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ENRON CORP., et al.,
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FIRST AMENDED CROSS-COMPLAINT OF BANC OF AMERICA SECURITIES LLC
AGAINST ARTHUR ANDERSEN LLP

Banc of America Securities LLC (“Banc of America”), Defendant and Cross-
Claimant, by and through its undersigned counsel, brings these cross-claims (the “Cross-
Claims™) against Arthur Andersen LLP (“Andersen”), Defendant and Cross-Defendant, for
breach of contract, professional negligence, negligent misrepresentation, statutory and common
law fraud, and contribution. Cross-Defendant Andersen has not served a responsive pleading to
the Cross-Complaint of Banc of America Securities LLC Against Arthur Andersen. As
discussed below, the Cross-Claims herein arise from Andersen’s deficient performance of
procedures it agreed to perform for the benefit of Banc of America, and its review, audit, and/or
certification of Enron Corp.’s (“Enron”) financial statements for the period 1997 to 2001,
including those financial statements incorporated by reference in the offering documents

distributed in connection with (i) Enron’s $500 million 7.375% Notes due May 15, 2019 (the
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“7.375% Notes”), (ii) Enron’s $222 million 7% Exchangeable Notes due July 31, 2002 (the “7%

Exchangeable Notes™), and (1ii) Marlin Water Trust II and Marlin Water Capital Corp. II’s $475

million 6.31% Senior Secured Notes due 2003 and £515 million 6.19% Senior Secured Notes

due 2003 (collectively, the “Marlin Notes™), as well as other work undertaken for Enron and/or

for the benefit of Banc of America. In support of these Cross-Claims, Banc of America, upon

knowledge as to itself, and upon information and belief as to all other matters, states as follows:
L

JURISDICTION AND VENUE

1. This Court has subject matter jurisdiction over the Cross-Claims asserted
herein pursuant to 28 U.S.C. §§ 1331 and 1367. The Cross-Claims arise out of the transaction or
occurrence that is the subject matter of the original underlying consolidated action and are so
related to the claims in the underlying consolidated action that they form part of the same case
and/or controversy.

2. The underlying action, Newby v. Enron, et al., No. H-01-3624, was filed

in the United States District Court for the Southern District of Texas on or about October 22,
2001.

3. On or about December 1, 2001, the Court ordered that the action be
consolidated with other federal actions concerning Enron. The federal securities cases

concerning Enron were consolidated under Newby v. Enron, et al., No. H-01-3624, as the lead

case. On or about February 15, 2002, The Regents of the University of California was appointed
Lead Plaintiff.

4. Venue is proper in this District pursuant to 28 U.S.C. § 1391(b).
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II.

BACKGROUND

A. The Underlying Action & Banc of America’s Cross-Claims

5. Plaintiffs brought the underlying action against former Enron executives,
Andersen, Enron’s outside legal counsel, Bank of America Corp. (“BAC”), Banc of America,
and eight other financial institutions relating to the sale of, among other things: (i) Enron’s
7.375% Notes; (ii) Enron’s 7% Exchangeable Notes; and (iii) the Marlin Notes. On or about
May 14, 2003, Plaintiffs filed their First Amended Consolidated Complaint. Plaintiffs allege that
certain Defendants—other than Banc of America—violated Sections 10(b) and 20(a) of the
Securities Exchange Act of 1934 (the “1934 Act”) and Rule 10b-5 promulgated thereunder,
and/or Articles 581-33A(2) and/or 581-33F(1) of the Texas Securities Act. As to Banc of
America and certain other Defendants, Plaintiffs allege violations of Sections 11, 12(a)(2), and
15 of the Securities Act of 1933 (the “1933 Act”) in connection with Plaintiffs’ purchases of the
7.375% Notes, the 7% Exchangeable Notes, and the Marlin Notes. Banc of America served as
an underwriter or dealer of these notes.

6. Banc of America denies Plaintiffs’ allegations and hereby seeks
appropriate relief for the injury and damages it has suffered and continues to suffer by reason of
Andersen’s breach of contract, negligence, and recklessness. In addition, to the extent that
Plaintiffs prevail on any of their claims, Banc of America seeks contribution from Andersen,
whose wrongdoing is the proximate cause of any alleged injury suffered by Plaintiffs.

7. In that regard, Andersen was Enron’s long-time auditor and reviewed,
audited, and/or certified Enron’s financial statements and undertook numerous other
engagements for Enron during the period 1997 to 2001. In that time, Enron was one of

Andersen’s largest and most profitable clients, and Andersen was a “Big Five” nationally-
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recognized accounting firm. Among the financial statements Andersen reviewed and/or audited
were those incorporated by reference in the offering documents distributed in connection with
the sale of Enron’s 7.375% Notes, Enron’s 7% Exchangeable Notes, and the Marlin Notes.

8. For instance, the prospectus distributed in May 1999 in connection with
the 7.375% Notes incorporated by reference Enron’s annual report on Form 10-K for the year
ended December 31, 1998 (the “1998 Form 10-K”), Enron’s report on Form 8-K dated March
18, 1999 (the “March 1999 Form 8-K”), and Enron’s quarterly report on Form 10-Q for the
quarter ended March 31, 1999 (the “1Q 1999 Form 10-Q”), which previously had been filed with
the United States Securities and Exchange Commission (the “SEC”). Andersen audited and
certified the financial statements contained in the 1998 Form 10-K. In addition, with respect to
the 1998 Form 10-K and the 1Q 1999 Form 10-Q, Andersen provided certain additional
assurances to Banc of America, in the form of a “comfort letter,” dated May 19, 1999 (the
“7.375% Notes Comfort Letter”). In the 7.375% Notes Comfort Letter, Andersen represented to
Banc of America that it had performed additional tests and procedures to assure Banc of America
of the reliability of the financial information contained in the offering documents for Enron’s
7.375% Notes and that the financial statements contained therein were accurate as of the time of
the offering. Andersen also provided Banc of America with a “bring down” letter dated May 24,
1999, “reaffirming” all statements made in the Comfort Letter as of May 24, 1999 (the “Bring
Down Letter”). Furthermore, Andersen issued to Banc of America a comfort letter, dated
August 10, 1999, in connection with the 7% Exchangeable Notes (the “7% Exchangeable Notes
Comfort Letter™), as well as a comfort letter, dated July 12, 2001, in connection with the Marlin
Notes (the “Marlin Notes Comfort Letter”).

9. In the 7.375% Notes Comfort Letter Andersen provided to Banc of

America in connection with the offering of the 7.375% Notes, Andersen, among other things:
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things:
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10.

represented that it had audited the consolidated balance sheets of Enron as
of December 31, 1998 and 1997, and the related consolidated statements
of income, comprehensive income, cash flows, and changes in
shareholders’ equity for each of the years ended December 31, 1996,
1997, and 1998, all included in Enron’s 1998 Form 10-K and March 1999
Form 8-K, and the related financial statement schedule included in
Enron’s 1998 Form 10-K;

certified that these audited financial statements included in the 1998 Form
10-K complied “in all material respects with the applicable accounting
requirements” of the 1933 Act and the Securities Exchange Act of 1934
(the “1934 Act”) and related SEC rules and regulations;

represented that it had performed the procedures specified by the
American Institute of Certified Public Accountants (the “AICPA”) for a
review of interim financial information, as described in SAS No. 71, on
the unaudited consolidated condensed balance sheet as of March 31, 1999
and the unaudited consolidated condensed statements of income and cash
flows for each of the three-month periods ended March 31, 1999 and
1998, all included in Enron’s 1Q 1999 Form 10-Q;

certified that “[n]othing came to [Andersen’s] attention as a result of the
foregoing procedures” that caused Andersen to believe that these
unaudited financial statements did not comply “in all material respects
with the applicable accounting requirements” of the 1934 Act and related
SEC rules and regulations, or that any material modifications were
required to bring these statements into conformity with “generally
accepted accounting principles”; and

performed additional procedures as to the period from April 1, 1999 to
May 14, 1999, and represented that “nothing came to [Andersen’s]
attention that caused [it] to believe” that there was any decrease, as
compared with the corresponding period in 1998, in consolidated
operating revenues, net income, or basic or diluted earnings per share of
common stock.

In the Bring Down Letter, dated May 24, 1999, Andersen, among other

“reaffirm{ed]” as of May 24, 1999 “all statements made” in the Comfort
Letter, except as otherwise noted; and, in that regard:

as to the period from April 1, 1999 to May 19, 1999, represented that

“nothing came to [Andersen’s] attention that caused [it] to believe” that
there was any decrease, as compared with the corresponding period in
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1998, in consolidated operating revenues, net income, or basic or diluted
earnings per share of common stock.

11. Unbeknownst to Banc of America, however, Andersen did not fulfill its
professional accounting and auditing responsibilities in connection with Enron. Rather,
Andersen breached its contractual commitments to Banc of America and committed negligence
and recklessness in its review, audit, and certification of Enron’s financial statements, including
those incorporated by reference in the offering documents distributed in connection with the

7.375% Notes, the 7% Exchangeable Notes, and the Marlin Notes.

B. The Parties

12.  Cross-Claimant Banc of America is a subsidiary of BAC, with its principal
place of business at 100 North Tryon Street, Charlotte, North Carolina 28255. Banc of America
is an investment bank and brokerage firm, and served as an underwriter or dealer or placement
agent of various Enron securities.

13.  Cross-Defendant Andersen, a limited liability partnership organized and
existing under the laws of the state of Illinois, was one of the “Big Five” global accounting firms.
Upon information and belief, Andersen was engaged by Enron during the relevant time period to
provide, among other things, expert tax, management consulting, accounting, and auditing
services to Enron, and to perform expert audits and reviews of the consolidated balance sheets
and other financial statements included in the annual and quarterly reports Enron filed with the
SEC. Upon information and belief, Andersen was paid tens of millions of dollars in annual fees
in connection with such services. As regards its auditing and other work for Enron, Andersen
performed its work for Enron in many locations, including in Houston, Texas, where it also
installed a team of experts within Enron’s Houston offices. As Enron’s long-time consultant,
accountant, auditor, and resident expert, Andersen was intimately involved and fully familiar

with Enron’s business affairs and finances, and was responsible for the interim reviews, auditing,
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and/or certification of Enron’s financial statements. In light of the above and under all other
circumstances, Banc of America reasonably and justifiably relied upon the financial statements
that were reviewed, audited, and certified by Andersen with respect to Enron, and reasonably
believed that Andersen would require Enron to properly apply Generally Accepted Accounting
Standards (“GAAS”) and Generally Accepted Accounting Principles (“GAAP”).

14.  Lead Plaintiff is The Regents of the University of California. Purported
class representatives include the Washington State Investment Board; San Francisco City and
County Employees’ Retirement System; Employer-Teamsters Local Nos. 175 & 505 Pension
Trust Fund; Hawaii Laborers Pension Plan; Staro Asset Management LLC; Amalgamated Bank
as Trustee for the LongView Collective Investment Fund, LongView Core Bond Index Fund,
and Certain Other Trust Accounts; Robert V. Flint; John Zegarski; Mervin Schwartz, Jr.; Steven
Smith; the Archdiocese of Milwaukee; Greenville Plumbers Pension Plan; and Nathan Pulsifer,
Trustee of Shooters Hill Revocable Trust. Plaintiffs and/or members of the purported class
allegedly purchased, among other things, certain of the 7.375% Notes, the 7% Exchangeable
Notes, and the Marlin Notes, and, allegedly, have sustained damages as a result.

15.  Non-party Enron is an Oregon corporation with its principal place of
business at 1400 Smith Street, Houston, Texas 77002. On or about December 2, 2001, Enron
filed a petition under Chapter 11 of the United States Bankruptcy Code. During the relevant
time period, however, Enron was one of the world's leading energy, commodities and services
companies. Throughout its sixteen-year history (and up until the time it filed for bankruptcy),

Enron retained Andersen as its sole independent auditor.
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C. The 7.375% Notes

16. On or about May 24, 1999, Enron offered the 7.375% Notes for sale
pursuant to a registration statement on Form S-3, No. 333-70465 (the “Registration Statement”),
as described in the Prospectus Supplement dated May 19, 1999 (the “Prospectus™).

17.  As noted above, the Prospectus incorporates by reference the following
reports filed by Enron with the SEC:

@ the 1998 Form 10-K;

(b)  the March 1999 Form 8-K; and

(© the 1Q 1999 Form 10-Q.

18.  Accompanying the 1998 Form 10-K were Enron’s audited consolidated
balance sheets as of December 31, 1998 and 1997, consolidated statements of income,
comprehensive income, cash flows, and changes in shareholders’ equity for each of the years
ended December 31, 1996, 1997, and 1998, and a related financial statement schedule. Also
included in the 1998 Form 10-K were, among other things, Andersen’s report of its audit of each
such financial statement, Andersen’s report of its audit of the related financial statement
schedule, and Andersen’s consent to the incorporation of such audit reports in the Registration
Statement.

19. By consenting to the incorporation of its audit reports and to all references
to its firm and its expertise in, among other things, the Registration Statement, Andersen thereby
professed to special competence with regard to the information supplied. As more fully
described below, Banc of America reasonably and justifiably relied on Andersen’s expertise and
careful exercise of its contractual obligations to Banc of America, as well as its professional

duties, in connection with the audit, review, and other procedures performed with respect to
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these financial statements. Andersen, however, breached its contractual and professional duties
in auditing and certifying Enron’s financial statements.

20.  The 1Q 1999 Form 10-Q included unaudited consolidated balance sheets
as of March 31, 1999 and December 31, 1998, and consolidated condensed statements of income
and cash flows for each of the three-month periods ended March 31, 1998 and 1999. While
Andersen did not audit these financial statements, as noted above, it represented in the Comfort
Letter that it had followed procedures as specified in SAS No. 71 for the review of interim
financial statements. Andersen concluded that “[n]othing came to [its] attention” that caused it
to believe that the consolidated balance sheet as of March 31, 1999 and consolidated condensed
statements of income and cash flows for each of the three-month periods ended March 31, 1998
and 1999 did not comply in all material respects with the applicable accounting requirements of
the 1934 Act and related SEC rules and regulations, or that any material modifications were
required to bring these statements into conformity with “accounting principles generally
accepted in the United States.”

D. The Comfort and Bring Down Letters

21.  In deciding to underwrite the 7.375% Notes for what was at the time one
of the largest and most successful investment-grade companies in the country (and which had in
the past issued many debt and equity securities), Banc of America reasonably and justifiably
relied on the expertise and representations of Andersen.

22.  On or about May 19, 1999, Andersen issued the 7.375% Comfort Letter to
Banc of America. As regards Andersen’s review, auditing, and/or certification of Enron’s
financial statements incorporated by reference in the Prospectus, the 7.375% Comfort Letter

(attached hereto as Exhibit A) states, in part:
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May 19, 1999

LEHMAN BROTHERS INC.

BANC OF AMERICA SECURITIES LLC

CIBC WORLD MARKETS CORP.

As Underwriters

named in the Underwriting Agreement

dated May 19, 1999, relating to the issuance of
$500,000,000 of 7.375% Notes due May 15, 2019

Dear Ladies and Gentlemen:

This letter is written at the request of Enron Corp. (an Oregon
corporation) and subsidiaries (“Enron”). This letter relates to
Amendment No. 1 to Form S-3 Registration Statement
(Registration No. 333-70465) filed by Enron with the Securities
and Exchange Commission (“Commission”) under the Securities
Act of 1933, as amended (“Act”), on February 3, 1999
(“Registration Statement”), with respect to the registration and sale
by Enron of $500,000,000 aggregate principal amount of 7.375%
Notes due May 15, 2019, pursuant to an underwriting agreement
dated May 19, 1999 (“Underwriting Agreement”). References to
the “Prospectus” shall refer to the prospectus contained in the
Registration Statement as supplemented by a prospectus
supplement dated May 19, 1999, filed with the Commission
pursuant to Rule 424(b)(2). Such Registration Statement and
Prospectus incorporate by reference, among other documents filed
with the Commission, the following:

. Enron’s Annual Report on Form 10-K for the fiscal year
ended December 31, 1998 (“1998 Form 10-K”);

o Enron’s Current Report on Form 8-K dated March 18, 1999
(“March 18, 1999 Form 8-K”); and

. Enron’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 1999 (“March 31, 1999 Form 10Q”).

We have audited the consolidated balance sheet of Enron as of
December 31, 1998 and 1997, and the related consolidated
statements of income, comprehensive income, cash flows and
changes in shareholders’ equity for each of the three years in the
period ended December 31, 1998, all included in the March 18,
1999 Form 8-K and the 1998 Form 10-K, and the related financial
statement schedule included as Item 14(a)2 included in the 1998
Form 10-K, all incorporated by reference in the Registration
Statement and Prospectus; our reports with respect thereto, as
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appearing in the March 18, 1999 Form 8-K and the 1998 Form 10-
K, are also incorporated by reference in the Registration Statement
and Prospectus.

In connection with the Registration Statement and Prospectus:

1.

* K %k

We are independent certified public accountants with
respect to Enron within the meaning of the Act and the
applicable rules and regulations thereunder adopted by the
Commission.

In our opinion, the consolidated financial statements and
financial statement schedule audited by us and incorporated
by reference in the Registration Statement and Prospectus
comply as to form in all material respects with the
applicable accounting requirements of the Act and the
Securities Exchange Act of 1934 (“Exchange Act”) and the
related rules and regulations adopted by the Commission.

We have carried out other procedures to May 14, 1999, as follows .

With respect to the three-month periods ended March 31, 1999 and
1998, we have:

)

(ii)

Performed the procedures specified by the American
Institute of Certified Public Accountants for a review of
interim financial information as described in SAS No. 71,
Interim __ Financial Information, on the unaudited
consolidated condensed balance sheet as of March 31,
1999, and the unaudited consolidated condensed statements
of income and cash flows for the three-month periods
ended March 31, 1999 and 1998, all included in the
March 31, 1999 Form 10-Q, incorporated by reference in
the Registration Statement and Prospectus.

Inquired of certain officials of Enron who have
responsibility for financial and accounting matters whether
the unaudited consolidated condensed financial statements
referred to in (i) comply as to form in all material respects
with the applicable accounting requirements of the
Exchange Act as it applies to Form 10-Q and the related
rules and regulations adopted by the Commission.
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Nothing came to our attention as a result of the foregoing
procedures, however, that caused us to believe that:

(1) Any material modifications should be made to the
unaudited consolidated condensed financial statements
described in 4(i), incorporated by reference in the
Registration Statement and Prospectus, for them to be in
conformity with generally accepted accounting principles.

(i)  The unaudited consolidated condensed financial
statements described in 4(i), incorporated by reference, do
not comply as to form in all material respects with the
applicable accounting requirements of the Exchange Act as
it applies to Form 10-Q and the related rules and
regulations adopted by the Commission.

