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Limited Partnership Interests
This Confidential Private Placement Memorandum (“Memorandum”) is being furnished by Enron Corp. (“Enron”) on a confidential basis to a limited number of sophisticated investors for the purpose of providing certain information about limited partnership interests (the “Interests”) in Enron Net Works Partners, L.P. (“Net Works”).  Each offeree to which this Memorandum has been delivered agrees to treat the information contained herein in a confidential manner.  Such information may not be reproduced or used in whole or in part for any purpose other than consideration of an investment in the Interests, nor may it be disclosed without the prior written consent of Enron to anyone other than representatives of the offeree directly concerned with the decision regarding such investment who have agreed to abide by the foregoing restrictions.  Each investor, by accepting this Memorandum, thereby agrees to return it promptly upon request. 
The Interests have not been approved or disapproved by the Securities and Exchange Commission or any federal, state or other securities commission or regulatory authority, nor has any such commission or regulatory authority passed upon the accuracy or adequacy of this Memorandum.  Any representation to the contrary is a criminal offense. 
The Interests have not been registered under the Securities Act of 1933, as amended (the “1933 Act”), the securities laws of any state or the securities laws of any other jurisdiction, nor is such registration contemplated.  The Interests will be offered and sold under the exemption provided by Section 4(2) of the 1933 Act and other exemptions of similar import in the laws of the states and jurisdictions where the offering will be made.  Net Works will not be registered as an investment company under the Investment Company Act of 1940, as amended (the “Investment Company Act”) in reliance upon exemptions from registration available under the Investment Company Act.
The distribution of this Memorandum and the offer and sale of the Interests in certain jurisdictions may be restricted by law.  This Memorandum does not constitute an offer to sell or the solicitation of an offer to buy any Interests in any state or other jurisdiction where, or to or from any person to or from whom, such offer or solicitation is unlawful or not authorized. The Interests are being offered to, and Interests may only be transferred to, persons who are “qualified purchasers” as such term is defined in the Investment Company Act and the regulations adopted thereunder. The Interests are offered subject to the right of Enron Net Works Management, LLC, the general partner of Net Works (the “General Partner”), to reject any subscription in whole or in part. 
There is no public market for the Interests and no such market is expected to develop in the future.  The Interests may not be sold or transferred without the General Partner’s consent (which may be withheld in its sole discretion) and unless they are registered under the 1933 Act or an exemption from registration thereunder and under any other applicable securities law registration requirements is available.
In making an investment decision, prospective investors must rely on their own examination of Net Works and the terms of this offering including the merits and risks involved.  Prospective investors should not construe the contents of this Memorandum as legal, tax, investment or accounting advice, and each prospective investor is urged to consult with its own advisors with respect to legal, tax, regulatory, financial and accounting consequences of its investment in the Interests. 
Investment in the Interests will involve a high degree of risk due, among other things, to the nature of Net Works investments.  Prospective investors should pay particular attention to the information in Appendix C, “Risk Factors and Considerations”, of this Memorandum.  Investment in Net Works is suitable only for sophisticated investors and requires the financial ability and willingness to accept the high risks and lack of liquidity inherent in an investment in Net Works.  Investors in Net Works must be prepared to bear such risks for an extended period of time.  No assurance can be given that Net Works’ investment objective will be achieved or that investors will receive a return of their capital. 
The description of the limited partnership agreement of Net Works set forth herein does not purport to be a complete statement thereof, and it is qualified by and subject to the provisions of such partnership agreement.  If the description or terms in this Memorandum are inconsistent with or contrary to the partnership agreement (a copy of which will be furnished to prospective investors), the partnership agreement will control. Enron reserves the right to modify any of the terms of the offering and the Interests described herein prior to the initial closing of Net Works.
No person has been authorized in connection with this offering to give any information or make any representations other than as contained in this Memorandum, and any representation or information not contained herein must not be relied upon as having been authorized by Enron, the General Partner, Net Works or Chase Securities Inc. (“CSI”).  Statements in this Memorandum are made as of July 26, 2000, unless stated otherwise, and neither the delivery of this Memorandum at any time, nor any sale hereunder, shall under any circumstances create an implication that the information contained herein is correct as of any time subsequent to such date(s). 
Certain economic and market information contained herein has been obtained from published sources prepared by other parties. While such sources are believed to be reliable, none of Net Works, the General Partner, Enron or any of their respective officers, directors, or affiliates assumes any responsibility for the accuracy or completeness of such information. 
Certain information contained in this Memorandum constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” “intend,” “continue,” or “believe” or the negatives thereof or other variations thereon or by the use of comparable terminology. Due to various risks and uncertainties, including those set forth under Appendix C “Risk Factors and Considerations,” actual events or results or the actual performance of Net Works may differ materially from those reflected or contemplated in such forward-looking statements.
Net Works will make available to each investor the opportunity to discuss with, ask questions of and receive answers from representatives of Enron and Net Works concerning the terms and conditions of this offering, and to obtain any additional information to the extent Net Works possesses such information or can acquire it without unreasonable effort or expense.  For additional information, please contact Bill Sperry, Managing Director, CSI, at (212) 270-4701. 
CHASE H&Q
A Division of Chase Securities Inc.
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THE OFFERING	
Enron Net Works Partners, L.P. (“Net Works”) is being established as a limited partnership by Enron Corp. (“Enron” or the “Company”), a leading global integrated energy and communications services company.  Net Works will pursue acquisitions in the base metals, pulp and paper, lumber and steel industries (the “Targeted Industries”). Enron believes that each of the Targeted Industries have products with commodity-like characteristics and that the acquisitions will assure access to physical product, which is part of Net Works’ strategy to transform these industries from Old to New Economy.  Enron is forming Net Works to aggressively pursue opportunities utilizing Enron’s competencies and proven business model to gain leadership in the Targeted Industries where Enron’s skills and talents are transferable.  The Company has, for a number of years, been a leading provider of natural gas, power and related financial products and has successfully expanded this position into several new markets. 
Enron is currently building a broadband network and is offering bandwidth-related products and services to the telecommunications industry.  Enron is making significant advances in other new markets, such as base metals, emissions credits, pulp and paper and weather derivatives.  Net Works will build on Enron’s foundation in base metals and pulp and paper and also intends to pursue the transformation of the lumber and steel industries.
Net Works represents Enron’s newest business initiative and relies on the Company’s competencies which have led to success in other industries.  Net Works will utilize Enron’s proven business model which is greatly enhanced by the Internet as a distribution channel.  Net Works plans to develop industry-specific online markets, building on the technological capabilities developed by EnronOnline, one of the world’s leading e-marketplaces.  The goal is to become a leading market-maker in the Targeted Industries by coupling Enron’s business model with the power of the Internet.  Enron is seeking strategic partners who share management’s vision of acquiring select Old Economy assets to transform the Targeted Industries by combining both traditional and online capabilities to deliver a proven, integrated bricks-and-clicks solution. 
Enron believes that effective execution of this strategy requires assured access to physical product.  Enron is targeting $1.0 billion in total equity commitments in order to make acquisitions which will assure access to product and domain expertise in the Targeted Industries.  Enron has begun to pursue the strategy contemplated for Net Works through the Company’s acquisition of MG plc, a global base metals  business, and the pending acquisition of Garden State Paper Company, Inc. (“Garden State Paper”), a recycled newsprint mill.
	ENRON’S BUSINESS STRATEGY
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Obtaining assured access to products enables Enron to utilize its market-making capabilities to create liquidity.  This allows the Company to offer high-margin, customized products which utilize sophisticated financial instruments and, in turn, allow consumers to purchase on their desired terms.



ENRON’S BUSINESS MODEL
Over the past decade, Enron has created an entrepreneurial culture that rapidly adjusts to changing market environments.  The Company believes it has led the transformation of several industries into efficient business-to-business (“B2B”) marketplaces.  Enron has long held that what a company owns is not as important as what it knows, and has successfully evolved from a regulated energy company, where revenues were driven by obtaining a return on physical assets, to a company that is focused on leveraging its intellectual capital.  Enron transforms industries by serving as a principal market-maker transacting for its own account, increasing price transparency and using sophisticated products to provide innovative solutions for market participants, while also providing logistics and settlement services.  Utilization of this model enabled Enron to become the leading marketer of North American natural gas and power.
Commodity markets generally result in greater price efficiency, higher quality and improved reliability.  In noncommodity markets, suppliers of commodity-like products focus on differentiating their brands in order to maintain market share and to justify premium pricing.  Consumers are left with unsatisfactory price or product choices and are restricted to doing business with the counterparties where quality and delivery are known to be reliable.
The Enron business model improves market efficiency by facilitating price discovery and product customization leading to a more liquid and transparent market with specified quality and delivery terms.  Enron believes it has successfully transformed eight markets with commodity-like products (including two natural gas markets, five power markets and the global coal market), and is in the process of using its expertise to change the way buyers and sellers interact in five other markets (base metals, broadband, emissions credits, pulp and paper and weather derivatives). 
In transforming industries with commodity-like product into efficient marketplaces, Enron utilizes the following formula: (1) definition of physical product standards to create base commodities, (2) creation of liquidity by serving as a market-maker, (3) utilization of its liquidity to provide the markets with innovative financial products, (4) provision of settlement activity and back-office support to facilitate an orderly exchange, and (5) development of networks for physical distribution to allow efficient and cost effective delivery of product.  
Enron is able to implement the formula through (1) market-making professionals who manage the Company’s risk through utilization of value-at-risk and other sophisticated portfolio management techniques, (2) a dedicated independent staff of risk control professionals, reporting to Enron’s Board of Directors, (3) the investment of more than $1 billion in information technology that enables both market-making activity and risk management functions, and (4) the development and management of origination professionals who are financially skilled and capable of selling high-margin, customized contracts, many of which are long-term in nature.  This business model has allowed Enron to obtain leading market share positions in several markets and enhance customer retention and profitability.
Once Enron creates an efficient market, its profitability is primarily driven by its ability to sell high-margin, customized contracts that allow users to purchase or sell a given commodity on users’ desired terms. As a market-maker, volume is also a profitability driver, independent of the direction or magnitude of commodity price swings.  Enron’s experience has led it to conclude that product access is critical to market-making.  Access allows Enron to create market liquidity, ensure product delivery and mitigate risks when providing risk management products to its customers.  Net Works is raising capital to obtain production capacity, industry expertise and assured access to physical product in the Targeted Industries.
Net Works is the most recent extension of Enron’s innovative culture.  Fortune magazine recognized Enron as the Most Innovative Company of 2000, marking the fifth consecutive year for the Company to receive such recognition.  Fortune also ranked Enron #1 in Quality of Management and #2 in Employee Talent of all U.S. companies.  Enron is dedicating to Net Works a core team of professionals with substantial Enron experience and electronic and online commerce (“eCommerce”) expertise.  This team will combine an aggressive Internet strategy with Enron’s proven business model.
BUSINESS-TO-BUSINESS ECOMMERCE 
The Internet is dramatically changing the way in which businesses and individuals communicate, share information and conduct commerce.  Initially, the growth of the Internet created opportunities for both business-to-consumer and consumer-to-consumer eCommerce.  More recently, the widespread adoption of Intranets, the acceptance of the Internet as a business communications platform and the increased and secure bandwidth have accelerated opportunities for B2B eCommerce.  This offers the potential for organizations to increase revenue, streamline complex business processes and supply chains, reduce costs and improve productivity.
The dynamics of eCommerce relationships differ significantly from those of other B2B relationships.  B2B eCommerce solutions frequently automate or otherwise impact processes that are fundamental to business operations by replacing various paper-based transactions with electronic communications.  As B2B eCommerce continues to grow, industry-specific or “vertical” marketplaces are expected to experience rapid growth.  These vertical marketplaces create significant efficiencies by bringing together buyers, sellers and information in open, online marketplaces that automate complex business processes and supply chains.
eCommerce is experiencing explosive growth with online trading activity estimated by Jupiter Communications (“Jupiter”) to account for 42% of all U.S. non-service B2B transactions by 2005.  Jupiter, an authority on Internet commerce, expects this revolutionary growth to open the doors for new business models.  Industry analysts conclude that online marketplaces can completely disrupt current channels and alter how companies and industries conduct business.  Companies which are perceived as being part of the Old Economy are trading at relatively low valuations in the public markets relative to those perceived as being part of the New Economy.  Enron believes that those who are able to utilize these undervalued assets to create leading New Economy companies can create significant value. 
	A MARKET-MAKER’S  EFFECT ON A MARKET

