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Optional Use as Prepay Funding Vehicle, Yosemite Cost Analysis,
Yosemite Prepay Analysis, and Conclusions & Recommendations .........

. Enron Corp. documents on details of Yosemite/ECLN structures .........

Enron Corp. charts, What are Prepays, Why Does Enron Enter into

Prepays, Actual Prepay Synopsis Overview, Actual Prepay Synopsis .....

Citigroup email, November 1999, re: Yosemite II (Europe) .....................

. Facsimile from Maples and Calder to Schroders, September 2001,

re: Delta Energy COrpOrQtiOn ............ccoeeeccieeeeeieeeeciseeeeiseessiseesesisseessseesnes

. Facsimile from Maples and Calder to Milbank Tweed, Hadley &

McCloy, November 1999, re: Delta Energy Corporation (the “Com-

DATLY”) e eette e eetee e ettt e e et e e e b e e e s tb e e e s ta e e e te e e e taee e e rraeearreeeantaeeasaaeeanraes
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IX

i. Enron Corp. email, June 2001, re: Delta Letter, attaching . . . sample
letter with the representations that Andersen would like Delta to con-
JIPTI. oottt ettt et e et e et e et e s et e e e nbaeeenbaeeetaeeeannaaeeans

j. Facsimile, re: remittance of funds to Bank of Bermuda and payment
instructions for the account of Schroder Cayman Bank and Trust
Company Limited, Reference to Delta Energy Corporation ......................

k. Correspondence from The Givens Hall Bank to Citibank, N.A., Feb-
ruary 1999, re: Delta Energy Corporation and Vega Energy Corpora-
FLOTL [RC TLOLES ..vvveeeeeeeeeieeeeeiieeeeiteeeeteeeesteeseateeseeateesaseesessaesessaeeenssaeennsseens

1. Enron/Delta Swap Confirmation; Enron/Citibank Swap Confirma-
tion; and Delta /Citibank Swap Confirmation, all dated December 22,
1999 ettt ettt e et s a et saeebeeaeetens

m. Enron/Delta Swap Confirmation and Citibank/EnronSwap Con-

firmation Drafts, dated November 2, 1999 ........ccccccooiiviiiniiniiiiieieee

n. Citigroup email, November 2001, re: Citibank Unwind Amounts .........

o. Citigroup email, December 2001, re: Ene [Enron] (Want to make sure

swaps are terminated first thing and that delta terminates simulta-

neously so that we don’t have any miSmatch.) ........cccceeeeeveeeevvereccueennnns

Correspondence from Citigroup to the Permanent Subcommittee on

Investigations, dated May 2, 2002, regarding Citigroup/Enron trans-

actions and fEES ....c...cooiiiiiiiiii e

Enron Corp. Project Yosemite, January 1999 presentation ....................

Report of Independent Public Accountants, To the Trustholders of Yo-

semite Securities Trust I, April 2001, draft financial statements and

notes for 2000 and 1999 ........cccooiiiiiiiiiiiiee e

s. Yosemite Securities Trust Ltd., Notes to Financial Statements, Decem-

BEF 31, 2000 ..ottt

Arthur Andersen LLP Memorandum, dated August 18, 2000, re:

$500,000,000 8% Enron Credit Linked Notes due 2005 Authorization

BO STGTL eveeeieeeeeeeeeeeete ettt e e et e e et e e et e e e st e e e s aee e e sbeeeeateesaataeennbaeeennbaeeantes

u. Enron Corp. letter to Arthur Andersen LLP, dated August 25, 2000,
regarding Andersen’s “comfort” letter issued in connection with the
issue and sale of Enron Credit Linked Notes .......cccccocerverniiincenicnneen.

Additional Documents Related to JPMorgan Chase Prepays:

a. JPMorgan Chase email, August 1996, re: Prepaid Forwards—Loans
Vs Derivatives (Please arrange to report the prepaid forwards as loans
effective as of August 31, 1996.) ......ueeeeueeeeeieeeeieeeeree et

b. JPMorgan Chase email, September 1996, re: Loans / Borrowings Docu-
mented aS Dertvatives ..........cocccooceeeeieiieeneiniieiieeieeee ettt

c. JPMorgan Chase email, October 1997, re: Loans/Borrowings Docu-
mented as DerivQEIVCS ..........cccueveeecuieeiieeiiieniiieeiteeteesieeeteesieesveeeaeesaeeeeas

d. JPMorgan Chase email, October 1997, re: Sampoerna Deal (I under-
stand the form of the transaction, rather than its economic substance,
WILL GOVETTL 1N ERLS CASL.) coveeeeeeiieiieeieeee ettt

e. JPMorgan Chase email, November 1997, re: Loans/Borrowings Docu-
mented as Derivatives (Based on our discussions, it was concluded
that such transactions which are confirmed with the counterparty
as derivatives should be reported in Trading Assets/Liabilities—Risk
Management Instruments and marked to market.) ...........coeeeevuveeeerveann.

f. JPMorgan Chase email, July 1999, re: DISGUISED LOANS (We are
making disguised loans, usually buried in commodities or equities
derivatives (and I'm sure in other areas).) .........c.cccccceeeeeeeseeeieeneeeenecen.

g. JPMorgan Chase email, June 1999, re: Prepaid Forwards (All of
us have been grappling for years with the issue of determining when
a structured transaction is more a kin to a loan or a derivative.
There are N0 @ASY ANSWETS.) ...c..cccueeeueerieriueesieeereesiieeteesreesseesseesseessseesens

h. JPMorgan Chase Memorandum, August 1999, re: DBF’s (Loans dis-
guised as derivatives are now known as Derivatives Based Funding.
(DBEF’S)) oottt ettt ettt ettt ettt e st e e beeeabeebaennee

i. JPMorgan Chase email, March 2000, re: Accounting for Compound
TNSEPUMEIES ..ottt ettt sttt

j. JPMorgan Chase email, March 2000, re: Prepaid Forwards (Pat
O’Brien’s group has entzrely dropped their proposal to change the ac-
counting of Prepaid Forwards. This is good news.) .................

k. JPMorgan Chase email, March 2000, re: Prepaid Forwards
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1. JPMorgan Chase email, January 1999, re: Enron CLO Discussion
(Rating agency knowledge of existing deals. Some deals that are less
know (sic) to the agencies may come to light if they are placed in
newly formed rated vehicles. This could well cause some heartburn
JOT ETUTOI) ..ottt ettt ettt ettt et e st e e s naeenaeas

m. JPMorgan Chase email, June 2000, re: Enron prepays .......cc.cccceeeuvennnee

n. JPMorgan Chase email, July 2000, re: Restructuring existing prepays

0. JPMorgan Chase email, March 1998, re: Enron Natural Gas Mar-
keting | Mahonia | Parco

p. JPMorgan Chase Memorandum, April 2002, re: PARCO Secured Loan
B0 MARONIQ ..ottt ettt sttt ettt e sttt e et e e abeeneas

q. JPMorgan Chase email, November 2000, re: Call Report for Enron
North America COrporatio (SIC) ......ccocemvveeeseeeeeeireeesireeesireesssssesssseesssnns

r. JPMorgan Chase email, December 2000, attaching JPMorgan Chase
Memorandum re: PrOJect Mahoma—$330 Million Forward Sale Nat-
ural Gas Contract Enron Financing Objectives .........ccoeeeevveeeecveeecveeann.

s. JPMorgan Chase email, April 1999, re: Mahonia Ltd. ................c..c.......

t. Mourant email, November 1997, re: Mahoniia (sic) /New Enron
TFAISACEION ..ottt ettt ettt ettt et e bt esbeesaeeebeenaee

u. JPMorgan Chase-Mahonia correspondence, December 1992, attempt-
ing to identify a Jersey company to serve as SPC in prepay .................

v. Mahonia Limited, Minutes of the First Meeting of Board of Directors,
December 29, 1992 ......ooccuiiiiiiieeeeeeeee e e et

w. Mahonia Limited, Certificate of Incorporation (States of Jersey), De-

CeMbBET 1992 ..ottt

x. Mourant & Co.-Chase Investment Bank Limited correspondence, No-
vember 1993, attaching invoices for prepay transactions with Chase ...

y. Mourant Memorandum, November 1995, re: Chase-Mahonia trans-
ACEIOML 1.eetieiiiie ettt e et e s bte e sabee e e

z. Mourant List of The Chase Manhattan Bank SPV Group (“Stoneville”
COMPATLILS) .oveeveeeeieeeeeiieeeeieeeesreeeeeseeesaseeassseeesssseeasseeessssesessseesassseeenssnes

aa. The Chase Manhattan Bank description of ownership/purpose of

The Eastmoss Trust and Mahonia Limited ..............ccccoceveueveueinnecnnecennne.
bb. The Chase Manhattan Bank-Mahonia Facsimile, December 2000,
re: Stoneville Aegean Board of Directors Minutes in connection with
Enron-Mahonia transSaction ............c..eoececeeeieeneeneeeseenieeeeeneeeeees
cc. Mo/ur/ant & Co. Limited Annual Review on Mahonia Limited, ending
22501 oottt ettt eeas
dd. JPMorgan Chase-Enron email, September 2001, re: Rep Letter for
MARONLQ ..ottt ettt et be e st e e
ee. Mourant-Enron email, September 2001, re: Mahonia Confirm ............

ff. Mahonia Limited letter to Arthur Andersen LLP, September 2001,
re: representing the nature of Mahonia’s operations ...........c.ccceeeeveeennnes

gg. Chase Memorandum, August 1996, re: list of Chase prepays

hh. Chase-Mahonia-Occidental Petroleum PrePay weeveveeerrreeeennenn

ii. Chase email, May 1999, re: accounting for Ocean Energy, Inc. prepay

i Chase presentation, December 22, 1999, on Hunt Oil Company pre-

kk. JPMorgan Chase email, August 2000, re: Columbia Prepay, attach-
ing copy of Columbia Energy Group Structurmg Summary ................

1. Chase correspondence to Michael Kopper, Director, Enron Capital
gn(ll Trade Resources, October 1994, re: Prepaid Crude Oil Forward

QL .ottt ettt et ettt e ae b e be e b e be et e beesaeaeereenes
mm. Chase-Enron correspondence, May 1999, regarding Chase review
of Enron on and off-balance sheet capital structure ..........ccoccuue..

nn. Chase presentation, Commodity Prepay Exposure Discussion, Janu-
ALY 27, 2000 ...oviiieiiieiirieeeee ettt ettt sae et e st nne e

00. Chase handwritten note, undated, re: Pre-paids (Mahonia lends
Enron $ in exchange for a promise that Enron will deliver . . .

E0 MARONIQ) ..ottt ettt

pp. Chase memorandum, December 2000, re: Project Mahonia—3$330
Million Forward Sale Natural Gas Contract Enron Financing Objec-
BEUBS ettt sttt ettt

qq. Fleet-Chase email, December 2000, re: Mahonia Forward Sale
rr. Chase email, February 2001, re: MTM for Prepays ....................
ss. Chase email, October 2001, re: Enron Prepaids .........ccccoeeeecveeencveennnns
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XI

VOLUME 2

Additional Citigroup/Enron documents related to Projects “Roosevelt,”
“Truman,” and “Nixon”:
a. Enron Corp. Facsimile to Citicorp, December 1998, re: Prepay struc-
1272 PPN
b. Citigroup email, December 1998, re: Call Report—Project Roosevelt
(ERTOTL) ottt sttt et e
Citigroup Credit Memorandum (Enron), December 1998 (Roosevelt) ....
Citigroup Facsimile, December 1998, Project Roosevelt, Overview of
MAJOT ISSULS ...vveeeeveeeeeeeeeiieeeeeeeeseeeeeteeesraeeessbaeeesseesssaeeesasaeessseeensseens
Citigroup Facsimile, December 1998, Project Roosevelt, Status Report .
Citigroup Facsimile, December 1998, Enron—Project Roosevelt, Issues .
CMAC Minutes, June 22, 1999, Prepaid Oil Transaction .......................
Citigroup email, September 1999, re: Enron-Roosevelt (. . . our expec-
tation was now that the deal would not be repaid until December).
Our approval to extend deliveries was done verbally.) ...........ccouveeeunenn.
. Enron Corp. email, November 1999, re: Truman financial prepay dia-
gram, attaching Crude Prepay 9/29/99 (. . . TD [Toronto Dominion]
provides the commodity SWAP . . .) .cooceeeereeeeecrieeeiieeeeieeeesireeeeereeesseseeesnns
j. Enron Corp. email, November 1999, re: Y2 [Yosemite II]
k. Global Loans Approval Memorandum, December 7, 1999, prepared
by Citibank (INIXOI) ...ccccveeeecveeeeiiieeeriieeecieeeetreeestreesseseeesssseeessseesssseesnnnes
1. Citigroup email, December 1999, re: Yosemite 2—Interim Solution,
attaching Derivative Credit FOrm .........ccccooeeevueeeecieerncieeeeieeeesiseeeniveesnns
Additional Documents Related to Yosemite and Enron Credit Linked
Note (CLN) Transactions:
a. Yosemite and CLN Payment StruCtUIeS ........ccccccveeecveeeecvveensireeesiveennnns
b. Project Yosemite, Enron Corp. presentation .............cccceeeeeveveeeevveeenveeenns
c. Citigroup Transaction Memorandum, Enron: Project Yosemite, April
1999, (This purpose of this memorandum is to obtain preliminary
approval to seek a mandate to provide Enron’s top tier banks with
$500MM to $1,500MM of Enron default protection.) ...........ccccceeeveerennen.
d. Citigroup email, August 1999, re: Rating Agency Discussions ...............
e. Citigroup Transaction Memorandum, Project Yosemite, $[1.0] Billion
Credit Default Swap Structure Referencing Enron Corp., 10-21-99 .......
f. Salomon Smith Barney Interoffice Memorandum, October 26, 1999,
re: Follow-up to Yosemite CMAC MEECEING ....ccccuvveeeceveeaereeeeereeeerveeeeveeenns
g. Citigroup Memorandum, October 29, 1999, Yosemite Securities Trust
1, Linked Enron Obligations (LEOs), Frequently Asked Questions ........
h. Moody’s Investors Service letter to Yosemite Securities Trust I, No-
vember 18, 1999, re: $750,000,000 8.25% Series 1999-A Linked Enron
ODbligations due 2004 .........ooueeeeeecueeeeereeeeiieeeerieeeeeieeeseteeeseeeesseeeenareeens
i. Standard & Poor’s letter to Solomon Smith Barney Inc., November
18, 1999, re: Yosemite Securities Trust I, $750,000,000 8.25% Series
1999-A Linked Enron Obligations (LEOs) due November 15, 2004 ........
j. Citigroup email, November 1999, re: Project Yosemite (. . . I am afraid
that if we ever had to defend this we would either (a) embarrass
the client or (b) lose the accounting argument.) .........cccccccceeeeeeeeeeeveenennens
k. Citigroup email, November 1999, re: Enron—Various (Yosemite: . . .
A portion of the proceeds will be used to repay our Project Roosevelt
(DELEQ).) .ottt
1. Citigroup email, November 1999, re: Enron Credit (. . . I am not
willing to approve another incremental exposure on Enron, . . .) ........
m. Enron Debt Security [Series 1999-A], November 18, 1999 ....................
n. Citigroup email, November 1999, re: Enron-Yosemite II, Citigroup
purchase of Yosemite I certificates ........cccccocceevieniiiiniiniiienieiiieieeenne
o. Citigroup email, December 1999, re: Enron Failure to Pay on Prepaid
p. Citigroup Chart, Derivative Transactions Associated With The Yosem-
ite Structure, January 2000 ..........ccccoocieriiieiiieiiee e
q. Citibank Memorandum, March 29, 2000, re: Project Yosemite—Yosem-
ite Co. Structured Credit Derivative Transaction ...
r. Citigroup email, April 2000, re: Project Yosemite—Revenue Recogni-
BLOTL ettt ettt ettt st ettt et ettt es
s. Citigroup email, April 2000, 1€: ENFON .....cccccuveeeeveeeeireeeeieeeeeieeeecvreeenenns
t. Citigroup Memorandum, August 13, 2000, Enron Credit Linked Notes
Trust (“Enron CLN”), Frequently Asked QueStions .............ccccceveeveeunans
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u. Citigroup Script document, undated, detailing Enron Credit Linked

Notes (CLN) SWAPS ..ecccveeriieeiieniieeitienieeitesteeieesteesseesseessressseessvessseasseens

v. Citigroup email, October 2000, re: Enron Follow-up (Royal Bank of

Canada as holder of $50 million Enron Credit Linked Notes) ...............

. Citigroup email, October 2000, re: Enron Follow-up ..........cccccuevuueunen.

Citigroup email, October 2000, re: Enron Follow-up (. . . upon a

credit event we can legally deliver the prepaid swap to be used to

DAy the NOtCROLARTS.) .....cccueeeueieiiiiiieieeitee ettt

y. Citigroup email, October 2000, re: Enron (. . . we ended up consoli-

dating the trust . . . and we treated the prepaid swaps as a loan

. fOr RBC DUTPOSES.) ceveeniieeiiieiieeieieeiteeieesite et ateeitesaeeteeseveeaeasveen

z. Citigroup email, November 2000, re: Enron CLN Transaction—SFAS

133 Accounting for Prepaid SWaps .......c.cecceeeecueeeciveeesireeeseiseeeeseseeseseens

aa. Citigroup Memorandum, May 2, 2001, Enron Credit Linked Notes

Trust II Senior Notes Offering (“Enron CLN II”), Frequently Asked

QUESELOTLS ..evveeeeveeeieeeeteeeetteeestveeessseeeeseeaassseeaasssesaassseeessseeeassseeensseaennes

bb. Solomon Smith Barney Memorandum, May 2, 2001, Enron Sterling

Credit Linked Notes Trust Senior Notes Offering (“Enron CLN II”),

Frequently Asked QUESEIONS ........ccccoueeeeerveeeccrieeecreeeeeireeeeseeeeeaeeessareeenanns

cc. Citigroup email, June 2001, re: Prepay Diagram, attaching chart,

$250 MILIION PTEPAY ..oocvveeveveeeeeeeeeeeeereeeeeteeeeeaeeeeese e sae s eseesesseensenseas

dd. Citigroup email, June 2001, re: Enron (. . . there is an earnings

impact, except that it is neutralized by offsettmg trades . . .) .cceeunee.

ee. Enron Corp. Memorandum, September 20, 2001, re: Citibank / Delta

Prepay Transactions (. . . some concerns with respect to the structure

of the prepay transactions . . ) ettt

ff. Citigroup email, November 2001, re: ene [Enron] prepaid update (. . .

let enron out of paying half of the libor breakage (about 250k) on

the early termination of the prepaid. . . .) ..ccccocevveeviieeciieiianiieeieeieeee

gg. Enron email, December 2001, re: AXA Enron Credit Linked Note ......

hh. Cltlgroup emall November 2002 re: Enron II Documentation (CLN
1D

ol

ii. Summary of Enron CLN Accounting Treatment ..........cccccceeeeeveeeeveennns
jj. Enron Credit Linked Notes Trust Certificates, SFAS 133 Fair Value
Hedge Documentation (Citibank/Royal Bank of Canada Total Return
SWAD) ettt ettt sttt e bt sttt et b e et e e bt steeebaeeas
Addltlonal Documents Related to Citigroup/Delta Relationship:
a. Milbank Tweed email, November 1999, re: Delta ........ccccevvvrviiiniennnn.
b. Delta Energy Corporation letter to Enron Corp., November 18, 1999,
representing the nature of Delta’s operations ...........ccccceveveeeiveeenciveenns
c. Enron Corp. email, June 2001, re: Sample Swap Co Letter ...
d. Enron-Citigroup email, June 2001, re: Delta Letter ........c.ccceoueveeveeennnns
e. Delta Energy Corporation letter to Enron Corp., June 2001, re: Delta
Energy COrporation ........c.cccoceeieeiiesiieesieeeieeeiteseeeieesaeesseesseesseessseenanas
f. Citigroup email, June 2001, re: reps (lydia got on and stated that
the reps are facts that we believe are true, and the rationale for the
letter is to confirm that Delta is not a spv that needs to be consolidated
OM BRE B/S) it
g. Citigroup email, August 2000, re: questions regarding Delta
h. Citigroup email, undated, re: Prepaid Transaction ..................cceceeen...
Additional Documents Related to Transfer of Yosemite Certificates to
Whitewing:
a. LIM, December 1999, Benefits to Enron Summary (At year-end 1999,
Enron sold LJM?2 the equity in Yosemite StrUCLUTE.) ......ccceeeeeeveeeeueenannne
b. SE Raptor L.P. Letter of Understanding to LIM2 Co-Investment, L.
Attn: Andrew S. Fastow, December 30, 1999, re: . . . proposed acqul
sition by SE Raptor L.P. . . . of the Yosemite Certiﬁcates T
. LJM Approval Sheet, February 8, 2000, Deal Name: Yosemite ..............
. Enron Corp. Interoffice Memorandum, February 23, 2000, re: LJM2
gzvestrInent in Certificates of Beneficial Interest in Yosemite Securities
TUSE L oo
e. Enron Global Finance email, February 2000, re: calculation (Yosemite
CeOrtifiCATES) uveveeieiieieeeeiteeecieeeecteeeettee e reeesereeenseeens
f. Enron Corp. email, undated, re: Yosemite Certificates .
g. Wire Transfer Requests, February 28, 2000, re: SE Acq , L.P.,
LJM?2 Co-Investment, L.P., Enron Corp. and Whitewing ...........ccccoeeu..
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h. Enron Corp. letter to LIM2 Co-Investment, L.P., Attn: Andrew S.
Fastow, March 8, 2000, (. . . Enron agrees to pay LMJ2 $100,000.) .... 1645
i. General Partner, LIJM2 Co-Investment, L.P. draft letter to Limited
Partners, describing LJM2 purchase and sale of Yosemite Trust Cer-
BIFICALES wovvieneieeiiieite ettt ettt ettt et e ettt e st ebeenabeens 1646

j. Enron Corp., Yosemite Equity Sale Project “Yes”, November 10, 2000 ... 1649
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1. Dewey Ballantine LLP Memorandum, December 13, 2000, re: Osprey
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0 0 R 1677
o. Citigroup email, December 2001, re: Ene [Enron] settlements ............... 1680
Additional Citigroup Documents:
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b. Citigroup/GCIB Checkings on Michael Kopper|/LJM ..............cccueeeun.... 1682
c. Citigroup Internal Memorandum, January 24, 2001, re: Review of
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principals argue that Enron would make the Fund whole should it
suffer losses because the vehicles that the Fund invest in are critically
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THE ROLE OF THE FINANCIAL INSTITUTIONS
IN ENRON’S COLLAPSE—VOLUME 2

Exhibits (continued from Volume 1)

%

Facsimile Cover Sheet

St Al - To: Joe Mackiewicz
b5 25% Company: Citicorp
Phone: 212-550-7437 -
Pl RAFTE Fax: 212-758-6272 o MARKE
w2f 1212 . rog
4 CUBOlER From: Joe Deffner o] (o
W L22 ,,;/ Company: Enron rmndl el

Phone: 713-853-7117 TEer
Fax: 713-846-3602 f;.(‘;’}—‘

Date: 12/10/98 Ll
Pages including this C 5
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Comments: Prepay structure.

Envon (theough & wholly owned subsiery, ENGAC) arers inic 3 five yesr forward saie
contract for the delivery of 2 Bxad volume of natrsi gas 10 30 SPV (Vege?)

Veca prenays ENGMC $500mm for the frture supoly.
mumm.m(mmm-mwhm

ma mpN

or buiter). 1o wrap the delivery chilgeticn, if ENGMC fails 1 deliver, Vegs hes a claim
under the Erron Corp. Gusranty. if the Guaranty & not honored, Vega couid proceed 10
coliect from e sureties.

8 &Twmwhmnummﬂwmﬁwhw
7 memm.mmmcmmWW)Mme
Index anct receives Flxad.
TOTRL P2l
DEC 12 '99 18:99 213 646 21546 PAGE. AL
[Permanent Subcomimittee on Investigations » ;
. - 0046727
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© From: <adam.kulickacicicorp, comx -
To: ewilliam.sullivanaciticorp. coms
Datw: 12/17798 7:452m -
Subject: Re: CALL REPORT - PROJECT RCOSEVELT {EwRow}
Steve/Bill, :

:hg'bank.is>able to zaks. physizal delievery of conwmodicies an
internaticnal cransactions in CITC. as our SPV's ars domiciled in .
Cayman i{slands, chia may count... -

cheery

Reply Separator
SUBject: We; CALL RBVORT - PAGJECT ROOSEVELT (SNRON)

Author: Bill Sullivan az 120SNYC/owAPL/c=US/a=MC1/peCITICORE
Qate: S12/18/1938 11:37 AM .

Steve- Generally, -the Bank cannet deal in physical commodities,

Regards, 8111, . ’
Reply Separatar

Subject: CALL REPORT ~ PROJECT ROOSEVELT (ENRON)}
Auchor: Steve Baillie at 22EXTINL/OwAFL/CaUS/A«MCI/BaCITICORD
Dace: 121571998 7:48 M

CALLING ON: Joa DeZfnar
Grant Zinmerman .

CALLING OFFICERS: Steve Baillle
Cave Gorte

OATE: December 15, 1338

PURPGSE: Met with Enfon to Clarify some dezaily on the Roosevelr deal.
RESULTS: - '

Maturivy: Baren is leaning towards a shorter deal (2 years) racher than the
original S ypars. This probably is dum their preferencs to ultimacely raplscs
this financing with a Powerball-like structurs. A shorter term deal iy bsrrar
from a credit appTeval perapective. .

Sureties: Thusfar Bnrdn has 4 insu:mée companies lined up for S125MM each,
s

miniwum are nesdad, and Tiavelers cannot be one (chis has been communicazed T
Enron} . The mechanics ars sz sariier undsrstood - the surstiss maks a payment
of the lessar of {1} tha PV of future gaz deliveries vimes the than gas price,
and {2} S500MM. Hence in a scenario where thes price of gas falls. ligquidity
banks/CXC will recover less than it is owed from ths surecies. The remainder
will be rscoversd from the swap CP's {who swaps should be in the money in an
amount equal to che difference betwean $500MM and the amount veceived from the
sureties). In a scenario vhers the price of gas has risen, the liquidicy
Danks/CXC should be repaid in full from proceeds from the sursty. The. swap
CP's will ldek to tha margin account {and Enron for che threshold amount).
Qefinitiona for the surety are cantained in the Porward Sale Agrasment,

Permanent Subcommitiee on Investications

EXHIBIT #188b
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Remarketing Agraement: This is an agrsement with Znron €S act- as cur agent to
re-gall the gas it has just sold o Delta. Enron is okay with this concepe.
but has not used Tthis mechanic in its previous prepaids, and is anxicus zo s=e
a draft from Bracewell. In its deals with Chase it sells the gas ta the SPV,
che SPV sells to Chase, and Chase sells to Enxon, =~

Q - can Cicibank deal in physical commodities?

Swaps/Margin Agreements: 3Sarclays possible CP.  If Barclays sannot take
entire . .
gwap, Natwest i3 3 possible CP. Znron will probably not back-ro-hack cthe
incerest rate swap (not yet decidedl, but will back-to-back che commodity
FIwap.

Enron will provide a margin agrsement on the back-to-back swap with the
commodicy swap provider (falls under the company's master ISDA wicth Znren?), |
This should have the effect of reducing the 2nxon risk inherant in the swap.
Threshsld levels in margin agresment will likasly be whatever chac CP has
already agreed to wizh Enron (5-25MM). L/C's will be posced as margin.
Kulick/Reilly/Baillie/Gorta to discuss thiz issue. Also Joe Delfnier
communicated that they would prefar if Bracewell preparsd the swap document
betvween Delta and the awap CF sinca Buron was not a pazty to this leg.

Note - Joe Deffner pravided "heads up* that likely queation from C? is to
ensure that Delta is raquirad to pasa on Index price of gas onca swap CP (L.e.
it has no discrecicn). )

Intarcrsditar Issues: ZInron ckay “with the concept that liquidity banks lock
to - .
aurecy, and svap CPF look ro margin acer/BaTon.

FOLLOW-UP:

- Sheryl Gussett to call Bill Sullivan

- Sheryl Gussstt to provide copy of a remktg agreement (timing Wed moraning at
earliest)., Pass on te Enrom. .

- Dave Gorte/Jue Mackiewicz te develop pricing/fee proposal.

- Steve Baillie to confirm how remkeg workad in old Delca deal. .

- Joe Deffner te follow-up with L/C prowiders will ke (under margin
agreement) .

" - Joe DefZner to confiim daily marginf.:ig {should be same as old Delza

agraement

- 5B ta checkl. :

Baillie te detarmine thrsshold under Cicibank's present ISDA with EZnron
Bracewsll to provide rough draZz of documents to Citibank Wednesday.
Baillie/Randnlph/Reilly to davelop credit memo.

Bracewell To prepars swap doc. between Delta and swap CP.

QUESTIONS: .

-~ CXC spraad versus CP indax, and implicacion on inzersst Tace swap.

- if amcunt gas deliversd assumes the drawn spread pricing frem liguidity
banks

{i.e. & highest possibls funding cast scenario)l and acjually funding cost is
lower, how ia the "sxcsss’ paszsed back to Bnren?

i -3 <::m.bcxliié¢=i:iccrp.:aa>. <william, faxeciticor...

CONFIDENTIAL
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From: <joseph.mackiewicz@citicorp.com>

Tot <adam.xulick@citicorp.com>

Dats: 12/17/98 8:33am

Subject: Re: CALL REPORT - PROJECT ROQSEVELT (ENRON)

Regarding the Bankruptcy Remote Spec_ial Purpose Company (SPC) which
will be the focal point of this deal:

1. Susan Johnson (Securitizaticon's Staff Attorney) and I metz with
Bill Sulluvan {Derivatives Staff Actorney) yesterday to discuss the
possible use cf Delta or Vega as the SPC. Bill agreed to research and
;ever: to the group today. Whatever entity we use, it will have to

e: . .

a. Bankruptcy remote from Enron (they've sald chey cannot own any
of -the eqnity) .

b. Not owned by Citicorp or any of izs subsidiaries (underscand
both Delta and Vega ars third party owned and incorporated in the
Caymans) ., .

¢. Clean -- no liabilities from previous transactions of any
kind.

2. Assuming the SPC meets the above requiremencs and CIAI {(as agent)
has the right to replace Bnron as marketing agent, I don't see any
problem with the SPC taking ticle to natural gas and immediately
reselling it (thru an agent} to the market.

Susan/Bill would you not agree?

{Unless rche guidelines for CITC have changed, I think it still remains
a creature of the Export Trading Company Act and, therefore, is
required to focus mainly on exports from the US. I doubt the domestic
natural deliveries herein would qualify sc trying to ‘shoehorn' this
deal into CITC is probably nct the right answer.)

Today's To Do Listc

1. Approvals:

a. Confirm that Global Iasurance will approve exposures on the
five monolines. .(Bill F)

b. Confirm that PI will approve PSR exposures on che"svap
bank(s). (Joe M/Jim Reilly)

¢. Datarmine the lavel of Bnron exposure in the deal and how to
portray it on the Bmron CA. (Bill P/Jim Reilly)

2. Legal:

a. Determine whecher zhe SPC will be Delta, Vega or Newco. (Bill
Sullivan/Susan Johnson)

b. - Determine whether Bracewell can be approved to prepars the
Conduit dox. {Susan Johnson)

c. Obtain opinion from Debevols & Plimpton rsgarding the !c:m_ct
surety bond; is it a 'hell-or-high-water’' obligaticn and how does it
differ from a commercial bank direct pay letter of credit. (Joe M)

d. Prepare dox and circulace foxr review ASAP. (V&3, Bracewell)

CONFIDENTIAL
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3. Analytics/Credic A;:proval Memo:

a. Model the comdi:y/mureﬂ rate swaps versus the suracy bond
payments under various gas price scenarios. -(Stave Baillie/adam
Kulick}

n. Detsrmine whether the deal will amortize over 2 or 1 years.
(Steve Raillie}

c. Draft transaction mechanics for inserction into
Securitization’s creditc memo. (Stave Baillle/Dave Garte/Adam Xulick}

d. Prepare credit memc and CA. (Securitizatiom}

4. Syndication: -

a. Commit to sell-down the Jé4-day (renewable} bank liquidity
backstop from $500MM (at closing) to $250MM within (37) months,
Timing to be impactad by discussions with Global Imurmce {Dave G)

I've probably missed a few pointy but I think these ars voday's key
issues, Regards, Joe

Reply Separator

Subject: Re: CALL REPORT ~ PROJECT ROCSEVELT (ENRON)

Aucher: Adam Kulick at 04USNYC

Dace: 12/17/38 T:46 AM
Steve/Bill,
zhe bank is able to take physical delievery of commodities on
intarnational transactions in CITC. aa our §PV's are domiciled in
Cayman jslands, this may count.,.

cheers .

Reply Separator

Subject: Re8: CALL REPORT - PROJBCT ROOSEVELT (ENRON
Author: Bill Sul.nvan At umc/a-ul/c-us/a-ncx/p-cz'r:coms
Date: 12/16/1998 11:57 AM

Stave- Genarally, the Bank cannot deal in physical commodities.

Regards, Bill.
Reply Separator

Subject: CALL REPORT - PROJBCT ROOSEVELT (ENRON
Author: Stevs Baillle av ;zn‘mio-uz./c-csn-ucz.'p-crrxcoxy
Date: 12/15/1998 7:48 M

CALLING ON: Joe Deffner
Grant Zimmerman
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Earon Corporation
Company Risk Rating: 4+

Portfolio Risk Rating: - . o December 21,1998

L Purpose
The purpose of this memorsndum is to recommend approval for a $123 million hold pasition ia 2 364-dav
tiquidity facility w backstop commercial . . .

“Transaction”) involving a $500 miltion 3-ye {_; ﬁcﬁr:;u,P Credit

rate {oan {the “Loan”) to Delta Energy Corpi E o

Agreement described in section 111 below. D V\LLM.D"G/V\-&VW'\ £ /) |
zas and crude oil, at a fixed and constant pr

the Seller under the Forward Sale Agreemer Q/QLM&\:\&/ ch‘{ o}

nas been used as the purchaser for other €

agres 1o marker the natural gas and crude ( QWMH‘)

Companies will backstop the Seller's delid i
through a cimmodity swap with [Naowest :
hedged through an interest rate swap with & . g
subsidiary of Enron Corp. " ¥

. The Company
Earon is currently rated BBB+/BBB+/Baal by S&P, Fitch and Moody’s, respectively, and maintains an
equity market capitatization of S18.7B (as of December 22, 1998). S&P affirmed its BBB+ rating of Enron
on November 3, 1998, The company maintains a Citibank Obligo€'§i§k'ta:§ng of 4+, Current ratings
consider (i) the company’s aggressive growth strategy during 1998 which has adversely affected its
leverage and cash flow measures, and (i1} 2 one-year repayment strategy that calls for 2 combination of
funding at subsidiary levels on a non-recourse basis 1’ mé'p;rtni‘ Enron Corp, and the monetizalional_
certain existing asset positions, Monetization proceeds are earmarked for debt repayment.

Enron looked t0 Citibank to lead/arrange two critical pieces of the refirancing/monetization strategy
outlined 1o the ratings agencies. [nitially, the two transactioas comempiated-were: (i) Rawhide, 2 STSOMM
portolio monetization of Enron equity Investments; and [i) Powerball, 2 $750MM monetization of 1,400
Enron power and gas contracts (1.2, purchase, sale, and financial contracts). Rawhide successfuily closed
on Saturday, December 19, grossing Citibank in excess of ST4MM in first twelve-month revene. In early
December, Enron decided 1o posipone Powerball until 1999, ultimately leaving 2 S750MM “hole™ in their
YE financing plans. In its absence, Enron now hopes to complete this Trarisacgion (i.x. Roosevelt) with
Ciri,

5in Transaction Summary

Overview .

The Transaction is a three year, $500MM prepaid natural gas and crude oil sale which will amontize in
monthly principal payments, varying between approximately $10.1 and $12.6 MM. In exchange for an
upfront payment of $500MM (the “Purchase Price™) on closing, the Seller (an Enron subsidiary whose
obiigations will be guaranteed by Enron Corporation) will agree to deliver 2 fixed amount of natura) gas
and crude oif at specific times and locations (all domestic) each month for a period of three years. The
present value of the expected proceeds from the re-sale of such oil and gas will be equal to $500 MM. The
discount rate and future oil and gas prices used to determine the present value will be locked in through the
Interest Rate Swap and Commodity Swaps described beow. The Transaction will atlocate 5300 MM for
the purchase of natural gas and S200 for the purchase of crude oil.

WI99p0Tishare Nussecuridiazienron 12-98icredit memo2.doc ¥
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Enron Commodity s . i:&cn Cemmcrcinié
Corp. SwapfJrd Party wapiEaron Paper Mkt

" P E
3 )

Performance 2 b p&! S50aMM
Guarantae @ 3
M3

CRC/
CAFCO
i oA
3 Insurance | | Liquidity
Companies R Bank(s)
$@ index
Market

The key parties to the transaction are identified, and the key documents are summarized on the next page.

Enron will agree 10 act as Delta’s agent and reseil the gas. The commuodity price risk will be eliminated
through z swap (the “Commodity Swap™) between Deitz and an acceptable financial counterparty. The
interest rate risk will be eliminated through a swap (the “Interest Rate Swap™) between Delta and Enron.
There will be a Margin Agreement hetween the Seller (again guaranteed by Enroa Corporation) 2ad Delta,
ard this Margin Agreement will be assigned to the Commodity Swap counterparty, which will mitigate
such counierparty’s exposure to 2 fathure by Enron to deliver ol or gas at a time when the related index
price awed to such counterparty is higher than the fixed price that would be paid by the surety. Thisis
because the Margin Agreement will require Enron to post coliateral in the form of cash or LOC to the
extent that the Commodity Swap has a negative *eash out” value to Delta. [Enron will post margin for the
Interest Rate Swap.] :

A key credit mitigant in the ransaction is the support provided by five insurance companies {rated “A”™ or
higher) on behaif of Enron. These “Surety Companies”™ will severally provide surety bonds for up to
S100MM each in the event that the gas is not deiivered by Enron. Should the Guaraator (Enron) fail to
deliver gas or cruds or fail to pay the Replacsment Value under the Forward Sale Agreement, the Surety
Companies will be obligated 1o pay to Delta the lesser of the present value of the remaining undelivered
gas and oil, 2t the lower of the fixed or then prevailing index price. As this transaction is structured, this
will shift the bulk of the delivery risk from Earon to the Surety Companies. The liquidity bank(s) (i.e.
Citibank and future assignees) will have a priority claim against the surety bonds, and the Commadity
Swap counterparty will have a pricrity claim to the posted margin collateral under the Margin Agreement.
The praceeds from the sale of these périodic deliveries of gas and crude, at an index price, combined with
any settl payments under the Ci dity Swap and the Interest Rate Swap, will provide Defta with
funds matching those required 1o repay the loan from [CRC/CAFCO}

Funding will be provided through [CRC/ICAFCO] securitization conduits, which in tum will raise funds in
the commercial paper market. Citibank will provide the 364 day, $500MM Hquidity backstop facility o
{CRC/CAFCO].