Enron officials have advised us that no consolidated
financial statements as of any date or for any period
subsequent to March 31, 1999, are available; accordingly,
the procedures carried out by us with respect to changes in
financial statement items after March 31, 1999, have, of
necessity, been even more limited than those with respect
to the periods referred to in 4. We have inquired of certain
officials of Enron who have responsibility for financial and
accounting matters whether (a) at May 14, 1999, there was
any change in the capital stock, increase in combined short-
term and long-term debt or any decrease in consolidated net
assets or shareholders’ equity of Enron as compared with
amounts shown on the March 31, 1999, unaudited
consolidated condensed balance sheet, included in the
March 31, 1999 Form 10-Q, incorporated by reference, in
the Registration Statement and Prospectus, or (b) for the
period from April 1, 1999, to May 14, 1999, there were any
decreases, as compared with the corresponding period in
the preceding year, in consolidated operating revenues, net
income or basic or diluted earnings per share of common
stock. On the basis of these inquiries and our reading of the
minutes as described in 4, nothing came to our attention
that caused us to believe that there was any such change,
increase or decrease, except in all instances for changes,
increases or decreases that the Registration Statement and
Prospectus disclose have occurred or may occur, except
that capital stock increased $61 million.

For purposes of this letter, we have also read the
information contained in Item 7. — “Management’s
Discussion and Analysis of Financial Condition and
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Results of Operations” and “Quarterly Financial Data
(Unaudited)” appearing in Note 16 to the consolidated
financial statements, all included in the 1998 Form 10-K
(included at Exhibit II); the information contained in Item
1. - “Business,” Item 2. - “Properties,” Item 3. — “Legal
Proceedings,” Item 5. - “Market for the Registrant’s
Common Equity and Related Shareholder Matters” and
Item 6. - “Selected Financial Data (Unaudited),” all
included in the 1998 Form 10-K (included at Exhibit III);
“Computation of Ratio of Earnings to Fixed Charges
(Unaudited)” on Exhibit 12 included in the 1998 Form 10-
K (included at Exhibit IV); Item 2. - “Management’s
Discussion and Analysis of Financial Condition and
Results of Operations” included in the March 31, 1999
Form 10-Q (included at Exhibit V); “Computation of Ratio
of Earnings to Fixed Charges (Unaudited)” on Exhibit 12
included in the March 31, 1999 Form 10-Q (included at
Exhibit VI); and “Capitalization” and “Ratio of Earnings to
Fixed Charges” included in the Prospectus (included at
Exhibit VII) and performed the additional procedures stated
in Exhibit I with respect to such information.

11.  This letter is solely for the information of [Banc of America
and the other] addresses and to assist [Banc of America and
the other] underwriters in conducting and documenting
their investigation of the affairs of Enron in connection
with the offering of the securities covered by the
Registration Statement and Prospectus . . . [R]eference may
be made to it in the Underwriting Agreement or in any list
of closing documents pertaining to the offering of the
securities covered by the Registration Statement and
Prospectus.

Very truly yours,

/s/

ARTHUR ANDERSEN LLP

23.  The 7% Exchangeable Notes Comfort Letter and the Marlin Notes
Comfort Letter contain similar assurances. On or about May 24, 1999, Andersen issued the

Bring Down Letter to Banc of America. As regards Andersen’s review, auditing, and/or
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certification of Enron’s financial statements incorporated by reference in the Prospectus in

connection with the 7.375% Notes, the Bring Down Letter (attached hereto as Exhibit B) states,

in part:
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May 24, 1999

LEHMAN BROTHERS INC.

BANC OF AMERICA SECURITIES LLC

CIBC WORLD MARKETS CORP.

As Underwriters

named in the Underwriting Agreement

dated May 19, 1999, relating to the issuance of
$500,000,000 of 7.375% Notes due May 15, 2019

Dear Ladies and Gentlemen:

We refer to our letter of May 19, 1999, relating to Amendment No.
1 to Form S-3 Registration Statement (Registration No. 333-
70465) filed by Enron Corp. (an Oregon corporation) and
subsidiaries (“Enron”) with the Securities and Exchange
Commission (“Commission”) under the Securities Act of 1933, as
amended (“Act”), on February 3, 1999 (“Registration Statement”),
with respect to the registration and sale by Enron of $500,000,000
aggregate principal amount of 7.375% Notes due May 15, 2019,
pursuant to an underwriting agreement dated May 19, 1999
(“Underwriting Agreement”). References to the “Prospectus” shall
refer to the prospectus contained in the Registration Statement as
supplemented by a prospectus supplement dated May 19, 1999,
filed with the Commission pursuant to Rule 424(b)(2).

We reaffirm as of the date hereof (and as though made on the date
hereof) all statements made in that letter except that, for the
purposes of this letter:

a. The reading of minutes described in paragraph 4 of that
letter has been carried out through May 19, 1999 . . .

b. The references to May 14, 1999, in paragraph 4 and 6 of
that letter are changed to May 19, 1999 . . . | with the following
exceptions noted in ¢ below.

c. As described in paragraph 6 of our letter dated May 19,
1999, Enron officials have advised us that no consolidated
financial statements as of any date or for any period subsequent to
March 31, 1999, are available. We have inquired of certain
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officials of Enron who have responsibility for financial and
accounting matters whether (a) at May 19, 1999, there was any
change in the capital stock, increase in combined short-term and
long-term debt or any decrease in consolidated net assets or
shareholders’ equity of Enron as compared with amounts shown on
the March 31, 1999, unaudited consolidated condensed balance
sheet included in the March 31, 1999 Form 10-Q, incorporated by
reference in the Registration Statement and Prospectus, or (b) for
the period from April 1, 1999, to May 19, 1999, there were any
decreases, as compared with the corresponding period in the
preceding year, in consolidated operating revenues, net income or
basic or diluted earnings per share of common stock. On the basis
of these inquiries and our reading of the minutes as described in a,
nothing came to our attention that caused us to believe that there
was any such change, increase, or decrease, except in all instances
for changes, increases, or decreases that the Registration Statement
and Prospectus disclose have occurred or may occur, except that
capital stock increased $61 million and combined short-term and
long-term debt increased $143 million.

d. This letter is solely for the information of [Banc of America
and the other] addressees and to assist [Banc of America and the
other] underwriters in conducting and documenting their
investigation of the affairs of Enron in connection with the offering
of the securities covered by the Registration Statement and
Prospectus . . . [R]eference may be made to it in the Underwriting
Agreement or in any list of closing document pertaining to the
offering of the securities covered by the Registration Statement
and Prospectus.

Very truly yours,
/s/

ARTHUR ANDERSEN LLP

24.  The Comfort and Bring Down Letters establish Andersen’s and Enron’s
intent that Banc of America directly benefit from their contract, as well as Andersen’s awareness
of its duties to Banc of America, and its breach thereof, including the following:

(a) Andersen was aware or should have known that its work, reports and
representations, including those contained in or incorporated by reference or referred to in the

Comfort and Bring Down Letters, the Registration Statement, and the Prospectus, were to be
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used for a particular purpose, i.e., Banc of America’s due diligence in connection with the
underwriting of the 7.375% Notes;

(b) Banc of America was specifically known to Andersen as the entity for
whose benefit Andersen’s reports and representations were directly intended and were in fact
made;

© Andersen understood Banc of America’s reliance in this regard; and

(d) Banc of America reasonably and justifiably relied on Andersen’s reports
and representations.

E. Andersen’s Breach of Contract, Negligence, and Fraud Are for the First
Time Discovered by Banc of America and Others Who Relied on Andersen

25. On October 16, 2001, Enron issued a press release announcing a $618
million total net loss for the third quarter of 2001. That same day, Enron announced to analysts
that it would reduce shareholders’ equity by approximately $1.2 billion.

26.  Upon information and belief, Andersen at all relevant times was aware of
or should have known the following material but as yet publicly undisclosed facts:

@ The $1.2 billion reduction in shareholder equity was caused by the
improper categorization of hundreds of millions of dollars as an increase, rather than as a
decrease, to shareholders’ equity;

(b)  Andersen did not object to or otherwise attempt to correct the statements
in Enron’s October 16, 2001 press release that characterized as non-recurring certain charges
against income (which characterization Andersen previously had concluded was inappropriate);

(c) Andersen knew or should have known of possible improprieties and
accounting errors at Enron, as Sherron Watkins, a then-current Enron employee and former
Andersen employee, had reported such conduct to an Andersen partner;
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(d) In its work related to Enron, the Andersen team assigned to the Enron
audit had contravened the very methodology approved by the specialists within Andersen’s
Professional Standards Group for the conduct of such audits; and

(e) The Andersen team assigned to the Enron audit had received a poor
evaluation in 2000.

27. On or about October 17, 2001, the SEC instituted an informal inquiry into
Enron, and requested that Enron voluntarily provide it with information regarding transactions
between Enron and certain related parties.

28.  On or about October 23, 2001, while on notice of the SEC’s investigation
of Enron, Andersen apparently executed a plan to destroy Enron-related documents. Destruction
of Enron-related documents was undertaken in Andersen’s Houston, Texas; Chicago, Illinois;
Portland, Oregon; and London, England offices.

29, On or about October 31, 2001, the Board of Directors of Enron (the
“Board”) elected to the Board William C. Powers, Jr. and appointed him Chairman of a newly-
appointed special committee charged with conducting an investigation of transactions between
Enron and certain related parties (the “Special Investigative Committee of the Board”). The
Special Investigative Committee of the Board also was charged with communicating with the
SEC, which had, by this time, launched a formal investigation into Enron.

30. On November 8, 2001, Enron filed with the SEC a report on Form 8-K,
wherein Andersen’s breach of contract, and the extent of Andersen’s negligence and
recklessness, is indicated by, among other things, the following:

(a) The admission by Enron that the “financial statements for these periods
and the audit reports relating to the year-end financial statements for 1997 through 2000 should

not be relied upon”; and
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b) Admissions by Enron that a restatement of Enron’s financial statements
from 1997 to 2000 and the first and second quarters of 2001 (to reflect the $1.2 billion reduction
to shareholders’ equity and various adjustments to certain income statements and balance sheets)
was required in order to correct numerous accounting and auditing errors, because:

(i) the financial activities of Chewco Investments, L.P. (“Chewco”), a related
party vis-a-vis Enron and an investor in Joint Energy Development Investments Limited
Partnership (“JEDI”), should have been consolidated into Enron’s financial statements beginning
in November 1997,

(i) the financial activities of JEDI, in which Enron was an investor and which
was first consolidated into Enron’s financial statements during the first quarter of 2001, should
have been consolidated beginning in 1997; and

(iii)  the financial activities of a wholly-owned subsidiary of LIM Cayman, L.P.
(“LIM1”), which had engaged in structured transactions with Enron, should have been
consolidated into Enron’s financial statements beginning in 1999.

31. On or about December 2, 2001, Enron and certain of its subsidiaries filed
with the United States Bankruptcy Court for the Southern District of New York voluntary
petitions for reorganization pursuant to Chapter 11 of the United States Bankruptcy Code.

32. In or about December 2001, upon information and belief, Andersen’s
CEOQ, Joseph Berardino, admitted to the SEC that the financial statements audited by Andersen
were misleading because of the improper failure to consolidate transactions between Enron and
certain related parties, as required by GAAP.

33.  On or about February 1, 2002, the Special Investigative Committee of the

Board issued its report of its investigation of Enron (the “Powers Report”). The Powers Report,
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which does not contain any findings of wrongdoing by Banc of America, contains certain
findings with respect to Andersen. These findings include the following:

(a) Enron’s accounting treatment of the Chewco and LJM1 transactions was
“clearly wrong,” and caused by mistakes in structuring the transactions “or in basic accounting.”
The Special Investigative Committee of the Board further found that:

[ijn other cases, the accounting treatment was likely wrong,

notwithstanding creative efforts to circumvent accounting

principles through complex structuring of transactions that lacked

fundamental economic substance. In virtually all of the

transactions, Enron’s accounting treatment was determined with

extensive participation and structuring advice from Andersen,

which Management reported to the Board. Enron’s records show

that Andersen billed Enron $5.7 million for advice in connection

with the LJIM and Chewco transactions alone, above and beyond
its regular audit fees;

(b)  Andersen approved certain asset sales and hedging transactions, which
“appear to have been designed to circumvent accounting rules” and which raised certain
accounting and financial reporting issues;

© Andersen’s CEO had admitted in Congressional testimony that “the firm
had simply been wrong” with respect to certain conclusions regarding whether Enron’s
transactions with certain related parties met the “threshold accounting requirement” for non-
consolidation;

(d)  Andersen had approved certain disclosures, which “were obtuse, did not
communicate the essence of the transactions completely or clearly, and failed to convey the
substance of what was going on between Enron and the partnerships”;

(e) There was an absence of, among other things, “objective and critical

professional advice” on the part of Andersen;
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® Andersen “did not fulfill its professional responsibilities” in connection
with its audits of Enron or its responsibility to bring to Enron’s attention concerns regarding
related party transactions. Specifically, the Powers Report noted:

Andersen has admitted that it erred in concluding that the Rhythms
transaction was structured properly under the SPE non-
consolidation rules. Enron was required to restate its financial
results for 1999 and 2000 as a result. Andersen participated in the
structuring and accounting treatment of the Raptor transactions,
and charged over $1 million for its services, yet it apparently failed
to provide the objective accounting judgment that should have
prevented these transactions from going forward. According to
Enron’s internal accountants, Andersen also reviewed and
approved the recording of additional equity in March 2001 in
connection with this restructuring. In September 2001, Andersen
required Enron to reverse this accounting treatment, leading to the
$1.2 billion reduction of equity. Andersen apparently failed to
note or take action with respect to the deficiencies in Enron’s
public disclosure documents.

According to recent public disclosures, Andersen also failed to
bring to the attention of Enron’s Audit and Compliance Committee
serious reservations Andersen partners voiced internally about the
related-party transactions. An internal Andersen e-mail from
February 2001 released in connection with recent Congressional
hearings suggests that Andersen had concerns about Enron’s
disclosures of the related-party transactions. A week after that e-
mail, however, Andersen’s engagement partner told the Audit and
Compliance Committee that, with respect to related-party
transactions, “[rlequired disclosure [had been] reviewed for
adequacy,” and that Andersen would issue an unqualified audit
opinion. From 1997 to 2001, Enron paid Andersen $5.7 million in
connection with work performed specifically on the LIM and
Chewco transactions. ‘The Board appears to have reasonably relied
upon the professional judgment of Andersen concerning Enron’s
financial statements and the adequacy of controls for the related-
party transactions. Our review indicates that Andersen failed to
meet its responsibilities in both respects;

() “[TIhe responsibility for [the] inadequate disclosures” with regard to

related parties was borne in part by Andersen;
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(h)  The Powers Report further noted that, pursuant to AICPA standards,
“[aJuditors are under an obligation not to agree to such disclosures without substantiation”;
i) Andersen “did not function as an effective check” on the disclosure

approach used by Enron. For instance, the Powers Report noted:

Andersen was copied on drafts of the financial statement footnotes
and the proxy statements, and we were told that it routinely
provided comments on the related-party transaction disclosures in
response. We also understand that the Andersen auditors closest to
Enron Global Finance were involved in the drafting of at least
some of the disclosures. An internal Andersen e-mail from
February 2001 released in connection with recent Congressional
hearings suggests that Andersen may have had concerns about the
disclosures of the related-party transactions in the financial
statement footnotes. Andersen did not express such concerns to
the Board. On the contrary, Andersen’s engagement partner told
the Audit and Compliance Committee just a week after the internal
e-mail that, with respect to related-party transactions, “[rJequired
disclosure [had been] reviewed for adequacy,” and that Andersen
would issue an unqualified audit opinion on the financial
statements.

34.  In June 2002, a federal grand jury convicted Andersen of obstruction of
justice for its destruction of Enron-related documents while on notice of a federal investigation.
Upon information and belief, Andersen’s license to practice auditing has since been revoked. On
October 16, 2002, Andersen was sentenced to five years probation and a $500,000 fine in

connection with its criminal conviction.

IIL.

COUNT L. - BREACH OF CONTRACT (THIRD PARTY BENEFICIARY)

35.  The allegations in Paragraphs 1 through 34 of the Cross-Claims are

incorporated by reference as if fully set forth herein.
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36.  Andersen contracted with Enron to perform a variety of services,
including work in connection with the Comfort and Bring Down Letters referred to herein, as
well as auditing and accounting functions relating to, among other things, Enron’s offering of the
7.375% Notes, the 7% Exchangeable Notes, and the Marlin Notes, and to exercise the standard
of care, skill, and diligence expected of independent, qualified certified public accountants and
expert auditors.

37. Andersen and Enron intended, and Andersen was required, to bestow upon
Banc of America the direct and primary benefit of such services, as evidenced by, among other
things, the Comfort and Bring Down Letters. This benefit was to be bestowed upon Banc of
America, in satisfaction of certain of Enron’s legal duties to Banc of America, and with
Andersen’s knowledge, understanding, and intent that Banc of America would rely on it, as
evidenced by, among other things, the Comfort and Bring Down Letters.

38.  Andersen incompetently and inaccurately performed the services and
procedures referred to in the Comfort and Bring Down Letters and its review and/or audit of the
financial statements of Enron, in breach of its contractual duties to Enron and to Banc of
America, the intended third party beneficiary of the contract between Andersen and Enron with
regard to the work performed by Andersen in connection with the Comfort and Bring Down
Letters.

39.  Andersen, by the breach of its contractual duties with regard to the
services and procedures referred to in the Comfort and Bring Down Letters and the review and
audit of Enron’s financial statements, including those incorporated by reference in the
Registration Statement and Prospectus, breached its duty to act in good faith and to deal fairly

with Banc of America in this regard.
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40.  As adirect and proximate result of Andersen’s breach of contract, Banc of
America has suffered and continues to suffer damages, for which it hereby seeks appropriate

relief.

COUNT I1. - PROFESSIONAL NEGLIGENCE

41.  The allegations in Paragraphs 1 through 34 and 38 of the Cross-Claims are
incorporated by reference as if fully set forth herein.

42.  As evidenced by, among other things, the Comfort and Bring Down
Letters, Andersen owed a duty of care to Banc of America in the performance of its Enron-
related auditing, accounting, and other procedures and functions, including, but not limited to,
those referred to in the Comfort and Bring Down Letters, by exercising the standard of care,
skill, and diligence expected of independent, qualified certified public accountants and expert
auditors. Andersen was aware that Banc of America was an existing underwriter of or placement
agent for various Enron securities, including Enron’s 7.375% Notes, Enron’s 7% Exchangeable
Notes, and the Marlin Notes, and that Banc of America intended to rely on Andersen’s skill and
expertise in connection with Enron’s financial statements, including those incorporated by
reference in the Prospectus.

43.  Andersen failed to conform to the generally recognized and accepted
principles and standard of care required of its profession in connection with Enron’s financial
statements, including those incorporated by reference in the Prospectus.

44,  As adirect result of Andersen’s professional negligence, Banc of America

has suffered and continues to suffer damages, for which it hereby seeks appropriate relief.
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COUNT III. - NEGLIGENT MISREPRESENTATION
45.  The allegations in Paragraphs 1 through 34, 38, and 43 of the Cross-

Claims are incorporated by reference as if fully set forth herein,

46.  Andersen, in the course of its engagement with Enron (including the
Comfort and Bring Down Letters), negligently supplied materially false information for the
benefit and guidance of Banc of America. This information was supplied by Andersen with the
knowledge that Banc of America was an existing underwriter of or placement agent for various
Enron securities, including Enron’s 7.375% Notes, Enron’s 7% Exchangeable Notes, and the
Marlin Notes, and with the knowledge, understanding, and intent that Banc of America would
rely on such information.