	Without a Market-Maker
(No Liquidity – Relationship Sales)
	With a Market-Maker
(Liquidity – Best Price)
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ENRONONLINE
Enron recognizes that the Internet is dramatically changing the rules of commerce.  In November 1999, the Company launched EnronOnline as its principal-based eCommerce platform to create a more efficient marketplace and extend the Company’s customer reach.  EnronOnline has established itself as one of the world’s largest e-marketplaces, making a market for over 800 products.  Approximately $1.0 billion of notional value is transacted daily and the cumulative value to date has been over $100 billion.  EnronOnline allows the Company to reach a broader customer base and deliver with greater convenience and lower cost the sophisticated products it has developed over the past decade.  The power of the Internet is illustrated by Enron’s success in natural gas where the Company has more than doubled its pre-existing daily physical volume in what was considered a mature market.  EnronOnline’s technological capabilities will be utilized by Net Works.
EnronOnline allows buyers and sellers to trade with an established counterparty who serves as a principal in each transaction, acting as the buyer or seller in every contract.  EnronOnline allows market participants to enter into the various types of trades that could be made traditionally (including forwards, options and swaps) for various commodities on a global basis.  By utilizing sophisticated products, Enron is able to offer users the ability to manage the volatility of long-term commodity purchases and sales.  
Enron believes that its eCommerce business model is superior to other companies that are attempting to organize online exchanges.  Typically, online exchanges function simply as bulletins boards attempting to match buyers and sellers, while EnronOnline is a principal-based system offering full online contractual terms with the Company.  Other e-marketplaces have yet to create liquidity and do not benefit from the credibility EnronOnline receives from having a parent company that has years of experience providing products and services to markets. 
THE NET WORKS BUSINESS PLAN
Net Works will utilize the Enron business model to pursue new markets in the Targeted Industries.  To gain access to physical product flow, Net Works will pursue acquisitions of (1) intermediaries that provide physical capabilities to expand into new industries (e.g. MG plc), (2) contractual access to physical product, or (3) production capacity (e.g. Garden State Paper).  By obtaining assured access to the commodity, Net Works can ensure quality and delivery to its counterparties.  With Old Economy companies currently trading at relatively low valuations, an opportunity exists to earn compelling returns by incorporating these relatively undervalued assets into a New Economy business model.  Net Works intends to acquire access to these physical flows while minimizing its capital investment.
Once Net Works has acquired assured access to a commodity and created product standards, an e-marketplace can be developed utilizing EnronOnline’s technological capabilities. Enron has developed proprietary technology that allows real-time market prices to be calculated based on buying and selling pressures.  This provides participants with real-time bid/ask quotes based on market supply and demand.  The ability to continuously update market prices creates transparency and is critical to establishing market liquidity.  In addition to creating pricing efficiency, Net Works will provide sophisticated logistics and settlement capabilities to ensure efficient product delivery and facilitate an orderly marketplace.   
Net Works expects the creation of an efficient marketplace to significantly reduce product prices and generate liquidity in the Targeted Industries, leading to significant increases in trading volume.  End product users will benefit from greater price transparency and new products regardless of size or physical location.  Net Works plans to become a leading market-maker in the Targeted Industries creating liquidity for buyers and sellers, reducing transaction costs and allowing buyers and sellers to better manage their price exposure.  Net Works will utilize sophisticated financial risk management products, developed by Enron, that allow product to be purchased and sold on a long-term basis with greater pricing certainty. 
Net Works expects the rapid penetration of new marketplaces to be facilitated by the ability to utilize technology already developed by EnronOnline.  As a market-maker, Net Works will generate profits from realizing bid/ask spreads.  However, a more significant profit margin is generated by selling customized term-structured products that can only be structured by a sophisticated market-maker that has access to significant market volume.
TARGETED INDUSTRIES
Net Works will pursue acquisition opportunities in the Targeted Industries in order to create assured access to product flows.  Enron has identified the Targeted Industries as offering the opportunity to replicate the success attained in other markets.  Characteristics that Net Works believes make an industry well-suited for the application of Enron’s business model include (1) commodity-like products, (2) intensive use of capital, (3) price volatility, (4) products which are a significant percentage of customers’ total cost, (5) inefficient sales processes, (6) complex logistics systems, and (7) slow moving, highly fragmented markets with no dominant participant.   
In base metals, Enron has begun to pursue the Net Works strategy through the $446 million acquisition of MG plc, a leading base metals business.  MG plc will provide Net Works with an immediate platform to apply its strategies.  Enron announced the acquisition of MG plc in May 2000 and is providing bridge financing until the company can be acquired by Net Works. 
In pulp and paper, Enron has developed a successful financial trading portfolio and has explored joint ventures or alliances with established producers to increase Enron’s access to physical product.  Enron has announced the pending acquisition of Garden State Paper as its initial acquisition in the pulp and paper industry.  Enron has identified several other attractive opportunities and still plans to acquire stand-alone mills or a pulp and paper manufacturer.  Securing additional production assets will anchor the market-making activities the Company has already established and allow it to apply its proven business model.  Enron continues to solidify the strategy and explore opportunities in the lumber and steel industries.  No acquisitions have been announced to date.  
FINANCIAL SUMMARY
Net Works has developed a detailed financial model to project potential economic performance of the business plan.  Numerous assumptions were made regarding the timing and financial profiles of acquired companies, synergies, potential revenue and margin growth, capital structure utilized, and other critical drivers.  The base case summarized below reflects what management believes to be a conservative estimate of possible results for the base metals and pulp and paper industries.  It assumes acquisitions of MG plc in base metals and a benchmark pulp and paper company are completed prior to the end of 2000, and projects that gross profit will grow at a compounded annual growth rate of 22.6% over the next five years, with margin from long-term structured transactions being the key growth driver.  It is assumed that approximately $700 million of equity capital is expended to execute these initial acquisitions.  Financial performance is highlighted below.  Additional discussion of the financial model and related assumptions is set forth in Section VII of this Memorandum.  
	SUMMARY OF PROJECTED FINANCIAL PERFORMANCE  (a)
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(a) Includes only MG plc and PaperCo.



ATTRACTIVE INVESTMENT OPPORTUNITY 
Enron believes that its evolution from an entity driven by returns on physical assets to a high growth New Economy enterprise has been recognized by the public securities’ markets through an increase in its price/earnings ratio.  Net Works is a strategic priority for Enron and, in addition to devoting management talent to the development and growth of Net Works, the Company intends to contribute technological capabilities developed by EnronOnline, as well as Enron’s existing pulp and paper business.  Enron will also provide credit enhancement protection to counterparties for Net Works’ activities.  Additionally, Net Works will benefit from its connection and association with Enron.  

I.  EXECUTIVE SUMMARY

Net Works represents an opportunity for its investors to participate in the development of a unique B2B strategy that benefits from Enron’s expertise. The public securities’ market views Enron as a high growth New Economy company and has rewarded it with a commensurate price/earnings multiple.  However, the equity markets do not view Old Economy companies favorably and have not recognized growth opportunities in these sectors.  Therefore, Enron is making this investment opportunity available to external investors because the Company is hesitant to add Old Economy assets to its consolidated financial statements prior to transforming such assets to a New Economy model.  Consequently, external investors are being given the opportunity to benefit from Enron’s capabilities and participate with the Company in pursuing this opportunity that Enron believes has outstanding return potential.  Investors will have the option to achieve liquidity through a structured exit mechanism based on a fair market valuation.
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In addition to the Investment Highlights set forth below, Investors should also read and carefully evaluate the Risk Factors and Considerations associated with an investment in the Interests set forth in Appendix C of this Memorandum.
[bookmark: _Ref489097464]Opportunity for Superior Returns
Net Works has the potential to generate superior returns by becoming the leading market-maker with unique value-added products in the Targeted Industries.  By creating market liquidity and pricing efficiency, Net Works expects to market high-margin customized contracts and has the opportunity to generate additional income through increased volume in market-making activities.  The primary goal is to establish convenient and liquid markets that allow buyers and sellers to transact in ways not previously possible.  The Internet allows more convenient access to market participants and increases transaction efficiency.  With over a decade of experience, Enron believes it has the insight, infrastructure and innovative culture to respond quickly to the compelling market opportunities made available by the eCommerce revolution.  Enron estimates that $1.0 billion of equity will be required for Net Works to pursue, develop and transform the Targeted Industries. 
B2B eCommerce Provides Enormous Growth Opportunities 
B2B eCommerce is experiencing explosive growth with on-line activity that Jupiter expects will account for 42% of all U.S. non-service B2B transactions by 2005.  Jupiter’s research estimates that, in 2000, B2B Internet commerce will represent three percent of the total U.S. B2B non-service market or $336 billion.  However, Jupiter expects online volume to grow at a compounded  annual growth rate of 80% over the next five years, reaching $6.3 trillion in 2005.  This revolutionary growth is expected to open doors for new business models including e-marketplaces.  Jupiter concludes that Internet-based markets can completely disrupt current channels and alter how companies and industries conduct business.
Enron has a Reputation and Track Record for Transforming Industries 
Enron has evolved from an asset driven company to a knowledge-based company.  Its entrepreneurial culture was quick to adapt to the New Economy.  Enron believes it has been a leader in transforming eight industries with commodity-like products into B2B marketplaces where pricing and product efficiencies were greatly improved.  Enron is currently in the process of changing buyer and seller behavior in five additional markets.  The eCommerce revolution makes it easier for buyers and sellers to interact in an electronic marketplace, particularly where a market-maker exists to assure liquidity in an electronic market.  Enron’s ten years of experience as a market-maker will allow Net Works to take advantage of new opportunities facilitated by the Internet’s evolution.  Net Works will rely on the capabilities that have made the Company successful in other industries. 
Opportunity to Establish First-Prover Advantage in New Industries
Net Works is clearly differentiated from other online markets which are not principal-based and function simply as exchanges matching buyers and sellers.  By integrating Enron’s business model with the Internet and by responding quickly to the opportunity, Enron believes that Net Works is well positioned to achieve first-prover advantage.  Enron believes Net Works will be poised to achieve a leadership position in the Targeted Industries based on the combination of Enron’s decade plus of experience as a market-maker and its ability to build on EnronOnline’s leading eCommerce presence. 
Several Attractive Industries Have Been Identified 
The Internet is revolutionizing the way commerce is transacted by creating open access to information and reducing the cost of transacting business. Enron has identified the Targeted Industries as offering the opportunity to replicate the success attained in other markets.  While it is widely believed that supplier and consumer behavior in many industries will be dramatically impacted by eCommerce, Enron’s experience and capabilities established a first-mover, first-prover advantage that can be utilized by Net Works in pursuing other industries.  Base metals, pulp and paper, steel and lumber are the Targeted Industries that Net Works will pursue. 
The Net Works business plan requires assured access to physical assets.  With Old Economy companies currently trading at low valuations relative to companies perceived as being a part of the New Economy, there is an opportunity to earn compelling returns by incorporating these relatively undervalued assets into a New Economy business model.  When Old Economy assets are combined with Enron’s business model, the goal is to become a leading market-maker in a given industry. Characteristics that Net Works believes make an industry well-suited for the application of Enron’s business model include (1) commodity-like products, (2) intensive use of capital, (3) price volatility, (4) products which are a significant percentage of customers’ total cost, (5) inefficient sales processes, (6) complex logistics systems, and (7) slow moving, highly fragmented markets with no dominant participant.   
Significant Commitment from Enron 

