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| SKILLING - . JEFF SKILLING 1. | | .
2 KOENIG - MARKKOENIG

3 RICE - KENRICE .

4 NILES - RAYNILES'

5 FLEISCHER - DAVID FLEISCHER

6 MEADE -

" ANDRE MEADE

7  FOLLOWILL - REBECCA FOLLOWILL

8 GRUBMAN - RICHARD GRUBMAN ‘
o> YANELLO - JAY YANELLO

10 LAUNER - CURTLAUNER

11 COALE - 'CAROL COALE

12 TSAO - ANNIE TSAO

13 RICH - LESLIE RICH

14 MOELLER - KURT MOELLER

15 OPERATOR - UNIDENTIFIED FEMALE

t6 UM - UNIDENTIFIED MALE

17 UL - UNINTELLIGIBLE

t

18 OPERATOR Good morning everyone and welcome to the ENRON's first quarter eérnings

19 release conference call. This call is being recordfed. At this time I would like

20 to turn the call over to the President and Chief Executive Ofﬁcer,- Mr. JEFF .

21 SKILLING; Please go ahead, sir. | R
22 SKILLING - Thank you very much. I hope you é.ll heard that music that was on. before.
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agol a 281 percent increase-in-revenues .to

Weire all dancing here, it's pretty good stuff. We need to change that PAULA.

T

Sed if we can work on that, This is JEFF SKILLING, President and Chief

Executi_re Officer of ENRON Corporation.

MA;RK KOENIG; tvh_o is Executive Vice
KEN RICE, who is éEo of ENRON BRO
CAUSEY who S Executrve Vlce Presrdent

PAULA RIEKER who is Managlng Dlrec

b}

Pre51dent of Investor Relatlons '
P
- ; n

ADBAND SERVICES RICK
and Chref Accountmg Ofﬁcer and

or of Investor Relatlons So I'd like

T

to thank you all forj ]ornmg us on the call a\nd_Web broadcast this moming.

Ear!ller today we recordedrour ﬁrst quarter
ove:rview'of..o'ur quaftérly]results ;hen oper
sunimary of eamings. _t?or the ﬁrst_ quarter o
outstandinglrecun*i‘ngriesults, includirig an
earmngs per share to.47 cents per' s_hare co
? o
ago!i and a 20 percent i'ncrease 1n net incori
mill:ion a year 4go. Volumes and transacti
are translating this acti;itjr and growth 't:nt(
qualrter results demonstrate the strength of]
alsoi announced an 1ncrease in our earmng<
range of $1.75 to .$1.80 per diluted share.

&

the ;ndmdual busmesses and glve you are

4.

|
busmess Wholesale Serv1ces led our strong performance in the first quarter

- L

results. I Will provide a brief
) the call for your questlons Okay,

of 2001 ENRON reported

F

1‘8 pereent 1ncrease in rdlluted
mpared to 40 cents per share a year
$50 bllhon versus $13 b1lhon a year

e t0'$406 mllhon versus '-$338' 4

-t~,

) 1ncreased proﬁtabrhty Our first
all of our busm__e_sses. -Today,‘ _we '

La-.._. o
H

-

What I'll do is go through each of

on levels are expandlng rapldly We :

expectatto'ns r“or-the Year 2001 toa.

»

cap startlng ﬁrst w1th our wholesale
- L

i

A

With me' here in Houston I;ve i’got; B
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Total 'income hefore interest - minority 'interest and taxes or-IBIT for the

quarter 1ncreased 76 percent to $755 mlll_lon fro_rn $429 million a year ago,’

L3 .

h-

makmg Wholesale Serv1ces twenty- ﬁrst consecutlve penod of year—over-year

;‘79

. R Lo
quarterly earmngs growth These. earmngl are pnmanly attnbutable to” .

ENRON'S_ leadmg role worldwide in o'ur___ :_c _.mmodlty sales and Service

business where we market and deliver ene rgy and other cor‘nrno'dities First .

e

quarter TBIT for the Sommiodity business i creased 207 percent to $785

o

millio’nt In the first quarter, our total 'v%lumes increased 65 percent to 69 BCF

equ_iualents h\tersus 42 iB'CF: équi\talents a year ago. _T-h_at is obviously the

.t R X E )
B . . =

crucial numbet. Our earnings are directly proportional to the increase in

physical volumes delivered to our customers. Natural gas volumes increased
: o ’ ' - i -. PRl ' ' s . . . .

55 percent to 36 BCF a da}?'equiualent versis 24 BCF a day equiffalent a'year
ago. And power uolun'ie,-_Showing:-strOng growth, increased 109 percent to 232 .

million megawatt hours v'ersué‘ 1 1'1 million i'ne'gavvatt hours a year ago.So

VEry, very strong volume increases. Let me give you a regional recap startlng

N
; -

first w1th North Amenca Our North American wholesal_e business _natural gas

volumes 1ncreased 32 percent 1n-‘the quarter to 27:.8 BCF a d.ay. Sales _east of-
8 . *ﬁ - ! . o ' f -
the Rockies contnbuted the largest Volum= increase followed by solid” . -

LA

increases in each of Canada and i 1n the Wistern U.S. Power volumes in :North - |
PR . :

America increased 9_0jpercent to_ 195 mi'llion megawatt-hour_s. D_eliv'eries_ 1n
the Eastern US g_rew‘_-;subat_ant'i“a:;ly,accounting"for .neariy Stl)'nercentiot; the
total increaee._ "wé conr};leted the previousty announced s_ale ot tvéo peaker_

o -
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plants in the southeast in the first quarter,"|We contmue to actrvely develop

new generatlon sites, providing both an in ventory of future capac1ty sales and o
low-cost, lhigh—vlalue optionality in a highly" ‘volatile marl_cetplaee. We now

"~ have 50 generation' prospects under various stages of development in North

America. Wholesa_le'market's in Europ'e:':l‘he European energy business

contmues to grow Natural gas volumes inf Europe mcreased over 250 pereent' L e

H

to 8. 7 BCF a day. The access1ble market is expandlng rap1dly, due in part to " s "

the_. gas drre‘ctrve that was 1mplemented on the contment in August of last year. . .

4 A

European power'volur‘hes_ also -shou/ed strong growth mcreasmg over 360 -

-{—.

pércent from a year agd to 3.6 million r’_negawatt hours The growth outlook for e
our European power 'm‘arl_{et'is, is Very, favprable. The UK po}ver n'rarket,
historlcally a finaneialﬁ; marketh,";has_ been suhstzirl_tial_ly modified to'a physical _<-;., R

market through the nevr energy tradihg arrangements or NETA, which became o

effective on March 27th The new structu] e proﬁdes for long’term and |
brlateral transactrons whlch play into ENRON‘S st':rength; and is similar to other _

markets in whlch'we_participate. So that transitionr has been '{/ery-l‘a_vorable for

ENRON in the UK. Let me jiist give you 2 brief ovérview of the othér,
businesses in our whoIeSaIe-erez_L We're suecessﬁrlly exteﬁding our business
. ¥ N °

model to new commodlty markets, as we've mentioned to you. W e';ue already

estabhshed strong, proﬁtable franeh1ses in/new markets inclucling¢6mde oil,
‘products coal, metals and steel Interestmgly, metals and coal volumes _
durmg the quarter mcreased by 90 percent and 1 20 perc_ent., respeet’rvely.- So

v
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e . '

we're getting a lot of fraction in these new markets, probably moré than we

had anticipated.- Uh, also related to_qur wholesale _BusiﬁéSs,— Enron'Onliné;

Enron Online continues to provide a key com_peﬁﬁvé advantageby - -. . .
si gniﬁcantly cxpan'ding ouf market reach-l.n

¥ S :
quarter, just durmg thls quarter alorie, ENJ(ON executed over 275,000

_) .

transactlons w1th a‘total gross value of $1()2

inception} in November of 1999, over $52_f

been transacted online and we éstablished [new records for averagé weekly -

volume throughout the first quar'terf_S'o that's the commodity and services si"dfq -

bilﬁo_ﬂ of total gross vél”uell_lasr

IS

d increasing deli(réries. During the-
So that in total, sitice

billion.

fa LT

o 3

of the wholesale business. On aés;ts and invéstments, assets and investments

reported an IBIT of $59 million for the first

last year. The change in earnings from last

quarter cor’ﬁpﬁred to $220 million

&

S NN
year is primarily due to reduced

earnings from ENROI\%T_'S méréha‘rilt inve_s:tme_r_lts and timing issues related to

assét dispositions from our wholesale portfolio. That's an overview of the .

