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In hindsight, we made s { m in.non-core
businesses. Our investmENSS vaﬁo Siinternationallassets such as

Azurix, India and Brazil ton m have performedifarworse
than we could ever ha\g% hen we mafie thiese investments;
® Because of these. andlether, maﬁlﬁrs Enren became

over-levered. While th&yoor; perfo;mance foCir investments was bad
enough, the negative i of these investimentson the Company have
been exacerbated throughthe extenjsive use efidebt capital both on

in two of-fiiéfla gest banR-ruptmes in U.S. history
* In 1932 initidfed thé'collapse of the Insull empire
* In 2001. PGE*Was one of the major assets of Enron

and off the balancé sheet; °

®  We entered into‘related party. trgﬁgé'ctlonsthat produced various The eleb-t”c and ¢ industries were Iargely
conflicts of interest bothnreal and FAlthoughwe put in founded'byvSam | ik-and J.P: Morgan
place significant safe@fiards+to prote rop andits: stakeholders, ¥ = " .
investors still percEV&diconflictsand thE16ss (of investor * Both corm:imes L@‘dﬂ?&rthur Anderson
confidence from these t@'ISactlb s been very damaging; _p s TR N

We have been criticized regarding the breakdown of the results of
our various business activities.as being.opaque and difficult to
understand; and

On top of it all, we discovered and disclosed errors in our

financial statements which will require a restatement of our
previously reported financial statements.




Arthur Anderson

The Robber Barons

understanding of ke principles cﬁ
economics, ; of fiftance and of
organization: Ht.has beenithe view

of accountahts up to thisttiine that
their responsibijlity begi S d
ends with thed‘t!flcatlon l.&?

balance sheet and, statéfent= o
earnings. | maintain that® the
responsibility of " the  public
accountant begins, rather than
ends, at this point."

Samuel Insull

_Enron's Role

dgy pipeline and utility business
crial Electlic*,,énd the speculative Wholesale and
REENINE sions including the Broadband trading operation. Other than
aready source of casliifor the ﬁére‘nnim_ cashistarved speculative enterpr PGE
and the pipelines a]ng{:r to have participatedflittle'in Enron’s meteoric rise and
fall. s i

Wholesale Setvicgs; Retail Sei v gsrand Broadband are very different than the
pipeline and utiliﬁf)flsiﬁess. In Yeghtears, these thr neurial
ions reportediiiarer afte aquarter of enormous growth. As ofthe third
arter 2001, Wholesale'Services: two,divisions, Americas and Europe, provided
97% oftotal revenues: Pipelines and PGE provided nearly all of Enron's cash.




Enron The Political Player

even th

the underl

=

] Jomsiiated-the deregulatory debate,
'y--frequeﬁ‘t!-y had little knowledge of
inddstry

° Enron vyas.cfeﬁtr. te the California debacle -
participating (andgften leading) the hearings

* Enron

after their' (

withdraw fro \' '_Iifornia almost immediately
5 _emwagﬁaunched on April 1st, 1998

Enron Bankruptcy
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__The Collapse
G

-

é"'vveré'_ p&sitive -- revenue growth

-

Enron r;ad‘fj_ced %}der's equity by $1 billion
reflecting x‘acco N &g treatment of several

unique fina ing afrangements

Third Quarter 2001 Revenues




Revenue and Earnings Where is the cash?
o e s 5 e

®  As a percentag N Was earning2% on revenues from 4th
quarter 1998 000.. From 2nd quarter 2000 to the present,
5110 one half of gnpetcent. This is even more
g remembers that théfa_hulously profitable markets in
California startec the end-efthe 2nd qua'rter 2000 and lasted through 2nd
quarter 2001. : - J

$60,000

$50,000

$40,000 S . S : )
The centrakissue in this analys ash. Where has the cash gone? While

Enron was showing year aft f balloeningrevenues and steadily climbing
earnings (albeit a4 much st Enron’s indebtedness was also

i ng. In'tl Ontex nal asset based industrial, this would

/ be a contradiction: tonal sales would require additional capacity to
$10,000 . = — { produce the products sold. Enron, on the other hand, made a point in its financial
statements that it was not asset b: Recent statements, for example, explained
their sale of assets as part of their rall strategy. 1
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On And Off-Balance Sheet
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1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
On-balance Sheet Total

Super Recourse Financing

Most eastern cities have sm that allows small firms to borrow significant
helagal shylock will agree to not inform other lenders of
ifthey ha{f_e dlready been promised to the bank. Instead,
er-recourse fE!!(iillg — leg breaking — to assure that these

4
We now know that Earon l::i’a n r of similar financial arrangements. These
super-recourse loa_ﬁs.\a'r‘efe more’Gtdesly — no gross physical trauma was necessary — but they
were still very unusual. The Ospre t, for example, had recall procedures tied to stock
to the similar “Marlin” investm In effect, this
and Marlin
idered.

On November 19, Enron detailed a series of revelations concerning ” that had led to
an early repayment of a $690 million dollar note owed by Enron. This trigge: nt was
caused by the bond downrating — another example of super-recourse financing.