II.  INVESTMENT HIGHLIGHTS

Net Works is a strategic priority for Enron and the Company expects to devote substantial management capabilities and resources to develop the opportunity, including the active involvement of two members of Enron’s Executive Committee.  Enron is dedicating a core team of professionals with substantial Enron experience and eCommerce expertise to Net Works.  Additionally, Net Works will benefit from Enron’s infrastructure.  Aside from dedicating management and organizational support to Net Works, Enron will contribute: (1) its pulp and paper business, (2) technological capabilities developed by EnronOnline, (3) credit support to counterparties to enhance business opportunities, (4) the functionality of Enron’s risk management information technology, and (5) the benefit provided by an association with Enron.  Additionally, Enron is or will be providing bridge financing, as the case may be, for the MG plc acquisition and the pending Garden State Paper transaction until each are acquired by Net Works. 
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[bookmark: _Ref489097474]OVERVIEW OF ENRON
Enron, headquartered in Houston, Texas, is one of the world’s largest integrated energy and communications services companies generating revenues of $52.8 billion for the twelve months ended June 30, 2000, and having a market capitalization of $52.5 billion as of July 25, 2000.  Enron employs approximately 18,000 employees.  The Company ranked 18th in Fortune magazine’s listing of the 500 largest U.S. companies based upon 1999 revenues.  Fortune magazine also recognized Enron as the Most Innovative Company of 2000, marking the fifth consecutive year the Company received such recognition.  Fortune also ranked Enron #1 in Quality of Management and #2 in Employee Talent of all U.S. companies. 
Enron, whose predecessor company was incorporated in 1930, was formed in 1985 by a combination of two natural gas transmission companies.  Since then, Enron has evolved to become a leading market-maker, for its own account, across a broad range of products and industries. Enron is currently the leading marketer of North American gas and electricity.  While maintaining its leadership position in energy, Enron will aggressively pursue opportunities to utilize its competencies and gain leadership in other industries where Enron’s skills and talents are applicable.  Enron is currently utilizing its business model to enter the telecommunications industry through the formation of Enron Broadband Services, Inc. (“EBS”).  EBS has developed an intelligent network of 14,300 miles, delivering high bandwidth applications to every major U.S. city and will soon be linked to Tokyo, London and other major European cities.  Enron expects to capitalize on the growth of the market for broadband services, which is expected to exceed the combined market for electricity and natural gas.  To date, EBS has already completed 75 standardized bandwidth transactions.  By offering bandwidth intermediation services, Enron will allow users to more efficiently manage their broadband requirements. 
Enron’s operations are currently organized into the following five segments:
	ENRON’S  BUSINESSES
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TRANSITION TO A NEW ECONOMY COMPANY
Enron has created an entrepreneurial culture that rapidly adjusts to changing market environments.  Enron recognizes that the New Economy is dramatically changing the rules of commerce.  Commodity-oriented businesses have become knowledge-based and place a premium on creativity.  Enron seeks to be an innovator and is aggressively pursuing opportunities created by the information technology revolution.  In its 1999 annual report, Enron highlighted four traits that it possesses and define a New Economy company:
· Strength comes from knowledge, not just physical assets.  Enron has become a pre-eminent energy and communications company, not only by building and controlling assets, but also by applying its knowledge and experience to the utilization of those assets, creating a market-making network such as it has done in its electricity and natural gas businesses.  In total, Enron has used its market-making knowledge to take a leading role in the transformation of eight markets and is in the process of seeking to change buyer and seller behavior in five other markets.
· A New Economy player must operate globally  transferring ideas, people and services from region to region.  Enron’s knowledge and expertise criss-cross the globe.  What the Company has learned about natural gas pipelines in the U.S. has helped it to build new natural gas markets, most recently in South America and India.  Enron’s knowledge of optimizing capacity in energy networks is also allowing it to revolutionize the market for broadband services.  Enron believes the knowledge gained in making markets in energy will allow it to effectively intermediate other industries with commodity-like products.
· New Economy companies understand that constant innovation is their only defense against competition.  In several instances, Enron has introduced products before competitors have indicated an awareness of a developing market.  Cross-commodity trading, weather derivatives, energy outsourcing and 1999’s two major initiatives – creation of EnronOnline and development of EBS – are examples of Enron’s determination to be innovative.
· Success in the New Economy requires the skillful use of information to restructure an organization and boost productivity.  The connectivity of Enron’s networks allows it to gather large amounts of market data to provide market snapshots and to identify emerging trends.  This information is available to each Enron marketer and originator in every part of the world, helping the Company to make informed moves and identify opportunities at the first possible moment.  Enron believes the fluidity of knowledge and skills throughout the Company will enable it to capture value in the New Economy.
EXPERIENCE TRANSFORMING COMMODITY INDUSTRIES
When the Federal Energy Regulatory Commission finalized deregulation of natural gas in 1992 and electricity in 1996, Enron became an innovative market-maker utilizing sophisticated products and providing logistics and settlement services to allow buyers and sellers to transact in ways not previously possible.  Enron’s activities include the purchase, sale, marketing and delivery of commodities and management of associated price risks, as well as back-office services.  Enron provides customers with predictable pricing and reliable delivery for a range of commodities.  As the largest wholesale power and gas marketer in North America, Enron markets and trades not only electricity and natural gas, but also a wide range of other products.
	ENRON MARKETS TRANSFORMED

	Transformed Markets
Natural Gas
North America
United Kingdom
Power
North America
United Kingdom
Nordic Region
Australia
Continental Europe
Global Coal
	Transformation In Process
Base Metals
Broadband
Emissions Credits
Pulp and Paper
Weather Derivatives



ENRON’S BUSINESS MODEL
Transacting business in a commoditized market compared to a non-commoditized market generally translates to greater efficiency in quality, reliability and pricing.  In a traditional market, suppliers balance the maintenance of pricing integrity with the need to respond to competitive pressures.  Suppliers lack the incentive to cost-effectively customize and price products to meet consumers’ needs.  As a result, consumers are left with unsatisfactory price or product choice and are restricted to doing business with the counterparties where quality and delivery are known to be reliable.
The Enron business model improves market efficiency by facilitating price discovery and product customization leading to a more liquid and transparent market with specified quality and delivery terms.  Enron believes it has successfully transformed eight markets with commodity-like products (including two natural gas markets, five power markets and the global coal market), and is in the process of using its expertise to change the way buyers and sellers interact in five other markets (base metals, broadband, emissions credits, pulp and paper and weather derivatives). 
Enron believes obtaining assured access to product is a necessary prerequisite to the creation of an efficient market.  Assured product access, either by contract or ownership, forms the foundation of Enron’s business model.  Distribution and logistical capabilities are also critical, and Enron’s substantial expertise will be supplemented by the target acquisitions.  Access to physical supply will allow Enron to optimize its large portfolio of contracts to source low cost products that meet user needs.  Once market liquidity has been established, Enron can divest production assets that no longer have strategic significance.  
Enron utilizes physical and financial products to sell commodities long-term at predictable prices.  Acting as a market-maker, for its own account, Enron uses portfolio and risk management disciplines, including offsetting and hedging transactions to manage exposures to market price movements.  Aside from creating liquidity for sellers and allowing buyers to better manage their pricing, Enron provides sophisticated logistics and settlement capabilities.  Enron believes that such capabilities enable it to be an effective industry participant by ensuring efficient product delivery and facilitating an orderly exchange. 
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In transforming industries with commodity-like product into efficient marketplaces, Enron utilizes the following formula: (1) definition of physical product standards to create base commodities, (2) creation of liquidity by serving as a market-maker, (3) utilization of its liquidity to provide the markets with innovative financial products, (4) provision of settlement activity and back-office support to facilitate an orderly exchange, and (5) development of networks for physical distribution to allow efficient and cost effective delivery of product.  Enron is able to implement the formula through (1) a dedicated independent staff of risk management professionals, reporting to Enron’s Board of Directors, (2) market-making professionals who manage the Company’s risk through utilization of value-at-risk and other sophisticated portfolio management techniques, (3) the investment in information technology which enables both market-making activity and risk management functions, and (4) the development and management of origination professionals who are financially skilled and able to sell high-margin, customized contracts, many of which are long-term in nature.  This business model has allowed Enron to obtain leading market share positions in several markets and enhance customer retention and profitability.
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While access to physical product is necessary to develop a physical market, other factors influence the emergence of a swap or financial derivative market.  The development of a financial market is dependent upon (1) availability of sufficient pricing history to perform meaningful statistical analysis in order to determine risk parameters and to allow use of risk management tools, (2) an unbiased index reflective of the underlying physical market, (3) sufficient liquidity that results in efficient pricing and attracts speculators who, in turn, increase liquidity, and (4) confidence in the creditworthiness of counterparties.
Enron has strict limits, set by its Board of Directors, regarding the amount of capital that may be exposed in its market-making activities.  For most long-term commitments, the Company establishes an offsetting short position, resulting in mitigated exposure.  Rather than profiting from being on the “right” side of commodity price swings, in establishing offsetting positions the Company realizes the bid/ask spread.  Consequently, Enron’s market-making activity is largely independent of direction or magnitude of commodity price swings.
TRANSFORMING THE NORTH AMERICAN NATURAL GAS INDUSTRY
Historically, the natural gas industry consisted of (1) producers that extracted gas and processed it, (2) regulated gas pipeline companies that transported the gas across large distances, (3) regulated local distribution companies (“LDCs”) that purchased and distributed gas molecules to consumers, and (4) end users.  For natural gas consumers as well as for some producers, having stable and predictable gas prices and supplies is desirable.  Stable pricing created through intermediation generates predictable cash flows simplifying firms’ investment and pricing decisions.  Predictable supplies ensured that activities ranging from large industrial processes to home heating would not be interrupted by shortages.  
In the late 1980s, Enron was the nation’s largest integrated natural gas company, primarily involved in the physical side of the business, as a producer, transporter, marketer and consumer.  While Enron always sought to develop new natural gas services, in 1988 it began a strategy of providing sophisticated products to the natural gas industry.  
Enron’s concept was to create a “gas bank” similar to a commercial bank.  The gas bank would intermediate between buyers and sellers of gas, with the spread between the selling price and the purchase price locked in as profit, much as a bank locks in a spread between deposits and loans.  Using this banking analogy, gas producers were depositors who put gas into the bank and consumers were borrowers.  Similar to a bank, Enron would pool supply commitments (deposits) to offer long-term commitments of 15 or more years.  
In order to write long-term, fixed-price supply agreements with users of natural gas, Enron had to obtain reliable long-term sources of fixed-price gas.  Enron developed innovative equity-like and debt-like contracts to secure future supply.  Concurrently, Enron developed more than 100 varieties of contracts for physical delivery.  Consumers could purchase guaranteed or non-guaranteed delivery contracts and Enron offered contracts with terms giving users the ability to take variable amounts of gas.  For example, gas consumers could use quantity options to ensure they would have a sufficient supply of natural gas in the event of a colder-than-anticipated winter.
Enron could only offer its diverse terms under which producers and consumers could buy and sell natural gas if it could manage its own risk as an intermediary.  As the “gas bank”, Enron had to contend with counterparty credit and price risk.  Enron used five basic “Enfolio”contracts that could be customized in a variety of ways, varying the quantity of gas delivered, the period of time covered by the contract, the index against which the prices would be set, the level at which prices would be truncated and other contractual terms.  By using these Enfolio contracts they could embed natural gas derivatives into simple standardized structures bearing an Enron promise. 
Today, Enron conducts thousands of daily transactions touching every part of the energy market.  Producers, distributors, marketers, speculators and end-users rely on Enron to create a market.  By serving as an intermediary, Enron increases the overall efficiency of the natural gas market, resulting in lower prices, improved product delivery and more choice for the customers.
	 NATURAL GAS TRANSFORMATION
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See the Harvard Business School Case Study set forth in Appendix D for further discussion.
ENRONONLINE
Enron believes it possesses a primary competitive advantage through its ability to identify opportunities and react before competitors recognize the opportunity.  While already the market leader in North American natural gas and electricity, Enron recognized the need to adapt to a changing environment.  On November 29, 1999, the Company launched EnronOnline, an Internet-based e-marketplace for wholesale energy and other commodities.  Enron recognized that the Internet could broaden the distribution of commodity products and improve transaction efficiency for market participants.  Enron believes that EnronOnline is the only global principal-based system that allows users to view real-time prices for a range of energy and other commodities and transact instantaneously.  
The unique technology behind EnronOnline is primarily based on the proprietary price manager software that Enron has developed to allow real-time price updates to be displayed.  The price manager is a system that allows traders to manipulate the prices displayed based on activity on the site and in the marketplace.  The system is programmed to increase or decrease posted bid/offers by a certain dollar amount in response to market movement or to a sale or purchase of a specific product.  The system also has capability to link several products and adjust prices with the movement of any other product.  Traders continually monitor these movements and can override or change a price at any time and the site will be automatically updated, thereby providing a liquid market at all times for the customers.  Finally, the system is also capable of customizing some trades by combining the appropriate underlying transactions.
	ENRONONLINE STATISTICS
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Demand and supply for natural gas and electricity fluctuate as a result of external factors such as weather and inefficiencies in infrastructure.  Real-time price information is critical to executing short-term energy contracts, and eCommerce enhances the procurement process, which traditionally has been labor intensive and time consuming.  While Enron’s off-line services provided efficient market-making, by establishing an online presence the Company is able to provide market participants with clearly defined rules, convenient price discovery and open market information.  The ease and efficiency of the Internet encourages more participants to transact through a single marketplace rather than relying on a supplier relationship that does not ensure that the best price is obtained. 

