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ENRON RISK ASSESSMENT AND CONTROL
 DEAL APPROVAL SHEET

	DEAL NAME:                     eSpeed
Counterparty:                         eSpeed, Inc.
Business Unit:                        Enron Net Works
Business Unit Originator:      Andrew Zipper
Public	Private
Merchant	Strategic
Conforming	Nonconforming
	Date DASH Completed:         727 November 2000
RAC Analyst/Underwriter:      Anila Hoxha/Randy Petersen
Investment Type:                     Equity
Capital Funding Source(s):      Balance Sheet
Expected Closing Date:           317 December 2000
Expected Funding Date:          317  December 2000
Board Approval: Pending  Received  Denied  N/A


RAC Recommendation: Proceed with Transaction    Returns below Capital Price   Do not Proceed
APPROVAL AMOUNT REQUESTED
Capital Commitment			$25.0MM

EXPOSURE SUMMARY
This transaction:			    $25.0MM	   =>    $22.5MM – eSpeed Common Equity (Nasdaq: ESPD)
										      $2.5MM – TRADESPARK Equity (Private)
Total					    $25.0MM			
DEAL DESCRIPTION - OVERVIEW
Enron Net Works seeks approval for an equity investment of $25.0 $22.5 million in eSpeed, Inc. ("eSpeed") (Nasdaq: ESPD). Enron will receive $25MM in eSpeed Common Stock. In addition, Enron will receive 666,666* shares of eSpeed Series C convertible preferred stock, each share of which is convertible into a warrant to purchase one share of eSpeed Common Stock, in consideration for Enron's agreement (the "Exclusivity Agreement") to refrain, for a period of 18 months from the closing of its investment in eSpeed, from providing EnronOnline's prices for specified products to other electronic trading platforms pursuant to a "price posting obligation" (as defined, but generally any agreement obligating Enron to provide prices to an electronic trading platform). The eSpeed Warrants are valued at approximately $3.4MM**. This implies that Enron is purchasing $28.4MM of eSpeed Stock at $25 $22.5MM, or 89 79 cents on the dollar.

* 333,333 of these shares are automatically convertible into warrants upon the closing of the investment; the remaining 333,333 shares are automatically convertible on the six month anniversary of the closing of the investment in eSpeed, provided Enron has complied with the terms of the Exclusivity Agreement.
** The theoretical value of these warrants using Black Scholes is approximately $9.84 per eSpeed warrant. We have applied a 30% discount to the theoretical value to represent the lack of liquidity on the underlying common shares. In addition, we have applied a 35% discount rate to account for the illiquidity in the underlying common shares for one year.  

DEAL DESCRIPTION - DETAIL
This investment is comprised of: 
1) $22.5MM investment in restricted (unregistered) shares (essentially a one year minimum holding period) eSpeed common stock priced at 10% discount to the NASDAQ closing price on the day the deal is signed. The stock price as of November 28, 2000 is $23 16.8, which implies a market capitalization of $1.2 billion. $872 million.   

2) In connection with this investment, Enron will receive 666,666 shares of eSpeed's Series C convertible preferred stock, each share of which is convertible into a warrant to acquire one share of eSpeed common stock at a strike price equal to the NASDAQ closing price on the day the deal is signed. The agreement states that 333,333 shares convert into warrants automatically on the closing date, and the remaining 333,333 shares automatically convert into warrants on the six month anniversary of closing provided that Enron has complied with the Exclusivity Agreement. The Series C convertible preferred stock automatically converts into warrants after Enron has performed the Posting Agreement for six (6) months; wWarrants are exercisable for 10 years.

3) In connection with this investment, Enron will also receive 333,333 additional shares of Series C convertible preferred stock, each share of which is convertible into a warrant to acquire one share of eSpeed common stock at a strike price equal to the NASDAQ closing price on the day the deal is signed.  These shares of  Series C convertible preferred stock automatically convert into warrants after Enron has invested $2.5 million in each of two additional B2B "vertical" electronic marketplaces (like TradeSpark), proposed to Enron by eSpeed that meet certain threshold criteria. These investments would be subject to separate approval pursuant to the Transaction Approval Process.

4) $2.5MM investment in TradeSpark, L.P. for an approximate 6% stake in TradeSpark. TradeSpark, L.P. is owner/operator of an electronic marketplace for gas, power, coal and emissions commodities that is powered by eSpeed technology.