Ws399p0 l\share \ussecuridiaz\enron [2-98\credit_memo2.doc 2
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Seller under Forward

Enron CN"“"" _ “-’E;’g:ﬂmg Carparaiion ("ENGMC™). aadior another wholly-owned subsidiary of
Sale Agresment: a"“;‘ m°z°m‘f°”~ o uC will alsg emer m;o 3 Margin Agreement under which it will post collateral
equal 10 4 suce 2 10 make p o the Ct ity Sway ider N
Commodity Swap. ’ - P provider under he
Purchaser undes the Delta Energy Carporation. a Cayman lilands Corporatian. Delta is 3 special purpose corporation used 15
Forward Sale the purchases o}hcx Cmbm&-amng»cd prepaid commodicy iransactions. Dedta witl alse be 3 pany w the
Agreement: Commedity Margin Agresment that will be assigned 10 the Commiodity Swap counterparty.
Guarmntor: . Earcn C?:?ccxicfx will guaranies ENGMC"s obligations under the Fopward Sale Agreement and the
Commedity Masgin Agreement. Gu;u.ar:xnr will also guarantes the obligations of Enron Capital & Teade
Resources Corp.a wholly owned subsidiary of Enron Corp., the Marketer under the Marketing Agreement
and the Interest Rate Swap coumerparty.
Surery Comp ies: Surety C?mv:n)‘ . AM Best Rating
St. Paul Fire & Marinc Insurance Company e
Fireman's Fund Insurance Company B A
Continentat Casuaity Company & National Firz Ins. Co. of Hantford A
Safeco Insuranse Company of America A+
- [Cigna or Reliance Insursnce Group| e
Marketer under Encon Capital & Trade Resources Corp. i
Marketing Agreement: ;
Cammodity Swap {Basclays Bank pic (Aa/AA) o Nat\West Bank {Aa/AA ) i
Counterparty: |
Interest Rate Swap (Earon Corporation] i
Counterparty: |
Lender undar {Loan [CRGICAFCO]
Agreemeni]:
Borrower under {Loan Deta
Agreement):
Liguidity Bank Jatially, Cuibank, NNA. Syndicasion in 1999 is under consideration.
Forward Sale grezment between Seller & Purchaser specifying Seller's obligations to deliver nanural gas & crude vil 1o
Agreement: Purchascr. Specifications inciude volumes, prics & defivery points. .
Commodity Margin Agreement wheeby ENGMC will provide initial and on-going margin for the bensfit of the Commodity
Agreement: Swap Counterpary. Tae purpose of margin is to protect the Commodiry Swap counterparty in the cyent that
the transaction rerminaies at 2 point where Delta would owe 1 the Co ity Swap P kg
Margin is rot expected 10 be posied by the AA 2ed C ity Swap .
Commodity Swap Agresment between the Commodity Swap Counterparty and Deita 10 heder Seller's forwart delivesy of gas
Agreement: and crude.
Surety Bond: Agresment whercby Surely Companics will make 3 payment fo the Purchaser should the Guanantor fail 10
deliver gas or crude or fail 1a pay tie “Replacement Value™ under the Forward Sale Agreement,
Marketing Agreement: ‘Agrecment between Deita & Marketer, whereby Marketer agrees ta remarket the gas and arude o behalf of
Delta at index price to diverse pool of single A purchasers.
[Loan Agreemenif: Agrecment whereby Lender will foan 3500MM to Borrower 10 be used by Borrower (o prepay it obligation
to purchase gas and crude under the Forward Sale Agreement
Asset Purchase Agreement whersby the Liquidify Banks will agree 1o purchase the outstanding foan in the eveat that
Agreement: [CRCCAFCO] tanaot of will not cearinue to fund the oan. -
Interest Rate Swap Agresment between Deftz and the interest Rate Swap Counterpacy hedging the mismatch betwveen m;
Agreement: fixed-rate Joan and the Tioating-rate funding cost of {TRTCAFCO] if CF funded or the Liguidity Banks. if
bank funded. Enron will post margin under this agreement to profect Delia in the event that the transaction
terminates at a paint where Enron would owe Delta breakage.
Enron Guaranty: Agreement requiring Earon @ guarantee ail of its aifiliates obligations undex the Forward Sale Agreernent,
1 % 4

the Commodity Margia Agreement, _the Marketing Agreement wnd the fnterest Rate Swap Agreement.

w
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Transaction Description

The transaction is made up of scv:xr;l components:

. Forward Sale: The Seller enters into Forward Sale Agreement with the Purchaser, by which Seller
agrees 1o deliver 2 fixed amount of natural gas and crude oil of 2 minimum quality saadard at aspecific
times and delivery poini(s) to Purchaser. Gas and oil will be delivered in equal monthly amounts overa
three year period. In exchange Purchaser pays Seller $500MM at closing.

2. Guaranry; Enron and Deita enter into the Enron Guaranty Agreement, by which Earon guarantees
ENGMC's obligation to deliver gas, and all other affiliate obligatians to perform under all Transaction
documents. .

3. Sureties: Surcty bonds are provided by five insurance companies, all of who are rated “A” or bernter,
The surety bonds are “hell or high water™ bonds which will make 2 payment to the Purchaser 10 days after
recciving notification from the Purchaser of the failure of the Seller and Guarantor to deliver gas or make a
Replacement Value™ payment. The amount of the payment from each Surety Company wi.l be the lessar
of: (I)ascheduled fixed amount which begins ar S100MM and reduces as per a schedule on 2 monthly
basis (“Maximum Penat Sum"), and (2) the preseat value of the gas remaining 1o be delivered at the then
market gas price.

+. Commadity Price Swap: The purpase of the Commodity Swap is to convertthe gas and crude o be
received from the Seller into a stream of cash flows which will fepay the principat and interest owing on
the Loan between Deita and [CRC/CAFCO]. The amounts, timifigand other tenms of the swap payments
will mirror those in the Fonward Sale Agreement to enstre no leakage from the structure. Delta and the
Commodity Swap counterparty will enter into 2 three year Swap in which Deita will pay the floating
“Index” price of gas per MMBtu and crude oil per barrel for the delivery point(s) and dates in question,
and receive a fixed and unchanging price per MMBru 6f gas or pricE:per barrel for crude oil. The total
amount of gas and crude oil swapped will equal the amaunt of gas.delivered by ENGMC. The timing of
the swap flows will coincide with the gas and oii to be deitvered by ENGMC. )

5. Ireerest Rate Swap: The purpose of the interest rate swap is to hedge the mismateh between the fixed
rate Delta will use to determine the Purchase Price and [CRCCAFCOT's or the Liquidity Banks variable
rate funding costs. Deita and [Enron Corp.(or a subsidiary of Enran which will guaranteed by Enron
Corp.)} will enter into a three year swap in which Delta will pay 7 fixed interest rate based on the
amertizing, notionaf zmount of the Loan, ard will receive its floating funding cost. If the Lenderis
{CRC/CAFCO], the floating rate received by Delta wiil be based on [CRC/CAFCO]’s CP cost of funds
plus the program fee, liquidity bank commitment fee, and other costs. 1f the Liquidity Bank(s) have
purchased the Loan from [CRC/CAFCO], the floating rate received by Delta wiil be adjusted 1o reflect
drawn pricing under the liquidity facility.

6. Remarketing Agreement: An agreement between Delta and ECT, in which ECT agrees to act as Deltas
agent and el the gas or crude oil purchased by Deita. ECT may seil the gas or crude to (1) any purchaser
who is rated A or higher, as long as each such buyer does not constitute more than [5%] of the commodity
purchased in that month, or (2) any other purchaser, including Enron or an Enron subsidiary, provided
however that, if the purchaser is Enron or 2n Enron affiliate, there must be cash prepayment for such
purchase simuitaneous with or prior to delivery of the gas o crude. These two circumstances fulfill
[CRC/CAFCOY's obligor diversity criteria for purchasers of the commodity. [CRC/CAFCO] will require
coverage for obligor concentration risk. This may be accomplished through i) recourse to Enron, or if) a
surety wrap by a Sucety rated at least “A”. ECT will agree [to use its best efforts] to deliver to Delta on
specific dates an amount equal to the Index price on such date times the volume of oil or gas_Enmn is
obligated to deliver on such date. In opder to avoid dity futures exchange regulatory issues, the
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sales of the gas/crude oil from Delta may need o initially be sold ta anather entity such as Vega, a special
purpese Cayman Istands corporation used in other Citibank arranged commodity transactions.

7. Credit Agreement; THE Lcan"zagr::mcnt whereby [CRCICAFCOY will fend S300MM 10 Delta. The
proceeds of the loan will be used by Delta to prepay its obligation to purchase 2as and crude from the
Sciler under the Forward Sale Agreement. The Loan will amortize over 3 vears. The fully-loaded CP or
bank funded canying cost, in either case is to be covered by the floating swap payments from the lateress
Rate Swap counterparty, Enron.

8. Asset Purchase Agreement: Agreement initially betwees Citibank, MA (as the inftial Liquidity Bank),
[CRC/CAFCO], and Delta. This agreement provides that the Liquidity Banks will purchase the Loan in the
event that [CRC/CAFCO] cannot or will not continue to fund the Loan. In essence, the Liquidity Banks

are taking the credit risk of the non-payment by the Surety Companies in the event that Enron fails to
pesform under the Forward Sale Agrecment, the credit risk of the Commodity Swap counterparty in the
event commodity prices have fallen, and the credit risk of Enron as the Interest Rate Swap counterparty,
and on the Margin Agresment in the event Enron Fails to deliver when commodity prices have risen.

v Pricing
Upfrant
= Swucturing Fee ) $2,500,000
On-Going
Program Fes: 25 bps
Liguidity Fees | -7 N : {25] bps
Dealer/tnvestor Fees: 7 bps
Less: B N
Credit Enhafdement 4 bps
53 bps p.a.

Net Annual Incom

$2,385,000 first 12 months ongoing revenue
assuming $350,000,000 are outstanding

Assignes Rate (bank funded): Libor + 125

First 12 months New Net Reverug

to Citicorp: . $4,885,000
(Allacation between Product and Relationship Groups TBD)

V. Syndication Strategy
Citibank will initially provide 100% of the liquidity in this transaction and will uitimately hold $125 MM.

Attached is the Loan Syndication Approval Memo for an underwriting of $375 MM in liquidity
commitments 1o be syndicated in the first quaner of 1999. -

Vi Key Risks & Mitigants
Risk I: The Seller fails ta deliver gas, and Enron Corporation fails to hanor its guaranty.
If the Seller fails to deliver gas as scheduled, the Forward Sales Agreement pmv::dcs fora paym::ﬂ by the
Seller of the “Replacement Value™ in the amount of the ic shortfall d by the P

consisting of the cost to replace the deficient quantity, including transportation a0d ozh.er costs and f::s
associated with the purchase. If the Seller fails to make this p: an “Early Ter Event” has

W5399p0iishare tiussecuridiazienron 12-98\credit_memo2.doc 5
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Gecurred and a “Termination Payment” plus any “Unpaid Amsunis” are due. The Purchaser cas then czll
upon the surety bonds to pay it an amount equal to the lesser of:

(1) the present value of the future gas to be delivered valued at the prevailing market index gas price; and

(2) ascheduled fixed amount which begins at S500MM (in aggregate) and reduces on a monthlv basis
("Maximum Penal Sum™ or outstanding Loan balance) to reflect the amortization of the deal,

Hence the risk profile will depend on how the price of gas or crude has moved between the day that the
.-deal.was.entered into (and the fixed gas price under the commadity swap was finalized), and the day
payment is made by the Surety Companies. )

I the price for gas and crude has risen (index > fixed price), the amount paid by the Surety Companies
will be based on the fixed price and will be equal to the Maximum Penal Sum. This amount will always be
equal to the amount outstanding under the Credit Agreement, and the conduit(s) or the tiquidity bank(;)
will be fully repaid. The margin under the Margin Agreement is needed to cover any breakage fees in
terminating the Commodity Swap.

If the price of gas and crudé has fallen (index< fixed price), the amount paid by the Surety Companies will
be based on the index price. Since the price of gas or crude has fallen, the amount paid by the Surety
Companies is less than the Maximum Penal Sum, and less than the principal outstanding under the Loan.
The “cash out” value of the Commaodity Swap will be positive for Delta and, together with the Surety
Companies’ payments, will be equal to the outstanding Loan principal. The Commodity Swap counterparty
will be a highly rated financial institution (we anticipate Barciays or Natwest). Enron, who will act as the
tnterest Rate Swap counterparty, is rated BBB+/Baa2 by S&P and Mooady's respectively.

Risx 2: Enron delivers gas, bur experiences “credit difficulties™

-\ “Guarantor Event of Default” as defined in the Enron Guaranty (which includes cross payment default,
zross acceleration, and bankruptcy) constitutes an Event of Default under the Forward Sale Agrezmeat, and
hence permits a cail on the surety bonds. In this case the transaction is terminated, and if the Surety
“Companies and both swap counterparties fulfill their obligations, the Leader will bie tepdid in full.

- The terms of the Margin Agreement are of less concem to the Liquidity Banks since they are looking
primarity to the Surery Companies for payment if Enron fails to perform. Nonetheless, mechanically, if
there is a “Trigger Event” under the Margin Agreement (which is defined as a breech of a debt .
capitalization test or a net worth test), then Enron must past margin for the full amount of the exposurc
under the Commadity Swap. However this does not trigger a Termination Event uniess the compaay fails
to post margin. Hence it is possible for Enron to fail certain financial tests, but as long as it delivers gas,
posts margin, and does not breech a “Guarantor Event of Default”™, there will be no Termination Event
under this transaction.

Risk 3: ENGMC delivers gas, but ECT fails to resell gas under remarketing agreement.

The Purchaser has the ability to replace ECT as marketer of the gas at its sole discretion. Given lhe.’
liquidity of this commedity at the specified delivery points, finding an alternate marketer and reseiling th_e
gas should be achievable. Subsequent to delivery, Delta will have a secured interest in the gas or crude © il
collateral.

Risk 4: Fixed-Floating interest rate mismatch.

The interest rate on the loan from (CRC/CAFCO] will be floating (either CP funded dm:ugh. L
[CRC/CAFCO] or bank funded through the Asset Purchase Agreement), whereas cash flow into Delta is

v
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detesmined using a fixed discount rate.  The floating leg of the interest rate s» wap provided by Earon will
be set o cover the Delia’s fuil funding cost, whether CP or bank funded. Encon, who will act as the interest
rate swap counterparty, is rated BBB+/Baa2 by S&P and Moody’s r*xpecuve‘y Citibank’s Derivatives
group has established the PSR c’cposure 10 Enron o be $20 MM,

VI, Policy or Program Exceptions
None.

VIIL. Commercial Paper Related Securities Law Considerations
NIA

X,  CleanRisk )
100% Clean Risk will be approved by Global Energy for the risk associated with the borrower and
wansaction. In additien, Global Insuraace will be approving Citibank’s retained share of the total
Trensaction’s STIOMM in obligor risk exposure 1o each of the § Surety Companies for 6 months. Globat
Loans will underwrite S375MM of liquidity commitments 1o be syndicated during the second quanter of
1999,

X1, Atiachments / Exhibits

»  Control Unit CA
+  Global Lofeﬂpprova[ Memorandum

N il
‘\44«%{:}!(\1’ ’
r\iss,f a0k /6

eCuibIIten

Ty $5580

J

.
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Facsimile
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CITICORPG"

PROJECT ROOSEVELT

L Sesszcunducien onenres (1% dae

Sersctured Securitization
399 Park Ave. 6" Flaoe, NY, NY 10043

Faz To- Lompany Peeton Fax Number

Earon Capital & Trade Resourtes Tascph Deffaer (713) 646-3802

Kristias Mordauas (713} 6463393

Graat Tmmaman {713) 6463602

W Cicicorp Sesurities, lac. Securioqarion: - Jean Diaz @733t

§ " foe Mackiewiex (212) 935-620

Wade Speas (212) 7534712

2 Global Energy:  jim Railly (713) §54-2348

>4 Save Ballie (713) £54.2329

Global Loans:  Dave Gom {713} 8543349

Legat: Susan Jonnssn {212) 7936182

Williae Sullivan (212)793-4282

Viasea & Elidiny, L.L.2. Trina Chandler (713} 615-5088

Steve Caats (113) 615-3923

% Bracewell & Patserses, LLP. Alan Rafte i 2212

Shery] Guasen {3 2214012

B Maples & Calder, Duita Counsel Nicola Metia (343) 9458010

= Tullisa Reddybough (345) 3493020

T Berclays Bik, pic Richars Williaos Q12) 4127385
= Tonathan Taylae OL1-44-171.773-041Q

From: X Jean M. Diaz, Vice Prexident
0 Wide Sgeas, Associsz
O Cheryl Jackscn. Administadve Assisuant

FPhane: (212) 559-3260
@12} $5-4173
(212) $59-3427

Dace: December 24, 1998
Re:  Project Roosevelt Staws Repont
No. of Pagex (including cover): 2,

Fax:  (212) 1933728

Attached is an outline of

Merry Christmas!

major ssues related to project Roosevelt for the
worki:gg group to think about

ad,

Nal, may alte be privileged end

This facsimile is
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i intended

address via the United Siater Posoal Servics.
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PROJECT ROOSEVELT
OVERVIEW OF MAJOR ISSUES
(12724738)

Background ‘

Project Rn?sevel: arose two weeks 3ga whan Project Powarball was defarred to
1989, creating a $500 Million year-end funding need.

Enren's goals include {i) use of a-.Pngaid Hydrocarbans structurs,
{ii} timited recourse 3nd (iii} closing prior to 1231/38.

Citibank's goals includa (1) CP Canduit funding, (i) 364-day renewabie

bank liquidity backstop, {lii) avoiding any 'physical' hydrocarbons—velated risks
which Citibank ix unabie te deal with and (iv) keeping transaction tenor within
three years.

Implications

4. CP Conduit funding means the transaction must comply with what we've
ted to tha rating agencies snd CP | H di

P U

- ‘A’ quality pooi {either through sach obligor's own ratings, like the sureties,
or through diversity and overcollaterai on the sales side}

- Surety caverage of Unpaid Amounts on the supply side
Maiching of swap and sursty bond bases .

- Avoidance of gracs periods and notice requirements if Enron has failed to
supply . .

- Cash control and avol of ingled zales pr

- Funding cost coverage, whether CP or Libor based

2. Avoidancs of ‘physical’ hydrocarbons-reiated risks means:

- Making surs that any delivery, mesaurement, reporting, insuring, and
compliance obligations which Delta incurs through the Forward Sale
Agreement are passed on through the Marketing Agreemant, X

- Making surs obligor ‘failute ta taks’ risk is passed un to whichever anlity

arranged the sales contract. . i
. Making sure that ‘servicing' costs incurred by Deits In purauit of definquant
gas or oll obligors are
1 Detayed A and Associated lssues:

. Credit approvals have been sought on the basis of a three year final
maturity and fairty equal 3¢-menth amortization. Thers may be room for
fexibility (perhaps starting ship 28 Jate a3 March $339) provided the
final maturity temains three years.

- In tact, delaying the anset of amortization & few months may haipus
resolve certain isaues (establishing a second banksupicy-Temota special

d inirg how best to cmwﬂlwal@mc pool on

Fth.;llu sid;. oé).

Cc
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/40 10141 FAD 212 733 3723 CITICORP SECURITIES. INC.

Facsimile

PROJECT ROOSEVELT

Seruceured Securitization

Qoo1/0a)

CITICORPS

i
st temearen tha ot 399 Park Ave. 6" Floor, NY, NY 10043
Fax Tor Company Perton Zaz Number
Eneen Capital & Trade Rusources Joseph Deftuer (713) 6463601
Xrtyting Mordang (713) 6463393
Geant Zinunaan {713) 846. 3602
1 Citiesrp Securities, Ine.  Secwnirizaion; Joan Disy Q12) 7533713
Joa Mackiewics ) R12) 9356220
Wade Spass - @12 758412
Global Energy: Jim Reilly (113) £54-2849
Stwve Ballis 1) 6542849
Globel Loans: Dave Gerss {7137 €54.234%
Legal: S Jobnson Q12) 1536152
Willism Selliven Q1793421
Viasos & Kikine, LLP. Trina Chaodiee £713) 615-5081
T SwveComs (713} 415-5928
Bracewdl & Pattersen, LLF. Alan Rals @3 0281202
Sbaylcw {7133 2231212
B Maples k Calinr, Delta Connal Niasis Malis (3453 9453680
® Julfian Ractéyhough (345) 945-3050
?rvm.y Jean M. Diaz, Vies PrasidentPhone: 1212) $59-5260
‘D Wade Speas, Associae (212) 5596179
© Cheryl Iackson, Administrative Assisant (212) 559-3427

Dara: December 24, 1998

Re:  Project Roosevelt Statws Raport
Na. of Pagas (inclading cover): _3

Faxr {212) 793-3728

Merry Christmas!
Attached is a Status Report as of this morring.

Al commmnication it st

This facxinile it confldensial, may also be privileped amd is imtendad solrly for the ws of the inchividus! or endty
names whove, If you are noe the Insended reciplens, »r the employer wr apent repensible for delivering i 16 the
intendad recipiers, you are hereky noulfSod thet any distemination, Esribution, copying we wher saeuthorized use of

redibited. If yom Mve recaived thit facsimile in trree, pleaze sedify w1 immadiasely by
Jelephone aad reiwrn he focTimGls s th sender @ the abeve addrast v tha Unieod Stases Pursel Service.

XEC 24 ‘S8 99res

EXHIBIT #188e
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12724798 1041 FAZ 202 793 3728 CITICOR? SECURITIES,INC. Roezs003

' Project Roosevelt
1998 CAFCO/CRC Loan Facillty
. Status Report 43 of 1224/98 8:33:25 AM

Comments

Cinicxrp Credit Approvais Opes Railly, Dizz, Frzal pprovals sopezed (2778,
s Global Energy (Baeon) Brill, Gocts, .
»  Secitrsion Kalick
»  Global Insarzoca (Surwsies)
+  Global Lowas (Underwriting)
+  Global Derivatives
< dity S roviden .
Cidcorp/Deita Eneryy Opea - - | Diax, Sallivan, | Neither Defta ner Yega are tyvoived with any
CarpdVega Regubatory! . | Jokason current demls, dowever, Vega sppetst mx 1
Businers Irroes M h"dan M.tphtCa.ldaumzh .

_ Statay
v;hk:iq?lbmm 703:;:!‘&1 Enroa Initial mwdel sherwing Txtural pas oaly.
Model . -
| Rerviss moded oo thow nacal - | Open Earoz.
| gas & orde ol :
| Revicw cush Sow model Ope Speas, Dallie, !:n:wmm docmments 1o i
l Kulick i & o) fow
Schedule of Eveats Item Status Camments

Determine lew &rm wusefx | o Completed | Diaz, Jobnsom, | NA. Use S0MA form wmtl we syndicals tea
Asset Purchuse Apreement & | L, Clack nse APA.

form of APA

Deside on mechannm o Opent Dixz, L, Conduits recurie reservey {through
§taxf,ru:n&mm Clark, Enrea overcoiazenlizaion, reaxrse, 3% party

§ requirements rapparet, e} o [eskages in stucnre

l (ﬁmcbhmmkaxcwzmm&

position to tak= oa Deita pecfarmance risk.

TZEISFPOISHAREIVUSSECTRIDIAZ erron, 12-3imorevedt tms.doc

DEC 24 '99 g9ias N2 79I IB PRGE. R ~

CONFIDENTIAL CITI-SPSI 0046708
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Schedule of Events Item
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CITICORP SECURITIES.INC.

Project Rogsevelt
1998 CAFCO/CRC, Loan Faciliy
Status Report 2s of 12/24/98 8:38:25 AM

2oa3:-063

Statuy Responsible Comments
Fnrwad’SauAmua Inital Dra | Bracewell, V&E } 1. Unpad Amounts included in Surery
2. Termination Pymz to mazch Commodity
Claid Swap caleulation
3. Defaak also based an knowledge of
is Offcer
Earon Guaragtese Inmal Draft | Braczwell V&E | |. Coverzgs of Markzting Agreement
2. Coverage of Interest Raze Swap
3. Asgy of dedx signing
- - Agreernenty
Surety Boed Instial Draft | Bsron (7) 1. Assigement 1o Collzzeral Agemt
1 2. Covarsgs of accrued interest
3. Useas margin for Swap Coamerparty(ics)
- 4. Additiona] D&P lanquags sent out 12123
Commodity Swap Inifiai D | Braccwell, VEE | 1. Fom of ichedule-exirang Barclays/Exron
Cammodity Swap Margin Inital Draft | Bracowell, YAE
| Apeement
Commodiry Swap Margin Inital Draf | Bracewel), V&E
ent 2
Interest Rate Swap Opa Bracewell, VEE | 1. Coverage of all merest, foes & similar
(w/margia) paymenti—feserve adjusted Libo,
Marketng Agreemens nital Dra8 | Bracewell, VEE | 1. LOC t cover purchaser
. increased costs, xes & other lakages
oot covered elsewhere (Surety Bond,
s
Credit Agreement Initial Draft | Bracewsl]
Security Agrramant Iamal Dt | Bracowell 1. Prcmty of Baroa as imterest swap
Deita Admirisrasion/ ? M2C, Does ane exist? Witk wham? Would it cover
Mamagement Agrocment Bracewsll, Citi | this Traneaction? ¥ net, who wouid be i
Exroe Coxrporam Opma Exren, V&E !
Carifh O i
Detta Exergy Opaa M&C,
%‘ .:H Blw lu —

WFS399PO N\SHARE [ WSSECURIDIAZ \eron, 12-9%oasevelt sme doz

CEC 24 '98 e3: a8

‘.

CONFIDENTIAI
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Facsimile _ CITICORPS *
-PROJECT ROOSEVELT :
Structured Securittzation

L Sastarsneeros foxdos 399 Park Ave. 6* Floor, NY, NY 10043

FexTo: Compaxy Persom Fax Numder

T Earon Capital & Trade Resources Joscph Deffacr (T13) 646-3602

(=] Kristina Mordmmt (713) 6463393

o Crant Zimmerman (713) 646-3602

O Giticorp Secarities, Inc.  Securizization: Jcan Diax Q12793372

o . Joc Mackdewicz Q12) 9356220

a Wads Speas 1y 1582

b4 Glodel Energy:  Fim Reilly (T13) 654-2849

O - Steve Ballie (713) 654-28549

=] Globol Loons: Dave Gorts . (713) 654-2849

O Legal: Susan Johnson (212) 793-6152

u] William Sallivan Q12y793-42852

O Vinson & Elkins, LLP. Trina Chandier (713) 615-5033

=] - Steve Coats (713) 613-5925

O Bracewell & Patterson, LLP. Al Rafie a3 2-1212

=] Sheryi Gussert 13) 221-1212

O3 Maples & Caler, Deira Counsel Nicols Mclia (345) 949-30%0

=] Jullian Reddybough (545) 945-2080

3 Barclays Bank, plc Richard Willizms (212) 412-7585

- Ion:t.han’l‘xybr 011-44-171-773-0410

From: () Jean M. Diaz, Vice President Phone: (212) 559-5260
X Wadc Speas, Associate (212) 5596179
O Cheryl Jackson, Administrative Assistant (212) 559-5427

Date: Fax  (212) 7933728

Re:  Project Roosevelt Status
No. of Pages (including cover):

D, Lets ey fhis agan
F/G“SC c‘a/ F ‘fAe 7\2;\)(
(> l//r‘jlé
Wrxo(e, -S-@e’kf

This fecsimile is confiderdia, m.mumvmgundbmunhyf-mu.fmwvu.dwa&y
mamed above. If you are mot the intonded recipled, or the cmp o apont rep "fwldiva-blgttcét
iretended.

x sricey p
telephone and retirn the facsimile (o the sender dﬁcdcndbmmﬂu United States Postel Scrvice,

CONFIDENTIAL
CITI-SPSI 0025989
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CMAC Minutes
June 22,1999

Members Anending: Frad C!xapcy {Chairman), Fleanor Wagner (Client Risk
Management), Jim Gamet (Risk Architeerure), K. Anandassgar (Audit & Risk Review),
Susan Hayward (Secrerary)

Commitiee Members Abseant (Represented by): Catherine Genzlinger {Robert
Notan/Mike Lalo). Mc! Taub {Ned Schoenfeld), Bill Mackey/Mike Day (Pat Butler/Laura
Lam), Marcy Engel {Scott Flood)

Guests: Tom Francots, Ramesh Gupra. Lynn Feintech, Joe Erlanger, Nacayan Prasad,
Mike O’ Donncll, Nancy Paulson, Shcnghua Hu, Apoarva Koticha

Cancellable Step-Down Swap .
Presenter; Nancy Rankiv. Gloria Schoeider

A strucnure was p d that will provide yield toc that have 2
view that interest rates will not execed x pred: incd Libos threshold level, The
structure ists of & 0 of prod that Citibank custeqtly undes. However,
based on the bination of the camp and the Labilicy feature. the gaasaction
can nok be booked in the back office p ing system. Therefors a spreadsheet has been
deweloped to initislly book the deal until it can be baoked in the back office system, The
spreadshert has been swmell tested by risk analytics. Operations palicy is to limit the
number f spreadsheert transactions ¢o five per desk. The Desk will follow-up with
Operations (o det¢rmine bow many spreadshect deals ane ¢ ding., This will
determine the nusnber of deals thar the originarars can execute.

The comumitier. also discussed the ability to indepeedently prce the The rate
reasonability goup will b contacted (o casurc st ey can obtain the necessary market
information check the MTM of the strucrure.

The deal bas boea approved by the committee.
Follow-ups

Determirie the number of deals that are baoked on a spreadsheer. (Mike Lalo/PST)
Ensure that race reasonability unit can obtain the market runes (Joe Exlanger)

Prepaid Ol Transaction
Presenter: Adam Kulick, Jim Reiily

A transsction W discussed Which would aliow Enran to execute a prepaid 3 month swap
on JOMM barrels of oil {citi pays fixed price ar inception — appx $500MM - and receives

CONFIDENTIAL

Permanent Subcommittee on Investigations
EXHIBIT #1885
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floatng price 2 manurity). The trapsaction provid: bl g for
the customer. Although the deal is effexiively a foan, the form of the ransaction wauld
allow the customer to reflect it 25 “liabilities from price risk management activity” on
theix on their balasce sheet and also provide & favourable iupact on reporied cash flow
from operations. .

The conunitiee discussed the following issues:

= The approp of the ton. The RM stated thay the ransaction was
appropriate for the customer and that prepaid forwards are common with others in the
industry and that the P disc /di with | audi

and rating ggencies. Additionally, the intemal approval for the uansaction will
acknawledge the fact that we were basically raking a loan o the eustomer and that
the M bas bad numerous conversations with Serior Management of the company
about the strucnare.

= Masgio amaagement. Aldiough the client has a margin agrocment with Citibank, the
uaniaction will ot be covered undes the 2gresment.

The appropriate Desk to book the: ransaction. Fred Chapey will have discussions with
e trading desk and the originators 1w decide if it would be more appropriale to book
the deal on the Commuodities Desk.

The transaction was approved subject to:
Follow up itcms
= Ensyrc that appropriatencss and suitsbility of the manssction to the customer e

covered under Lhe deal approval, (Adam Kulick/Jim Reilly)
+  Decide which desk to baok the transaction (Fred Chapey)

CONFIDENTIAL
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speas, wade " .

From: Sajilie, Steve

Sent Wednesday, September 29, 1999 8:02 PM
To: Mackiewicz, Joseph J.

Ce: Baillie, Stave: Reilly, James F ; Speas. Wade
Subject: Enron - Rogsavelt

Joseph,

This amaii is to confirm that

1. Global Energy and Mining ("GEM"™) have approved the full $125MM still

autstanding under the “Roosavelt” prapaid. Qur approval runs for ancther 4+ '
years. (as an aside, in addition. in cur most recant Enron memo. we commant

that our expectation was ncw that the daat would nct be repaid unti Oecamber).

Cur approvai to extand detiveries was dane vertally. -

2. We do not befieve that we (i.e. GEM) need any form-of
approvalacknowiedgement from Global insurancs sincs we approve the entirs deal
siza (aithough | was unabie to confirmn this with Tom Stott as he s away this

weak).

Ragards

I Permanent Subcommittee on Investigau‘ansl i

EXHIBIT #188h CITI-SPS! 0046838
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T 4 stmon Crowe
25/11/99 15:06

To: Janine Juggine/LON/ECT@ECT
[<<3

Subject:  Truman financlal prepay dlagram
Fyi

= Forwarded by Simon Crowe/LON/ECT on 11/25/99 03:06 PM =e~r—m—mser

#. Jungsuk Sub
11/24/99 07:10 PM

Tos Paul Chivers/LON/ECT@ECT, Treasa Kirby/LON/ECT@ECT, Simon Crowe/LON/ECT@ECT
cc: BIll W Brown/HOU/ECT@ECT, Doug McDowel/HOW/ ECT@ECT )

Subject: T ruman financlal prepay dtagram

The dlagram below shows the Truman prepay that was closed Sep 29, 1999, Citbank pmﬁdes the
prepay swap, while TD provides the commodity swap on half the transaction, and thelr roles are reversed
In the other half. We were able to substantlally lower the commodity swap charge because Citfbank and
TD have essentially offsetting risk under thelr commodity swaps.

The second alternatlve that we spoke of was utifizing three banks (Le. Citibank, Barclays, RES}) a5 the
prepay providers and TD as the commodity swap provider In all three prepays. This would aliow the
participation of Citl, Barclays and RBS, but would resuit in higher commodity swap costs because TD

would bear incremental credit risk from the three banks.  The diagram for altsrnative 2 would simply be
the "Cltibank Prepay” diagram, with Citlbank replaced with Barclays and RBS for the other two prapays.

Please call with any quesdons.

Jung Suh 713-853-7668

crude prepay 285098 diagram 2.

| Permanent Subcommittee on hwestigationsl

EXHIBIT #188i
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A Janine Juggins
25/11/99 15:19

To: Simon Crowe/LON/ECT@ECT
cc: Treasa Kirby/LON/ECT@ECT, Matthew Landy/LON/ECT@ECT

Subject: Re: Y2 F}
Just to dose the loop on this one following our discussion, ! will need by January to:

1. get a detailed understanding of the Citi/Y2 swa

2. confirm the netting point EA”')'\- C'D’\P Lt ]

3. or alternatively confirm that no payments will t N ° .Le | QL qa )
- Ve -

Regards J

Janine ) SU-—-L}PJ' s (Z_Q_ : yZ,
Slmon Crowe S LL.M—QM‘{'L ]I)

Z_ Simon Crowe
25/11/99 11:24

To: Jantne Juggins/LON/ECT@ECT
cc: Treasz Kirby/LON/ECT@ECT

Subject: Re: Y2 T
A few points

I have requested all the closing docs for Yoe |

Equal and opposite payments but not necessarily in all cases
See the swap for the netting language

We will insert the 1/1/20001 first repayment date.

Y2 wilf set up a UK bank account

No discussion on new EU WHT

The bond will be listed in Lux

No doubt we will speak later. -
regards
Stmon

Janine Juggins
g}z" TJanine Juggins
11/24/99 06:10 PM

To: Treasa Kirby/LON/ECT@ECT
cc: Simon Crowe/LON/ECT@ECT, Matthew Landy/LON/ECT@ECT, James Sandt/LON/ECT@ECT

I Permanent Subcommittee on Investigations

EXHIBIT #188j

" E 39996
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Subjec: Y2
1. US withholding on Citl swap with Y2

| stiff need coples of the underlying Y 1/Cltl swap documentation to property anatyse the transaction, As |
mentioned the draft on Matt's file & dated 3 Nov and appears to exclude the cashflows from netting -
this i critical.

| 2m assuming that afl of the funding mismatch is now taken care of by the Enron Corp Magic note, so
that all that the Citl/Y2 swap represents Is;

Y2 pays to Citl an arount equal 1o the Interest on the Delta notes
* (i pays 10 Y2 an amount equal 1o the Interest on the Deita notes
+  Clt makes varlous payments to Y2 in the event of an Enron credit event

It Is assumed that the first two ttems are equal and oppostte so that if netting applies there wili be no
residual payment upon which to apply withhoiding. ?iease can you confimn:

1) that the assumption re equal and opposite payment Is correct; and
H) that netting applies 1o alf payments under the swap

1£ this ks not the case, such that some payments are made by Cltf to Y2, then our position would be:

1. That the swap & a notlonal pﬁ'ndpal contract {sourced to the payee fe Jersey) therefore no US
withholding - -

2. With equal and opposite payments It may be difficult to get within the definition of an NPC {although
1t s not dear cut) therefore we would then be In the same posiiion a5 the other swap -~ basically &
withholding risk for 2000 but not after 1/1/20C1.

To summarise ~ best position Is netting with no residual payment, faliback is NPC argument, If we are not
comfortable with this falfback then the safest route would be to defer payments untlt 1/1/2001 to catch
the new rules. -

2. UK bank account

Just to conflrm, I is the Y2 that will set up a UK bank account and not 2 Jersey -paylng agent.

Since the Interest Is not UK source the fact that Y2 uses a UK bank account will not introduce additional

UK withholding risk: In ary event the bonds are quoted Eurabonds held within Cedelbank and Euroclear
50 no UK withholding will apply.

Treasa, has there been any discussion with respect to the isk of a new EU withholding tax, other than
what s already it the offering memorandum ? Although we have a Jersey issuer the Eurobond will be
fisted in Luxembourg | belleve. ’

Regards
Janine

1fidential Treatment Requested By Wilmer, Cutler & pickering

E 59507
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f” Stmon Crowe
25/11/99 11:24

To: Janine Suwn:/ LON/ECTRECT
cc:  Treas: Kirby/LON/ECT@ECT

Subject: Re: Y2 B

A few points

1 have requested alf the dosing docs for Yoe | _ raw?

Equal and opposite payments but not necessardly in all cases —> S % ﬂ,..ntkf_
N S WK L we

See the swap for the netting language S, M*éd‘ctcnwc& ma.(( I ro st it

‘We will Insert the 171720001 first repayment dat., ond .

Y2 wiil set up a UK bank account -

No discussion on new EU WHT

“The bond wili be listed In Lux

No doshe we will speak later,
regards

Simon

Janine Juggins

Jantne Jugging
11/24/99 06:10 PM

T Treasa Kirby/LON/ECT@ECT
o Simon Crowe/LON/ECT@ECT, Matthew Landy/LON/ECT@ECT, James Sandv/LON/ECT@ECT

Subject: Y2
1. US withholding on Cit{ swap with Y2

1 still nead copies of the undertying Y 1/Citi swap documentation to properly analyse the transaction. Asi -
mentioned the draft on Matt's file is dated 3 Nov and appears to exclude the cashfiows from neiting -
this is aitical. - .

1 amn assuming that il of the funding mismatch Is now taken care of by the Enron Corp Magic note, 50
that all that the Citi/Y2 swap represents ls:

Y2 pays to Citl an amount equal to the interest on the Deltz notes
«  Citi pays 10 Y2 an amount equal 1o the interest on the Delta notes
o Citi makes various payments to Y2 in the event of an Earon credit event

Itis assumed that the first two items are equal and opposite so that if netting applies there will be no
residual payment upon which to apply withholding. Please can you confinm:

1) that the assumption re equal and opposite payments is corvect; and
i} that nettng applies to all payments under the swap :

E 39998

Confidential Treatment Requested By Wilmexr, Cutler & Pickering
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1f this Is not the case, such that some payments are made by Citl to Y2, then our position would be:

1. That the swap I a notional principal contract (sourced to the payez le Jersey) therefore no US
withholding

2. With equal and opposite payments It may be difficult to get within the definition of an NPC {although
ft Is not clear cut) therefore we would then be in the same position as the other swap - basically a
withholding risk for 2000 but not after 1/1/2001.

To summarise - best position k netting with no residual payment, fallback I NPC argument, if we are not
comfortable with thls fallback then the safest route would be to defer payments undl 1/1/2001 to catch
the new rules.

2. UK bank account

Just to confirm, tt s the Y2 that will sef up 2 UK bank account and not a Jersey paying agent.

Since the interest is not UK source the fact that Y2 uses 4 UK bank account will not introduce addltional
UK withholding risk. In any event the bonds are quoted Eurobonds held wh.hln Cedelbank and Euroclear
so no UK withholding wit apply. -

Treasa, has there been any discusslon with respect to the risk of a new EU withholding tax, other than
what Is already in the offering memorandum ? Although we have a Jersey kssuer the Eurobond will be
fsted in Luxembourg | befleve.