III.  ENRON’S TRACK RECORD

The commodities that trade on EnronOnline include (1) U.S., Canadian, U.K. and Belgian natural gas, (2) U.S., U.K., Australian, Austrian, German, Nordic (including options), Spanish, Swiss and Dutch power, (3) U.S., European and International coal, (4) plastics, (5) pulp and paper, (6) U.S. emissions credits and U.S. emission auction, (7) LPGs, (8) petrochemicals, (9) oil and refined products, (10) U.S., European, Australian and Asian weather bandwidth, (11) credit derivatives, (12) bandwidth, (13) Asian crude and products, (14) U.S. pipeline capacity auction, (15) U.S. metals and (16) U.K. virtual gas storage auction.  EnronOnline does not simply match buyers and sellers, but acts as a principal, buying and selling for its own account.  The number of transactions Enron executes has grown significantly since EnronOnline was launched on November 29, 1999.
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[bookmark: _Ref489097618]INEFFICIENCY OF MARKETS FOR COMMODITY-LIKE PRODUCTS
Transacting business in a commoditized market compared to a non-commoditized market generally translates to greater efficiency in quality, reliability and pricing.  In a traditional market, suppliers balance the maintenance of pricing integrity with the need to respond to competitive pressures.  Suppliers lack the incentive to cost-effectively customize and price products to meet consumers’ needs.  As a result, consumers are left with unsatisfactory price or product choice and are restricted to doing business with the counterparties where quality and delivery are known to be reliable.
The Enron business model improves market efficiency by facilitating price discovery and product customization leading to a more liquid and transparent market with specified quality and delivery terms.  Enron believes it has successfully transformed eight markets with commodity-like products (including two natural gas markets, five power markets and the global coal market), and is in the process of using its expertise to change the way buyers and sellers interact in five other markets (base metals, broadband, emissions credits, pulp and paper and weather derivatives). 
EXPLOSIVE GROWTH PROJECTED IN U.S. ONLINE B2B COMMERCE 
The Internet is dramatically changing the way in which businesses and individuals communicate, share information and conduct commerce.  Initially, the growth of the Internet created opportunities for both business-to-consumer and consumer-to-consumer eCommerce.  More recently, the widespread adoption of Intranets, the acceptance of the Internet as a business communications platform, and increased and secure bandwidth have created a foundation for B2B eCommerce.  This offers the potential for organizations to increase revenue, streamline complex business processes and supply chains, reduce costs and improve productivity.
The dynamics of B2B eCommerce relationships differ significantly from those of other B2B relationships. B2B eCommerce solutions frequently automate or otherwise impact processes that are fundamental to business operations by replacing various paper-based transactions with electronic communications.  As B2B eCommerce continues to grow, industry-specific or “vertical” marketplaces are expected to experience rapid growth.  These vertical marketplaces bring together buyers and sellers and information in open, online marketplaces that automate complex business processes and supply chains.
B2B eCommerce is experiencing explosive growth with on-line trading activity, estimated by Jupiter, accounting for 42% of all U.S. non-service B2B transactions by 2005.  Jupiter’s research estimates that while B2B Internet commerce is only expected to represent three percent of the total U.S. B2B non-service market or $336 billion in 2000, the online volume is expected to grow at an average annual rate of 80% over the next five years, reaching $6.3 trillion in 2005.  Jupiter concludes that Internet-based markets can completely disrupt current channels and alter how companies and industries conduct business.
	U.S. ONLINE B2B INDUSTRIAL COMMERCE (a)
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	(a)	Estimates per Jupiter, June 2000.
(b)	Penetration represents online commerce as a percentage of total B2B non-service commerce.




IV.  NET WORKS BUSINESS PLAN
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NET WORKS’ STRATEGY 
After a broad evaluation of various industries, Enron has selected base metals, pulp and paper, steel and lumber as the Targeted Industries.  Net Works intends to gain access to physical commodity flow in the Targeted Industries by the acquisition of (1) intermediaries that provide physical capabilities to expand into new industries (e.g. MG plc), (2) contractual access to physical product, or (3) production capabilities (e.g. Garden State Paper).  By obtaining assured access to the physical commodity, Net Works can ensure quality and delivery to its counterparties.  Net Works intends to acquire access to these physical commodity flows with a minimal capital investment.
Once Net Works has acquired assured physical access to a product, an e-marketplace can be developed utilizing the capabilities developed for EnronOnline that provide participants with real-time bid/ask quotes based on market supply and demand.  Enron has developed proprietary price managing technology that allows real time market prices to be calculated based on buying and selling pressures.  This ability to create price transparency is critical to establishing market liquidity.  In addition, to effectively make a market in an industry requires sophisticated logistics and settlement capabilities to ensure efficient product delivery and facilitate an orderly exchange. 
Net Works expects the creation of an efficient marketplace to significantly reduce product prices and generate liquidity in the Targeted Industries.  This leads to significant increases in trading volume.  End product users benefit from greater price transparency regardless of size or physical location.  Net Works plans to become a leading market-maker, transacting for its own account, in the Targeted Industries by creating liquidity for sellers, reducing transaction costs and allowing buyers to better manage their pricing.  Net Works will utilize sophisticated products to allow for commodities to be purchased on a long-term basis with greater pricing certainty. 
Net Works expects the rapid penetration of new marketplaces to be facilitated by the ability to leverage technological capabilities developed for EnronOnline.  As a market-maker, Net Works generates profits from bid/ask spreads.  In addition, a more significant profit margin is generated by selling customized products, which can only be structured by a market-maker that has access to significant market volume.
CHARACTERISTICS OF TARGETED INDUSTRIES
Characteristics that Enron believes make an industry well-suited for the application of the Company’s business model include the following:
· Commodity-like product.  Producers in commodity-like industries often develop slight variations to differentiate their products to justify price premiums.  For many products, whose composition is largely chemical, Enron believes standards can be set to establish tradable commodities.  Once tradable commodities are established, there is an opportunity for increased market efficiency. Specialty products that require communication between the producer and the customer are not markets well-suited for the Net Works strategy.  
· Intensive Use of Capital.  As major capital investments need to be made to build production facilities, it is helpful for producers to reduce price risk by entering into long-term contracts to ensure future revenues justify the investment.  By reducing price volatility, producers are able to increase their debt capacity to better optimize their capital structure.
· Volatile pricing.  Price volatility creates the need for hedging instruments to reduce uncertainty.  Long-term fixed pricing helps producers make capital budgeting decisions and users to predict their cost structure.  Through the use of derivative contracts, Net Works will offer products that allow end-users to mitigate risks through long-term fixed pricing.  For some industries where relative stable pricing already exists, creating an efficient marketplace reduces costs.  However, commodity trading can create volatility in periods of large supply and demand imbalances, which increases the need to obtain long-term fixed priced access to a product.  
· Significant percentage of consumers’ total cost.  Market participants must be convinced that exploring purchasing alternatives could have a significant positive impact on their cost structure.  Net Works must demonstrate that intermediation results in increased efficiency, reduced costs and greater long-term flexibility.  If the cost of a product is a significant percentage of total input cost, the more important price stability is to the consumer.  Unless significant savings can be realized, buyers and sellers have no incentive to disrupt business as usual.  With large dollars invested and at risk, consumers are more concerned with obtaining lower costs and more interested in creative purchasing solutions.
· Inefficient sales processes. Many industries sell commodity-like products through legacy sales forces that are reliant on long-term relationships.  This results in substantial inefficiency with significant cost incurred to maintain a sales force.  Lack of price transparency results in higher pricing than what should exist for products that have commodity-like characteristics.
· Complex logistics systems.   Managing the movement of products must be sufficiently complex to make it difficult for others to physically deliver products.  An intermediary with economy-of-scale leverage can develop the global network required to ensure it can deliver such products efficiently. Individual market participants do not have the volume to justify dedicated resources to move products in the most efficient manner.  Enron can benefit from its experience and existing resources to build sophisticated physical distribution capabilities in the Targeted Industries. 
· Slow moving, highly fragmented markets with no dominant participant.  The Targeted Industries are typically characterized by numerous producers and buyers.  By creating industry standards and a commoditized marketplace, Net Works plans to introduce greater price transparency, which should lead to increased market efficiency, lower prices, increased volume, new products and, ultimately, significant profits for Net Works.
OVERVIEW OF TARGETED INDUSTRIES 
Enron has already been successful in leading the transformation of markets by changing the way buyers and sellers interact.  When Enron selected industries in which to implement its business model, it looked for a catalyst in each industry that would accelerate a shift in behavior among traditional industry participants.  The Targeted Industries have such a catalyst in the combination of commodity-like products and the New Economy internet distribution channel, which accelerates the opportunity to replicate the success attained in other markets.   
The Internet provides a unique opportunity to have immediate and inexpensive access to market participants through a new distribution channel.  A number of Internet companies and, more recently, established industry participants have attempted to develop various forms of e-marketplaces across a broad spectrum of vertical markets.  While many Internet vertical exchanges have been the first to enter the market, generally they have not demonstrated the ability to build the necessary volume and liquidity to become successful online marketplaces.  
In addition to start-up companies, established participants in a number of industries have announced Internet-based initiatives involving alliances among multiple competitors to build online trading hubs.  Generally, these initiatives are being led by industry incumbents who tend to focus primarily on optimizing the industry supply chain and have no real interest in truly changing market behavior for their products. 
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Base Metals 
Industry analysts estimate that approximately $89 billion of base metals (including aluminum, copper, nickel, zinc and lead) are consumed annually.  While tradable product standards for the base metals have already been established, given the pricing inefficiency, the high level of price volatility and complex logistics, the base metals industry appears to represent an excellent market for Net Works.  Since a trading market already exists for base metals, Enron believes it will be easier to implement its business model.  
While standards and some liquidity have been established for base metals, the industry has not developed adequate price transparency and purchasing alternatives.  The London Metals Exchange (“LME”) publishes prices for base metals on a daily basis; however, bid/ask spreads are relatively high because there is no record of actual transaction prices.  Participants on the LME can be broken into two groups: (1) an ever shrinking group of undercapitalized LME brokers earning commissions and trading some physical, and (2) financial institutions who leverage balance sheets to intermediate credit risk.  Enron’s acquisition of MG plc provides the first well-capitalized participant who is a leading physical merchant with an investment grade balance sheet.
An Internet distribution channel provides an opportunity to greatly improve transaction efficiency for base metals.  The cyclical industry has historically suffered production swings and demand imbalances resulting in price volatility.  Enron believes introducing its sophisticated products, which will enable consumers to obtain long-term predictable pricing, will allow the Company to successfully penetrate this market. The base metals sales process is inefficient with thousands of independent brokers specializing in the sale of a variety of metal products.  These brokers conduct business largely on the basis of historic relationships and transactions are often completed at off-market prices. 
Base metals have complicated distribution structures.  Mines are often located in remote regions of the world and require special logistical consideration and/or government requirements such as import tariffs.  This complexity increases the risk of delivery failure and results in consumers often being more concerned with consistent delivery than potential cost savings.  As a market-maker, Net Works will leverage Enron’s logistics experience and MG plc’s domain expertise to reduce the cost of physical product delivery in the base metals market.
Enron believes the implementation of its business model in base metals will improve price efficiency and lead to increased demand transparency, thus shortening the supply chain, reducing backlogs, and helping to reduce both industry inventories and working capital costs.
Pulp and Paper
The North American pulp and paper industry represents approximately $175 billion in total annual sales.  Major market segments include pulp, newsprint, printing papers, packaging and specialty papers.  Enron has surveyed over 100 publishers and packaging company buyers who have expressed strong interest in online procurement.  Given the commodity-like nature and price volatility of many pulp and paper products, the industry’s high level of fragmentation and the fact that pulp and paper products represent a substantial cost to end-users, Enron believes that pulp and paper represents an excellent market for Net Works to implement its business strategy. 
While paper companies have gone to great efforts to differentiate and brand their products, the pulp and paper business is fundamentally a commodity industry.  Prices for key pulp and paper grades are typically driven by supply and demand fundamentals.  Short-term prices can be quite volatile as they are impacted by inventory levels, consumption, and general economic and environmental conditions.  
The industry is highly fragmented with the top 10 global producers for most major pulp and paper grades representing less than 35% of the total market.  While each segment has unique drivers, all segments can be characterized by a large number of buyers.  Primary end users of pulp and paper products are typically newspapers, magazine publishers, integrated paper producers and packaging companies for which raw pulp and paper costs are a substantial component of their cost structures. 
The industry is characterized by inefficient sales and distribution processes.  The large network of brokers engaging in relationship selling leads to sales inefficiency.  Consumers are influenced to purchase commodity-like product on a basis other then price.  In addition, the lack of market liquidity creates inefficiencies in the distribution of the product.  In a more transparent market, consumers of pulp and paper should realize substantial cost savings given the standardization of product quality and improved timeliness of delivery that will allow consumers to comparison shop with a singular focus on best price.
Currently, the spot market for paper accounts for 15% of paper volumes sold, with a higher percentage for market pulp and high quality wood products.  Enron believes the creation of a more liquid trading market should ultimately lead to higher volume and the opportunity for Net Works to structure higher margin long-term contracts.
Lumber and Steel 
Enron has commenced execution of the base metals and pulp and paper strategies and is currently analyzing the lumber and steel industries to identify the most appropriate market entry strategy.  The lumber and steel industries have all of the characteristics that Enron believes make an industry attractive for successful implementation of its business model.  While Enron has been considering these industries for several years, it is the market-making opportunities accelerated by the efficient distribution channel of the Internet that make this an opportune time to pursue these industries.  While several opportunities in steel and lumber are being considered, an entry strategy has not yet been determined.
RECENT ACQUISITIONS
Acquisition of MG plc 
On May 22, 2000, Enron announced a cash offer to acquire the shares of London-based MG plc, the world's leading publicly traded metals marketer.  The offer, which has been unanimously recommended by MG plc's board of directors, values the outstanding shares of the company at $446 million.  The transaction closed on July 17, 2000.
MG plc is a leading international metals market-making business providing merchanting (approximately 35% of business) and financial (approximately 65% of business) services to the global metals industry.  In September 1999, MG plc floated on the London Stock Exchange (ticker: MGA) at an issue price of 205p per share, comprising substantially all of the former metals trading businesses of the German industrial group, MG Technologies AG (formerly Metallgesellschaft AG).  MG plc's recognized market-making capabilities and excellent domain expertise provide an immediate platform upon which to overlay Enron's business model.  MG plc is headquartered in London and employs approximately 330 people in 14 countries.  
MG plc is organized into two operating divisions: Merchanting and Financial Services.
Merchanting.  The Merchanting division is the world’s leading independent copper merchant, one of the world’s top three independent merchants of copper concentrates and nickel and one of the leading European merchants of recycled non-ferrous metals.  The division also trades in aluminum and other non-ferrous metals traded on the LME.  The Merchanting division engages in the following activities:
· Merchanting of non-ferrous metals.  MG plc trades as a principal with producers and consumers of non-ferrous metals and concentrates.  This involves the buying and selling of non-ferrous metals and concentrates (mainly those metals traded on the LME), exchanging qualities and locations and lending and borrowing non-ferrous metals according to customers’ needs.
· Global stockholding. MG plc holds stocks of non-ferrous metals worldwide at LME and the Commodities Exchange Center (“COMEX”) warehouses and other locations in order to meet customers’ needs.
· Merchanting of recycled metals. MG plc trades as a principal with suppliers and consumers of recycled non-ferrous metals.
· Terminal market operator.  This division participates in the LME and COMEX markets, via the Financial Services division, for hedging, arbitrage and position management.
Financial Services. The Financial Services division is one of the LME’s leading metals brokers and market-makers based on the volume of LME metals stored, and it is also one of the leading LME metals warehousing businesses.  This division engages in the following activities:
· Brokerage and market-making.  MG plc executes orders as broker for its clients in LME and COMEX contracts and is also a market-maker in LME, COMEX and over-the-counter contracts.
· Metals trading.  MG plc trades metals futures and options as well as physical metals stocks for its own account, typically on a spread basis.
· Warehousing.  MG plc stores metals, cocoa and general goods in warehouses in Europe, the Americas and Asia.
Garden State Paper Company, Inc.
Enron has entered into a purchase agreement to acquire all of the equity interests of Garden State Paper for approximately $74 million.  Garden State Paper owns a recycled newsprint mill located in Garfield, New Jersey and various recycling centers in northern New Jersey and southern New York State.  The transaction represents a valuable strategic opportunity for Net Works by providing it access to over 200,000 tons per year of physical newsprint in a desirable geographic location. 

