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As you may recall, the legal support for the Company's financings (both international and domestic) has been "centralized" in the Global Finance Legal Group in Houston since September 1999.  In conducting our practice we often "team" with attorneys from the various business units.  (In fact, given the talented and well-staffed Legal Group in London, we will typically adopt a support role with respect to the financings originated out of Europe.)  I believe the coordination of the (often) dual efforts has improved over the last half year and will continue to do so.

Given the "dealflow-type" culture at Enron, we continue to rely heavily upon the expertise and support from our outside counsel and other vendors.  In many (if not the overwhelming majority) of the transactions we support from a legal perspective, we also --indirectly-- engage counsel for our financial institutions and directly pay their fees.  The legal fees incurred by EGF-Legal are substantial.  We have worked hard over the last few months to ensure we know: what we are paying; reviewing the nature and attendant time spent on the work being performed by outside counsel; and that such legal bills are being processed in a responsible and efficient manner.

As part of this effort, we have also looked at what would be most appropriate as to whom ultimately bears these costs.  In making this determination, I have consulted with Ben Glisan and Joe Deffner.  Based on these discussions, we have proposed that the legal fees incurred by EGF-Legal be allocated/cross-charged to those business units that ultimately receive the benefit inuring from the transaction--whether it be earnings, funds flow, or balance sheet treatment.  I do not think that we have been vigilante in ensuring that these cross-charges are being made, but intend to do so for the 2001 year and forward.  

Briefly stated, the approach would be as follows:

(1) Financings that originate from a business unit that utilize a new – one-off-type -- structure, e.g. Turbo Park, will be charged back to such business unit; and

(2) Financings that originate from a business unit that utilize an existing Global Finance vehicle – such as Hawaii, Whitewing, Raptor, JEDI II, etc., will have those legal fees allocated semi-annually based on an overall usage, i.e. numerator reflects notional dollar amount of transactions engaged in by business unit over total notional amount of transactions conducted through such vehicle times legal fees incurred associated with such vehicle.

For example, Asset Sales of $200MM are made into Whitewing during the 2001 year.  Of these assets, $150MM are from ENA, $25MM are from EES, and $25MM are from EBS.  During 2001, legal fees of $7MM are incurred relating to Whitewing relating to asset sales, amendments to credit facilities, and related cash incentive items.  Based on “notional utilization”, ENA would be charged $5.25MM and EES and EBS each $875K relating to legal fees for the utilization of Whitewing during the 2001 year.

This approach appears to be the most equitable of those considered; however, if you have any additional thoughts or suggestions, please feel free to pass them onto me at x 37897.
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