Regards
Janine

E 39999

Confidential Treatment Requested By Wilmer, Cutler & Pickering
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CLOBAL LOANS APPROVAL MEMORANDLN

This deal i3 properly recorded ot Syndicatoe. Yerificl by.
Memo Date: Deceber 7, 1999

{Deal Team Leader initials requeired).
Approval Due Data: December 10, 1999

[ 1Renswal. Repricing or Restructuring Leagus Table Eligible Yes No
{1 amcadment (Number y Agent-only Metfia Disclosure

Multi-Curreney (¥ or N} Co-Agent Contaer: Not Applicable

A. KEY STATISTICS

Borrowers Enron Corp, Citibank Commitnient (SMM): 5126 million
GFCIDS: 446084 Citibank Hold {SMM): $126 willion
Deal Size (FMM): 5126 million U/ Ameount (SMM): Not Applicable

Facilities (SMM)/Tenor:

5126 miltion PSR line

B/E Amount {SMM):

up 10 180 Days
Pre-approved (YAN): No
Date Pre-approved: Not Applicable
Qrigination Uonit: GEM-Houston

GRS Industry: Global Energy &

Mining
GRBE Market: US South
Account Segment: House
Syndicated (Y/N): No
Ageat{s¥Amount(SH{M):  Not Applicable

Accom Amount (SMM):

Scheduled Launch Date:

i+ Scheduled Closing Date:

Sell Down Date(s):
(If applicatie)
Secured (YN):
- Qbliger Exception (Y/N):
{Exception Amit.):

Liguidity, Pricing Execption
(X} .

{1) Followdng the scheduled 12/1771599 closing of Nahanai,

Not Applicable

Not Applicable
Not Applicable
Dez: ar 17, 1999

Not Applicabie

No.
Yes
519 mitlion ([}

No

Team Leader; James F. Reilly | Tel: 713-654-2820 l Back-up Conta teve B: Tel: 713-654-2887

Pricing (bps): - Undrawn Dra Upfront Fee
NIA LIBOR + 55 bps $100,000
LT UNSECURED KR for Facility LM LTM LIM.
Sales EBITDA Grass Int. Coverage
i _ 536.8 billion  S2.4biltion 3ix
APPROYALS: " "
= ooy Nyhmefa e
e 1 sz %\g
7oval Level Required: Level 1/CF) 2,
: 0
19
CiTI-SPSI 0021511
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DEAL TEAM:
Global Loans: Origination: [ Research; T Detivatives: it ada ]
B James F. Reilly Sumit Mathai Adam Kulick Carol Rooncy
713.654-2820 713.654-2868 212-723-6443 713.654-3550
Steve Baillie
713-654-2887
A PURPOSE

Recommend approval for a new PSR line available to Global Derivatives for the “Nixon™ crude oif peepaid,
2 $126 million transaction for Enren Corp (“Earon™) with a tenor of up to 180 days. Final maturity is
expected to be on or before 06/14/2000. Nixen is a financially settled crude oil forward sale wansaction
that is. similar to the Truman ttansactions, which closed in 1999, The istemt & to refire Nivon with
Yosemite I, 2 £195 million CitVSSB stuctured transaction that is designed refinance Enron bank paget in
the UK long-temm capital markets, in the first quarter 2000. If Yosemite If does not go forward, the prepaid
will be refinanced either through 2 dollac denominated Yosemite If transaction or a syndicated bank
prepaid.

With this approval, Enton Toml Facilitics will be $724 mullion. O ding and unused i total
5484 million, resuiting in an Obligor Exception of $t9 million. These levels reflect the closing of the
Nahanni tansaction, represeatiog an incroase of S24.5 million (Nahzmni is expected to close on
101771999} As outlined Iuter in the “Envon Exposuse™ section, the Yosomite traasaction reduced Envon
exposurt by $530 million, with the repayment of Truman and Rooseveit ransactions.

At the December 17, 1999 closing, we expect to receive an upfront fee of $102,000 on Nixon. The
transaction yields a 55 bps drawm cost  Through nat directly connected with Yosemite 11, Nixon docs
Gcilitate the execution of Yosemite {1, Yosemits 11 is cxpecied w0 yield CitVSSB revenues of
approxirutely. $2.0 willion in bond underwriting fees and in excess of $10.0 in other associated reveauss
tEroughout its térmm, and has a similar swucture to the $825 million Yosemite fransaction that ¢losed on
131999,

8. SUMMARY

Transaction Descriptiol

The Nixon transaction is expscted to close oa 12/17/1999, with Citibank advancing 5100 million in 3 crude
oil prepaid forward sale ransaction. The traosaction i expecied to Bave 2 tenar of up te 180 days, with
paymen: of principat 2nd interest scheduled on or before D&/1422000. Including caleulated expasurs on the
associated commodity price swap, Nixon related exposure tozls $126 million. Nixon is, in principal,
similar 16 Trumas, a $400 million PSR (5337 million finded) Citigroup arraaged oil prepaid that closed ia
September 1999 and was repaid on 11/18/1999. Truoan was a financially settled transaction.

At execution, Cishank will pay Earon $100.0 million, derived as the pooduct of a nominal mumbez of
arrels of oil 20d the 12/17 crude oil index price. At mmturity, Enron will deliver cash equal to the n.orm_nl
number of barrels at the thea current index price o seitke outstandings under Nixon. Cotmadity price mk
:nd:ommﬂymﬁmﬂmhﬁwmhup&&moﬂhioaniscomedv'a{:um_mduy
swap with Toronto Dominion. Under the terms of the swap agmement, Toronto Dominien wilf 2y
Citibank the fixed price on the nominal barrels, in exchange for the value of the nomiml barreis at the
future index price. The aggregate of the exposurcs woder this transaction will be covered by the $126
miltion PSR, for which we 2re seeking approval i this memo.

Barclays and Royal Bank of Scotland will exccuts identical $100 miffion oil-prepaid mransactions with
Enron, which will close simultansously with Nixon. Toronto Dorminion will enter into commadity swaps
with Barelays and Royal Bask of Scotland, respectively.

prewkion TP ~Ban £00 2
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Refinancing Plan:

Citibank expects 10 sliminate the Envon exposure from Nixon via the £195 mullion capital markets
wansaction, “Yosemite 117, arranged by Citibank/SSB. [n Yosemite 1, 2 special purpose rrust will purchase
AAA investments and Enron loans from the bank market, totaling £195 million in aggregate. The
putchased paper wil consist of crude oifnatuml gas prepaids totaling LIZS milfon. Yosemite # is
particularly valuable 10 Enron as 2 source of prepaids, because the prepaids under Yosemite {f can achieve
tenors in excess of those available in the bank market. Prepaids assist in balancing the tenors in the
company's commodity trading buok. .

The trust will fund itsell via the sale of 20 year Enron-Credit-Linked notes. We expect exesution priot (o
the end of the second quarter 2000.

Enron Exposure:

Recent/expected activity affecting our Enron exposure is outlined below. With the close of the Yosermdte
transaction, Total Facilities are $544 million, Tatal O ding 20d Unused C i are $362
million, and our Obliger Exception has bees eliminated. The Truman and Roasevelt tansactions wore
repaid with proceeds from Yosemite, which closed on 11/18/1999. Including exposure at the giose of
Nzhanni and Nixon, we expect Total Facilities to be $724 million, Tote! Outstanding and Unused
Commitments of $484 million, and an Obligor Exczption of $19 million.

(Sin Millions) - N

Net @ [1-4-99

Net @ Yosemite Close -

Suzety Revolver Reduction

Nahansi

Nixon 126 9
Net @ 123199 * RN 17 2 S :

: S19 .
"Qbtigor Limit increased to 5450 muition from $375 auillion in G3/99 for 4+
rated borrowers. Ai 1243171999, Obligor exception includes miscellansous chenges in
exposure ttaling S{14) million.

Inaddition, we capect our St1 miltion commitment to JT Holdings, Inc. {synthetic lease ransaction) to be
1epaid prior to December 31, 1999, Wiz have purchase default swap protection totaling 5124 million, and
have $30 million in Lawers of Credit from ining under dity swap tra i Our §30 million
exposure in the Surety Revolver is hacked by two AA rated insurance companies.

CONFIDENTIAL ciT-5PSst 0021613
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EXPOSURE SUMMARY

£ $ willigns)

Facility Deseriplion - Cucrent Proposad Chanpe
Nizon Crude Oit Prepaid Se S126 $126

Tata! . S0 3128 $126

Borrawer: Exron Corp.
GFCID 2 - 246034
LT Unsecured Ratings (S and Moody's): BBB~Bax?
FPurposer . PSR tine for Prepaid Ol Financing
Deal Size {SMM): $126 Million
Facilities (SMM)/Tenor: 5126 Miltien ¢ up 1o 180 Days
Upfrant Fec(S) to Investors: : $100,000
Undrawn Cost (bps), FF or CF, (af currendexpected ratings): Not Applicablz
Drawe Coss (LIBOR spread in bps) plus FF (at current/expected ratings): 5%
Utilization Fee (at current/expected ratings): Not Applicabie
Ratings Priving Geid (YN3: Yes
Financial Coventants {Lisiy: Nonz
Admin. Agent: Not Applicabls
Bocusmcntaion Agentt Mot Applicable
Syndication Agene: Not Applicable
Aerangenment Fee (S or bpsi: Not Applicable
Admin. Agecy Fee (S): Not Applicable
C. RETURNS TO CITICOR?

Returs an transaction:

We sxpect 10 generate revenue of $375,000 s & result of the Nixon mansaction, consisting of 2 5100000
upfrant fee and $275,000 interest revenue. W expect 1o gonerate approximately 43 bps of RGRAR, based
on RAP asssts of $52.25 million. Nixon iz positionisd 16770l into the Yosemite If transzction. Yosemite T
is expecied to gencrate $2.0 milfion in bond underwriting fees and in excess of S10.0 million of oter
associnted revanues.

Return of the Relationshipy
Revenue YTD September: $11.6 miilicn
12 Montk {998 Revenue: 516.2 million

RORAP YTD September: 286 bps
1998 RORAP: 148 bps

D. MANAGEMENT AND RELATIONSHIZ BACKGROUND

We continue to maintain An attractive, swoug relationship with Enron; oue that will provide aver 530
rillion in revenues in 1999 at well-sbove hurdls RORAP levels. Our success to-date bas been m:zsu:‘d
by munagement’s camfort in our expertise and ability to soucture, arrange and syndicate the company’s
“roore-difficult”, time-constraiond financings.

As “Citigroup”, we are now presented with additional opporiunities with the company. Spesifically,
CifSSE was awarded toles & the company's common equity issusnce in Febnuy, exchangeable sotes
issuance (related to the EOG share exchange agreemsent and related EOG equity offering.in July), !he recent
Condor d bond jon, and most imp ly the high profile Yoscmitr frarsaction. n .

2
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addition, Exiren has ized that its key fonship banks have incured incréasing leveis of exposure
10 the company. Consequently, Enson has taken several steps 1o teduce exposure including the Yosemite
transaction, which reduced Citibank's exposure to Enron by S330 million. However, Enron continues to
believe that with our expanded role in the bank, bond and equity markets, and reduced exposuce levels,
should come the willingness 1 commit capital resources 3s necassary.

E. Creptt UesDATE

Please see Enron Credit Update that i ircluded in the Nahanni approval memorandum dated 127871999,
which is part of this approval package.

F, EXRIBITS

1. ENRON ANNUAL REVIEW
2. GMPM

CONFIDENTIAL CITI-SPSI 0021615
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~~~~~ -Original Message
From: Kirk, Niels .
Sent: Monday, Decembeér 06, 1998 9:51 AM

To: Reilly, James F.: Kulick, Adam SSB.; Baillie, Steve
Subject: Yosemite 2 - Interim Solution

Importance: High

Guys,

1 spoke top Treasa this moming and provided our
irfdicative pricing for the pre-paid.

Front-ends: $250,000

Margin: L + 65 bp p.a.

Tenor: 90 days*

* Treasa feels that 90 days is sufficient.

1 spoke to Peter Charles of SSB syndicate. He
confirmed that the bond "take-out* success hinges

on RBS and most importantly the Prudential. Charles
is very reluctant to put any probabilities on the success
of this deal in the Sterling market (i.e. he doesn't want
to be quoted as providing our first way-out...).

We should have a conference call this afternoon.

Nigls (+ 44 171 500 2433)

Kirk, Nieis

From: . Kirk, Nieis C. {Niels C. Kirk /70EULON] on behalf of Kirk, Niels C.
Sent: 08 December 1999 16:46

To: Reilly, James F.; Kulick, Adam SSB.; Baillie, Steve

Subject: Nixon - Interim Soiution

Importance: High

Foilowing various conversations, this afternoon
[ put on my cowboy hat and negotiated/agreed
the following fees for Nixon with Treasa:
Front-Ends:  $200,000

Margin: L +65bppa.

Treasa now want to know where we stand on
the credit approval as the want to trade next
week.

Niels

p-s. 1 love working without a caiculator...

——Original Message——

From: Kirk, Niels C.
Sent: Monday, Decamber 06, 1993 8:51 AM

To: Reilty, James F.; Kuiick, Adam SSB.; Baillis, Steve
Subject: Yosemite 2 - Interim Solution

importance: High .

Permanent Subcommittee on Investigations
EXHIBIT #1881
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Crodit Approrat Grezn By

Ta confirm verbal
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E-MAIL TO GMCD-DERIY (NAME /1D #/ SUBJECT)

Share Wiliarrs

Fax# 793-7955

for the follovng.

SECTION 1 TOBE COMPLETED BY DERIVATIVE TRANSACTOR

Legal Counterpary Name:

Enron North Americe, inc.

+

Transaction Reference =2, 50990287
Trade Dacs: December 14, 1999
Early Cash Serdement:
. Legal Vehicle Name: ERectve Date: December 15,1999
{Imandatory .
CBNA Matusity Date: March 13, 2000
[ Joptionsi Ciii Oy
i O Crber Tenor
{JOprional (Thisd Paty Only) S,
Notional Amount [$MM): $104,000.000
[cpuionat (Either Party) . — E—
Product: Magix (bps pa.):
Cish Senle Date: —
O mea [CJewpFosrtolir MLV (SMM): $21.840,000
Multiple Rofiover Datest
1 era [ Jequiny Derivadve “Cross-Border RiskApproved :
T LY cReA [K]Commodity Daivaive | Clean Risk (SMMY s
Notification Days: — {f appiicable )
71 swaption [ Joeen T
Perolio; Seulement Risk{SNM:
(3 agphicable ) —
Torat Approval Agsount (SMMY .
Termas:
TraderiCriginator (rciude ai interest tcres used, cokatent i Credit Risk Faccor(CRF) Usedh 27 00%
Dayment Chatules fir METaTCnd DOYents H1C.) - N
Credit Risk Facwor s STANDARD X
Comepediy Sweap &5 Dt of Caeis Prepey SPECIAL ]
% DOES THE CREDIT RISK
S FACTOR REQUIRE:
\ ANETTIMG AGREEMEXT: !
A MARGINING AGREEMENT &1
Required o 3 (11 specis CRE i nsed,sttsck CRF Undt Cimand?

SECTION 2: FOR NON-PAL NAMES ONLY: TO BE COMPLETED BY CONTROL UNIT

Facility Number: Credit Ct
Revision Dace: oFeID: -
Fast NUmber:

Obligae Risk Rating:
Conerol Unit Experse Code

SECTION 3: FOR PAL NAMES ONLY: TO BE COMPLETED BY CAPITAL MARKETS CREDIT ADMINISTRATION

Cractt ADproval Giver € GCCOrITNCe wim

e ulss Gavameng the Exensan of Crecit

Reguires Sianonyes and Stamos)

——ind
Revision Date : Allocation from Pre-Approved Lise:
|_®eausa sgronsesonasiomsd i
Piesse sign Starmp and ratam s form IMMEDIATELY D Seat © ome Rewed
Capisal Markets {nvestar Condit, NY Derivanves Credit Desk TstRequests — st e
199 Pack Aveth FlesZome 18, NYC 704 Reguest: e R
AN ¥ (2121 793-7953 _ Tei # (R12) $54.1254 Jred Requert:
N o o ————
CITI-SPS1 003676¢
4

CONFIDENTIAL



1498

CWM - Credit Derivative

Status: Preparing aso 12/14/89 10:20:04 &AM

Deal #: 50990287 Verd
Linked Deal #: 50990288
tegaf Entity: CBNA

COUNTERPARTY INFORMATION
Name: Enron North Americs, Corp
Contact:

ECONOMIC INFORMATION
Expiration Type: .
Canceliable By:
Ampitization At

Eff. Date: 1271549
Brokerage:

Pramicm:

Paid By:

Payment Date:
CITIBANK PAYS:Fixed
Spread +/- no spread

First Poriod Rate:

{Jay Basis: A/368

Setth. Freq: Daily

Reset Freq: NJA

Compounc Freq:

Begin Stub From:

End Stub From:

CUSTOMER PAYS! fioating

Qrig/Trader: Timothy Swanson
Tracts Date: 1211498
Deat Type:

PBG: No

Tetephone:

Cureency USDI - U.S.

Exercisa Date; Exercise Frequency:
Swap Settie:

Notignat: 104mm

Tern, Date: (V152000 Ad].: Yes

Business Days: New York, London

Spread bps:  Rate: Other
Rate Sourca:
‘Waighted: No
* Sent. Roli Date; 1§
Reset Roli Dats: 1§
Compound Roil Date:
Begin Stub Ta:
£nd Shub To:  Eng St Index:

Trader: Doug Warren
Broker:

Execution Copies: No
Customer 10:
Fax:

Bus Day Con: Mod. Following .
Settt. Adj.: Yes

Reset Adj.: Yes

Compound Adj.:

Begin Stub index:

Spread +- no spread Spread bps: Rate: Other
First Pericd Rate: WA Rate Source: .
Day Basis: A/360 Weighted: N Bus Day Con: Mod. Following
Gettt, Freq: At Maturity Only Seftt. Roft Date: 15 Sottl. Adj.: Yos
Feset Frec: NJA Reset Roif Date: 18 Resat Adjusted: Yes
Compourd Freq: Campourd Rof Dater Compound Adjusted:
Begin Stub From: Begin St Bagin Stub index]
Znd Stub From: £nd Sn to: e Stub Index:
OTHER INFO
Step up Rate: Stap up Date:
Reterence Cradite: cusIP:
TRS Roli of: TRS Clean Prics: TRS Diry Prics:
TRS Ciean Start: TRS Dirty Start:
TRS Clean Finisft TRS Dirty Faish:
Up-Front Payment of $104,000,000 t be made o 1271599
Customer Fixed Portfciio
Enron North Americs, Corp < Credit Desk
>
Fioating

o

Floating Fiate In Apeif 2001 NYMEX Crucie Futures Contract

PAYMENT INSTRUCTIONS

Banlc

CONFIDENTIAL
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Accoum ¥ ABA ¥

CREDOT Credit Risk Factor:

arly Cash Settle: No Cash Settl. Proc At

NotiffSente Time: Cash Setti. Date{s):

Pre-Sett. Risk: § Setfernent Aisk: § 0
Deferat: S MIS:$

Eamings: § KIS Yo

2173 RM Telephona $2

Special Instructions: CAi 1o pay $102,000,000 to the customer on 1211598
Floating Rate Payer = Earan North America Corp,

Floating Amount = 5,347,814 BBLs x Floating indax

Fioating Index = April 2001 NYMEX cruds futures contract

Fioating Index Determination Date - Y1300

Sertiement Payment Date = 21500

Rel. Account

Master Agreement on File? Don't know

# Days Notf.:
Margining:
Total Approval Amaunt

Matrix §
Expense Code:

5,347 514 BBLs calculsted, In conjunction with TD swap (¥50950288), to pay Interast and principsl on $104.00MM advance

o 12/15/99, based on ApritG1 closlag (GLJ1) price of $19.78/ bt
Payment = S104MM x {1 + 91/380 x {6.12% + 0.65%)) = $105,779,761

Dest Iy carved out of existing margin agreement. Threshold for Citf posting under sxisting margin agreement is increased

to 550 MM for term of this iransaction.

Contirmation Instrictiona:

New or Sxisting gonfimm: . S
. A) usp Existing approved form
C B) New transaction - New specific confirm 1o be used

3 "New confirn';
Transactor responsible for finalizing;
Responsibte Legal / SPOU Contact:

Confim Stass (specify i draft sent 1o cusiomer):
Any other special instructions:

Attach GK Screens Here; |

Originator/ Traders Trader2

CONF\DENT!AL

Operatons

CITI-SPSI 0036767
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Transaction Memorandum
- Enron: Project Yosemite
$500MM - $1,500MM Default Swap and Credit Linked Note
DAC Meeting: April 6, 1999

Purpose;

This purpose of this memorandum is to obtain preliminary approval to seek a mandate
to provide Enton’s top tier bapks with $300MM to $1,500MM of Enron default
protection. Enron has asked Citibank/SSB to design a program that Enron can use to
relieve credit capacity with their top tier banking relationships. Citigroup has
proposed a solution whereby Citibank will either provide default protection to Enron’s
banks or effectively purchase their assets and in turn purchase protection from a fully
capitalized SPV. Of specific interest for this meeting is our ability to assume some
amount of basis risk between purchased and sold defanlt protection and the treatment
of the transaction on Enron’s CA.

Client Need:

Enron puts a high degree of value on the innovative transaction brought to them by
Enron top tier banks. These transactions have historically provided Enron with
various forms of off balance sheet financing, tax efficient financing or cost effective
equity-like financing. Recently Enron has been finding restriction in the capacity of
the bank market to absorb Enron credit risk imbedded in these transactions. Enrorn is
therefore seeking innovative salutions to increase bank credit capacity for their name
while preserving the value added components of these deals.

Enron has outlined the following objectives for a transaction:

. Increase bank credit capacity;

. Maintenance of existing balance sheet treatment of transactions;

. Expand investor base beyond commercial bank/top tier institutional investors;

. Cost-efficient funding source;

Target size of facility $1BLN;

Minimize rating agency disclosure;

. Have the ability to substitute facilities;

Minimize income losses to banks that would result if banks sold their holdmgs at

current discounted market prices;

. Maintain bank group in existing deals. Ideally, banks who are not top tier
participants in deals will be unaware of the “sale” of the existing positions of top
tier banks;

10. Close quickly.

R N R

]

Enron has identified sevml liabilities that vary in credit senjority for potential
inclusion in 2 credit defeasance structure. Citibank has chosen from these several that
we believe to be the equivalent to senior unsecured obligations of Enron on which
develop a solution.

INTERNAL USE ONLY Page ] of 9 4/6/9%
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Proposed Structure: (Default Swap Structure}

Citibank has proposed two trapsactions that meet Enron’s objectives. In the first we
provide default swaps to Enron’s top tier'banks on specific Enron liabilities. Citibank
will in tarn purchase default protection from an SPV collateralized with AAA rated
asset-backed securities. To purchase the securities, the SPV will issue notes or
certificates whose repayment is conditional on certain Enron Credit Events and the
market value of Enron senior unsecured debt obligations.

Protection sold by Citibank will have as Reference Obligations either Enron S-year
revolving credit facilities, the A-Notes of symthetic lease transactions, or other Enron
senior unsecured obligations, Protection purchased by Citibank will have as -
Reference Obligations senior unsecured debt of Enron. These are likely to be bonds
and loans of Enron. There is clearly a small amount of basis risk in the ransaction,
Enron views our ability to understand and assurne this basis risk as important to the
ransaction, This will be discussed later in this document.

Execution of default swaps provides the banks with credit protection that:

1. Provides RAP relief;

2. Defeases risk without recognition of a gain/loss as the assets are not sold;

3. Enpables the bank to hedge existing deals without selling the exposure and

disrupting the bank group.

Investors and rating agencies see a simple Enron Credit Linked Notes with repayment
similar to an investment in.a direct Enron obligation. The investors will receivea
premium over a direct Enron obligation but pricing will be relatively tight, as there is
little structural complexity in the t i

GAAP and RAP Assets:

The proposed transaction should not be consolidated for accounting purposes and will
not result in GAAP assets for the bank. This still has to be confirmed by financial
control and accounting policy.

The ideal RAY treatment for the transaction will be for Citibank to only have
counterparty risk capital for the purchased protection from the SPV. Evan Picoult is
evaluating a transaction with similar “basis risk” to determine if and what amount of
specific risk capital must be retained by Citibank. If only counterparty capital is
inctuded, Citibank would recognize a 4% risk adjusted asset.

Credit Risk Exposure:

Credit Risk Exposure will be to an SPV collateralized with AAA/AA rated asset-
backed securities. The CRE will be a function of the tenor of the transaction but could
be as high as 100% in most circumstances.

No exposure will be shown on Enron's CA for this transaction.

Confidential - INTERNAL USE ONLY Page2of 9 4/6/99
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Booking:

The default swap transactions.will be booked as standard default swaps in GK. Pricing
for both sides of the transaction will be determined by obtaining market bond price
data for Enron.

Legal:

Certain Enron liabilities will require legal review of the underlying documentation and
opinions to determine their credit seniority.

Outside counsel will be retained and will work ‘with Don Bendernagel if a mandate is
awarded. N

“Basis Risk”:

It is our intention to assume basis risk where we are reasonably certain that the dollar
amount of such risk is minimal, We believe that will be the case where we purchase .
default protection on Enron bonds and sell default protection on senior unsecured
loans. Citibank’s experience has generally been that in the event of default, the
recovery rates on unsecured loans exceed that of unsecured bonds.

Highly specialized assets will require more scrutiny. We have undertaken a
preliminary investigation of synthetic lease transaction (ADP - Asset Defeasance
Product). Based conversations with outside counse] and Eli Hassine (see attached
email), we are reasonably comfortable that A-Notes of these transactions will trade the
same or better than senior unsecured loans:

1. The A-Notes are in no worse a position than that of a general creditor

2. The notes have a third mortgage interest in the underlying building behind the
B-Note and C-Note holders. Combined, these claims are only 15% of the
original building value.

3. These facilities when syndicated usually command spreads similar to that of
the lessee’s senior unsecured loans.

4. $6BLN to $8BLN of transaction volume is d per year

Profitability:

Citibank/SSB has shown the client the following pricing:
Up front Structuring and Placement Fees: 1%
Ongoing swap spread 15bppa
Basis Risk Cost TBD

EV revenues for the firm will be as much as 1.8% of the notional amount placed.

Confidential - INTERNAL USE ONLY Page 3 of 9 4/6/99
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Alternative Structure: {Hybrid Strutture)

In a variation on the above structure the SPV purchases assets directly from the banks
and purchases a default swap wrap from Citibank:

At Inception:

1. Investors put cash into the Trust in exchange for Trust Certificates
2. The trust purchases assets from the banks (e.g. Synthetic Lease Transactions)
3. Trust enters into a Knock-Out Total Return Swap with Citibaok

During term of Transaction:

1. Under the Knock-out Total Return Swap, Trust pays cash flows received on
Trust assets to Citibank in exchange for floating payments (e.g. LIBOR+95bp)

2. Trust exchanges floating payments received from Citibank for fixed payments
under interest rate swap with Enron. -

Ar maturity (no Enron default):

1. Synthetic Lease A-Notes mature with principal payments by Enron to the Trust

2. Under the Knock-out TRS, Trust pays total return on Trust assets (payment
received from Enron) to Citibark and Citibank pays amount equal to the face
amount of Trust Certificates to trust

3. Trust distributes payment received from Citibank to Trust investors in
exchange for Trust Certificates )

4. Credit Basis Swap terminates without any action taken thereunder

Upon an Enron default:

1. Knock-out Total Return Swap terminates

2. Trust physically delivers Trust assets to Citibank in exchange for a payment

© equal to the value of a Reference Obligation of Enron (a publicly traded,
senior, unsecured obligation)

3. Citibank’s payment abligation may be satisfied by a payment in cash or, if it so
elects, delivery of Reference Obligations with a face amount equal to the face
amount of the Trust assets . Lo

In our original proposal Enron would provide Citibank with a hedgeron the basis risk
by way of a collaterized swap. Enron has asked that we indicate our ability to execute
this transaction without the basis risk hedge. As such, several issues remain
outstanding in this structare:

Booking:

1. The trading desk is writing an “unhedged” contingent total return swap for up to
5 to 7 years. This would likely require an MRPC exception.

2. Can the transaction be booked in 2 fashion similar 1o the proposed transaction
that would not result in anty P&L swings.

Confidential ~ INTERNAL USE ONLY Page 4 of & 4/6/99
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Banks:

1. Will the banks be comfortable taking a hit to there P&L if they have to sell the
asset at current market prices

Accounting:

1. Can the SPV remain unconsolidated with Citibank

Confidential — INTERNAL USE ONLY Page 5 of 9 4/6/99
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Schooley, Brooks D

From: Keller, James B

Sent: Tuesday, August 24, 1998 5:16 PM Ne
To: Schooley, Brooke D

Subject: Rating Agency Discussions

Brooke:

To bring you up to date | am attaching the correspondence we have sent s far to Mocody's and S&P. The memo
below went to Gerry Gluck at Moody's and the Summary went to both Moody's and S&P.

Jim

Gerry:
As we discussed yesterday, we believe that in assessing our pmposéd credit linked note structure the
likelihood that the Company fails to pay on an obligation in the trust is a key point. However, we
believe that the proposed transaction is structured to ensure that investors bear identical risks to
bondholders. B - .

i

Likelihood of default 058"(

. s~
e Each obligation in the trust will be of material size. Therefore, a default will be a material event
to the Company. We believe that it is unlikely that the Company would choose to selectively
default on a material obligation.

« All obligations in the trust will be bank financings.

e All obligations can be characterized as general claims on the Company. We are prepared to have
a reputable law firm opine that the obligations in the trust are payment obligations of the P
Company not contingent on the performance of other parties and would in a bankruptcy of the
Company rank pari passu with other general unsecured claims of the Company.

»  You raised the question of the probability of default on trust assets versus other claims. Itisnot

k clear whether any company would sooner default on bank financings versus public debt.

Intuitively it seems the reverse should be true. To take the argument to an extreme one could

argue that one series of public bonds is more susceptible to default than another based on issue

size, coupon, or maturity. To the best of our knowledge analysts do not differentiate among

bonds based on these factors. Thus, we believe general claims are gmeral claims and it is

; impossible to distinguish any difference in the probability of default among them.

» The Company's bond indenture does not have a cross default provision across series. Therefore,
the Company may default on one series without regard to any other series. However, all of the
Company's serial bonds are rated the same.

T
g
i

®

N
3
S

Failure to pay without bankruptcy
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o Although we consider it unlikely that the Company would default on an obligation in the
trust without causing the Company to be forced into bankruptcy, we have taken steps to
. protect investors from this risk. Specifically, Citibank will sue on behalf of the trust for
/(-\‘\,\\% payment of the trust's claim. Generally, Citibank will pay to the trust any difference between
0,)\;}\; value of any nonappealable final judgment rendered by a competent court and the face
w ount of the Company obligation held by the trust. In the extreme case, should a court hold
that the value of the Company obligation is zero, Citibank would be obligated to pay 100
cents on the dollar to the trust.

Bankruptcy

« If the Company were to go into bankruptcy and the bankruptcy court determined that the
obligations held by the trust are worth less than certamn publicly traded reference bonds of the
Company, Citibank would again make up the difference between the value of the Company
obligation held by the trust and the value of the reference bonds. We may settle in cash or
remove the trust obligation and replace it with a reference bond.

In summary, SSB believes that the proposed credit linked note structure creates a security that has risks
identical to the risks bome by holders of the Company's public bonds, and therefore should have the
same rating as the Company.

We look forward to contintiing this discussion. Again, thanks for your time in working through the
issues on this proposed structure.

Page 2
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Confidenual Transaction

Transaction Memorandum
Praject Yasemite .
${1.0] Billion Credit Default Swap Structure Referencing Enren Corp.,

Client Need:

Enron Comp. (“Enron”), a Target Marker customer. engazges on a regular basis i highly
svrucrured financings ("Enron Structured Debt™) with a select group of banks. These ransactions
provide significant value to Enron wn that it can finance capual needs while mamntaining
favorable accounting and raung agency weatment. In planning s capital needs, Enron h
become’ increasingly sensiuve that ats ability 10 conunue execuung these ransactions (s
constrained by hmited bank credit capacity. The purpose of the Yosernite transacuon 15 1o
erabie Enron to create adcional credit capactty for uself in the bank market by shifung Enron
credit risk from the bank market to the capual markets withour affecting exisnng raung agency
ard accounting treatment of the Enron Stuctured Debt.

Citigroup Solution:

The Yosemite structure ts designed to free up Exvon credit canacity at Enron's key banks (the
“Enron Banks"}. Yosemite 15 2 trust structure that raises funds in the capital mearkets to? .

(i} purchase Enron Structured Debt from the Enron Banks: and
(ii) purchase certain AAA Investments that will act as the collateral for the benefit of

Citibank under default swaps referencing Enron written by Yosemtite to Citibank
(Citibank will, in turn, offer default protection to selected Enron Barnks).

Permanent Subcommittee on Investigations
EXHIBIT #18%¢
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Diagram and Mechanics:
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(1) Yosemite will raise approximately $800 miilion to St billion of funds by issuing (1) $723
g
- 925 mullion of Notes and (ii). $75 million of Certificates. The Notes will mature 1n 5
and 7 years. The Certificates will be subordinate in right of payment to the Notes.

(11} The proceeds from the issuance of the Notes and the Certificates will be used to purchase
Permitted Investuments, consisting of AAA Investments and Enron Structured Debt.
Enron Structured Debt will include payment obligations supported, m whole or i part,
directly or indirectly, by Enron. -

(1) The Permitted Investments may be changed over time provided that both Enron and
Citibank agree to any substitution. Citibank will select all AAA Investumnents.

(iv) Citibank and the Trust will enter into the “Citibank Swap” which will provide the
following (as long as an Enron bankruptcy has not occurred): (2) all interest on Permined
Investments recetved by the Trust will be paid to Citibank: and (b) Citibank will pay to
the Trust the coupon payment on the Notes and yield payment on the Certificates on each
interest payment date.

) The Citibank Swap will also function as a credit default swap in which Cinbank will
protect the Trust if, in an Enron bankruptcy, the Enron Structured Debt recovers less than
Enron Bonds. :

CITI-SPSI1 0003010
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(1) Earon and Ciubank will enter mio the “Enron Agreement™ which will govern asset
substitutions and will contawn ceram perjodic payments which have 1};2 effect of
comverung afiy fixed cashilows to floavng. The Enron Agresment requires that both
Enron and Cinbark approve any asset substitutions (i.e., Enron 15 unable to place assets
in the Trust without Citibank's prior consent).

Risks to Citibank under the Citibank Swap:

The Ciubank Swap s designed to insulate the Noweholders from any risk that Enron Structured
Debt held by the Trust results in greater exposure 10 Enron than would an Enron Bonc.
Essenually, in the event of a Bankruptey of Enron. the Ciubank Swap wili protect Noteholders
from any dirminuton in value of the Enron Structured Debt heid by the Trust that »ould not be
present if the Trugt were holdmg an equivalert principal amount of Enron Bonds. (Any excess
value would be paid by the Trust to Crubank under the Cinbank Swap.}

Accordingly, Cinbank 1s exposed 10 @ risk that the recovery on Enron Swucturec Debt is less than
that on Emron Bonds (i.c.. Cititbank takes basis risk on recoveries 1 the event of an Envon
tankruptey). Under the Enron Agreement, Cinbank and Enron rmust jointly epprove any asset
subsurution and the price Citibank receives for assunung any basts nsk between the new Enron
Structured Debt and Enron Bonds. Derivauves will maimain, as part of the Credit Denvatives
Product Program. a process for evaluating and approving any basis risk on Enron $oructured’
Debt. Such process will be completed prior to any proposed substimtion. '

In acdition. if Citibank has written default swaps w Enron Banks, the hedge provided by the
Vosermite Trust will be secured only 10 the extent of the value of the AAA Investments heid by
the Trust Any losses on the AAA Investments will result m a diminution in the valie of
Citibank's collateral. However, this risk is viewed as remote.

Upon a bankruptey of Enron, Citibank will satisfy its obligation under the swap by either: (2)
delivering 10 the Trust senior unsecured obligations of Enron ia exchange for a like face amount
of Perminted Investments; or (b) paying to the Trust any deficiency between the recovery vaiug of
senior. unsecured obligations of Enron and the recovery value of the Earon Strucrured Debt. both
determinad at the conclusion of the bankruptey proceedings.

Initial Enron Swuctured Debt:

It is expected that the Enron Structured Debt will consist of a (i) $800 million prepaid ol
-derivatives transaction (the “Prepaid™), (ii) an adjustabie note {the “Negative Carry Note™}
designed to pick up any negative carry berween (a) the Note coupons and Certificate yield and
(b} the-yield on the Trust's assets.

ﬁrepm‘d: Please sec attached Yosemite Funded Prepaid Description for a diagram of the
structure. Basis risk between derivatives™ claims under the Prepaid and senior unsecured claims
have been analyzed both by internal counsel and by Milbank. Both internal and external counsel
believe that the risk of a difference in the recovery rates of the S300MM prepaid and S800MM of
bonds is remote. . .

CONFIDENTIAL CITI-SPS1 0003011
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Adjustable Note: Enron has agreed 1o include among the Permitted Investments an adjustable
note, The adjustable note will be designed to pay any negative carry that exists bemween the
ather Permutted Investments and the Note Interest and Certificate Yield. Under the Enron
Agreememt between Ciubank and Enron, Enron agrees to reimburse Crubank forhanv negatve
carry. The adjustable note 15 also designed to insulate Ciubank from Enron Faiure w0 Pay nsk
and by 5 terms will protect the Trust fram defaults under other Enron Investments by ad;‘:zstmg
s payment streams 56 that i picks up any mussed payments {essentially, the note acis as a ﬁrs;
toss cushion).

Equity Investment:

Please see attached Yosermute Equity Investment memo.

Credit Exposure: -

The Tansaction will create approximately $37.5 million of additional credit exposure comprised
of the $37.5 mullion due to the indirect purchase of the Trust Cernficates. This exposure wall not
be zquivalent 1o a loan exposure as Cingroup will not have a direct claim 1o Envon; however, tus
exposure will be hedged by the operation of the Crudank Swap as descnibed above,

Please note that execution of this wansaction will enable Enron to repay approsimately 400
mllion of prepaids currently on the Citibank CA.
Expected Revenues:

Although pieces of the transaction are conunuing to evolve, expected revenuss equal
approximately the following:

Deal Size 31.6 billion 800 million

Assets Prepaid, AAA Investments | Prepaid

Note Issuance 3462.5 million each of 5 $362.5 million each of
i and 7 year maturities 5 and 7 year maturities

SSB Bond Fees $5.0 MM $3.7 MM

Prepaid Fees 113 MM 11.3 MM

Y Egquity . 4.6 MM ‘] 44MM

Default Swap Fees / LIBOR eamin; 2.1 MM Q

Total $23.0 MM $19.4 MM

Accounting Implications:

Accounting Policy has indicated that the Trust wili not be consolidated with Citibank as Enron
will own 50% of the Trust equity and is the primary beneficiary of the Trust, Citibank does not
have a direct, funded ownership interest in the Trust and Citibank will not have decision-maiang
authority with respect to the Trust. In addition, for Risk Based Capital purposes, the Cinbank
Swap will function as offsetting purchased and sold default protection on Enron.

c ONFIDENTIAL CITI-SPSI 0003012
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Yosemite Equity Investment
Overview
Project Yosemite's Trust requires $75 MM of equity. It is contempiated that Enron will
provide S37 MM directly to the Trust, and that Citigroup, through Salomon. will synthetically provide
$37 SMM. For Citigroup's portion, a balance sheet provider will invest S37.5MM and enter into a total
return swap on the equity with Salomon. Conseguently, the balance sheet provider is exposed to
Salomon risk only, and Salomon assumes the equity exposure.