[bookmark: _Ref489097626]MANAGEMENT
Net Works will benefit from the strength and depth of the Enron management team because Enron is dedicating a core team of professionals with substantial Enron experience and eCommerce expertise to the development of the Net Works business.  Net Works is a strategic priority for Enron and is perceived by employees as a prestigious and desirable assignment.  Members of this team were selected based on their outstanding employment record.  Each Targeted Industry will also have dedicated originators and traders.  Key Enron employees who have been involved in implementing the Company’s business model in other industries have been selected, and a number of people will be hired with relevant skills and industry expertise.  Thus, experienced Enron employees will be complemented by those with external perspectives.  Additionally, employees of the companies acquired by Net Works will report to senior Enron operations’ management.  The originators and traders associated with each industry will also report to Enron senior executives.  
Additionally, Net Works will benefit from a shared-services arrangement with Enron to obtain all support functions such as accounting, payroll, human resources, legal and tax.  The information technology organization will dedicate both full and part time resources as needed to Net Works.  The ability to utilize the Enron infrastructure is a cost effective and efficient way to obtain these essential services.  
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ENW OPERATING MANAGEMENT
Greg Whalley
Chairman and Chief Executive Officer 
ENW 
Greg Whalley is Chairman and Chief Executive Officer of ENW and a member of Enron’s Executive Committee.  Prior to being appointed Chairman and Chief Executive Officer of ENW, Greg served as President and Chief Operating Officer of Enron North America and Chief Executive Officer of Global Risk Management for Enron Corp.  In 1996, Greg headed the European commodity trading divisions, including crude and refined products.  Greg began his career with Enron in 1992 as an associate in the finance division and later held positions in risk management and natural gas 

V.  ORGANIZATION, MANAGEMENT AND EMPLOYEES


trading.  Greg received his undergraduate degree from the United States Military Academy and his Master of Business Administration from the Stanford University Graduate School of Business. 

Jeff McMahon
President and Chief Operating Officer
ENW
Jeff McMahon is President and Chief Operating Officer of ENW, and is a member of Enron’s Executive Committee.  Jeff joined Enron in 1994 and spent three years in the London office as Chief Financial Officer for Enron’s European operations.  Upon repatriation to the U.S., Jeff held the position of the Executive Vice President, Finance and Treasurer for Enron Corp.  Prior to joining Enron, Jeff served as Senior Vice President and Chief Financial Officer of MG Natural Gas Corp. in Houston, Texas from 1989 to 1994.  Jeff began his career with Arthur Andersen & Co. in Houston, Texas where he held the position of audit manager in the Energy Division.  Jeff graduated from the University of Richmond in Virginia where he received a Bachelor of Science degree in Business.  He is a Certified Public Accountant, SFA registered and is a member of the American Institute of Public Accountants, Texas Society of Public Accountants and Association of Corporate Treasurers.
Philippe Bibi
Chief Technology Officer
ENW
Philippe Bibi is Managing Director and Chief Technology Officer for ENW where he oversees Information Technology.  Philippe joined Enron Capital & Trade Resources in 1995 where he orchestrated a global strategic initiative to completely overhaul Enron’s systems.  This enabled Enron to use technology as a truly competitive advantage for eCommerce, risk management and operational activities.  Philippe began his career as a technologist in investment banking derivatives trading in 1985.  From 1985 to 1995 Philippe participated in and led numerous systems development efforts across a wide variety of product lines, foreign exchange, interest rates, equities and commodities.  These systems were global in nature and spanned trading and operations, with an emphasis on derivatives product risk management.  Philippe received a Bachelor of Science in Computer Science and Mathematics from Brunel University in London and a Master degree in Systems Analysis and Finance from the London School of Economics.
Jeff Donahue
Managing Director– Corporate Development
ENW
Jeff Donahue is Managing Director of Corporate Development for both ENW and Enron North America.  In addition, he also oversees Enron North America’s Principal Investing activities and Investment Portfolio.  He joined Enron in April 1998 as Vice President responsible for Corporate Development for Enron North America. Prior to Enron, Jeff was an investment banker focusing on the energy industry at UBS Securities, CS First Boston and Kidder Peabody.  He was also a management consultant in the Houston Office of McKinsey & Company and an economic policy consultant at ICF Incorporated in Washington, D.C.  Jeff graduated from Harvard College with a Bachelor of Arts in Applied Mathematics and received a Master of Business Administration with a specialization in finance from the University of Chicago.
Bill Brown
Chief Financial Officer
ENW
Bill Brown is Vice President and Chief Financial Officer of ENW.  In this capacity, he is responsible for raising debt and equity capital to be deployed by Net Works and its acquired businesses.  Prior to this appointment in April 2000, Bill managed the corporate finance activities for Enron.  Bill joined Enron in 1995 after a five year tenure with The Fuji Bank Limited in Houston where he created its Energy Finance Group.  He specialized in providing a variety of financial services to the energy sector  including structured, lease and project financings.  Bill brings over fifteen years of structured and project finance experience in the corporate and energy sectors to Net Works.  Bill holds both a Bachelor of Science and Master of Business Administration with special studies in energy economics from Baylor University.
Louise Kitchen
Managing Director - EnronOnline
ENW
Louise Kitchen is a Managing Director of ENW and is President and COO of EnronOnline, having managed the business since its initiation in November 1999.  Louise was responsible for the development and launch of EnronOnline and remains responsible for the ongoing operation of the business.  Louise directed Enron’s retail operation in the U.K. from 1997 to 1999, where she introduced electricity sales as an incremental offering to natural gas, which led to a ten-fold increase in the customer base.  She joined Enron in the spring of 1994, with responsibility for building a gas trading business for Enron in Europe.  Prior to joining Enron, Louise was employed by PowerGen, where she worked in electricity trading before taking responsibility for PowerGen’s gas trading activities.  Louise received her Bachelor of Arts in Economics and French at Kingston University. 
Greg Piper
Managing Director – Pulp and Paper
ENW
Greg Piper is a Managing Director of ENW and is responsible for Net Works’ development and pursuit of a pulp and paper strategy.  In January 2000, Greg assumed responsibility for all origination activities related to Industrials in North America.  In January 1997, Greg was promoted to Vice President of Enron North America’s origination group and was given responsibility for origination activities in the 11 Western states.  Between 1993 and 1997, Greg’s focus was marketing natural gas, electricity, and structured sophisticated products to utilities, industrials and independent power producers in the Eastern U.S.  Greg began his career in 1986 when he joined Enron Oil & Gas, where he held various positions in engineering, transportation and marketing.  He then spent several years with Hadson Gas Systems, Inc. and LG&E Power, Inc. in business development, gas marketing and power marketing. Greg received his Bachelor of Science in Petroleum Engineering at the Colorado School of Mines and completed his Master of Business Administration at the University of Texas.
Bruce Garner
Vice President – Steel 
ENW
Bruce Garner is a Vice President of ENW and is responsible for developing Net Works’ steel business and was instrumental in executing the MG plc acquisition.  Bruce joined Enron North America in January 2000 to develop the Industrials group in North America.  Prior to Enron, he worked for nine years at Bankers Trust in various disciplines including corporate finance, mergers and acquisitions advisory and risk management.  Bruce’s roles included Managing Director in London, Head of Global Metals and Mining, Head of North American Energy Derivatives Marketing and Head of U.S. Energy Corporate Finance. Bruce started his career as an exploration geophysicist for Gulf Oil/Chevron in Midland, Texas.  He also worked for AIG Trading as a marketer for base and precious metals derivatives and at JP Morgan marketing energy and base metal derivatives in North and South America.  Bruce received his Bachelor of Science in Geology from Rutgers University and completed his Master of Business Administration at Cornell University.
Thomas McKeever
Managing Director – Base Metals
ENW
Thomas McKeever is a Managing Director of ENW.  Bruce has been employed with MG plc since 1994 and, in addition to his role as Executive Chairman of MG plc, held the position of Chairman of MG plc's Merchanting group.  He was Chairman of the Merchanting group for two years and was responsible for MG plc's U.S. operations for five years.  He has been involved in the metals and energy industries for over 22 years and prior to joining MG plc, he was Executive Vice President and a Director of Amax Inc., which he joined in 1977.  Thomas began his career at Arthur Andersen & Co., New York, in 1965.
OTHER KEY ENRON MANAGEMENT
Mark Frevert
Chairman and Chief Executive Officer
Enron North America
Mark Frevert holds the position of Chairman and Chief Executive Officer of Enron North America and Chairman of Enron Europe.  He is responsible for the development and management of Enron's wholesale energy activities across North America and Europe.  Mark is also a member of the Executive Committee of Enron Corp.  Mark relocated to London as President and Chief Executive Officer of Enron Europe in 1996.  Prior to this relocation, he assumed responsibility for international energy services activities, including Enron's London based operations in late 1994.  Having joined Enron Capital & Trade Resources in 1991 as Vice President of Enron Power Services, Mark was promoted to President in 1993 and became a Managing Director in 1994, with responsibility for North American natural gas marketing activities.  In December 1988, Mark was named Vice President and General Manager of the Citrus Marketing Companies.  In 1984, he joined Houston Natural Gas as a senior economist in the Corporate Planning department, after which he joined the holding company, Enron Interstate Pipeline Group.  Mark began his energy career in 1981, joining Natomas North America, a Houston-based oil and gas exploration and development company, as an economist.  Mark graduated from Albion College in Michigan where he earned a Bachelor of Arts degree in Economics and Mathematics.  He entered the PhD program in economics at Rice University and completed all but the dissertation requirements.  He then taught economics at Rice University for two years before joining Natomas North America in 1981. 
John Sherriff
President and Chief Executive Officer
Enron Europe
John Sherriff is President and Chief Executive Officer of Enron Europe, responsible for the development and management of Enron’s activities across Europe.  He was appointed to President and Chief Operating Officer in 1999 and then Chief Executive Officer in May 2000.  He is based at the company's European headquarters in London and is on Enron’s Executive Committee.  Prior to this appointment, he was a Managing Director with responsibility for Enron's overall European risk management and trading activities, including European gas and electricity trading, and information technology.  John moved to London in 1996 to manage the Company's gas and power marketing activities in Europe.  He joined Enron in the U.S. in 1994 and until 1996 managed the Company's natural gas trading in the Western U.S. Before joining Enron, John served as Vice President for American Hunter Energy for three years, trading natural gas in the western U.S.  Before this, he was Director of Corporate Sales at Pacific Gas & Electric Company, headquartered in San Francisco, California.  John received his Bachelor of Science and Master of Science degrees from California Poly State University in Mathematics and Computer Science, respectively.