&

wholesale business.‘]u%t-an:'outStand,ing quarter, another outstanding quarter. 7

_V&
s

L

~ Let me move on to our rétail business. In dur Retail Energy Services Business,

“first 'qua‘rtér,IB_IT _inc;té_asé;i to $40 inillién

total of 31,3007 facilities under management.

i

Contracting continues to accelerate o

with nearly a 60 percent _in'créase_ in the current quarter act1v1ty to $5 9 bllllOl’l

in new contracts. Réce‘ntly ﬁnnqunc_qd ]ong—term customers 1ncluded OWENS

ILLINOIS, QUAKER OATS, ELI LILLY],

J.C. PENNEYand SAKS. In total,

we added over 2,500 f-efti:ilitiés to 0pf servi¢e portfolio during _t_he quarter for a

We are na:rs}_y7 the largest manager
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‘ - . N ' -
‘new contracts remains.unchanged. Now l¢t's move down to the .

-Our Transpc_irthtion Sefvices dontinués t(.):"‘repoi't solid earnings with first"

“n

- of customer encrgy assets with more than fthree biilion square feet of facilities

under maﬁag@inent. These are big, big numbers. 'Begihning in 2001,

commodity-related risk management associated with our retail customer -

cont‘ra'_cts,i‘s being managed now by"our wholesale services group,

consolidating all of our energy commodity risk management activities within "

=,

our Wﬁolesale group. Reported results for the retail a.fld wholesale busiﬂessc_:s__

have been restated to reflect the change. “If's not a'big deal as a restatement for
last year. The "re'stated‘impact to last year's annil_al IBIT is an $8 million .
increase to retail energy-services and a reduction of the same amount to,

wholesale services. Revenues have also been restated, reducing retail sales's .

-

revenues 1ast'yea; by 28 billion and increasing wholesale scrvice,s revenue by

an e'quivélént"amouﬂt. ‘The retail business|will continue to reflect'the - .
- - “’, ° . - .

management of customer. relationships, net profits of iew commodity
i - ) o ] . r ‘ ) L _ B

ES

contréct;;,. origination and all flows related|to energff',agset management and

services. Our 2001 targets of $225 million for.Fetail IBIT and $30 billion in
Transporfatign and Dién:ibption Segment. Our trans;portation and distribution )
business is comprised of ENRON TRANSPORTATION SERVICES, which

includes our interstate gas pipelines and PORTLAND GENERAL ELECTRIC.
5

quarter IBIT of 133 million compared to 128 million last year. Wehave ' *

“several expansions underway including thd addition of 150 million ciibic fect

Lo

. - L
il K ke

t

i ) ) .
6 Tt
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intermediation and content services. Letn

per day of capacity to California to be plag

ed in service in 2002 and two

4

capacity addit_idlls td Florida for 200 million cubic feeta day and 425 million

cubic feet per day to ,b'e placed in service in | the second quarter of thrs year and

next year, respectwely PORTLAND GE]
million in the recent quarter compared to §
2000. Reduced earmngs in 2001 reﬂected
mvestment income and the 1mpacts of cert
prev1ous]y reported the sale of PORTLAN
to leéiélative actions in the Western US.t
by SIERRA PACIFIC the potentlal buyer
ENRON'S earmngs or credlt ratmg And f
business: Broadband Serv1ces reported an

quarter. Our network now 18 substantrally

JERAL reported an IBIT of $60
3105 mjllion in 'the.ﬁrst»_quarter of
higher power cost, reduced

ain regulatory events. As ’
hat are impacting the sale of assets
The delay has no impact to

mally, our Broadband Serv1ces e

.,ornplete. We have 25 poollng

plants operatmg in North America, Europe and J apan and, as you know we

have two_ revenue sources in ENRON BR(

individually. In'our Ban_dyvidth Intermedia

excellent progress in creating a commddit‘

)ADBAND SERVICES bandwrdth
1= ad_dress each of thoee
tion Business, we are making

) market for bandwidth, Durin.gﬁth'e

quarter, we completed over 580 transacnons or more than double our fourth

quarter 2000 act1v1ty and more than all of
more than doubled our custorner ba_se duril

70 new customers for a total of 120 custor

he year 2000 actlvrty We also

a

ng the quarter with the =addrtlon"of
‘ % . L R

ters and cOun_ter-'par'ties'". Sev'enty

¥

D GENERAL has been delayed due

IBIT loss of $£35 mrlhon for the ﬁrst )
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customer groups accounted for about half

‘percent of our customers are catriers or network service providers. These two

.

of the transactions com'pleted during

the quarte'r._ Also related to bandwidth intermédiation, we are physically

delivering bandwidth against our contracts. We reported these deliveries in

L]
LA

terms of terabytes., Which is a common denominator for different sizés of

- “

bandw1dth IP transport and storage eapac

43, 400 terabytes and so therefore at the

>

already have comnntments in place to del]

570,000 terabytes of d‘éliveries in 2001,

. w - t_‘; . - ) ) .

business, the next step'in the development
. - .’.." Ty 7* "

bethe ongmahon of ,—lOng-te_rm, _stru‘_ctured

P

with- many mterested partles and we' expec
as it is in our natural gas electncrty and of

time 1t’s‘rnov1ng a httle 'b1t sloWl'yjdue to-

.~

end of the first quarter of 2001 we
Ver over 40 percefl’t of our target of

imilar to our gas and power - :

Lo b *

of our intermediation business will:

@ -

N g noot B
4 -

I guess no surprise Lere - lack of |

credit capacrty in the 1ndustry But we're working'on different structures that

€

would be analogous to the productlon payiment structure that we -de\teloped in

the natural gas busrness to see 1f we can 1mprove this. But overall on the

intermediation side "very strong development of the marketplace and the -

comrnodrtlzanon of bandw1dth and we re ﬂeehng very good about the _ *

development of this busmess . Now on the second P&L center- 1n Bandw1dth

4 -

Serv1ces Content Semces we are focusecl today exclusrvely on hrgh

poten__tral, near—terrn_ opportumnes with large‘conte_nt prov1ders to.provl,de

li' ,.‘. ‘. :

ity. In the first quarter, we delivered

transactions. We've had discussions-
t this busiriess to bécome significant;

her cornmodity markets. ' But at this _

. -
[ . L

v
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cohteni directly from content owners. New

capablhty of our network Durmg the first

‘secure content from major movie studios.’

