Hawaii Asset Description

Enron Corp and its wholly owned direct or indirect subsidiaries will use the Hawaii structure to monetize various cash flows and investments relating to core businesses (see chart and description of core businesses).  Assets monetized by the structure will receive true issuance treatment for financial accounting purposes under FASB 125 and sale treatment under GAAP.  

All assets entering the Hawaii structure will fall into one of the following three category descriptions: 1) “Danno” Assets - Assets that represent cash flows related to a contractual obligation by a third party to an Enron entity, 2)  “Governor” Assets - Assets that represent cash flows related to the ongoing business of an asset, 3)  “McGarrett” Assets - Financial assets that represent investments made by Enron entities.

Valuation Process

Enron’s Risk Analytics group is charged with independently analyzing and evaluating all material capital investments by identifying and modeling transaction risks, establishing valuation processes, and validating key assumptions.  Enron marks to market all publicly traded investments while privately traded investments are subject to valuation methodology identified by the Risk Analytics group through research, evaluation of industry practices, consultation with auditors and external sources, and consideration of consistency and common practices across Enron.  Risk Analytics cross checks investment valuations using different processes such as discounted cash flow, comparable transactions/companies, and asset values.  

Merchant assets are valued based on cash flows to Enron plus a terminal value at the expected time of exit.  Risk Analytics works to apply an appropriate discount rate to the investment’s cash flows and calculates the terminal value using EBITDA multiples of market comparables.  

Risk Analytics begins by auditing the investment model to ensure that it reflects the transaction dynamics and documentation.  The reasonableness of the forecasts are then evaluated based on review of historical performance, common-size financial statements, industry and financial ratio analysis, stress testing key assumptions, cross checking valuations, and probabilistic modeling.  Key issues considered throughout these evaluation processes are the project’s upside potential, exit strategy, terminal or continuing value, marketability, foreign exchange issues, capital structure, working capital, liquidity, capital expenditures, credit exposures, and issues relating to trapped cash.  

Probabilistic Analysis assigns probability distributions to material risk variables.  These probability assignments capture many different “cases” in one simulation.  Enron believes that this process reflects a deal’s “portfolio effect” of offsetting risks within a transaction, probability of upside and downside events, and value of embedded options.     

The Agent will review the valuation of any proposed asset and represent to the syndicate each incoming asset’s conformance with the asset classes described above and Enron’s Risk Analytics valuation procedures.  



Enron Corporate Overview

Enron Corp.	Enron is one of the world's leading international integrated natural gas and electricity companies. Enron's activities are conducted through its subsidiaries and affiliates which are principally engaged in the transportation of natural gas through pipelines to markets throughout the United States; marketing of natural gas, electricity and other commodities and related risk management and finance services worldwide; the development, construction and operation of power plants, pipelines and other energy related assets worldwide; and the delivery of high bandwidth communication applications throughout the United States. Enron has a proven track record of creating value in markets that are deregulating and privatizing in North America, Europe and other areas worldwide.


Core Businesses 	      Wholesale Energy Operations and Services
Enron's wholesale energy operations and services businesses operate in North America, Europe and evolving energy markets in developing countries. These businesses provide integrated energy-related products and services to wholesale customers worldwide. Wholesale energy operations and services can be categorized into two business lines: (a) Worldwide Energy Commodity Marketing and Price Risk Management Services (b) Energy Assets and Investments.

Worldwide Energy Commodity Marketing 

Enron's commodity marketing operations include:
· the purchase, sale, marketing and delivery of natural gas, electricity, liquids and other commodities;
·  the restructuring of existing long-term contracts; and 
·  the management of Enron's commodity portfolios. 
Price Risk Management Services 
In addition, Enron provides risk management products and services to energy customers that hedge movements in price and location-based price differentials. Enron's risk management products and services are designed to provide stability to customers in markets impacted by commodity price volatility. Also included in this business is the management of certain operating assets that directly relate to this business, including domestic intrastate pipeline and storage facilities.
Energy Assets and Investments.
In the energy assets and investments business, Enron manages and operates a large portfolio of assets related to natural gas, electricity and communications and offers financing alternatives to customers. Activities include developing, constructing, operating and managing a large portfolio of energy assets, including power plants and natural gas pipelines. Enron also provides capital to energy and communication customers seeking debt or equity financing.
Transportation and Distribution
Included in Enron's domestic interstate natural gas pipeline operations are Northern Natural Gas Company, Transwestern Pipeline Company and Florida Gas Transmission Company (indirectly 50% owned by Enron). Northern, Transwestern and Florida Gas are interstate pipelines and are subject to the regulatory jurisdiction of the Federal Energy Regulatory Commission. Each pipeline serves customers in a specific geographical area. Northern serves the upper Midwest, Transwestern serves principally the California market and pipeline interconnects on the east end of the Transwestern system, and Florida Gas serves the State of Florida. In addition, Enron holds an interest in Northern Border Partners, L.P., which owns a 70% interest in the Northern Border Pipeline system. One of Enron's subsidiaries operates the Northern Border Pipeline system, which transports gas from western Canada to delivery points in the midwestern United States.


Retail Energy Services
Enron Energy Services is a nationwide provider of energy outsource products to U.S. business customers. These products include sales of natural gas and electricity and energy management services directly to commercial and industrial customers, as well as investments in related businesses. Enron Energy Services provides end-users with a broad range of energy products and services at competitive prices. These products and services include energy tariff and information management, demand-side services and financial services.


Communications
Enron is developing a broadband services business, which includes the Enron Intelligent Network (“EIN”), bandwidth intermediation and content services.  Enabled with a software control layer, the EIN provides a bandwidth-on-demand platform to deliver data, applications and streaming rich media to the desktop.  Enron is minimizing capital deployed in the development of the EIN through strategic alliances with industry technology leaders whose presence, customer access, market share and content enable Enron to efficiently enter this new, emerging marketplace.  Enron is extending the market making and risk management skills from its energy businesses to develop the bandwidth intermediation business. Content services include premium broadband content delivery, such as video streaming, high capacity data transport and video conferencing, that leverage off the EIN platform.
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