STRUCTURE 
Enron is establishing Net Works to pursue opportunities in the Targeted Industries where it will apply the same business model the Company has utilized to transform other industries.  While Net Works is a strategic priority for Enron, the Company prefers to establish and develop these opportunities off-balance sheet rather than consolidating sizeable Old Economy assets before having an opportunity to convert them to New Economy assets.  
Each of Enron and the outside investors will own partnership interests in Net Works, an entity being established as a limited partnership.  Net Works’ Board of Directors, split evenly between Enron and outside investors, will make key strategic and policy decisions.  The businesses will be managed day-to-day by Enron through a shared services agreement.
	ORGANIZATIONAL STRUCTURE
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[bookmark: _Ref489097749]ENRON’S PULP AND PAPER BUSINESS
Enron will contribute its current pulp and paper business, the majority of which is a financial trading book, to aid Net Works in the development of a deeper paper market.  The pulp and paper business was started in May 1997.  It has grown to a team of forty professionals between Enron’s Houston and London offices, which include twenty-five individuals making markets in different products.  Enron’s pulp and paper group performs and markets forward market making activities.
The success of this group has been demonstrated by the increase in transactions since inception from 14 in 1997 to 73 in 1998 and more than 430 transactions in 1999.  The first half of 2000 has seen continued growth with more than 870 transactions completed.  In addition to transaction growth, the volume of metric tonnage traded has also increased.  Metric tonnage traded, primarily in financial contracts, was approximately 300,000, 4,500,000, 6,500,000 and 5,700,000 for 1997, 1998, 1999 and first half of 2000, respectively.  Lumber trading began in 2000 and more than 310 trades of 288,700 thousand board feet (“MBFs”).  
Pulp and paper products were launched on EnronOnline in December 1999 and transferred to Enron’s new industry-specific website, clickpaper.com, in July 2000.  To date, a limited number of transactions have been executed on the Internet due to the current illiquidity in the market.  Once Net Works has access to physical goods, a physical market is expected to develop with Net Works as the principal-based market-maker, acting for its own account, both in the traditional phone distribution method and in the New Economy distribution channel of the Internet.  As more standardized contracts are developed and the behavior of buyers and sellers migrates toward price-driven commodity markets, it is expected that Internet distribution will have the same effect on developing liquidity in the paper market as the Company has experienced in the other online markets. All activities surrounding this business are being contributed to Net Works, including the book, the client list and the momentum established over the past years.  Enron currently trades 23 pulp and paper products.  
ENRONONLINE TECHNOLOGICAL CAPABILITIES
EnronOnline has differentiated itself from other online marketplaces in several ways. First, it is a principal-based marketplace that continuously offers bid and ask prices for all products traded during trading hours.  It can ensure that every trade price offered is firm because Enron executes all trades as either the seller or buyer.  Second, it utilizes proprietary software that allows real time pricing described in the following paragraph.  The EnronOnline system is capable of handling thousands of price changes each minute, which is necessary to keep up with a volatile marketplace and to keep the best price available at all times.  Also built into this system are checks and balances from risk control policies that monitor all positions and manage risk.  This software functionality will be integrated into the new web marketplace for each Targeted Industry.  EnronOnline has the capability of adding links to its site that direct customers to the new industry websites.
The unique technology behind EnronOnline is primarily based on the proprietary price manager software that Enron has developed to allow real-time price updates to be displayed.  The price manager is a system that allows traders to manipulate the prices displayed based on activity on the site and in the marketplace.  The system can be set up to increase or decrease posted bid/offers by a certain dollar amount in response to market movement or to a sale or purchase of a specific product.  The system also has capability to link several products and adjust prices with the movement of any other product.  Traders continually monitor these movements and can override or change a price at any time.  The site is automatically updated, thereby providing a liquid market at all times for the customers.  Finally, the system is also capable of customizing some trades by combining the appropriate underlying transactions to satisfy the request of the purchaser.
ENRON CREDIT SUPPORT
Enhancing Net Works’ credit through support from Enron is an important component of executing the business model.  Historically, MG plc has had limited transactions in the long dated market because counterparties were reluctant to trade with MG plc based on its perceived non-investment grade credit rating.  Net Works will build its long-term origination business utilizing the support of Enron’s investment grade credit rating. 
Enron will provide credit enhancement protection to counterparties on transactions executed. In essence, from a counterparty’s viewpoint, a transaction completed with Net Works is the credit equivalent of completing a deal with Enron. Enron is currently rated BBB+ and Baa1 on its senior unsecured debt from Standard & Poor’s and Moody’s, respectively. The ongoing credit support extended to Net Works is a substantial commitment by Enron.  
ENRON’S RISK MANAGEMENT SUPPORT
Enron has developed a sophisticated Risk Assessment and Control Group which is independent of Enron’s origination organizations and reports to the Enron Board of Directors.  The group contains approximately 135 professionals, and draws upon accounting, legal, tax, engineering, trading and risk management resources, while utilizing sophisticated concepts that enhance Enron’s overall risk management.  For monitoring risk in trading transactions, the Credit Risk Management and Market Risk Management organizations provide the primary oversight.  Enron’s Risk Assessment and Control Group will provide oversight to Net Works to ensure that appropriate risk thresholds are determined and managed for each new market.  See Appendix B of this Memorandum for more details on Enron’s risk management functions.
ENRON ASSOCIATION
Enron was 18th in Fortune Magazine’s ranking of the 500 largest U.S. companies based upon 1999 revenues and was also recognized by Fortune as the most innovative company of 2000, marking the fifth consecutive year that the company received such recognition.  The public equity markets view Enron as a high growth New Economy company and have rewarded it with a commensurate price to earnings multiple. 
To support the development of the Enron brand, the Company proactively manages its public relations.  Net Works will benefit from more than $20 million in advertising expenditures that the Company makes each year and the continued publicity Enron believes it will receive as an innovative company.  Net Works will obtain credibility from its association with Enron.

VI.  ENRON CONTRIBUTED ASSETS


 


[bookmark: _Ref489097981]The financial projections contained herein were prepared by the Company’s management and are qualified by, and are subject to, the assumptions and other information set forth in this Memorandum. The projections necessarily are based upon a number of estimates and assumptions that, while presented with numerical specificity and considered reasonable by Enron, are inherently subject to significant business, economic and competitive uncertainties and contingencies, many of which are beyond the control of Enron, and are subject to change.  The projections and actual results will vary and those variations may be material.  The inclusion of the projections herein should not be regarded as a representation of Enron or any other person or entity that the projections will be achieved.  None of Enron, Net Works, CSI or their respective agents or representatives assumes responsibility for the accuracy or adequacy of the projections contained herein.  Recipients of the Memorandum are cautioned not to place undue reliance on the projections.
In order to project Net Works economics, a detailed five-year financial model has been developed by management.  The model is a work in process as Net Works is continuously reviewing opportunities in the Targeted Industries and refining its acquisition assumptions.  
Acquisition Assumptions.  The model assumes that platform acquisitions are made by year-end 2000 in two of the Targeted Industries, base metals and pulp and paper.  In base metals, Enron has acquired MG plc.  It will be acquired at cost basis by Net Works and the purchase assumptions reflect the actual transaction offered in May 2000.  The purchase price for the pulp and paper company (“PaperCo”) assumes the median for comparable industry transaction multiples.  A combination of debt and cash will be used for each acquisition, assuming all debt will be placed on the operating company level.  Current leverage assumptions for each of the acquired companies assume relevant financing benchmarks for each industry.  
Basis of Forecast.  MG plc’s historical performance forms the foundation for the base metals forecast.  In the pulp and paper industry, a benchmark company has been identified and the model uses that company’s performance as a foundation.  There can be no assurance that this company will be acquired or that a comparable substitute will be found.
Operational revenues in the underlying businesses are projected according to industry cycles and do not reflect any added benefits or synergies.  The development of physical and financial trading markets for these industries, as well as the opportunity for additional long-term transactions are captured as incremental profits that result in growth in gross profit. 
	GROSS PROFIT BY BUSINESS

	($ in millions)                    

	MG plc
	PaperCo
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VII.  MANAGEMENT PROJECTIONS AND ASSUMPTIONS


VII.  MANAGEMENT PROJECTIONS AND ASSUMPTIONS



BASE METALS  MG PLC
Acquisition Assumptions
Enron announced the proposed purchase of MG plc on May 22, 2000, at a multiple of 8.2x 2000 pro forma (“PF”) EBITDA, excluding short-term debt.  The 2000 EBITDA of $55 million is based on 6 months of actual results and 6 months of budgeted estimates.  The purchase price was US$446 million, an 8% premium over the public market value of the company at the time the deal was announced.  The acquisition is being bridge financed by Enron until it is acquired by Net Works.
Base Business
The assumptions for MG plc’s base business do not factor in any additional upside from implementation of Enron’s business model.  Revenue for MG plc’s base business, based on a conservative set of assumptions, is projected to grow at 8.5% in 2001, 7.5% in 2002, 4.0% in 2003 and 2004 and 3.0% in 2005.  Costs of goods sold are projected to grow in line with revenues.  Projected trading gross profit grows at the five-year historical average in 2001 and remains flat in subsequent years.  Commission gross profit grows at 8% for 2001 and 2002 and then 4% thereafter, based on anticipated price stability.  Warehousing gross profit is projected to drop 10% since the growth in 2000 was abnormal, and then grow at 3% in line with inflation.  To support general operations of the business, as well as incremental activities engaged in after implementation of the Enron business model, a cost-based fee will be paid by MG plc under a shared services agreement. These assumptions result in a relatively flat EBITDA margin which averages 1.4% over the five-year projection period.
Incremental Business
MG plc’s incremental trading and financial services profit is based upon projected margins on long-term customized products and additional trading volume due to increased market liquidity.  Given Enron’s extensive experience in structured power and gas deals and the credit enhancement provided, management anticipates that MG plc will be able to originate a significant number of long-term structured swaps such as poly-metallic transactions that bundle physical and financial products and physical derivatives.  These customized products should expand the MG plc profit margin.  
The incremental business is projected to steadily increase EBITDA as Enron’s business is implemented and the effects of increased liquidity are realized.  Enron believes these projections are reasonable given the already established business of MG plc, the similar success experienced through EnronOnline, the similarities in corporate culture, and the ease with which Enron believes it will be able to execute its business model.
PULP AND PAPER - PAPERCO
Acquisition Assumptions
Net Works has utilized a benchmark company and assumed that this business could be purchased at a multiple of 5.7x 2001E EBITDA.  The purchase of PaperCo is assumed to be financed with senior and subordinated debt that result in an industry average total debt/book capitalization ratio.  There is no assurance that this company will be acquired on such terms or that a comparable alternative acquisition candidate will be found.
Base Business
Revenues are based on Net Works internal projections that were developed using production rates and Enron’s market curves.  Estimates for revenue growth reflect a downward cycle starting in 2002.  Net Works has projected that a decrease in cost of goods sold would accompany the cyclical downturn in revenues, counteracted by a 50% increase in the consumer price index for raw material costs.  To support general operations of the business, as well as incremental activities engaged in after implementation of the Enron business model, a cost-based fee will be paid by PaperCo under a shared services agreement.  For the base business, these assumptions result in a flat EBITDA margin of approximately 15% over the five-year projection period.
Incremental Business
Enron’s Pulp and Paper Group has designed a top-down valuation model to quantify the magnitude of the opportunities in the financial and physical markets for pulp and newsprint.  The global market for pulp, specifically northern bleached softwood kraft (“NBSK”) and northern bleached hardwood kraft (“NBHK”), is estimated to be $14.2 billion in revenues in 2001 and the North American market for newsprint is estimated to be $8.5 billion in revenues in 2001.  The base case assumes that both of these markets grow at 3% per year.  Gross profit from incremental business is projected to steadily increase during the implementation of the business model.  As implementation progresses, liquidity is expected to accelerate resulting in increased volumes and additional opportunities for long-term structured transactions.