Y

video- on-demand We have a]ready succes

termmated our relatlonshlp with BLOCKE

during-‘the quarter totz_l_l_eq $45 million and

sfully ~demon§trqted the technical
quanler, as you know, _;ve 7.
.USTE?R due to their inability to
We expeofg- to secure premilrm j
rlcont_er‘lt-'re'l-fcl't'erl. contre(:ts- signed

included a contract with

ELECTRONICS BOUTIQUE ".We are aldo workmg with our d1str1but10n . '_ ;

partners to extend our rietwork over DSL, ¢

quarter relate to the monetization of a port

+ -

Ay

Business. This is a very important year for

cable and satellite. Revenues for the

jon of ENRON's Content Semces '

2

br_oadband ser\_qces as fwe move, o

- quickly to become the leading participant in intermediatiorf and content *

million or two cents per _di_hited share in the

services areas: So,tho'se are the individual
) #

a second about corporate and other and no

and other we reported an IBIT loss of $15
2003 :pnmanly d_ue 10 rncreased, urrallocat

.t

SR

the non-reciuning front, like all U.S. conjip

adopt new accounting Standérds in;2(_)brl. I

make us do that (U h_a‘_'/e to do tha‘t.( ButE 'NRON was requ1red to adopt new T

accounting standards.in 2001 resulting in 2

“ o

ENRON follows m'ark-:_to'-market accounting for its price risk ma;n_agement ,

. ”‘—
PR AT
- wh o

X

business units. Let me talk forjust . -
n-recurring items. The corporate
8 million for the first quarter of

-

ed corporate-wide expenses and” -

operating losses from non-core opetating businesses, including -AZURIX;-'V On

*

a.‘nies, -ENRON was required'to

['s amazmg to me the way they

2 . %

non—recurnng aﬂer-tax gain ‘of $19

.i

g ﬁrst quarter, As you know

L

LS L.
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activity. The new rules require certain deri\.fatiye instruments that are not
included in ENRON's price/risk Ifia_nagem ent activities to be recorded at fair . )
value. Including. these non-recurrirlg _results,' _ENRON.reported earnings of 49 -

cents per diluted share.‘ilh the first quarter 52001 compared to 40 cents in the .

.

EE

- same period in 2000 Let me address jtlst a couple of thmgs very qulckly and

OPERATOR -

¥

then we'll move on to‘ the Q&A. But as it

elates to Cahforma and the PG&E

bankruptcy, the press recently reported a $580 mtlhorl recewable to ENRON

Lo

from PG&E. Let me clanfy those reports

J-.‘

€

d upd;te you regarding the

Cah_forma power ma.rket._ Last week, ENRON retluested sppoihtlhentarid was

appointed t‘._’. the creditors; 'c_orhmittee for the PG&E bankruptcy Nothing has

;’.'

changed from our eerl:_ier disclosilt:es_; we ﬁu_lly expect to be paid thie amounts

due: us;iih addition We ha‘Ve adequate rese

to cover thls exposure As we have stated
b W
4 _r,,' - =

that the 51tuat10n in Cahforma w111 have ¢

".4"‘:5

condition and no 1nverse 1mpact on 2001 ¢

quarter results were gr‘eat.' 'Each of our ma
i o e,

previously, we remain confident
>.material impact on our financial

x

arninés. So in conclusion, first

jor businesses continue to generate

high _levels of earnings a.nd provide opportunjties to extend ouf bdsiness o

model to new markets! Wje'are very optim

stic about each of our busingsses

and are conﬁdentthat ou.r record of éfc&wt

. -.-‘

come. So w1th that et me go ahead and open it up to questlons

Today’s quest1on and-answer sess1on w111

order to pose a questlon please press the st

. 10

is suStainable for many yeéirs to

© e

e conducted electromcally In

key foIIowed by the d1g1t one on .

rves and other credtt-of_fs‘ets 1n place

£,

qu
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NILES

SKILLING

NILES

SKILLING

your touch-tone telephone. Once again, lf you would like to ask.a question,'

please press the star key followed by the chglt one. We’ll g0 first. to

RAYMOND NILES of SALOMON SMI' FH BARNEY.

Good moming, 1 win the Jeopardy prize today. Um, two questions: First, on

the portfollo of generating development sites, uh are those accounted for as

essenti‘ally -part. of yenr vlr_hdle book of business in the energy um

¢ .
intermediation business? In other words,

- + V

do you maintain a balanced uh -'

position long versus short overall, on your entire book of business, including

your generation development proj ects‘?

Yeah, RAY I thlnk the best way of th1nk1

ng about it is that these - we're

basically developmg prOJects and at the time any project is conlpl'eted or any

project goes to financial close, we w.'ill:have the poéi_tion hedged. It will just go -

mto our overall portfblio’ and will be matc
have in the book. '

OK, and then maybe a follow-up on this o

hed like any other position that we

h this area um can you talk to us

about maybe which regions you want to be more long in or have, are more

actively developing sites in which ones, w

your peakers. Can you eomment_on that a

ell, we l-mt)w‘_wllere y_otl're.sell_ing'

little bit?

RAY, itis _trery diverse. T meéan, 'We‘re"worbng every place that we thlnk there

s

will be some sort of a poténtial grid disloc

P

1t10h. That includes Flot'ida;

Califoinia, New England Canada We even have a couple working in (UI)

Typ1cally,-what we're. domg 1s we're usmg the _infonnation that ‘wef g_et from

P' o

v

11

Ay




'318A-HO-59147 . o

Date: 04/ 17/2001 o

KLH:klh — revised 1/29/2006
1 our day-to.-dey activities of moving power ‘a:cross the grid and meving gds
2 ' across the gas grid_ to ﬁnd places -wh_ere there'se good matcﬁ of stress on the ‘ :-
3 power grid and gas -‘a.Va_ilé'lb-ility and then we - and thc:niﬁe initiate a prdj ect
4 - Asyou lqlo'\'e,‘gRAY, I am not a big bull on the value of generation .
5 . investménlts. I think we are currently in a seller's market, this will continue
6 for some period of tnne Iadon‘t_know if that'll b_e sxx mo;nths'or a year, two._ )
7 | y_ears_l.B'ut I, I'do not want t'.e.be ina posihti on where 'we've gota huge exposure
8 toa bpneh of eteel and concrete in the ground as th15 inafket gets back i'nfd
9 ' equilibriur_.niag”ain.. So we:lre, -we are looking for ways to increase our w'_ i o
10 : invento;y of séles_pfosfpe.ets, b'1__1t_ once thest thmgs are developed they will be
11 ' _sold.. e | _ | -
12 NILES - Are_ they beaking plentsr, gederﬁlljf‘? |
13 SKILLING -- All kmds They 1nclude peakmg, base load, sid‘gle. cycle, combined oycle. _'
14 We re even domg some hydrolprdjects | <
1s  NILES - OK. One-_othe_‘r 'q'ulek questlon. You ;nenﬁoned on the Confent Sef.-‘iices - :
16 _ Business th_at the re_;eﬁues included a _pdrt on, a modet;zed portlon of fl;e |
17 | Content Serviceg‘Bﬁeilfle.ss, I éuese, «'il'S Opposed to bandw1dth tradlng, Wthh '
18 o appears to be doing very well. Can you just eleborate on th'at,-'-what_ kind of a :
19 | | amount that might be‘7 o _ ’ .
20 SKILLING - Yeah, in fact, I've got KEN RICE here. KLN, do you want to Aa_.ddres.s or A | "-;.
21 ' MARK, do you want to address o | .
22 RICE . - Yes, let's let MARK addres_s '}t: . |

o .
GAETS
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1 KOENIG - RAY, probably the amount was about a thjrd'of our revenue. It's very similar .
2 to the steps we've talgen in our, kind of, out whdlesale business all along and .
3 early on and some businesses l'ikie re_tail. amd ot'hets.. It's_;._ Wéyto, kind of, p
4 ulouetize and gecdgniié the value of sotne of the business and the (_;ontractsﬂ
5 wé'{:é set up, in this catée, in the content bu'siness, but ;pretty small'amount on .
6 a net basis. e
7 NILES ~ It'snot - it doesn't amount to a shutting down of opefattons at all or it;e mofé _
8 just a sale’or parvestiu'g of some value? SR | '- | L o " N
9 RICE - No Rajr,fwhét:‘ we"_.;e deue 1s we tt'uve, we've e;;‘eeuted a number of cepteut :
10 agreemente_fgr tﬁe Cc;utet‘l‘ts.ervices Busifess and v'i/e have .the capability to
T monetize the value of :some .ot" tho'ée ag!reemefhts:s:o'IWe have done} that :a 1ittle d
12 ' - bitin the last two duarter;. -So, “}e'r'e contmumg to eXecute conteut Wt - .
o 13 | agreements and so that‘s I think=thdt's ave ry good sign for what we re domg
14 And we tenmnated the BLOCKBUSTER deal and we've gone out ar‘ldlbeen —_ ' .
15 able to actually get content under better te rms and conditions thati‘ we were N
16 gettmg through the BLO*CKBUSTER arraingertlent ) | - o X
17 SKILLING - Yeahand R;\Y thxs actually gwes mea platform. Id like_ﬁto-make a c_omment:
18 | ThlS issue about - and I think it's h1t the pctpers-égailt - _that we wegre reducing-
19 staff in our Broadba_nd Business a.n'd this is someho'w. related to exiting the | _ <
20 Content‘ Services Business. Let 1}te just put a bullet in th;t nght now That is_ . |
21 . ' just not the case. We .:;ire t/ery c"o_mmttted'to_ our Content Services Busiuess: .
22 ' We believe tve lta\_ze tﬁe ohly video-on-derpand platform that wdtl?c_s and we
N J . , f
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RICE -

