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Legal Risk Rating = 1.5 (on a scale of 1 to 5, with 5 representing the greatest degree of risk)

HoustonStreet Exchange, Inc., a Delaware corporation ("HoustonStreet') is developing an internet-based electronic trading platform for energy commodities and derivative products.  On or about December 1, 2000, Enron Net Works LLC ("ENW") will acquire (i) 1,781,043 shares, or approximately 7%, of the outstanding common stock of HoustonStreet, (ii) the right to an additional 763,305 shares of HoustonStreet Common Stock based upon Enron's trading volume on the HoustonStreet platform (discussed below), and (iii) a warrant to acquire an additional 2,544,347 shares of HoustonStreet Common Stock (collectively, the "HoustonStreet Securities").   

In exchange for the HoustonStreet Securities, ENW is agreeing to provide HoustonStreet with Enron's prices for specified energy commodities and derivative products pursuant to a "Price Posting Agreement" for a period of two years.  HoustonStreet will display Enron's prices on HoustonStreet's trading platform and provide HoustonStreet's customers an opportunity to enter into transactions with Enron through the HoustonStreet trading platform.
The legal risks associated with this transaction are as follows. 

1.
Mapping Errors and other Disputes.  Enron will provide its prices for certain Enron products to HoustonStreet, but HoustonStreet will be responsible for matching Enron's prices for those products with the corresponding products that are offered on HoustonStreet's platform.  Errors by HoustonStreet in matching Enron's prices with HoustonStreet's products could result in HoustonStreet customers making offers with respect to a different product than the product that Enron posted a price for, and Enron accepting an offer for a different product than the product for which the HoustonStreet customer thought it was submitting an offer.  For example, assume HoustonStreet matches Enron's January gas price to HoustonStreet's February gas product; a HoustonStreet customer might submit an offer for February gas on HoustonStreet's site, but Enron would be unaware of the error and would receive the offer – and possibly accept it – on Enron's assumption that the offer was for January gas – the product for which Enron posted the price.  Simply by virtue of the fact that Enron will not have absolute control over HoustonStreet's handling of Enron's data, these and other errors may occur that could result in erroneous trades and resulting disputes between Enron and HoustonStreet's customers.

HoustonStreet has agreed to indemnify Enron from losses resulting from these "mapping errors" and certain other disputes between Enron and customers; however, HoustonStreet may not be financially able to satisfy any indemnity claim.  Enron may also terminate the Posting Agreement in the event of chronic mapping errors or customer disputes.  

2.
Unanticipated Claims.  ENW has no prior experience in providing its prices to multilateral electronic trading platforms on the basis contemplated by the Price Posting Agreement.  Certain provisions of the price posting agreement are quite complicated.  While we have attempted to address all potential issues that may arise in this relationship, It is possible that unanticipated situations may arise that are not clearly addressed by the Price Posting Agreement.  While HoustonStreet and Enron currently have incentives to resolve any unanticipated situation, this may not always be the case.

3.
Regulatory matters.  HoustonStreet is obligated to obtain a no-action letter from the CFTC (or other assurances satisfactory to Enron) with respect to regulatory implications of Enron's providing prices for its financial products to the HoustonStreet platform.  Enron will have no obligation to provide prices for derivative products to HoustonStreet until HoustonStreet provides such assurances.  

4.
Antitrust Issues.  We have consulted with outside counsel, and do not believe that this transaction raises significant antitrust concerns. 

5.
Equity Investment.  The equity investment is being made pursuant to fairly standard equity investment documents providing for customary representations, warranties, indemnities, and investors rights.  There are no significant legal issues associated with the equity investment. 

o:legal/tmccull/mems/CanFibre.doc


