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NewPower 8-K

On October __, 2001, The New Power Company (the “Company”), a wholly owned subsidiary of NewPower Holdings, Inc.; Enron North America Corp. (“ENA”) and Enron Energy Services, Inc. (“EES”); and Enron Power Marketing, Inc. (together with ENA and EES, the “Enron Subsidiaries”) amended their Master Cross-Product Netting, Setoff, and Security Agreement dated as of March 14, 2001 (the “Security Agreement” and the “Amendment” thereto).  The obligations under the Security Agreement are guaranteed by NewPower Holdings, Inc., and by Enron Corp., respectively.  

The Amendment to the Security Agreement expands the types of collateral that the Company is required to pledge to satisfy its obligations under various gas and electric purchase and sale contracts it has entered into with the Enron Subsidiaries.  The Amendment expires on January 4, 2002, although the Company may replace the substitute collateral with cash collateral and thus terminate the Amendment earlier.  Under the amended Security Agreement, the first $70 million of pledged collateral must be in the form of cash, and amounts in excess of $70 million may consist of up to $40 million of eligible receivables and inventory of the Company, valued at discounts specified in the Amendment.  The effect of the Amendment is to reduce, through January 4, 2002, the amount of cash collateral that the Company is required to pledge under the Security Agreement by up to $40 million.  The Amendment also eliminates, through January 4, 2002, a provision that exempted the first $15 million of the Company’s obligations to the Enron Subsidiaries from the requirement that they be secured.  In connection with the Amendment, the Company granted the Enron Subsidiaries a security interest in its receivables and inventory to secure its obligations under the Security Agreement.  The security interest is expected be released upon provision of cash collateral to replace the substitute collateral.

Since its inception, the Company has a policy of hedging its customer contracts by purchasing gas or electricity for future delivery, based on expected future delivery volumes.  When gas and electric prices decline significantly, as they have in recent months, the amount of collateral that the Company is required to pledge under the Security Agreement increases as determined under mark-to-market comparisons, which compare the contract price of the commodity against the current market price.  Accordingly, (i) the substantial increase in the number of customers the Company has acquired since the Fall of 2000 has required a correspondingly large increase in forward purchases that are secured under the Security Agreement, and (ii) the recent substantial decline in commodity prices has required a significant increase in the cash collateral provided to the Enron Subsidiaries.  As of September 30, 2001, the Company had provided the Enron Subsidiaries $109,300,000 of cash collateral under the Security Agreement.  

Any significant increase in the amount of collateral that the Company is required to pledge to the Enron Subsidiaries, as a result of further declining gas and electric prices or otherwise, could adversely affect the Company’s liquidity and financial resources.  If the Company were unable to pledge the required amount of cash collateral under the Security Agreement, the Enron Subsidiaries would be entitled to (i) declare a default under all their gas and electric purchase and sale agreements with the Company or its subsidiaries, (ii) terminate those agreements and (iii) foreclose on the collateral previously pledged by the Company or its subsidiaries to secure them.  Any such declaration, termination or foreclosure would have a material adverse effect on the Company and its ability to conduct its business.

In addition, the Company builds up natural gas inventories in the third and fourth quarters of each year, which creates a cash flow timing difference between the purchase of this inventory and the receipt of revenues from natural gas sales to customers.  As of September 30, 2001, the Company has purchased gas in inventory for winter sales in the amount of $78 million.

Given limited unrestricted cash resources, the Company has intensified its efforts to reduce expenses and to prioritize its market entry and customer acquisition strategies.  During the second half of 2001, the Company expects to reduce its spend rate by over 40 percent from that prevailing in the first half of 2001. 

With the Amendment and the Company’s cost reduction efforts, the Company believes that it currently has sufficient financial resources to conduct its business until it secures permanent financing, which will be necessary in 2002.  The Company is actively pursuing such financing opportunities.  However, the Company might not be able to raise additional capital on attractive terms, or at all, which would have a material adverse effect on the Company and its ability to conduct business.  The Company is also exploring the possibility of a commodity trading strategy that reduces the mark-to-market credit obligation associated with any further declines in commodity prices.  The Company may not be able to alter its hedging strategy to reduce the risk of posting additional collateral without undue consequences to other financial performance measures.  In addition, unanticipated events over which the Company has no control could increase expenses or decrease its ability to generate revenues, which would have a material adverse effect on the Company.

Attached as Exhibits 99.1, 99.2 and 99.3 to this Current Report are the amended Security Agreement, the Master Agreement dated as of August 10, 2000, between The New Power Company and ENA, including the Credit Support Annex thereto, which is referred to in the Security Agreement, and the General Security Agreement dated as of October __, 2001, between the Company and the Enron Subsidiaries, respectively.  Also attached is Exhibit 99.4, the press release issued by the Company in connection with the Amendment.
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This disclosure contains certain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933, and Section 21E of the Securities Exchange Act of 1934.  These statements involve risks and uncertainties and may differ materially from actual future events or results.  Although we believe that our expectations are based on reasonable assumptions, we can give no assurance that our goals will be achieved.  The Company undertakes no obligation to publicly release any revisions to these forward-looking statements to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.  Important factors that could cause actual results to differ from estimates or projections contained in the forward-looking statements include our limited operating history; delays or changes in the rules for the restructuring of the electric and natural gas markets; our ability to attract and retain customers; our ability to manage our energy requirements and sell energy at a sufficient margin given the volatility in prices for electricity and natural gas; the effect of commodity volatility on collateral requirements and liquidity; our dependence on third parties to provide critical functions to us and to our customers; and conditions of the capital markets affecting the availability of capital.  Readers are referred to the Company’s Annual Report on Form 10-K for the year ending December 31, 2000 and our Registration Statement on Form S-1 (No. 333-41412) on file with the Securities and Exchange Commission for a discussion of factors that could cause actual results to differ materially from these forward-looking statements.
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