
[image: image1.wmf]
1400 Smith, Houston, TX  77002  Tel: (713) 853-3300  Fax (713) 646-3490
	Date:
	November 27, 2000



	To:
	Timberwolf I, LLC



	Attention:
	LJM2 Co-Investment, L.P.



	From: 
	Enron Corp.



	Re: 
	Equity Swap Transaction


Dear Sir/Madam:

The purpose of this letter (this "Confirmation") is to confirm the terms and conditions of the transaction entered into between Enron Corp. ("Party A") and Timberwolf I, LLC ("Party B") on the Trade Date specified below (the "Transaction").  This Confirmation supplements, forms part of, and is subject to, the ISDA Master Agreement dated as of June 29, 2000, as amended and supplemented from time to time (the "Agreement"), between Party A and Party B.  All provisions contained in the Agreement govern this Confirmation except as expressly provided below.

The definitions and provisions contained in the 2000 ISDA Definitions (the "ISDA Definitions") and the 1996 ISDA Equity Derivatives Definitions (the "Equity Derivative Definitions") (as published by the International Swaps and Derivatives Association, Inc.), and any subsequent amendment, modification or replacement thereof, are incorporated into this Confirmation.  In the event of any inconsistency between the ISDA Definitions and the Equity Derivative Definitions, the Equity Derivative Definitions will govern.  In the event of any inconsistency between the ISDA Definitions, the Equity Derivative Definitions, and this Confirmation, this Confirmation will govern.  The parties intend that this Confirmation and the Transaction evidenced hereby enable Party A to treat the Transaction as an equity instrument of Party A pursuant to the Emerging Issues Task Force Issue 00-19, "Determination of Whether Share Settlement is within the control of the Issuer for Purposes of Applying EITF Issue No. 96-13," and the terms and provisions hereof shall be construed accordingly.  It is the intent of Party A and Party B that this Confirmation not convey, transfer, or otherwise create in favor of Party B any rights or claims senior to the rights and claims of the shareholders of Enron Corp. common stock.

1.  The terms of the Transaction to which this Confirmation relates are as follows:

General Terms:

Trade Date:

November 27, 2000
Effective Date:





November 27, 2000
Termination Date:

June 30, 2003
Shares:

Common stock of Enron Corp.; no par value 
Exchange:





New York Stock Exchange

Related Exchange:
Inapplicable 
Calculation Agent:
Party A

Business Days:
Houston

Business Day Convention:

Modified Following

Equity Amounts:

Equity Amount Payer (Cap):

Party B

Equity Amount Payer (Floor):
Party A

Number of Shares:

7,809,790
Equity Notional Amount (Cap):
(Number of Shares) X (Initial Price Cap)

Initial Price Cap:

Notwithstanding §7.9 of the Equity Derivative Definitions, the Initial Price Cap shall be USD $111.8633
Equity Notional Amount (Floor):
(Number of Shares) X (Initial Price Floor)

Initial Price Floor:

Notwithstanding §7.9 of the Equity Derivative Definitions, the Initial Price Floor shall be USD $78.875
Equity Notional Reset:
Inapplicable

Equity Payment Date:
Three Currency Business Days following the Valuation Date

Type of Return:
Price Return

Final Price:
For Cash Settlement, the closing price per Share quoted by the Exchange on the Valuation Date, and for Share Settlement, the price determined per Share pursuant to the terms set forth under Registration Provisions
Valuation Time:
As of the close of trading on the Exchange or as set forth under Registration Provisions, as the case may be  
Valuation Date:
The Termination Date 

Equity Amount (Cap):
"Equity Amount Cap" means an amount determined by the Calculation Agent as of the Valuation Date equal to:


(Equity Notional Amount (Cap)) X (Rate of Return)


where the "Rate of Return" is calculated for the Valuation Date as follows:


(Final Price) – (Initial Price Cap) 


           (Initial Price Cap)

Equity Amount (Floor):
"Equity Amount Floor" means an amount determined by the Calculation Agent as of the Valuation Date equal to:


(Equity Notional Amount (Floor)) X (Rate of Return)


where the "Rate of Return" is calculated for the Valuation Date as follows:


(Final Price) – (Initial Price Floor) 


           (Initial Price Floor)

Payment Obligations:
In respect of the Equity Payment Date and in accordance with the terms of Settlement set forth below wherein the election of Party A, made solely at its discretion, shall control whether the payment obligations set forth below are paid on the basis of Cash Settlement or Share Settlement (each as below defined):

(i) if the Equity Amount (Cap) determined by the Calculation Agent in relation to Party B is a positive number, then Party B will pay to Party A, or otherwise settle with Party A on, the absolute value of the Equity Amount (Cap); and


               (ii)
if the Equity Amount (Floor) determined by the Calculation Agent in relation to Party A is a negative number, then Party A will pay to Party B, or otherwise settle with Party B on, the absolute value of the Equity Amount (Floor).

Settlement:
If Party B is required to pay to, or otherwise settle with, Party A the absolute value of the Equity Amount (Cap), then at Party A's sole election, Party B shall pay Party A on the basis of Cash Settlement or settle with Party A on the basis of Share Settlement.