DEAL DESCRIPTION (cont’)

5) As a  member of TradeSpark, Enron will have the right but not the obligation to provide electronically Enron's prices for specified products to eSpeed, (ii) Enron will agree not to enter into contracts over the next 18 months with competing trading platforms that obligate Enron to post prices and (iii)  TradeSpark customers will be able to enter into transactions with Enron upon Enron's prices through the TradeSpark platform.  Enron will pay commissions to TradeSpark with respect to transactions entered into through TradeSpark, but will be eligible to participate in the volume discount program on those commissions which will be available for participants in TradeSpark.   Finally, Enron will be able to "earn in" to additional shares of eSpeed convertible preferred stock convertible into ten-year warrants to acquire eSpeed common stock based upon transaction volume on TradeSpark attributable to Enron.

eSpeed is the electronic trading spin-off of, and is majority owned by, Cantor Fitzgerald, the largest inter-dealer broker in the US fixed income market. eSpeed, Inc. enables electronic trading in B2B markets via the Internet and its global private network. The  eSpeed system is an end-to-end trading solution, providing real-time and auction-based trade execution, risk management tools and back-end processing systems. eSpeed does not risk its capital as a market maker, but serves as the dealer’s broker, matching buyers and sellers and charging a transaction fee for its services. The Company's system is designed to enable market participants to transact business instantaneously, more effectively and at lower cost than traditional trading methods. Although initially concentrating in the debt credit markets (treasuries, Euro-bonds, interest rate swaps, etc.), eSpeed is rapidly expanding into electronic marketplaces for energy, communications, bandwidths and other illiquid or decentralized markets.

TRANSACTION SOURCES AND USES OF FUNDS
	
	Sources     
	
	
	Uses

	Enron Equity
	$25.0MM
	
	eSpeed Common Stock*
	$22.5MM

	
	
	
	TradeSpark 6% Equity Stake
	2.5MM

	
	
	
	ESpeed Warrants
	0.0 MM

	
	
	
	
	

	
	
	
	
	

	Total
	$25.0MM
	
	Total
	$25.0MM


*eSpeed common equity will be purchased at a 10% discount to the market price when the deal is signed.
RETURN SUMMARY
	
Return Components:
	
PV
	Cumulative
IRR
	
	
Capital Price Components
	

	Cash Outflows
	($25.00MM)
	N/A
	
	Risk free rate (%):
	N/A

	eSpeed Equity 
	$25.00MM
	N/A
	
	Equity/Credit premium (%):
	N/A

	TradeSpark Equity
	 $0.00MM
	N/A
	
	Country Premium (%):
	N/A

	eSpeed Warrants*
	   3.4MM
	
	
	
	

	
	     
	N/A
	
	Transaction-Specific (%):
	N/A

	Total NPV
	  $3.40MM
	N/A
	
	RAC CAPITAL PRICE:
	N/A



* The theoretical value of these warrants using Black Scholes is approximately $9.84 per eSpeed warrant. We have applied a 30% discount to the theoretical value to represent the lack of liquidity on the underlying common shares. In addition, we have applied a 35% discount rate to account for the illiquidity in the underlying common shares for one year.  

Summary of comparable company analysis:
[image: ]





TRANSACTION UPSIDES/OPTIONALITY

Enron will be issued 333,333 additional shares of eSpeed's Series CC convertible preferred stock, which is convertible into ten-year warrants to acquire eSpeed common stock at a strike price equal to the NASDAQ closing price of eSpeed common stock  on the day of closing, upon Enron's investment of $2.5 million in each of 2 additional markets proposed by eSpeed. 

As a member of TradeSpark, Enron will "earn in" to additional shares of eSpeed convertible preferred stock (convertible into ten-year warrants to acquire eSpeed common stock at a strike price equal to the NASDAQ closing price of eSpeed common stock  on the day of closing) based upon trading volume on TradeSpark that is attributable to Enron.


EXIT STRATEGY 

The ENW believes the hold period is not greater than 18 months.  The lock-up period for the $22.5 million (approximately 1,000,000 shares) of restricted eSpeed common stock is as follows:

						No lock-up on 10% of shares
						6 month lock-up on 30% of shares
						12 month lock-up on 60% of shares

Pursuant to registration rights granted to Enron, Enron will only be able to register its shares during the 1st quarter of  2002, which practically makes them illiquid for a minimum of one year. 
In addition, 666,666 333,333 shares of convertible preferred stock do not convert into warrants for six months from closing, and an additional 333,333 shares of Series C convertible preferred stock do not convert into warrants until Enron has participated in at least two additional verticals (effectively, at least one year from closing and an  additional $5.0MM investment).





MILESTONES

Compliance with the Exclusivity Agreement which allows 333,333 shares of Series C Convertible Stock to convert into warrants six months after closing.

Investment in two additional verticals in a one-year period which allows 333,333 shares of Series C Convertible Stock to convert into warrants (the shares convert if eSpeed has not presented additional verticals for Enron's consideration).





















