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Legal Risk Rating = 2 (on a scale of 1 to 5, with 5 representing the greatest degree of risk)

Much like it did back in late January and early February of this year, Brazil Energy Holdings Ltd., a wholly-owned subsidiary of Enron South America LLC (“BEH”), intends to instruct Morgan Stanley Dean Witter to act as its broker for a possible sale of up to 1,270,000 American Depositary Shares (the “ADSs”) in Companhia Paranaense de Energia – COPEL (“COPEL”).  COPEL is an intergrated utility with both generation and distribution assets serving the Brazilian State of Parana.  The ADSs which are the subject of this proposed transaction are a small part of over 15 million ADSs originally acquired on June 24, 1999 by a subsidiary of BEH as part of a strategy involving, among other things, the expected privatization of COPEL.  Because the ADSs were originally acquired from a seller that was arguably an affiliate of the issuer, the depositary agent for the ADSs has issued the ADSs as “restricted” securities within the meaning of the Securities Act of 1933.  The proposed sale of these ADSs is designed to take advantage of the exemptions under Rule 144 so that these securities can be sold across the New York Stock Exchange as “unrestricted” securities.  Among other things, Rule 144 will require BEH to file a Form 144 with the SEC and the NYSE concurrently with the placing of its order to sell any part of the ADSs, which form is publicly available.

As it did in the prior sale, the first part of this transaction would involve the sale of 1,270,000 ADSs within the 3-month window allowed by Rule 144.  After the expiration of the two year holding requirement under Rule 144 (expected on June 26, 2001), the volume limits under Rule 144 would no longer apply.  Accordingly, BEH and its sister Cayman Island corporation would then instruct their broker to execute trades at market prices for all of the remaining 14,173,600 ADSs held by the two companies at that time.

The legal risks associated with this transaction are as follows: 

1.	Rule 144 Compliance.  In order to satisfy the depositary agent’s requirements, Enron is obtaining a legal opinion from outside counsel for the benefit of the depositary agent stating that the proposed transaction satisfies the requirements of Rule 144.  Of course, in order to obtain this opinion, both BEH, its sister company and subsidiary will be making representations to both outside counsel and Morgan Stanley Dean Witter that include, among other things, statements regarding the absence of any underwriting intentions on Enron’s part, the absence of any affiliation with the issuer, and the absence of any other sales of the securities by Enron that would exceed the Rule 144 volume limitations.  All of these representations, however, are typical representations that would be required in a typical sale of restricted securities. 

2. Insider Trading.  In order to document that these sales are taking place without the misuse of any material insider information, senior management in the region, as well as other regional personnel involved in the sale process, are confirming in writing the absence of any material insider information regarding COPEL.  

3. Foreign Country Risks.  Although the COPEL ADR program is a relatively typical ADR program, Enron’s participation in the program has involved some unusual aspects.  First, the program was not originally set up to allow for “restricted” securities to participate in the program.  As a result, we had to have the depositary agent and issuer agree to allow our “restricted” securities into the program and have our outside counsel issue opinions, supported by typical certifications from our Brazilian affiliate, in favor of the depositary agent and issuer.  Second, for various tax and trapped-cash reasons, we transferred the shares from our Brazilian affiliate to its Cayman Island parents.  Because this involved the withdrawal of capital from Brazil, we sought and obtained the prior approval of the Brazilian Central Bank.  Our filings and other formal documentation of these transactions were reviewed and approved by our outside counsel and in some cases we even obtained formal legal opinions from our outside counsel where required by another party.

4. Other Restrictions.  These ADSs were originally acquired as part of a public auction and as a consequence do not have any contractual restrictions often typical of privately acquired securities.
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