47. Andersen, in breach of its contractual and professional duties, did not
exercise reasonable care or competence in obtaining or communicating such information to Banc
of America.

48. Banc of America reasonably and justifiably relied on Andersen’s
representations in connection with, among other things, the offerings of Enron’s 7.375% Notes,
Enron’s 7% Exchangeable Notes, and the Marlin Notes.

49.  As a result of its justifiable reliance on the information supplied by
Andersen in breach of Andersen’s duties, Banc of America has suffered and continues to suffer
damages, for which it hereby seeks appropriate relief.

COUNT IV. - COMMON LAW FRAUD
(RECKLESS DISREGARD FOR THE TRUTH)

50.  The allegations in Paragraphs 1 through 34, 38, and 43 of the Cross-
Claims are incorporated by reference as if fully set forth herein.
51.  Andersen recklessly made numerous false representations concerning

material facts related to Enron’s 7.375% Notes, Enron’s 7% Exchangeable Notes, and the Marlin
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Notes. These material misrepresentations include, without limitation, the representations in the
Comfort and Bring Down Letters and in Andersen’s certifications of the financial statements
incorporated by reference in the Registration Statement and Prospectus.

52. Banc of America was intended to—and did in fact, reasonably and
justifiably—rely upon these material misrepresentations, as evidenced by, among other things,
the Comfort and Bring Down Letters.

53. As a direct and proximate result of such reliance, Banc of America has

suffered and continues to suffer damages, for which it hereby seeks appropriate relief.

COUNT Y. - STATUTORY FRAUD

54. The allegations in Paragraphs 1 through 34, 38, 43, and 51 of the Cross-
Claims are incorporated by reference as if fully set forth herein.

55.  Andersen made numerous reckless representations to Banc of America,
concerning past and existing material facts related to Enron. These material misrepresentations
include, without limitation, the representations in the Comfort and Bring Down Letters and in
Andersen’s certifications of Enron financial statements.

56.  Andersen knew that Banc of America would rely upon Andersen’s
reckless representations, and Banc of America did in fact rely upon Andersen’s reckless
representations.

57.  As a result, and pursuant to the provisions of Chapter 27 of the Texas
Business and Commerce Code, Banc of America has suffered and continues to suffer damages,

for which it hereby seeks appropriate relief.
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COUNT VI. - STATUTORY CONTRIBUTION

58.  The allegations in Paragraphs 1 through 57 of the Cross-Claims are
incorporated by reference as if fully set forth herein.

59.  Andersen contracted with Enron to perform auditing and accounting
functions relating to, among other things, the offerings of Enron’s 7.375% Notes, Enron’s 7%
Exchangeable Notes, and the Marlin Notes.

60.  Andersen intended to bestow upon Banc of America the direct benefit of
such services, as evidenced by, among other things, the Comfort and Bring Down Letters. This
benefit was bestowed upon Banc of America, with Andersen’s knowledge, understanding, and
intent that Banc of America would rely on it, as evidenced by, among other things, the Comfort
and Bring Down Letters.

61.  Andersen owed a duty to, among others, Banc of America to exercise the
standard of care and skill expected of independent, qualified certified public accountants and
expert auditors in its work in connection with the Comfort and Bring Down Letters, providing
the Comfort and Bring Down Letters to Banc of America, and its review and audit of Enron’s
financial statements.

62.  Andersen incompetently and inaccurately performed its services in
connection with the Comfort and Bring Down Letters and its review and audit of the financial
statements of Enron, in breach of its contractual duties to Enron and to Banc of America.

63. Banc of America and Andersen, therefore, are not in pari delicto, and
Banc of America bears no fault for the injury alleged by Plaintiffs.

64.  To the extent that Banc of America is assigned any fault for any injury

alleged by Plaintiffs in connection with their purchase of Enron securities, such fault would be of
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a lesser degree than that of Andersen, as Andersen’s active wrongdoing was the proximate or

primary and efficient cause of any such injury.

65.

As a result, and pursuant to the provisions of Chapter 33 of the Texas

Civil Practice and Remedies Code, Banc of America is entitled to contribution from Andersen

for any damages, interest, expenses, and/or other costs assessed against it.

IV.

PRAYER FOR RELIEF

For all of the foregoing reasons, Cross-Claimant Banc of America requests the following

relief against Cross-Defendant Andersen:

@
(b)
(©)
(d
©
®
)

Judgment against Andersen for damages as provided by law;
Judgment against Andersen for contribution as provided by law;
Prejudgment interest as provided by law;

Attorneys’ fees;

Post-judgment interest as provided by law;

Costs of suit; and

Such other and further relief to which it may be entitled.

Dated: October 15, 2003

NYLIB2 2119%0.1
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Respectfully submitted,

CADWALADER WICKERSHAM & TAFT LLP

B, ~Desspw,/ ﬂ . ﬂ/«éﬁ ,
egory A?@ark& (pro hac vice)
(Attorney-in-Charge)
Jason M. Halper (pro hac vice) W

Lambrina Mathews

100 Maiden Lane

New York, NY 10038
Telephone: (212) 504-6000

Facsimile: (212) 504-6666

Charles G. King

Texas Bar No. 11470000
S.D. Tex. Bar No. 01344
King & Pennington LLP
1100 Louisiana Street

Suite 5055

Houston, Texas 77002-5220
Telephone: (713) 225-8404
Facsimile: (713) 225-8488

Attorneys for Defendant and Cross-Claimant
Banc of America Securities LLC
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CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing instrument was served upon all
known counsel of record by website, http://www.es13624.com, pursuant to the Court's order dated
August 7, 2002 (Docket No. 984), on this the 15" day of October, 2003. «
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May 19, 1599 Asthur Andersen LLP

LEHMAN BROTHERS INC. g ST

BANC OF AMERICA SECURITIES LLC Lownsiana Saeet
Hougron TX 72002-2786

cme WO@ MAREETS CORP. 718 237 2323

As Underwriters

named io the Undervriting Agresment
dated May 19, 1999, rclating w the issuance of .t
$500,000,000 of 7.375% Nates duc May 15,2019

Dear Ladies and Genilemsn:

This letter is writien at the request of Earon Corp. (ap Oregon corporution) und subsidiarics ("Earon~). This letter
relaies w Amendment No. 1 to Form §-3 Registanon Swsemeny (Regiswation No. 333-70465) filed by Bnron with
the Securities and Exchange Cotnmission {"Commission™) under the Securiries Azt of 1933, a3 amended ("Acr™), on
Febmiary 3, 1998 ("Ragigrazion Satemant”™). with respeet w the registrution gnd sale by Enron of $500,000,000
aggragale principal amount of 7.375% Nowes due May 15, 2019, putstsant to an underwsiting agroement dated May
19, 1999 (*Underwriing Agreement™). Raferences to the "Prospectus” shall refer 1o the prospectus contsined in the
Regiswarion Smicment us supplementsd by a prospecrus supplement daied May 19, 1999, filed with s Commission
pursuan: 1o Rule 424(bX2). Such Registation Suement and Prospectus incorporate by tefereace, smong other
documents filed with the Commission, the following:

v Enron's Annaal Report on Form 10-X for the Sizeal year ended Decanber 31, 1998 (*1998 Form 10-K7);
+  Enron's Cucreat Report or Foem &K dated March 18, 1999 (*March 18, 1999 Farm 8-K*); and

Enron's Quanacly Report an Form 10-Q for the quarer ended Maych 31, 1999 ("March 31, 1999
Form 10-Q7).

We have audired tha consolidated balence sheet of Enron as of December 31, 1998 and 1997, and the reluted
consolidated statements of income, comprebensive income, cush flows and changes in shareholders® equiny for cach
of the three yeurs in the peviod ended December 31, 1998, all incladed in the March 18, 1999 Fonm §-K and the
1998 Form 10-K, and the related financial statement schadule included as Zem 14(2)2 included 1n the 1998

Form 10-K, all incorporated by seferencs in the Registrusion Sttsment and Prospeciie; out reports with fespect
thereto, #s appeasing in the March 1B, 1999 Form 8- and the 1998 Form 10-K, aw also ipcorposased by reference
in the Regiscation Statement sud Progpecuis.

In connection wich the Ragisation Staremens and Prospecms:

1. 'We are independent certificd public accountnts with respect 3o Earon within the meaniny of the Actand e
spplicable rules and regulations thervunder adopted by the Commission.

Z  Tn our opinlon, the conswlidaed financial sratements and financial satement schedulo audited by vs and

incorporatzd by reference in the Registration Stawment and Prospectus comply 2& w form in all mazerial

respects with the applicable accounting requirements of the Actand the Seeurities Excharge Act of 1834

(“Exchangs Act™) and the relased rules and rosulutions adopied by e Commission.

3. Wehave not audited any {inancial statements of Eoron as of any daie of for any period subseqient to :
December 31, 1998; alihough we bave conductzd an audit foc the year ended December 31, 1998, ths purpose
(and terefors the scape) of the audit was w enable s 1o express our opigion on the consalidated financial

AASDTEXDD0481233

Confidenual



vet~10~03

~

From='"SP-NY 3 212-755-7306-3 T-208 P.04/28  F-100

ARTHUR
ANDERSEN

Page2
May 12, 1899

satoments a5 of December 31, 1998, and for the year then ended, but not on the financial setements for any
jnterim period within thar year. Thesefore, we are unabie 10 and do not express any opinion on te unaudicd
cousoliduied condensed batancs sheet 26 of March 31, 1999, and the unsudited coasolidated condensad
staternears of income and cash flows for the Huve-moath periods ended March 31, 1999 and 1998, al} included
in the March 31, 1899 Form 10-Q, incorporated by refercace in the Registration Staseman; and Prospecms, of
o the financial position, results of operarons or cagh flows as of any dase or for any period subsequent i
December 31, 1098,

For purpeses of this l=tter we have read the 1999 minuies of meetings of tie directors, sharcbolders, and
commitiexs of Baron, Enron Capital and Trade Resources Corp., Enron Gas Processing Company, Enrog
International Inc., Enron Power Coep., Enron Development Corp., Houston Pipe Line Company, Northern
Plains Nawral Gas Company, Northern Natral Gas Company, Transwestem Pipeline Company, Enron

Qi & Gas Company, and Perdand General Elecoic Carmpany, as spplicable, a5 set forth in the minwe books ar
May 14, 1999, officials of Enron having advised us tmt the minues of all such mectings shrough tha date were
sef Torth therein, except that our work. did aoe extend 1o the fotlowing minutes which hagd not been finalized:

Megring Date of Meerng
Enron -
Compensation and Manageownt January 25, 1999
Deveicpment Comminee
Audit and Compluanee Commitien February 7, 1999
Finance Comminee February 7, 1992
Compensation and Management February 7, 1999
Developmeat Commirtsa
Wominang aasd Corpovate Governance February 7, 1999
Commiree
Nominating snd Corporalc Govamance March 8, 1999
Commitice
Exzcutive Comminze March 22, 1999
Exzcutive Commites April 13, 1998
Nominating and Corparate Goveenance May 3, 1999
Cammigee .
Audit md Compliance CommiRas May 3, 1999
Finance Commitee May 3, 1999
Compensaxion and Managament May 3, 1999
Development Commiltes
Board of Dircctors May 4, 1999
Northem Nutural Gas Company-
Board of Directors March 10, 1999
Special Mezting of Board of Directors April 2, 1999
Enron Oil & Gas Company -
Board of Direciors May 4, 1999
Special Meeting of Board of Divectors May 3, 1999

We have carried out other procedures 10 May 14, 1999, as follows (our wock dia not extend 10 10 period fram
May 15, 1999, 10 Muy 18, 1999, inclusive):

AASDTEXQDD421234
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With respect o the thiree-month periods ended March 31, 1999 and 1998, we have:

i) Performed the procedmres specified by dw Ametican Instimis of Cerrified Public Accountaots fox a
review of intezim financial information as described in SAS Ne. 71, Inwsrim Financiz! Informarion, on the
unaudit=d consolidaiad condensed balance sheet as of blarch 31, 1999, and the unaudited congolidated
condensed staternents of income and cagh flows for the thres-month periods ended Masch 31, 1999 and
1998, all included in the March 31, 1299 Form 10-Q, incorporated by reforence in the Regusmation
Statement and Prospecius.

{ii) Inquired of carrain afficials of Enron who have responsibility for financial and sccounting maers
whether the unandited consolidated condensed financial stacments raferred w in (i) comply as w form in
all matenal respects with the applicuble accounting requiremnents of the Exchange Act as it applies o
Form 10-Q and the related rules ang regulations adopted by the Commission.

The faregaing procedures do por constinitz an aydit conducted in aczordance with generally ascopted pudiing
mandards. Also, they would not necessarily reveal matens of significance with respest to the comments in the
following paragraph. Accordingly, we make no representations regarding the sufficieacy of the foregoing
procedures for your purposes.

Nothing came io our ageniion a8 a resth of the foregoing procedures, however, that caused us to balieve thar

i) Any material modifications zhould be made 10 the unandited consolidared condensed financial sztements
described in 43), incorporated by referense in the Regiscaton Sratement und Prospeczus, for them to be
in conformity with gencrally acpapted scsounting principies.

(i) The unaudited consolidated condensed financial staements described in 4(3). incorporased by reference,
do not comply 28 w form in all malerial respects with the applicuble accounting requirements of the
Exchange Act a8 it applics o Form 10-0 and the relaied rules and raguluiions sdoped by the
Commission.

Enran officials ave advised us that no consolidated financisl statements as of any date or for any pariod
subsequent 1o March 31, 1999, are uvailable; accordingly, the procedurss carried ot by us with respect 1o
changes in fingacial statement items after March 31, 1999, have, of pecessity, been cves more fimired thun those
with newpect to the periods referved 1o in 4. We have inquired of cemain officialz of Eason who have
respemsidility for financial and sccounting maners whether (a) ur May 14, 1999, there was any change in the
capital stock, increase in combiped shon-terra and long-term debr or any decrease in conrselidared nct assers of
sharehaolders’ equity of Enron as compared with amounts shown on the March 31, 1998, unaudited consalidared
condenscd balanee sheet included in the March 31, 1999 Foan 10-Q, incospormed by veference, in the
Registration Smmement and Prospecius, or (b) for the period from April 1, 1999, 10 May 14, 1999, there were
agy decreascs. as compared with e corvespanding period in the preceding year, in consolidated operazing
revenues, pet income or busic or diluied sarnings per share of common stock. On the basis of these inquines
und our reeding of the minutes as described in 4, nothing came to our atendon hat cuused us W belisve that
there was any such change, increase, or decease, cxcept in all instances for changes, increases, or decyeases that

the Regiscration Statement and Prospectas discluse have occurted or may occur, except that cspisal stack
increased $61 million,

For purposes of this letier, we have also read the informaltion conmined in Iem 7. - "Managemenr's Discussion
and Analysis of Financial Condition and Results of Operations® and “Quurterly Finmmcial Dam (Unaudited)™
appesring 1 Notz 16 10 the copsalidased financial Sucments, all included in the 1998 Rorm 10-K (included o
Exhibit I0); the information contained 1n liem 1. - “Business,” {tom 2. - “Propertics,” ltem 3. - “Legal
Proceedings,” Jtomn §. - "Market for the Regisirant’s Common Equity and Related Sharsholder Matans® and
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1 EXHIBIT]
‘ Symbol Explagation of Symbols Used in Exhibits I through VI
( A We compased the indicared amount of pescentage to the comesponding amount or perconlisgs appearing ok an

analysis schedule peepared by Enron and found such amounts of percentages 1o be in agreemens, afisr
rounding. We recompured the amount oF percentage appearing on the analysis scheduls and found such
ATIOUN OF Pereniage W he arithmetically correct. We compared the componenrs of the compatarion of the s
amOunt OF perceniage appearing on (e analysis schedulc t the correspording amount appearing on the
consalidated balance sheet, as of the applisable date, or the selaied consolidated matements of incoms, cash '
flows or changes in shageholders’ equity of noszs 1o the consolidated financial staremants, foc the applicable
year, included in the 1998 Enyon Form 10-K, 1997 Enron Form 10-K, or the 1995 Envon Form 10-K, 25

,,,- applicable, and foumd such atuounts oF perceniages (o be in agreemsnt, after rounding.

. B We compared the indicared amount or pescentage (o the corresponding amouns of percentage sppeasiag on an
o analysis schedule prepared by Eavon and found such amounts ot peccentages 1o be in sgreement, after |
. soanding. We recomputcd the amout o pexcenlage appearing on the analyxis schodule and found such :
arnodnt of percentage 1 be aritimetically comest. We compazed the components of the computstion of the :
amannt or percamage appeating on the analysis schedule 1o the correspanding amount included in Earon's

aecouming recards and found such amounts 1o de in agreement, after rounding.

c We compared the indicaied amount 1 the comresponding amodnt appearing on the consolidated halnnes sheet,
- a5 of the applicable date, oc the related consolidated statements of income, cash flows or changes in :
shareholders’ equity or notes 10 the consolidared financial matements. for the applicadle year, incladed in the ;
1998 Enron Form 10-K. 1937 Enron Form 10-K. or the 1995 Exnvon Form 10-K, as applicable, and fouad
such amounts W s in agreoment, afier rounding.

' D We comparcd the indicated emount & the corresponding amount included in Enpon's sccounting fecords 30d ;
i

found such amounss (o be in ugreomeat, afier rounding.

schedule propared by Enron and found such umounts oc $ados o be in agreement, afier rounding. Such

analysis schedule reflects the amouats used in the computation of the rago of eamings to fixed chayges

{ inefuding (1) “Incoms from continuing operations,” (2) “Undisaribued carnings and losses of less than 50% i
1

! . E Wa compared the indicated apount ar rado 0 the corresponding amount or falio appeating od 41 analysis
Y

owned affiliates,” (3) “Capitlized interest of nonregularwd companies,” (4) "Minority intesest,” (5) “Incomes
tax expense,” (6) “Intarest oxpense,” (7) "Rental expense representative af intorest factor,” (B) "Garmings
svailable foe fixed charges,” (9) “Fixed charges™ and (10) "Ratio of carnings w fixed charges.” We compared
{1} and (4) for the applicable period, as described sbove, W the corresponding amount appearing on the
{- . unandited consolidaisd condensed sratement of income included 1 the March 31, 1999, Enson Form 10-Q, o ‘
on the consolidated statement of income included in the 1998 Enton Fonm 10-K or the 1995 Enron Fonm
. 10-K, as npplicable, or included in Enson's accounting recards, as applicable, and found such amoumts w be
.- in agreemant, after rounding. We compared (2), (3), (5), (8) and {7) for the applicable period, as described
= above, o the corresponding amounts appearing on an analysis schodule. We recompatad the amounts
appeusing on the analysis schedule and found such amounts (o be arithmagdeally comxext. We compared the
components of the compuwaion of the amounts appoaring on the analysis scheduls w the corresponding
amounts appearing on he upaudited consolidared condenscd statement of income included w the Maxch 31,
1999, Earon Form 10-Q, or en the consatidapd swtement of income included in the 1998 Enron Borm 10-K
or the 1995 Baron Form 10-K, as spplicable, or included in Enron's sccounting records., as applicable, and
. found such zmounts o be in agreemant, after rounding. We recompuzed (9) for the applicable period, as
: described above, s the sum of (6) and (7), az described above, and found such amount 10 be aridumedcally
correct. We recompuied (8) for the applicable peziod, as described sbove, as the sum of (1), (@), (5) and (3), i
as described above, loss the sum of (2) and (3), as described above, and found such ameunt & be
arithmerically correct. We recomputed {10), as described above, as (8), as descyibed above, divided by (9),
a5 described abave, and found such ratio w be arithmeticnlly correct
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2 EXHIBITI
Explanagion of Svmbols Used in Exhibirg [] throuuh VH

We compared the indicated amouns of percentage 1o the comesponding AMoun; of percentage appearing on an
analysis schedule prepared by Earon Oil & Gas Company and found such amounis of percentages o be in
agreement, after rounding. We recomputed the amount of percentage appeasing oo the analysis schedule and
found such amount o percentage Yo be arithmercally comreet. We compared the componenis of the
computation of the amount or perceniage appearing oo e analysis schedule to the corresponding amount or
percentage appeasing in the Eoron Oil & Gas Company’s 1998 Fonn 10-K or Enson Oil & Gas Company’s
accouming secotds, ag applicable, and found such amounts o bz in agrecment, after rounding.

