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Paragraph 2 of the letter to McMahon reads: 

The SPE will receive a yield of approximately 15.00 
percent per annum on $7 million of its equity investment. 
The SPE or its equity interest in ENB will be 
subsequently sold to third party equity investors or 
purchased by Enron or an affiliate, 

Those sentences were omitted from the letter to Fastow 
because it discloses an accounting problem. There can be 
repurchase guarantees but they have to be at market price and not 
at a stated yield. However, this statement was what Fastow 
conveyed to ML on the call. 

Fastow believed LJM2 would be the buyer and it would 
never get to the point where Enron would have to re-purchase from 
ML. Fastow did not consider whether AA would learn what Fastow 
said in the call. Fastow wasn't thinking that he could make an 
oral guarantee. Fastow thought LJM2 was technically a third party 
and so their purchase would not cause accounting problems. AA 
would have wanted to know about the call and that it would have 
affected the true sale treatment. 

Fastow does not recall whether LJM2 had closed on the ML 
partnership group's investment before the call nor does he recall 
who from ML participated in their investment group. Bayly did not 
mention any concern about LJM2 buying BargeCo. LJM2's presentation 
contemplated participating in warehousing deals. 

Fastow was shown the benefits to Enron summary for 
BargeCo bearing bates stamp DP036766 and MK9302. The summary 
describes BargeCo as follows: 

"Enron sold barges to Merrill Lynch (ML) in December 
1999, promising that Merrill would be taken out by sale 
to another investor by June 2000. The project could not 
be sold by June, so without LJM 2's purchase, Enron would 
have had to strain the ML/Enron relationship or 
repurchase the assets and reverse earnings and funds flow 
on the original transaction." 

The Benefits to Enron Summary bearing Bates stamp DB44150 
contains a similar statement in subparagraph F as follows: 
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Merrill Lynch purchased BargeCo from Enron with the 
understanding that they will be taken out within six 
months. LJM I1 purchased Merrillls interest preserving 
the relationship and as an alternative to Enron buying it 
back and reversing $12 million in earnings and $28 
million of funds flow taken as the original sale to 
Merrill Lynch in 1999. Direct earnings of $2 million 
were interest earned on seller financings. 

Fastow agreed that these written descriptions are a fair 
description of the BargeCo deal. It is consistent for the people 
listening on the telephone to believe that Enron had made that 
promise. Fastow does not disagree with the word promise used in 
the summary. 

Yaeger was responsible for creating these Benefits to 
Enron summaries for LJM2 and any presentation Fastow would have to 
make to Skilling. The summary sheets and the benefit sheets were 
created from LJM2 dash sheets. 

In the call, Fastow spoke as the Enron CFO and referred 
to LJM2 as a third person when saying that he was "highly confident 
that ML would be out by June 30." 

Fastow cannot recall the phrase "bridgew being used, but 
suspects it probably was because everyone knew they were talking 
about a six-month period. 

Fastow does use the phrase, "I can't say guarantee." Its 
purpose is to convey the guarantee without using that word. He has 
used that phrase and has never had to explain what it meant. He 
cannot recall whether he used the phrase, "I can't say guarantee," 
in the ML call. 

In the telephone call, Fastow didn't say Enron would buy 
the barges back and instead represented that a third party would. 
Fastow did say that "Enron will take necessary steps to make sure 
you are out of this by June 30, 2000." Therefore, it was 
reasonable for anyone listening to the call to think that it was 
Enron that was going to buy them out. Furthermore, Fastow was 
speaking as Enronls CFO when he made the statement. 

The ML call was a "bear hugv conversation in which Fastow 
was trying to make ML warm and comfortable about the idea of owning 
the barges and that they would not be stuck with them. 
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Takinq Merrill Lynch out of BarseCo 

Fastow was shown emails dated May 10, 2000, between Dan 
Boyle and Sean Long, with copies to Hughes, Glisan, and Schnapper. 
The email has the quote: 

As we have discussed, should a strategic buyer not 
materialize by June 30, 2000, APACHI will have to take 
out ML and the investment in the barges will be placed on 
balance sheet. This will not only have income 
implications, but require a level of damage control with 
AA. As you know, MLfs decision to purchase the equity 
was based solely on personal assurances by Enronls senior 
management to ML's vice chairman that the transaction 
would not go beyond June 30, 2000. 