RISK MATRIX 

	 DESCRIPTION
	MITIGATION/COMMENTS

	Illiquidity
Restricted Stock. The eSpeed common stock, convertible preferred stock, and warrants have not been registered under the Securities Act of 1933 and will be "restricted shares."  






Market Illiquidity.  The number of common shares purchased (about 1.5 MM million) will represent approximately 5 seven times of the average daily trading volume. 








Lock-up.  Approximately 450,000 of the approximate 1.5 MM shares of eSpeed common stock subject to a 6-month lock-up, and 900,000 shares subject to a 12-month lock-up. However, according to the registration rights, Enron will only be able to register shares during the 1st quarter of every year which practically makes them 90% illiquid for a minimum of one year.
	
· eSpeed is granting Enron (i) two demand registration rights and (ii) unlimited piggyback registration rights, including with respect to a "term" shelf registration and "perpetual" registration that it has granted to other investors.  Under the piggyback registration rights, Enron can include its shares in a registration that is available to the other investors for a ninety-day period on an annual basis, and in a perpetual registration that is available to the other investors when they have acquired 2.5 million shares in eSpeed.

· These registration rights are somewhat more attractive to Enron than those typically granted to investors; however, a substantial number of shares of eSpeed common stock have also been granted registration rights, and the market for eSpeed stock may not be able to accommodate a large number of shares of investor stock entering the market at a particular time.   Also, the registration rights are subject to customary blackout, lock-up, and cut-back provisions that may make them unavailable to Enron for certain periods of time.  Finally, liquidating a large block of eSpeed stock on the market may be complicated by similar efforts by other large investors. Dynegy and Williams made similar investments in eSpeed in April 2000 and will have their lock-up periods expire in  June 2001.

· Enron may also liquidate its holdings in eSpeed (subject to lock-up provisions) in a private placement, or in transactions conducted under Rule 144 (subject to a one-year holding period and limitations on the number of shares that may be sold based upon trading volume in eSpeed's stock).

· In summary, eSpeed has provided a reasonable set of registration rights, given its position with other investors.  The element of illiquidity that cannot be determined at this time is the level of market interest in eSpeed stock at the time that Enron seeks to liquidate nor the intention of other major holders of eSpeed stock to liquidate their positions.. Currently, institutional holdings in the stock are approximately 70% of the free float.

Enron will also have a great deal of flexibility to transfer the securities to affiliates without restriction. 

	Exclusivity Agreement.  The Exclusivity Agreement under which Enron will agree to refrain from posting its prices to other electronic trading platforms pursuant to a "price posting obligation" will be binding on Enron Corp. as well as all of its controlled affiliates.  Enron's failure to comply with the agreement could subject Enron to a lawsuit by eSpeed seeking monetary damages as well as specific enforcement of the agreement.
	· Compliance with the Exclusivity Agreement is entirely within Enron's control; a violation would require an affirmative decision by Enron to breach the agreement.   An inadvertent violation of the Exclusivity Agreement is unlikely if appropriate notice of this restriction is given.   

	
	

	ESpeed stock price Volatility.  As of this date, eSpeed is prohibiting Enron from entering into swap or hedging transactions with respect to the common stock during the lock-up period, on the preferred stock prior to conversion to warrants, or on the warrants prior to exercise of the warrants.   Enron will bear price risk to the extent that it cannot hedge its position in eSpeed securities.

	· Negotiations are continuing to allow Enron to put this investment into a "Raptor" type structure.  However, it is unlikely that Enron will be able to negotiate for complete flexibility to hedge its investment as other significant investors in eSpeed have agreed to the hedging limitations.

	Start-up Risks.  eSpeed is subject to the same risks that apply to most technology-oriented start-ups, including limited operating history, high operating costs associated with building up technology, business plan execution risk, providing adequate protection for intellectual property rights, intense competition.
	· These are general business risks.  eSpeed is not subject to these risks to a greater or lesser degree than any other entity in its industry.
· Liquidity - $133 million in reverse repos so mitigates continuing losses; no debt; market cap of $872 million.

	Volatility of the credit markets. eSpeed revenues are dependent on the volatility of the credit and commodity markets, which is difficult to predict.
	