Nox used.
Not nsed.
Not used.
Naot uzed.
Not used.

We compared the indicated amouat to the corresponding amount appearing on an analysis schedule prepared
by Enron and found such amounts o be io agresment, after rounding. Such analysis schedule reflecs (1)
averuge number of comman sharex oursianding on 8 dilured basis, assuming the conversion of refered
shuees to common shares, (2) avedage number of common shares outstanding on a difuted basis and (3)
additional common shares issuable npon conversion of proferred shares. We compared (2), ag described
above, to the comresponding amount appearing on the consolidared statement of income included in the 1997
Enron Form 10-X and found such amouuts o be in agrecment, afisr rounding. We compared (3), a5
described above, W an analysis schadule prepared by Eoron and found such amounts 1o be in agresment, aftes
rounging. We recompuied the amount appeasing on the analysis schadule and found such amount 1o be
arithmerically carrect. We compared the components of the cormputation of the amount appearing on the
analysis schedule w e camesponding amount appearing in the nows o the consclidazed finaacial sigrements
included in the 1997 Enron Fonm 10-K or in Enron’s accounting records, as applicabie, and found such
amounts 10 be in sgreement, afier rownding. We recemputed (13, as described above, as ths sum of (2) and
(3), &s descsibed above, and foand such amount 10 be asithunetically correct. It should be noted rhar
Statement of Financial Accounting Srandards No. 128 requires that diluted camnings per share for each
camings componeat should no inciude the aati-dilnive effect of the assumed conversion of preferred shares
W common shares.

We compared the indicaed amount {0 the carresponding amount appearing on an analysis schedule prepused
by Enron and found such amount to be in agreoment, afics rounding. We recompured the aaouat appesting
on the uaalysis schedule and faund such amouns 1o be arithmetically commect. Such analysis scheduic wulizes a
foreign cutrency exchange rate to convers Great Britain Pounds 1w US dollars. We compared the scud-or-pay
peyments amount appearing on the unalysis schedule 10 the corresponding smonns included in Encon's
acoounting records and found such amounts 1o be in agresmens, afier rounding.

We compared the indicuted amount 1o the cotresponding amount appearing on an analysis scheduic prepared
by Enron and found such amounts w be in agreement, after rounding. We recomputed the amount appearing
on the analysis schedule and found such umount © be arithmetically correct. We compared the components
of the compuuaion of the amount appeariog on the analysis scheduls w the camespoading amouny appoaring
on the unauditcd consolidated condensed staremant of income inclitded ia the September 30, 1998, Baron
Form 10-Q, or appearing on the consolidatod sasment of income includad in the 1998 Enron Fonn 10-K, a8
spplicable, and found such amounts 10 be in agreement, sfier rounding.
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] EXHIBIT!
Explanation of Svmbels Used in Exhibits I through VIT

We compared the indicated amouns 1o the corresponding amobat appearing on an snalysis schedule preparcd
by Enron Qit & Gas Company and found such amounts 10 be in agresment, after rounding. We recomputzd
the amounz included on the analysis schedule snd found such amount lo be srithmencally carrect. We
compared the components of the caleniazion of the emaunt appearing on the analysis schedule 1o the
cortesponding amount appearing in the notes 1 the copsolidated financial sttements, for ths applicuble year,
included in Baron Oil & Gas Company’s 1998 or 1997 Rorm 10-K., as wpplicabis, and found such amouats 1o
be in agreement, after roupding.

We compared the indicated amount or percentage to the comesponding amount oc potentags 6ppearing on au
analysis schodule prepaed by Encon and found such amounits or petceniagss (o be in agresment. We
recomputed the amount or percentage appearing on the analysis schedule and fouad such amount ar
perceniage [0 be atitunetically correct. We compared the componenz of the compuazion of the amolint o
perceniags eppeasing on the analysis scheduls 1o the coesponding amouar of perceniage appearing on the
unapdied consolidazed condensed balance shect or the melarsd unandited consolidaied condensad smements
of income, cash flows or notes 1o tis unavdiled consolidated condensed fnancial satements, for the
applicable period, included in the March 31, 1999, Enron Form 10-Q, the Seprember 30, 1998, Enroo Form
10-Q, the Tuns 30, 1998, Envon Form 10-Q or the March 31, 1998, Enron Form 10-Q, a5 applicabie, and
found such amounts or percentages io be in agreemeny, after rounding.

We compared the indicated amount W the corresponding amount appearing on M anandited consoligaed
condensed balance shees, as of the applicable date, or the telated unandited consolidaiad condensed
satements of incomie, cash flows or notes 1o tie upaudited consolidated condensod finuncial Rataments, for
the applicable period, incloded in the Masch 31, 1999, Enron Form 10-Q, Seprember 30, 1998, Earon Form
10-Q, the June 30Q, 1998, Enron Form 10-Q or the March 31, 1998, Enron Foan 10-Q, as applicakle, and
found such amounts (0 be in agresment, after rounding.

Notused.
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Irem 7. NMANAGZHENT'S DISCUSSION AND AWALYSIS OF PINANCIAL COXDITION A
RESUL/'E OF OPERATIONS
The following veview of the resulcs of operations and fianancial
condition of Enrom Corp. and irs subsidiaries and afflllares (Enzen)
should be reaé in conjunction with the Counsclidated Financial
Staremsants.
REBULTS OF OFRRATIONS
consoalidaced Net Incame . .
Brron's net income fo 2lmillion compared to]siosl ;
million in 1997 and[S58d million in 1296. Enron’s operating Segments
include Exploration and Production (Envwen 0il & Gag Company),
Trapsporcarion and Digrribution (Gas Pipeline Group and Portland
General), Wholesale Buergy Operarions and Sarvices (Enron Capital &
Trade Resources and Enron Iacernational), Ratail Enargy Services (BEnron .
Energy Sarvices) and Corporace and Othar, which includes cezcain new !
businesses. The results of Porrland Gemeral have been included in |
Bnren’s Conzolidared Pinancial Statements beginning July 1, 199%7. See
Note 2 to the Comsclidared Financial Scarements. Icanms impacting
comparability are discussed in che respaective segment resulcs. Net
incoms ancludes the following:
(In Milliona) 19898 1997 199¢
Aftar~-tax rasults before ivems impacting
conparabilicy 5 a9%8 $ 515 [ 5 423
Irems impacring comparabilicy: {a)
Gain on sale of 7% nof Eanron Bnergy
Services shavres - 61 -
Gaina on sales of BEnron Cil & Gas
Company atock 45 - g0
Charge to reflect logses on
ceneraczed MTBE productiscn {40} (74} -
Charge co raflect impact af amendaed
J~Block gas conrcrace . - (463) -
Gains on sales of liquids and
gachering asgets - 66 B8
Resarve forx ¢qualified facilicies
digposition - - [¢X %)
othexr - ~— 1 {
Raporrted nec income 4}
&) Tex afioctad At 5N, @XCepr Wners 8 2pecliic C2X rACe appiiad.
]
!
|
!
38 .
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1558 1957

@

I

por el oW Wil

C

pE

-

g Iﬂ w"" l bl

piluted earnings per shares
After~tax resulcts before items
impacring compazability $2.01 51.74

tems impacting camparability:
Gain on sale of 73 of Enren
Enaergy Sexvices shaves
Gains on sales of Bnron 01l & Gas
Conpany steck
Chazga to reflecc losses on
contracced MTBE praduc:.mn
Charge to reflect inpact of
apended J-Block gas contyact
Gains on sales of liquids and
gathaering assets
Reserve for qualified facilicies
disposition
Othex
2ffece of anci-dilurion(al
Reporced diluccd carminge peyr &shara
a) Poxr 1337, chs convarsion of prelerd

le¢ Tesults, per Ghire ZMOGALE .‘.c: ®BCH

[}
dilutad szraningd per ahara camxl\:&m was st
Cesant
O 5= .
shures o comEOR yhAZes.

Tucome Befors Interest, Minority Interasts and Inacme Taxes

- 6.21
.12 -

10.12) {0.25)

The following cable presencs income before intarest, mncr;:y

inrerests and income cvaxes {(IBIT) for cach of Enron's operxating SEgUANTS

{see Note 17 cto the Consolidated Pinancial Statemencs):

(In ¥illiong)

1558 1997 1996

Gas Pipaline Group

Exploracion and Production [s_ 128 s 183 5 200
Trangpertaticn aad Discriburion: @\

35 466 524

Porcland Geueral 2868 1la -
Wholasale Emergy Operations and Sexvie 968 654 466
Retail Bnergy Services (119) (107} -
Corporate and Ocher {32) (745} 48

Raparced income defore intezest,
minoricy intarests and taxes

$1.882 S 565 §1,238

—©

Exploration mnd Producrtien

Enron's explorarion and production sperations are sonducted by

eazor 0Ll & Gas Company (BOG).

as
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Wellhead velume and price statistcics {(including intercompany
amountcs] are a3 follaws:

~—~.J ‘w‘ﬂl‘ Laamt ]

1358 13897 1986

- Nacural gas volumes (MMzE/d)(a
j North America . 176 758 706
’ Trinidad 138 113 124
India 19 i8 -
; Total 871 839 g3¢
: Average nazural gas prices {$/Mci)
Nozth America 51.886 $2.20 s1.92
Trinidad 1.08 1.08 1.00
j India 2.¢1 2.7 -
E Composite 1.78 2.07 1.78
Crude ail/condensate volumag (MBbl/d)(a)
North America 1.6 16.2 11.¢6
g Trinidad 3.0 3.4 5.2
India 5.1 2.3 2.8
Tocal 24.7 19.9 19.8
average crude oil/condenzate prices (§/BBL) -
Nerch America $12.67 $18.33 s21.08
rrinidad 12.26 18.68 18.78
India 12.86 20.05 20.17
Composice 12.66 19.30 20.60

(2] WLITion cubic feec per day or cnousaud bBatzels per day. as appu.icable.

The following analyzes the significanc cowpenents of IBIT for
Exploration and Producticn:

(In Millions) 1998 1537 1894

Net ravenues S763 5783 5730

b

Lt

ority
interescs and raxas i:.zs $1a3 $200

Nat Raovenses

raeflecrs lower aver.age wallhead nacural gas prices and ecrude oil and

condansate prices, partially offzet by increased producticn volumes of

both natural gas and crude oil and condensace. The 1997 incraase
. reflected horh increased average wellhead matural gas prises and

c::e.a.aed production volumes. Ochar marketing activities, wiich include
ading and nacural gas markeci transacrians by EQG, reduced
ne.: :evenues pviSa]million in 1298 and (SAljmillion in 1897, compared

mlli.on in 1285. Net revenues alse include gaias
on sales £ crude cil and gas reserves and ela:sd assers of m.llzan
,i1s8lmillion im 1997 and [520] million W=u 2996,

L

-
0
of

<0

Corporace hedging activieies B 13 {8} tay |
Operacing expenses 1219 20 181 '
Exploracion expanses r 12% 102 a9
Depreciacion. deplecion and amorvization 3135 278 251
Operacing incoma C 133 185 205
Ccher income, net . (5] {2} 15) : )
Reportad income before interest: i
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Costas and BExpenses ) .

operacing expenses and depreciation, deplecion and amextizatien
(PREA) increzsed in 1558 and 1997 primarily dus to expandad operations
and increased worldwide productien volumes in both years snd 2 higher
DDEA race in MNorth America in 19398.

Exploration expenges increased
compared ta the prior yvesr, primarily as a resulr of incresved
exploratory drilling accivities and expenses relatad to lezse
acguisitions in North America.

pusiock

B0G plans to continte te focus & subsrancial porwion of ics
developuent and exploratisn expenditures in its major producing ayreas in
Norch Americn. In addition, PG anticipaces addicional spending for the |
concinued davelopwment of its prajects in Indiz, Trinidad and China.

In December 1988, Epron received an ungolicired indicacion of
interest from a third parcy with respect co exploring a posgible
eransaction pursuant to which the third parcy would scquire Exron’s
shares of EOG commen stack and offer co acguire the remaiaing shares of
cutstanding BOG common stock. There can be no assurance that any such
cransaction will be copsummated. )

Transporvation and Digrribution

Transportation and Discrikucion consistd of Ges Pipeline Group and
Portland General. Gas Pipeline Group includes Bnron’'s {ncerstate
nacural gas pipelines, primarily Norchern Nacuzal Gas Company
(Neozrthern), Trangwestern Pipeline Company {(Transwestern), Enxom's S50%
incerest in Florida Gas Transmiassion Comwpany (Florida Gas) and Enrom's
incerest in Northern Border Pipeline. Percland Gensral resulrs ave
included for the period since the July 1, 19%7 marger (see Nota 2 to the
Conseolidaced Financial Statemencd).

Gas Pipelime Group. The following table summazizes teocal volumes
cransported by each of Enroh’s interstare natural gas pipelines.

1888 1987 19896

Total Volumes Transparcad (Bbru/d) (al

Nogchern Nagural Gas 4,098 4,364 4,577
Transwestern Pipeline 1,608 1.416 1.34)
Ploridz Gas Transmission 1,361 1,341 1,286
Norchern Border Pipeline 1,770 1,80@ 1.80%-

(8) Bililon British Chorvas UOiLs P85 GAY. ABGURLE febiact 100§ of soch excity s

ughput volumes. FPlorida Gas asd Morrhaxy Wesder Pipelime are woconsalidatad
affiliates.

4l
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Significant companencs of IBIT are as follows:

{In Millions) 15838 1987 18896
V4 /

Net revenues 3640 5685 S

Operating expenses 2781 310

Depreciatiocn and amortization B 70 g3

Equity in earnings 2 30

othexr income, znet - o~ 38 54

IEIT before icems impacting comparabill 351 364 §lé
Gaing on saled of liquids and gacthering asseRz - 102 80
Qrher

Not Ravencas @’/
Revenugsi—het of cost~df sales, af Gas Pipel

million [(a%] during 1998 and{S5abwilliion[(8%) Fuuri
the applicadble preceding vear. The deciEamoe-i
compared to 1257 was primarily dus to tha warmer x
Norchern‘'s service territory and the reducticon of rangirion o
recoverad through a rvegulatory surcharge at Northarn. The decrease in
net revenuss in 1357 compared co 1996 was primarily dus ©o the sale of
natural gas liquids assecs in early 1357 and tha curnback of capecicy at
Transwestesn, resulting in reduced transportation revenues beginning in
Wovember 1926,

ine Group declined (525

- willion
. primarily as a rssult of the reduction of transitien
and lowsr ovarhead costs. Operating expenses declined
zing 1937, primarily due to a raduscion of gransicicn

Zquivy in zarsizgs 9

EQuity in earnmings of uncomsclidated afEiliates Secreased{ZE ]
million in 1998 afrer increasing million during 1937 as csmpirzed Cto
1996. These changes were primarily due to highar 1997 earnings fxom
Cucrus Cary. (Cictrus), which holds Enron’s 50% interest in Florida Gas.
Earnings from Citrus were bhigher in 1397 due Co 2 contzact
regtYucTuring -

QtleY Income, Neot

Other income, net decreased{sid|millicn{(3é¥)] in 1998 as compared

to 1237 primarily as a resulc af income recodnized in 1997 relaced to
liquids assacs sold in 1997. Included in 1998 waras geins of [323] aallion | : )
Lves tsnt,

recognized f£rom the menevization of an inzerest in an eguicy 1
subsrantially offset by charges related co licigacipn.

ltems Inpecting Compazshility

Gaips e£15102million wara racognized in 1337 relatad co the salsgs
of ligquids assets) including processing plants and Brizon's incerest in
i i@e L.P. During 1996, gains of[530Imillion zalaced
sgic natural gas gatheringa facilicies
18l million were recorded as a result of

2

= = 18
Reported incoma before incersst and vaxes [$351 7] 54656 fsszeF—-——T—-@

F~180
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Portland Gemeral. TResults for Portland General have been included J

- in Pnron’s Conselidaced Financial Statemants begimning July I, 1997. |

( Since that date, Pertland General realized ISIT, ag follows: l
(In Millions) 1598 1897(a)

J Ravenues 51,196 $746 !
Puzchased power and fuel 451 389 ¢
Operating sxpenses 295[ 154 !

; Depreciation and amortizacion 183 - 81
Othaer lucome, net 19 2 ,

Reported inceme before incerest and caxes S 286 S11d ;

J (&) Repregents thae puriod from July L, 1937 Inxougn Decamber 31, 1997. -

: Tha 1998 rvesulrs wera impacted by & warmer than sormal wincer and

che transfer of the majeriry of its eleccricity wholesale business to , .
the Paron Whelesale segment, parcially offser by an increase in sales to
metail cusrtomers. -

Stacistics for Portland Gemeral for 1928 and for the periocd from
July 1 through Decamber 31, 1997 are as follows:

N e deskd

1898 1987
Elecericicy Sales (Thousand MwWh) (a) ,
Residencial 7.101 3.378
Commercial - 6,781 3.618 :
Induscrial 3,582 2.166
t-" Tocal Resail 17,444 9,163
Wwholesale 10.868 13,448 ’
Totzl Elecoricity Sales 38333 FEMWY .
; Resource Mix !
Coal 16% 10%
Combustion Turkine 12 5
Bydro 9 5
g Tocal Generacicn 37 T)
Pirm Purchases 1 74
Secondary Purchases ) __5
1 Total Resources 100% 1o00%
Average Variable Power Costc (Mills/KWh)
Ganeration : B.6 8.7
" Pizm Purchases 17.3 1g.8 i
Secondary Purchases 23.6 13.2 J
Total Average Variahle Power Cost 15.€ 17.2 !
Retail Cusctowers (end of period, thousands) 764 - 685 '

“{a) Thousand megawntt-bours.
(B) Wills (1/10 canc) per kilowant~-Rour.

outlock

Transportacion and Discribution should continne o provide stable
aam:‘isng-s and cash flows during 1999, including steady growth ovar 1258
levals.

i GAs Pipeline Group continues to expand ics pipeline system to
provide pervices o existing customers and naw markecs. Flortida Gas has
An expansion plamngd to provide new capacity of 270 MMcf/d iave
Southwest Ploridz by the vear 2001 2nd is evaluating other expansions Tt
meet Florida‘s expecced scrong growth in gas consumprien. Future
resules of Northern Border Pipelime will reflect its 700 MMes£/d4
extension of service ro the Chicago markec area. A further expansion to

43 '
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Indiana chrough & 3S-milq, 545 Mmcf/d extension of ics pipelinme will be
placad in service in the year 2000. Transwescern is considering
expansions te bring in addicional supplies £rom the San Juanm basio to
Califormia.