N Yosemue Swaps

% Recovery an Yosemite

Bonds * $825 million
e - - 7

% Recovery on Yosemime
Investments * $1.0 baiion

Tatat
Return
Swap on
Equrty

Equity

$37.5MM

The equity in Yosemite absorbs any losses in the Trust before the Notes; accordingly, the recovery on the
equity is zero if recovery in bankruptcy on Enron bonds is below §2.5 cents / doller - a likely

occurrence. Citigroup hedges its exposure to the equity through the Yosemite Swaps that Citibank buys
and sells to the vehicle. The Yosemite Swaps are structured so that the net of swap payments and
equity I0ss in the event of an Enron bankruptcy has recovery characteristics superior to

those of a standard piain vanilia loan for Citigroup as an institution.

Calculations .

Assumptions

Notes $925

Total Equity $75

Swap Notional Citibank Payments $925

Swap Notional Trust Payments $1.,000

Citi Equity |nveslmen} $37.5

Recovery Rates

Enron Investments 20% 30% 50% 65% 75%
Bonds 20% 30% 50% 65% 75%
Funds Flow at Bankruptcy .

Swap Payment by Citibank $185.00 $277.50 $462.50 $601.25  $693.75
Swap Payment by Trust - $200.00 $300.00 $500.00 $650.00  $750.00
Net Swap Payment to Citif{from Citi} $15.00 $22.50 $37.50 $48.75 $56.25
Loss on Equity (337.50) ($37.50) ($37.50) (8$37.50) ($37.50)

|Windfall/(Loss) on Swap and Equit'y ($22.50)  (315.00) $0.00  $11.25 $18.75 |
Note that Citgroup’s exposure is superiof to that of a standard foan, as the institution onfy experiences a

CITI-SPS1 0003013
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Ings f recovery is below SO cents/ dollar  If regavery 1$ greater than 50 cents/dotlar, the mstitution
receves a windfall payment from the Trust.

Baooking Mechanics h

It 15 contemplated that Cititank GRE will book tre equity exposure as $37.5MM of 7-year Company
Yosemite exposure, and that Citbank GRB and Citibank Cregit Darnvatives will enter into a “Recovery
Rate Swap” in order to madify the GRB's equity recovery value 1o achseve the favorable ecanomics
outlined above. Under the swap, GRB will pay Derivatives a fixed recovery rate of 50 cents/dollar in
exchangs for receiving the actua! recovery rate/dolar on a ST5MM notional amourt. The swap will be
setiied at the earlier of the end of Enron’s bankrupicy proceedings or 7 years

Acwatirecoveryrite *475MM

Derivatives GRE

Sfcens TSISMMN < 537 5MM

Returns
Citgroup will receive approximately LIBOR + 5.00% on its S37.5MM exposure. «

Summary of Positicn

Satamon has total return swap an S37.5MM of equity. Citibank GRB and Citibank Derivatives execute the

Recovery Rate Swap. In combination. Citbank GRB takes $37.5MM of credit exposure to Company

Yosemite, with a superior return and recovery position to straight Enron debt. This superior return is

possible because of an overcollateralization: i.e. payments made by Citibank. will relate to the Noteholder's
' 92.5% interest in the Yosemite Trust Assets, whereas Cititank will receive a payment on 100% of the

Yosemite Trust Assets.

AL CITI-SPSI 0003014
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SALOMON SMITH BARNEY
Amemberof criqroupT

Interoffice Memb

DATE: October 26, 1999

TO: Fred Chapey, Eleanor Wagner

FROM: Lynn Feintech, Adam Kulick, Rick Caplan
RE: Follow-up to Yosemite CMAC meeting

The purpose of this memo is to inform you of the completion of the follow-
up items that the CMAC requested at the September 22 meeting.  Below are
excerpts from the meeting's minutes that describe the follow-up items and
the actions that have been taken to complete them.

1. Define procedures for performing due diligence on proposed asset
additions/substitutions to Permitted [nvestments held in the Trust
Procedures should include: ensuring that the underlying documents on the
asset are in order, securing all necessary approvals internally (Credit
Derivatives, Capital Markets Credit, Market Risk Management, Legal) and -
obtaining memos/opinions from outside counsel for each proposed asset.
(Tom Francois, Rick Caplan. Adam Kulick)

Basis risk associated with any additional Enron-related assets to be
purchased by Yosemite will be analyzed by the Credit Derivatives Business
fn conjunction with the Risk Management and Legal groups. Such analysis
will focus on the structural aspects of the proposed asset, especially the
nature of the Enron support. The ultimate purpose of the analysis will be
to assess the chances that a <laim related to the asset could be treated
differently than a claim on a generic senior-unsecured Enron debt
Gbligation in a Bankruptcy proceeding related to Enron. External legal
counsel will be retained to assist in this analysis and a legal opinion or
memorandum from such counsel will be obtained on any asset.

Approvals for any new asset will be required from:

The Head of Credit Derivatives Trading {currently Doug Warten)
The Head of Credit Trading {currently Geoff Coley).

The Head of Derivatives Client Risk Management (currently Eleanor
Wagner) : .
The Head of Market Risk Management (cuurently David Bushnell)
The Head of Capital Markets Legal {currently Marcy Engel)

The Head of Global Energy (currently Bill Fox)

2. Quantify additional credit risk to Company Yosemite that may arise from
differences in cash flows, e.g., fixed vs. floating, and mismatches tn timing

amac minutes rosponee
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SALOMONSMITH BARNEY :
Amemberof ctigrous!™

between the cash flows receiwed by Citibank from Permitted Investments
and Citibank’s cash flow obligations on the Notes and Certificates.

Secure the necessary Credit approvals. (Tom Francots, Rick Caplan, Adam
Kulick)

There is no tncremental risk and therefore no need for credit approval. The
Trust will hold as an asset an Enron note with a variable coupon that will
be defined to cover the negative carry in the transaction. ’

3. Finalize with client the terms of the Yosemite agreement in the event that
Company Yosernite fails to pay on Yosemite investments outside of
bardaquptey (Rick Caplan, Adam Kulick)

Failure to pay risk is mitigated by the existence of an adjustable rate note
that Yosemite will purchase directly from Enron. This note is desigied to
pay interest at a rate that makes up for any deficiency between the
scheduled interest receipts on Yosemite's assets and the coupons on the
notes and certificates Yosemite is issuing. This note would pick up any
"negative carry” between the yield on Yosemite's assets/liabilities. This note
would naot, however, pick up any failure by a debtor of Yosemite to make
any normally scheduled interest payments.

Under the Citibank/Yosemite swap. Yosemite pays Citi its actual interest
receipts and Citi pays Yosermite the coupons due on Yosemite's notes and
certificates. Following a publicly noticed Enron Failure to Pay, Citi can
reduce the amount of its periodic swap payments by the amount of any
unpaid interest Yosemite was to receive directly from Enron. Citl can also
deliver to Yosemite direct Enron obligations in exchange for indirect Enron
~obligattons following an Enron Fallure to Pay. In the event of a failure to
‘pay on the Prepaid, the swap receivable that the vehicle that issued the
Prepaid would hold (a direct Enron Obligation arising out of termination of
the prepaid oll forward) would be assigned to Yosemite in exchange for the
note the Prepaid vehicle had originally fssued to Yosemite. The swap
recetvable would bear a contractual interest rate. Hence, there would be
interest amounts directly owing to Yosemite by Enron which, if not paid.
would serve to reduce Citibank's obligation to pay Yosemite's required
coupons. The interest on the swap receivable would be set ata }cvcl to
insure that Citibank would not have any net payment obligation to
Yosemite with respect to ongoing Interest on Yosemite's abligations.

4. Present the deal to the Commitment Committee for review and approval
In preparation, describe the functions and risks of each swap. (Rick
Caplan, Adam Kulick)

amec minutes reaponse
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SALOMONSMITHBARNEY
Amember of atigrogsT™

The Commitment Committee meeting is scheduled for Monday, October
25%. The memo describing the functions and risks of each swap will be
included in the Commitment Committee mermo.

5. Present the “Firefly” transaction, tncluding proposed modifications, to
CMAC for review and approval (Rick Caplan, Adam Kulick)

The Trust will not hold Firc-ﬂy as an asset at closing.

6. Secure approval from the GRB Control Unit and Relationship Manager for
Company Yosemite for the Equity piece of the transaction (Rick Caplan,
Adam Kulick}

Briefing presentations have been made to the GRB credit approval chain.
Actual credit approval is currently being sought.

7. Address and resolve remaining issues on documentation pertaining to the
Citibank swap, Yosemite agreement and the Equity piece (Don
Bendernagel. Rick Caplan, Adam Kulick}

Swap and equity have been agreed to in principle. Documentation revisions
will continue untl closing.

8. Address and resolve outstanding regulatory and accounting issues with
respect to the structire and Equity investment (Saul Bernstein, Don
Bendernagel. Rick Caplan. Adam Kulick)

A:ccoundng Policy and Regulatory has approved the transaction and
Salomon Smith Bamey's synthetic investment in the equity of the Yosemite
Trust. : '

9. Ensure Operations has current capability to book and process all the legs
of this complex transaction (Rich Tantone, Rick Caplan, Adam Kulick).
Subsequent to the CMAC meeting, Rich Tantone met with Rick Caplan,
who will prepare a list and explanation of all components of the deal that
need to be booked. ’

Operations has been provided with alisting of all transactiens to be booked.
Operations has indicated that they will be able to book each leg of the
transaction.

10.Analyze additional ongoing maintenance costs (ex. Legal Department,

outside counsel. Operations) associated with this deal (Rick Caplan,
Adam Kulick in conjunction with appropriate functionsj.

anac minutes responec
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SALOMONSMITHRARNEY

Amember of crigrogsT™

Enron will pay costs of outstde counsel for any review of new assets.

Cmac minutes responac
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10-29-99

Yosemite Securities Trust [
Linked Enron Obligations (LEOs™™)

Frequently Asked Questions
What is the basic idea behind Yosemite?

The broad theme is to find the best home for different risks. As noted in The Wall
Streer Journal on 10/27799. banks are increasingly reluctant to take on long dated
credit risk {i.e. generally a 3-year limit), aithough they maiatain a competitive
advantage in structured finance. Yosemite allows Enron to take advantage of the
tlexibility provided by banks in structuring complex financings while placing pure
long dated credit risk in the capital markets.

Why does Yosemite make economic sense?

Structuring risk is most efficiently priced in the bank market. Pure credit dsk is
most efficiently priced in the capital markets. The Yosemite structuce allows
Citigroup to place pure Earon credit risk in the bond market while keeping the
structural risks in the bank market.

Why is Enron doing this?

To take advantage of banks’ structuring expertise while broadening Earon’s
sources of capital, Banks are willing to do structured financings for limited tenors
(typically three years); Yosemite will allow Enron to continue to execute
swuctured financings with banks while extending the tenors of the deals by
placing the credit risk in the capital markets. Enron believes that, as its capital
structure is diverse and complex, strategic value is added by being able to
syndicate a variety of risks through structured financings.

Is Enron running out of bark lines?

Enron has substantially reduced its dependence on bank financing over the last
year (over $4 billion in freed up capacity). Enron believes that it has excellent
liquidity in and access to the bank market. YoSémite provides Enron with another
avenue through which to source funds and expand its sources of capital.

How does this transaction affect Enron financial statements?

All assets of the Trust are already reflected in Enron’s financials or will be at the
time they are created, Examples of potential Enron lnvestments include bank
loans, credit facilities, contingent guarantees, financing leases and structured
commodity Swaps. .

Permanent Subeommittee on Investigations
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What is Citigroup’'s interest?

Enron is an important customer of Citigroup. Citigroup wants io continue 1o
strengthen this relationship, and Yosernite allows Citigroup to continue executing
sophisticated financings with Enron while managing its credit exposure. (o
addition, Yosemite provides Citigroup a vehicle through which it can expand its
penetration in the credit derivatives market.

What are the benefits to investors?

[nvestors receive a premium for taking Enron credit in & structured form. The
size of the offering and $SB’s market-making commitment should combine to
ensure adequate liquidity.

What kind of assets can Yosemite hold?

Yosemite is a black box, but assets are limited to direct or indirect obligations of
Enron and certain high credit quality investments {U.S, governments, AAA Aaa
or Al+P1 CP).

What are investors” risks to Enron?

LEQs are designed to mimic the risk profile of Enron senior unsecured
obligations that rank the same as Enron bonds. In an Enron bankruptcy, the
structure is designed to give Yosemite investors the same recovery as senior
bondholders. Following any other payment failure, the structure is designed to
give investors risk to Enron senior unsecured obligations that rank the same as
borrowed money. Therefore, in all cases, investors bear general credit risk to
Earon senior unsecured obligations,

Whar are invesiors " risks to Citibank?

Investors have performance and credit risk to Citibank (Aa2/AA-). Througha .
swap, Citibank receives all payments from Yosemite assets and is obligated 1o
make each Yosemite coupon payment. In addition, Citibank is obligated ©0
ensure that in any default situation involving Enron or the Enron assets held by
Yosemite that investors take risk only to senior unsecured obligations of Enroa.
Do investors ' have other risks?

Yosemite may invest in AAA/Aaa term assets or Al+/P1 CP {provided the cp
issuer’s long term rating is AA-/Aa3 or better). [nvestors bear default risk of but

not price risk to these securities.

Can Yosemite be replicared?

CONFIDENTIAL CITI-SPS1 0040488
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‘Yosemite [ is the beginning of a program of rades for Enron. Cutigroup believes
the technology will be beneficial to other capital users.

Who will own the Certificates?
Each of Enron and Citigroup will, directly or indirectly, own 30% of the

Certificates. Neither will be able 1o modify the structure without Notweholder
consent.

CONFIDENTIAL CITI-SPS1 0040489
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Moody’s Investors Servic

99 Churen Street
Naw York, MNew York 10007

November 18, 1999

Yosemite Securitics Trust | (the “Issuer™)
/o Wilmington Trust Company

Rodney Square North

1100 North Market Steet *

Wilmington, Delaware 19390

Re:  $750,000,000 8.25% Series 1999-A Linked Enron Obligations due 2004 (the “Linked
Earca Obligations™)

Ladies and Gentlemen:

At your request, Moody's Investors Service has reviewed for rating purposes the information
submitted in connection with the above-captioned issuance. We understand that this information
. was submitted in substsntiaily final form. :

Based on the information submitted, Moody's Corporate Rating Commites has assigned a rating
of Baa2 to the Linked Enron Obligations. The rating reflects the credit quality of the Enron
Corporation (*Enron™, as well a5 the effecti of the d ion and of the structure in
conveying this credit quality to investors. In addition, the cating incorporates the financial
strength and additional risk presented by the swap sgresment with Citibank, N.A (“Citibank™).
The rating of the Linked Enron Obligations will change with the ratings of the Enron and
Citibank.

The rating will be monitored and is subject to reconsideration at Moody’s sole discretion. The
ratings are contingent upon receipt of all d d in form satisfactory to Mcody’s
within thirty (30) days of this jetter. Please send aif documentation and notices to Moody's
Investors Service, 99 Church Street, New York, New York 10007, Attn: Strucured Derivative
Products.

Thank you for your interest in our services,

Slosn Walker
Vice Presidere Vice Prasident

iﬁccrely. ;
L é//;f QA
Isagc Efrat ‘.,‘

Permanent Subcommittee on Investigations
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Struzcured Finence Ratings

35 Water Street
New York. NY 10641.0003
Telephone 212-433-2000

Standard & Poor’s

A Divuion of The MeGraewHill Compenies

Novernber 18, 199% .

Mr. Rickard Caplan
Salomon Sauth Barney Inc.
390 Greenwich Steet
New York, NY 10013 .

Re:  Yosemite Securites Trust I
$ 750,000,000 8.25% Series 1999-A Linked Earon Oblieations (LEOs) due
November 15, 2004

Dear Mr. Caplan: R

Purspant to your request for a rating on the above issue, we have reviewed the informmaton
presented to us and bave assigned thie rating of “BBB+” 1o the nows. If you have any.quesuons
relative to this rating, we will be pleased to answer them. :

We will maintain continuous rating surveillance until the above-named notes mature or ars
otherwise retired. In order to maintain our rating surveillance, we must receive all repors
subrmitted to the fiscal agent in regard to the above-captioned issue, the sbsence of which may
result in the withdrawal of our rating. Standard & Poor's relies on the issuer and its counsel,
accountants and other experts for the accuracy and completeness of the information submined 1a
connection with the rating, Please address all reports to: Standard & Poor's Ratings Group, 55
Water Street, New York, New York 10041-0003, Ar: Assct-Backed Surveiilance Group.

This letter constitutes Standard & Poer's permission to you to disseminate the above-assigned
rating to interested parties. You understand that Standard & Poor's has not consexnted to, and
will not consent 1o, being narned an "expen” under the lederal securities laws, including Without
limitation, Section 7 of the Securities Act of 1933. In addition it should be understoed that the
rating is not a "market”" rating nor a recommendation to buy, hold, or sell the notes.

Permanent Subcommittee on Investigations
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Novembar 18, 1999
Page Two

Standard & Poor’s reservas the right to advise its own clients, subscribers, and the putlic of the
rating,

We are pleased to have had the oppermnity of being of service 10 you. Our biil for the analyticat
work performed on these securities will be sent to you within ene manth. If we can be of funther
help, please do not hesitate to call upon us.,

Very truly yours,

bt

Joseph F, Sheridan
Managing Director

CONFIDENTIAL CITI-SPSI 0005053
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From: Bemstein, Saul

Sent: Wednesday, Movember 03, 1989 1:10 PM

To: Capian, Rick SSB.; Kulick, Adam SSB.

Cc: Bergen, Linda; Mackey, William J.; '‘Bozarth, William T."; ‘Langer, John D. SSB."; ;

Battline, Frederick; Battline, Frederick; Mackey, William J.; Bergen, Linda; Langer,
John D. SSB.; Bozarth, William T. SS8.
Subject: RE: RE: Project Yosemite

Rick/Adam, | spoke with Fred and stated that | believe the client understands the accounting risk
and that it is their argument to lose. That Enron would argue that they do not control on a
risk/reward basis, and that Citibank would argue the same. Yosemite Trust would be another
orphan SPV. Fred understands that the transaction is presently being priced in the market. We
agreed that the transaction can proceed. ’

Regards, Saul

-—~Qriginal Message—
Fromaers Ban(ine; Erederic K Hsirlnmr s

Sent:  Wednesday, November 03, 1999 12:11 PM

To: Bernstein, Saul
Cc: Bergen, Linda; Mackey, William J.; Bozarth, William T.: Langer, John D.
$88.

Subject:  RE: Project Yosemite
Saul,

You and the others have spent more time on this than | have, but if we
have structured a transaction to help a client avoid consolidation,

how can we turn around and take the position that they should be
consolidating?

I'm not suggesting that we are responsible for their accounting, but |
am afraid that if we ever had to defend this we would either (a)
embarrass the client or (b) lose the accounting argument.

Regards,

Fred

Forward Header

Subject: RE: Project Yosemite
Author: Saul Bernstein at 20USNYC
Date: 11/03/1999 10:55 AM ot

Fred, the initial form of this transaction had Citibank as a 50% funded equity
partner with Enron. My understanding is that Enron was taking the position
that they would therefore not have control and be able to avoid consolidation.
| advised the business that we should not have a funded equity position. Per
D-14, real equity are those investments which are funded and at risk for the
full life of the SPV. Also, itis unusual to consclidate an SPV solely on the
basis of writing a derivative.

Further, the business committad to have Enron holding an equity interest of at
least three to five percent (with the total equity of Yosemite Trust being in

Permanent Subcommittee on Investigations
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the range of six to ten percent). Itis our view that Enron shouid consélidate
the Trust (implied by the accounting rational docurmented in my memorandum which
supports non-consatidation by Citibank), but GCIB Accounting Advisory nor the
Business does not advise a customer regarding its accounting. We tell them o
consult their internal accounting folks or external auditors. This is the
customer's accounting risk lo accept or reject. .

It has not been my experience that "we assure ourseives that the client accepts
our view" regarding what we believe their accounting shold be. This would be
a new operating standard and business requirement, the compstitive impact of
which must be cargfully considered. Please nate the all transactions are
approved from an appropriateness and suitability aspect.

Please also note, regarding our own accounting, this transaction was reviewed
by Bill Bozarth, John Langer and Linda Bergen. We all got comfortable with not
consalidating the Yosemite Trust, although we alt share your concern.

Regards, Saul -

-—Original Message——

From: Battline, Frederick

Sent: Wednesday, Novemnber 03, 1999 9:49 AM
To: Bernstein, Saul

Cc: Bergen, Linda; Mackey, Williamn J.

Subject: Project Yosamite

Saul,

| have reviewed the mema, and | am concerned with the consolidation of
the Yosemite Trust in view of the way that the equily ownership is
structured.

EITF Topic D-14 says that one of the conditions to avoid consolidation
is that the majority owner of the trust must be an independent third
party who has made a substantive capital investment, [ don't see how
this condition is being met in the current structure. The client is

not independent, and the third party investor Is protected by the

tatal retum swap provided by SS8 (who as part of Citigroup is alsa
not independent from the rest of the transaction).

1f it is our view that the client should be consaiidating the trust,

we need to be sure that the client accepts this view. We are not
responsible for the client’s accounting, but since we are advising ont

the transaction it could be rather embarrassing if Citigroup's

accounting position relied on a view that is contrary to our client's

interest. In this transaction the client may be indifferent to 1,,,,-(
consolidating the trust, since the obligations are on its yalance “ dﬁ"
sheetin one farm or another. But if this is the case, why not have ‘f

the client provide (a) all of the equity in the trust or (b) the totat |

ratumn swap?

Regards,
Fred

Forward Header

CONFIDENTIAL CITI-SPS! 0040632
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Subject: Project Yosemite
Author: Saut Bernstein at 20USNYC
Date:  10/29/1999 10:54 AM

Rick/Adam, as you know, | have sent my approval to the CMAC. The a‘tached file
documents the approval. Goad luck on the marketing. | understand the closing
is expected prior to November month-end. Please keep Eric and Alan in the ioop.

Regards, Saul << File: MAPI-1 Distribution List TXT >> << File: enronder.D0C
>> << File: MAP-1 Distrbution List TXT >>

CONFIDENTIAL
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Troxell-Winter, Aracy [CRRM]

Josaph Mackiewicz

Monday, November 08, 1999 1:44 PM

Joseph Faring

Ce: James Murray, Aracy Troxell; Steffen Lunde; Bran Raskavic: Joseph Mackiewicz
Subject; Enron . Various

Here's ine latess:

L. Mew Ceals:

a. Yosemite: Capital markats deal priced last wesk ($T+2,375%
wizh funding expected on ar about 11/18. A portion of the procesds
L o# used to repay our Project Roosevelt{felta). Joe Fe~-please
aise wiih Enron and Steve Baillie at Citl Houston tS make suse
Agssevelr 1s repaid before the existing approval expires.

B. Nahanie: New $500MM Cancuit-funded Capital Structuring deal
Ln the works with closing expected scme time in December, Bran is
nandling the Securitvization leg of this one.

. JEDI-II: Citi Houston has advised Enron that they cannot
approve the necessary exposure on this S500MM year-end deal, mainly
tecause of Nahanie, and have taken a pass.

I, Q.Ld CTeals:

. Rocsevelt: Joe £---please liaise with your Enren contacts and
Baxl

lie at Citi Houston to make sure Roosevelt is repaid before
redit approval expires. Pleass also liaise with Bryan in . N
Trison regarding the cash inflow,

©. J7 deldings: The remaining Conduit autstandings far this deal
Will oe repaid soon. Joe F---pleass liaise with Enron, Steve and
3ryan regarding timing. -

©. Coal Capiral: Citi Houston Has told Enron that the syadicate
sanks want a COF of 30 ops p.a. for the next 384 days. The ¢lisat is
<oasidering and «ill be back te us this week, poxsidly this aftercnoon.

Rezards, Joe

Permanent Subcommittee on Investications
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Ruding, H-Onno 7 -

From: Ruding, H-Onno B
Sent: Wednesday, November 10, 1999 5:17 PM

o: Reilly, James F""Ballie. Steve: Stott, Thomas

P Rhodes, William; Carpenter. Mike A.; Sabatacakis, Petros; Macdonald, Alan S., Fox. William
Subject: Enron Credit
Reference the CM. | approved today the r d $50 million-hold position for the new $375 million backstop

facility. As we ail know, our overall exposure (both "total faciliies” and “total O/S and UC"} to Enron 1s buge. As your note
has outiined, the efforts to reduce our exposure 10 “normar” are well on track particuiary through the Yosemite Band
financing, the funds of whnch are to come in on 18. Until the moment that we have recaived the debt
repayment resuiting from the Yosemite transacticn, | am not willing to approve another incremental expasure on Enron;
this obviously should apply to SSB as well. Once we have recaived the pay down of our faciiities to a level of about $600
million or less, | think that we can look at any mcrementzl sxpasure in a mors flexibie way.

—-Original Message—

From: Reilly, James F.

Sent  Monday, November 08, 1999 3:50 PM
To: Rudm%hH-Onno Kennedy, John J

Ce: Stott, Thomas: Fox, William; Bailiie, Steve; Mathai, Sumit
Subject Enron Corp
~ We have delivered a to you this aft Enron |

Fundlng‘Corp ("EFC ). a subsmary of Enran Corp., is establishing a

$375MM, 364-day RC to backstop a new $500MM CP program. All EFC

obligations will be guaranteed by Enron Corp. The EFC program will be

rated A1/P1 on the strength of a credit “wrap” provided by two .
insurance companies, and Winterthur, each rated AA (we will carry T
this exposure as Enron credit, not the insurance companies, given the

reluctance of Giobal Insurance to signotf on deals of this type). Via

this transaction, Enron hopes to secure a hold on liquidity from the

more stable A1/P1 CP markat. Theg:;rpose of the new program isto

expand availability and liquidity for Enron Corp. We are requesting

approval for a $50MM co-arranger position. In addition, we expact that

SSB will be added as a dealer on both this new program as weil as the

established $2.58 A2/P2 program of Enron Corp.

The CA will show Total Facilities of $1,138MM and an Obiigor Exception

of 3356MM. Thess numbers do not refiect the anticipated paydown of

g the jon of the Yosemite bond financing. Last

Thursday Yosemite priced, raising nearly $830MM ($755MM in bonds and

$75MM in equity) which will be channeled to ratire our Truman

(exposure of $400MM) and Rocseveit (axposurs of $130MM) prepaid oil
transactions. The Yosemita funds will be defivered on 11/18 + plydown

of our facilities will come simt shonr“

resuit, Total Facilities will reduce to mughry $600MM and the Obhgor

Exception wili be eliminatad. mmdowm we have m.

insurance "wrap” on this deal, $120MM of it derivatives

roughly $30/40MM of UCs in owflvor(as margin for mmmodny hodgmg

transactions) which further reduce our sffective Enron ex

My apologies for the . We are asking for your approval by close
of business Wsdnesda¢ 1/10. The rush arises as we heid up the
package until after the Yosemite roadshow/pricing of last week.

Permanent Subcommittee on Investigations
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ENRON DEBT SECURITY
" [Series 1999-A}

‘Us. $25,000,000.00 : November 18, 1999

Reference is made to that certain Collateral Security Agreement, of even date herewith,
among Yosemite Securities Trust I, a Delaware stamxory busmcss xrusg Citibank, N.A., as swag
counterparty, and Upi es Trust Comprrya

" instnurnent

on the date set 10T above at par, and 1s an Enron Investment related to the Series 1999-A Notes.
Enron acknowledges that the Trust intends to grant a Security Interest in the Trust's rights hereunder
1o the Collateral Agent pursuant to the Collateral Security Agreement and consents to the Granting
of such Sccunty Interest and the provisions of the Collateral Security Agreement relating thefeto.

For value received, Enron hereby promises to pay to the order of the Trust the pnnc1pa] sum
‘of TWENTY-FIVE MILLION U.S. DOLLARS (U.S. $25,000,000. 00) as provided herein, and to
pay interest on this Debt Security. from the date hereof until the principal amount of this Debt
Security is paid in full on each interest payment date specified below in an amount equal to the
amount, if any, by which (i) the aggregate Citibank Fixed Payments in respect of the Series- 1999-A
Notes payable for any particular Calculation Period that ends during the Relevant Period (as defined
below) exceed (ii) the aggregate Scheduled Interest Receipts from the Series 1999-A Trust
Investments (other than this Debt Security) for such Calculation Period, subject to the further
payment at maturity of this Debt Security as descnbcd below. The "Rzlevam Period” for any

Except as othcr»wsc provided below, the payment of the principal of this Debt Securnity shall
be made by Enron on, but not before November 8, 2004. R

If this Debt Security has not been repaid prior to the maturity date hereof, then on the
maturity date, in addition to the payment of principal and interest otherwise payable hereunder,
Enron shall also pay an amount equal to the product of (x) the then outstanding principal balance:
of the Series 1999-A Notes, multiplied by (y) the Citibank Fixed Rate for the Series 1999-A Notes,

!
debt-seeunty ver 7 DOC
Jebt-secunty :

I Permanent Subcommittee on Investigationsl
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multiplied by (z) the Day Count Fraction for the period from and including the maturity date hereof
to but excluding the scheduled Manurity Date of the Series 1999.A Notes.

Unti] otherwise instructed by the Collateral Agent in writing, amounts payable on account
of intercst under this Debt Security shall be paid 1o the Interest Proceeds Account-Seres 1999-4,
and amounts payablc on account of principal under this Debt Security shall be payable to the
Principal Proceeds Account-Series 1999-A.

This Debt Security and thc indebtedness cvxdcnced hereby shall be binding upon and against

Enron without regard to-th i ion-ecument or amwother
Trust Investme: i g to the
enforceability Af iy Transatgid ontained
thersin. Engd ility of the

Transaction/Ddcuments and the otifer Trust Invesynents 3 fing and any other

circumstange fha < wi notj thereunder or
Enron) that o y ityle, an equitable or legaf discharge of Enron
with respect to ¢ i cept any defense

based on full payiieh of all amounts duc hercunder.

The obligations of Enron sct forth in this Debt Security shall not be subject to any
requirement for the making of any demand or the prior taking of any action against any obligor
under any Transaction Document or any other Trust Investment or any other Person before the
obligations hereunder may be enforced against Enron end such obligations shall remain in full force
and effect without regard to,-and shall not be released, discharged, or in any way affected by, any
circumstance or condition whatsoever (whether or not Enron shall have knowledge or notice thereof

_or shall have assented thereto and notwithstanding the fact that no rights were reserved agamsl Enron
in connccuon therewith).

i Enmn shall fail to pay any amount due and payahlc hcr:und:r (and, if such failure is on
account of the payment of interest hereunder, such failure shall remain uncured for five {5) days),
the Collateral Agent, on behalf of the Trust, shall be entitled to declare the entire unpaid principal

amount of this Debt Sccunty, together wnh al accmed, unpaid interest thezpon, immedi due -
and payable upon 3 ives all
demand, presepdryp : 7o N : i : of intent
to accelerate i ¢ i ilig i igf this Debt
Security. it : 3 e ¢ ipdl of, and any
unpaid inte; atigof i fately, without -
presentme: eby expressiy
waived by s

Afer acceleration of this Debt Security, all amounts paid hereunder shall be applied first to
"any past due amounts hereunder, next to any due and unpaid intefest hereon, and thc balance to'the-
outstanding principal amount hereof,

Enron shall have no obligationor habxhry with respect 10 the apphcanon by the Co]!a:crai
Agent of any amounts paid by Enron hereunder.

I

debtseounty ver 7 DOC
dept-sacygnty - .
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Upon Enron's payment in fill, and in accordance with the terms hereof, of all due and unpaid
interest and other arpounts due vnder this Debt Security and the entire principal amount hereof.
Enron’s obligations bereunder shall cease.

THE RIGHTS AND OBLIGATIONS OF ENRON AND THE TRUST IN RESPECT OF
THIS DEBT SECURITY SHALL, PURSUANT TO NEW YORK GENERAL OBLIGATIONS
LAW SECTION $-140+, BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH
THE LAWS OF THE STATE OF NEW YORK.

ENRON A HEREB ABL¥: WAIVES T&- THE .
FULLEST EX TTEDB L RIG Q Em \ IN ANY
PROCEED OFOR RELAm«)G DIR OR INRI 0 THIS
DEBT SE K BASED ON c TBA THEORY).
ENRON A PRESENTATIVE
AGENT OR XPRESSLY OR
OTHER GATION, SEEK

OTHER PA v BEEN INDU *ED TO ISSUE AND ACCEPT THIS DEBT SECURITY BY,
AMONG OTHER THINGS, THE MUTUAL WAIVERS AND CERTIFICATIONS IN THIS
PARAGRAPH.

This Debt Security may not be amended except by an instrument in writing signed by cach
of Enron and the Trust. This Debt Security shall be binding upon and inure to the benefit of Enron
and the Trust and their respective successors and pemmitted assigns. Enron shall not- assign or
otherwise transfer any of its rights or obligations under this Debt Security without the prior consent
of the Trust. The Trust may, at any time and from time to time, without the consent of Enron, assign
all or any portion of its rights under this Debt Security to one or more Persens and, upon the Trust
giving notice af such assignment 1 Enron specifying the interest hereunder being assigned and the
Person to which such interest is being assigned, each reference herein 1o the Trust shall (solely in
respect of the interest so assigned) constitnie a reference to such assignee (as if such assignee were
named herein) rather than the Trust. The Trust shall be entitled to have this Debt Security

_subdivided by exchmge of this Debt Secun for debt securities of lesser denominations ("Successor

o amend
etfigds reaso! uested by the

ENRON CORP.

By fU L R
Name: . V- -
Tide: f&/if ";ch.cr

depr-sesunty ver 7 DOC
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Pay to the Order of United States Trust Company of New York, as Collateral Agent. under
that certain Collateral Security Agreement dated as of November 18, 1999, among Yosemite
Securities Trust I, Citibank, N.A. and United States Trust Company of New York, as indenture
Trustee, Collateral Agent, Account Bank and Securities Intermediary.

Date: November 18, 1999

YOSEMITE SECURITIES TRUST |

debl.seeunty ver 7 DOC
debt-szounty N
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SIDE AGREEMENT
August 25, 2000

By our signanures below, we acknowledge and agree that, for purposes of the
Confirmanon dated November 18, 1999 under the Master Agreement between Enron Norh
Amenica Corp. and Delta Energy Corporation dated November 18. 1999, and the Transaction
thereunder, each reference to “Defaulting Party” and “Non-defaulung Party” therein shali. in
connection with any Termination Event, be deemed a reference to the "Affected Party” and the
parnty which is not the Affected Parnty, respectively.

NY3#«T250187
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ENRON NORTH AMERICA CORP.

By: g
Naré: Ve
Title: FEED D. LAGRASTA
VICE PRESIDENT
DELTA ENERGY CORPORATION
By
Name:
Title:
SIDE AGREEMENT

NY3IST250187
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ENRON NORTH AMERICA CORP.

By:
Name:
Tide:

DELTA ENERGY CORPORATION

o
By: e L
Name: © DA Bt mens
Title: P,
SIDE AGREEMENT

CONFIDENTIAL
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yaseQutyd xts
Cheers,
Adam Kutick and Rick Captan

From: Frarzois, Tom
Sent: Tuesday, November 23, 1938 %25 AM
. To: Kuiick, Adam: Caplan, Rick: Wagner. Sleanor ICIT}: Gupta, Ramesh; Sushnell, David €1 Reilly, James
{CITY; Fox, Wiliam {CITI); Stow, Thomas (CITIL Feintech, Lynm Warren, Doug: Engei,
Marcy: Francais, Tom -
Subject RE: Eovon - Yosemite I

Eieanor asked me to summarize my conclusions 2 fitie differently:

In Yasemite |, purchasing the Certificates put us in a position where we can lose money even « no
vasis risk exists between Enron Bonds and the Encon Investments held in the Trust. If Enron cefaulls
and Yosemite's Enron Investments are worth Jess than 50% of face we will lose money no mater
where Snron Bonds are Trading. Hence, it was appropriate to have the Certificate Investment
approved on a CA.

With Yosemite i, in purchasing the Certificates, we car ONLY lose money because of Basis Risk.
Since the Derivatives business approved and takes the basis risk on Yosemite |, and since the only
risk associated with the Certificate Investment in Yosemite It is basis risk, it stikes me thag Control
Unit CA approval of this investment is not needed. )

| attach a short spreadsheet which aflows one to play around with the arithmetic. inputs are in Yellow.
Adam shouid be circutating a Transaction memo shortly. )

Since we have a CMAC scheduled for today at 4:00, | suggest the falks that need to approve
additional Yosemite assets (Bushnell, Engel, Wagner, Warran) stick around to hash this out.  Jim,
8ifl and Tom, we can Iy lo patch you in as well. 1wl ba in touch.

Regards,
=]
Yoseerninl. xis
Tom
From: Francois, Tom . .
Sent: Manday, Novambar 22, 1999 1:53 PM
To: Kulick, Adam: Caplan, Rick; Wagnar, Eleanor (CITi]; Gupta.-Ramash: Bushnell, David
C: Reilly, Jarss [CITI: Fox, William [CITH: Stott, Thomas [CTI); Feintech. Lynn:
‘Warrers, Doug; Engel, Marcy et
Subject: RE: Erwon - Yosemite

For those of you who ara notyetup to speed, Yosemite Il will invalve tha issuance of up to
Stering 175mm of TWENTY YEAR bonds and “equity certificates” by Yosemite. The main asset
will be a 20 year prepaid oif transaction, structured along the fines of that purchased with the
issuance proceeds from Y(osemite L

As with the first series, Citigroup and Enron will each purchass 50% of the certificates and the

Page 2
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benefit of 106% of the Enron investments underiying the certificates would flow 1o Cili via the
mechanics of the swap. Additionally, it is proposed with Yosemite It that Citi further hedge itsef
by purchasing default protection from Yosemite on a notionat amount of Enronreferenca
obligations {bands) equal to the amount of our aquly investment {Yosemite would therefore invest
in a like amount in AAA securities), The question is whethar, as was the case for Yosemite |, wa
have to“gpprove and carry the amount of our investment in the cedtificates on the Encon CA given
the additional hedge.

With Yosemite {, we concluded that the recovery char istics un our investment in the
certificates were superior ko those associated with a similarly sized investment in Enron bonds,
bu, since we could sustain a loss if the racavery rate on the vehicle's Enron investments was less
than 50%, we put the full amount of our certificate investment oa the Enron CA.

in the case of Yosemite i, | think there is @ good argument that this is not necessary. Undar the
swap with Yosemite we would receive the Recovery Rate on the Enron invesiments beid by the
Trust {the prepaid) on 2 netionat amourt equal to twice our centficate investmert. With the
addition of the purchased defauit protection, we would aisa receive the LIEC on Enton bonds en 2
notional amount equal to our certificate investment. f one ignores polential basis risk between
the Enron investments-and Enron Bonds, we can nly win sinca LIED plus Recovery Rate equals
100% and we would be collecting 2 * Recaovery Rate plus 1 " LIED. Factoring basis risk into the
equaticn, the break even point would be where the Recovery Rata on the Enron investments tums
out to be less than haif the recovery rate on Enren bonds. As far as | can see we are actually
taking less basis sk by investing in the ceriificates and hedging in this fashion than we would
take if we did not have any investment in the certificates at ail and the only asset in the vehicte
was the prepaid. .

Once Adam prepares 2 transaction memo, we will begin mare formal discussions to obtain the
approvals outiined by CMAGC for additions/substitutions of assets. In the meantime, you can start
thinking about some of the issues.

Regards,

Tom

Page 3
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Unknown

From: Caplan, Rick

Sent: Wednesday, Decernber 15, 1999 4:03 PM

To: Francais, Tam; Kulick, Adam -
Subject: FW: Enron Failure ta Pay on Prepaid .

Revised 35 requested. .

e Qriginal Message-——

From: Francois, Tom -
Sent: Tuesday, Octoder 26, 1969 6:05 PM -
To: Caplan, Rick; Sullivan, William A

Subject: Enron Failure to Pay on Frapaid

As discussed, Jim Reilley wants somathing for his files to verify that we will nat be at risk if Enron fails to pay interest en
the Prepaid. This is what | propase to send him. Please take a close look. | think | have taken some liberties with respact
ta things that are not yet in documentation, bul need to be. .