Fastow does not recall Hughes, Schnapper, or Glisan on 
the call, but they could have been. He does not recall people 
speaking about AA, but if they could not find a buyer, it would 
have to have been reversed. 

Fastow was shown the Glisan email dated May 11, 2000, to 
Sean Long and others. The email states: 

To be clear, ENE is obligated to get Merrill out of the 
deal on or before June 30. We have no ability to roll 
the structure. 

Fastow had never seen the Email before but was not 
bothered that Glisan said Enron was obligated. 

LJM2 did nothing to determine BargeCofs fair market 
value. LJM2 determined the purchase price by paying ML the price 
that ML paid plus an IRR. Nobody analyzed the market or did due 
diligence or even verified the barges existed. 

Enron was the marketing agent, but could not make anyone 
buy at a specified time, price, or return. When Glisan stated, "We 
have no ability to roll the structureIu he was saying that the 
structure that held the barges could not be extended. 

Fastow was shown the Jim Hughes email to Glisan dated May 
11, 2000, which states: 
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Fastow approved LJM2's warehousing of the deal and either 
he or Kopper could have negotiated the $350,000 fee. Fastow knew 
this was not a huge deal but Enron had to be close to making its 
numbers and needed the deal to do so. Enron also wanted to improve 
its credibility with ML. 

Fastow was shown the LJM2 Barge LLC Summary, Bates stamp 
LJM029375. The summary indicated that LJM2 had to hold the barges 
for seven months. The period was chosen, because then it got Enron 
over its year-end issues if the barges were not sold. An economic 
put was put into the deal between LJM2 and Enron, so it was 
structured to be painful to Enron if not sold within the requisite 
period. 

Fastow was comfortable with Skillingls assurance that he 
would not be stuck with the Nigerian barges. He wanted the 
assurance from Skilling, because he could rely on it. Very few 
people at Enron trusted assurances from other units. The 
international asset unit had a reputation for not fulfilling 
promises after they received their bonuses. Skillingls group, ECT, 
and Rebecca Marks' international group always distrusted each 
other. Fastow was even more concerned that the international 
assets unit had no incentive to sell after LJM2 took the barges. 
When LJM2 agreed to take the barges, Jeff McMahon told Fastow he 
was certain the Barges would be sold. In fact, when the barges 
were finally sold, it was for a profit. 

Causey understood the importance of the June 30 buy-out 
date, because his accountants worked on the deal. Everyone 
involved knew about the June 30 date and it was discussed at the 
weekly senior management group staff meetings. Ken Lay, Jeff 
Skilling, Causey, Rick Buy, Steve Kean, Jim Derrick, and all the 
business unit heads attended that meeting. Fastow cannot recall 
anyone ever asking why Enron was handling the sale of an asset that 
was owned by ML and later by LJM2. Part of this may have been 
because the sale from Enron to ML had a marketing agreement 
concerning the vehicle. 

Kopper, Fastow, and Lynn on the Enron Global Finance 
Unit, worked on the deal and all knew about the June 30 date. 
Fastow can't recall if Jim Hughes or Barry Schnapper knew about the 
June 30 date, but believes that they did. 

Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 9 of 59



EXHIBIT O

Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 10 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 11 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 12 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 13 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 14 of 59



EXHIBIT P

Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 15 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 16 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 17 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 18 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 19 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 20 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 21 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 22 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 23 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 24 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 25 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 26 of 59



EXHIBIT Q

Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 27 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 28 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 29 of 59



EXHIBIT R

Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 30 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 31 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 32 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 33 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 34 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 35 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 36 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 37 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 38 of 59



EXHIBIT S

Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 39 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 40 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 41 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 42 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 43 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 44 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 45 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 46 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 47 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 48 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 49 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 50 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 51 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 52 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 53 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 54 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 55 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 56 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 57 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 58 of 59



Case 4:03-cr-00363     Document 1067-7      Filed 03/24/2008     Page 59 of 59