Porcland General anticipaces concinuing retail customer growth in
one of the fasrest growing service terzicories in cha U.S. In late
1997, Porcland General filed a Customer Choice Plan proposal and race
case with the Oregon Public Urilicy Commission (OPUC) which would open
ics service terrirtery ce compecition. Under tha proposed Customer
Choice Plan, Percland General would separate its generation business
from ivs ctransmission and distribution Businesses and Porcland Genexwal
wonld become a regulared transmigsicn and discridution campany focused
on delivering, but not szelling, elaccricicy. In July 1958, the opuc
scaff izsued irs poesicion, disegreeiny with Porvliand Genaral‘'s proposal
for full customer choice. .

Io Janwary 1993, the OPUC issued an order, which is concingent upon
the adoption of certain ragulacory changes by the Qregon Legislacture,
with racommendations that included allowing small recail cuscomers a
liwmiced set of oprions including the sbility to conctiuue to purchase
race-regulated electricicy, alleowing wmost commarcial and industrial
usexs COo have the ADLIITY ©0 choosc theivr clecmricicy provider and
allowing Portland General mo sell ips coal- and gas-fired generation
plancs buct rejeccing Pernland General's request to sell its
hydroelectric agsats. Addiciomelly, the order requires Portland
Genexal, should it choose tc adopt OPUC’s recomuandations, to file & aew
rate case. Porrland General is reviewing the OPUC ordsr. but will not
inplemenc any of vhe recommandacicns uncil the changes are agreed upen
by all parcies. The issue of restrzucturing will be fusther addressed by
the 1999 Oregon Legislacture. Porrland General will supperc legislacion
that creaces a comprehensive approach to the aleccricicy indusctry caat
helps develop a masker chat is truly compaetitive.

Wholasala Zaexygy Operations and Sesvicas

Enron’s whalesile energy operacions and services business (Enren
Wholesale) operates in Norch america. Surope and octher countries.
Activicies are conducCed primarily by EBnron Capiral & Trade Resources
and Enron Internarional. Enron Wholesale 15 categorized into twe
buginess lines: (a) Commodicy Sales and Ssrvices and (b) Energy Assecs
and Iovestments. Integrated energy-relatad products and sesviges
relavted e chese bugisess lines are offered o wholesale customers in
varying degrees in each of Bnron Wholesale’'s markecs.

Enron manages its commodity and asser portfolios in order to
maximize value, minimirze the associazed risks and provides overall
liquidicy. In this process, Buron utilizes pescfolie and risk
managenent disciplines including cercain hedging transactions ©wo manage
portions of ics markat expagures {commodisy, interest rate. foreign
currency and aquicy exposures). ZEnron Wholaesale frow time ro time
menecizes ics contract portfelics (produciag cash and cramsferring
councerparty creadic risk ca cthird parties) and sells intesescs in
investuancs and asiets.

The following tahle raflacrts IBIT for eack busicess line:
(In Xillions) 1998 1897 1998

Commuodicy Sales and Services §412 $249 $348
Energy Assers and Invesimants @*—w 708 S&8 363
Unallocaced expenses 1152) {160) {145)

Reperted income before interdssdt, minoricy bem———eee 2

incerests and caxes S568 SE654 5468
14
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The following discussien analyzes the concributions to IBIT for
each business line.

Conmodicy Sales and Services. Enrcn Wholesale providss relizble
delivery of erergy commodities at predictable prices. fThe commodity
sales and zervices operacians includes cthe purchase, sale, marketing and
delivery of mewural gas, electricicy, liquids and other commadities,
restructuring of existing leng-cerm contracts and rhe management of
Enron’s commodicy contract portfoliecs. In addiciou, Enron provides wisk
managamant products and services to anergy cuscomers chat hedge
movenents in price and locarcion-bzsed price differentials. Enron‘s risk
management products and services are designed to provide stabilicy co s
cystomers in markets mac:ad by commodicy price wolacilicy. AhAlso
includad {n this business is the management of certein operaving assecs
ehac direccly relate to chis huginess, including domastric {ncrastace
pipelines and szorage facilities.

Enrcon Wholesale markers and crangports 3 subscancial quancicy of
anergy commodirnies as zeflected in the following tabla (insluding

fiacercompany amounts)

A

Z
1
|
]
i
]
]
!
I

1994 13837 1336
Physzical Volumes (Bbrtue/d) (a)(d)
Uniced Scates 7.428 7,854 €,958
Canada 3,486 2,283 1.406
E 7 Burope and ocher 1,251 560 289
13,158 10,5877 8,693
Transpart Volumes S58 360 S44
Tocal Gas Volumes 12,71& 11.037 9,237
l Crude Oil and Liquids 3,570 1.677 3.507
Bleccricicy(a 11.024 5,286 1.648
Tocal Physical Volumes (BBrue/d) 27,308 17.570 12,392
3 Electricity Volumes Marksced (Tbousand MWhn)
United Staceos 401,843 191.746 80,150
Burape and Octher 529 100 -
Total 402,372 181,846 80,150
] Financizal Sectlemencs. (Norional) (BBtue/d) 75,2686 49,082 35,2589
ta) Billicn a:t:ian fhoriil UNIES oQuivalant per day.
(b) Includas chirxd :Y trangaccions Ry bBurea BElscyy Services.
j (£] Rep=cuencs Z).oc::.‘. city Volumas Mackased, converted ta Bicus/d. - -

The earnings from comuodity sales and szarvices operaticns :.w:rea.sed
155%|in 1998 o5 compared ro 19597. The change is primarily due to
incigased earnings from ariginations of risk management products and
services in North america, {scluding contract ressructurings, and
incredsed power marketing emrnings, where volumes have increaged ovar
Rartially offsac by fever ariginations in Buzope, lower earmings
To domestic cparating assets and higher expenses.

) in 1997 compared wich 1996. Jtlzhough volumes were higher
387, gr a.r:a:-: seasonal volacilicy of domsstic nacural gas prices
prova’. .bigher margins in 1996. Domes::.: la.qu.;dz nazke:ing activiny
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from long-term contzacts in Norsh America decresaged in 1997 for both
nasural gas and power.

Energy Aszets and Invastments. Enron Wholesale‘’s energy assets and
investmencs accivicies include investmenss in dabrt and equity securities
of oil and gas producers and other energy-intensive campanies.
addirionally, EBnron Wholesale davelops, constTucts, operstes and manages
a large portfolie of energy inveschants suchk as power plants and navural
gas ps.pelmes. Easnings primarily result from changes in the market
value of merchant investments hald during che period, equity earnings
and gaing on gales or rescructusings of energy investments. See Nots &
to the Consolidatced Pinancial Scaremencs for a summary of chese

investmencs. .

1398
of

Bernings from energy agsecs and investmenats increased 2SN
s camparad te 1997 primarily as a zesult of eamings from che sdlq
incerears in rhe Pusxto Rico, Turkey, Iraly and U.K. power projects,
£rom which Enron realized rhe value crezted during che develcopment and
construction phases, partially offset by developmant costs and decreased
earnings from the management of Buron Wiholesale’s merchant investmanks.
Seme af these transactions involved securitizacions in whick Baron
racained :eizx:;in. inceresrs associated with the underlying assecs.

Barnings from enargy assecs and investments incressed|[liSefin 1837
compared with 1956 due primarily te a significaac increase in cha markec
value of its investmencs, including che positive impact of a change in
the scructuxe of 8 joioc vanture invescxment. as well as imcreased
earnings £rop originavioms and earnings from the sale of inrerasss in
OU.K. power projects. Also contribucing to the increase werse fees carned
on projects in the U.K.

Unallocaced Expenses. Net unallocared expenses include ranc,
systans expenses and other support group COSTS,

ounloak

Enron anticipares continued growch in Envon Wholesale during 1298
due to fusthar expansicn inco new produccs and markets. In the
comaodicy sales and services business, volumes ars expecuted to continue
o increase 23 Enron wmaincaias or increases ics marker shaze in tha
growing unragulated U.5. powar mecker and the Buropean gas and pawer
maxkecs. Ino addicion, BEnxom expects to benefic fram apporcunities
related co its :ub::au:ial portfelio of commodity contracts. Envon also
expeccs te concinue increasad integration of financisl produc:smi:h ics
energy commadity porcfolic. In tha energy assecs and investmeass
business, BEnron will continue o bensfic from oppertunities relaced to
ics energy mves:m:s, including sales or res::ruc:u:ings of appreciared
investnencs, and in p:ov:.d.u:s capiral to energy-intengive CUSTOmEIS.
Equiry esrnings frowm operations are expected to incresase as a rmsulc of
commencemant of commarcial oparaviens of new pewer plancg 2nd pipeline
in early 1999 including vhe larger power project in India,

46
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—§ At December 31. 1998, whe following incermaticnal projects were u
- under construction:
T e NIRRT AW WA i Ty = = w ven o - o reee s Pspi ced
Commareial .
Size/Capacincy Operacions Date

} Pipaline(a) .
Salivia/Brazil (Phase I) 1,180 miles 2Q 1999

; Power Plantsia)
cuiaba - Brazil (Phase I) 150 MWk 1Q 1999
Dabhol - India {(Phase I) 828 MW 1 1388 e

} Pivi - Guam 80 MW 1Q 18388

- Sutten Bridge ~ U.X. 790 MW 1Q 1938
Trakya ~ Turkey 478 MW 1Q 1998 -
Cozrinteo — Nicaragua 7T MW 2Q 1939 .
EcoElectrica -~ Puarto Rico- 507 HwW 3Q 1999 g
Nawa Szrzynx - Poland 116 MW 4Q 19993
Sarlux - Italy §S1 MW 1Q 20040

(o) EDOOA boldd VAZyIng LBtarcsts a Thase Projects.
{b) degawacts.

Barnings from Baron Wholesals are dependent on the oxiginacion and
complerion of trangacrions, scome of which svre individually gignificanc
and which are impacted by martker condicions. che regulactory environmeat
and cuscomer relationships. Enron Wholesale's cransacticns bave
hiscerically been hased on a divarse product portfelio, providing a
ta solid base of earninga. Enron’s strengths, Iscluding {rs abilicy wo

SN eems Ll

identify and respond to customeér nseds, ascess To extensive physical
assecs and its integrauced approach To meeting cuscemers needs, azea
imporrant drivers of the axpected coatinued earninga growth. In

! addicion. significant earnings sre expected fram Enroa Wholesale’'s
comvedicy porcfolio and investpents, which arve subject to marker
fluctuacions. BExcernal fastors. such as the smount of wvelacilicy in
market prices. impact the earnlings oppertunicy aAsaociated with EBarsa
i Whelesale’s business. Risk relazed 5o chese activicies iy managed using
naturally offsecting t=ransaccions and hedge transactiong. The
effectiveness of Enrom‘s risk management activicies can have & mazerial
- impact on futura earnings. See “Pinancial Risk Management” for @
J &@iscussion of marker risk relaved so Enron Whelesala.

Ratall Eoaxgy Sersvices
Prnron Energy Services (Puergy Services), formed {nm late 1948, is
sending Buron’s energy expertise to end-use business customers. Thig
includes salea of nacural gas. electriciry and ocubsourcing energy
nmanagemsat services directly ro commercial and industrial custowers.
Bnergay Servicas reporcted losses bef
; e[ s112]million in 1996 and{$107]
significant investments in building

ore inmcerest, minority interests and
million in 1997 related to
5 sales and gervice capadilicies,

e

. - developing products and aarvices, estabiishing a suppert system to
J sz:évico ics coatracts and supporcing Enere esvices’ yegularaory :
(=2 ares .

%
i
q
®
2
2
:
8
&
i
;
H
R
™

18397,

ata 1997, Inron Fold approximarely 7% of its ownersbip of 1
EneTgy Servicas [S130}millian, to defray stastup costs and establish

a valuation for this new business. The transacction resulced in an ;
afrer-tax gain of{561] millianr, which has been reflecred in Corporace and

&7
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other. This sale of EInergy Services cwnersship reflected a tacal
. enterprise valua of 51.9 billion. Since thac cime, significant new
cuscomers And long-term contyaccs have been obuained.

Cutlock

During 1999, Enron anticipates continued grewtsh in the demand for
energy eursoursimg solucioms. Enezgy Services will focus on delivering
these services teo its existing customers, while continuing to expand ics
commercial and induscriazl customsr basa for tocal enargy ocutscurcing.
Energy Services alse plang to continue integrating its service delivery
capabilitias, Zocusing on tha development of best practices, natioa-wide
procurement opportunities, efficieat usa of capital and centralized
decision making. Energy Services axpects reduced losses in 1998.

£

Cozporats znd Othar
Corporate and Other includes results of Azurix Corp., which
provides water and wasrawater services, Enron Comtminications, Inc.
3 (ECI), which is building a narional Intarmet-protocel Eiber-optic .

Rl el bl o

. network to deliver high convanc media zo business customers, Earoa
. ' Reaewsble Energy Corp. ({EREC). BOTT Bnergy Corp. (EOTT) and che
aperacions of Emron’s wethanol and MTEE plants. Significant components
of IBIT aze as follows: .

(In Millions) 1598 1557 1996

l IBIT before items impactiag comparabilivy s 7 $ (31) {s (22)

Itama impacting comparabilicy:

Gain on sale of 7% of Enrom Energy
! ’ Services shares - 63 - .
Gains on sales of Enron Qil & Gas

Company stock 22 - 178

Charge vo reflect losses on concraccted |
KT8E preducticn {61) {100} -
- Charge to refleat impact of amandad -t
J-Black gas contrace - (675} -
Reserve for gualified facilirvies disposicion ~ - (83
it Miscellanecus raserves and other irems ~ (25

relacad to ECI from che sale of capacity on its fiber-aptic aetwork and
increases in the market value of cerctain corporate-managed f£inancial
instrumencs, parcially offzec by higher carporate expensses. -

Aeperted income before incerest and taxes $132) ${745) S &8 \©
Results in 1298 were faverably impacced by increased earnings - )

Reh. L.

_During 1598, Envon recognized a pre-tax galm of{S22]million on the
delivery of 10.5 million abares of ECG stock held by EBnren zepayment
of mardarorily exchangeable dabc. Enven alse recordsd a]—s'ﬁ-‘ﬁmill,ion @

charge to reflect losses on contracted MTBE productienm,

During 1997, Enrom recorded a non-recurring charge of [S674 jmillion,
j primarily reflecting the impacr of Enron‘s amended J-Block gois Contead
in che U. K, and afsig0]million charge primarily to reflect losses on

contracted MTBE production. In 1996, 2 gain of El‘ls

recognized, primarily relaced to the sale of mill]
j shares of EOG stock held by Emron. The 1996 rag
2 smillion reserve related to the raguired dispasilfy
connection with the merger with Portland General.
30 Tnrerest and Ralated Chacges, Nac

Interssc and relavad charges, nec of intarest capitalized,
::.ncraascd million in 1598 and
J in 1588 as cohpared ce 1997 was pr

nillion it 1997, The increase
axily & resulc of higher debc
48
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‘ levels, including cthe issvance of apgsoximarelw([s3 1]billion in debc

—

batween Novamber 1957 and the end of (928, mminly to finance capital
expendivures and investments. The 1838 incsrest expense also reflects
whe impact of rwelve monchs of incerest expensa on debt ralaced to the
merger with PFortland Genarzl. The 1394 increase was primarily due To
higher dabt levels. including debe of billion from Porrland Gensral
Stiaying the merger on July 1. 1997 (see Note 2 va the Congolidaved

several power projects.

pividends on Company~0Obligaced Preferzad Secrrities of Subsidiaries
pividends on company-ebligated preferred securiries of subsidiaries
incyveased fromiS3g lion in 1996 te[S89{million in 1997 and to

million in 1998, primast ue to whe I of£]s21si million 5372
million of additiocnal Jprefarre uricies on bsidiaries/du
1598 and 1557, respectively. Companys igace efekred secuyities of
gubzidiaries also increased byl528Imillion I s\secuzipies of

Portland General.

C

¥inerizy Intaerests

Uinery Bras5Ts wesw [577 jmillien in 1998 comparsed tol[S80|million
in 1997 and[s78 lmillion in 1536, Minoricy interests in 1998 include BOG
and the minoricy owge ¢ dividands on preferrad stock issued in
comeaction with the Enran-conzrolled joinc venture in
late 1397, See Note 8 sclidaced Financial Statements.
Hinezsity interests in 1997 and 199E& celate to BEOG and Bnron Global Fower
& Pipelines, L.L.C. (EPP) unci 's acqguisicion of che EPP minority
incerest in November 1857.

Income Tak 2xpenss
Incoms tax expense increased in 1998 as compared to 1957 primarily

as a rasulc of increzsed earnings. parctially offset By differences

batween the book and tex baszis of cerrain assets and stock sales.

Incoma Tax expense decreased for 1397 as compared to 1296 primarily
&g & rasult aof practax losses due ©c the non-racurring charges for the
restructuring of Enron’s J-Bloeck concract and for losses on connracted
MTEE producticn. In additien, the 1997 tax provision was reduced for
dﬁzc:e:xces berween the bock and cax basis of certain assecs and stock
sales.

L.
| E—

YEAR 23000 - - v

Y

The Year 2000 problem results from the use in computer hardware and
sofrware of two digits zacher than four digics o define the applicable
year. The uge of two digits was a comman practice for dacmdes when
COmpUiar storage and processing was much mare expensive then voday.
When Computer systens must process dates botk before and afrer Janusry
1, 2000, wwo-digit vear “fislds’ msy creare processing smbiguities that
can cause arzors and system failures. For example, compucer programs
that have dare-gensircive features may racognize a dace representced by
“00° as the year 1500, inswead of 2000. These errors or failures may
have limited effects, or the effsccs may be widespread, depending on cthe
cempurer chip, svscem or scftware. and its locacion and funcrion.

W Loy ol

- ) The affects of the Year 2000 problem ere exacerbated because of che

incerdependence of compucer and telecommunications syscems inm the Uniced

States and cthroughouc the world. This incerdependence certainly is crus

for Enzon and Enron‘s suppliers, srading pareners, and customexs., as

::li as for governments of countries around the world where Enron does
siness.

e
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Daron has a plan to deal with the Year 2000 challenge and believes chat
it will be able to achieve subscantial Year 2000 readiness wirh respect te xne
mission aritical aystems that ic contzols. However, from a forward-looking
pecspective, the extent and magnivude of the Year 2000 problem as it will
affect Bnron, borh before and for some period afver Januazy 1, 2000, are
difficuls co pradict or quancify for a mumber of reasans. Among these are:
the difficulcy of locaving “embedded’ chips that aay be in a great variety of
migslon~critical bardwara used for process or flow control, envizonmental,
transportition, access, conmunications and cther systems: the difficulny of
inventorying, assessing, remediating, verifying and rcescing Ourside Systemd;
e difficulty in locacting all misslon~critical scftwazs (computer code)
incarnal to Eaven thart is not Year 2000 compatible; and the ypavailability of
certain necessary incternal or external resources, including but noc limiced to
trained hardware and software engineers, technlciana, and other persommiel o
perform adsquate remediacion, verificacion and resving of misgion~cricicel
Enron systems or Ourside Systems. Accordingly, thare can be no assurance that
all of Pnron’s aystems and all Oucside Systems will be adequacely remediated
so that they are Year 2000 ready by Jawuary 1, 2000, or by some ezrlier dace,
S0 a8 not to create A material digruption to Envron’s business. . If, despice
BEnron'’s reasonable efforrs under ics Year 2000 Plaa, there are missien—
erivical Year 2000-related fajilures chat creace subdsvancial disruprions to
Bnron’s business, the adverse impact op Enron’s bDusingss could be matexiazl.
Addivicnally, while Bniron's Year 2000 costs are Dot expacted to be material,
such cosrs are difficult te estimate accuracely becausas of unanticipaced
vendor delays, technical difficulties, the impact of tests of Curside Systems
and similar evenrs. Moresver, the estimated costs of implemenring the Plan do
rot take into mecount the coscs, if any, that might be incurred as a result of
Year 2000-related failuras that occur despite Enron’'s implementation of the
Plan.

