restatenent of
ear ni ngs
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