_busmess area to another that had not been

L £ FE L orap

are aggressively working to sign up conter
or people in—,the 'organization ENRON is g
fact I have some statlstlcs here I thought y

perlod from April 2000 to March 2001, we

It §t1pp1i_ers_._As far as redeployment
onstantly redeploying people. In
fou In:ight get a kick out of. In the

rédeployed 3,174 employees

within ENRON. So that's an employee who went from one organizationat

workforce: That IS a typlcal process that W
resources to busmess opportumtles Now

of those were set up pnor to the actual tran

"

redepIOyment and that's w1th people who

L

a v

LK)

employees' p‘rlor to.what We re:doing in ou
into formal redeployment So thlS is a nat

it's somethmg that we v1ew as one, . of our.

' o - o
Ao

me say agaln, we are _n'ot_ exiting the Cofrte

businessqthat we are very interestett 1n and
potenttal for the .futur'e:‘ |

Il reinforce that and RAY, you know me.
and I've been redeployed 18 trmes But as
BLOCKBUSTER arrangement at the end ¢
have twice as many rnov_1es, u_nder better te
platform:‘and I thmkthat§ a great sign. W

-

14

:.are getting out'of the PC.
) M t

group to another organjzational group. .Tha't is 25 percent of our domestic’ |

€ 80 .thr_ough to match our .hurhan'
a fot ot; thos'e were voluntary,”a lot
LR T - -
1sfer.. In te_r'ms of formal " 7
were l_o.okingi-to‘imo:_/e from ohe v kS

pre-arranged', we last year had 511 o

r Bandwidth Business that went

-

.-

real -oornpetitive advantages. _But.:l'et' .
nt Services Business: Thisisa-

we think has tremendous upside

Ive been here 20 years w1th K_EN

[ sald we got out of the ) E
. :v-: ‘ ‘. j. **:‘
Df February and in six weeks we

o .
o

Lrms and- cond1t1ons for.our'yOD i

T

1ral occutrence for the company and * - -

¥,
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NILES
SKILLING
OPERATOR

FLEISCHER

SKILLING

: business.

‘We'll go next to DAVID FLEISCHER of ¢

' reserving side, you kno'w, yOu've had vola

lot of volatlhty earher 1n the quarter in paJ

help us uh gain more comfort that in fact {]

‘Uh DAVID, I'm not gomg to glve you the

Ao

streammg busmess because there are fio 6
S .

Fary

a natural response . fo that. But the: VOD bu

OK, g-r‘e_att Thank you very much.

Thanks, RAY.

Hi, IEFF Congratulatlons ona good quar

expectlng this questlon from somebody, le

- ’

levels of reserving and- you've used the wo

others have said 75 percent to 100 percent

‘;—.ﬁ

and really in the aggre gate what‘s happene

-

venues there and it's just, you know,

siness is going to be a hugé

SOLDMAN SACHS. L
ter he're._-Uh, I know you were | - v
t me 'ask- it ﬁrst here. Uh on the

111ty this quarter n the aggregate a

ticular gas and electr101ty, and

~we' ve heard more from some of your competltors out m Cahforma about the

ds "adequate”  and "Full.” And,and
I'm just wondering how you can

1ese lreserves are adequate out there

xt to’ Kthe‘ reserves?

specific numbers on it because v

that's just - that's _]llSt 1nformat1on that we L ccep internally. B_ut, I mean, we've

-.‘.,_;

been at this busmess for 10 years and if you remember, in 19901 -tolti you

how we set up our credlt reserves for all p&yments that were due to us from-

counter- partles We go through a process

g .'3.1—‘

cvery day, as a rnatter of. fact, where

we rate the credit quality of_ the.oourlter-pames in our entire portfolio, every

single, individual credit that we have. We determine what their credit ratirlg is :

. y

Wy . I

L LT
Ll
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ftlncti_on' of 'what's'-going onin -the marketp

someone can say, that they've reservéd 75 |

. about our current level of crédit reserve.

FLEISCHER -

_credit expostires against that, that matrix t

- proven itself in the past. Dur‘_c'redoit TESCIve

: ludi'crous »because everjI'-day; depghﬁng of

I3

and we have our own proprictary, internal

credit ratings are of each of these compant

belietreTtheirﬁ credit quality is and then ﬁ‘or

reserve uh the total number that we need

-

bankruptcy uh or expeotat1on ‘of bankruptc

rating is-that we've assigned. We have dor

§

are significant, they a'lrways ha\fe"been sigr

those numbers are changmg based on: upd.hted information and assessment of |
“likelihood of collectlon although I can tell

what that credit exposme_ls-and we reserv

system for determining what the

es, and we assign a credit rating to

b

B . Sy

over 5,000 individual counter-parties. But

at the end of day, we run all of our
nat shows what their - what we

n_.'that}it kicks out what we need to

-

to' reserve, assuming a-standard

IR . - .
y-as a function of what that credit

.

1e this__fqr a decade and 1t is - it's" -

jificant, and th'ey're totally a .

- *

e -

)ercent agalnst a cred1t to me 1s

you every single day ‘we determine

3against it. And.Ifeel .veryrgood _

-

=

1*7

Okay, let me ask you this qﬁestion now on broadband where your loss was '

larger than you know earher guldance related to the quarter, it’ appears that 1t

L

was larger. I'm wondering how much this

implications if it is, to BLOCKBUSTER bing out and the implication being

might be related, uh and what -the_ :

that you need to, you,lorovir; spend more mohey because?BLOCKfSUSTER

16

t

S, You can see in our Annual Report,

1 w_hat's going on in the rnarketplabe,

lace every smgle day The fact that

A
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~what the ﬁroj ections v\iere' from Content S
" place that I guess I'm looking at right now

* for bandwidth"Tm a litle uh disappointed

was offering incentives to the studios befc

re and trying to get theiii tosignup

and, you know, reduce fees on their existing rentals. Are you now having'to

pay - if yoil were saying that's at lower cost at :BLOC,KBUSTER. Are you’

now 'ha\iin‘g to pay money? Should we be
you're trylng to build 'this business?

