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Capitalization

Forecastsfvaluation 2001F 2002E
Market cap $23.0bn EPS $185 5215
Latest net debt/(cash) - P/E 16.6 14.2
Free flpat - Next quarter Eps 0.43 -
Shares outstanding 750mn
Full details

PERCEPTIONS TOWARD ENRON HAVE TUMBLED FAR BELOW REALITY
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decreasing our previous price target from $63 to $48, stii] representing 57% appreciation
based on an 18 multiple of forward earnings; we see this target as one that couid easily be
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" exceeded.
We view the current period a5 an extremely rare Cpportunity to purchase shares of a Company that

concerns of investors and eyen certain of the negative storjes that are circulating about Enron,
Some appear to have validity. However most appear to us to represent major exaggeration or
misinformation to an extreme; even these are difficult to effectively debunk given Enron's limited
financial disclosyre,

Market Speculation: Cash flow from Operations has lagged earnings and the Company has been
consumer of cash,
Response: Managem
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businesses. Financia] discipline did not appear in the past to be 4 top priority as the company spent
whatever it toak to rapidiy build its industry leading capabiljties,
It now appears that financial discipline is dramatically improved at Enron,

Enron being paid for past power sales. Enron earfier identified nearly $600 million of receivables
and has indicated, similar to other convergence companies, that it has recognized Jimited profits in
Californiz and has created substantial reserves,

Market Speculation: Disclosure is sketchy. The Company must be hiding something.
Response: Enron had substantially more complete disclosure a decade ago when it was forming its
natural gas business and found that competition intensified and margins were heid down as

high price to be paid. Enron Mmanagement is now committed to improving disclosure, even at the
Expense of competitive issues, (The number of true competitors has already declined dramatically).
We expect some additional disclosure with the Q3 report, but substantially more beginning at
year-end as management now Tecognizes the cost in ENE share price of the limited disclosure ang
loss of confidence.

Market Speculation- Earnings can not continye their past rate of growth.

Response: Although we are lowering our long term growth rate to 239 from 25% (we are
lowering our expectations for 3]l convergence shares because of the more uncertain economic
environment), and reducing our 2002 earnings estimate by $0.10 to $2.15, we believe that the
market opportunities in Wholesale and Retail are undtminished, Telecommunications appears
likely to not contribyte Positively over the next year; however, neither do we expect it to he an
incremental drag on earnings. We expect the telecommunications loss to shrink in the year ahead
a5 costs are reduced,

A renewed financiaf discipline is likely ta be the major positive surprise as asset sales are completed
and the proceeds applied to debt reduction and/or share repurchases. We do not believe that
Enron will complete substantial new Iiwvestments.

Market Speculation: Many top Mmanagers have left, leaving a vacuum at the senior levels of Enron.
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The departure of CEQ eff Skilling in our view is related to credibility issues he had with investors
and the very weak share price. His departure is a significant loss as it was his vision that created
the wholesale natura] gas and electricity marketplace as it exists today. However, Enron as a
company could do even better over the next several years with its new found financial discipline
since his departure. The CEO and CFO have recently become net buyers of shares,
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Goldman, Sachs & Co. o

ran a:
An affillate of Galdttan, Sachs & . . dealer in the commercial Faper of the fallowing companies and/or affiliates thereof within the past 12 months: Enron Corp,
Goldman, Sachs & Co, or an affiliate has fmanaged or comanaged a public offering of the following companies’ securities in the past several years: Enron Corp. Goldman Sachs y
Ca, ar an affiliate may deal as principal in any of the securities mentioned.

the informatien discussed in this Material, there may be regulatory, compliance, or other Teasons that pravent us from doing so. We and our affiliates, afficers, diractors, and

emplayees, including persons involved in the preparation or issuance of this materjai may, from time to time, have long or short positions in, and buy or sel), the securities, or
derivatives {inciuding options} theraof, of campanies mentioned herein. No part of this material may be (i) copied, photocapied ar duplicated in any form by any means or (fi}
redistributed without Goldman, Sachs & Co.'s prior written consent,

Further information on any of the securities mentioned in this materiai may be obtained upon request, and far this Purpose persons in ttaly should contact Gaidman Sachs S.L.m.
S.p-A.in Milan, or at its London branch office at 133 Fleat Street, persens in Hang Kong shanld contact Goldman Sachs {Asia) LL.C. at 2 Queen’s Road Central, and persons in
Australia should contact Goldman Sachs Austraiia Pty Limited_ Unless Boverning law permits otherwise, you must contact 3 Goldman Sachs entity in your heme jurisdiction if you
want to use oyr services in effecting a transaction in the securities mentioned if this materia,
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