If Party A is required to pay to, or otherwise settle with, Party B the absolute value of the Equity Amount (Floor), then at Party A's sole election, Party A shall pay Party B on the basis of Cash Settlement or settle with Party B on the basis Share Settlement.  

"Cash Settlement" means a payment of the Equity Amount (Cap) by Party B, or a payment of the absolute value of the Equity Amount (Floor) by Party A, in each case made in United States Dollars.

"Share Settlement" means the delivery by either Party A or Party B, as the case may be, of a number of Shares determined on the basis of the following formula:

e

__

fp

where e = the absolute value of the Equity Amount (Floor) in respect of settlement by Party A or the absolute value of the Equity Amount (Cap) in respect of settlement by Party B, as the case may be; and

where fp = the Final Price.  

No fractional Shares shall be delivered in connection with Share Settlement, and the value of any fractional Share otherwise deliverable shall be paid in cash by multiplying such fractional Share by the Final Price.   

Notwithstanding any other provision set forth in this Confirmation, the maximum number of Shares that may be issued upon Share Settlement shall be _________ Shares.

Adjustments:

        Method of Adjustment:
Calculation Agent Adjustment 
Extraordinary Events:

Consequence of Merger Events:

       (a) Share‑for‑Share:

Alternative Obligation

       (b) Share‑for‑Other: 

Cancellation and Payment; provided, that payment terms and provisions shall occur as specified in the Early Termination Provisions

       (c) Share‑for‑Combined: 

Cancellation and Payment; provided, that payment terms and provisions shall occur as specified in the Early Termination Provisions

Insolvency:

Cancellation and Payment; provided, in the event of Party A's Insolvency, it is agreed by Party A and Party B that this Confirmation does not convey, transfer, or otherwise create in favor of Party B any rights or claims senior to the rights and claims of the shareholders of Enron Corp. common stock, and Party B agrees that it shall not have any right or assert any claim that is senior in priority to the rights and claims available to the shareholders of Enron Corp. common stock; and provided further, that payment terms and provisions shall occur as specified in the Early Termination Provisions

Nationalization:

Cancellation and Payment

Registration Provisions:
It is understood and agreed that Share Settlement obligations hereunder may be satisfied by the delivery of registered or unregistered Shares.  If, as a result of Party A's election of Share Settlement hereunder, Party A issues securities to Party B, Party A shall either (i) make a registration statement available to Party B for the registration of resales of such securities, which registration statement shall be effective at all times from and including the Valuation Date to and including the date that Party B has fully and finally sold such securities, or (ii) issue the shares pursuant to an exemption from the registration requirements of the Securities Act of 1933.  If Party A issues Shares pursuant to Share Settlement, the Final Price shall be determined within 60 days in a commercially reasonable manner by obtaining third party market quotations from Eligible Valuation Entities (as defined in that certain Master Derivatives Agreement between Grizzly I, LLC and Party B, as the same may be modified from time to time by Grizzly I, LLC and Party B), such Final Price to take into account, among all other market factors, any discount on the basis of liquidity.  

Early Termination Provisions:
The parties agree that for purposes of Section 6(e) of the Agreement, Second Method and Loss will apply to this Transaction; provided, notwithstanding any provision to the contrary, upon designation of an Early Termination Date, a party's payment obligation in respect of this Terminated Transaction only (the "Transaction Early Termination Amount") (i) shall not be netted with any other transactions, and (ii) shall be determined in accordance with the provisions set forth herein, including, with particularity, the Settlement and Registration Provisions.  Any Transaction Early Termination Amount owed by Party A to Party B, or owed by Party B to Party A, shall be made, at Party A's sole election, on the basis of Cash Settlement or Share Settlement.  
Other Provisions:
Parts 5(m)(i) and (ii) of the Schedule to the Agreement shall not be effective in respect of this Confirmation and the Transaction evidenced hereby.  

2.  Account and Notice Details:
	Address for Notices to Party A:
	Enron Corp.

1400 Smith Street

Houston, Texas  77002

Attention:  Corporate Treasury

Telephone:  (713) 853-3353

Fax:  (713) 646-3422



	Address for Notices to Party B:
	Timberwolf I, LLC

c/o LJM Investments

333 Clay Street, Suite 1203

Houston, TX  77002

Attention:  General Partner

Telephone:  (713) 345-5867

Fax:  (713) 646-8656



	Account for Payments to Party A:
	Enron Corp.

Citibank, N.A.
Acct. No.:  00076486

ABA No.: 021000089


	Account for Payments to Party B:
	Timberwolf I, LLC Cash Collateral Account

Wilmington Trust Company
Acct. No.:  51971-0

ABA No:  031100092


Please confirm that the foregoing correctly sets forth the terms of our agreement by executing the copy of this Confirmation enclosed for that purpose and returning it to us.

Yours sincerely,

Enron Corp.

By: ______________________

Name:

Title:

Date Executed:

Confirmed effective as of the date first above: 

Timberwolf I, LLC

By:
LJM2 CO-INVESTMENT, L.P.,

its Servicer

By:
LJM2 Capital Management, L.P.,


its general partner


By:
LJM2 Capital Management, LLC,




its general partner

By: ______________________

Name:

Title:

Date Executed:
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