.. You asked far an explanation of the mechanics behind an Envon fallure to pay on the Prepaid; particutarly what makes us
comfortabie that we will not have to pay to Yosemite any amaeunts that Enron fails to pay in a non-bankruptey situation with
respect to interest on the Prepaid.

Under the Yosemite swap if Enron defaults under the Prepaid, we will be obligated ta replace the Prepaid with senior
unsecured Enron obligations (“Deliverable Obligations”), The Deliverable Qbligations we deliver can be non-perfarming if
the default on the Prepaid rises to the ievel of an “Enron Failure to Pay.” An Enron Failure to Pay is established through
Publicly Available information in a similar manner to standard credit default swaps. In addition, the Deliverable Obligations
da not have to be abligations for borrawed money; a receivable retated ta termination of a swap agreement can be
deliverad. . .

if Emron does not make an Minterest” payment on the Prepaid, the prepaid would be terminated and Deita (the issuing
vehicle for the Prepaid) wauld have a claim on Enron for all or a partion”of the principal amount. Failure by Enron to pay
“interest” and any terrninatian payment would alsc render Delta incapable of paying the coupan on the note it has issued to
Yosemite, thersby resulting in 3 default on the structured Enron paper Yosemite haids. Publicly Avaitable Informatien will
zist with raspect to a cefault on the Prepaid through the following mechanics: 1) causing Snron to make all paymentsic a
_segregated account at the Fiscal Agent {U.S. Trust Ca.), 2) contractually obligating the Fiscal Agent te notify the parties of
the default and 3) waiting the requisite time periods under the Yosemite swap.

Once the abave ceeurs, Citf would be able to cause Delta to deliver the receivables Delta ihen would haid from the
terminztion of the swaps (each of which will meet the Deilverable Cbligation criteria) to Yosemite in exchange for the Delta
Nate that Yosemite holds. The swap receivables will be structured such that they will bear penalty interest at a-rate at
least equal to the coupon on Yosemite's notes, Under the Yosemite swap, Citibank can reduce the amount of its periodic

»payments by any amount Yosemite has not received on 2 non-performing Deliverable Qbligation that has been substitted
for a piece of structured Enron paper. |n other words, the penalty interest will cover any going farward interest that
sccrues prior to the disposition of the Deliverzble Cbligations by the Trust.

* If ail prices have daciined, a portion of the Prepaid principal will be due ta Delta from Citibank under the Delta/Citibank
fioor in the prepaid structure and, in tumn, to Citibank from Envon under the Enron/Citibank floor. The default by Enron on
its swap with Delta will give rise to a termination right uncer Cilibank's swap agreement with Enron. Citibank would be able
to satisfy its obligations under its floor with Delta by delivering a claim to Delta against Enron. Deita, in tum, would be able
to satisfy its obligation under the Note issued by it to Yosamite by delivering to Yosemite the claim delivered to it by
Citibank and the claim it already halds under is oil swap with Enron. If Citibank's claim after termination of its swap
agreement with Earon is less than the amount it owes to Qeita on the Floor (dus to natting of ather outstanding
transactions), Citibank should be able tc purchase Deliverable Obligations (presumably at a discount), or put in ASA
investments (and sell default protection on Enron - presumably at 2 big prernium). In either event, the economic
consequences of having a net swap claim on Enron which is fess than the amount payable to Delta on the floor would

always be positive.

1
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Regards,

Tom
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Memorandum CITIBANCD'
GRB - Actounting Advisory RO

Dare: Masch 28,2000 e

To- Rick Caplan. Adam Kulick

CC: Alan Englander, Eric Pipa, Bill Mackey, Linda Bergen, Jim Conchar, John Langer
William Bozast, Fred Bauline, Jim Conaban E ‘

From: Saul Bernstein

Re: Project Yosemite - Yosemite Co, Structured Credit Derivative Transaction
Transaction Objective: To free-up financing capacity for Yosermite Co. with itz Banks

Risks and benefits to Citibank: Citibank receives vartous service based fees, and takes basis risk or
benefit reiated to the difference berween foss recovery rates on Yosemite Co, investments held by the
Trust (on which Citibank has writien protection) and the loss recovery rate on Yosemite Co. bonds (i.e.,
senjor, unsecured payment obligations of Yosemite Co on which Citibank has purchased protection).
Citibank kas alse written a totai return swap on $37.3MM of equity risk in the Trust (full exposure to
Yosemite default risk). The below chart iflusirates Citibank gains or losses based on the differences in
recovery rates.

Differences in | Citibank is short bonds
Baond - Citibark loss (pays) Trust gain (veceives)
Price>nvesiments
price N
Hond Citibark gain (receivesj | Trust lo3s {pays excess to
Price<investments Citibank}
price

The steps of the transaction structure are described below (dollar amounts and permitted invesiment type
atlocations are esiimates): )

Trust Balance Sheat

A Trust will be ser-up and will hold $1.58 in assets (referred to as permitted invesoments), $1.3508 (1o
vield L+125bp) in payment obligations supported in whole or part, directly or indirectly, by Yosemite
Co. (referred o as Yosemite investments), and 5.1508 in AAA investments (ro yield LIBOR). The Trust
will purchase existing Yosemite Co. Investments owned by Yosemite Co. lead banks and cerrain newly
created Yosemite Co. Invesiments. AAA investments witl be ABS, but ot securities issued by Cisibank
menaged credit card securitization Truses or other Citibank managed securitization vehicles.

The Trust will issue$1.425B of serior credit linked Notes {with maturities of five and seven years) in
multiple series whick bear an overall coupon, to be determined at pricing, and will issue certificates,
subordinated in right uf payment (o the Notes, in the amount of 87 SMM (vielding approximately 100 bps
above the Note couponj, with 50% ($37.3MM) each to Yosemite Co. and to a substantive third party
{balance skeet provider). A Salomon hip-chain-entity {due to a 234 issue} witl vrite a total
return swap. to the third 3 as to such total return swap, will not have anv polis ki

ility regarding ivities of th 1,

All permitted investments must mature on or prior 1o the maurity date of the related Notes. The
permitted investments will be available to repay the Notes when due. Ir. the event of default of Yosemite
Co. investments, Note investors wil] recover the same amount as a holder of a bond (i.e, senicr,
unsecured debr obligatians) of Yosemite Co. That is, assuming that Citibank performs its obligations
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Caplan/kulick
March 29, 2000 e

under its default swap, the Noteholders will have Yosemite Co. credit risk as if they held Yosemite bonds
with a principal amount equal to the principal amount of the Notes.

The Note holders also take the credit risk of A4A investments after the equily investors {and the Saloman
entity as iotal return swap receiver/caunter-party with the third party balance sheet provider) lose their
375MM investment.

Transactions between Citibank and Trust
The effects of the swap between Citibank and the Trust are as follow:

If a Yosemite Co. bankrupicy occurs, Citibank will seitie the swap by (1) delivering Yosemite Co, senior,
unsecured obligations in exchange for the permitted i or (2) payng to the Trust the amount of
any difference between the recovery rate on Yosemite Co. invesiments held by the Trust and the recovery
rate on Yosemite Co. bonds, the referenced obligations, multiplied by the outstanding Notes (bt not
certificates), or @ combination of (1) and (2). Referenced obligations are pubkicly traded senior
unsecured corporate debt obligations (i.e., bonds of Yosemite Co.). This swap is referred 1o as a basis
swap and will be in the notional amount of Yosemite Co. investments held by the Trust (i.e., not including
any AAA investments held by the Trusy). Thus, Citibank has the risk that the recovery rate on Yosemite
Co. investments held by the Trust will be less than the recovery rate on Yosemite Co. bonds.

Under the terms of the basis swap. the Trust will pay to Citibank any excess of the recovery rate on -
referenced Yosemite Co. investmenis held by the Trust {expected to have the recovery value of senior
unsecured Yosemite Co. obligations or Yosemite Co. bonds) over the recovery rate of Yosemite Co.

bonds. This potential payment by the Trust will be based on a swap notional in an amount equal to
Yosemite Co. investments held by the Trust plus 37SMM {amount of equity). Thus Citibank has a long
position in the recovery rate on the Yosemite Co. investments held by the Trust. (if the recovery rates

were equal, Citibank would still receive a swap payment from the Trust in the amount of the recovery

rate on Yosemite Co. investments keld by the Trust times $75MM). - The basis swap may either be
physically settled (by delivering senior unsecured debt obligations of Yosemite Co. in exchange for the
Yosemite Co. investments held by the Trust) or cash settled, or any combination thereof.

The Yosemite Co. {) and AAA i will serve as security in favor of Citibank. The A44
investments will be delivered to Citibank related fo ihe seitlement of any default swap written by Citibank
t0 the lead banks of Yosemite Co. (see below). Citibank, as secured party, has the right to control the
workout of any asset in the Trust.

Also, as part of the basis swap, Citibank will make periodic payments to the Trust in the amounts
recessary to service the Note coupon and Certificate yield and Citibank will receive all cask flows from
all the assets in the Trust. If Yosemite Co. goes into bankruptcy, suck payments cease immediately, as
the swap is settled as described above. '
Substitution Obligations e

4 separate agreement between Citibank und Yosemite Co. governs asset substitutions. The permitted
investments may be changed over time provided that both Yosemite Co. and Citibank agree lo any
substitution, Yosemite Co. will select the initial Yosemite Co. investments, with Citibank’s agreement, to
place in the Trust, Citibank will select all AA4 investments.

If a third party default event {a default on a Yosemite Co. invextment by a party other ihan Yosemite Co}
cccurs with respect to a Yosemite Co, investment held By the Trust, Ciribank is obligated fo deliver 1o the
Trust new permitted investments in substitution of the relevant Yosemite Co. investment. The new
permined investments will be sold to redeem the related notes. Citibank will contirtue to make the fixed
payments under the swap as if such 3™ party default event had not occurred. If there is a credit event

CONFIDENTIAL CITI-SPSI 0034947
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related to the AAA investments. the Trust sells the investments and uses the proceeds to purchase new
permitted investmens. Citibank's fixed payments will be reduced as a result of the AAA credit event
if par value is not realized.

The Trust may be required by Citibank to acquire new or substitute permitted i ts at any time
prior 1o the termination of the Citibank swap (before or after a Yosemite Co. credit event).

Transactions between Citibank and Yosemite Co. Lead Banks

To the extent the Trust holds AAA investments, Citibank will also sell default protection, upon instruction
from Yosemite Co.. to Yosemite Co. lead banks with Yosemite Co. bonds or Yosemite Company senior
unsecured debt being the referenced assets. The AAA investments will serve as security in favor of
Citibank. In the event of bankrupicy by Yosemite Co., the lead banks will deliver the referenced assets to
Citibank and Citibank will in exchange make the lead banks whole for all losses. Citibank in turn will
deliver the referenced assels to the Trust and receive AAA investments, i.e., payment-in-kind. This
transaction is not a basis credit derivative swap, but is more similar t0 a standard credit derivative swap.

Transactions between Citibank and Yosemite Company

Under a separate agreement berween Yosemite Co. and Citibank, Yosemite Co. will make periodic
payments to Citibank for the difference, if any, between the Note coupon and certificate yield and cash
flow on Yosemite Co. investments. As long as AAA investments minimally return a yield of LIBOR,

Yosemite Co. is responsible for any cash shortfall in the Trust. It is expected that one of the Trust's
assets (i.e.. Yosemite Co. obligations) will have an adjustable coupon that will be designed to pick-up
any negative carry.

If AAA investments yield less than LIBOR, then Citibank makes up the difference to LIBOR, and if AA4
investments yield more than LIBOR, then Citibank receives such excess (assuming Yosemite Co. meets its
payment obligations as described above).

If cash flow on Yosemite Company investments exceed Note coupon and certificate yield (highly remote),
then Citibank must pay Yosemite Co. such excess.

Termination Provisions

Yosemite Co. can terminate its payments in whole or in part to Citibank at any time by making a
termination payment. This termination will cause Citibank 10 terminate an equal portion of its swap with
the Trust by making a termination payment (to the Trust) which, in turn, will cause an early redemption
of an equal portion of the Notes (and in certain instances, the issued certificates). In summary,
Yosemite Co. can terminate at will, but Citibank can not.

Example of Basis Risk (Yosemite Co. Investments comprise all Trust assets, ie., $1,500MM)

Assume that Yosemite Co. Bonds' recovery rate is 60% and assume swag notional are equal (i.e.,
disregard the $75MM difference in notional amounts):

#1 Assume that upon default, Yosemite Co. Investments' recovery rate is 50% meaning Citibank
reimburses the Trust the 10% difference in recovery rates, or in this case Citibank net sertles/pays 1o
Trust $150MM (10% at 51,500MM)

#2 Assume that upon default, Yosemite Co. Investments’ recovery rate is 70%, meaning Citibank receives
from the Trust the 10% difference in recovery rates, or in this case Trust net settles/pays to Citibank
$150MM

CITI-SPSI 00343948
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Summary of Risks/Benefits (other than fees) to Citigroup

. Citigroup Citigroup

Structural Features Risks ‘Benefits
Recovery rate of bonds > Recovery rate of Trust Investments
Recovery rate of bonds < Recovery rate of Trust Investments X
AAA investments vield < LIBOR
AAA investments yield > LIBOR . X
Third Party (other than Yosemite Co.) default or non- X

payment event with respect to a Yosemite Co. investment held
by Trust; Citibank obligated 1o deliver substitute Yosemite
Co. investments which meet permitted investments criteria
(new investments will be sold to redeem portion of Notes}

Ownership of Equity certificate (exposure to Yosemite Co. as X

if holder of Yosemite Co. bonds and to AAA investments)

Yield on equity certificate (but subordinated to coupon on X
Notes)

Payment to lead banks > value of AAA investments X

Accounting Considerations

The major issue relates to the accounting consolidation of the Trust. Consolidation by Citibank is not
viewed as appropriate for the following reasons:

Yosemite Co. owns 50% of the Trust equity certificates, fully funding its equity investment, is at full risk
over the entire life of the transaction (SEC requirements per D-14). Further, per the SEC (12/97
speech), although certi) may be ac d for as debt instruments, certificates satisfy the SEC
requirement that the owner's investment be equity legal form. Yosemite Co. certificate ownership will
satisfy the minimum 3% (of SPV assets) SEC requirement over the full life of the transaction. The
business advises that Yosemite Co.'s certificate will be 3% or greater with total Trust certificates likely
aggregating from six to ten percent.

Because the balance sheet provider's investment is not at risk. the b/s provider’s investment is not
considered the real equity in the SPV. Since the b/s provider is not considered a real equity investor per
the SEC guidelines, Citibank should not be viewed as a real equity investor by having written a total
return swap (TRS) to the b/s provider. It is also unconventional in today s accounting literature and
practice to have an entity consolidate another entity on the basis of having risk/reward via a derivative
instrument. It should be noted that Citibank, in accordance with its iﬂlﬂ.'l.lal credit risk limits/allocations,
may or may not hedge its basis risk with a third party. e

Per EITF 90-15 and D-14, the SEC requires equity to be fully funded and at risk for the fill life of the
SPV. Citibank does not have a direct, ror funded, ownership in the other 50% of the Trust certificates.

The business has also pointed out, given certain recovery rates on Yosemite Co. bonds, that Citibank, as
the TRS writer, would lose less under the TRS than Yosemite Co. would lose of its equity investment.

Yosemite Co. is the primary beneficiary of the Trust's assets and overall deal structure. The Trust assets
are comprised of Yosemite Co. obligations and the structure is intended 10 free up financing capacity for

Yosemite Co. and improve or preserve its credit rating with rating agencies. The basis swap is eﬂ'gctively
Citibank's mechanism to earn fees from its expertise in managing credit risk. That is, Citibank’s interest

CITI-SPSI1 0034949
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in the Trust is in substance and-in form a credit derivative, not an equity ownership interest (i.e., directly
owned shares or certificates) through which it actively controls the operating activities of an entity.

Both Yosemite Co. and Citibank share the ability to select Yosemite Co. investments held by the Trust -
neither controls.

The business advised that a non-consolidated SPY used by SSB entities in prior structured derivative
transactions will serve the role of depositor. This role only serves to sponsor or start-up the Trust by
making the appropriate filing with authorities. It does not invoive any investment nor the performance of
any function other than the initial filing - it a one time event. The accounting analysis and conclusions
reached herein, consequently, are not materially affected.

Citibank will not have any voting rights or have any control position with respect to the Trust, nor have
any decision-making ability regarding the operating policies and activities of the Trust (other than
conractually limiting the Trust's ability to sell Citibank's security held by the Trust). As mentioned
earlier. Yosemite Co. can terminate the structure at will, Citibank can not.

RBC Treatment in Trading Book
Based on the above, Citibank will have the following credit derivatives:

1) Basis swap: a swap notional of $1,350MM to $1.5B whereby Citibank will pay the recovery rate to
Trust with Yosemite Co. Bonds as referenced assets )

A swap notional of $1.350MM to $1.5B (but $75MM greater) whereby Citibank will receive from the
Trust the recovery rate on referenced Yosemite Co. Investments held by the Trust

2) Sold standard DS 1o Yosemite Co. lead banks (depends on amount of A4A investments held by Trust)
with Yosemite Co. bonds or senior unsecured Yosemite Co. obligations as referenced assets; Citibank to
make banks whole and receive the AAA investments from the Trust .

3) Sold total return swap (TRS) to the substantive third party certificate/equity investor. The notional
amount is 337.5MM, and the referenced or underlying asset should be viewed as Yosemite Co. bonds.

The TRS should be booked by the SSB entity entering such derivative contract. Implications on the
capital of such SSB entity have been reviewed with the responsible SSB personnel.

L believe all of the above derivatives are credit derivatives and should be viewed as trading book .

transactions (as opposed to banking book transactions).

Regards, Saul

CITI-SPSI 0034950
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Butler-Kenzig, Patricia

From: _Bernstein, Saut (CITH}

Sent: Wednesday, Aprit 05, 2000 3:45 PM

To: Lee, Andrew P, Pipa. Eric

Ce: Bozarth, William T; Butler-Kenzig, Patricia; Englander, Alan1; Langer, Jokn D; Mackey,

William J [CITI}; Williams, Joanna
Subject: Project Yosemite - Revenue Recognition

Yosarte

In Novemnber, 1999 a USS$ denominated Project Yosemite ransaction ciosed {an UK
Sterling based transaction closed in February, 2000). At the time of closing
iast quarter, compiete information was not available to finalize the accounting
for revenue recognition, What was known at the tims, and has been confirmed,
is that Enron has the right to colk the ion structure
and be released from its obligation to pay remaining fses, 12.5bps p.a. of the
notionat value of permitted investments in the Yosemite Trust. The fee, as
spedified in a Fee Letter, dated Nov. 18, between Citibank and Enson, is
payable up to the earfier of an earty termination date or the maturity
(November 2004} of certain Enron {directly or indirectly backed) promissoty
notes, having a notional value of $800MM, hald by Yosemite Trust. Thisfeeis
in connection with the basis swap between Citibank (Credit Derivatives Trading}
and Yosemite Trust. The 12.5bps will be applied to any additional Enron debt
purchased by the Trust at a later date (i.e., the daal size increases). In
view of the contingent nature of the fee, income recognition was deferred.
(Enron paid an up-front non-refundable tee of $1.6MM which was recognized.)
Business Financial Control has now analyzed the facts and circumstances,
including related hedges, and helieves that thera is basis for additional
income recognition related to the November. The accounting propased herein
would also be faliowed for the February transaction. The purpose of this
memarandum is 1o document whethet and to what extent income recognition is
appropriate. Some fransaction background follows. -
Yosemite Trust purchasad $825MM of permitted & Enron senior
unsecured debt instruments, funded by issuing Credit Linked Notes (8.25%
coupon) to third party investors in the amounit of $750MM, and by issuing equity
like subordinated certificates {11% yield) in the amount of $75MM. (Please
note that §25MM of permitted investments held by the Trust is adjustable rate
Envon debt instruments intended to ensure sufficient cash in-flow ta service
the issued Notes and Certificates.) Enron invested in 50% of the certificates,
$37.5MM, and Salomon Brothers intemational Limited (SBIL) arranged for a
balance sheet providar (Bank-of Baston) to fund the ather 50%. SBIL aiso
enters a Total Retum Swap (TRS) in which SBIL pays a float rate to Bo8 and
recaives the ownership economics relatad to $37.5MM of certificates. (Please
note that SBIL is effecting the above TRS via SBHC Credit Dervatives, which in
turn enters a Pay-Fixed interest Rate Swap with SBHC Debt Derivatives Desk,
locking in the spread on the 11% yield on certificates.) Citibank Credit.,.»
Derivatives Dask entered a credit basis swap (Fee Letter Agreement/contract)
with Yosemite Trust, in which Citank promises to pay ta the Trust in the
event of an Enron default/bankruptcy the recovery rate an senior unsecured debt
of Enron. Citibank pays the recovery rate on a notional amount equal to the
amount of permitted investments jess the amount of certificates, or $750MM.
(Thersfors, the Note-holders are sxposad to and receive the recovery rate of
sanior unsecured Enron debt) Citibank would receive the actual recovery rate
.on the $825MM of permitted investments held by the Trust. Additionally, GRB
Porticlic {Energy Group) entered a swap with Citibank Trading ic pay the
differance between a 50% recovery rate and the actual recovery on the permitted
investments on a notional value of certificates, $75MM. For RBC purposes, the
i igation of GRB portfolio of $37.5MM (a tull recovery rate shortial
of 50% against the $75MM notional amount of certificates) is reported as a

1
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direct credit substitute.

Tnis can be illustrated if we assume that the actual recovery rate on permitted
investments is 49% and the recovery rate on seniar unsecured Enron debt, as
ordered by a Court of Law, 1s 50%. .

Citibank Trading receives from the Trust ($825 @ .49)
$40425
Citibank Trading pays Trust (§750 @ .50)
(375.00)

Residual
29.25
Residual to B/S provider
(37.50)

Loss to Citigroup {.01 @ $825MM)
8.25

Reimbursement from Citibank GRB Portfolio (.01 @ $S75MM) (a)
.75

Loss to Credit Derivatives Trading Business

(a) GRB Loan Portfolio would have to accrue its loss when probable and
estimabte which timing.may not exactly coincide with MTM gain/reimbursement
recognition by Trading Desk.

Summary of Derivatives/Contracts and Parties involved in the Structure (see
attached flow-chart)

1. The basis swap between Citibank Trading and Yosemite Trust described abave,
leaves Citibank with recoveries basis risk on $750MM and is long the recovery
value on $75MM as Citibank sells basis risk protection on $750MM of senior
unsecured debt and purchases recovery value on permitted investments of $825MM.
For example, if the recovery rates were both 50%, than Citibank would recsive

5 @ $75MM, or $37.5MM. This would be retumed to the balance sheet provider.
Citigroup would not incur any loss on the basis risk, and would aiso NOT

collect the 12.5bps of fees from Enron nor the after-hedge retum on the TRS,
393bps, from the date of default. The uncoliected fees for the period after

the defaulttermination date would be foregone, resulting in a negative P&L

impact to the extent already recognized. It should be noted that Enron loses

its entire $37.5MM investment in the certificates.

1a. Citibank {Credit Derivatives Trading) purchases a recovery-rate swap
from the Citibank GR8 Loan Portfolio, which provides the Trading Desk with
protection in the event that the recovery rate on $75MM national amount of
permitted investments is below 50%.
2. There is a Fee Letter Agreement between Enron and Citibank Trading, whereby
Enron pays 12.5bps constant fee on $800MM ling permitted T its
less $25MM) per annum as long as the transaction is in place but not beyond
November '2004. The actual fees depend upon whether the deal size changes.
Enron can unilaterally terminate but this is considered remote - see Business
analysis of this point discussed below. !f Citibank ‘walks® away, the fees are
also lost (as well as being responsible for a make-whole payment to note
investors).
3. There is an Interest Rate Swap between the Trust and Citibank Trading,
whereby Citibank receives the actual interest on all permitted investments in
the Trust, and pays the Trust the necessary interest to service all outstanding
Notes and Certificates. Upon a bankruptey, the interest payments immediately
cease.
4. As mentioned above, there is a TRS between SBIL (Credit Derivatives Trading
Desk) and Bank of Boston, the balance sheet provider. The trade SBIL has with
2
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Bank of Boston 1s backed-to-backed with SBHC (Saiomen Brothers Holding Co. -
Credit Derivatives Trading, a non-bank vehicie). SBHC pays six month LIBOR +
35bps and receives the 11.0% (10.843%, when converted to actual/360) fixed rate
on the certificates, $37.5MM notional value, and pays BoB (via SBIL) $37.5MM in
tk2 event of an Enron default. This results in SBIL having a synthetic $37.5MM
long position in the Trust certificates. SBIL hedges the interest rate risk in

(5) below, and the default risk in (8) betow. Under the TRS, SBIL is obligated

tc pay BoB $37.5MM if Enron defatits regardtess of the recovery rate on Enron
uiisecured senior debt.

5 There is also an IRS between SBHC - Credit Derivatives Trading and SBHC -
Tebt Derivatives Desk. SBHC pays 6.665% (6.574% when converted to actual/360)
fixed and receives six month LIBOR. (it is not known whether SBHC - Debt
Carivatives Desk hedges this {RS with an outside party.)

Note: As a result of 4 and 5, SBHC - Credit Derivatives receives a structured
nat rate of 3.93% ( 10.849% less .0035 less 6.574%, or 3.926%) on $37.5MM
notional. In addition to the 12.5bps which Enron pays over the expected life
of the transaction, this 393 bps is viewed as additional fees to SBHC Credit
Derivatives Trading Desk for taking default and total return risk.

6. SBIL sells default swap protection to SBHC (Credit Derivatives Trading), and
SBIL purchases defauit swap protection from Citibank Credit Derivatives Trading
Cesk, whereby if Enron defauits, Citibank will pay $37.5MM to the balance sheet
provider. Citibank Trading Desk, in consideration for providing defauit
protection to SBIL {on-soid to SBHC), will receive the above mentioned net
premium of 393bps. Citibank's (Trading Desk) sold protection is hedged with a
combination of (a) the long $75MM certificate recovery value position (1

anove), and (b) the recovery-rate swap executed with the Citibank GRB Loan
portfolio (1a above). GRB Portfolio is providing protection in the event and

t the extent the recovery rate on the $75MM long recovery value position is
telow 50%.

Possible Scenarios

Eost Case: If recovery rates are equal and the recovery rate on permitted
investments is at least 50%

No losses to Citibank Trading since no basis risk and no loss to GRB Loan
Portfolio as recovery on permittad investments is 50%. The MTM gains (NPV of
unpaid fees) at the time of defauit, however, would need to be reversed.

48 % recové‘ry on Sr. Unsacured deb/50% recovery on permitted investments

In this scenario, Citibank Trading would gain .01 @ 825MM permitted
investments, $8.25MM, and Citibank Portfolio would not make any payment - &
total Citigroup gain of $8.25MM. Uncollected feses (NPV)are foregons and to
extent recognized via MTM process, would be reversed via MTM.

Citibank (Credit Derivatives Tradhg'umt) Eamings Components

Based on an analysis by Business Financial Control, the MTM of alf

derivatives/contracts results in a NPV of $10.5MM. The MTM can be viewed as
iting the ing comp or the ion -

a) MTM of Fee Letter Contract entitiing Citibank 12.5bps on specified ddbt (for

period outstanding) held by Trust in connection with having entered the basis

swap (on $7S0MM notional) with Trust, $4.3MM

b) MTM of DefaultyTRS with Trust related to receipt of actual recovery rate on

fong $75MM position in permitted investments, $2.3MM

¢) MTM of DefaulyTRS with Bank of Boston (via SBIL and SBHC Credit

Derivatives), effectively representing the after-hedged (via IRS with SBHC Debt

Derivatives Desk) locked spread of 11% on certificates ($37.5MM notional) less

Pay-fixed leg of 7.07%, or 393bps over contract life, $4.0MM

The total is $10.6MM before a MVA liquidity component of $.350MM, or a net of
3
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S10.2MM.

Note: For the February Iransaction executed in London. equivalent numbers are
$2.3MM (for 12.5bps in earnings), and $5.4MM in MTM for other components.
Also, an up-front fee of $.5MM was paid, or $8.2MM in total before a MVA
liquidity component of $.450MM, or a net of $7.7MM.

Remoteness of Enron Terminating the Transaction

8oth Enron and Citibank have the legal right to coltapse the structure. Both
would have to pay a "make-whole™ payment to compensate the note-holders and
certificate holder (Citibank via the TRS with BoB), using a discount rate of

T+50 and LIBOR + 2, respectively, to calculate the payments. Citibank would
also have to settie the basis swap with the Trust at market. If Enron’

collapses the structure, the future cash flows underlying the 12.5bps and

393bps earnings components would not be made. The business believes that the
make-whole payment wouid be sufficient to cover the 393bps earnings component,
but would not cover any of the 12.5bps.

The business believes that it would not be in Enron’s economic interest to
terminate the transaction unless Enron is at least upgraded (from BBB today) to
AA. Since the life of the transaction is five years, the business estimated

the dollar gain or loss to Enron in an early termination {repurchase of Notes)
given a five year Treasury yield, Enron nota malurity and Enron credit spread.
For the five year maturity scanario, the break-even Enron spread to Treasuries
was 30bps. That is, the spread of Enron debt ta Treasuries would have to be no
greater than 30bps for Enron not to incur a loss in an early termination. The
business reviewed swap spreads over the last five years between five year
Treasuries and Corporate five year tenors, and the minimal spread was 20bps
{the average was 44bps). Assuming a 20bps swap spread, Enron would need to
trade at LIBOR + 10 (i.e., T + 30) in order to notincur a loss. A 10bps

spread to LIBOR, for a five year maturity, would approximate an AA-rated

credit. .Enron is currently rated BBB, and borrows atL +75. The Business
considers an Enron positive credit migration to AA only as a remote

passibility, and therefore believes that the 12.5bps fee is probable of fult
collection and should be recognized up-front, i.e., MTM accounting should

apply-

Accounting Issues/Recommendations

1. Is there an accounting basis for recognizing up-front the portion of

transaction éamings, 393bps, embedded in the transaction structure using a MTM
methodology despite the collection of related cash flows being subject to the
remote contingency of Enron earty terminating the transaction? Same question
with regard to the MTM of the synthetic $75MM long position. (In researching
this question, the recently published SEC SAB on Revenue Recognition was
considered.)

Usually, contingent fees or eamings are not recognized until the contingency
has been satisfied or removed, even if all products or services have been
delivered/rendered to the satistaction of the customer. In this circumstance,
where the seller is a Trading Business which accounts for its activities on a
MTM basis, such contingency or optionality is addressed in the valuation models
used to perform MTM accounting. Given that the 393bps are embedded in
derivative financial instruments, the business must perform MTM accounting. ft
is expected that the valuation model wouid be sufficiently sensitive to changes
in market factors affecting this contingency, so that the MTM would be ---&
appropriately adjusted on a timely basis. As noted above, Enron’s "make-whole®
payment is expected to cover the 393bps. Also, see comments below on MVA
adjustments for credit and liquidity components. N
2. Based on the Fee Letter Agreement, is there an accounting basis for
recognizing up-front 12.5bps of $800MM (Defta 2004 Notes held by Yosemite
Trust) despite the payment of these fess being contingent on the transaction

. not being terminated by Enron.? Enron does not need Citibank's consent to
terminate. It aiso shoutd be noted that if Enron terminates, the ‘make-whole*
payment from Enron is not expected to be sufficient to cover this eamings
companent.

4
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The accounting concepts stated in 1. above also apply here. Additionally, a
literal reading of the Letter Agreement {contract) states that the Fee Letter

15 in connection with Citibank having executed the basis swap with the Trust.
The Letter states that the 12.5bps is in consideration of the mutual exchange
of agreements in connection with the basis swap related to the permitted
investments (Delta Note) held by the Trust. Although the Letter is not in the
legal form of an ISDA contract, tHe economic substance of the Letter, in the
context of the transaction structure, is that of a basis swap/credit

derivative. The scope and mission of activities of the Citibank Unitis to

enter credit derivative trading positions, to be reported and accounted for on

a MTM basis. Therefore, to a large extent, the decision to MTM the rights and
obligations underlying the Fee Letter, is based on the economic substance of
the Letter and the fact that this business accounts for its activities on a MTM
basis. Some comment as above with regard to the sensitivity of the valuation
model. As alluded to above, Citibank has completed the transaction, and there
are no future services/products to be delivered or obligations to be
incurred/existing or future assets to be sacrificed. Income recognition for

the 12.5bps on a MTM basis appears to be appropriate.

3. If MTM accounting is to be performed, is a market vaiuation adjustment
required?

As agreed with Business Financial Control, a MVA for a credit component
(expected to be fed via GRR) and a liquidity component should be considered.
The appropriate amount of liquidity/termination componernt, as detailed above,
was determined in an amount of $800M, and is intended cover any termination
related loss of “haircut” to be incurred in attempting to sell Citibank's MTM
receivable into the marketplace.”

Regards, Saul
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Kirk, Niels

from: Kutick, Adam

Sent: 13 Apal 2000 17:00

To: Kirk, Niels; Renly, James F [CIT1)
Ce: Bailiie, Steve (CIT!]

Subject: RE; Enron

Niels,

(Good seeing you the other day, Who's worsing on the structured cradit basket? 've put a'cougle of calls into Treasa
and she nasn't been very responsive. .. .

All the best, Adam

From: Kirk. Nigls

Seat: Thursday, April 13, 2000 11:55 AM
To: Redly, James F [CITY]

Cc: Kulick. Adam; Baillie, Steve {CITH}
Subject: RE: Enron

1 suspect that the Eastem contract was sold/
monetised as part of the Suttan Bridge sale to
EdF {2 weeks ago). Thare could be some residual
credit risk associatad with Eastem that Enron

are trying to bundle into the Y3 deal however,

Niels

Original Message—-
From: james.reilly @citicomp.com ifte;james.reilly @ citicorp.com}
Sent: 13 Aprit 2000 16:28

To: niels.kirk @giti.com

Co: adam . kulick @ ssmb.com; Steve.Baillie @citicorp.com -
Subject: Re: Enron

Neils: Thanks for the update. Adam asked me a question that | could
not answer {not rare!): What has happened to the "Eastem deai” - ie,
the cantract intially suggested as the basis for Yosemite 27

Reply Separator

Subject: Enron

Author: Niels Kirk CCL. (nisls.kirk @citi.com) at

INTERNET/0=at t/c=us/a=mci/p=citicorp - -
Date:  04/13/2000 10:25 AM

Jim,

You may be already aware of this but there sesms to be

3 guys in the running for Jaff McMahon's job: Ray Bowen,
Bill Brown and Paui Chivars. Chivers feels that his chancas
are slim. Chivars did not rule out the possibility that Fastow
couid go external.

Qtherwiss in Eurcpe we're working on:

A follow-up deal to Yosemita it which involves a basket of UK
wtility credits designed to manage credit risk and create funds
flow. Size: GBP 100/200 MM, .
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Arcos, which i 3 1200 MW CCGT in Spain. Project cost jg
S650 MM and off-take 1s fully contracted (incl 33% 10 Eargn).
An equrty investor that will bring the gas. Enron are favauring
a bond sofution but | suspect that bank/bond {Ras Lafan) wit
be the likely outcome. They want to have thew bank group
mandated by end-June. Project Finance are following ihig.

Chivers mentionad that they have established enroncredit.com
which provides tankruptcy protection o a b to D Dasis. They

are stili in "getting gstablished” mode and there are afew teething
issues. Seems that Mernll Lynch hit therr site one day and tried

to buy some protection but the guy at enroncredit shouldn’t execute.
Perhaps we should visit the site and fay-off some risk.....

Niels

Kirk, Niels

From: Kirk, Miels

Sent: 13 Apnit 2900 16:55 .

To: . Reilly, James F [CIT]]

Ce: Kufick, Adam; Baitlie, Steve [CITH}
Subject: " RE: Enron

1 suspect that the Eastern contract was sold/
monetised as part of the Sutton Bridge sale to
EdF (2 weeks ago), There could be some residuat
credit risk associated with Eastem that Enron

are trying to bundle into the Y3 deal however.

Niels

-----Original Message-----

From: james.reilly @ citicorp.com [mailto:james.reilly @ citicorp.com]
Sent: 13 Aprit 2000 16:28

To: niels kirk @citi.com

Ce: adam . kulick@ssmb.com; Steve.Baillie@ciicorp.com

Subject: Re: Enran

Neils: Tharks for the update. Adam asked me a question that | could
not answer {not raret): What has happened to the "Eastern deai® - ie,
the contract intially suggested as the basis for Yosemite 27

Reply

Subject: Enron

Author: Niels Kirk CCI, (niets.kirk @citi.com) at
INTERNET/0=alt/c=us/a=mcip=citicorp

Date:  04/13/2000 10:25 AM

Jim,

You may be already aware of this but thera seems to be

3 guys in the running for Jeft McMahon's job: Ray Bowen,
Bill Brown and Paul Chivers. Chivers feels that his chances
ara slim. Chivers did not rule out the possibility that Fastow
could go extermat,

Otherwise in Europe we're working om:

A follow-up deal to Yosemite It which involves a basket of UK
utifity credits designed to manage cradit risk and create funds
flow. Size: GBP 100/200 MM.

807
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Arcos. which is a 1200 MW CCGT in Spain. Projeci costis
5650 MM and oft-take 1s fully conracted (incl 3% fo Enron).
An equity investor that will bang the gas, Enron arefavouring
a bond solution but t suspec! that bank/tond (Ras Lafan) will
be the likely outcome. They want o have their bank graup
mandated by =nd-June. Project Finance are following this.

Chivers mentioned that they have sstablished enroncredit.com
which provides bankruptcy protection ona b to Dbasis. They

are sull in "getting estabiished™ mode arid there are a few teething
issues. Seems that Merrill Lynch hit their site one day and tried

10 buy some protection but the quy at enroncredit shouldnt execute.
Parhaps we should visit the site and lay-oft some risk.....

Niels

Kirk, Nieis

From: lames.reilly@citicorp.com

Sent: 13 Apri} 2000 16:28

To: niels. kirk @citi.com

Ce: - adam kulick @ ssmb.com; Steve Bailfie@citicarp.com
Subject: Re: Enron

Neils: Thanks for the update. Adamn asked me a guestion that { could
not answer (not rare!): What has happened to the "Eastern deal” - ie,
the contract intially suggested as the basis for Yosemite 27

Reply Separator

Subject: Envon

Author: Nieis Kirk CCI. {niels kirk@citi.com) at . -
INTERNET/0=af1/¢=us/a=mcvp=citicorp -
Date:  04/13/2000 10:25 AM

Jim,

You may be aiready aware of this but there seems to ber

3 guys in the running for Jeff McMahon's job: Ray Bowen,
' Bill Brown and Faul Chivers. Chivers feels that his chances |
are slim. Chivers did not rule out the possibility that Fastow
could go external.

Otherwise in Europe wa're working on:

A tollow-up deal 10 Yosemite i which involves a basket of UK
utility credits designed to manage cradit risk and create funds
flow. Size: GBP 100/200 MM.

Arcos, which is & 1200 MW CCGT in Spain. Project costis
$650 MM and off-taka is fully contractad {inct 33% to Enron}.
An equity investor that will bring the gas. Envon are favouring
2 bond solution but | suspect that bank/bend {Ras Lafan) will
be the likely outcome. They want 1o have their bank group
mandated by end-June. Project Finance are foliowing this.

Chivers mentioned that they have established enroncradit.com
which provides bankruptcy protection on & b to b basis. Thay

are still in "getting established” mode and there are a few teething
issues. Seems that Merrill Lynch hit their sits one day and tried

o buy soms protection but the guy at enroncredit shouldn't exscute.
Perhaps we should visit the site and lay-off some risk.....