The following is a summary of certain terms of the Agreement of Limited Partnership of Net Works Partners, L.P., (the “Limited Partnership Agreement”).  This summary is qualified in its entirety by reference to the Limited Partnership Agreement, which will be furnished to qualified investors upon requested and should be reviewed carefully. 
	[bookmark: _Ref489097759]The Partnership:
	Enron Corp. ("Enron") is establishing Enron Net Works Partners, LP, a Delaware limited partnership ("Net Works") to pursue asset acquisitions in the base metals, pulp and paper, lumber and steel industries (the “Targeted Industries”) where, by utilizing Enron’s business model, there is an opportunity to become a leading principal-based market-maker.

	General Partner:
	Enron Net Works Management LLC, a Delaware limited liability company (the "General Partner"), an indirect wholly owned subsidiary of Enron, will be capitalized by a portion of the Enron Capital Contribution and will manage the business and affairs of Net Works.

	Relationship with Enron:
	Employees of Enron, acting pursuant to a shared services agreement between Enron and Net Works, will manage the affairs of Net Works under the supervision of the Board of Directors of Net Works described below.  Enron will present acquisition opportunities in the Targeted Industries to Net Works.  Investments in the Targeted Industries aggregating $75 million or less will be acquired by Net Works without the consideration of Net Works’ Board of Directors.  Investments of larger amounts will require the approval of Net Works' Board of Directors.  
Enron may, but shall not be required to, present investment opportunities in other industries or lines of business to the Board of Directors of Net Works for their consideration.  Enron shall have no obligation to present opportunities in any industry or line of business other than the Targeted Industries (or in any industry or line of business relating to any investment rejected by the Board) to Net Works or to any of the Partners .

	Initial Capitalization:
	$1.0 billion in total equity commitments from Limited Partners as described herein.

	Minimum Capital Commitment:
	$50 million, unless agreed otherwise by the General Partner.

	Enron Contributed Assets:
	Enron's existing book in the pulp and paper business, technical capabilities developed by EnronOnline, and credit enhancement protection to counterparties. 



VIII.  SUMMARY OF KEY TERMS AND CONDITIONS


	Initial Closing Date:
	An initial closing will be held as soon as practicable after the General Partner determines adequate capital has been committed to commence Net Work operations (the “Initial Closing Date”).  At the Initial Closing Date, (i) the General Partner shall contribute a portion of the Enron Contributed Assets having a value equal to 1% of the initial Capital Contributions of the Limited Partners in exchange for the general partner interest in Net Works, (ii) Enron shall contribute the remaining Enron Contributed Assets in exchange for an interest as a Limited Partner of Net Works, and (iii) the Limited Partners being admitted at the Initial Closing Date shall make Capital Contributions in the amount required of their respective Capital Commitments in exchange for interests as Limited Partners of Net Works.

	Subsequent Closing Dates:
	Within 270 days of the Initial Closing Date, one or more subsequent closings will occur for the admission of additional Limited Partners.  At any Closing Date, the Limited Partner being admitted to Net Works will be required to make a Capital Contribution equal to the sum of (i) the ratio calculated by dividing the Capital Commitment of the Limited Partner being admitted by the aggregate Capital Commitments of all Partners including the Limited Partners being admitted times the amount of (a) all legal, organizational and other expenses incurred by or on behalf of Net Works prior to the date of such admission and to the extent paid from Capital Contributions of the Partners, and (b) the higher of cost or the then fair market value (determined in good faith by the General Partner taking into account any favorable developments since acquisition by Net Works which would justify a higher valuation than cost) of all assets held by Net Works prior to the date of such admission and to the extent paid from Capital Contributions of the Partners and (ii) its pro rata portion of any additional Capital Contributions being requested of all Partners by the General Partner at such subsequent Closing Date.  The amounts described in (i) will be distributed as a return of capital to the preexisting Partners in proportion to their funded Capital Commitments, and the unfunded Capital Commitments of the preexisting Partners will be increased by the amount of capital so distributed.  In addition, interest of 8% per annum on the amount described in (i) shall be paid by each Limited Partner upon admission to Net Works, and such interest shall be distributed to the preexisting Partners in proportion to their funded Capital Commitments (without reduction of such preexisting Partners' Capital Accounts).

	Investments in Targeted Industries:
	Net Works will make investments in or acquisitions of businesses in the Targeted Industries.  The Board of Directors of Net Works shall have the right to approve each Qualified Investment in the Targeted Industries that exceeds $75 million.  If any such Qualified Investment is not approved by the Board of Directors, Enron may pursue such opportunity (and any opportunity relating to the industry or line of business involved in such opportunity) without any obligation to offer any further interest therein to Net Works.
Investments in the Targeted Industries ("Qualified Investments")  may include asset purchases, the acquisition of other principal trading companies or the acquisition of production capabilities.  

	Excluded Businesses:
	Enron shall have the right, without any obligation to offer any interest to Net Works therein, to undertake any business activities of any kind or character in each industry or line of business other than in the Targeted Industries, including, without limitation, petrochemicals, data storage, gas, power, broadband, emissions credits, coal and all other existing or future business activities of Enron or its affiliates (the “Excluded Businesses”).  Opportunities that come to Net Works outside of the Targeted Industries shall be considered Excluded Businesses and be given to Enron.

	Eligible Investors:
	Enron and a selected group of private equity investors, including venture capital, buyout investors, financial institutions, private foundations and endowments, governmental pension plans and private pension plans (collectively, the "Limited Partners" and together with the General Partner, the "Partners"), in each case who are "qualified purchasers" within the meaning of the Investment Company Act of 1940 (the "Investment Company Act")(provided, that no more than 25% of the Partnership interests may be held by private pension plans and any government plans that treat themselves as plans subject to the Employee Retirement Income Security Act of 1974 (“ERISA")).

	Investment Period:
	The period during which Capital Commitments may be drawn (the “Commitment Period”) will begin on the Initial Closing Date and will end on the third anniversary of the final subsequent Closing Date.  The Commitment Period may be extended beyond such third anniversary by the General Partner; provided, that the Commitment Period may not be extended beyond the fifth anniversary of the Initial Closing Date.  Upon the expiration of the Commitment Period (as extended, if extended), all Partners will have no further obligation with respect to their unfunded Capital Commitments, except to the extent necessary to (i) complete investments by Net Works in transactions for which Net Works is committed (by agreement or by letter of intent, memorandum of understanding or other pre-contractual expression of mutual intention to complete a described Qualified Investment) prior to the end of the Commitment Period, and (ii) complete investments by Net Works in transactions that have had an initial closing as of the end of the Commitment Period (or thereafter as permitted by clause (i)) but which have not yet been fully funded.
Capital Commitments may be drawn down to fund the investments and acquisitions, to repay indebtedness under any credit facility of Net Works or businesses as acquired by Net Works, and to fund working capital needs.
Net Works will dissolve with the first to occur of the following:
i)	a determination by the General Partner of the occurrence of a material adverse change in the aggregate investment opportunities available to Net Works;
ii)    consent of the General Partner and a majority in interest of the Limited Partners;
iii)  the second anniversary of the expiration of the initial Commitment Period;
iv)   the liquidation of all of Net Works assets and distribution of the proceeds thereof;
v)    the removal or withdrawal of the General Partner; and 
vi)   the bankruptcy, etc. (i.e., the occurrence of an event of the type described in Section 17‑402(a)(4) or (5) of the Delaware Revised Uniform Limited Partnership Act) of Net Works or the General Partner.

	Reporting and Meetings:
	Each Partner will receive (i) audited annual financial reports of Net Works; (ii) quarterly unaudited financial reports of Net Works; and (iii) other information, as specified in the Partnership Agreement.
Net Works will grant to each Partner a reasonable right of access to information regarding Net Works tax returns and distributions and visitation rights to permit each Partner to inspect such information, and to monitor Net Works investments.  The Partners will agree to an appropriate reporting mechanism with respect to individual businesses acquired by Net Works.
The Partnership Agreement will provide for annual meetings of the Partners.

	Distributions:
	All distributions from Net Works shall be made in accordance with sharing ratios of the Partners.  A Partner's sharing ratio shall be the ratio, expressed as a percentage, of the aggregate capital contributions of such Partner to the aggregate capital contributions of all Partners.
All items of income, loss, deduction and credit shall be allocated to the Partners in a manner consistent with the distributions to the Partners as provided above.

	Timing of Distributions:
	Net Works will make distributions periodically as determined by the General Partner when funds (net of any amounts necessary or advisable to pay expenses, to repay any debt obligations, or any reserves that the General Partner in its reasonable judgment deems necessary to meet other obligations of Net Works (including operating expenses)) are available therefor.

	Termination/Liquidating Events:
	In addition to the termination events identified under "Investment Period" above, by the vote of a required interest of the Partners, Net Works may be terminated upon the occurrence of certain events specified in the Partnership Agreement, including a Removal Event (as defined below) or a material adverse change in the financial condition of Net Works.  The General Partner will be obligated to notify the Partners of the occurrence of any of the termination events.

	Exit Provisions:
	The Limited Partners will have the option to liquidate their Partnership interests through (i) a purchase of the Limited Partners’ interests in Net Works by the General Partner pursuant to an agreed valuation method for determining the fair market value of such interests (the "Fair Market Purchase"), (ii) an initial public offering of the Partnership interests, and (iii) a distribution upon the occurrence of a termination or liquidation event as described above.

	Withdrawal and Transfer:
	Except as pursuant to the Fair Market Purchase or as part of an initial public offering of the Partnership interests as described above, the Limited Partners may not sell, assign or transfer their partnership interests (including by merger or operation of law) except with the prior consent of the General Partner (which consent may be withheld in the sole discretion of the General Partner), and each transferee must be a qualified purchaser within the meaning of the Investment Company Act.  Enron may not transfer its interest as General Partner of Net Works to non-affiliates of Enron without the consent of the Board of Directors of Net Works, but may transfer all or a portion of such interests to one or more affiliates of Enron without consent.  For purposes of this clause, the definition of "affiliate of Enron" means any person that, directly or indirectly through one or more intermediaries, controls or is under direct or indirect common control with Enron; or in which Enron retains, directly or indirectly, economic exposure to and ownership of no less than 20% of the earnings of  such person.  As used herein, the term "control" means possession, directly or indirectly, of the power to direct or cause the direction of the management or policies of a person, whether through the ownership of voting securities, by contract or otherwise.
In addition, except in the case of a sale, transfer or assignment to an affiliate and a required sale as described under “Exit Provisions” above, Partners may not withdraw from Net Works prior to its termination.

	Management:
	Day-to-day management of Net Works and the structuring and negotiation of investments and acquisitions will be performed under the direction of the General Partner by employees of Enron pursuant to a shared services agreement to be entered into between Enron and Net Works.
Net Works will have a Board of Directors, consisting of four directors appointed by Enron and four directors appointed collectively by the vote of a majority in sharing ratios of the Limited Partners (other than Enron).  A majority of the Board of Directors will constitute a quorum.  Officers and personnel of Enron will oversee the operations of Net Works on a day-to-day basis.  Certain business activities will be subject to the Board's consent rights described below.  The Board of Directors shall review and approve annual budgets prepared by Enron for Net Works’ activities.  Neither Net Works nor the General Partner on behalf of Net Works may take any of the following actions without the consent of a majority of the entire Board of Directors of Net Works:
i)	the approval of any investment or acquisition in any Targeted Industry  (including capital commitments and debt incurred or assumed) of more than $75 million;
ii)	the entering into, modification of, termination or waiver of any right under any material agreement or transaction (other than as contemplated by the transaction documents) between Net Works and Enron if the value of the consideration to be paid, received, loaned or otherwise delivered by Net Works pursuant to such agreement or transaction is greater than $25 million;
iii) 	capital expenditures that exceed amounts contained in previously approved budgets by more than 25%; 
iv)	the appointment of any independent accountant or firm of independent accountants other than one of the "big five" international accounting firms to serve as Net Works or any of its business's auditors; 
v)  the commencement by Net Works of a voluntary case or proceeding under any applicable Federal, State or foreign bankruptcy, insolvency, reorganization or other similar law or of any other voluntary case or proceeding to be adjudicated a bankrupt or insolvent or the consent by Net Works to the entry of a decree or order for relief against Net Works in an involuntary case or proceeding under any applicable Federal, State or foreign bankruptcy or insolvency case or proceeding against Net Works, or the filing by Net Works of a petition or answer or consent seeking reorganization or relief under any applicable Federal, State or foreign law, or the consent by Net Works to the filing of such petition or to the appointment of or taking possession by a custodian, receiver, liquidator, assignee, trustee, sequestrator or similar official of any substantial part of its property, or the making by Net Works of an assignment for the benefit of creditors, or the admission by Net Works in writing of its inability to pay its debts generally as they become due, or the taking of action in furtherance of any such action; 
In addition, a majority in sharing ratios of the Limited Partners (other than Enron) will have the right:
i)	to terminate Enron as General Partner if the General Partner takes or fails to take any action or engages in any course of conduct that constitutes gross negligence or willful misconduct (a “Removal Event”);
ii)	upon such termination, to appoint and remove a successor General Partner for Net Works; and
iii) to approve any material amendment of the Partnership Agreement of Net Works.