Okay, let me go through {wo 1ssues The f
The losses i in Bandw1dth have nothing to ¢

these were anticipated. Um and if you go l

F

o with BLOCKBUSTER: 1 mean;

we gave you guys last year and’tiiis year iii thesena:l')tstsf review, you'll see

-rvices and you'll see that was a
] see T

relatively slow ramp-up in revenues and preﬁte:t[iiit}‘";. "Tobe qu_ite honest, the

as'an area to really watch, we feel

-

- very good about the inteﬁnedietieii business and the development of niai'l_gets

at the speed of the larger, struetiii:ed:

i

transactions and the speed w1th which thode develop. If you look at our gas |

_i‘

and elecm(:ity busmess, we always; started by creating a commodity market
| o COTHMOGLY MARe

- __a_nd then we immediately begin bundling these eo_mpenents,-thesei:'indi'vidual T

commodities together in a turmkey soh_itid'n'foi' the customer and V\f_’/e call thesc.

highly structured, Iongﬁtei'_ln transactions;

And the issue is that the counter-parties have no credit capacity. You know, if '

' +

<

i

you look at most of the large telecom playérs right now, S/ou would be hard-

EE .

pressed to a-ssu'm,e that they could perforth

.,

17

-

S . ’
on a contract that's anything more

back, DAVID, to the projections that

expeEtiiig these losses to be larger as

irst one, on the losses in Bandwid_th. o

'We have an issue in this business. .
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1 than six months to.one year long. This i?_a.tgug}:l_ credit environment to try to T A

2 put together_-long-tenn packages in. Thisis go.in.g: _t—q come a little ;slower fha_q _

3 , what w;a- expected. Uh, I don't know if that'll impact our overall proﬁtal;iiify

4 nurribngr_s hcr,c; but we've got to find a solution toit. As “you remember, in the "’
5 _ gas busilie.:;.s., wci-haci the same eredit p‘rob]em's. in the mid-'éOs and late-'80s .

6 | and got around it by creating this producti 3"11 payment structure. Do you '

7 rerﬁérﬁber.that‘?_ _ . " '

8 FLEISCHER - Yep, yep.

£

¢ SKILLING - Al_ld tflat gave;us aclaim-a Credi£ claim th#_at w%;s blet’ter _than the éredit claim
10 : that w;é’ ha(i against thc::: éounter—pg(rtir bécaL;sé \;;aqtléally attached the asset:’ | ERES
11 We're looking for: some anal(.)gie_s here in fhe Bein-tiw.idth‘Bﬁsinéés becaﬁse t_he
12 - credit capacity of the gouhtgr-paity, or most pf t-he.-_cb.unter-'parties% m fﬁ@ _ : f e
13 industry, is pré@ty bad ﬁghtﬂnoxlv.-. .S‘o we'll juét have to see how that plays out. h |
14 But I am \;ery encbufz%’géd by wﬁat we're sé_ei_né on the development of . ‘
15 cOrn.modi_ty'Ir}ar_kets.

16 FLEISCHER - OK, thariks JEFF,

17 OPERATOR - Well 20 néxt to ANDRE MEAJonf CE)IJIMERZBANK; L . o |

18 MEADE - Hi; guys. A few qﬁé_sti;)ns and uh I promise T w@'t téucﬁ' on brc')a'dbar_ld _ i

19 | layoffs or resn:rvgs.‘ Uh, first is on PG&E. It 'lémks ligé ydu’r‘e going to be, -

20 you're going to have tﬁ'at thro—ugh the_ s'lim_,merwand part .of the result this

21 quarter was higher. pul;cl;asep;)w-er‘..Wha.t is ybur ﬁet long or sl-lor:tl lp_psjtion '

22 there and is'the Q_l jﬁsi ?nair;té;}amie issue ;? And ére&ou gomg tc; be né;t.loﬁg . F

&

..184 .
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: blg o) fast that we demded we needed to ¢

or short durihg the summer peak?

Yeah, ANDRE. Uh with PORTLAND GENERAL, it was basically uh during

the quarter. It had something - it had a lot to do with a regulatory settlement

that they matie that delayed rate increases lntil later this year and those will be ~

made up as time goes on. We are balanced in our portfolio - our purehase '

§ow :"-

portfollo of supphes at PORTLAND GENERAL for the next two years After

that: period, PORTLAND_ GENERAL has & net short position of a_bout 500

megawatts, which we believe could be closed either through a purchase

contract or a construction of 2 power plant,

£

Okay. And, just - I wonder if you could just clarify a bit on your change in

accounting for energy services. How um, if looks like the'coplmb&ity piece is

going into wholesale b‘ﬁt not quite the who

+

A . P . - .
le thing, Can you just uh walk .

throagh what's being recetded_ as risk managetnent in wholesale, what stays, E

with EES? R .

5

Yeah, the uh, probably the best way - the Best way o'f_thinking about it is in

our wholesa]e busmess we have centrahze:l risk management and then we

kS

have what we .call oﬁginatioﬂ groups. We

risk management activity in our retail busi

' organizationially, that is not optimal becaus

b4

wholesale business that Wwe were - we just

managmg our portfoho at the reta11 s1de A

- 19

actual'l? had a separate eentgalt;ed
ness.. And to be quite h’ohe:;st', o
e we have such capahility in our
v:reren't takmg advantage of that in

nd this retail portfoho has gotten so '

ot the best, uh the_ best hands

it
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working risk management there. So what

contract is being originated with a custom:

we did is 'we - essentially, when a

o7 in retail, thefper'son that's

originating that contract actually is buying the coniponents for that contract

from our wholesale desks. So, essentially,

packaging all the pleces together for the contraet in retail and then they in turn-

what they're doing is they are
' 1

are sellmg that reta11 to the end-use custonner So all the proﬁtablhty

U
+*

assomate_drmth a.ny up'hﬂ c_)_ver the_ wholes

putting in the contrac_t,f_ that's the profitabil

to managing the risk Qf_.the portfolio show
hoo,

Okay, doesthat.. - - -~

ale value of t_h_e I’lSkS that we're

.o -

5 up irr twholesale. ]

It's an ecostructure actually, what we're uging with the origination groups and

¥
our wholesale groups:-,It's a dlrect'analogy

you how 1t works probably, better close u

Okay And let me move on. I‘ve ]ust got a cot;ple more short ones. You : :

mentloned-earller thatr 1you were not a bear

e E,

plants\'wanld going long éeaeraﬁeﬁ;'jAnd we

to thaf. We culd probably show .

s
. )

or you're not a bull on power

ﬁear_vaﬁeus things from the uh . _

L
‘1

owners of eaj)a_c__ity and ;w'he're they think markets are geihg_t'o go. It wé‘ul"d' be

- %

helpful to me to geta éeneral Sehse of whit .ENRbN'S thinking on when U.S. '- b

markets hit equxhbnum and Just a general sense, nothing that's speciﬁ_e - and

just look at Northeast pools the West Texas and Mictwest, Southeast. Maybe

get a sense of what yeu‘ré thinking would_behélpful.

..

Well, if you've get the eenstruetion activity that people have annoinced, we're

20

ty in retail. All value that's related




10

11

12

13

14

15

16

17

18

19

20

21

22

 318A-HO-59147,
Date: 04/17/2001 %
KLH:kIh — revised 1/29/2006.

¥ )
-

going to be back in balance probably in about a day and a half. I mean, the

amount of capacity that’s been announced
numbers T saw show that there's been abou
capacity announced in a total marketplace

mean, thesé are enormous numbers. And

el AT

. F B ,
is jus'ts_taggering. I mean, the last
£250,000 megawatts of new
of about 640,000 megawais. 1

f yda-look'ai the real problem, the

' real probleﬁl th'e gnd is -prettytmodest. In Southern Cahforma, it was proba‘oly

' thlS - 1f ybu look at the eommodlty chemic

tnggered by a shortfall of 500 megawatts f

the whole system s on an edge and partlcu
economy 18 soﬁenmg, I would guess that ¥
{.

of hlgh prlces before th1$ thmg breaks AI

after that you know everybody s got their,

thlS 1S one of the most undlfferentlated corl

arly in an enwronment ‘where the

o

ve' Ve only got another year or two
1d that‘s klnd of my view and then

own -oplnlon. My ‘'opinion is that
hmodities in the world.;You know,

al business and say that that's

' undlfferentlated that is hugely more dlfferrentlated than an electron because if

» .
o

you're a oommodtty chermcal cornpany, Y&
I mean; you, you control the t_echnology ay]
variations on that. InthIS industry;we -_don‘1
technology's control_leel by GENERAL EL

ELECTRIC sells -to.an%t comer: So I just t

from now this is going' to -l';e the'protot)fpieal commodity business and'uh and |

b

that‘s ﬁne I rnean as far as we 'ré concemn:

T %

L x

o

21

id you can come up with different
even control the technology. The

ECTRIC-and GENERAL -

_jnk_,‘you know, a couple of years. " .