WUBW ACCOUWTING PRONODNCEMENTS

on April 3, 1998. the AIC
*Reporcing on the Costcs of §

igsued Statement of Position $8~5 (SOF 98-5),
se-Up Accivitias.,” which requires cthat costs far
all acarr-up activities organization costs ba axpensed as incurred and nat
capitalized in cercain i as, a3 had previously been allowed. S0P 98~5 is
effective for financial 4ratements for fiscal years baginning afrer 1998 and
inicial adoprion is ¢ ired to be reflected 23 a cumilacive effecc of
accounting change. though Emron continues to evaluace the impact of
adopring S0P 98-5, Lt expects te recognize an afrar-tax charge of
approximactely millilon in the first qQuarter of 1999 related primarily to
differences in timing of commencement of capitalization of project developmentc
coste compared ro Enyon's currenC poelicy. This charge will be rsflected netr
of tax a3 a separace line item in Paren‘s Consolidated Income Statement.

In June 1958, cthe Pinaacial Accounting Standards Board issued Statament
of Pinanci{al Accounting Srandazds [$PAS) No. 133, “Accounting for Derivarive
Instrumencs and Hedging Acrivicies.® SPAS No. 133 estabdlishes accouncing and
reporting srandards requiring that svery derivarive instrumenc [(including
certain derivative insctrumencs embedded in othar contracts) be recarded on the
balance sheec as either an assec or liability measgured ar its fair value. 7The
stacement requires that changes in the derivative's fair value be recognized
cutrently in sarnings unless specific hedge accounting cricteria are mat.
Special accounting for qualifying hedges allows a derivative's gains and
losses o offset related resulrs on rthe hedged item in the income scatemant,
and reguires that a company must formally documentc, desigpace and assess the
effectiveness of transactions rhat receive hedge accounting.

SFAS No. 133 iz effective for fiscal years beginning aftexr June 15, 1595.
A company mey also implement the Sratament as of cthe beginning of any fiscal
quarter after lssuance. however. SPAS No. 133 cannec be applied recrcaccively.

S5
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Enron has not yer decermined the riming of adoption of SPFAS No. 133. Enson
believes that SFAS No. 133 will not bave a material impacr on its accounting
for price risk management activicies bat has not yet quantified the 2ffect on
irs hedging acctivitiass or physical base contracets.

!'

In Decembder 1358, the Bmersying Issues Tagk FPorce veached consansus on
Isgue No. 8B~10, “Accouncting for Contracts invelved in Energy Trading and Risgk
Managesent Astivities” (BITF 98-10). EITF 98-10 iz effective for fiacal years
beginting after Decenber- 1S, 1598 and requires energy trading contracts to be
recorded ar faiyr value on the balance sheec, wirh the changes in fair value
included in eacsnings. The effect of inicial applicacion of BITF $8-10 will de
reported as a cumulacive effect of a change in accounting principle. Because
Enron currently records irs cxading activiecies art fair value, management
baliaves that the adoption of BITF 58-1C will not have z marerially adverss -
impact an ics financial peosition or results of operaciens.

FRONCIAL CoxnNITION

ovmnl oW Wil L. el e o] eed e

Cash ¥lows
{In Millions) 1588 1887 1938
Cash ‘pra‘nded T (used in) s
Operating acrivicies 5 1,640 § 211 S 884
Investing acrivicies (3.965) (2,146} (1,074)
P ing activivies 2,268 1,849 331
et cash provided by operating activities increased(§T, {ZFhmiddion in

1398, reflecting pesitive operating cash flow from Earon’s major busine.ss
BS segmancg othar than Retail Bnexgy Services, which conrinued investing in its
new business. Operating caak flow in 19298 alaa included proceeds from sales
of interescs im energy-related financial assets and cash from ciming and oches
changes relared to Baron‘s commodicy poartfolis. New invesmments in mezchant/
assers and investmencs voraling[$721llmillion pa:::‘.ally offser these increages.
§se Note 4 To the Consolidaced Pinancial Statamencs. The decrease of [5673
willion in 1937 was primarily a result of a cashpeyment of [SaeOlmillion made
3 in comnection Wwith the Tesolutiocn of the J-Block gas cotvs -

o 1l expenditures and eguity .uwes:mem:s, which total EM) BT LIITon o
39%, [$2,052 Imillion in 1987 and[sSi 483 Tor—in 53w __;-__.-——..--
tuses and Equity Investments”® belcu. Parcia ofEpretTING CReTT UBES
of were proceeds from the salex of—as otaling §238 million in-¥998,

nillion in 1997 and B&77[miilian in 1996 These proceeds werg-primarily
from che 3qles of liquids zssecs in 1997 and frow the sales of [T million
shares of camnon sgock held by Pnron and non~strategic gathering and
processing adgecs in 1996.

C Nexr cash used in invesving activicies primarily reflacts increased @

Cash provi by financing activities in 1938 :.ncludcd

che net isxuance shorc- and lang-cerm debe, [SBETmills ™

of common stock and million primarily from the sa.le of a uinar‘

intereat in a subsidiary (see Wote 8§ te che Consol

Statements) , partially offset by payments of

provided by financing activities in 1997 was generated s
G ®illien of short- and long-vern debe, [53721WI11ion of p:e"errad

securities by subsidiary companies aadm Llion of subsidiaxy equity

Note 8 to“che Congclidated Pinanciazl Scatemgacs).

These .':.nf.lows were

AABUXY stock.
dn:u\g 1896 -ind
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(A)

0 Working CapipLl

At Depénber 31, 1258, Enrom had a werking capital deficic of |5
Enren bas credit faciliries in place cto fund working c:zp:.:al
gmenty. AL December 31, 1998, those credit lineg provided fovr up to
E‘im billion of commitred and uncommitted creditc, of which E.e miilion
cutstanding at December 3L, 1998. Cerctain of the creditc agreements contain
prefunding covenancs. Howaver, SUCh COVERANLs 3Tk ROt expacted to restrict
Enron'g access to funds undar these agreements. In addicion, Bnron sells
coammercial paper and has agreements ro sell trade accounts recsivable, thus
providing financing to meet seasonal working capiral needs. Managemenc
believes cthat the sources of funding described abova are sufficient to meec
gbort~- and long-rterm liquidicy needs noc met by cash flows £rom operatians.

s

capitel Expenditures and Zguity Iavestments
Capical expenditures by operating segment are as follows:

1599
(T Millions) Escimaca 1958 1887 1996 ,
Exploration and Production(a) § 550 $ 6&30 5§ 6828 $540
' Transportation and Distribucion 310 310 337 175
Whalesals Enarzy Operartions and Services 410 706 318 138 |
Rerail BEneyrgy Services 4Q 715 36 -

(a) Excludas exploracion expenses of $70 millien (escimace),
E - million for 1399, 1398, 1997 and 1936, respecrively.

Corperata and Other 300 124 75 13
Total 51,610 $1,905 §1,382 5864 @
ui ition and [E6H]

.1

e:cpendu:u.res in Bxpleration and Production vere pri.ma.:. -
acquisicion of producing properties in the Gulf of Mmxico, and Barcmn Whe
expenditures increased primarily related vo domescic and incermatiopal pcue:
plant constiuction. During 1997, incressed expenditures in Pxplerzation and
Production reflect increased development expendituras in cthe Uniced Scates and
increasad property acquisicions in Canada. Transpor=ation and Distxibucion
expendivures increased due to expansion projects by che inrcerscacs natural gas
pipsalines. Included in Enrop Wholesale wers send-cr-pay paymancs totaling

milti:n in 1998 and nwm i 1897 related to a cransportation agreeden ’
in U.K.

Cagh used for equiczy investmencs by the cperating segments is as follows:

.

ke (. GH ow

15859
(In Xillions) Egtimaca 195§ 2997 1996
3 Exploraction and Production S 8¢} s - s - 5 - 4
Transportacion and Discribucion 120 27 3 -
Wholesale Energy Operarclions and Services 600 703 S8c 511
Revzil Energy Services 210 - - -
Coxrporace and Other 120 ) 8

Toral $1.130 1,659 £700 $619
j Equity inveswments increased in 1958 2s compared o 1957 primerily due oo
cthe agq;uisi\::‘.on: of Elektro and Wesgex, net of praceeds from transactionRs
i reducing Enron’s interesc in these investmancs. See Note § ro the

Ceonsolidated Financial Sctacaments.

The level of spending for capiral expanditures and equity lnvesctmencs
will vary depending upon conditions in the energy marzkacs, relaced economic
J conditions and identified opporcunicies. Managemenc expects chat che capival
) s7
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spending program will be funded by a combination of incernally genexated
funds, proceeds IZrom i;spos:.::.ons of selecred assecs, shorc- and leng-~term
borzowings and proceeds from the =zale of common stock in FPebruary 153%3.

CASTTALIZATION

Total capitalization * 1Pwe wazns17, 8| billion. Debs as &
percencage of tocal gag { i = }41.9%] ac December 31, 1998 =25
compared to 44.6M ‘Bh.e dacrease primavily zsflecrs tha
igsuance dur sha:es of commen stock and

for auly sectlemenc in the event of a significant martker price decline in
which Brren‘s common stock falls below certain levels (prices rangiang from §15
te §37.84 per share) or if vhe c¢redir ratings for Enron’s unsecursd. seanlocr
leng—-cerm debt obligations £all belew investment gra.dc Tha impact of this
aarly setrlement could include the issuance of additional shares of Enron
common stock.

Pnron's senior unsecured long-term debe is currently rared BBEBr by
Srandard & Poor's Corparation and Baz2 by Mcoody's Investor Services. Enron's
continued investment grade sTAtus is cTitlical ©o the succass of ito whelazala
businesses as wall as its abilicy to maincain adequace liquidivy. Enron‘s
agenent believes it will be abls co maincain or improve irs credit racing.

“In : ;;;:’ii“ million shaeres of common stock in a
public otfering and approximAre 5. 8| million shares of commom stock in

connection with che acquisition of cerrain assecs.

Fnron Was investments in encizies whose functional currency is
denominaced in Brazilian Reals. Subsequent wo December 31, 1998 the exchange
rate for Brazilian Reals to che U.5. dollar has declined. Az a result, Enroen
ancicipates recording a mon-cash foreign currancy translection adjustment,
reducing shareholders’ eguity, in the firsc quarter of 1995. Based on the
exchange rate in mid-February, the esquity reduction would be approximacely

{ §§§[ mnillien.

Item 7A. PINANCIAIL RISEK MANAGEMENT

Enzon Whelesale offers price risk management gervices primarily related
to comedities associated with zhe enesgy sector (sacuTral gas, crude oil,
natural gas liquids and electricicy)l. These gervices are provided_chrough a
variery of financial ingtruments including forwvard contzaccs, valch may
involve physical delivery of an aenergy commeodity, swap Agrecments, which may
require paymencs ce (or recelprt of payments {rom) councerparciss based con the
differential between & fixed and variable price for the comuadity, optiong and
ocher comtractual arrangements. Iarerest rate risks and foreign currency risks
agssociated with the fair value of its energy commodities parsfolic re managed
ip this segment using & variety of financial inscmwments, including financial
fuctures, swaps and oprions.

In ordsr to mictigace cthe risk associated with itvs merchant investunants,
Enron actively manages the systamatic or markac risks inherent in the
investaents. Using various anzlycical mechods, Enron gensrally disaggregates
and manages the equity index, incsrest rate and commodity rigks embedded in
tha investments, lenv.ug the specific asset or idiosyncracic risk which is
diversified among the iavescments.

Enren’s other businesses also anter ince forwards, swaps and other
concracts primarily for the purpose of hedging the impact of market
fluctuacions on assecs, liabilities, production or other contractual

S8
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Tor=l rent aexpense incurred during 1898, 1927 and 1296 wes 5147 millien,
5156 miliion and S148 million, Tespeccively.

Engon guarantees certain long-term contracts £or the gale of electrical
power and steam from a cogeneration facility owned by cne of Enronr‘s equicy
investees. Under terms of the concracts, which inmicially excend through Juns
1999, Emnron could be liabkle for penaltvies should, under certain cendicions,
the conrracts be terminxated early. Enron alsc guarantees the pexformance of
certain of ics unconaslidated affiliates in connection with lecters of credic
issued on behalf of those uncemsolidared affiliates. AL December 31, 1388, a
votal of 5209 million of such guarantees were outstanding, including $éé
million on behalf of BOTT. In addicion, BEnron is a guarantor em cerctain
liabllicies of uncansolidaced affiliares and ocher cogpanies totaling
ppproximacely $755 million, including S$366 million related to EOTT trade
obligaticns. The ECIT lerters of credic and gmarantees of trade cobligations
are secuxrad by the assers of EOTT. Enron has alss guavanceed $453 millionm inm’
lease obligavions for which it Ras baen indemmified by an "InvesToment Grade“
corpany. Managementc does not consider it likely that Enren would be reguired
to perform or otharwise incur any losses asgocisated with the above guarantees.
In addivien, cerrtain coomiomants have been made related co 1998 plamned
capical expenditures asd equity investmencs.

16 QUARTERLY POGNCIAL DATA (Unaudited)

Summarized quarcerly finapncial dara is as follows:

(In Milliers, Excepc FPirgc Sacond ™Rird Poudch Tocal
Per Share Amousts) Quarrer Quarcer Quarcer Quazcar Ye2r
. y d
1958
Revenues 55,882 $6,5857 $11,320 57,702 $31,260
Inceme befare
inrerest, minoricy
interesta and incoma caxes &7 348 405 3gl . 1,582
Nec income 21¢ 14S 158 178 703
Earnings per share:
Basic 5 0.89 5 0.4 $ 4.50 $ 0.52 $ 2.1éa
Diluzed 0.485 0.42 0.47 Q.49 2.02(al
1997
Ravenues 5,344 $3,251 5 5,806 $5,872 920,273

Inceme (loes) bafore
incerest, minoricy

incerests and income cax 429 1548) 311 373 565
Net income (loasa) . 222 {420} 134 169 los
Baznings {loss) per shure:

Bagic 0.88 §(1.71) S 0.44 § 0.55 s 0-32tm
Diluced 0.81 1.71 0.42 0.53 0.32 )]
(a) The sun of carnings Par shacs for tha four Qartecss nky ot ogual s per/shzze che

Total yesr dul Lo chANges IR Che average mmber of cammoR shares ougscanding. [addarciockally.
ceztain icams 1n the diluced saznings per share compatatica wess safidilutiva the sgcond
Quarter and cocal year 1997.

N
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d The follawing table presencs revenues for =ach business segment (in

REVENTES BY SUSINESS SEQENT

| &8 45 9

i
TOTAL {1,849 1,416 7211———@

nillians): .
j Year Ended Decembex 31, .
1998 1887 193¢
’1 Exploracien and Praduction
) Matuxal Gas and Othexr Eroducts
- Upaffiliaced B s {728 S 773 $ 620
- Intersegment la 197 .
J 8542 543 g1
: other Ravenues )
Onaffiliated @——" 23 (éi) (gg) .
Incerse nt 3 .
3 e T RET N B
TOTAL | ’ 884 897 824
i Transpertatian and Distribution i
Natural Gas zand Other Producti -——L@\m f_]
l Unagfiliaved 16 10 11
Intersegment - = - : 8
16 10 13
Electricity e o e e
Ea thaffiliaced . ' 1,137 @ 712 -
Intersegment - -
D 1,137 712 -
Transpoccacion -
i Onaffiliateaed 617 €38 682
Intersegment 11 10 15
628 649 E§7]
Othexr Revanues e e —
§ Unaffiliated . 63 sl s @
lntersegment z 4 -

e { Pleal A
W
"

1@
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NMatural Gas and Qther Pzaducts

Unaffiliaced
Intessegmenc

Elscrricity
Unaffiliaced
Intersegment

Transportatian
Unaffiliated
Incersrscgqment

Ozher Revenuss .
Oonaffiliaved
Incersegment

TOTAL .

Retail Energy Services’
Watural Gas and Qther Froducts

Onaffiliated
Interseqment

Elec::ici:y
Unaifiliaxed
Incerscogment

Oothier Revenues

Onaifiliavcea
Incerseqment

TOTAL

Corporats and Qrher

Natural Gas and Othexr Products

Onaffliliated
Iatersegnent

Electricivy

Unaffiliared
lnterseqment

other Revenues
Unzffiliated
Incexsegqmenc
TOTAL
Inversegnent Elimimations

Total Revenues

212-755=7306-3

T-208

Wholesale Energy Operations and Servicas

Year Ended Pecember 31,
1998 1997 1956
s11,816 $11,778 s1ad,0L3
399 477 -
12,315 Tz, 10, 450
12,714 4,376
- ~T -
§ 72,734 %.375
12 1
1 2
. 12 TS .
\2,579 1,177
105, 81 -
7684 1,258
@~\{ 27,725 18,022 11, 90&_1
@\\ 515 §43 513
) 15
sz.s £ —~—338 e
—
372 §33} -
‘14-— -
r:wz K] =
1,072 §85 528 B_@
(g o iE ————
3 1z i
S RO
’ 382 3 14 /.
(28) ~ =
334 ) 1%
516 s 15
N
(186} (802) mm\@
{531;250 " 520,273 513,289 ,
|
25
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Drilling and Acguisition Activities

3 approximately[$765] million, [ S633]pillion and [S585)millien, respectively, For sxploratory
{ and developmant \grilling a acquisition o ezses and producing pIopertles. £0G
Zouired wells as set out in the table below

drilled, parcticipabed in th

During each of the vears endead December 31, 1298, 19987 ana 1256, EOG spent ’
- . for the pariods indigated: i

Year Endad Decamber 31,

1988 1837 1596
} Gross Net Gross Net Gross Ner
Development Wells Completed
North America
3 Gas 478 482.80 467 352.50 356 325.04 .
b 0il k} 34.96 54 74.85 gg gg -;g
Dr 75 62.16 101 80.01 _68.77
- ¥ taral CEER FERET 662 07.76 356 - 451.27
J tutside North America
~ Gas - - 12 3.60 - -
oil 21 €.30 g8 1.80 1 - 0.30
by —_ = - = = = .
} Total _21 6.30 _af £.40 Y 0.30
Total Development €16 S06.24 §80 513,16 557 45:.87
Exploratory Wells Completed
' Noseh Amezica |
Gas - S 4.40 g 5.12 14 10-36
0il (1 5.50 - - 1 0.78
Dry 22 _15.70 12 7.53 _26 18.00
Total 33 25.60 20 “12.85% 41 30.14
Cutaide North America
Gas 1 1.00 - - - -
. 2 oLl 1 0.90 - - - - s
I y by = - - - 1 0.5¢C
Total 2 1.50 Z - Y 5.50
Toral Explorato-y _35 21.50 20 12.65 42 30.64
I Total 551 £33.74 766  S38.BL Tes J82.21
Wells in Brogress at Ead of Period 28 15.73 S 36.39 _6_8_7 Gl-gg
Total ] S549.37 e 52,20 B _
Wells Acquired = 282:20 24
g Gas 333  317.23~ 227 §2.45 350 148.20%
' ol ~ 1.707 _48 _20.s0v s 0.8
Total 333 378.93 273 i92.88 23 A§8-85

Includes acquisition of additianal interests in ceztain wells in wnich EOG
praviously nelac an inte-est.