Niels
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Kirk, Niels

From: Kirk, Niels

Sent: 13 April 2000 15:25
To: Reilly, James F [CITI]
Subject: Enron

Importance: High

Jim,

You may be aiready aware of this but there seems to be

3 guys 1n the running for Jetf McMahon's job: Ray Bowen,
Bill Brown and Paul Chivers. Chivers feels that his chances
are sfim. Chivers did not rule out the possibility that Fastow
could go external.

Otherwise in Europe we're working on:

A follow-up deal to Yosemite Il which involves a basket of UK
utllity credits designed to manage credit risk and create funds
flow. Size: GBP 1007200 MM.

Arcos, which is a 1200 MW CCGT in Spain. Project costis
$650 MM and off-take is fuily contracted (incl 33% to Enron).
An equity investar that will bring the gas, Enron are favouring
a bond solution but ! suspect that bank/bond (Ras Latan) will
be the likely outcome. They want to have their bank group
mandated by end-June. Project Finance are following this.

Chivers mentioned that they have established enroncredit.com =
which provides bankruptcy protection on a b to b basis. They

are still in "getting established” mode and there are a few teething

issues. Seems that Merrill Lynch hit their site one day. and tried

to buy some protection but the guy at enroncredit shoufdn't execute.

Perhaps we should visit the site and lay-off some risk.....

Niels

Kirk, Niels

From: Kirk, Niels

Sent: 12 April 2000 11:29

To: Theil, Rita

Subject: RE: Enron - Pipeline Discussion with Paul Chivers

I'l meet Rita at SSB Victoria reception (upstairs by the coffee shop)
at 08:30. Hope this works, My mobile number is 0802 202 931.

Niels
--—QOriginal Message—
From: Wintargerst, Claudia On Behalt Of Theil, Rita
Sent: 12 April 2000 11:17
To: Kirk, Niels

Subject: AE: Enron - Pipeling Discussion with Paul Chivers

Rita will be getting into Gatwick at 07:15 and will be coming back on the Gatwick Express into Victoria.
Regards.
Claudia

~--Original Message—
From:  Kirk, Niels .

Sent:  Tuesday, Apni 11, 2000 8:07 PM

To: Thail, Rita

Subject: RE: Enron - Pipelina Discussion with Paui Chivers
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INTERNAL USE ONLY - NOT FOR DISTRIBUTION OUTSIDE THE FIRM

The securities described in this memorandum may not be offered or sold to anyone except non-U.S. persons as defined in Regulation $ under
the Act. Further information about the issuer and the securities may be obtained from the offering memorandum relating to this offering
prepared by the issuer. Under no circumstances should this sales memorandum be provided to anyone outside Salomon Smith Barney. The

contents of this memorandum shouid not be discussed with anyone outside Smith Barney (i
customers of the firm that are non-U.S. persons as defined in Regulation S, syndicate members, or the issuer.

Financing Summary dated August 10, 2000
Enron Credit Linked Notes Trust (“Enron CLN")
. ${500 miltion]}
. {the “Notes")

August 13.2000

Frequently Asked Questions
How does the Enron CLN transaction differ from the Yosemite transaction?
The Enron CLN structure is a simplified version of the Yosemite transaction. The simplification of

the structure should increase the liquidity of the Notes. The primary differences between the two
structures are:

i Citibank will make all interest payments regardless of defaults on Trust [nvestments, but
absent an Enron default; ' ke
ii. Trust Investments are limited to highly rated short-term obligations (U.S. Govemments,

AAA insurance companies, and A-1/P-1 money center banks); there are no Enron
obligations in the Trust prior to an Enron default;

fii. Citibank’s rights to settle have been limited to a short time period; and

iv. Much of the flexibility to alter the structure has been removed in the Enron CLN structure.

What is the basic idea behind the Enron Credit Linked Notes?

The Notes are primarily designed so that the payments made on the Notes are expected to mirror
payments that would be made if the Notes were senior unsecured obligations of Enron. However,
the inclusion of Citibank credit risk slightly alters the risk profile in that the interest component of

the cash flows is in part dependent upon Citibank’s fulfillment of its obligations under the Credit
Swap. .

The broad theme is to find the best home for different risks. As noted in The Wall Street Journal
on 10/27/99, banks are increasingly reluctant to take on long dated credit risk (i.e. generally a
3-year time horizon), although they maintain a competitive advantage in structured finance. As
with Yosemite, the Enron CLN structure allows Enron to take advantage of the flexibility provided

by banks in structuring complex financings while placing pure long dated credit risk in the capital
markets.

Why do the Enron CLNs make economic sense?

Structuring risk is most efficiently priced in the bank market, while pure credit risk is most
efficiently priced in the capital markets. The Enron CLN structure allows Citigroup to place pure
Enron credit risk in the bond market while keeping the structural risks in the bank market.

1
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INTERNAL USE ONLY - NOT FOR DISTRIBUTION QUTSIDE THE FIRM

The securities described in this memorandum may not be offered or sold to anyone except non-U.S. persons as defined in Regutation $ under

the Act.

Further information about the issuer and the securities may be obtained from the offering memorandum relating to this offering

prepared by the issuer. Under no circumstances'should this sales memorandum be provided to anyone outside Salomon Smith Barney. The
contents of this memorandum should not be discussed with anycne outside Salomon Smith Barney (including the press) other than
customers of the firm that are non-U.S. persons as defined in Regulation S, syndicate members, or the issuer.

Financing Summary dated August 10, 2000
Enron Credit Linked Notes Trust (“Enron CLN")
$[500 million]

{the “Notes™)

=

»

zQ

Why is Enron doing another structured financing?

To take advantage of banks’ structuring expertise while broadening Enron's sources of capital.
Banks are willing to do structured financings for limited tenors (typically three years); the Enron
CLN transaction will allow Enron to continue to execute structured financings with banks while
extending the tenors of the deals by placing the credit risk in the capital markets. Enron believes
that, as its capital structure is diverse and complex, strategic value is added by being able to
syndicate a variety of risks through structured financings.

Examples include: contract monetization transactions, financing of S2 billion of inventory Enron
has taken on through Enron Network’s acquisition earlier this year. ==

Does Enron intend to issue plain vanilla corporate debt this vear?

Enron has stated that it is not intending to issue plain vanilla corporate debt through year-end.
Therefore, the Enron CLNs are likely to be the one security to most closely approximate Enron
senior unsecured debt issued for the remainder of this year.

How does the Investor risk in this transaction differ from that in plain corporate debt?

There are three risks to analyze: Enron, Citibank and the Trust [nvestments.

Is Enron running out of bank lines? -

Enron has substantially reduced its dependence on bank financing over the last year {over

$4 billion in freed up capacity). Enron believes that it has excellent liquidity in and access to the
bank market. The Enron CLN issuance provides Enron with another avenue through which to
source funds and expand its sources of capital.

How does this transaction affect Enron financial statements?

The issuance of these notes will have no impact on Enron’s balance sheet. The transaction is
designed to allow Enron to restructure and lengthen existing structured financings that are already
referenced in its financial statements.

What is Citigroup's interest?
Enron is an important customer of Citigroup. Citigroup wants to continue to strengthen this

2
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INTERNAL USE ONLY - NOT_ FOR DISTRIBUTION OUTSIDE THE FIRM

The securities described in this memorandum may not be offered or sold to anyone except nonU.5. persons as defined in Regufation S under
the Act, Further information about the issuer and the securities may be oblained from the offering memorandum relating o this offering
prepared by the issuer. Under no circumstances should this sales memorandum be provided to anyone outside Satomon Smith Barney. The
contents of this memorandum should not be discussed with anyone outside Salomon Smith Barney {including the press) athor than
customers of the fim that are non-U.S. persons as defined in Regulation S, syndicate members, or the issuer,

Financing Summary dated August 10, 2000
Enron Credit Linked Notes Trust (“Enron CLN")
$[500 mitlion}

{the “Notes™}

relationship, and the Enron CLN transaction allows Citigroup 1o continue executing sophisticated
financings with Enron while managing its credit exposure. In addition, the Enron CLN Trust is 2
great follow up to Yosemite that provides Citigroup a vehicle through which it can continue
expanding its penetration into the credit derivatives market.

What are the benefits 1o investors?

Investors receive a premium for taking Enton credit in a lightly strictured form.

What kind of assets can the Enron CLN Trust hold?

The Trust Investments are limited to certain high credit quality investments {time deposits,
promissory notes or commercial paper of U.S. money center banks with short term ratings of
A-1/P-1 and long term ratings of AA-/Aa3 that mature within 365 days of issuance, obligations for
borrowed money or GICs of AAA/Aaa insurance companies that mature within 365 days of
issuance, and direct U.S. government obligations). Trust Investments must bear a stated rate of
interest and must mature prior to the maturity of the Notes. If the Motes are not in default,
Noteholders will not know the Trust Investments but such information will be provided to the
Rating Agencies.

What is investors ' exposure to Enron?

The Notes are designed to mimic the risk profile of Enron senior unsecured obligations.
Following any payment failiire, the structure is designed to give investors risk to Enron senior
unsecured obligations that rank the same as borrowtd money. Therefore, in all cases, investors
bear general credit risk to Enron senior unsecured obligations.

What is investors " exposure 1o Citibank?

Investors have performance and credit risk to Citibank (Aa2/AA-). Through a swap, Citibank
receives all payments from Trust Investments and is obligated to deliver to the Trust sufficient
funds to make each coupon payment on the Notes.

Do investors ' have other risks?

The Enron CLN Trust will invest in certain high credit quality investments of different obligp{s
meeting the eligibility criteria. Investors bear default risk of but not price risk to these secur%nes‘
This risk is in part mitigated by the presence of $50 million of certificates, which are subordinated

3

. CITI-SPS! 0051383
CONFIDENTIAL



1563

d

The i ibed in this may not be offered or okl to anyone except nonU1.5. persons as defined in Regufation S under
the Act. Further information about the issuer and the securities may be obtained from the offering memorandum relating to this offering
prepared by the issuer, Under no circumstances should this sales memorandum be provided to anyone outside Salomon Smith Barney, The
contents of this memorandum shouid not be ‘discussed with anyone outside Salomon Smith Barney (including the press) other than
customers of the firm that are non-U.S. persons as defined in Regulation §, syndicate members, ar the issuec.

INTERNAL USE ONLY - NOT FOR DISTRIBUTION OQUTSIDE THE FIRM

Francing Summary dated August 10, 2000
Enron Credit Linked Nates Trust (“Enron CLN")
${500 million}
. {the “Notes")

to the Notes. :
Q: Can the Enron CLN structure be replicated?

A:  The Enron CLN structure is the result of Citibank’s effort to simplify the structured financing
programs which Enron has previous'y placed in the market. Citigroup believes this simplicity will
be favorably accepted by the market. This structure can be replicated and used to the benefit of
other capital users.

Q: Who will own the Certificates?

Al The certificates will be privately placed on an undisclosed basis. ) e

The foragoing memorandum is basad on the issuer's offering This may not be distributad to
anyone outside Salomon Smith Barney. The contents of this memorandum should not be discussed with anyone outside
Salomon $mith Barney (including the press) other than customers of the firm that are nondl.S. persons as defined in

ion 8, di or tha issuer. The securities that are the subject of this offering may not be offered or sold
to anyone except non-U.5. parsons as defined in Regulation S under the Act.
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CLN Swaps iX gb(/('/{j(‘k |
itil LA, swaj ’ 5 Q,A/ é:(:(m

Effective August 25, 2000 Citibank N.A. makes a fixed payment of $439,677,103 to Enron ’Lonh
America Corp. . .

D v
On each January 14 and July 14 beginning January 14, 2001 and ending July 14, 2005 ENA agrees to
pay Citibank N.A. an amount equal to 568,024 bbls, at the December 2005 Oil-WTI NYMEX futures
contract, priced at closing 3 Commodity Business Days prior to the payment date. The first payment on
January 14, 2001 will be prorated by the actual number of days elapsed since closing, for an amount
equal to 533,312 bbls. )

On July 14, 2005, which the parties agree to be the final payment date of the trgpsaction, ENA agrees
to pay Citibank N.A. the lesser of $475,000,000 and the amount equal to 23,238,748 bbls at the
December 20050il-WTI NYMEX fiitures contract, priced at closing 3 Commodity Business Days
prior to the final payment date. .

Enron/Delta swap v
Effective August 25, 2000, Deita Energy Corporation makes an initial payment of $35,322,897 to

Enron North America Corp.

On each January 14 and July 14 beginning January 14, 2001 and ending July 14, 2005 Delta agrees to
pay ENA an amount equal to 568,024 bbls at the December 20050il-WTI NYMEX futures contract.
priced at closing 3 Commodity Business Days prior to the payment date. The first payment on January
14, 2001 will be prorated by the actual number of days elapsed since closing, for an amount equal to
533,312 bbls. . .

On each January 14 and July 14 beginfxing January 14, 2001 and ending July 14, 2005, ENA agrees to
pay Delta $17,750,750. The first payment on January 14, 2001 will be prorated by the acrual number of
days elapsed since closing, for an amount equal to $16,665,982.

On July 14, 2005, which the parties agree to be the final payment date of the transaction, ENA agrees
10 pay Delta the greater of $0 and the amount equal $475,000,000 minus 23,238,748 bbls, at the
December 20050i1-WTI NYMEX futures contract, priced at closing 3 Commodity Business Days
prior to the final payment date.

Delta /Citibank N.A. swap o
Effective August 25, 2000 Citibank N.A. makes an initial payment of $35,322,897 to Delta.

On each January 14 and July 14 beginning January 14, 2001 and ending July 14, 2005 Citibank N.A..
agrees to pay Delta an amount equal to 568.024 bbis at the Decernber 20050i1-WTI NYMEX furures
contract, priced at closing 3 Commodity Business Days prior to the payment date. The first payment on
January 14, 2001 will be prorated by the actual number of days elapsed since closing, for an amount
equal to 533,}12 bbls. .
On each January 14 and Jyly 14 beginning January 14, 2001 and ending July 14, 2005, Delta agrees to
pay Citibank N.A. $17,750,750. The first payment on January 14, 2001 will be prorated by the actual
number of days elapsed since closing, for an amount equal to $16,665,982.

On July 14, 2005, which the parties agree to be the final payment date of the transaction, Delta agrees
1 pay Citibank N.A. the greater of S0 and the amount equal to $475,000,000 minus 23,238,748 bbls at

| Permanent Subcommittee on Investigations I
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the Dccembe'r)fwrl NYMEX futures contract, priced at closing 3 Commodity Business Days prior to
the final payment date. -

L -
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Lee, Andrew P [FiN]

From: L Bernstein, Saut {CIT})

Sent: Wednesday, October 18, 2000 12:45 PM
To: Lee, Andrew P [FIN]

Ce: Cougle, Foster [FIN]

Subject: RE: RE: Enron Follow-up

Andy. per our discussion, the situation is as follows: The Trustissued S475MM
of LN 19 100% nisk weight invesiors, and a firstloss $S50MM CLN to RBOC, o
against winch Citibank wrote a Total Return Swap. Citibank, consequently,
consohdated the Trust. The Trust deposited the CLN proceeds as a deposit with
Citibank, which in turn extended credit to Enron in the form of a prepaid swap,

For GAAP purposes, the financing of Enron is reported as a prepaid swap
dervative (MTM) and the CLN as third party borrowings, The prepaid swap for
RBC purposes is repdited as a loan. For RBC purposes, the business would like .
to apply cash coltateralization rules to achieve a zero risk weight. The
thinking is that Citibank is not out-of-pocket cash and that if Enron defaulted
on the prepaid swap, Citibank could deliver such swap (or other similar Enron
debt) to the CUN investors in return for forgiveness in repaying the CLNs. We
would need 1o have Business counsel advice thai Cilibank has the aforementioned
legat nghts, enforceable in alf circumstances, such that Citibank has
effectively transferred the credit risk related to the prepaid swap to the CLN
investors. In addition to the internal legal evaluation, Financiat Controi

“ should review the CLN documents. ‘1t is essential that the CLN be directly
linked to (i.e.. referenced to in the CLN documentation} the prepaid swap.

Oniy in these circumnstances, would ii then be appropriate to report the prepaid
swap (loan) at zero risk weight for RBC purposes.

Let me know what you Jearr.
Regards, Saul )

-----0rigmal Message-—-- :
From: andrew_p.lee (SMTP:andrew.p.lea@ssmb.com)
Sent: Tuesday, October 17, 2000 8:18 PM

To: saul.bernsten

Cc: andrew.p.iee; foster.cougle

Subject: RE: Enran Follow-up

Hi Saul

1 have a follow-up question regarding the RBC treatment for the

Enron transaction if you don't mind. Per the guidance below, we did treat
the prepaid oif swap as a loan/direct credit substitute {100% risk weighted}
for 9/30. A question | have though is that since the desk has a hedge for
the Credit exposure of the "loan” by essentially purchasing credit
protecson -

from the trustnotehalders, is there a way to get some reduction in the

risk weighting? v

As always, thanks for you help.

Regards,
Ancy

-~==(riginal Message--—

From: Bernstein, Saul [CITI}

Sent: Wednesday, October 04, 2000 1:26 PM

To: Lee, Andrew P {FIN]

Ce: Cougle, Fosier [FIN], Mackey, Wiiliam J {CITI]; Waters, Marty
[{CITI}; Williams, Jo-Anne [FiN]

Subject: FW: Enron Follow-up

Andy, please see forwarded response. Hope all is well.

Perpuutent Subcommittee on Investigations
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Regards, Saul

- (iginal Messaga—-

From: Mackey, William J.

Sent: Wednesday, Qctober 04, 2000 12 01 PM
To: Bernstein, Saul

Subject: Enron Follow-up t -

Angy. st completed a second review of the structure o ensure the
appropratensss of consolidating the Trust. Since the Royal Sark of Canata

{RBOC}, the hewer of the S30MM CLN, Credit Linked Notes, transfers the risk
; 2

o

holding these Notes to Citbank via Ihe Total Return Swap, RBOC is not at
risk

and ¢an not be viewed as the equity owner of the Trust. Citibank Should
consalidate the Trust. . Eliminating the double count {for Citibank - Credit
Derivatives Trading Unit} of assels requires the removal of the Citibank EM
Treasury Desk from the transaction. Regardiess of me feasibility of the
below
options, your books as of 9430 should refiect the cansclidation of the

Trust.

Some options to consider follow.
"Have the Trust (an apparent third party opposite Enron since Citibank is ‘
consolidating it) place the funds and enter a prepaid swap directly with
Enron.

£nron would have to pay one year LIBOR to the Trust ta keep the pricing
intact. What purpose does Citibank EM Treasury play? Mustthe Trust's
placement of funds be in deposit form as required by its Charter provisions
regarding investment activities? Is the Trust authorized per its Charter to

enter a prepaid swap7

A second option is for the Trust to place the funds directly with me
Citibank

Credit Qervatives Desk {CD), as an intra (nat inter-<company) company
receivable/payable {which would be eliminated within the Combined co
financials. Caan Citibank - CO borrow from an extemal source
{notwithstanding

that we are consolidating the Trust for accounting purposes, the Trustis an

otharwise separate Jegal entity not within the ownership chain of the
Citigroup

family.} Since we are consclidating the Trust's dedt {presumably raised
from

third party investors), this may be a moot paint. I'm copying M. Waters of
QCF

for informational pu:boses.
A last option is to replace the EM Treasury Unit with a third party bank.
This
is'a costbenefit decision by the business.
For RBC purposes, | would treat the prepaid swap as 3 loan, 2 100% sisk
weighted asset. Same RBC treatment gwen 1o a direct credit substitute,
For
GAAP, the prepaid derivative should be MTM as a trading postion.
Regards. Saul

Forward Header

Subtect: Enron Follow-up
Author: andrew p.lee (anddrew.p.] !ee@ss'nb com) at INTERNET
Date: 08/25/2000 10:44 AM

Hi Bill,

Good sesing you on Friday and hope the camping trip went wellt
! just wanted to follow-up ragarding the Enron deal. We ended up discussing

the trade for a few minutes with Saut on Friday and off the top of his head,
he )
seems to believe that consolidation of the trust is clearly necessary.

2
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However, he was'l sure if § made sense that this rade is then basically -
ooubie—coumed on the balance sheet for the Credit Derivatives desk {once as

,repaud oif swap and again as a intracompary depasit) resulting in this

trade

2dding approx:malely a billion dollars of assets. Overall from a

consalidated

Firm point of view, only the prepaid oil swaps and the credit finked notes
would 3ppear on the balarice sheet but the balance sheet from the Credit
Derivatives desk point of view (and Emerging Markets Desk) gets grossed-up,

Assuming we have lo consolidate the trust, any suggestions on how we can
avoid

this? :
Also, shoulld we go ahead and treat the prepaid oif swap as a direct credit
substitute with a 100% conversion factor for RBC

Thanks for your Helg.
-Andy

CONFIDENTIAL CITI-SPSI 0047428
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----- original Message-----

From: andrew.p.lee [SMTP:andrew.p.lee@ssmb.com]
Sent: Tuesday, October 17, 2000 8:18 PM

To: saul.bernstein

Cc: andrew.p.lee; foster.cougle

Subject: RE: Enron Follow-up

Hi Saul,

I have a follow-up question regarding the RBC treatment for the Enron transaction i
don't mind. Per the guidance below, wé did treat the prepaid oil swap as a loan/direc
credit substitute (100% risk weighted) for 9/30. A question I have though is that sinc
the desk has a hedge for the credit exposure of the “"loan" by essentially purchasing
credit protection from the trust/noteholders, is there a way to get some reduction in rhe
risk weighting? - .

ou
€

As always, thanks for you help.