Enron's Cash Use

ion th pl:éli_i‘j,nany Debtor-In-Possession financing
2

November Zi,m&}mﬂgpn S credit line from JP Mo

million payable, gsed on Nov: 19; had been extended to mid-December

December 3, 2‘(1? ¢

-
November 9, 2601 81,5 illion equity infusion from Dynegy in exchange for
Northern Pipeling I)referr Feguity.

November 1,20 ‘«.$§5 % $ ed credit line from JP Morgan
"

October 16, 2001 000"million borrowed on ng lines of credit,
repayment of $1,900 million in commercial paper obligatior

Enron's gyOnline, Wholesale Trading, and
Actual Wholesale Trading Revenues




Unfortunate Last Words

1'have heard one manager level empioyee from the principle investments
group say "1 know it would be devastanng to all of us, but [ wish we
would get caught, We're such a crooked company.” The principle
investments group hedged a large number of their invesiments with
Raptor. These people know and see alot. Many similar comments are
made when you ask about these deals. Employees quote our CFO a5
saying that he has a handshake deal with Skilling that LIM will never lose
money.

Nov 1, 1991,

Nov 26, 1984

million k i

May 12, 1992~ ~ Lay announces expansions
1995 . ¢ flip flops on MTBE

Oct 12, 1995¢ Maj “explosion

Partial wr|te§§,(§ mﬁﬁQQ’énd 2000

May 5, 2001 . Revelving door trades in MBTE
Jun 30, 2001 EOTT purchases at $120 million
Dec 2, 2001 Enron guarantees to EOTT fails

Fastow Deposition

stow fron*the early 1990s

jow dé@cnbed a complex transaction
that apparenﬁ/ Ie to a'mark to market gain on a
long term open gas transaction
Given the difference¥petween gas price forecasts
in the earTys 90 {'the realized gas prices
through 2000, Enron-realized a current loss in
each of the following years

PonZ| Scheme

In 1919 an Italian imy e _ﬁijﬂ [ 6?‘121 began the Securities Exchange
Company. Like a g ) ompany was based on the exploitation
of alittle understood 1 thedntemnational Postal Reply ipon. The Postal
y tional stampviﬁ'at could be exchanged for the local stamp in
ce exchangeydtes varied greatly after the First World
an opportu jsted {0/ tlage%u'ch coupons by buying them in countries with
ralued currency andﬁ"gaeemmg them ifiia’ country with a strong currency.
e i
Securities Ex¢hange Companty cccpled $1.000 investments, purportedly invested the
money in the arbitrag€ of Postal yCoupons,jand returned a 50% profit within three
months. In pr actiaéi’ulv 111vestm'h'wge-mmplv paid from the investments of later
victims. As lon '15\11?.&1'0\\ il eofﬂle firm exceeded 512% per year, enough income
ting corfimitments,If the growth rate falls below that rate, not
raised. fo repay the current investors and the scheme collapses.
ble to sustain that rate of growth until a law suit filed r
partner froze muc assets and started a run on the company. Inte
stayed to the bitter end — maintaining that his company had substantiz
source of profits.




Charles Ponzi Enron’s Revenues

Wholesale Revenues

“THE GREAT PONZI"

__PhyS|caI Sales Prima Facie Case

Wholesale Americas R and Settl

tempted o, probe Efifon’
350,000 $35,000 Bitated and hungup on the reporter.13

300,000 $30,000 Enron has averaged a quatterly revenueigrowtt Y% per qu Ve 0. This growth rate
compounds to 371% per ariffiti, Tk srafe of grawth isn’t: impossible, but it is remarkable considering
that Enron main products Wwere: nclﬂlel ng‘w Y tite mdusny nor: tgmbly well implemented. Although

with Enron was often very

250,000 525,000

200,000 $20,000
difficult.
150,000 $15,000

Financial reporting wasdtiini radictory. It isn’t difficult to find obvious errors in
their financial smtmnen’ﬂ Third Quarter 2001 earnings announcement, Enron
50,000 $5,000 reported that their three montit : s were greater tha ir transacti or the nine

month period.14 Enron’s discussion 0fisk wasiespecially questionable. At the end of 2000, Enron’s
5 10K reported that value at -the.company averaged $50 million over the year.

100,000 510,000

Settlements (BBTU)
Revenues (Millions)

% B G % 6;3%0 < eQ%?O /‘%So % i ) . . ; X X
)o-.a 1‘:‘5 o, %D\r % %q% ), ), -%,G N r s —tr dm.g in the U.S. and C ana@ opped growing after the first quarter of
2 he central indication that without the rapid rate of growth that Enron would not be able
| — Americas Settlements In BETU — Americas Revenues | to continue — a critical feature of Ponzi schemes. Since the third quarter, Enron has desperately sought
additional cash in huge amounts — another sign of a decaying pyramid scheme.




Pos__sible Mechanics Enron Europe 3rd Quarter

sed at a fixed price for resale in future 25 """‘:ci»

y is more vwlnahle than a spot supply, such a contract would lose
alued with a future€urve that forecasted the spot
costiof a wey ROVer plant, the contract would be

Using Enron’s mark toget appmg“ the pr_ﬁ value of such a contract would be positive, even if

the first’

. (o
Since there is n dcpcndcnl market in long term electric futures, the future curve used inthe
evaluation is baséd onJsilateral tr; etween different parties in the market. While such future
curves are easy to.derive, the llqwﬂlc market after the current year is very thin.