All of EOG's arilling activities are conducted on & contract basis with
independent drilling contsactors. EOG owns no drilling egquipmsnc.

L
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Trojan Investment Recovery. In early 1993, E;E ceased commercial eperation of

Trojan. In April 1396 & ci{rcuit court juage in Marion County, Oregon found that the

OPUC could not authorite PGE Tto collect a Tefurn On 31ts undepreciactec invescment in

- Trojan, convradicting a November 1954 ryuling from the Same courc. The ruling was the
? result of an appeal of PGE‘s 1295 general sate order which granted PGE recovery of, and
a return on, 87% of jts remaining invescment ia Trojan. The 1934 ruling was appealed

to the Oregon Court of Appzals and stayed pending Lhe 3ppeal of the OPOC's March 1885

= order.’” ©Both PGE and the OPUC have separately appealed the April 18996 ruling, which
) appeals were combined with the appezl of the Hovember 1934 ruling at the Oregon Caurc
of Appeals- On June 24, 1998, the Court of Appeals of the State of Cregon ruled that

che OPUC does nor have the authority to allow PGE Tto recever a rate of return on its

i} ondeprecizated investment in the Trojan generating facilicy. The courr upheld the-

OPUC's sucthorization of PFGE’s recovery 0% its undepreciared investment in Trodan.

PGE has filed & petition for review with the Oregen Supreme Court. The OPUC has

glsc filed such a3 petition for review. In addition, on August 26, 1996, the Ouilicy
a Reform Project f£iled a Perition for Review with the Oreqon Supreme Courr seeking review
of That portion of the Oregon Court of Appeals decision relating to PGE’s recavery of
- irs undepreciated 4investment in Trojan. Pnron cannot predict the outcome of these
} actions. Additionally, due To uncervainties in thes regularery process, mapagement
= capnot predict, wWith ceztainty, what ultimare rate-making action the OPOC will take
regarding PGE's recovery of = rate of recurn on its Trojan inveswment. Although no

&3Surknces can be given, ESnron believes that the ultimacs resolution of these matters

g will nor have a material adverse affect on its financial pesition or results of
B operations. -
Invizonmental Mattars. Enron is subject to extensive federal, scate and local
ehvironmentsl laws and regulations. These lows and zegulations require expenditures in

cannectian wWith the construction of new facalities, rthe operation of existing
facilities and for remediarion at variocus opersting sifes. The implemenraction of the
Clean Alr Act Amendments 13 expected To reaulf in incrassed operating expensaxs. Theae
increased operzting expenses ars not espected to have a marerially aaverse effect an
Enzon's financial position or zesults of cperations.

'F. The EPR has informed Enren that it i5 a potentially responsible party at the
. Decoran Former Manufactured Gas Plant Site (the Desarzah Site) in Decorah, Iowa,
pursuant to the provisions of CERCILA. The manufactured gas plant in Decorah ceased
oparations in 1351. A predecesscr company of Enron purchased the Decorah Site in 1963.
Enron’s precdecesser did not operate the gas plant ana socld ths Decorah Site in 1965.

The EPA alleges that hazardoua substances were released to the environment during the
period in which Enron‘s predecessor cowned Cthe site, and thar Pnron’s predecessor
assumed tne liabiliries of the cempany that operated the plant. Enron contests these

a allegazions. To date, the EPA has identified no sther potentially responsihle parties
with respect to This gice. Enron haas encesed 1Nto a consent order with the E¥A by
which it has agroed, although adwittiang ne liakilicy, to replace affected Topsoil and

'-1 remove impacted subsurface scils 4n certaln areas of the traer where Che plant was
formerly located. FEnron completsd the f£inal removal actions at the site in November
1998, and expects to conclude all remaining sive acrivities in the sering of 19%3. 1In
1988, FEnron’s expenses related to the Decorah Site wegs
— Enron believes that expendes incucre

will not have a
operations.

By order dated June 27, 1935, t lorida Departmant pf Envircnmental Proctection

@pproved a4 remedial action plan for khe Enxon Gas Processing Company Brookex Plant in

radrord County, Florida. Soil and groundwarer at the plant sire had been impacred by

. historical releases of hydrocarbons from the now insetive liquids extraztion plant.

B Site remedial work commenced in 1996 and ix expectad Ko continue for sevezzl years at a
total cost of approximately $5 million.

Enron has also received from the EPAR an Order issued under CERCLA alleging that

,‘} Enron and twe other pacties are respensible for the cost of aemolition and proper
% aisposal of twe 1l0-foof Towers that apparently had been used in the manufacture of
carpon diexide &t & site called the “City Bumper Site” (n Cincinnaci, QOnia. The carhon

i aioxide plant, according to agency documents, wWas in opecation from 1926 to 1966.
?1 Houston Ratural Gas Corporation, a predecesszor of Earon Corp., merged with Liguid
- Carbonic Industries (LCI) on January 31, 1969. Liquia Carbonic Corporatienm (LCC), a
subsidiary of LCY, had tirle te the 5ite. Twenty-eight days after the merger, on

j 34
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February 28, 1569, the site was sold To 3 third party. In 1984, LCC was sold to an
pnaffiliaced party in a stock sals. Although Enzon does not admixz liability with
respact ta aay cests at this site, ir agreed to cocoparate with the EPA and other
potentially Tesponsidble parties te undertake the work contemplated by EPR’s Order. The
tower demolition and removal activities were completed ip October 1888, and a final
PZolect Ieport has been preparecd for_gubmigszion to the EPFA. In 1998, Enron’s expenses
related To the City Bumper Site were|$600,000]

063 noT expect to incur material

groundwatesr zemediation
of a number of re{3Y . 3imillion as compared
with Y len in ‘997 Enzon does not expect to incur material expendiruras-in
Fonnection with soil ang groundwater remediation.

In acdicion, Enron has received requests for information from the EPA and stats
environmental sgencies inquiring whether Enron has disposed of materials at other waste
disposal sives., Enron has also received requests for contriburion from other parties
with respect to the cleanup of othar sites. Enron may be rzaquired ta share in the
costs of the cleanup of some of rhese sires. However, based upen the amounts claimed
and the nature and volume of materigls asent to sites ar which Enzen has an interest,
management doss npot believe that any porential costs incurred in connection with thesa
notices and third party claims, either taken individually er in the aggTegate, Hlll
have & material impact on Enron's financial positiaon or results of cpezations.

Iren 4. SUBMIGSION OF MAITERS TO A VOIE OF SECURITY ROLUERS

Nene.
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PART IT
Team 5. MARKST FOR TH: REGCISTRANT'S CReLN BQUITY A0 REIATED SHARZEQIDER MATTERS
Coxman Stock

The follawing table indicazes the high and low sales prices for the common stock
of Enron as reported on tThe New York Stock Exchange (cansolidared transactions
reporting System), the principal marker in which the securities are tradsfi, and
dividends paid per share for The calendar quatters indicared. The common stock iz alse
listed for vrading on the Chicage Stock Exchange and the Pacific Stock Exchangs, 28
well as The London Stock Exchange and Frankfurt Stock Exchangs.

1998 1297
gy Y.ow Pivicends HBigp T Divadends
FLrsT QUATEEI....csreve..- 548 $38 1/8 | $.2375 545 18§37 /8 |$.2250
Second Quarter........ 54 %/16 4S5 a/i6 .2315 42 a8 35 s/8 .2250
Third QuarTer.....vvevunn. S8 7/16 40 sse .237% 42 3 .2250
Fourth Quarter............ 5B 3/4 48 12 .2500 41 15/%6 35 15/16 .2378
Crmulative Second Breferred Convecrtible Stock L)

The Zollowing table indicates the high ang low salss prices r the Cumulatrive Sacond
Preferred Convertible Stock ("Second Preferred Stock”) of Enr as rTed on. the New
York Stock Exchange (consolidaved transactions reporting sysfem), t© principel wmarker
in which the securivies are tragdsd, anad dividends paic T shars r the calendar
quarters indicaredq. The Second Preferred Stock 13 alse/ listed for ‘cradéng on tha
Cnicago Stock Exchangs.

1998 1897
High Low Dzviaesds Lan 7= Diviaency
First Quarrer............. $634 $565 1S3. 2424 $600 5600 §3.0707
Second Quarter............ 684 13/16 622 3/4f 3.2424 558 49€ 3.,0717
Third Quarter.......cvnov.. - — 3.2424 540 535 3.0717
Fourch Quarter............ 732% 718 3.4130 523 523 3.2424

At Decsmber 31, 1938, there wera approximarely 58,598 record helders of common
stock and 209 record holdezs of Second Preferred Stock. .

other information required by this item is sev forth under Item 6 — “Selected
Financial Pata (Unauaired) - Common Stock Statistics™ for the years 1994-1858.

Racent S8alas of Unragistared Equity Securitiss

On December 17, 1998, Enron issued in a private placement pursuant to Sectien
4(2) of the Securities Act 204,800 shares of its Mandatorily Convartihle Raset
preferred Stock, Series A, Tto Preferrsd Voring Trust, a Delawars sSCcatucory business
truse, in exchange for all of the beneficial interesra im such rrust. On December 30,
19988, Enron issued in 2 private placement pursuzant to Section 4{2) of the Securities
Act 83,000 shares of ivs Mandatorily Convertible Reset Preferred Stock, Series B, wo
Aqula Voming Trust, a Delaware statutery Business tIust, in exghange for all of the
beneficial interests in such trusc.

36




Hadd wem TR WA W RS o)

L

[ 1P R . o A " T

ot

| I

Oct=10=03 14:12 From-JDRP-NY 3

S 212-755-7308~3 T-206 P 09/26 F=-101
Teem 6. SELECYED FPRLGNCIAL DATA (THAUDITED)
1998 1987 1986 1395 1984
Operating Revenues (millions) $31,260 S20.273 $13.289 5 5,183 S 3,98_4
Tocal Assets (millions) $29,350 $22.5852 £16,137 $13,235 511,966
Common Scock Statistics
Incoma from continuing operacie
Tocal (millions) §703 $105 5584 $520 B $453
Fer share -~ bBasic $2.14 50.32 §2.31 §2.07 51.80
Per share - diluced §2.02 $0.32 $2.16 51.94 $1..70
EBaruings on comman stock :
Tocal (millicns) §688 S 88§ $588 $504 $438
Eer share -~ basic $2.14 §0.32 §2.31 §2.07 §1.80 .
Per share -~ diluced 52.02 $0.32 $2.16 $1.94 §1.70
Dividends .
Total {millioms) §312 §24&3 $212 $208 5182
Rer shaxze $0.96 §0.91 s0.86]  s0.8L 50.76
Shares ourstanding (milliens) A
Rctual at yesr-end 1331 307 251 245 244
Average £or the yesyr 321 272 246 244 243
Capitalizacion {milliens) ©\
=% Lonig—texm debt $ 7,357 § 6,254 $3,349 53,085 52,805
rraferred stock of subsidiary 1.001 283 582 377 377
Minoricy interesc 2,343 1,1¢7 788 549 290
Sharehnoldsrs' eguiry 7,048 5,618 3,723 3,185 2,880
Total capitalizracion T €3 2 28,419 7 158 l
|
¢ |
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Exhibir 12
ENRON CORP. AND SUBSIDIARIES
Computation of Ratio of Earnings to
Fixed Chargesa
‘: ’ (Unaudired)
(In Millions) Year EPnded Becember 31,
1938 1997 1396 1335 1394
Earnings available for fixed charges
Income from continuing operavions $ 703 5105 5 584 8 520 $ 453
Less:
Undisgriburec earnings and
lossas of less than 50% owned
affiliates {$4) (89) (39) (14) (9
Capitalized interest of
nonregulated companies {66) (16) (1Q) () (3
é‘ixed charges (aJ 809 674 54 €36 487
Minoraity intersst 77 80 75 27 30
Income wax expense 204 {65) 297 310 180
Total 1,683 688 51,361 312703 31,142
Tixed charges
Inrerest expense(a) $ 760 $624 s 404 § 386 § 445
Rencal expense represenrtative of
interest factor 49 50 50 S0 42
Total s_g80a9 5674 S 454 S__43e S _ 487
_.‘:io of earnings to fixed charges 2.08 1l.02 31.00 2,92 2.34
{
(3) Amount® exclude co2fs incurred on sales of accouncs receivabls.
@
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PART I. PIMANCIAL INWORMRTION - (Continaed) '
ITEN 2. MAMAGRMENY'S DISCUSSION AND AMALYSIS OF
PINANCIAL CONDITION AND RESOLTS OF OFERATIONS
ENRON CORP. AND SUSSIDIARIES
RESULTS OF QPERATIONS
First Quarrter 19399
vs. Pirsec Quarter 189S58
The following review of Enron’s results of operations should be
read in conjunction with the Consolidacved Fipancial Stavemencs.
RESULYS OF OPERATIONS
ConBolidated Net Incoma l
Enron’s f£irst quarcar 1999 net incox : cive
effect of accounting changes, was |5253) 214l million )
in the firsc quartar of 1998, EBEnron’s operating segments clude ,
Exploracion and Producctien (Emrom 0Ll § Gas Company). Transportatien and
Distribution (Gas Pipeline Group and Porrland General), Wnolesale Energy
Operations and Services (Envon Capital & Trade Resources and Enren
Incernacional), Recail Bnaxgy Services (Pnron Energy Services) and
Corporace and Orhex, which includes cerctasin new busipnggses. In cthe
first quazmer of 1999, Fpron recognized a charge of{sillimillicn (nec of
tax) as a cumulacive effact of accounting changes. '
Basic and diluted earnings par share of common stock were as
follows: ;
Pirst arcar
1858 1398
Basic earnings par share:
Before cumulative affect of accounting
changes $0.73 5 0.69
Cumulative affect of accounting changes {0.38) - !
Reported basic eayrmings par shars S Q.35 3. 0,69
Dilured marnings per shara:
Befora cumulative effect of accounting
changes § 0.58 § 0.65
Cumularive effect of accounting changes {0.35) ~
Reported diluced esrnings per ghare 5 0.33 $ 0,85
i
" 24
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PART I. FINANCIAL INPORMATION -~ (Continuad)

ITEM 2. MANAGEMENT'S DISCUSSION AND ARALYSIS OF
PINANCIAL CONDITION AND HESULYS OF OPERATIONS ~ (Continued)
ENRON CORP. AND SUBSIDIARIES

Incoma Bofore Interest, Minoriry Interests and Income Taxas .

The following table presents income before interest, mindrity
incerests and income taxes (IBIT) for each of Euron's operating segments
{(in millions):

First Quarrer

les8 1998
Exploracion and Producction s 12 $ &3
Transportation and Pistribution:
Gas Pipaline Group 126 126 —-@
Portland General 92 73
whelesale Bnergy Operactions and Services 320 249
Revail Energy Services {31) {(27)
Corporate and Other 14 by
Income before intarest,
minority interests and taxes £533 $471

Exploratioc and Production
Bnron's axploraticn and production operations are conducted by

Enron O0il & Gas Company (EOG). IBIT of Exploration and Produccian
tocaled[$12|millien and[sg3lmillion for che firsc quarter of 1999 and
1598, reppectively.

wellhead valume and pricg scatiscics (including inrarcoupany
amouncy) are &5 follows: '

Pirst Quarfey

1885 1298
Nacvural gas volumes (MHcE/d) )
Noxrth Amgrica 781 745
Trinidad 152 108
India 71 _47
Total 1.0048 20%
Average natural gas prices (S/Mef)
North america 1.58 1.93
Trinidad 1.06 1.09
India , 1.96 2.70
Cenposite 1.83 1.86
Crude oil/condansate volumes (MBbl/d)(a)
North America 5.8 5.3
Trinidad 2.8 2.8
India 7.2 4.2
Total 25.7 23.3
Avarage crude ocil/condensate prices ($/8bl)
Nortlh America 11.39 14.58
Trinidad 9.63 143.03
India 9.79 15.33
Compogica 10.78 14.64

(a] Milliom cublc foelh pax day ar chnousand barrels per day, as applicadbis.

s
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TART I. PINANCIAL INFPORMATION - (Contimued)

TTEM 2. MANAGEMENT'S DISCUSSION AND AMALYSIS OF
SPTMANCTAL CONPITION AND RESWLTS OF OPRRATIONS - (Continued)
PNRON CORP. AND SUBSIDIRRIES

Porrland Gemeral. Scatistica for BGE for the firsc quarcer of 1939
and 1998 are as follows:

Firsc Quarter
1299 1998
Blectricity Sales (Thousand MWh)(a)
Regidencial 2,342 2,076
Commercial 1.816 1,654
Induscrial 1,020 __ 891
Total Rectail §,178 §,621
wholesalae 1,338 3,875
Total Blectricirty Bales 5,516 8,188
Average Rate {Thousand MWh} (a)
Residential 5.73 5.91
Copnarcial 4.31 5.07
nmauscrial 3.49 3.43
Tocal Recail 5.00 g.13
Wholesale 1.88 i.82
Total Sales 4.36 3.68
Resource Mix
Coal 18% 15%
Cembustion Turbine 4 7
Bydzo a3 _2
Totel Generacion 35 31
FPirm Purchases 47 65
Secondary Purchases 18 _ 4
Total Resouzrces m% 59_0_%
Average Variable Power Cost (Mills/EWh) (b
Generation 8.0 7.0
Pizrm Purchases 16.7 16.3 )
Secondary Purchases 15,0 14.2
Toral Average Variable Powser Costc 15.0 14.4
Rerail Customers {(end of period, thousands) 708 668 ’

{a) Thousand negowArtlr-houys.
() #ilis (1/10 cearm) per kilowacc-hour.