Regards,
Andy

~~~~~ Original Message-----

From: Bernstein, Saul (CITI}

Sent: Wednesday, October 04, 2000 1:26 PM

To: Lee, Andrew P (FIN] .

Cc: Cougle, Foster [(FIN]; Mackey, William J (CITI]; Waters, Marty [CITI); wWilliams, Jo-
Anne [FIN]

Subject: FW: Enron Follow-up

Andy, please see forwarded ‘response. Hope all is well.
Regards, Saul

----- Original Message-----

From: Mackey, William J.

Sent: Wednesday, October 04, 2000 12:01 PM

To: Bernstein, Saul

Subject: Enron Follow-up

Andy, I just completed a second review of the structure to ensure the

appropriateness of consolidating the Trust. -Since the Royal Bank of Canada

(RBOC)}, the holder of the $50MM CLN, Credit Linked Notes, transfers the risk of
holding these Notes to Citibank via the Total Return Swap, RBOC is not at risk
and can not be viewed as the equity owner of the Trust. Citibank should
consolidate the Trust. Eliminating the double count (for Citibank - Credit -
Derivatives Trading Unit) of assets requires the removal of the Citibank EM
Treasury Desk from the transaction. Regardless of the feasibility of the below
options, your books as of 9/30 should reflect the consolidation of the Trust.
Some options to comsider follow.
Have the Trust (an apparent third party opposite Enron since Citibank is
consolidating it) place the funds and enter a prepaid swap directly with Enrom.
Enron would have to pay one year LIBOR to the Trust to keep the pricing
intact. What purpose does Citibank EM Treasury play? Must the Trust's
placement of funds be in deposit form as required by its Charter provisions
regarding investment activities? Is the Trust authorized per its Charter to

enter a prepaid swap?
A second cption is for the Trust to place the funds directly with the Citibank
Credit Derivatives Desk (CD), as an intra (not inter-company) company
receivable/payable (which would be eliminated within the Combined CD
financials. Can Citibank - CD borrow from an external source (notwithstanding
that we are consolidating the Trust for accounting purposes, the Trust is an

. S
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otherwise separate legal entity not within the ownership chain of the Cltxgroup
family.) Since we are consolidating the Trust's debt (presumably raised from
third party investors), this may be a moot point. I'm ccpyxng M. Waters :of OCF
for informational purposes.

A last option is to replace the EM Treasury Unit with 'a third party bank This
is a cost/benefit decision by the business.

For RBC purposes, I would treat the Drepald swap ‘as a loan, a 100% rl:k
weighted asset. Same RBC treatment given to a direct credit substitute. For~
GAAP, the prepaid derivative.should be MTM as a trading postion.

Forward Header

Subject: Enron Follow-up
Author: andrew.p.lee (andrew.p.les@ssmb.com) at INTERNET
Date: 09/25/2000 10:44 AM

Hi Bill,

Good seeing you on Friday and hope the camping trip went-well! I just wanted to follow-up
regarding the Enron deal. We ended up discussing

the trade for a few minutes with Saul on Friday and off the top of his head, he

seems to belisve that consolidation of the trust is clearly necessary. However, he wasn't
sure if it made,sense that this trade is then basically

double-counted on the balance sheet for the Credit Derivatives desk (once as a

prepaid oil swap and again as a intracompany deposit) resulting in this trade

adding approximately a billion dollars of assets. Overall from a consolidated

Firm point of view, only the prepaid oil swaps and the credit linked 'notes

would appear on the balance sheet but the balance sheet from thes Credit

Derivatives desk point of view (and Emerging Markets Desk) gets grossed-up.

Assuming we have to consolidate the trust, any suggestions on how we cam avoid -
this? . e
Also, shoulld we go ahead and treat ,the prepaid oil swap as a direct credit
substitute with a 100% conversion factor for RBC’

Thanks for your help.

-Andy

CONFIDENTIAL CiTI-SPSI 0081541
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Ynknown

From: Bemnstein, Saul (CITI]

Sent: Thursday, October 19, 2000 1:19 PM

To: Lee, Andrew P {FIN]

Ce: 3 Bendernagel, Donald [GCO]; Caplan, Rick [Fi}; Cougle, Foster [FIN]
Subject: RE: RE: RE: RE: Enren Follow-up

andy, I had a chance to speak with Rick this morning. He clarified that in an
Enron default event, Citibank has the right to deliver $500MM of deliverable
Enron obligations (DEO) to the Trust, and to receive $550 of Trust ianvestments
{i.e., all the assets of the Trust). Citibank would therefore take back all of
its$5:0MM deposit liability. Citibank would be -ahead by $50MM. The
néte-holders would solely lock to the recovery value of the DEO to have its
$500MM of Notes repaid. It is intended that the note-holders ultimately have
exposure to Enron senior unsecured default risk. .Nothing would remain for the
certificate nolder (RBQCC), which entity would lose its entire $50MM investment.
Citibank would then pay the certificate holder (RBOC) $50MM to settle the TRS.
Thus, in the Enron default scenario, Citibank, nor the certificate holder
would NOT sustain a loss. - In view of the above, I believe it is appropriate
for Citibank to report the benefits of the effective cash collateralization
arrangement for RBC purposes. That is, there should not be a risk asset. Rick
stated that this was the unders:tanding when the deal was structured.

As a last point, Rick also mentioned that there is a Milbank,Tweed memorandum
which clarifies that the prepaid swap meets the definition of a deliverables
Enron obligation (DEO). We need this letter (please fax me a copy) plus CM
confirmation from Don on this point. We could then revise the R3C repor:t

Regards, Saul

————— Original Message-----

From: andrew.p.lee (SMTP:andrew.p. 1e=@ssmb com}
Sent: Thursday, October 19, 2000 8:45 AM

To: saul.bernstein

Cc: andrew.p.lee; foster.cougle

Subject: RE: RE: RE: Enron Follow-up

Hi Saul,
Thanks for your comments.

One thing to note though is that the certificate-holders actually do not sustain the lo:

if a credit event occurs. Though the certificate-holders retain the first-loss exposure
in regards to the performance of the Trust Assets, if a Enron Credit Event were to ocour
the certificates are actually redeemed. Under the terms cof the Settlement following an
Enron Credit Event, in return for Citibank delivering Enron Deliverable Obligations co the
Trust, the Trust will deliver an amount of Trust Investments to Citibank equal to :the
amount of Enron Deliverable Obligations that cx:zbank delivered plus an amount equal to
the Base Amount of the Cerc;fxcates

Thus, following a credit event we would not have any exposure to the certificaces and
would no longer consolidate the trust. The assets of the trust at that point (che Enron
assets chat Citibank delivered) would solely belong to the noteholders.

Please let me know how this affects your thoughts.

Thanks,
Andy

Permanent Subcommittee on Investigations CITiI-SPS1 0081537
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From: Bernstein, Saul [CITI]

Senr: Wednesday, OcCtober 18, 2000 7:42 PM
To: Lee, Andrew P (FIN]

Ce: Cougle, Foster [FIN]

Subject: RE: RE: RE: Enron Follow-up

Andy, I agree it is wise to wait for Don's in-put. I have, however, some
second thoughts.

I believe that relative to the prepaid swap asset, Citibank is providing first
loss protection to the certificate-holders by writing the total return swap
{TRS) against the certificates (considered the equity in the structure) issued
by the Trust. The deposit is,in an amount equal to the Note and Certificate

issuance proceeds, so the certificate holder would also sustain losses under
the terms of the credit swap. The note-holders and certificate holder, in a

worse case scenario, would lose their entire investment.if the prepaid swap had
a zero recovery value and the Trust had no other sources of repayment. Under
the TRS, Citibank would make the certificate holder whole. In all credit
derivative structures in which Citibank purchased protection to obtain RBC
relief, the first loss retention was limited to 1%. Here the first loss is
about ten percent ($50/$525). This maximum loss exposure is greater than the
8% capital we currently would reserve for the prepaid swap (loan).

Accordingly, taking any RBC relief would seem inappropriate. If I'm not
correctly understanding our loss exposure, please advise.

Also, for the record, I'm not sure if we are correctly characterizing the
instrument we are trying to report for RBC purposes. The asset swap is pursuant
to the terms of the Credit Swap between Citibank and the Trust. Assuming
Citibank has the right to deliver the prepaid swap in return for the Trust's

investment (i.e., its deposit with Citibank), in equal principal amounts, this
asset swap is occurring within the Citicorp consclidated entity (since we are
consolidating the Trust). We are not dealing with either a default swap or 2
credit linked note - two conventional types of credit derivatives. The
note-holders are not obligated (per the credit swap) to reimburse Citibank for
default losses on the prepaid swap nor is there principal debt forgiveness in
the amount of any default loss on the prepaid swap. Instead, we have a
combination of a credit swap agreement (inter-company on a practical reporting
lével) and note issuance terms which effectively permits Citibank to transfer
senior unsecured Enron indebtedness default risk to the note holders and
certificate holder (the investors). The investors can be limited, in an Enron
credit event, to solely lock to the recovery value of non-performing Enron
deliverable {(delivered to the Trust) obligations for repayment. If not for the
first loss exposure, I believe we would have some form of cash
collateralization arrangement {not a credit derivative) which is legally
enforceable and economically effective - otherwise worthy of seeking an opinion
from counsel and from Corporate Regulatory Advisory.

Regards, Saul

----- Original Message-----

From: andrew.p.lee [SMTP:andrew.p.lee@ssmb.com]
Sent: Wednesday, October 18, 2000 5:50 PM

To: saul.bernstein

Cc: andrew.p.lée; foster.cougle

Subject: RE: RE: Enron Follow-up

Importance: High

Hi Saul,

Here's what we found out. Amanda Angelini

{one of the structurers) confirmed that upon a

credit event we can legally deliver the prepaid
2
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swap to be used to pay the noteholders. I left a
message with Don Bendernagel to call me to confirm
this but Amanda also assured me that he agreed
with this view.

The terms found in the offering memo do appear to
support this. According to the terms, if a credit
event occurs, Citibank can deliver to the trust
Enron Deliverable Obligations which would include

any senior obligation of Znron (including swaps)

that would rank at least equal in priority

to claims against Enron for senior unsecured
indebtedness that is not a participation interest

and which is considered "actively traded" by IRS
standards (which Amanda believes is satisfied by

the prepaid swap). In return, Citibank would raceive
the trust assets (the Citibank CD) which would make us
whole on the prepaid and on the equity certificates.

Thus, though the prepaid swap is not specifically
mentioned in the offering memo, it does appear to
satisfy the criteria that is stated in the memo.

As a result, it does appear we have effectively
transferred the credit exposure to the noteholders.

Please let me know if you think this is sufficient

. to go ahead and reduce the risk-weighting to 0%.
We may still be able to revise the 9/29 reporting
if we act quickly.

Thanks,
Andy

----- Original Message-----

From: Bernstein, Saul [CITI] -
Sent: Wednesday, October 18, 2000 12:45 PM
To: Lee, Andrew P ([FIN]

Cc: Cougle, Foster (FIN]

Subject: RE: RE: Enron Follow-up

Andy, per our discussion, the situation is as follows: The Trust issued $475MM
of CLN to 100% risk weight investors, and a first loss $50MM CLN to RBOC,
against which Citibank wrote a Total Return Swap. Citibank, consequently,
consolidated the Trust, The Trust deposited the CLN proceeds as a deposit with
Citibank, which in turn extended credit to Enron in the form of a prepaid swap.
For GAAP purposes, the financing of Enron is reported as a prepaid swap
derivative (MTM) and the GLN-as third party borrowings. The prepaid swap for -
RBC purposes is reported as a loan. For RBC purposes, the business would like
to apply cash collateralization rules.to achieve a zero risk weight. The
tninking is that Citibank is not out-of-pccket cash and that if Enron defaulted
on the prepaid swap, Citibank could deliver such swap (or other similar Enron
debt) to the CLN investors in return for forgiveness in repaying the CLNs. We
would need to have Business counsel advice that Citibank has the aforementioned
legal rights, enforceable in all circumstances, such that Citibank has
effectively transferred the credit risk related to the prepaid swap to the CLN
investors. In addition to the internal legal evaluation, Financial Control
should review the CLN documents. It is essential that the CLN be directly
linked to (i.e., referenced to in the CLN documentation) the prepaid swap.
Only in these circumstances, would it then be appropriate to report the prepaid
swap (loan) at zero risk weight for RBC purposes.

Let me know what you learn.

Regards, Saul

CONFIDENTIAL CITI-SPS1 0081539
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Lee, Andrew P [FIN]

From: - Angelini, Amanda [F -

71
Sent: Wednesday, Qclober 18, 2000 4:32 PM
To: . t.ee, Andrew P [FIN]
. Ce: Caplan, Rick [Fi]
Subject: Re: Encon

If the queston 15 whether the prepaid is 3 detverable obligation then the answer is yes, The ac.-ve#/ traced refarerce ¢ 3
tax definition *Ma are comfortanie that there 1s 2 market &or prepatds ) '

Please cail if you want 10 discuss further.
Amanda

-—--0riginal Message~--- .
From: Lee, Andrew P [FiN] <a(08030@|mcn=m ssmb.com>
To: Angelini, Amanda {Fl] <aa13374@imcnam.ssmb.com>
Sent: Wed Oct 18 15:33: 38 2000 -

Subject: Enron

Hi Amanda,
Yes, believe it or not, we are stilt working out some issues on the Enron trade.

After receiving guidance from accounting policy, we ended up consofidating the
trust {we have the Emerging Markets CD and the CLN's on our books) and we
treated the prepaid swap as @ loan (100% risk weight) for RBC purposes.

What I'm trying to work-on is 1o get the risk waight reduced on the prepaid swap.
Per accouniing policy we need to prove that we have legally transferred alt
creditrisk. From thew point of view they would ke to see that the CLN is
direcly linked to the prepaid swap.

In ihe offering memo, the definition of Enron Deliverable Obligation inciudes
“actvely traded" Qbligations {including swaps). Do we have the documentation
in place o alfow us to deliver the prepaid swap under this definition?

Is therg someone in lega! who ¢an confirm this?

"Thanks,
Andy

Permanent Subcommittee on Iuvestigations

EXHIBIT #18%y
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Lee, Andrew P [FiN}

From: Angelini, Amanda [FI} -

Sent: Manday, November 20, 2000 4:29 PM

To: . Lee, Andrew P [FiN]

Ce: Caplan, Rick [Fl]

Subject: . FW: RE: Enron CLN Transaction - SFAS 133 Accounting for Prepaid Swaps
Andy . -

We arg indifferent a5 to whether itis booked separately. As for Deita’s benefit - Delta does receive a small fee for entaring
nto these transactions .

Amanda .

-—---Qriginal Message----

From. Lee, Andrew P [FIN]

Sent: Thursday, November 16, 2000 4:33 PM

To: Angelini, Amanda [FI] .

Ce: Cougle, Foster [FIN]

gubject: RE: RE: Enron CLN Transaction - SFAS 133 Accounting for Prepaid
waps o

Hi Amanda,
Thanks for getting back to me.

The Cilibank Swap Fee I'm referring to is the 30bps an the S00mm national. itis currently book_ed‘ as part of the
promussory note coupon and I'm wondering whether or not & should be booked separately.

if I'm nterpreting your response properly, does it mean that Delta entered.inta an offsetting trade with Enron to-hedge the
trade that they have with us? How does Delta benefit fram this transaction? e

Thanks, . !
Andy -

—--—-Criginal Message-——

From: Angelini, Armanda [Fi]

Sent: Thursday, November 18, 2000 3:32 PM

To: Lee, Andrew P [FIN]; Caplan, Rick [FI}

© Cec: Cougle, Foster [FIN]

Subject: RE: RE: Enron CLN Transaction - SFAS 133 Accounting for Prapaid
Swaps

Andy - | would answer your questions as follows - .

There 1s 2 limited secondary market for the prepaid as other banks are'doing them in the market, )
There was a promissory note issued by Enron at closing. What Citibank Swap fee are you talking about?
Thus 15 & third party independent relationship - Enron and Delta have entered into a market swap and put option with Oefta.
Rick 1s out. Let me know if you need mora information.

Amanda

—---0Ongmnal Message-----

Fram: Lee, Andrew P (FIN]

Sent: Thursday, November 18, 2000 2:56 PM

Ta: Caplan, Rick {FI]; Angelini, Amanda [}

Ce: Cougle, Foster [FIN}

gub;ecz: FW: RE: Enron CLN Transaction - SFAS 133 Accounting for Frepaid
waps N

Hi Rick/Amanda,

CITI-SPSI 0103603
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We have been going back and farth a bit with Saul on a couple

of SFAS 133 issues that he has brought up on the prepaid swap
and the CLNs in the Enron transaction and [ was wondering if you
could help us on a few more questions,
In summary, under SFAS 133 Saul states that we would na longer
be atle to mark to market the prepaid swap bacause it fails to
qualify as a derivative. As a result, we would have to.apply
loan/zecrual accounting for the prepaid. Additionally, since

the Trust s consciidated onto our books {due to us effactively
owning the certficates) the CLNs are our liability which need

to have the embedded default swap hifurcated frem the note.

There is still some question on how all this wauld exactly be done
but it may potentially lead lo volatility in the P&L. Thus, we are
shil gebaling same points with Saul, -

The information the we are looking for that could help us in our
disCussions/analysis is:

- if necessary, could we make an argument that there is a secondary
market for the prepaid swap? .

- Will there be an actual $25mm promissory note issued by Enron
(it currently is booked by the desk as a swap) and will the
Citibank Swap fee be included in the coupan payment an it? .
("know the Basis Swap fee is coverad under a separate latter .
but I'm not certain about the Citibank Swap fee.)

- What exactly is the relationship between Enron and Delta? (! know
Delta is incependently managed but what is Encon’s refationship
Cwith ity -

Please lat me know also if yau.have any thoughts on this issue
and thanks for your help. .

-Andy

- --=Qriginal Message----
From: Bernstein, Saul [CIT))
Sent: Friday, November 10, 2000 7:26 PM N
_To: Les, Andrew P {FiN] )
Ce: Cougle, Foster {FiN}; Erlanger, Joseph (FIN]; Mackey, William J
(CITI]; Williams, Jo-Anne [FIN
gubject: RE: RE: Enron CLN Transaction - SFAS 133 Accounting for Prepaid
wa ps .

Andy, ‘my comments follow. . ..

- The CLN does not make direct reference to the prepaid swap, but rather to
deliverable ohligations of Enron - but business counsel indicates the prepaid

swap would satisfy the definition of a Deliverabie Enron Obligation (DEQ). This |

protaction 1$ against the whole prepald swap (lnan) or other DEOs, nat against
4 sold default swap position embedded in the prepaid swap. The bank has a
funded exposure, not a sold credit derivative, or & synthetic long pesilicn. 1
waould not encourage bifurcating a sold DS from the'loan. if not for SFAS 133,

t would not bifurcate the default swap from the CLN, because | believe it makes
more sense to follow the current banking book accounting treatment today when
they purchase protection - i.e., accrua accounting. We're kind of stuck

until the FASE revisits this illogical result.

- Because this prepaid swap is part of a structured transaction, my impressian
1s that we are not holding this loan for short-term profit apportunity. Also,

my impression is that there would not be much of a secondary lcan trading.
market for this customized prepaid swap which is protected by the CLN. if this
ican was purchased in the secondary market, maybe we could then view itasa
trading asset. Overall facts and circumstances would need to be considered.

2
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Regards, Saul

~--«-Otiginal Message—-

From: andrew.plee [SMTPandrew p. ee@ssnb com} -

Sent: Thursday; November 08, 2000 7:58 P

To: saul.bernstein

Cc: andrew.p lee; joseph.erlanger; foster.cougle

Subject: RE. Enron GLN Transaction - SFAS 133 Accoun\mg for Prepaid Swaps

Hi Saut, ) .
We had a couple of thoughts,questlbns regarding the treatment of
the Enrcn CLN transaction under SFAS 133 that we wanted {0 run by you.

‘One thought is that since we are marking to market the credit defauit.
swap that is embedded in the credit linked note, shouldn't we be able
to separate and also mark the credit default component of the loan lhal
hedges it?

Also, even if the prepaid swap is viewed as 2 loan mstead of a dérivative,
why can't we mark- tovmarker theioan since it is held in a MTM trading
portfolio? (Is it because we "originated" it instead of purchasing it?)
From a hedging/trading point of view, it would seem that this loan is not
toc differant from ather corporate debt which we MTM.

Thanks for your help.
-Andy

~en(Qtiginal Messages«-

Fram: Bernsten, Saul [CIT1

Sent: Thurscay, October 05, 2000 2 G5 PM

To: Lee, Andrew P {FINL, Wiliams, Jo-Anne {F] Nl

CF?NKavaas Erika [FIN}; Mackey, ‘William J {CITi}; Steinberg, David

[Sub)le'*t AT&T Canada and Enron CLN Transactions - SFAS 133 Accounting
for Pr epaid Swaps

_ For both of the above referanced transactions, the prepaid swap campanent of

the structured transaction would not qualify as a derivative per DIG A 9
Definition of a Derivative: Prepaid Interest Rate Swaps. The FASB
definitional

requirements apply to all derivative types - interest rates, commodities,
equities, etc. Quald fymg derivatives may not involve an initial investment

which is not smalier than the nofional value or an ly equivalent
{concept applies when leverage is used) nationat value of the derivative
contract,

» : .
This means that tha contracts in the referenced transactions are *
nor-dervative

contracts, As a result, we need to determing the nature of the contract,

and

determine whether there are any embedded derivatives. inthe AT&T ©
transactdn,

| elieve the host contract is a loan, and that there is an embedded call
option which would be separated and MTM. The call option pravides some
upside

to the customer, above which a cerlain price, the appregiation revert to
Cmbank Any depreciation of the shares belaw the ATAT guaranteed floor

pric

whu:h Citinank pre-funded (monetized) exposes Citibark to creditidefault

risk

?c AT&T. The same analysis for embedded derivatives needs to be performed

the Enron CLN transaction.

CITI-SPSI 0103605
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Please note that this (GAAP) accounting is mandatory when we adapt SFAS 133
next year. itis possible to continue with past accounting practices up

through year-end on the basis of consistency. The R8C (loan) treatment
already

recommended is appropriate. Assuming we continue with current accounting
practice, | have ifustrated (using the AT&T transaction) below an approach

to .
dimensioning the transiticn adjustment upan adoption of SFAS 133 on 1/1/01.

Please call if you want to discuss.

Regards, Saul

CONFIDENTIAL
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Parsons who

Financing Summary dated May 2, 2001 .
Enron Credit Linked Notes Trust I Senior Notes Otfering (“Enron CLN §i)
${ million}
(“Notes")

May 2, 2001

Frequently Asked Questions

Q1 Howdoes the Enron CLN I transaction differ from the ECLN and Yosemite sransaction?

The Enron CLN Il structure is substantially similar to the ECLN transaction completed last August
and is a simplified version of the Yosemite transaction. The simplification of the structure was
designed to help the liquidity of the Notes. The primary differences between the Yosemite and
ECLN [ structures are: - : e
i) Absent an Enron default, Citibank will make all interest payments regardless of =~ =
defaults on Trust Investments; .

ii} Trust Investments are limited to high credit quality, short-term obligations X
(Governments, AAA insurance companies, and A-1/P-1 and A+/A1 US, UK and E-11
banks); there are no Enron obligations in the Trust prior to an Enron default;

iii) Citibank’s rights to settle have.been limited to a short time period and the optionality
has been restricted; and . 5

iv) Much of the flexibility to alter the structure presént in Yosemite has been removed in
the Enron CLN II structure.

Q: What is the basic idea behind the Enron Credit Linked Netes 1?7

The Notes are primarily designed so that the payments made on the Notes are expected 90 mirror
payments that would be made if the Notes were senior unsecured obligations of Enron. However,.
the inclusion of Citibank credit risk slightly alters the risk profile in that the interest coraponent of
the cash flows i in part dependent upon Citibark’s fulfillment of its obligations under the Credit
Swap. H

Q Why does the Enron CLN I make economic sense?

A: Structuring risk is most efficiently priced in the bank market, while pure credit risk is most
efficiently priced in the capital markets. The Enron CLN II structure allows Citigroup to place
pure Envon credit risk in the bond market while keeping the structugal risks in the bank market.
In addition, the structure allows Enron to extend the tenors of certain structured financings.

1

. CITI-SPS] 0048927

Permanent Subcommitice on Imrestigatlonsl

EXHIBIT #189aa
S




1580

SALOMON SMITHBARNEY:

INTERNAL USE OMLY - NOT FOR DISTRIBUTION OUTSIDE THE FIRM

would e permitted to purchase secuitties In relfance on Regulation S. Further Information about the issuer and the mﬂﬂamwmma&
may be ottained irom the offering mamorandum relating 1o i offering prapered by D isauer, from which most of the information In this
memorandurm has been ken. Under ha tlrcumstences should this sales memarandum be provided 1o anyone outside Salomon Smith Barney. The
contents of this memorandum should rot de discussad with anyons outside Saloman SMIth Barney (Including the press) otiver than customers of he
tirm that ars QIBs or ron-US person wha would be sermitted to purchase securities In ralianca on Regulation S, syndicate members o the issuer,

Financing Summary dated May 2, 2001
Enron Credit Linked Notes Trust Il Senior Notes Offering (“Enron CLN 1y
$[  million}
{"Notes™}

Why is Enron doing another structured financing?

Enron is doing another structured financing to take advantage of banks® structuring expertise while
broadening Enron’s sources of capital. Banks are willing to do structured financings for limited
tenors (typicaily three years); the Enron CLN 1I transaction will allow Enron to continue to execute
structured financings with banks while extending the tenors of the deals by placing the credit risk
in the capital markets. Enron believes that, as its capital structure is diverse and complex, swategic
value is added by being able to syndicate a variety of risks through structured financings in
selected currencies, ’

Examples include: ization tra ions, synthetic leases, commodity transactions,
minority interest structures, T

Enron is undergoing many changes and as it expands its business, it has consistently devéloped™ -~
new ways to finance its business in a manner that maximizes the value of the structure for Enron
and its investors. : .

Why is Enron issuing the ECLN Il in multi-currencies?

The stmplicity of the Enron CLN structure was a strong factor in the successful issuance of the
first Enron CLN, To achieve the same economic benefit of bifircating risks in the US market and
broaden its financing sources globaily, Enron CLN il is being marketed to Euro, Sterling and US
investors.

How does the investor risk in this iransaction differ from that in plain corporate debt?

There are three risks to analyze: Enron, Citibank and the Trust Investments.

Is Enron running aut of bank lines? o

Enron believes that it has excellent liquidity in and sccess to tﬂe bank market. The Enron CLN I

issuance provides Enron with znother averme thmngh which to source funds and expand its
sources of capital. .

How does this transaction affect Enron financial statements?

The issuance of the Notes will have no impact on Enron’s bal sﬁﬁ The jon i3
designed to allow Enron to restructure and lengthen structured financingss The reporting of any
2
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SALOMONSMITHBARNEY._
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Financing Summary dated May 2, 2001
Enron Credit Linked Notes Trust li Senior Netes Offering (“Enron CLN iI”)
${  million]
. {"Notes™}
underlying transaction will not be affected by the Notes.

Q: What is Citigroup s interest?

Al Enron is an imp of Citigroup. Citigroup wants to continue to strengthen this global
relationship, and the Enron CLN I transaction allows Citigroup to continue executing
sophisticated financings with Enron in Europe and the US while managing its credit exposure, In
addition, the Enron CLN H Trust is a great follow up to ECLN that provides Citigroup a vehicle
through which it can continue expanding its penetration into the credit derivatives market.

What are the benefits to investors?

. Investors receive 2 premium for taking Enron creditin g Ii'ghtly stractured form.

What kind af ‘assets can the Enron CLN Il Trust hoid7 :

e v R

The Trust Investments ase limited to certain high credit guality investments, For Enron CLN [,
the Trust Investments consist of:

. i) time deposi issory notes or com | paper of U.S. money center banks with
short teﬂn mnngs of A-1/P-1 2nd long term ratings of A+/A1 that mature within 98
days of issuance,

i) promissory notes of or GICs from AAA/Aaa insurance companies that mature within
365 days of issuance or
iif) divect U.S. government obligations.

Trust Investments must bear a stated rate of interest and st mature prior to the maturity of the
MNotes, The Ttust Investments held by the Collateral Agent will not at any time represent
obligations of more than nine separate obligors. If the Notes are not in default, Noteholders will
not know the Trust Investments but such information will be provided to the Rating Agencies.

Q@ Does each Trust have separatg Trust Investments?

A: Yes. The assets of each Trust will be solely for the benefit of the related investors. |

Q:  What happens if any of the Trusts goes into defauit?

A:  Theofferings are not cross-defeulted or cross-collateralized.. The Credit Events are identical for
each offering. Therefore, it is likely that all Notes will be in default st the same time. The

3
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Financing Summary dated May 2, 2001
Enron Credit Linked Notes Trust it Senior Notes Offering (“Enron CLN ny
${  million]
(“Notes™)
collateral for each Trust remains separate.

Q: What is investors’ exposure to Enron?

A The Notes are designed to mimic the risk profile of Enron senior unsecured obligations.
Following any payment failure, the structure is designed to give investors risk to Enron senjor
unsecured obligations that rank the same as borrowed money. Therefore, in all cases, investors
bear general credit risk to Enron senior unsecured obligations.

Q: What is investors” exposure to Citibank?

A Investors have performance and credit risk to Citibank (Aa2/AA-). Through a swap, Citibank
receives all payments from Trust Investments and is obli gated to deliver to the Trust suffigient
funds to make each coupon payment on the Notes, CL

Q: Do investors have other risks?

The Enron CLN II Trust will invest in certain high credit quality investments of different obligors
meeting the eligibility criteria. Investors bear default risk of but not price risk to these securities.
This risk is mitigated in part by the presence of Certificates (approximately 10% of the issue size)
which are subordinated to the Notes.

Q: Can the Enron CLN II structure be replicated?

A Other than the multiple currencies, the Enron CLN I is substantially the same as the ECLN
transaction f fzgm last August. This structure is the result of Citibank’s effort to simplify the
structured fifiancipg programs which Enron has previously placed in the market. Citigroup .
believes this simplicity will be favorably sccepted by the market: This structure can be replicated
and used 3 thé benefit of other capital users. S

Q: Who will own.the Certificates?

A: The Certificates will be privately placed on an undisclosed basis.

The forsgoing memorandum |s based on the Issusr's offering memorandum. This memorandum may not be distributed to snyone outsice
Saiomon Smith Barney. The contents of this should not be with anyone outside this firm(inciuding the presajother
than cusiomers of the firm that are QiBs or cectain non-US Persons who wouid be permittsd to purchase securities In ralisnce on Regulation
S,syndicate members, or the Issuer.The securities that ars the subject of this offering may not be offersd or soid to anyone except QiBs
pursuant to Aule 144A or non-US person who would be 1o purch in reilance on 8.
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in this mamo may be obtained from the oifering memorancham relating 1o this offering Dreparsd by the isauer, rom which manl of the information In
this memorandum has Deen taken, Undet no drcumneu 3houid Dia saley memorandum de provided to aryone outside Sthroder Saslomon Smith
Barney. The contents of this should not with anyone outside Schroder Salomon Smith Bamey (Including D press) other
han custormers of the firm that are QIBS or nonUS p«san whe would be permitted 1o purthase securites in reilance on Seguistion S, syrdicats

‘mambers of Ihe issuer.

Financing Summary dated May 2, 2001
Enron Euro Credit Linked Notes Trust Senior Notes Otfering (“Enron CLN 1)
Euro{  million}
{"Notes™)

May 2, 2001
Frequently Asked Questions

Q: How does the Enron CLN I transaction differ from the ECL¥ und Yosermsite transaction?

A:  The Enron CLN I structure is substantially similar to the ECLN transaction comp'leted Tast August
and is a simplified version of the Yosemite transaction. The simplification of the structure was
designed to help the liquidity of the Notes. The primary differences between the Yosemite and

ECLN Ii structures are:._ .. ] -
i} Absent an Earon default; Citibank will rnake all interest payments regardiess of
defaults on Trust Investrnents;

1)} Trust Investments are limited to high credit quality, short-term obligations :
(Governments, AAA insurance companies, and A-1/P-1 and A+/Al US, UK and E-11
banks); there are no Enron obligations in the Trust prior to as Enron default;

iif) Citibank’s rights to settle have been limited to a short time period and the optionality
has been restricted; and .

iv) Much of the flexibility to alter the structure present in Yosemite has been removed in
the Enron CLN II structure.

Q: What is the basic idea behind the Enron Credit Linked Notes II?

Al The Notes are primarily designed so that the pay made on the Notes are expected to mirror
payments that would be made if the Notes were senior unsecured obligations of Enron. However, -
the inclusion of Citibank credit risk slightly alters the risk profile in that the interest compornent of

the cash flows i in pagt dependent upoi: Citibank’s fulfillment of its obligations under the Credit
Swap.

Q: Why does the Enron CLN II make economic sense?

A: Structuring risk is most efficiently priced in the bank market, while pure cradit risk is most
efficiently priced in the capital markets. The Enron CLN Il structure allows Citigroup to place
pure Enron credit risk in the bond market while keeping the structural risks in the bank market.
In zddition, the structure allows Enron to extend the tenors of certain structured financings.

1
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Financing Summary dated-May 2, 2001
Enron Euro Credit Linked Notes Trust Senior Notes Offering (“Enron CLN 11”)
. Eurs[  milion]
. {"Notes™)
@ Why does it make sense to do a Euro ECLN?

A:  The simplicity of the ECLN structure facilitates a wide distribution of a structured note. To
achieve the same economic benefit of bifurcating risks in the US market and broaden its financing
sources globally, Enron CLN I is being marketed to Euro, Sterling and US investors.

Q@ Why is Enron doing another structured financing?

Y Enron is doing another structured financing to take advantage of banks’ smzcm:ing'expertisé while
broadening Enron’s sources of capital. Banks are willing to do structured financings for limited
tenors {typically three years); the Enron CLN II transaction will allow Enron to continue to execute
structured financings with banks while extending the tenors of the deals by placing the cr%it s

* in the capital markets. Enfon elieves that, as its capital structure is diverse and complex, Strategic
value is added by being able to syndicate a variety of risks through structured financings in
selected currencies. . o ’ .

Examples include: contract monerization transactions, synthetic leases, commedity transactions,
minority interest structures.

Ar Enron is undcrgoing many changes and as it expands its business, it has consistently developed
new ways to finance its business in a marmer that maximizes the value of the structure for Enron
and its investors.

Q: Why is Enron issuing the ECLN [l in multicurrencies?

A:  The simplicity of the Enron CLN structure was a strong factor in the successful issuance of the

first Enron CLN. To achieve the same ic benefit of bifurcating risks in the US market and
broaden its financing sources globalty, Enron CLN 11 is being marketed to Euro, Sterling and US
investors. . :

Q:  How does the investor Fsk in ihis transaction differ from that in plain corporate debt?
A:  There are three risks to analyze: Enron, Citibank and the Trust Investments.

-Q:  Is Enron runring out of bank lines?

Al Enson believes that it has excellent liquidity in and access to the bank market. The Enron CLN I
issuance provides Enron with another avenue through which to source funds and expand its

2
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Financing Surmmary dated ?;Aay 2, 2001
Enron Eurc Credit Linked Notes Trust Senior Notes Offering (“Enron CLN It")
Euraf{  milion}

{*Notes?)
sources of capital. :

How does this transaction affect Enron financial statements?

The issuance of the Notes will have no impact on Enron’s balance sheet. The transaction is
designed to allow Enron to restructure and lengthen structured financings. The reporting of any
underlying transaction will not be affected by the Notes,

What is Citigroup s interesi?

Enron is an irmportant customer of Citigroup. Citigroup wants to continue to strengthen this global
relationship, and the Enron CLN il transaction allows Citigroup to centi ing Ly -
sophisticated financings with Enron'in Europe and the US while managing its credit exposure. In
addition, the Enron CLN If Trust isa great follow up to ECLN that provides Citigroup a vehicle

1 Y

gh which it can continue ex ing its penetration into the credit derivatives market.

What are the benefits to investors?

Iavestors receive a premium for taking Enron credit in a lightly structured form.

What kind of assets can the Enron CLN II Trust hold?

The Trust lnvestments are limited to certain high credit quality investments, For Enron Eure CLN,
the Trust Investments consist of: .
i) Euro-denominated fixed period deposits, promissory notes or commercial paper of U.S.
money center banks or EU Member State commercial banks with short term ratings of -
A-1/P-1 and long term ratings of A+/A} that mature within 90 days of issuance,
ii) Buro-denominated promissory notes of or GICs from AAA/A22 insurance companies
that maturg within 365 days of issuance or
1ii) Any domestically issued debt security issued by 2n EU Member State rated AAA/A2a,
or any sovereign jurisdiction with a foreign cuxrency issuer credit rating of AAA/Aaz,
in each case denominated in Euros.

Trust Investments rust be payable in Euros, bear a stated rate of interest and must mature priorto
the maturity of the Notes. Each Trust Investment will not be subject to withholding tax as of its
acquisition date unless the issuer is required to fally gross-up the Trust for such withholding tax.
The Trust Investments held by the Collatetal Agent will not at any time represent obligations of

3
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Financing Summary dated May 2. 2001
Enron Euro Credit Linked Notes Trust Senior Notes Offering (“Enron CLN 1"}
Eure{ . million]
{"Notas™}
more than nine separate obligors. If the Netes are not in default, Noteholders will not know the
Trust Investments but such information will be provided to the Rating Agencies.

Q: Does each Trust have separate Trust Investments?

A Yes. The assets of each Trust will be solely for the benefit of the related investors.

Q What happens if any of the Trusts goes into default?

A: ‘The offerings are not cross-defaulted or cross-collateralized. The Credit Events are identicat for
cach offering. Therefore, it is likely that ail Notes will be in default at the same time. The
collateral for each Trust remains separate.

Q: What is investors’ au;posure to Enron?

A: The Notes are designed to mimic the risk profile of Enren senior unsecured obligations.
Following any payment failure, the structurs is designed to give investors risk to Enron senior
unsecured obligations that rank the same as borrowed money. Therefore, in all cases, investors
bear general credit risk to Enron senior unsecured obligations.

- Q What is investors’ exposure to Citlbank?

A Investors have performance and credit risk to Citibank (Aa2/AA-). Through a swap, Citibank
receives all p from Trust Iy and is obligated to deliver to the Trust sufficient -
funds to make each coupon payment on the Notes.

Q: Do investors have other risks?

The Enront CLN T Trust will invest in certain high credit quality investments of different obligors *
meeting the eligibility ériteria. Investors bear default risk of but not price risk to these securities.
This risk is mitigated in part by the presence of Certificates {approximately 10% of the issue size}
which are subordinated to the Notes.

Q Can the Enron CLN II structure be replicated?
Other than the multiple currencies, the Enron CLN [T is substantially the same as the ECLN

transaction from last August. This structure is the result of Citibank’s effort to simplify the
4
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Financing Summary dated May 2, 2001
Enron Euro Credit Linked Notes Trust Senior Notes Offering (“Enron CLN I1")
Euro{  million} :
. _ {Notes) - -
structured financing programs which Enrori has previously placed in the marke:. Citigroup
believes this simplicity will be favorably accepted by the market. This structure cant be replicated
and used to the benefit of other capital users.

Q: Who will own the Certificates?

Al The Certificates will be privately placed on an undisclosed basis.

The foregoing memorandum is based on the jrsuses vifering his My not be 1o anyons outside
Schroder Sslomon Smith Barney, The contsets of il should not be with anyone outsids Ihis firm (including the
press) other than customars of the Airm that are Gife o cortain non-US persons whe wouki be permitted to purchass sacurities I reilance on
Reguistion 8, syndicate mermbers or the issuer. The securities that are the subjct of this offering may not be offersd or s0ld to anyone rxcapt
QI8 pursuant to Rule 1444 of nonUS person who would be et 1o Pl in rtlance on s,

s

CONFIDENTIAL

CITI-SPSI 0048935



1588

SALOMON SITHRARNEY

INTERNAL USE ONLY - NOT FOR DISTRIBUTION OUTSIDE-THE RIRM

THIS INFORMATION MAY NOT B8 COPTED, DISTRIBUTED OR SHOWN TO ANYONE OUTSIDE SCHRODER SALOMON SMITH BARNEY. e sec

described In this memonanduimn mury oot be offered of soid to
persons wha would De permi

securition
sxcept Qualified instintionsl Buyers {"GIB*) pursuant to Rute 1 e
Hted to purchase securities in rellsnce on Reguiation S. Further information aagmmo)xuu-r g the &:cw‘:ﬁ‘::umu.:

In this memo may be obtained from the offering Memoerandum ralating 1o this oftering prepared by he issusr, rom witich most of the information in
this memorandum 223 beer taken, Under no Crtumstances shoud Mis sales memorandum be provided to Ayone cutkite Schroder Salomon Smith

Barpey, The contents of this

m should not be discusaed with anyone outside Schroder Saiemaen Smith Bamney {inthxding the prexa) ather

members of the issuer.

than customers of Mhe finm that are QIB3 of no~US Derson who would be permitted 1o purchase securities i rsllance on Reguistion S, syndicate

Financing Summary dated May 2, 2001
Enron Sterling Credit Linked Notes Trust Senior Notes Offering (“Enron CLN Ii™)
Sterling{  miion]

{*Notes?)

May 2, 2001
Frequently Asked Questions

How does the Enron CLN 1 transaction differ from the ECLN and Yosemite transaction?

The Enron CLN II structure is substantially similar to the ECLN transaction completed last August
and is a simplified version of the Yosemite transaction. The simplification of the strucrure was |
designed to help the liquidity of the Notes. The primary differences between the Yosemite and -
ECLN I structures are:™ ~~ . T
i) Absent an Earon default, Citibank will make all interest paymens regardless of
defaults on Trust Investments; . i . . .

i) Trust Investments are limited to high credit quality, short-term obligations
(Governments, AAA insurance companies, and A-1/P-1 and A+/Al US, UK and E-11
banks), there are no Enron obligations in the Trust prior to an Enron default;

i) Citibank’s rights to seftle have been limited to a short time period and the optionality
has been resicted; and - :

iv) Much of the flexibility to alter the structure present in Yosemite has been removed in
the Enron CLN II structure.

What is the basic idea behind the Enron Credit Linked Notes 11?7 ‘

The Notes are primarily d igned so that the payd made on the Notes are expected to mimor
payments that would bemade if the Notés were senior uasecured obligations of Enron. However,
the inclusion of Citibank credit risk slightly alters the risk profile in that the interest component of

the cash flows is in part dependent upon Citibank’s fulfillment of its obligations under the Credit
Swap. L

Why does the Enron CLN If make economic sense?

Structuring risk is most efficiently priced in the bank market, while pure credit risk is most
efficiently priced in the capital markets. The Enron CLN I structure allows Citigroup to place
pure Enron credit risk in the bond market while keeping the striactural risks in the bank market.
[n addition, the structure aliows Enron o extend the tenors of certain structured financings.

1
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Financing Summary dated May 2, 2001
Enron Sterling Credit Linked Notes Trust Senior Notes Offering (“Enron CLN II")
Stering[  million]
{“Notes™)

R

Why does it make sense to do a Sterling ECLN?

The simplicity of the ECLN structure facilitates a wide distribution of a structured note. To
achieve the same economic benefit of bifurcating risks in the US market and broaden its financing
sources globally, Enron CLN I is being marketed to Euro, Sterling and US investors.

Why is Enron doing another structured financing?

Enron is doing another structured financing to take advantage of banks® structuring expertise while
broadening Enron’s sources of capital. Banks are willing to do structured financings for limited
tenors (typically three years); the Enron CLN I transaction will allow Enron to continue to execute
structured financings with banks while extending the tenors of the deals by placing the credit risk
in the capital markets. Enron believes that, as its capital structure is diverse and complex; strategic
value is added by being able to syndicate a variety of risks through structured financingsin
selected currencies. .
Examples include: contract monetization transactions, synthetic leases, commodity transactions;
minority interest structures.

Enron is undergoing many changes and as it expands its business, it has consistently developed
new ways to finance its business in a manner that maximizes the value of the structure for Erfton
and its investors. :

Why is Enron issuing the ECLN Il in multi-currencies?

The simplicity of the Enron CLN structure was a strong factor in the successful issuance of the
first Enron CLN. To achieve the same economic benefit of bifurcating risks in the US market and
broaden its financing sources globally, Enron CLN II is being marketed to Euro, Sterling and US _
investors. .

How does the investoF risk in this transaction differ from that in plain corporate debt?

There are three risks to analyze: Enron, Citibank and the Trust Investments.

Is Enron running out of bank lines?

Enron believes that it has excellent liquidity in and access to the bank market. The Enron CLN I
issuance provides Enron with another avenue through which to source funds and expand its

2
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Financing Summary dated May 2, 2001
Enron Sterling Credit Linked Notes Trust Senior Notes Oftering (“Enron CLN I1”)
Sterling{  million]
{"Notes™ )

sources of capital. ~

Q:  How does this transaction affect Enron financial statements?

A: The issuance of the Notes will have no impact on Enyon’s balance sheet. The transaction is
designed to allow Exron to restructure and lengthen structured financings. The reporting of any
underlying transaction will not be affected by the Notes.

Q What is Citigroup’s interest?

At Enron is an important customer of Citigroup. Citigroup wants to continue to strengthen this global
relationship, and the Enren CLN Il transaction allows Citigroup to continue executing - -
sophisticated financings with Enron in Europe and the US while managing its credit expoSure. by
addition, the Enron CLN I Trust is a great follow up to ECLN that provides Citigroup a vehicle
through which it can im ding its pen ion into the credit derivatives market. -

Q What are the benefits to investors?

A: Investors receive a premium for taking Enron credit in a lghtly structured form.

Q What kind of essets can the Enron CLN I Trust hold?

A:  The Trust Investments are limited to certain high credit quality investments. For Enron Sterling
CLN, the Trust Investments consist oft
i} sterling-denominated fixed period deposits, promissory notes or commercial paper of
U.S. money center banks, EU Member State commercial banks or any credit institution
licensed to-carry on a deposit taking business in the UK that is a member of the -
Bankers’ Clearing House with short term ratings of A-1/P-1 and long term ratings of
A+/Al tha’x mature within 90 days of issuance,
i) sterling-denominated promissory notes of or GICs from AAA/Aaa insurance
companies that mature within 365 days of issuance or
ii) Gilts.
Trust Investments must be payable in sterling, bear a stated rate of interest and must mature prior
to the maturity of the Notes. Each Trust Investment will niot be subject to withholding tax as of its
acquisition date unless the issuer is required to fully gross-up the Trust for such withholding tax.
The Trust Investments held by the Collateral Agent will not at any time represent obligations of

3
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Financing Summary dated May 2, 2001
Enron Sterling Credit Linked Notes Trust Senior Notes Offering (“"Enron CLN II”)
Sterfing{  million]
{“Notes™)

more than nine separate obligors, If the Notes ar€ not in default, Notehotders will not know the
Trust Investments but such information will be provided to the Rating Agencies.

Does each Trust have separate Trust Investments?

Yes. The assets of each Trust will be solely for the benefit of the related investors.

What happens if any of the Trusts goes into default?

The offerings are not cross-defaulted or cross-collateralized. The Credit Events are identical for
each offering. Therefore, it is likely that all Notes will be in default at the same time. The
collateral for each Trust rz:mams separate. .

What is investors " exposure to Enron?

The Notes are designed to mimic the risk profile of Enron senior unsecured obligations.
Following any payment failure, the structure is designed to give investors risk to Enron senjor
unsecured obligations that rank the same as borrowed money. Thmforc, in all cases, investors
bear general credit risk to Enron senior unsecured obligations.

What is investors ' exposure to Citibank?

Investors have performance and credit risk to Citibank (Aa2/AA-). Through a swap, Citibank
receives all payments from Trust Investments and is obligated to deliver to the Trust sufficient -
funds to make each coupon payment on the Notes.

Do investors have other risks?