	Shared Services Arrangements and Fees:
	For services provided by Enron under the shared services agreement, Enron will be paid (i) a fee designed to reimburse Enron for its direct costs and (ii) a fee to reimburse Enron for the indirect costs of shared services rendered as contemplated by the shared services agreement.

	Net Works Expenses:
	Net Works will pay all reasonable out-of-pocket costs and expenses of Net Works and third parties relating to Net Works’ activities.  Enron will be reimbursed by Net Works for Enron’s expenses related to establishment of Net Works. 

	Tax and ERISA Considerations:
	Net Works will likely generate income that will be deemed “unrelated business taxable income” within the meaning of Section 512 of the Code (“UBTI”).  The General Partner will seek to minimize the income tax effects of such UBTI consistent with the investment objectives of Net Works.  Investors should consult their advisors concerning the U.S. federal, state and local and foreign tax consequences of an investment in Net Works.
Investors subject to ERISA, or investors that constitute plans within the meaning of Section 4975 (e) (1) of the Internal Revenue Code of 1986, as amended (the “Code”) should consult their own advisors as to the effect of the fiduciary responsibility rules of ERISA and/or the prohibited transaction rules under Section 4975 of the Code.  Net Works may require certain representations or assurances from investors subject to ERISA to determine compliance with ERISA provisions, and participation by investors subject to ERISA will be limited to 25% of the total commitments of the Partnership.

	Indemnification:
	Enron, the General Partner, and their respective directors, officers, employees and agents will not be liable to Net Works or the Limited Partners for any act or omission in the absence of willful misconduct or gross negligence.  Net Works will indemnify Enron, the General Partner, and their respective directors, officers, employees and agents for any loss or damage incurred by it acting on behalf of Net Works or in furtherance of the objectives of Net Works or arising out of or in connection with Net Works, except for losses incurred from its own willful misconduct or gross negligence.  

	Legal Counsel:
	Vinson & Elkins L.L.P.

	Independent Auditor:
	Arthur Andersen L.L.P.



[bookmark: _Ref489097802]By identifying market opportunities early and responding quickly, Enron has grown revenues, net income and assets significantly over the past decade.  Revenues and net income have grown from 1989 to June 30, 2000 at a compounded annual growth rate (“CAGR”) of 17.4% and 16.2%, respectively, while total assets have grown at a 14.8% CAGR through March 31, 2000.
	OPERATING PERFORMANCE

	Total Assets 
(in billions)
	Annual Revenues 
(in billions)
	Net Income
 (recurring, millions)
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Paralleling Enron’s operational growth is the Company’s equity market capitalization, which has grown 17.5 fold since 1989 and delivered average annual returns to investors of approximately 26.3%.  Enron believes that its financial success, together with its effort to benefit from present and future global energy deregulation, and its entry into the U.S. broadband market, has been responsible for increasing the price earnings multiple at which Enron common stock trades, approximately 50.9 times consensus 2000 EPS estimates as of July 25, 2000.
	STOCK MARKET PERFORMANCE

	Price/Earnings Ratio
	Market Capitalization
(in billions)
	Annualized Return (a)
(January 1, 1990 to June 30, 2000)
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	______________________________________________________________________________________
(a) Compounded annual growth rate assuming dividends re-invested at time of payment.	
(b) Peer Group includes: The AES Corp., BG Group Plc, Columbia Energy Group, Duke Energy Corp., Dynegy Inc., PG&E Corp. and Williams Communications.


As highlighted in Section III of this Memorandum, Enron’s operations are organized into five divisions.  
APPENDIX A
ENRON’S FINANCIAL PERFORMANCE
 

[bookmark: _Ref489097802]Enron has developed a sophisticated Risk Assessment and Control Group independent of its origination organizations and that reports to the Enron Board of Directors.  The group contains approximately 135 professionals, and draws upon accounting, legal, tax, engineering, trading and risk management resources, while utilizing sophisticated concepts that enhance Enron’s overall risk management.  For monitoring risk in trading transactions, the Credit Risk Management and Market Risk Management organizations provide the primary oversight.  Enron’s Risk Assessment and Control Group will provide oversight to Net Works to ensure appropriate risk thresholds are determined and managed for each new market.
[bookmark: _Ref489097830]CREDIT RISK MANAGEMENT
Credit Risk Management has approximately 39 professionals and performs a credit review of every transaction and counterparty.  The group also provides support in pricing credit risks in structured commodity transactions, as well as managing credit exposure from online trading.  Appropriate credit insurance is obtained to reduce the Company’s exposure.  All trading activities are aggregated into a consolidated portfolio where exposure can be evaluated and appropriate credit reserves determined.
The primary credit risk is counterparty credit evaluation and exposure.  Enron has developed systems and policies to manage this risk.  Enron has developed an E-Rating system that is based on quantitative and qualitative analysis and assigns a rating from one to twelve to a counterparty.  A rating between 1 and 5 indicates investment grade, with one being equivalent to S&P’s AAA/AA+ and Moody’s Aaa/Aa+ and five equivalent to BBB- and Baa3 from S&P and Moody’s, respectively.  A rating between six and twelve is considered speculative (or non-investment grade).
To manage counterparty exposure, a credit reserve is recorded against mark-to-market earnings.  This reserve reflects the market price of credit on the transactions and is reviewed monthly to confirm adequacy.  The credit is priced at a transaction level utilizing Monte Carlo simulation.  Factors considered include tenor of deal, interest rates, internal counterparty credit rating, credit enhancements, commodity volatility, forward commodity prices and probability of default derived from corporate bond spreads.  
Enron requires a credit contract to be signed with trading counterparties.  The contracted credit provisions are designed to facilitate management of credit exposure over the life of the contract and to define remedies in the event of default.  For those products traded under master contracts, risk mitigants include netting provisions, liquidated damages, default triggers, material adverse change clauses and a collateral threshold.  Counterparties may also be required to provide credit enhancement if deemed necessary.  This enhancement could take the form of a parent company guarantee, a bank letter of credit or cash collateral.  Alternative deal structures may be available when counterparty credit is weak and credit enhancements are not available.
MARKET RISK MANAGEMENT 
Market Risk Management has approximately 25 professionals and administers the Enron Corp.  Market Risk Management Policy.  The group prepares detailed analysis of proposed new markets for trading (“Risk Reviews”) and monitors trader performance.  Finally, the group has developed the RisktRAC system, a sophisticated computer system which allows the group to aggregate and analyze Enron’s worldwide market and credit risk exposure.
Enron’s Market Risk Management Policy is approved by the Board of Directors and helps to ensure that procedures are in place to identify risks and flag issues that require management attention.  The Market Risk Management Policy also ensures that appropriate checks and balances are in place and that trading authorization limits are established.  Performance of portfolios is analyzed for “Value-at-Risk” limit violations, average risk amounts, return on risk and limit utilization.  Value-at-Risk has become Enron’s standard measure of risk across portfolios and businesses.  It projects the loss that may be experienced in the value of a portfolio over a defined time period with a given confidence interval due to changes in market risk factors.  Enron’s Value-at-Risk methodology uses a 95% confidence interval and a one-day time horizon for each commodity and for the Company as a whole.

APPENDIX B 
ENRON’S RISK ASSESSMENT AND CONTROL GROUP



[bookmark: _Ref489097869]Prospective investors should carefully consider the risks identified below, together with the other information contained in this Memorandum, before investing in Net Works. 
Limited Operation History.  Although Enron has trading activities in certain of the Targeted Industries, Net Works business strategy in the Targeted Industries and its related revenue and income potential is unproven and its business model is still emerging.  Net Works business is subject to risks, expenses and uncertainties encountered by companies in the new and rapidly evolving market for eCommerce products and services.  These risks include the failure or inability to (i) provide services to clients that are reliable and cost-effective; (ii) expand sales structure and marketing programs; (iii) increase awareness of brand or market positioning or the relative advantages of Net Works services as compared to traditional distribution channels in the Targeted Industries; and (iv) respond to technological developments or service offerings by competitors.  Net Works may not be able to implement its business plan successfully, or at all. 
Strategic Relationships.  The success of Net Works business plan depends, in part, on its ability to maintain and expand the network of customers, suppliers, traders, investors, brokers, dealers, banks and other financial institutions that will use its interactive electronic marketplaces.  Net Works cannot assure investors that it will be able to develop and expand its marketplaces, or that it will be able to retain participants in its marketplaces.  There are no agreements with market participants requiring them to trade with Net Works or otherwise use Net Works' electronic marketplaces.  These arrangements may not generate the expected number of new customers or trading volume.  To successfully execute the business plan, Net Works must build awareness and understanding of its electronic marketplace products, brand and the adaptability of its electronic marketplaces for commodities.  In order to build this awareness, Net Works marketing efforts must succeed and provide high-quality services.  These efforts will result in significant expenses and Net Works cannot be assured that the marketing efforts will be successful or that the allocation of funds to these marketing efforts will be the most effective use of those funds. 
Government Regulations.  Net Works may be subject to various laws and regulations relating to its business, which include numerous laws and regulations generally applicable to the Targeted Industries. Due to the increasing popularity and use of the Internet, it is possible that a number of laws and regulations may be adopted or interpreted in the U.S. and abroad with particular applicability to the Internet.  It is also possible that new laws and regulations may be adopted or interpreted by the U.S. and foreign governments, to address the sale and distribution of commodities utilizing the Internet.  In addition, it is possible that governments may enact legislation that may be applicable in areas such as content, product distribution, network security, encryption and the use of key escrow, data and privacy protection, electronic authentication or "digital" signatures, illegal and harmful content, access charges and re-transmission activities.  Moreover, the applicability to the Internet of existing laws governing issues such as property ownership, content, taxation, defamation, personal privacy, product liability and environmental protection, as well as the necessity for governmental permits, labeling, certifications and the need to supply information to relevant parties, is uncertain.  Most of these laws were adopted before the widespread use and commercialization of the Internet and, as a result, do not contemplate or address the unique issues of the Internet and related technologies.  Any export or import restrictions, new legislation or regulation or governmental enforcement of existing regulations may limit the growth of the Internet, increase the cost of doing business or increase legal exposure.   Any of these factors could have a negative effect on Net Works business, revenues, results of operations and financial condition.
Acquisitions and Intermediation.  Net Works intends to acquire access to specific physical assets in the Targeted Industries utilizing various acquisition approaches.  To be successful, Net Works will need to identify specific companies, assets, applications, technologies and businesses that are suited to transform and integrate disparate technologies and corporate cultures and manage geographically dispersed 

companies or assets.  The activity of identifying and implementing potential investments entails a high degree of uncertainty.  There can be no assurance that Net Works will be able to successfully identify and implement such investments.  Moreover, acquisitions could divert attention from other business concerns and expose Net Works to unforeseen liabilities or risks associated with entering new markets or acquiring new assets.  Finally, Net Works may lose key employees while integrating these new companies or assets.  Integrating and transforming newly acquired organizations, assets and technologies into Net Works could be expensive, time consuming and may strain Net Works’ resources.
Relationship with Enron.  Enron will own directly or indirectly the General Partner and a substantial limited partner interest in Net Works.  As a result of its interest in the General Partner and its role as Manager, Enron will exert a significant influence over the policies, management and affairs of Net Works, including its investments in the Targeted Industries.  Certain individuals that serve as officers and directors of Enron may also serve as directors of Net Works.  The directors and officers of Enron have fiduciary duties to manage Enron, including its investments in subsidiaries and affiliates, in a manner beneficial to Enron and its stockholders.  Similarly, the directors and officers of the General Partner have duties to manage Net Works and its subsidiaries in a manner beneficial to the Partnership and its subsidiaries in accordance with the Partnership Agreement.  Therefore, the duties of the directors and officers of Enron may conflict with the duties of the directors and officers of Net Works.  Enron, its affiliates, and their respective officers and directors have been indemnified by Net Works against liabilities arising from such conflicts in certain circumstances.  In addition, certain other conflicts of interest exist and may arise in the future in a number of areas relating to past and ongoing relationships, including competitive business activities, potential acquisitions of businesses or properties, the election of new directors, marketing functions, indemnity arrangements, service arrangements, and the exercise by Enron of control over management and affairs. 



[bookmark: _Ref489097896]Attached is a Harvard Business School (“HBS”) case study written in 1993 about Enron’s transformation of the U.S. natural gas industry.  Permission to reprint has been received from HBS.
APPENDIX D
ENRON’S TRANSFORMATION OF THE NATURAL GAS INDUSTRY
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Gross Profit
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Consolidated Cash Flow Statement

Depreciation
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Capital Expenditures
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38.7

38.7
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38.7
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Net Working Capital
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