KEY SUCCESS FACTORS 

	
	NA
	Poor
	Fair
	Good
	Very Good
	Excellent

	Core Business
	
	
	
	
	
	X

	Strategic Fit
	
	
	
	
	X
	

	Upside Potential
	
	
	X
	
	
	

	Management
	
	
	
	X
	
	

	Risk Mitigation
	
	X
	
	
	
	







OTHER RAC COMMENTS: 

The $2.5MM investment in TradeSpark is illiquid and will carry no value until a material event occurs. However, the $22.5MM equity investment in eSpeed is also highly illiquid with an effective minimum hold period of one year. Enron, currently does not have capacity in an internal vehicle to insulate screen price volatility. Speed ‘s stock has been very volatile (high 90, low 15) since its IPO in December 1999. In addition, Enron is negotiating for a “cash less” exercise provision associated with the warrants which would allow Enron to exercise and sell the restricted common shares after a year. Otherwise, the warrants hold period will be a minimum of a year from exercise.
The eSpeed investment is considered, while in a private investment in a public company, to be a late stage venture capital. eSpeed had a net loss of  ($55) million ($22 million excluding non-cash securities issuances) and EBITDA of ($18) million for the first nine months of 2000. The eSpeed investment is about five  times greater than the average size transaction currently in Enron’s Venture Capital investment portfolio. This relatively large size exacerbates the risks associated with Enron’s current inability to hedge the screen price volatility of this investment.  Due to the large relative size of this investment , we believe Enron is taking on greater risk with this investment than normally taken with other investments in our current Venture Capital investment portfolio. 





	APPROVALS
	
	Name
	
	Signature
	
	Date

	Commercial Management Origination
	
	Andy Zipper
	
	
	
	

	Legal
	
	Mark E. Haedicke
	
	
	
	

	Tax
	
	
	
	
	
	

	Enron Networks
	
	 Louise Kitchen/Greg Whaley
	
	
	
	

	RAC Management
	
	Dave Gorte/Rick Buy
	
	
	
	

	Enron  Global Finance
	
	Ben Glisten/Andy Fastow
	
	
	
	

	Enron Office of the Chairman
	
	                                                 Jeff   Skilling
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	




Global Finance Summary (addendum to DASH)


	1. Transaction Summary:

	Amount ($000)

	Total Deal/Project Capital Commitment
	$25,000

	Less: Financings
	-0-

	Less: Syndications
	-0-

	Net Enron Investment
	$25,000

	
	

	
	




2. Investment terms and pricing:			 Market	 Above Market	 Below Market

Describe (if necessary):


3. Financing terms and pricing:			  Market	 Above Market	 Below Market

Describe (if necessary):


4. Legal or practical liquidity restrictions:		 Unrestricted	 Legally Restricted	  Practically Restricted

Describe (if necessary):		Illiquid pre-IPO investment w[ith a 180 day post-IPO hold period].


5. Any recourse to Enron (other than investment):			 Recourse		  No Recourse

Describe (if any):


6a. Business unit intent to syndicate:			  None		 Partial		 All

Describe (if necessary):		Merchant investment – intent is to hedge/or sell when appropriate.


6b. Intended Enron hold period:	Expected until [December 2002].


6c. Likely Syndication Market:			 Industry/Strategic Partner	 Direct Private Equity

			 Capital Markets		 JEDI		  JEDI 2	 Enserco

			 LJM 1 or 2		 Condor	 Margaux		 Other: 

6d. Is this a JEDI 2 “Qualified Investment”?		 Yes			  No


7. Business unit intent to hedge investment price risk (e.g. with Raptor)?

											 None		 Partial		  All
	Describe (if  necessary):  Investment will be hedged with Raptor when appropriate.




Global Finance Representative:
Global Finance Legal:													
					       						 Signature			Name (Printed)						Date

ENRON RISK ASSESSMENT AND CONTROL
EBS PORTFOLIO CHECKLIST
	DEAL NAME:
Counterparty: 
Business Unit:  
Business Unit Originator:  
	RAC Analyst:  Anila Hoxha
Investment Type: Equity


BUSINESS  
	
	NA
	Poor
	Fair
	Good
	VGood
	Excellent

	Management Experience – High Growth
	
	
	
	
	
	

	Management Experience – Knowledge
	
	
	
	
	
	

	Size of Market
	
	
	
	
	
	

	Value Proposition	
	
	
	
	
	
	

	Business Model
	
	
	
	
	
	

	Assets
	
	
	
	
	
	


1) Management Experience – High Growth	

2) Management Experience - Knowledge	

3) Size of Market

4) Value Proposition

5) Business Model

6) Assets
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Amounts in Millions Share Market  Enterprise  01E  Ent Value/

Price Value Value Revenues  01E Revs

eSpeed Implied Share Price @ Online Brokerage Average Multiple 12.13 $     

628.3 480.6 174.1 2.8

eSpeed Implied Share Price @ B2B Average Multiple 85.01 $     

4,403.5 4,255.8 174.1 24.4

eSpeed Implied Share Price @ all comps Average Multiple 48.57 $     

2,515.9 2,368.2 174.1 13.6