,d,‘that's a pretty good market to be

in. I don't partwularly want to take risks of holc_iing a lot of assets in that kind *

his. Chnstmas or this wmter And SO

du can dlfferennate you;r.comx_nodlty.

>
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-streamhned The other p1ece of 1t is- that tHe

'spemﬁcally AZURIX and CLEAN FUEL

- your assets and 1nvestments? Thls is some

R

- ,; N
+

of an en;rironrnent_ s0 our objective i$ to o
plants, Wthh 1s what our project - our site
with. And then ds quickly as possible, as
those paokages together I'd like to sell intc
years from now it tnay b_e a totally differer
two yea'rs; I r'nay be";on the_teleohone tellir
time to be buylng But rlght now thls strik
OK, great, very helpful And uh separate t
mllhon negatlve EBI_T-H?.IT, I _should say
expect through 20017 B .
No, .i_t Linvolue's some orémiaational chang
ba_ckl—ofﬁce activities and S0 there wa_s-son

R v ).:{’}, '. )
those will be reallocated -out to. the busines

are a big plece of that number. W_e are _wc

s
i

nne_ up with a new inVehtory of

developrent activity's associated

we've created value by bﬁnging -

b -

%

 this seller's ntark_et. Now, tw'o
1t world. If the world has changed in
1 Xou guys that we think now is the
‘es me as the time to sell.

opie, he_re (')ther'business, $150

- is thls a norinal. run rate we should

s we made primarily related to -

ne unallocated costs. Over time
;ses where thosé costs will be

ere are some other businesses,

And'.hetw;_een the two of them, they

rkjngto reduce those' those losses

and I can tell you Im focusmg a lot of time and energy on 1t

Okay, you don't have a 2001 targetnyou re

N

No, but those numbers w1ll be gomg dowr

Okay and the ﬁnal questlon is do you hav:

.. —.;
S

I was w_onde_n_ng ify you ju_s_t have the end_ c_

i
+

-2

trying to .

1.

o

. a total book value estimate for’

»

thing that's pretty tough to track and -

f the quarter, number for that or can

. L
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GRUBMAN

]

- 1.8 billion: 6kay'; ereat. Thanks.

. We'll go next to REBECCA FOLLOWILL

1
L]

I get it?

It's about $1.8 billion.

i# g
Good momlng Most of my questions havé

the sale of the plants to CINERGY during
w1th1n -18 1t cemrr:od_lty, sales and service
invest,ments'.li' And t_hen :I:)n. bread:t‘iand, are
quarter? v 2 1:’ |

On the seeOnd:ctuestien ﬁr;t, ne."' On the fis
facilities sﬁov\;np in eemmod;ties, sales af
Okay, thank you |
we'll go next to RICHARD GRUBMAN (

e

Yes, good morning. Um, can you tell us w

price risk management were_ at qUar_tf':raenc ,

- e ) -

We don't ha\}e the'balance"sheeteornp'letec
we file the Q. But unt11 we pull a]l that tog

Wellcanl-canl ask you I mean that's -

of HOWARD WEILL.

been answered, just two mc}re'. Qn
the quarter, where is that included '
or is it qnel_er- assets and .

therc any dark fiber sales within the

st question, the contracts and
1d services.’

of :fIIqHFtELDs CAPITAL.
hatr‘tne_ ai_séets and liabilities from -
what these‘balances v;rere?-_ -

i, We'll have that done ,‘shortly-when .
sether, we just can't give you 'that..

I'm trying to understandﬂvyhj.f_ that .

would a‘ppear to be an unreasonable reques;t in light of your comnients about

-

daily control of all your credits. I rnean, yd u've got a trading desk with a $21

billion matched book that‘s_.-t.wo;timés' your book value and you can't tell us «

what the balances are?

L

23
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YANELLO -

RICE -

size of the matket that we're ablé to addres

‘redlly, the only issue is t-héjf want better co

I'm not saying we can't tell you what the_b_aila'nces are. We clearly have all -

those positions on a daily basis, but at this

until all the pfopé;' netting and the right accounting is putftogether. But -

But you're the only financial institution that can't produce a balance sheet or a

cash flow statement with their earnings.

You, you, you, well thank };Ou (andio redacteﬂ)_.

L3

Appreciate it.

We'll go riext to JAY YANELLO of UBS WARBURG,

My questioris have been answered, but I'ljjust follow-up with KEN. A quick

quéstion, the user's experience on the vide
flavor on the positives-and potential negat

improvernent,'and is tléis capab}e of being

.

are there any limitations as far as that's concerned'? "

Yeah um, there are really no lim“i:tations o1
delivers, I guess, VHS or DVD quality. Th
Technically, the thing works great. The big

MICROSOFT and REAL NETWORKS tc

around a megabit per second. So one of the challenges is getting eriough DSL

¥

and digital cable subscribers with that kind of bandwidth’ But the CODEC

producers are bringing._that requirement: db\;m,:'w_hich will greatly expand the

Ll

-

&

-

point we will wait to disclose those

#

p-on-demand, can you give us some
ves or areas which might need _

LN

streamed on, say, a 40-inch TV or

| the size of your TV because it

e experience is pretty good. - Ty
2 issues are we're working with

get the, we have to stream at -

1 ®

5. So from the user perspective,
niﬁ:qf. 'Téchnic_ally it works great

Fl
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i

and we've'just got to - we've got to be able

just going to mean more distribution agree

- evolving CODEC technology which allow

YANELLO -

SIX or 700 klloblts per second And when
is gomg to be w1th1n a year or so, there arg

subscribers that will haye access to it.

1Is the big point with the studios still the er

to :get to more of them and that's
ments, better roll-out o-f-DSL and
S us to-deliver the same quality at
we get down to that, which I thihk
go;ﬁg to be big numbers of DSL

&

cryption or the fear that

encryption’s not sound or is it just they're still not convinced as to;who or how

- what mode they want to deliver the movi

RICE -

YANELLO -
OPERATOR -

LAUNER -

Yeah I' 1] tell you what T thmk the b1g issug

about securl_ty, but they re - but the technic
s

and they're actually satisﬁed with t-hat-. The

money for themselves as they can. So the)

’ -

gettmg a hlgh-quahty network to dehver tl
guaranteed_secm'lty and paying someone t
though. ' . |
Okay, thank you, a |
We'll go hex‘t to CURT LAUNER of CSF]
Good momlng CURT LAUNER Two sej
toaska l1tt1e bit dlfferently the questlon al
any spemﬁc;'ty.'relatlve:to numbers —ahd I

VoL

Just to try to .gau'ge the earnings power for

25

es, as far as ...

