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This memo summarizes the currently proposed transaction structure.

1. A price return swap will be executed on our equity interests in the LDCs.  The swap price will be the book value of the equity interests.  The book value of the equity interests is approximately $460 million.  We will receive a fairness opinion from CSFB stating that the book value of the equity is the fair value, from a financial point of view, of the equity.

2. The hedge will be executed within the Raptor 2 structure.  The counterparties will be Grizzly I, LLC (a wholly owned Enron company) and Timberwolf I, LLC (an entity that is owned by an outside investor and in which Enron has a preferred interest).  There will not be a back-to-back hedge between Grizzly and the Enron entity that owns the equity interests.

3. Our holdings will be restructured before the hedge is executed.  Ponderosa Assets LP (a structured financing vehicle with third party debt and equity investors) is in the ownership chain of each LDC.  Ponderosa will create two new wholly owned Delaware LLCs.  (We had previously discussed creating Cayman Islands companies but tax suggested we use Delaware LLCs.)  Ponderosa would contribute to one of the Delaware LLCs its equity in Enron International Brazil Investments 1997 Ltd. ("Brazil Investments 1997").  Brazil Investments 1997 holds the Gaspart business.  Then, Ponderosa would pledge, as security for its debt, 49% of its equity interest in the new Delaware LLC that holds all of the equity in Brazil Investments 1997, at which time the 49% interest in Brazil Investments 1997 that is currently pledged would be released by the secured party.

4. Ponderosa would contribute to the other Delaware LLC its equity in Enron International Brazil 1997 Ltd. and Enron International Brazil Gas Holdings Ltd.  These two companies hold CEG and Riogas.  Then, Ponderosa would pledge 65% of its equity interest in the new Delaware LLC that holds all of the equity in these two companies, at which time the 65% interest in these companies that is currently pledged by Ponderosa would be released by the secured party.

5. As an alternative to items 3 and 4 above, Ponderosa could create one new wholly owned Delaware LLC.  Ponderosa would then contribute to this new LLC all of its equity interests in the three existing South American entities identified above.  The new Delaware LLC would then pledge 49% of its equity investment in Brazil Investments 1997 and 65% of its equity investment in the other two entities.  The disadvantage of this approach (as opposed to the one described in items 3 and 4 above) is that it would require the prior consent of the Ponderosa lenders, which should take about one week to obtain.

6. In both alternatives described above, the swap would be done on the book value of the equity interest(s) in the newly formed Delaware LLC(s) held by Ponderosa.

Endless possibilities.
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