Significant componancs of IBIT are as follows (3in milliomsf:

First Quarter

1989 1938
Revenues " 5299 $320
Purchased power and fuel 100 124
Operating expelsas B 70 Tk
Depreciacien and amortizacion 44
orher income, nec k]

Income before inrerest and taxes s 52 . § 79

Oparaczng Resulcs

and 8
co the Iirst™y taxr of 1288, pr;ma:::.ly 23 a result et che cransfer of
the ma.:‘ori:y of po¥riund General's elec:zicxcy wpplesale business £o the
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DART :.'szanc:ai INFORMATION ~ (Concinued)

ITTEM 2. MANAGEMEXNT'S DISCUSSION AND ANALYSIS OF
PINANCTAL CONDYTION AND RESULYTS OF OFERATIONE - (Comtinued)
ENHON CORF. AND SUBSIDYARIES

Enron Wholesale markers and transports a substanrial quantity of
enargy commodities as reflected in the following table (including
intercempany amouncs) :

Pirsc Quarcer

1999 1988
fhysical Volumes (BBrue/d) (a)ib}
Gasg:
Oniced States §,088 7.278
Canada 3,584 2,876
Buzrope 1.782 1,128
Ocher 7 1
14,843 11,278
Transport Volumes 556 450 '
Toral Gas Volumas 15,387 11,728
oil 3,704 1.756
Liquids 580 654
Elecrricliey() 8.53s 8,262
Toral 25275 22400
Blectricicy Volumes Marxketved (Thousand Wwh)
Uniced Scaces . B5,962 74,272 !
Burcpa 297 82
Other 87 ~
Total 8g, 346 74,354
Pinancial Secttulemenrs (Nocienal) (EBrue/d) 4 374 £3.518

(m) Billioa British chesmal unics equivalmnt per day.

(b} Incluges third-party trampsascions by Baron Bbargy Secvices.

(¢} Represancyg electricity cransaction volumex mazikate cocvertod oo BBrue/d ucilizing
ths inpuc warhod.

The earnings from commodity sales -6 e in
the £irsc gquarter of 1999 as compargd to the same peried of 1998
primarily due to increased profite from powaer and gas markacting
ragulting from o more chan[30%] raase in volumes as well as favorable
changes in energy and credit markats worldwida, partially offser by
highar expenses.

Inexrgy Assets and Investmencs. Ewron Wholesale’s energy assets and
investmenta accivities include invascments in debc and equity securicies
of oil and gas producers and other enargyv-intensive companies.
Addicionally, Enron Wholesale develops, consczucts, operates and managas
a lazge portiolio of energy invastmants such as power plants and natural
gas pipelinaes. Parnings prinmazily result £rom changes if che markec
value of merchanr investmancs held during cthe period. egquity earnings
and gains on sales or resctructurings of energy investmencs.

Parnings from energy assets and invescments decreased|{losTin che
first quarter of 1999 as compared to the same period in 1988 primarily
as a resulc of decraased earmings from the mansgement of EnTon
Wholesale’'s merchant investments, partially offsat by higher earnings

from international energy asset operations and increased construction
pxofics.

Unallocaraed Expenses. WNat unallocared expenses such as rent.
systems expenses and other support group CAsSts increased in 1999 due to
continuad expansion ince new markecs and System upgrades.

20
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BART I. PYMANCIAL INPORMATION - (Contianved)

ITEM 2. MANAGEPMENT'S DISCUSSTON AND AMNALYSIS OF
PINANCIAL CONDITION AND RESOULTS OF OPERATIONS — (Contiaued)
ENROM CORF. AND SUBSIDIARIES

Recvzll Energy Servicas
Enron Energy Services (Energy Sezvices) i1s extanding Enron’'s energy
expartise ro end-use customers. This includes sales of natural gas,
electricity and enerpy management services directly to commarcial and
induscrial customers. In the first guarter of 1399, Energy Sexvices
concinued to make significant progress in expanding irs customsr base
and contracting activitias by executing several significant commodity
and geyvices contraccs with new cuscomers. Energy Services reported an
operating loss befaore incerest, minoricy incerest and taxas_of SB*
millien in che first quartar of 1999 campared to a loss of[($27|x
in the firsc quarter of 1998. These results priwmaxily rel]
associacted with developing the cemmodity, capital and sery
capability to daliver on contcracts signed co date g8

Corporate and Othaxr

providos water and wastrewarsy gatrvices, Enron Copm
{ECI), which delivers high conten: media re TUsiness cuscamers,
Renewable Energy Corp. (EREC), EBOTP-Energy Corp. (BOTP?) and the
operacions of Enron’‘s mephenol and MTBE plancsg. Corporate and Orhex
realized IBIT of|SI4lHillian in the first gquarter of 1999 coempared tol Sij
million for the same period in 1998. The increase is primarily che
result of increased earnings from EREC relaced eo the sale of certain
facilivies.

Invtezrost and Raelaoced Chazges, 3%
Incerastc and rela:ed Ezges, wxdc, i3 reporced nec of inrerest
capiralized of[S13|mé2Tion andlsSE million for che first chree months of
1999 and 1998, :aspect;vely. The net expense increasged|sszimillion in

the firsc quarter of 1999 as compared to the same pepdod of 1998,
primarily due te an incresse of approximately $2.1-6illion in dabt,
including approximacely 5900 million due to the <onsolidacion of Jacare,
the enticy that holds Earon‘s investmenc in Bléktro (sae Nota 3 to the
Consolidared Pinmancial Scatements).

Minority Iaterascs

Minority imcerests increased[s8fmillion to[s33jmillion in the firsc
quarter of 15999 compared to che same period in 1598, primarily duse to
cthe minority ocwner’s share of the results of Jacare prlor to the
purchase of addicional shares of Elektro (see MNora 3 Co thae Consolidaced
Financial Statements), and rthe limited partner’s share of earnings
Telaced to a parcnership created in December 1338, parcially offset by
dscrensed nec incema froam EOG in the £irst quarter of 1999.

Incomn Tax Eipease

The projected effective tax rate for 1999 is lower than the
scarurory race mainly due to equity earnings and differences betwean the
book and tax bazis of certain assets and stock sales. In addicion,
income taxas decreased during the first qQuarcter of 1399 as compared to

the £irsT gquarter of 1998 primarily < a resulr of a sezctlement of an
IRS zudit issue.

Cusmlscive BEfect of Accpunting Changes

In the f£irst quarver of 1392, Enron recerded a.n after-tax charge of
million to reflect che inirial adoption (a3 of January 1, 1899) of
S0P 98 and EITF 88-10. See Note 2 rto the Consoclidated Financial
Statem&nts.
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PART I. PIKANCIAL INFORMATION - (Continued) |

TrEM 2. HANAGEMENT'S DISCUSSION AMD AMALYSIS OF
PINANCIAL CONDITION AND RESULTS OF OPERATIONRS ~ (Continued)
,’ EMRON CORP. AND SUBSIDIARTES : .

Systems. Accordingly., there can be ne assgurance that all of Enron’s
gsystens and all Outside Systems will be adequately remediaced so rhat
they are Yaar 2000 ready by January 1. 2000, ox by scme earlier date, so
as not to create a material disruptien to Earon’s business. If, despite
Enron's reasonable sfforrs under its Year 2000 Plan, cthere are mission-
crivical Year 2000-rzalated failures that create substancial disxruptions
to Enron’‘s business, the adverse impact on Enron‘s business could be
macerial. Addiciepally, while Pnron’'s Year 2000 coscs are not expactad
to be marerial, guch costs are difficulr to estimate accurarely because
of unanticipatced vendor delays, technical difficulries, che impact of
cests of Oucaide Systems and similar avents. Moreover, the estimated
costs of implemencing the Plan do not take into accounc the costs, if
any, that might be incurred as a result of Year 2000-relatad failures
that oceur despire Bnron’s implementation of the Plan.

NEW ACCOUNTING WRONODNCEMENTS

In June 1388, rhes Pinancial Accounting Scendards Board issued

R Stacemane of Financial Accounting Standazds (3FAS) We. 133, "Accouncing
for Derivacive Inscrumancs and Hedging Activicies.” SPAS No. 133
e3gtablishes accounting and reporting scandards requizing chat every
derivative instrument (including cerctain derivative inscruments embedded
in ocher cemtracts) be recorded on the balance sheet as either an asser
or limbiliry measured 2t its fair value. The Statemenc requires that
changes in the derivacive’s fair value be recognized currencly in

® earnings unless specific hedge accounting criceria ave mec. Special

{ accounting for qualifying hedges allows a derivative’s gains and losses

to offser related resultsa on the hedged item in the incoms Statemenc,

and requires that a company must formally documant, dasignace and assess

i the effectivenass of transactions that receive hedge accouncing

f Creatmant .

SFAS No. 133 is effecrive for fiscal years beginning zfcer Junme 15,

l 1999. A company may also implement che Scactement &s of ths beginning of

any fiscal gquarcer after issuancs, however, SVAS No. 133 cannot be
applied retroactively. Enron has not vet decermined the ciming of
adoeprion of SFAS No. 133. Enrom believes thatc SPAS No. 133 will not
have a marverial impact on its accounting for prica risk management
aceiviries bur has not yec quantified the effect on its hedging
activivies or physical base contracts.

i~

FINANCTAL CONDIZTION

Caslh Flows
h First Quarter
: {In Millions) 1999 1998
! Cash providad by (used in):
. Opezating activirties S (660} s 50
Investing activicies {1.130) (492) ,
. Pinancing activities 1,978 445
!; . Cash used in operaring activities rocaled millien duxing the
‘ first chree months of 1899 as compared to cash proYided of[$S0)millicn
oot in the same period last vear. The change in cash from opefating

activities in che fixrsc quarcer of 1959 refleccs an| incrgase in nec

29
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Bxhibic 12

, . ENRON CCRP. AND SUBSIDIARIES
COMBUTATION OF RATIO OF EARNINGS TO
FIXED CHARGES
(Dallars in Millions)

(Unaudiced)
Three Months
Ended Year 2nded December 31.
- 3733739 15998 1997 1936 1398 155¢
l
'..‘. Parnings available for fixed charges :
Neec income §283 S 703 $1065 $ 8B4 § S20 S 453
Lass:
Undistribured earnings and
losses of less chan 50% -

_ ouwnied affiliaces - (44} {89) (39) {14) (9)

Capitalized inceresc of
= poncegulaced ccapanies {14) {€6) (18) (10) (8) {9)
- Add: .

Fixed charges (1) 248 BOS 8§74 454 336 487

Minority interest 32 77 80 75 27 30

Income taxX axpensea 62 204 {65) 287 310 150

Total ' ShIE $1.6583 49 1,351 I 1
Fixed Charges

: Incersgt &xpense(l) $229 s 760 $624 S 404 S 386 $ 448
| Rental expense representative

of incerest facror 16 45 50 S0 50 &2

Tocal $245 S pos ) 45 S 487 !

l ’ Ratio of earmings to fixed charges 2.36 2,08 1.02 3.00 2.92 2.34
’. (1) Rmoumcs exclude costs incurred ca sales of accounts receivables.
Iz .
B
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The fallowing mbic sets fanth our consclidared capiwalizacion a5 of March 31, 1999 and 25 wdjusted
give cffect to the issuance on Apol 7, 1999 of 400,000,000 EUR (approximarely §430,000,000) aggregace
priscipal amount of Noses due 2005 and the issuancs of vhe nores offcred hereby, and the use of the proceeds

m Sez "“Use of Procemds™
: (In millions)
Shorprorm debe
Nofes PIYRBIE . oo v v vtir i ie i e tee e et a ey L. y —
Currens macusitics of long2erm Gebt oo v vr o iiiiic i —_ —
T e 7 — —_
Longrerm debt
Amount reclsssified fom shortterm E2hE(8) cvar i ar v i it e iaraaa. R 1,862 543
Notes due 20012028 (6.4Q% © 988%) vvovueiiovsn.n e tareeaerrasa 3,243 3,343
Neoos due 1999-2000 (ficaring) 400 500
16 7 . . : 18 18
Mot due 2005 (4.388) 1o ivenvonsiornenornranarecoanonanrrons veee -— 430
Notes de 2019 (738%) ovvvnivneininmitrnvsirsrorncmatarecaasncasans -_ 500
Subsdiszy companies:
Notess doe 1999-2035 (4.60% a 12.008) ......ooenn.. eeseatr e s 2,685 2,685
Notes due 1999-2032 (AOMOE) ¢ v vureceremiriverarnrvarareoneanerans 752 752
L. 50 Jo.
Enson: :
Scnicr subordisated debenvures due 3005-2012 4.0 cicvrvnivnrnrcarneron.s 350 350
Unamertized debe discount 506 PLEmitim. .. ovvvearecrerrnnneerennenennn, {41) (46)
Toml loagrerm debr ..o viiiiiirrii it ira e as 9,419 9 423
MInoriCy inEeredls oo v rvairn.an et bereiarare e e anteenione by 2128 2,125
Company-obligacted preferred securitics of Subsidamen . .o v v venrevnnnnerarnenn .. 1,001 1,001
Sharchalden” equity
Converdble prefmred stock ... ..ol iii i e . 1,131 1,131
Commen stock ..... s e e ie ity ar ek, 6,249 6,249
Regined a:z'.‘ngu ..................................................... 2,256 2,256
Cumalative forzign currency wanslacion adjusImant .. vveuvvrernren .t cnrnan. . (711) (7110
Common srock held in Geasuy - cvvvurenirecierenranrneneriaeaneecnnssse (50) (50)
Crber, including Flexible BQuity Trust - oo vvvivrreinvrriosrnrecrssrressen (51} £51)
Toral Suarehalders’ ety - 1v ottt i i e e as 8824 8.824
Torl GpIAZREON - ¢ o e vttt ie e v a e en 521,369 $21.375
(a) Subsequemt to March 31, 1999, our shorr-remn debe has increased by approximately $600 millisn, cxcluding the

notes issued Aprl 7, 1999, a3 3 resule of borrowings made under our commeseial piper program and

USE OF PROCEEDS

We intend to use the ner proceeds from the sale of the sotes (esdimated to be approximarely
$492,905,000 after underwriring dwscounty and expenses) pracipally o repay shosttemm indebredness and for
geacnl cosparate pusposes. As of May 18, 1999, our weighted averagr interess matz on the debr so be sepaid

w35 approximardy 5.0%.
RATIO OF EARNINGS TO FIXED CHARGES

Year Ended Decammber 2.

Baro of Earnings to Fixed Charges

33

1998 1997 1996 1995 1994
2.08 102 300  2.92 2.34]
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ARTHUR
ANDERSEN

[EHMAN BROTHERS INC.
BANC OF AMERICA SECURITIES L1.C
CIBC WQRLD MARKETS CORP.

As Undervriters

named in the Underwriting Agreement
dared May 19, 1999, reluting w the issuance of
$500.000,000 of 7.375% Notes due May 15, 2019

Deur Ladies and Gentlenen:

We refer 1o our letter of May 19, 1999, relaring © Amsndment No. § 10 Form S-3 Regisgation Statemen: (Registranon
No. 333-70463) filed by Enron Corp. (an Oregon corporation) and subsidiaries ("Enron”) with the Securities and
Bachangs Commistion ("Commission™) upder the Securirics Act of 1933, 25 amended ("Act™), on February 3, 1999
Registration Statement”), with respect wo the regisaation and salc by Enron of $500,000,000 aggsegale principal amount
0f7.375% Nodes due May 15, 2019, pursuant io an uderwriling agreement daied May 19, 1999 ("Underwrising
Agresmsnt”). Raferences to the “Prospectus” shall sefer wo the prospecs conrsined in the Registrarion Stakemens as
supplemented by & prospectus supplegient dated May 19, 1999, filed with the Commission pursuant to Ruls 424 (bX2).

We reaffism a3 of ths datc hereof (and as though made on tie dase hereof) all statements made in that leer except that,

(l

for the purposes of this lsaer:

3 Thereading of mines described in paragraph 4 of that lexer has been carricd cut through May 19, 1999,
officials of Enron having advised ux thar the minuses of all such meetings through that date bave beep firnished
W us, excepr that or work did not extend w the following minutes which had not besn finalszed:

Mectng
Ewon -

Compensation and Management
Developmenr Commiuze

Audit and Compliance Commiuee

Finance Compunee

Compensation and Management
Devojopment Comminee

Nominating und Corporale Governance
Comminee

Nominating und Corporale Governance

Committes

Exccutive Commines

Executive Comminee

Nominating and Corparate Governance
Commiee

Audit and Compliance Commister

Finance Commines

Compensation and Munsgement
Developmenr Comminzse

Board of Dircctors

Special Maeting of the Bourd of Dircctors

EXHIBIT B

212-785-7306-3 T-206 P 25/26  F-101

gr\ ¢:d [ 1Y

Amthur Andessen LLP

Suire 18300

711 Lowsiang Sgeet
Houston TX 77002-2786
73237883

gl ectin
January 25, 1999

February 7, 1999
February 7, 1999
February 7, 1999

Pebruary 7, 15999
March 8, 1899
March 22, 1999
April 13, 1999
May 3.1999
May 3, 1999
May 3, 1999
May 3, 1999

May 4, 1999
May 19, 1999
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ARTHUR
ANDERSEN

- Page 2
.- May 24, 1999

Meeting Date of Megting

Northern Natural Gas Company- .

Boaxd of Direciors March 10, 1995

Special Msedng of Board of Directors April 2, 1999
Exron Oil & Gas Company -

Boad of Direcrors May 4, 1999

Special Meering of Board of Directrs May 8, 1999
Portland General Elecric Company -

Board of Diréctors May 1, 1999

Board of Directors Muy 15,1999

b. The references to Muy 14, 1999, in pumgragh 4 and 6 of that leter ane chenged o May 19, 1999 (oar work did
ot extend from e penod from May 20, 1993, w0 May 24, 1999, inclsive). with the following cxceptions nowed
in & below.

¢, Agdesenbed in paragraph 6 of our leter daed May 19, 1999, Enran officials have advised us that no

consolidated financial statsments as of any datc or for any period subsequent 1w March 31, 1999, aye available.
We have inquired of certain officiuls of Enron who have rexponsibility for financial and accounting maners
whether (2) at May 19, 1999, there was any change in the capital stock, 1ncresse in combined shost-term and

. long-1erm debr or any decrease in consolidated net assets or sharcholdens’ equity of Enron as compared with
amouns shown on the March 31, 1999, unsudited consolidated condensed balance sheet included in tho March
31, 1999 Form 10-Q. incorporaied by reference in the Registuion Statement and Prospectus, or (b) for the
period from April 3, 1999, to May 19, 1999, there were any decreases, as compared with the comresponding
period wn the preceding year, in consolidated operaring sevenney, net incoms of baxic or diluted eamings per -
share of common swck. On e basis of these inquiries and cur reading of the rainutes as described in 6, nothing
came Lo our ancation thar caused us w believe that there was any such change, increase, or decreazs, cxcop in all
instances for changes, increusss, or decreases thas the Ragistration Statemant and Prospecius disclose have
occutred of may oecur, except that eapital stock increased $61 million and combined shor-teryn and lonp-term
debe increased $143 million.

3. This lemer is solely for the information of the addressces and 1o isgist the underwrirers in copducting and
documenting thedir investgarion of the uffairs of Enron in conneetion with the offering of the seourities covered
by the Regisration Staiement and Prospectus, and it is not 1o be used, circuluted, quotad, or otharwise teferred 1o
within or withour ths underwriting group for any other purposc, including b not limited vo the regiswarion,
purchase, o sale of securities, nor is it o be filed with or referred to sn whols or in pan in the Registrution
Sraiament and Prospectus or any ather document, except that reference may be made to it in o Underwriting
Agresment or in any list of closing documents periaining 1o the offering of the securitics covered by the
Registration Smement and Prospecnis.

Very tuly yours,

AWW

. ARTHUR ANDERSEN LLP
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