\ L Ty
If, as has been the easesi.competitive poy arkets for thepast twenty years, theprice of power in

the following year 3 $ than the fully Moggd«costofa new power plant, last year’s contract would
lead to a loss in the'see

Asecond power contract, 5 'larg; than the first, would provide enough mark to market earnings in
the second year to offset the realized loss on the contract from the first year. Cash flow would now be
worse than in the first year — since a loss in the first year of the new contract would be increased by the
unanticipated loss in the second year of the first contract.

With sufficient growth in volume, earnings can be positive in each year, while cash flows continue to
deteriorate.

Like any other pyramid scheme, such an approach will fail when sales growth cannot be sustained.

Ponzi Style Returns Liquidity of Futures Markets

NYMEX Henry Hub

$10.000,000,000

$1.000,000.000

$100,000,000 \—\_f\/\w

$10,000,000

23 investments havc been made .

3511 million committed to investments / $438 million invested

6 investments liguidated on schedule at target refurns ($108 million)
5 investments partially realized ($123 million)

$245 million of Partners’ capital has been funded

$135 million of debt used for investments

Projected Net Limited Partner IRR* - 69% Cash multiple - 2.3X

$1.000.000

$100.000

$10.000

$1.000

Value of Open Interests By Month
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Possible Enron Impact? Enron S, Market Share
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Enron Mechanics

s ned to a00|d accounting controls g -
* Favorite ar e techniques are transfers VER wap“ﬁub #ihich "hedges" Enron's
between, Enro %fcﬂed entities with value stake in Rhyf#m‘sa?letconnecnon

backed by contragtlial commitments LJM1s assets an mllhon shares of Enron stock

* Enron's striicture régeired "independent” entities and $16' n'gzn of i ted funds
i

often contrel ed tmﬁnwn officers Upon unwifig
hands i
LJM1 also was the agent in the Cuiaba
manipulation

Tmrhen shares are leftin LUM1's




_.._The Raptors
LIM2 ha%@%PEs-dgsigned to "hedge"

doubtful-Epfon investmeits.

In each ca wl;ﬁr‘& fuided the SPE and received
payouts w\hen ’thyeset“price fell

In one case, Rapigr |II (Porcupine), the hedge
asset was 4fie assef6"be hedged

These S 'cqn@uﬁa 2/3rds of Enron's

earnings over the*past five quarters

Raptor Il (Porcupine)

e~ = L
e A

Proghorn. - Stock Porcupine
(Enron) (LJM2)




International Ventures

romeown Whitewing
'FasSets are $2.1 billion in questionable
,:"'oqg"E‘féktrc%an'd Nowa Sarzyna plus
$2.4 billion in Er)_rgnsheires

s

Osprey would app@p bankrupt

_Nowa Sarzyna Cuiaba
- 1999 Sold ol b® « - . |
0 Whitewing® -. Septemb& ,share 30ld to LJM1

_ 19
i uctioh, cohtracting, and fuel Decemberk}oof Mark fo'Market earnings of $66
: e million‘on naﬁfel_l as purchase from Enron




* 2000 it t,ef'to Sund@nce * June 1992 ygéﬁbu s1g|pd
e 2001 S j bt at EF’EC owned by LJM2 * Dec. 199{‘: First PPA.signed
* 2001 Sta R * Aug. 1995 Bf-jyerﬁ_sues -- citing fraud

e 2002 'V.aluatlon&)estlonable due to the

compIeX|ty of fmat&g
4'%: >

* Aug. 1q96_' " Second PPA signed
° 1999 . Jase.1 completed
e Jan. 2001& defaults

e x\.\

Elektro

m-“"**

* 1998 EnrQp: 1.3 billion for Elektro -
approximatety: wice curréht. value
+ 1999 EleKiko soldfto Whitewing

* 2001 D.roughtc ses electricity shortages

e 2001 Bramhang%tlment questions Elektro
accountin

« 2002 Cur tvaﬁatlon $600

° 1998 Azy @‘éd e

° 1998 W%purchaseﬂ for $2.4 billion

* 1999 OnéWhird ofAzufix is sold to the public --
shares fall sﬁé'rp

* 2000 Azur|x fo@to to Atlantic Water Trust to
avoid a Wri dow fd'avoid public scrutiny"

* 2000 $326,milliomawritesdown for asset
impairment e

2001 Enron sells Azurix North America




( cts srgn@d

1994 Pow Qﬁvb
1994
1996 Pla mp‘kted’*

1996 'Power co act renegotiated
plant shows up in Enron's

1999 106% of th
financials 4. .
«td'.‘

e

_ Y and absént of any real profit
' ntlné'-'an&pubhc relations were
‘#
works of, art «.
Actual earnlngs afg:‘a‘lsh flow fell continuously
over the' P: St deca

Enron appeaLs tqwe‘éfthe conditions for being a
classic Ponzi Seheme