The Enron CLN I Trust will invest in certain high credit quality investments of different obligors
meeting the eligibilitycriteria. Investors bear default risk of but not price risk to these securities.
This risk is mitigated in part by the presence of Certificates (approximately (0% of the issue size)
which are subordinated to the Notes.

Can the Enron CLN I structure be replicated?

Qther than the multiple cumrencies, the Enron CLN 11 is substantially the same as the ECLN
transaction from last August. This structure is the result of Citibank’s effort to simplify the
4
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Financing Summary dated May 2, 2001
Enron Sterling Credit Linked Notes Trust Senior Notes Offering (“Enron CLN 1)
~ Stering{  million]
N ("Notes?)
structured financing programs which Enron has previously placed in the market. Citigroup
believes this simplicity will be favorably accepted by the market. This structure can be replicated
and used to the benefit of other capital users. :

Q: Whe will own the Certificates?

Ar The Centificates will be privately placed on an undisclosed basis.

The foregoing memorandum |s based on the lxsuar's offering ‘This may not be 1o anycos outside
Schroder Satomon Smith Bamey, The contents of (s memorandum should not de discussed whh anyone outside this firm (Including the
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Unknown

From: . Swanson, Timethy [Fi] - .
Sent: ! Wednesday, June 27, 2001 7:12 PM *
To: Francois, Tom [CRRM]

Subject: FW: Prepay Diagram

Citi Prepay Project’
Schematic ... i
more....the trial diagram....

-Original Message----- . .
From: Michael.Garberding@enron.com [mailto:Michael.Garberding@enron.com)

Sent: Wednesday, June 27, 2001 7:04 PM

To: timothy.swanson@ssmb.com"
IMCEANOTES—+22Swanson+2c+20Timothy+20+5BFI+5D+22+20+3Ctimothy+2£swanson+
40ssmb+2Ecom+3E+40ENRON, steve.wagman@sstb.com"

Cc: Lisa.Bills@enron.com; Eric.Moon@enron.com; V.Charles.Weldon@enron.com
Subject: Prepay Diagram

Included is a schematic that details the structure of ‘the prepay. The amounts including.
in the structure include the ‘f6llowing items: =
. The Nymex Mid for Jan. '02 contract was priced as of close today
(6/27/01) o -
© The assumption that the deal began on 6/28/01 and settled on 12/27/01
The assumption that six-month libor rate plus spread would be used for
the interest component

Please let me know if you have any questions or other comments. Thanks again for your
help.

Michael
713-853-1864

(See attached file: Citi Prepay Project Schematic 5§27—01.ppc)

Permanent Subcommittee on Investigations
EXHIBIT #189cc CITI-SPSI 0076529
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From: Nepveux, Michael {CITH)

Sent: . Thursday, June 28, 2001 11:14 AM
To: Wagman, Steve [Fl}

Subject: RE: Enron -~

They confirmed there is .an.earnings impact, except that it is neutralized by
offsetting trades (which don't of course require cash from Enron up-front) .

————— Original Message-----

From: Wagman, Steve SSB. (SMTP:steve.wagman@ssmb.com]
Sent: Wednesday, June 27, 2001 8:32 PM

To: michael.nepveux; Wagman, Steve SSEB.

Cc: Wagman, Steve SSB. :

Subject: Re: Enron

I don't think earnings impact

————— Original Message-----
From: Nepveux, Michael [CITI] <michael.nepveux@citicorp.com>
To: steve.wagman@citicorp.com-.gsteve.wagman@citicorp.coms
Sent: Wed Jun 27 20:56:38 2001
Subject: Enron -

How can this trade not have an'earnings impact to Enron? The mark-to-market on
the two transactions is the PV of negative $257.5MM. Doesn't this reduce
second quarter earnings by that’ amount?

ciTi-sPSt 0050736
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To: Dan O. Boyle

From: Travis Winfrey

Date: September 20, 2001

Subject: Citibank / Delta é’repay Transactions

As you know, some concems with respect to the structure of the prepay transactions associated
with the Credit Linked Notes surfaced at the end of June.

To clarify the issues, we held a number of discussions, engéging representatives from Finance,
Legal, Accounting, Credit and EGM Rlsk Management. The team reached the following
conclusions:

+ All prepays relating to the CLN transactlons in August 2000 and May 2001 were booked
as swaps. The embedded options were not booked.

» The methodology for booking, the transactions in this fashion was based on EGM Risk
Management’s interpretation of the. prepay swap confirmations. This interpretation
viewed the prepay between ENA and Citi as a swap and a call, and the prepay between
ENA and Delta as a put. EGM Risk Management recognized that booking the swap and
the call (ENA and Citi) and the put (ENA and Delta), would result in P/L volatility due to
the difference in extrinsic value between the put and call. Therefore, the embedded
options were not booked. In addition; this methodology did not accurately reflect the
credit exposures among the parties.

* The intent of the prepay transactions was to view each leg as a swap with an embedded
call. In fact, the formulas in the confirmations are drafted as swaps with embedded call,
however the formula representing the ENA / Delta’leg can mathematically be distilled to a
put.

* The economic result of the two methodologies is the same, however, if both legs of the
prepays are booked as swaps and calls, there is no adverse P/L effect and the credit
exposure among the parties is represented accurately.

+» EGM Risk Management agreed to rebook both the ENA / Delta leg and the ENA / Citi leg
of the August 2000 and May 2001 transactions as a swap with an embedded call, all
disciplines concurred.

Cc: Ben Glisan
Barry Schnapper
Joe Deffner
Doug McDowell
Scott Emest
Mark Fondren
Mary Cook
Gareth Bahimann
Clint Walden
Ryan Siurek
Tanya Rohauer
Jaime Araoz

Permanent Subcommittee on Investigations
EXHIBIT #18%¢e
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Unknown

From: Wagman, Steve (FI] ’

Sent: h Tuesday, November 13, 2001 5:51 FM
To: Oeards, Paul B {Fi]

Subject: ene prepaid update...fyi

Importance: High

the loans group has agreed to let enron out of paying half of the libor breakage (about 250k) on the early termination of the
prepaid. Enron successfully negotiated this with them—arguing that we are forcing them to unwind early, | had told enron
that we could not do this as it was true economic loss.

this is not forgoing profit...this is true loss the desk will hiave to pay to Treasury for breaking 8mo libor of 3.83% 45 days
early when libar is 2%. :

If we got the whote 500k--we wouid have been kep't whole.

I will attempt to get loans to transfer money to the desk to cover this loss....
thoughts??

Steven A. Wagman

Managing Director

SalgmcnSmithBarney

ph (212) 723-6449
fax (212) 723-8610

contained i this e-mail and any aitachment is confidential. the property of Citigroup. and may be privileged or othervise
delete the e-mail and any auackment. You should

c iality Notice: The i
tegaily protected. [f you-have received this e-mail in error, piéase let us know i and then
not copy, use, or disclose this e-mail and any attachment,

Permanent Subcommittee on Investigations
EXHIBIT #189ff

CITI-SPSI 0068678
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Unknown

From: Angelini, Amanda [F]

Sent: Wednesday, December 05, 2001 7:07 AM
To: Dickey, John W [FI}; Caplan, Rick [F]
Subject: Fw: AXA Enron Credit Linked Note

Tyi.

i not buy the CLN, although they 1ii

Message-—----
Jean [FI] <jl81162@imceu.eu’s
Peter (FI] <pcB82020@imceu.eu.ss
Amanda [FI] <aal9374@imcnam.ssm
; Colligan, John {F

D, com>
.com>

Lcom>;  Amias, Jeremy [FI
2 u.eu. SSmD. Con>;
<mp828394€imceu.eu. ssm

re Leoni head cf credit products
y, AXA IM owns 20MM that the

t through AXA The
the credit they di

the Enron CLN with CP Kelkoc
s bad results immediately
? Kelkoo). They tt k have used privi
a conference calil with-our stucturing team
ns under which this transaction was done.

ed
v

Salomon Smith Barney

Permanent Subcommittee on Investigations
EXHIBIT #189&

CITI-SPSI 0091848
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Bernstein, Saut |
Lee, Andrew P. S8B. [andrew.plee@ssmb.com}]

From:
Sent: Wednesday, November 21, 2001 4:19 FM
Tor Bernstein, Saul
Ce: tee, Andrew P. 888.; Cougle, Foster SSB.; Miranda, Axel A. SS8.
Subject: Enran It Documentation
Hi Saul,

Great seeing you yesterday! .
Enclosed are the documents fot the Enron II trades that we have owed you for a while (they are almost
identical to the Enron I document). Please let us know if you have any questions or comments,

Thanks,

Andy

<<Enroa I SFAS 133 Doc - USD.doc>> <<Enron II SFAS 133 Doc - EUR.doc>>
<<Enzon I SFAS 133 Doc - GBP.doc>>

<<enron II USD.ppe>> <<enron I EUR.ppt>> <<enron Il GBP.ppt>>

S 8 8 W W

oM HGIPIR . .. .. aevon i EURGRY aorsn SO0t Evon 4 SFAS 133 Eovon 1 SFAS 133
Doc + GAP .., Bod - EUR.8a...
Encon i} SFAS 133 ) i{s‘»
Doc - US0 4. ot

wle .
, Come ek rexe Bty il Bof 1
J RS Ly M el gsgs an 3o s 131

T o ILys s | 160 Mo Lo ngs g
v £ I b

Wl oS G0 T SSE

‘““ﬁ /?ff)o & %o :fs’&’.u, ¥iiow
Wl — = -
‘f’,ﬁ{/ fis s0.5 - 1545 L =F
H — : ®.5
fest -
P pon $15 .0
el Nom 1 o ny WL ®
“b R éuw.{ o
ey T km
e 77T 4,308
¥ F
{5 C“f'y&.\‘*’
I Permanent Subcommittee on Investigations
EXHIBIT #189hh CITI-SPSI 0049666
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En;-on Sterling Credit Linked Notes Trust Certificates
SFAS 133 Fair Value Hedge Documentation

Brief Overview of the Transaction:

As part of a structured transaction, 14mm GBP of Enron Credit Linked Cenificates
{“Certificates™) were issued by a trust {that is consolidated onte the books of Citibank NA} and
were purchased by ING Baring Capital Markets. The Certificates pay an 8.5% coupon and are
subject to redemption upon an Enron credit event,

As a hedge to this fixed rate lisbility, Citibank NA entered into 2 total return swap (TRS)
whereby ING Baring Capital Markets pays the total retumn on the same Certificates back to
Citibank NA in retumn for | year GBP Libor plus 22 bps.

(See attached diagram)
Risk Management Objective and Strategy

The risk that we are hedging is the risk of overall changes in fair value of the Ccmﬁca.tcs
attributable to the benchmark interest rate of 1 year GBP Libor over the tenor of the TRS.

Derivative Hedging Instument )
The instrument used is a TRS with a notional of 14 million GBP and a maturity date of May 24,
2006 {which matches the maturity of the Certificates). In this transaction, Citibank NA receives’
the total return of the Certificates and pays'| year GBP Libor + 22bps to ING Baring Capital
Markets. The TRS is valued by GK which is a system that has been validated by risk
management.

Hedged ltem
The hedged item is the 14mm GBP Certificates issued by the Earon Sterling Credit Linked Notes

Trust that is consolidated onto the books of Citibank NA. As a result, the Certificates are
¢ffectively a liability of Citibank NA. The Certificates bave an 8.5% coupon and a matusity date
of May 24, 2006, The Certificates are also valued by GK.

Assessment of Hedge Effectiveness
The notional and the maturity date of the hcdged itern (the Certificates) match exactly to that of

the hedging instrument (the TRS). Additionally, the 8.5% coupons are matched in the two .
instruments and would offset each other,

Any realized gains or losses on the Certificates wouild be offset by gains or losses on the TRS. In

the scenario of an Enron credit event, assets deposited in the Enron Sterling Credit Linked Notes
Trust would be used to redeem the Certificates. Assuming no impairment in the value of these -

CONFIDENTIAL
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assets, the Certificates would be redeemed at par (14 million GBP) thh no gain or loss and thc
TRS would also be sertied without a gain or a loss.

In the scenario of no credit event occurring but if there is an impairment in the value of the trust
assets, the gain that we would have in redeeming the Certificates at an amount below par would
be offset by a loss on the TRS. For example, if the trust assets used in redeeming the Certificates
at maturity were worth only 13 million GBP there would be a gain of | miltion GBP for us in
extinguishing the liability at less than 14 million GBP. Howcvcr, this gain would be offset by a
¥ million GBP loss incurred in settling the TRS.

o Assessment of Prospective Effectivenéss at Iricepﬁon Date — Because the critical terms are
matched for the full life of the Certificates, we have effectively swapped to the floating rate
of | year GBP Liber.

- e Assessment of Ongoing Prospective Effectiveness — The relationship of the TRS and the
Certificates being fully offsening will be constant throughout the life of the transaction. We
will periodically check to verify that the legal rights and obligations under the contracts for
2all parties are not changed.

* Retrospective Assessment of Effectiveness ~ Period to period dollar offset method will be
used. We expect dollar offset to net w zero at all tmes.

o Measurement of Ineffectiveness - Period t6 period dollar offset method will be used. Actual
measurements of ineffectiveness is based on the extent to which exact offset is not achieved.
{Paragraph 22 of FAS 133 and DIG Issue E-7)

Operational and Accounting Controls

In analyzing P&L, trade support reviews the valuation of these two deals on a daily basis.
Additionally, a more detailed review is performed each month-end.

Approvals
R L. Signature Date o

Risk Manager N/A = The modeis . .
‘used have been
reviewed by risk

Business Treasurer N/A - Treasury unit is
not involved in
structuring the hedging
relationship

Financial Control Andy Lee

CONFIDENTIAL
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[Business Manager

Doug Warren

Business Accounting
Policy/Advisory

Saul Bemstein

Corporate Accounting
Policy

CONFIDENTIAL
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Enron Euro Credit Linked Notes Trust Certificates
SFAS 133 Fair Value Hedge Documentation

Brief Overview of the Transaction:

As part of a structured transaction, 22.5mm EUR of Enron Credit Linked Certificates
(“Certificates”) were issued by a trust (that is consolidated onto the books of Citibank NA) and
were purchased by ING Baring Capital Markets. The Centificates pay a 7.5% coupon and are
*subject to redemption upon an Enron credit event.

As a hedge to this fixed rate liability, Citibank NA entered into a total return swap (TRS)
whereby ING Baring Capital Markets pays the total return on the same Certificates back to
Citibank NA in return for 1 year Euribor plus 22 bps.

(See attached diagram)
Risk Management Objective and Strategy

. The risk that we are hedging is the risk of overall changes in fair value of the Certificates
attributable to the benchmark interest rate of 1 year Euribor over the tenor of the TRS.

Derivative Hedging Instrument
The instrument used is a TRS with a notional of 22.5 million EUR and a maturity date of May -

24, 2006 (which matches the maturity of the Centificates). In this transaction, Citibank NA
receives the total return of the Certificates and pays 1 year Euribor + 22bps to ING Baring
Capital Markets. The TRS is valued by GK which is a system that has been validated by risk
management.

Hedged ltem _
The hedged item is the 22.5mm EUR Certificates issued by the Enron Euro Credit Linked Notes

Trust that is consolidated onto the books of Citibank NA. As a result, the Certificates are
effectively a liability of Citibank NA. The Certificates have a 7.5% coupon and a maturity date
of May 24, 2006. The Certificates are also valued by GK.

Assessment of Hedge Effectiveness

The notional and the maturity date of the hedged item (the Certificates) match exactly to that of
the hedging instrument (the TRS). Additionally, the 7.5% coupons are matched in the two
instruments and would offset each other.

Any realized gains or losses on the Certificates would be offset by gains or losses on the TRS. In
the scenario of an Enron credit event, assets deposited in the Enron Euro Credit Linked Notes
Trust would be used to redeem the Certificates. Assuming no impairment in the value of these

CONFIDENTIAL
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assets, the Certificates would be redeemed at par (22.5 million EUR) with no gain or loss and the
TRS would also be settled without a gain or a loss.

In the scenario of no credit event occurring but if there is an impairment in the value of the rust
assets, the gain that we would have in redeeming the Certificates at an amount below par would
be offset by a loss on the TRS. For example, if the trust assets used in redeeming the Certificates
at maturity were worth only 21.5 million EUR there would be 2 gain of | million EUR for us in
extinguishing the liability at less than 22.5 million EUR. However, this gain would be offsct by

a 1 million EUR loss incurred in settling the TRS.

o Assessment of Prospective Effectiveness at Inception Date — Because the critical terms are
matched for the full life of the Certificates, we have effectively swapped to the floating rate
of 1 year Euribor.

o Assessment of Ongoing Prospective Effectiveness — The relationship of the TRS and the
Certificates being fully offsetting will be constant throughout the life of the transaction. We
will periodically check to verify that the legal rights and obligations under the contracts for
all parties are not changed. :

o Retospective Assessment of Effectiveness — Period to period dollar offset method will be -
used. We expect dollar offset to net to zero at all times.

. Measur:mcnt of Ineffectiveness — Period to period dollar offset method will be used. Actual
measurements of ineffectiveness is based on the extent to which exact offset is not achieved. -
(Paragraph 22 of FAS 133 and DIG Issue E-7)

Operational and Accounting Controls
In analyzing P&L, trade support reviews the valuation of these two deals on a daily basis.
Additionally, a more detailed review is performed each month-end.

Approvals
B Signature Date

Risk Manager N/A. - The models

used haye been

reviewed by risk

management.
Business Treasurer N/A - Treasury unit is

not involved in

structuring the hedging

relationship
Financial Control Andy Lee

CONFIDENTIAL
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Business Manager

Doug Warren

Business Accounting
Policy/Advisory

Saul Bemnstein

Corporate Accounting
Policy

CONFIDEN TIAL
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Enron Credit Linked Notes Trust II Certificates
SFAS 133 Fair Value Hedge Documentation

Brief Overview of the Transaction:

As part of a structured transaction, $50mm of Enron Credit Linked Certificates (“Certificates™)
were issued by a trust (that is consolidated onto the books of Citibank NA) and were purchased
by ING Baring Capital Markets. The Centificates pay an 8.5% coupon and are subject to
redemption upon an Enron credit event.

As a hedge to this fixed rate liability, Citibank NA entered into & tota'l return swap (TRS)
whereby ING Baring Capital Markets pays the total return on the same Certificates back to
Citibank NA in retum for 6 month Libor plus 22 bps.

(See artached diagram)
Risk Management Objective and Strategy

The risk that we are hedging is the risk of overall changes in fair value of the Certificates
attributable to the benchmark interest rate of 6 month USD Libor over the tenor of the TRS. -

Derivative Hedging Instrument .

The instrument used is a TRS with a notional of $50 million and a maturity date of May 15, 2006
(which matches the maturity of the Certificates). In this transaction, Citibank NA receives the
total return of the Certificates and pays 6 month Libor + 22bps to ING Baring Capital Markets.
The TRS is valued by GK which is a system that has been validated by risk t

Hedged Item :

The hedged item is the $50mm Certificates issued by the Enron Credit Linked Notes Trust If that
is consolidated onto the books of Citibank NA. As a result, the Certificates are effectively 2
liability of Citibank NA. The Certificates have an 8.5% coupon and a maturity date of May 15,
2006. The Certificates are also valued by GK.

Assessment of Hedge Effectiveness - -
The notional and the maturity date of the hedged item (the Certificates) match exactly to that of

the hedging instrument (the TRS). Additionally, the 8.5% coupons are matched in the two
instruments and would offset each other.

Any realized gains or losses on the Certificates would be offset by gains or losses on the TRS. In
the scenario of an Enron credit event, assets deposited in the Enron Credit Linked Notes Trust IT
would be used to redeem the Certificates. Assuming no impairment in the value of these assets,
the Certificates would be redeemed at par ($50 million) with no gain or loss and the TRS would
also be settled without a gain or  loss,

CONFIDENTIAL
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In the scenario of no credit event occurring but if there is an impairment in the value of the must
assets, the gain that we would have in redeeming the Certificates at an amount below par would
be offset by a loss on the TRS. For example, if the trust assets used in redeeming the Certificates
at maturity were worth only $49 million there would be a gain of $1 million for us in
extinguishing the liability at less than $50 million. However, this gain would be offset by a $1
million loss incurred in settling the TRS.

s Assessment of Prospective Effectiveness at Inccptiod Date — Because the critical terms are
matched for the full life of the Certificates, we have effectively swapped to the floating rate
of 6 month USD Libor. ’

o Assessment of Ongoing Prospective Effectiveness — The relationship of the TRS and the
Certificates being fully offsetting will be constant throughout the life of the transaction. We
will periodically check to verify that the legal rights and obligations under the contracts for
all parties are not changed.

« Retrospective Assessment of Effectiveness — Period to period dollar offset method will be
used. We expect dollar offset to net to zero at all times.

o Measurement of Ineffectiveness - Period to period dollar offset method will be used. Actual
measurements of ineffectiveness is based on the extent to which exact offset is not achieved.
(Paragraph 22 of FAS 133 and DIG Issue E-7)

Operationa!l and Accounting Controls
In analyzing P&L, trade support reviews the valuation of these two deals on a daily basis.
Additionally, a more detailed review is performed each month-end.

Approvals
Signature Date
Risk Manager N/A - The models
| used have been
reviewed by risk
management.
Bustness Treasurer N/A - Treasury unit is
notinvolvedin
structuring the hedging
relationship
Financial Control Andy Lee
Business Manager Doug Warren
CONFIDENTIAL
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Business Accounting | Saul Bernstein
Policy/Advisory -
Corporate Accounting
Policy
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Enroa Credit Linked Notes Trust Certificates
SFAS 133 Fair Value Hedge Documentation

Brief Overview of the Transaction:

As part of a structured trassaction, $50mm of Enron Credit Linked Certificates (“Certificates™)
were issued by a trust (that is consalidated onto the books of Citibank NA) and were purchased
by Royal Bank of Canada. The Certificates pay a 9% coupon and arc subject to redemption upon

an Enron credit event [5Y Swhppet fp UBOTHI5 5 under S
buo.

As a hedge to this fixed rate liability, Citibank NA entered iato a total retura swap (TRS)

whereby Royal Bank of Canada pays the total return on the same Certificates back to Citibank

NA in return for 6 month Libor plus 18 bps. From a consolidated Citibank/Trust perspective, the
consolidated reporting eatity (Citibank is viewed the owner of the Trust because it retains the
equity risk in the Trust by having written the TRS) will not be able to repay the certificate in the
event of an Enron default since all of the consolidated reporting entity’s assets (prepaid swap @
asset and note receivable) represent credit extensions to Enroa. (Sec attached diagram)

Risk Management Objective and Strategy

The risk that we are hedging is the tisk of overall changes in fair value of the Certificates over
the tenor of the TRS. In the event of a Earon default, the consolidated Citibank/Trust reporting
entity will oot be able to repay the certificates. An Enron default, however, will also cause the
Trust to collapse and for the consolidated Citibank/Trust reporting entity to deliver its only
assets, the prepaid swap and, $475MM, and Note receivable, $24.1MM to the investors in the
Credit Linked Note (CLN) issued by the Trust. The remaining assets of the consolidated
Citibank/Trust reporting entity; $50MM of cash or cash equivalents, will be available to settle
the TRS with RBOC.- Settiement of the TRS would extinguish the indebtedness under the Credit
Linked Certificates (CLC) as RBOC is both the holder of the CLC and the counter-party in the
TRS. Therefore, the loss on the TRS settlement would bé offset dollar for dollar by the gain

(extinguishment)on the CLC.  (TRS 4/S0 SwHps G, frvat fo LIBRF 1T gf)
[T

Derivative Hedging Instnanent

The instrument used is a TRS with a notional of $50 million and a maturity date of August 15,

2005 (which matches the marurity of the Certificates). [n this ransaction, Citibank NA receives
" the total return of the Certificates and pays 6 month Libor + 18bps to Royal Bank of Canada.

The TRS is valued by GK which is 2 system that bas been validated by risk management.

Hedged Item , ‘

The hodged item is the §50um Certificates issued by the Earon Credit Linked Notes Trust that is
consolidated onto the books of Citibank NA. As a result, the Certificates arc effectively a -
liability of Citibank NA. The Certificates have a 9% coupon and a maturity date of August 15,

2005. The Certificates are also valued by GK. S

Assessment of Hedge Effectiveness verd
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The notional and the maturity date of the hedged item (the Certificates) match exactly to that of
the hedging instrument (the TRS). Additionally, the 9 % coupans are matched in the two
instruments and would offset each other.

Any realized gains or losses on the Certificates would be offset by gains or losses on the TRS. |
the scenario of an Enron credit event, remaining assets ($50MM) in the consolidated
Citibank/Trust reporting entity would be used w0 effect {via settlement of the TRS) the discharge
of indebtedness under the Certificates. Assuming no decline in the value of these assets. the

Certificates would be redeemed at par ($50 miltios) with no gain or loss and the TRS would also
_be settled without a gain or a loss.

At maturity of the transaction, in the scenario of no credit event occurring but there is a decrease
in the value of the trust assets, the gain that Citbank/Trust would have in redeeming the
Centificates at an amount below par would be offset by a loss on the TRS. (The decline in value
is for the account of RBOC as RBOC is the owner/equity investor in the Trust, by virtue of
investing in the certificates.) For example, if the trust assets used in redeeming the Certificates at
maturity were worth only $49 million there would be a gain of $1 million for us in extinguishing -
the liability at less than $50.million. Howevcr this gain would be offset by a $1 million loss
incurred in sertling the TRS :

¢ Asscssment of Prospective Effectiveness at Inception Date — Because the critical terms are
matched for the full life of the Certificates, we have effectively swapped to the floating rate
of 6 month USD Libor. AS explained, there is dollar for dollar offset between the setlement
of the TRS and the extinguishing of indebtedness under the CLC.

o Assessment of Ongoing Prospective Effectiveness — The relationship of the TRS and the
Certificates being fully offsetting will be constant throughout the life of the transaction. We
wiil periodically check to verify that the legal rights and obligations under the contracts for
all parties are not changed. The short-cut method may not be used because SFAS 133 only
allows this method for interest rate swap hedge instruments. The change in period to period
fair value of the TRS apd the CLC (required to be MTM as the hedged item in fair value
hedging relationship) will be the basis for ongoing assessment of effectiveness.

e Retrospective Assessment of Effectiveness — Period to period dollar offset method will be
used. We expect dotlar offset to net to zero at all times.

o Measurement of Ineffectiveness — Period to period dollar offset method will be used. Actual
measurements of ineffectiveness is based on the extent to which exact offsel is not achieved.
(Paragraph 22 of FAS 133 and DIG [ssue E-7)

Operaticaal and Accounting Controls

[n analyzing PEL, trade support reviews the valuation of these two deals on a daily basis.
Additionally, a more detailed review is performed cach month-¢nd.

C
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Approvals
Signature
Risk Manager N/A - The models
used have been
reviewed by risk
gement.

Business Treasurer

N/A - Treasury unit is
Dot involved in

Date

structuring the hedging
T relationship
Financial Control Andy Lee
Business Manager Daug Warren
Business Accounting Saul Bernstein
Policy/Advisary
Corporate Accounting 1T, 5, 17,414‘{‘ [5\3
Policy [P Sioeoll [y v
7
I hy ll/lj‘ Prayrad

Lo ld Ber
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Enron Credit Linked Notes Trust Certificates
SFAS 133 Fair Value Hedge Documentation
Addendum

The total return swap with Royal Bank of Canada was terminated and replaced with a similar
swap with ING Baring Capital Markets. The terms are identical except that Citibank NA pays 6
month Libor plus 20 bps to ING Baring Capital Markets (instead of 18 bps).

CONFIDENTIAL
CITI-SPSI 0049665
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Moser, Eric K.

From: Moser, Eic K. . N
Sent: Tuesday, November 02, 1938 4:29 PM
To: “Joanna Bodder (M&C) -

Cer - < 'Bill Sullivan {SSBY, Walker, Andraw R,

As we discussed on the phone this aftermoon, our clients Salomon Smith Barey and Citibank, M.A. have propased that
Delta Energy Corporation ("Delta") enter into a series of transactions with Citibank and an affiliste of Enron

Corporation, Julian Reddyhough has prepared and sent to Bill Sullivan of Citibank pretiminary drafts of board misutes
Maptes and Caider legal opinion and Director's Cerificate relating to some portions of this transaction. S

As part of the tax and accounting analysis for our qansacxions; we need ta know the following abour Delta:

t Transactions and Activities. .
a, [s Delta currently party to an; other transactions? (é 50, please list them and deseribe any contracts 'ar
similar arrangements that Delta is party ta.
b Has Delta been party to transactions in the past? [f so, please list them and describe any contracts or
similar armangements that Delta was party to. .
e What are Delta's activities currently? ‘
2 Assess.
a Please list the assets that Delta currently owns.
b. ?!ﬁs: Tist the assets-that Delta has o‘wned in the pm.
3 Capitalization.

We have seen in proposed documents prepared by I uiiax; Reddyhough that the authorized share capital of Deita
Energy Corporation is U.S.5900,000 (900,000 ordinary shares of U.5.51.00), of which 1,000 shares of which
have been issued and are registerad in the name of "Grand Commadities Corporation™. .

< Please confirm that this is correct, )
Also, please providé additional i i ing Grand C dities Corparation ("Grand™). What kind
o e ; > :

of entity is Grand? Whers is Grand organized? What is its capital
4, United States Taxation oo
We intend to make an election on IRS Form 3337 10 trest Delta 1¢ & pass.through entity for U.S. fedent income

tax purposes under Treasury Regulation section 301.7781-3, We may be prevented from doing so ifDeltahas
previously taken & contrary position foe tx purposes.

Please provide information regarding any tax ﬁliﬁgs made by or on behalf of Delta or Grand with the United
States Internal Revenue Service of any state tax authorities in the United States, including forms. tax rewms of
information renums. :

We may have follow up questions upon receipt of your respanse.
: t

EXHIBIT #190a

Permanent Subcommitiee on Investigatio;l

CiTI-SPSI 0046602
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Eric Moser
Andrew Walker

CONFIDENTIAL
CITI-SPSI 0046603
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Francois, Tom

From: Sullivan, William A

Sent: Wednesday, November 03, 1998 2:10 PM
To: Kulick, Adam; Francois, Tom

Subject: FW: Andersen language

From: Jung-Suk Suh{SMTP;jsuh@ect.enron.comj
Sent: Wednesday, November 03, 1999 2:00 PM

To: . Capfan, Rick; willlam.a.sullivan@ssmb.com
Ce: Mark E Lindsey; Bob Butts; Doug McDowell
Subject: Andersen language .

Rick, Bitl,

Andersen s willing to accept the following rep from Delta. We need to geta
response from Delta today.

Jung
Forwarded by Jung-Suk Sul/HOU/ECT on 11/02/99 07:15 PM

Jung-Suk Suh
11/02/99 07:04 PM

To: Mark £ Lindsey/GPGFIN/Enran@Enron; Bob Butts/GPGFIN/Enron@ENRON, Doug
McDowel/HOU/ECT@ECT

cc:
Subject: Andersen language 2

11/2/99

1. Thereis no restriction in the corporate documentation of the Company D\'L’

limiting the number of entities with which the Company may conduct business. - i
The Company has undertaken business with a,number of entities; et o F Conseguin

2. The Company has assets other than those acquired through the
Yosemite-relatéd transactons, 3 the Company used to fund the
osémite-relal n s is recourse to the Company; /}

3) There are unsecured assets of the Campany available to the Lenders upon
defauit. . - ———
; R

Page 1

CONFIDENTIAL CITI-SPSI 0040634
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DELTA ENERGY CORPORATION
P.0. Box 309
George Town, Grand Cayman
Cayman Islands, B.W.1.

[Date}

Exnron Corp.
[address)

Re:  Delta Energry‘ Corporation (the “Coinpany”)l
‘We confirm:

1. There is no restwiction in the corporate documentation of the Company limiting the
number of entities with which the Corapany may conduct business. The Company has
undertaken business with a number of entitics;

2. The Company-has assets other than those acquired through transactions_with Enron.
Allassets of the Company (other than those over which security has been granted) will
be available to meet the claims of creditors of the Company (other than in cases where
it has been agreed with the relevant craditor that a particular obligation owed by the
Company is to be Jimited in amount and recourse w0 the sums derived -from particular
assets over which security has been granted).

Yours faithfully,

Dclta Energy Corperation

TNRMSM\ITTAGRS SOSONASRXD!
23 Cowher, 1909 .

OCT 28 'S9 18:52 : 3459456000 PRGE. 82

CONFIDENTIAL CITI-SPS1 0104027
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DELTA ENERGY CORPORATION
P.0. Box 309
George Town, Grand Cayman.
Cayman Islands, B.W.I.

November 18, 1989

Enron Corp.

1400 Smith Street
Houston

Texas 77002
U.S.A.

Dear Sirs,

Re. Delta Eneryy Corporstion {the “Company”}

We confirm:

1. There is no restriction in the corporats documentation of the Company limikng
the number of entities with which the Company may conduct business. The
Company has undortaken busineas with a number of entitics;

2. The Company has asscts other than these acquircd through transactions with
Yosemite- Securities Trust I {*Yosemite”). The payment obligations of the
Company under the promissory nocte dated November 18, 1999 in favour of
Yosemite are full recourse obligations of the Company.

3.  The Company has unencumbered assets which are available for application
towards obligations cwed to its creditors (including Yosemite].

Yours truly,

J.B. Benbow
Director

CITI-SPs] 91 04011

Permanent Subcommittee on Investigationsl

EXHIBIT #190b
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From: Sherman, Cris

Sent: . Tuesday, June 19, 2001 12:31 PM
To: Quaintance Jr., Alan

Subject: RE: Sample Swap Ca Letter

Alan, | think that the letter looks good, but a couple of comments. | remain a little troubled at the recent formation, but we
obviously can't fix. Should we not mention the date? While | view the limited operating history as a bad fact, we may
could avoid the issue altogether by not disclosing the formation date. it would have helped, | think, to see if we noted the
formation dates in the Mahonia/Deita letters. if pressed, | would argue that we didn't drait the letter and can't control alf
of the facts which are being represented. We may also want {0 excludle the attachment of the Aticles and embed the
entities allowed activiities which are relevant in the letter (2gain to avoid the date). | would broaden the statements made
about Enron Corp. to include any Enron subsidiaries or affiliates.  How large will the notional amount be? The limited
period of existence could be overcome with some material activity.” A statement fo the effect that they expect that

pco will continue to transact in the future would be-a good fact. | would also ask that they note that the transacuons
as completed to date were not intercompany transactions, but transactions with true third parties.

~~—Original Message— ) ,

From: Quaintance Jr.,, Alan
Sent: Tuesday, June 19, 2001 10:53 AM
To: Sherman, Cris

Subjectz Sample Swap Co Letier

1 am still trying to track down the ongma] "Delta/ Mahonia" Leiter. Everyone seems to have shredded 'rhexr fi Ies,
which is a little disturbing.

See attached. << File: Speczal Purpose.doc >> Can you think of anything else that would need to be ina sample
letter?

Thanks,
AQ

Permanent Subcommittee on Investigations
EXHIBIT #190c

ECp000094514
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Quaintance Jr., Alan [Al nce.Je@enron.comj

Sent: Friday, June 22, 2001 4: ) .
To: Wagman, Steve [Fif; Swanson, Timothy [FY; 8ills, Uisa
Ce: Garberding, Michasi o
Subject: Oeita Letter
Delta.doc (18 K8)
all: i

<<halta.doc>>

As discussed wigh Tim, attached is a sample letcer the represenctacions that Andersen
would like Delta to confirm. I‘,'am the accountant working on the deal with Michael and
xisa. I am happy to discuss any of chaese rapresentations w you or your advisors at
your convenisnce. ’ .

I have alreddy questioned Andersen zbou
recent deals with Delta. Thel 5D
cransaction if we axe to achisve ©
available. °

y these rzprasantations wers noc
as that the reps will be reguired on this
accouating objscci that route

I c;{n be =
{7131345~7731 (Qffice}
{713)503-3709 (Cell)
(713)621-1763 (Home)

Pleéase “Eéal free to call me at anytime over I have voicemail on all numbers.
Thanks,

Alan Quaincance

ittee on Investigation:

EXHIBIT #190d
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R e
R

+

Enron C orp_. )
1400 Smuth Street
Houston, Texas 77002

To Whom It May Concern

Re: Delta Energy Corporation {the “Company™)

We configm:

: The Ccmpany has assets-other han those auq.ur“d through
;fransactxons with Enron Carp and its submdxanes and its affiliates
{collectively “F'zron")

“
2.

applica ;

ompany has unencumbered assets, which are available for
‘towards obligations owed to it¢ creditors.

Yours truly,

Signed by:
Title: ‘
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fdl
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Junc 2001

"Enron Corp. -

1400 Srmith Street
Houston, Texas 77002

To Whom It May Concern:

Re: Delta Energy Corporgtion (the “Company™)

We confirm:

1. There is no restriction in the corporate documentation of the Company
limiting the number of entities with which the Company may conduct
business. The Compeny has undertaken business with a number of entities,

2. The Company has assets other than those acquired through
‘ransactions with Enron Corp and its subsidiaries and its affliates
(collectively “Enron™),

3:  The Company has p= bered asscts, which arc available for

| 0798 £2L 2TZ 80%8T 1cCZ.a7 ~Narc

T00/T00°3 15102

Permanent Subcommittee on Investigations

EXHIBIT #190e CITI-SPSI 0103721
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Unknown

From: . Swanson, Timothy [F1]

Sent: Thursday, June 28, 2001 10:13 AM
To: ) Wagman, Steve (FI]

Subject: reps

fydia got on and stated that the reps are facts that we believe are true, aﬁd the rationale for the letter is to confirm that
Delta is not a spv that needs to be consolidated on the b/s

fyi I have not sent any delta reps to enron.....

Permanent Subcommittee on Investigations
EXHIBIT #190f CiTI1-sPsl 0050735
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Lee, Andrew P [FIN]

Fram: Caplaa, fick Fi}

Sant: Thursday, August 31, 2000 3.07 AM
To: P Lz, Andraw 2 {FIN}

Subject: RE: A coupte of mara quesiians

Wa shil would have 1o cansalicate as all of e assats of the ust ars cilibank 2ssats, (akais nat ccnzralieea\j Saegn, 105
indegendanty operatad. set up with its owa management - Cik hed s&t R ug severa vears aga. 1§ was used for mia same
r2a500 it was usad in tha first deal. .

oenQEENIt M2 §SaGE mren

From (a2, Anacaw P {FiN

Whaanesday, Aegust 10, 2300 3155
Cagian, Fick (9]

A caugie of mors questens

= Rick,

Trus il seem like 2 durnl quasiion du \was it nat possidiz (o have Earen {or some aiher pany}
buy 50% of the cenificates as in tha 2adiar Yosamae radas in order 1o avaid having ta consaidae
e teust? {I guass it dagsn’t hava gt much of an affect on ihe overall Citdzek balance sheat

out o doas 2pnear 1o affect the one for crade dedvatives).

Also, is Qelta Enargy a Cayman-basad $PY cantrofied by Envon Why was itusad in this deai? |
(W wried loaking foc information in Eric Pipa’s ald files but weran? atls 1o come up with much.}

Thartks, .
Andy . -

Permanent Subcommitiea on Investigations
EXHIBIT #1902 _
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Lofaso, Betty Ann
e e e

From: Sutlivan, Wilfiam A

Tol isuh@encan com

Ce: Kulick, Adam

Subjact: FW. Pregaid Transaction

Sent on beHalf of Williarm Sullivan

Jung
We are locking & Delta Energy Comoration ("Oelta™] as the countecsaryy for the transaction yoder discussion:
- Delta is a Cayman corporation that is the purchasar on the axis:i}:g pre-paid done in Oecamber 1998,

- was capitsfized by “Givens Hall®, a Cayman Twst Co.

- Ithas @ board of 3 jacal diractars - nane are Cilibank employaes,

- Wtis not. of course, consalidated onta the Bank's balance sheetl.

- itis my befief that the remainder of the ‘98 grepaid is the caly "dusiness” curently in Ceita,
Please call  you have any questions.

Regards,

Bill Sullivan

Tel. {212) 816-8531

Fax  {212)816.7772 .
email: william.a.sullivan@ssmb.cam

Permanent Subcommittee on Ilwesgigatignsl

EXHIBIT #190h CrTI-SPSI 0103953,
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Benefits to Enron Summary

Deal Name: Yosemite . ~ Dollar Amount: $33.8 million

Date: 12/99 L :

Description of Transaction: At year-end 1999, Enron sold LIM?2 the equity in
Yosemite structure, - -« - [ORR . N

Enron Business Unit Bepefited: Enron Corp.
Did the deal result in a direct or indirect benefit to Enron? Direct

Priinary Benefit: Enron was able to obtain a true sale opinion because LM is 2 true
3 party, preserving off-balance sheet treatment of the structure. -

Funds Flow Direct: $33.8 Funds Flow Indirect: $766.2 million
Earnings Direct: " Earnings Indirect:
Fees Saved:

Other equity investors bidding on the transaction: none
Did the deal close with LIM? yes —
Other benefits to Enron:
o Speed of execution (approx. 2 days) —~ LIM2 execnted at year-end 1999 when

Enron had unsuccessfully marketed the Yosemite equity.
o Willing counterparty

Compiled by: Ace Roman

MK009330

Permanent Subcommittee on Investigations Confidential Treatment
ested
EXHIBIT #191a Requeste
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~ SE RAPTOR L.P.

December 30, 1999 -

LIM2 Co-Investment, L.P.
1831 Wroxton Road
Houston, Texas 77005

Attn.: Andrew S. Fastow
Re:  Letter of Understanding

Gentlemen:

Pending the preparation and execution of definitive agreements and subject to the
acquisition by LIM2 Co-Investment, L.P. or its wholly owned subsidiary (the “Seller”) of
$33,750,000 of certificates (the “Yosemite Certificates”) of beneficial ownership of
Yosemite Securities Trust I, a Delaware' business trust (the “Trust”), this letter will
confirm our understanding regarding the proposed acquisition by SE Raptor L.P. (the
“Purchaser”) of the Yosemite Certificates in accordance with the terms and conditions set
forth in this letter (the “Transaction”). ' \

1 Term Sheet. The Transaction shall be made in accordance with this letter and the
Term Shest attached hereto-as Attachment A, which is by this reference
incorporated into and made a part of this letter. -

%

2. Definitive Agreements. The Purchaser and Seller shall incorporate the terms and
conditions expressed in this letter in mutually acceptable definitive agreements
(the “Definitive Agreements™) to be finalized and executed no later than February
15, 2000 (the “Closing Date”).

3. Confidentiality. The existence of this letter and its contents are intended to be
confidential and are not to be discussed with or disclosed to any third party,
except (i) with the express prior written consent of the other party to this letter, or
(ii) as may be required or appropriate in response to any summons, subpoena or
discovery order or to comply with any applicable law, order, regulation or ruling.

4. Arbitration. All claims and matters in question arising out of this letter, whether
sounding in contract, tort, or.otherwise, shall be resolved by binding arbitration

0 GEMY s L MAapeasCommitnmiLate doe Pet

LIMO031533 I Permanent Subcommittee on Investi ationsl

EXHIBIT #191b
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pursuant to the Federal Arbitration Act. The arbitration shall be administered by.
the American Arbitration Association under the expedited Commercial
Arbitration Rules. It is expressly agreed that the arbitrator shall have no authofity
to award punitive or exemplary damages, either in arbitration or in litigation.

If the terms and conditions of this letter are in accord with your understanding,
please sign and return the enclosed counterpart of this letter.

Very truly yours,
SERAPTOR L.P.

By: - Blue HeronILL.C.
its General Partner

By:  Whitewing Associates L.P.,
its Sole Member

By:  Whitewing Management L.L.C.
its General Partner

By: EgretILLC.

its Managing Member
By: -
Name: Ben Glisan
Title:  Director
CONFIRMED
this 30th day of December, 1999.
LIM2 CO-INVESTMENT, L.P.
By: LIM2 Caﬁital Management, L.P.,
its General Partnier
By:  LIM2 Capital Management, LL.C,,
its General Partner
By:
Name: Andrew S. Fastow .
Title:  Managing Member Confidential Treatment
| Requested
0 GEMYoumikeLiMRaporCommitmeniouc doc . Ped

LIM031534
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Attachment A

Summary of Terms and Conditions
$33,750,000 Certificates of Beneficial Ownership

Issuer: Yosemite Securities Trust I (the “Issuer™).

Seller: LIiM2 Co-hlvestmentg, L.P (“Seller™)

Purchaser: SE Raptc;r L.P. (the “Purchaser”).

Certificates: Certificates of the Issuer representing 45% of the beneficial

ownership of the Issuer (the “Certificates”).

Price: $33,750,000, plus accrued and unpaid Certificate Yield.
Closing Date: Definitive Agreements to be finalized and execiited on or before
- February 15, 2000, with closing and funding to occur upon such™

date.

Certificate -

Yield: 11%, yield paid semi-annually on each May 15 and November 15
calculated on the basis of a 360-day year consisting of twelve 30-
day months. ’

Trust Agreement:  Certain rights and privileges of the Certificates are set forth in the
Trust Agreement of the Trust attached hereto as Exhibit A.

Assignment: The Purchaser shall have the right to transfer, assign, exchange or
’ sell the Certificates to one or more third parties at the Purchaser’s _
‘discretion, subject to restrictions under applicable law; no tax
event to the Issuer, minimum transfers "of $5 million, and
prohibitions on transfers to competitors of Enron.
Certificate Purchase
Agreement: Mutually acceptable representations, warranties, and conditions
shall be set forth in a certificate purchase agreement, which
representations and warranties shall include, but not be limited to,
representations and warranties relating to the Trust under existing
transaction documentation, corporate organization and existence,
valid authorization and the issuance of the Certificates, title,
compliance with laws, governmental approvals and no material

adverse change.
Confidential Treatment

LJIJMO031535 : v Requested

O GEMWYosamanlMhpiorConaiumanLme doc Faged
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Choice of Law: The Definitive Agreements. will be governed by the laws of the
© State of Texas. '

Arbitration of
Disputes: Disputes arising under the Definitive Agreements shall be

submitted to mandatory binding arbitration.

Closing: Conditions precedent to closing shall include:

1) A mutuaily acceptable Certificate Purchase Agreement shall be
executed and delivered.

2) All representations and warranties contained in the Certificate
Purchase Agreement shall be true and correct as of the Closing
Date.

3) Other information” and documents contemplated by Definitive
" Agreements as the Purchaser. may reasonably request shall be
- provided.

Confidential Treatment

LIMO031 536 Requested

O GEMYoremkeLIMRapien CommivmentLsir doe higee
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LJM APPROVAL SHEET

This Approval Shest should be used t© approve Enron’s participation it any transactions involving LIM Cayman, LP. {"LIM1") oc
12 Co-Investment, L.P. ("LIM2"). LIMI and LIM2 will collectively be referred to as “LIM™. This Approval Shest is in addition
Lot in liew of) any other Encon approvils that may be required. .

GENERAL

Deal name: Yosemite

Date Approval Sheet completed: February 8, 2000

Enron person completing this form: Catherine Pernot |

Expected ¢losing date: February 15, 2000

Basiness Unit: Earon Corp.

Business Unit Originatar: Bill Brown/ Doug MeDowell
" This transaction relates to OLIMI andior EILTMZ.

This wransaction is & a sale by Enron Oa purchase by Enron La co-sale with Enron Da co-purchase with Enron and/or
Dlottser: :

Personis) negotiating for Earon: Bill Brown/ Doug McDowell / Ben Glisan £ Nicole Alvino

Person(s) negotiating for LYM: Michaet Kopper

Legai counsel for Enron: Gﬂrckh Banlmann

Legal counsel for LIM: Dave Lambert of Kirkda
DEAL DESCRIPTION

& Ellis =

1IM2 is purchasing Beneficial ownership in 2 Delaware Business Trust (Yosemite Securities Trust I) that owns Trust [nvestments
isting of AAA securities, ULS. obligations, and payment obligations supported, in whole or in part. directly ot indiczctly. by

- on. The facs amoun: of the Trust Investments equals the amount of Notes and Cértificates in-the Trust. The Trust and Citihank

have entered into the Citibank Swap, which will provide for yield payments oa the Certificates and for cartain settlement payments

under credit events, in sxchange for actual interest payments on the Trust [ LIM2 intends 1o sell this investment to Condor

swvithin one week of purchase, LT :

ECONOMICS

LIM2 is purchasing the beneficial owaership at face value for $33,750,000 w achieve a yield of 11%

Permanent Suhcommittee on Investigati AF100177
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ISSUES CHECKLIST }
Sale Options
a.  If this transaction is a sale of an asset by Enroii. which of the following options were considered and rejected:
' OCondor DJEDIN LJED! OMargaux DEnSerCo ORawhide - OChewco
&Third Party ODirect Sale,
Please explain: Enron entered into a Letter of Understanding with LIM2 and LIM2 subsequently entered into a similar
arrangement to sel! the Certificates to Condor.
b, Will this transaction be the most beneficial alternative to Enron? » HYes ONo. If no, please explain: .
. Were any other bids/offers received in connection with this transaction? OYes ®Na. Please explain:
2 Prior Obligations
a. Doaes this transaction involve a Qualified lnvestment (as defined in the JEDI (I partnership agreement)? QYes ®No. If
yes, please explain how this issue was resolved: .
b.  Was this transaction required to be offered 10 any other Enron affiliate or other party pursuant to a contractual or other
obligation? QYes  @No. If yes, please explain: - -
3. Terms of Transaction
a.  What are the benefits (financial and otherwise) to Enron in this transaction? ECash flow CEarnings

EIOther: Sale of asset to third party {full risk transfer); non-consolidation of Yosemite Debt on Enron’s balance sheet

b.  ‘Was this transaction done strictly on -a'ri}rxix's-lcngrh basis? &Yes ONo. If no, pleasc explain: 3

¢ Was Enron advised by any third party that this transaction was not fair, from a financial pcr;pective. o Enron?
OYes ®INo. If yes, please explain: N : _

d. Are all LIM expenses and out-of-pocket costs (including legal fees) being paid by LIM? OYes ®No. I no, is

this market standard or has the economic impact of paying any expensis and out-of-pocket costs been considersd when
i responding to items 1.b. and 3.b. above? .. HEYes ONo.
4. Compliance X B

3. Will this transaction requ