S
e is. They're obviously concerned -
al so]utions there are, they work

ey want to keep as much of the

;P

re wresthng with the tradeoff of

ns, guaranteed quality, um’

3.

parate queetiohs if I could. First, just

)out reserves, not necessarily for -

understand the sensitivity there - but

13

EES and Wholesale If there's -

»¥

i

.

b

o do that. So they're.coming arotnd,




b |

10

11

12

13

14

15

16

17

18

19

20

21

22

3‘1.8A HO-59147
Daté: 04/17/2001 |
KLH:kih - revised 1/29/2006 ol

SKILLING

. giéi‘w%wwxﬂ TN

‘million or so in the first quarter represents

- with the, CAPEX budget and not w1thstanc

and __ma_n_age our balance sheet qurte well

. we've reduced our 'assumptions or estirnate

4

a_nything you.could tell us about how the reserves are Sp—lit up between those

two business entities? "And second quéstion, relative to your progress on

LA ]

capital "expenditure budgets year-to-date, E:

the end: of thie year in light of the fact that

i, Ry e

expense quarter in'a ldngtir‘ne‘ -‘

Yeah CURT. Let me address ﬁrst the resetves. All credit exposures are

managed centrally 50 once any contract is

central pool that shows up-in our wholesal

S

- that manage all of our credit- ex'posures. And, as I nientioned' they do that on I
a real-tlme basis. On the CAPEX budget we are - we're hav1ng good success b

to RICHARD GRUBMAN we beheve we

Busmess from the $750 mllhon number that we: had mentloned earher down

to about $250 mllllon And agaln thiat's a b

S-

to get access to connectmty w1thout actuallly having to build it, Whlch is very

positive. _Cas_h balances ﬁcm our vyholeea

strong. You'll see the same trend continuin

we saw a Very strong cash generation from
as you know, continues to generate, on a n

P

le business have_been extrerne_ly

bal_ance sheet outlook perhaps for =~ .

£

tHe interest expense number of $200

the first sequentially down intetest

-

originated it all goes into one

. W H
e group because they're the ones-

lmg my comment earlier in response

*

have a'verj:( atrong bal‘ance sheet

L

But as I mentloned earher we re,

s for CAPEX in our Broadband

o

esult of the fact that we were able. -

g'that we saw athyear-eﬁd- wherej :
' #

that business. The plpehne group,

et ba51s cash and reta11 1s about : s
3 T s X o
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cash neutral. So, rtght now the only baeln

| Btoadbaﬁd and that number's down from ¥

‘generation be positive in the business cent

_ Okay Could you just put that 1nto a sense

'questlons I wanted to go back to the recel

: Wthh 1ncludes the ISO and the’ PX and ab

L

S
-

ess center that's absorblng cash is

L/hat we expected and the other

th_ijee.big'business areas are cash generating - §tg[11ﬁcantly cash generatmg.

Now, which also brings me to another comment I'd like to make about

disposal of assets. As 1 mentioned before,

sell s_ome of our ]o:alticula;tl){ international

F

perhaps at any pomt m time hke year-end

expense? -
Gee, CURT, I just don't have those ...

s A 1_4.' . )
CURT, for interest expense; it’ll'probably

A

- We'll know more as we go through the yee

Okay, thank you.

- - . P 7,:‘- :
. ‘having some success on those.- So as the year goes by not only will cash

N L _
we iare still aggressively working to
.

issets -and we are I think close to

ers but I thlnk you‘ll see some

i

~ additional cash generatiofl ffom sale of soﬁne'of the international assets.

.ol . _

of a-goal for the balance sheet
b :
and an outlook for the ‘iq_ntet'est .

i

We'll go next to CAROL COALE_ ofPRUDEI}{TIAL.SECUR.ITIES.

1.\-

Hi, good mornmg Um, amazmgly, I st111 havea question after all these -

yables issue in California, the $580

1’1’1111101‘1 that was dlsclosed As I understanc it, thJS 18 your exposure to PG&E

3ut two thlrds of that is related to
.

your retail contract. Do you have any addltlonal exposure that's not d1sclosed~ :

G -

27"

)
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1 that might be - in Southern California, for exarhple Inight'even have some
l

2 exposure to, say, EDISON, not that - we're thml{mg that theyre gomg to go -
3 - bankrupt but JllSt -would that be add1t1onal to thls $580 mllhon? That s
o 4 questlon number one. Questlon number two 1s ]ust a detarl question. In your

5 energy servlces; your EES business, your y'esults aemally beat our,

6 expectations. T'was woindering if the losses atl’?]?lw POWER COMPANY "

7 were less than expeoted or-dicl you sell warranit‘% in new powers to o.ffset the ER

8 : losses there?"ll‘hanrk.s. oo | ; L N R

9 SKILLING - Okay, on th.e- second one ﬁr_st, CAROL, we really can't talk about that because ‘.v.
10 ~ they ha\fen't announeeld their ﬁunlb_ers yet. ; l’l | | | ’.‘
11 KOENIG- - But, CAROL there's not anything that's matenally dlfferent than probably
12 what you have modeled for NEW POWER Bllt agaln they w111 announce
13 thelr earnmgs separately on May lt)th so.we ve_- got_to‘keep \that separate. ’ " -
14 COALE - Okay. | é | o | . o _'l_
15 SKILLING - 'On the-question on SOlJ;THl;“,RN'CIELIFORNIA EDIS ON we do-have credit '
16 . exposures to SOUTHERN CnLIFORNIA EDlrSON Not nearly of the | :
17 magmtude of PG&E but as 1s typlcal of alll of our eredlt exposures we've ’
18 reserved for those, CAROL 50 We feel real good about it _
19  COALE - Okay, thank you. See you th1s afternoon | | .

o k3 .

20 OPERATOR

We'll go.next to LESLIE RICH of EVERGREEN INVESTMENTS.

21 RICH - - Hi, you referred to certaln regulatory events for=PORTLAND GENERAL.
22 ' 'Could you elaborate on what those were th at irrgpaoted the results so?‘ _

-

28
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And is it llkely I understand there's some

LS

[

recoveries later in the term. So that's kmd
OK. And then, not to beat a dead horse on
number growing? Since two-thirds of it is

continue to grow over time until the bankr

(L

Just their_rate settlement for last year and Jhe s;tructure of that rate settlement
!

1w
was essentlally under recoveries early in the term and.then the acceleratlon of

of a_se'lf—correctmg nuniber.

3 .

this. 580 million, but how is that
related to retail, does that amount
! s

uptcf]y settlement?

y ‘ ; . : » . L b . . - . ) V
Now that - the retail portion of the credit is ess;entlally a claim, it's called the

NP

negative CTC, which 1sa 6h’erge that is due to:us fo_r sefvicing and custome}s._.__ .

Those customers hav'e':been removed from
from direct service and put back into utilit

returmng them to the ut111t1es Do you fore
.t.“' '
what's’ the status on that?

£

You know one way or fth'e.other:w'e still se

PR :

PG&E's - or have been removed -
les s0 those numbers-are static now.
i_‘h = .-‘ - : . )

sort;ﬁ{of a controversy about

see that that's likely to change or
v
o

e

rve the customers and we still bear

the financial consequences of serv'ing the Gustomers o it really shouldn't

.

.make much dlfference one way or the other. But we did have a setback in

T

§:|

Callforma We returned the Callforma State UrTliversity system to service by
sl .

the local_ ut1h_t1es. _That was found to he, 1

used? They went to court and they l;eeicall

which was a surprise because we believe the contract very clearly, very
= S e -

guess; what's the term that they

L * ) -
y have asked us not to do'that,

i

} ot ' . . . :
clearly allows that. So we're just going - we filed an appeal and we believe

we'll Win that appeal. But it really, from a

g

29

n economic standpoint, doesn't
po
't '

1 -
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What we did is':we -aswe aluvays do - we

make a big difference. It does make a diffe

the ciuality of their service, which is whyi\
‘would prefer that sourcing structure be in

it doesn't make much difference one way ¢

not let go? -

H

business center that has that we've got su

areas that are st111 growmg We ve got ares

Okay. And on the broadband, I'm not clear.

srence for our customers in terms of
i '
ve changed the sourcing and we

4 )
1,

place; from an economic standpoint,
or the other. -

\Mere peeple let go or were people

redeployed people so that any

rplus neople we redeploy them into
L

s all over the company that are

(i N

growi_ng._ There ar'e sometimes issues abolit 'so‘me of the people Who are no-

T

. LT I . o
longer needed if their skill base is not needed Elsewhere in the company, some

J“.

i

of those people will 'uitimately get a severance package. But we try very hard

to ge_t everyhody replaced within the compan);, So _rny_-guess is that the vast

{7

. - - |, H -
majority of those people will get jobs elsewhere inside of ENRON.

_Thank you. -

A}W

We'll go next to ANNIE TSAO of ALLIANCE CAPITAL

L

Good morming everyone A couple questlmns 1n terms of your tax - 1ncome tax -

expenses, ean you, _k_md'_o_f, e‘xplarn why fi

were more than douhle, 'you kind of reStated the numbers ﬁrst of all‘? And also

¥

t

rst quarter of last year 1 numbers

1

what your effective tax rate for this quarter versus last one?

'y

. i

I've got RICK: CAUSEY here Let me let EJCK address that He looks puzzled. -

Well, the effectlve rate 1s 24 percent thls quarter versus abo_ut 17 percen_t for

30

P

®x 4
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MOELLER

And pre tax mcome was up a lot I'll have -

I ]ust I'm sorry. I'm Just a llttle puzzled a

that same quarter last year. And, so on an

.,ffectlve rate basis we're actually up

‘-"L

a little blt and that's just the timing of equity earmngs and other of the asset

and stock, the basw dlfference is the (UI) quarter to quarter. So overall, our -

";\

effective rate's around 24 percent and we'd expec_t it to be in that

neighborhood throoghout the year.

:
H.

’:J

1

And there were - this is MARK. And ther¢ was 1o restatement of"'any tax

amounts.

Okay,
The other - the other -ihcrlease in just the o
increa:e, so the expense Went up ftom 72
based on pre-tax incmhe;. '

we'll call it qults Any other questmns'?

|
We'll g0 next to KUR:I' MOELLER of ABN AMRO.

Good morning, gentlemen. Can you hear 1

Yes.

o } -

the reserves and the amount that's owed B

who s credit qual_l_ty 1s:1ess than stellar. I mean,-lt sounds like that you guys are

as owners for our clients of your stock we

-3*'.
S

i
verall expense is just due to the

10 130 million but that was driven

-
. £,

‘11 take one more question then

2

4
e

P

- we

¥
)

ft

i

R
4
me?.;
s?
LN

}

5 10 why the reluctance to dlsclose

NRON by people in Cahforma

4

. ’ .. . . Lo o . e - ' .
- trying to hide something. I know you're not bl;:lft it just sounds that way. I think

»

deserve t6 know that sé, [ mean,

what other exposure do you have to less than stellar credit quality companies
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" numbers 'daily and when there's volatility

MOELLER -

' advantage is to not reveahng that Maybe

.o

Ry

Sy I IR P

i
1 ‘ . & o~ HES
9* : .|
. N . Voo L . )
$i e T o -‘.:" e
y . Ear| .
ik o T o™
I v ‘
t—.
s

3

in Cali—_forhia and what's the reserves as apercent of that and for PG&E? -

»

Well, you know, I disagree with you on the need to dlsc}ose spec,lﬁcs I think

that would hurt our competitive position, partlcularly when people are’j ostlmg _

for position in bankruptcy. Any - everyoné

S d
&
> wants to keep that mfonnatlon as
11

close to the vest as possible. What we will drs_close, and we disclosed in

excruciating detail in ur footnotes in our

. L . o "l‘g‘;.\. )
exposures by type of credit exposure and |

o,

offsets are in the form of r'nargip_ and reser

had our accountants and our internal risk |

a mmute by rnmute basrs And then you j

é"'

to the adequacy of those TESETVES. And I C

: oo
hard and those reserves are adequate to m
1Q—year trackrecord of resew1h£md disc
ought_ to'ha{fe a pret‘t_y% good: serr'se for our
position. We fe.el very good‘aho'ut Vour res
December, we yvere gomg -to hit O_ill' $l..7(
$1.75 to $1.80 nu-rnbe_‘r'.; So t_h‘at,shouild gi
that the reserviug h;s«be;r;_ appropriate.
I rne'ad it came‘dut 'ini the media how rnuc

.
1

.,_ﬁ'

A'nr"rpa_l Report, are total credit
by qhality of credit exposure,‘what-
ves ?against*those amounts and we
)eoéie ,that aredodking at those

in the market .they‘re looking atiton
o ' R

ust ha’ve to'rely on our statements as

40
. -

neet the requirements and we have a
i} I ’ ,
losure of those reserves. So you,

T o -,
B

t'rack record in managing that

=rves in Cahfornla and.as I sald in

- &

t

*

*L
*]-

‘they went to bankruptcy court so I dont understand what the competltwe

¥ ’#

Imr- please help me out.

LA . .
an tell you that we look at it very”™ =~

i

) $1{75 number We ve raised that to " *

e you the level of our confidence =~
Ti - .

h you were owed by PG&E when )

o
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tlley orve you a dollar ynder this form of c

i

to PG&E to aiftlculate all the specifics of oL.u v1ew of what the c]alms were

filed in their initial filing data with their b4
case where it is very, very complicated. A
have put on the books vyiith'—.PG&E have a3

depending on the specific:wording of spec

contract. It is not as simple as saying, sorm

that form of contract, those are two fundan

S0 we can sit down and probably spend, m

going through contract by contract with P

. that we _ha?l against PG&E, which was clearly dlfferent than what PG&E had

mlcruptcy petltlon And $0, tlns isa
number of credit exposures that WE -
ange of, drfferent type of offsets

lﬁC contracts There are a-number
i '

: of other issues associated'With jn_st the 1egal structure of each 1nd1v1dua1

- \q]

ebody owes you a dollar Well, do

H

Jnnact, they owe you a:dollar under
f .o o

Jenﬁally' different credits claims. And
y gq‘_'ess _1s,-t_hree days non—stop

J&E and descnblng what the nature

1|

of the credlt claim is is. It is highly, hlghly complex and what we do is we put it

all 1nto a portfoho and we look at each of those contracts Each one is assessed
' Ji

for credit worthiness 'and then we'detenmn

l_? - N
e a credit reserve agamst each of

%

R I

those contracts. Now the last thing we -want to do from a competitive,

i

' standpoint is to'go into a discusision with all th’erL other creditors and say, gee,

2

- n . s " R -7. - t{} L -
my contracts have these issues and those issues. What are the issues you have

i
'

in your contracts? Because they're not goirlg to tell you. And, so, what you
. . . . . !} . I- i

.

have to do is you have to keep your cards ¢losé'to your vest and you negotiate _

'S

i

just as you do in any otherne-got'iation related to claims and bankruptey. Itisa

L

.

33

!
o
i

i
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very cOrnp_lex exercise and if people tell yc

smgle number they either don't understand

trylng to snnphfy a pomt that in my op1n1|

|

itsol' 11 tumn it over to the operator.

3
i

At this.-t'r'rne if you do have a question plea 3

-8 . ' U m

_digit'one.~ S z ?"se

We're done Operator we re done

. ; i ", o " - .. .
We re gomg to termlnate questlons -
P _‘_ * . _i_\
At thls tlme, due to tlme constramts our .
3 w s"; o .7 g

conference back to our speaker for any closnfr@ tre'mark's.

gt a.v

] Ly
. Great Thank you very much I really appr,mate everybody calhng in and

- we feel rery good Aabout the prOSpects for1

o ""‘{a“ 5

seerng you anyone who s attendlng our o ne—on'-_'one investor meetings .over L

s— - 't'J‘

the next eouple of days. So thank you very mugch

R

T - -
M - B . - X <

You_may disconnect at this time. A

u the
.‘c-

thelr own credlt claims or they' re

'.i‘ﬁf’i

oy oe T

183
i

T

nfereiice will end. I'll tufr the

.

&
. ‘t! B
b ag e

-.i
. wid T Yoo P

er, the company's doing very well, -

e

he ?pture and I look forward to

. i (I
R .
e

‘ .
tn“,'

That _concludes today's conferenoe_c&al-l_.. We th?nk you for your partlmpatlon,_ ¥

! ‘t*‘ﬂv‘
¢ TN s
i ; . ar. P

hn, 1Tsi not'-appropnate. I think that's ©




