EXECUTIVE SUMMARY

In 1993, Enron’ built a barge-mounted electricity generation plant near Puerto Quetzal, on
Guatemala’s southern coast, and sold the electricity to a government-sponsored utility. The
Guatemalan power project (the Guatemala Project) was Enron’s first major Latin American
operation and served as a model for future Enron infrastructure projects.” Enron’s initial plan
was to focus on power plants, but the plan was later expanded to include gas pipelines and
related energy projects.

Enron used U.S. taxpayer support and multilateral organization support to finance the
Guatemala Project. The Overseas Private Investment Corporation (OPIC) issued a $50 million
investment cuarantee in 2000 to expand the capacity of the plant from 110 megawatts to 234
megawatts.* The World Bank, through its International Finance Corporation (IFC), approved
loans of $71 million.” The U.S. Department of Transportation Maritime Administration
(MARAD), financed guarantees on the power barge construction for $25 million in 1994 and
$73 million in 2000.°

After examining this project, IRS international auditors raised a number of questions
regarding the proper tax treatment of various project expenses. Specifically, as part of its
corporate group, Enron claimed tax deductions attributable to questionable payments made
through a subsidiary (Puerto Quetzal Power Corporation (Enron/PQPC)) to a Panamanian
corporation known as Sun King Trading Company, Inc. (Sun King) which is owned by four
Guatemalans and one U.S. citizen. The payments are not associated with any legitimate service
or product associated with the Guatemala Project. Rather, in an effort to conceal taxable income
from the Guatemalan tax authorities, the payments were disguised by Enron as add-on fuel
charges, and the monies paid to Sun King were routed to a specified bank account in Miami.

The payments in question also reduced Enron/PQPC’s tax liability. Enron classified these
payments as an intangible asset and claimed amortization expenses (Internal Revenue Code
section 197) of $333,000 and $800,000 for tax years 1995 and 1996 respectively.7 In 1995,
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Enron also claimed $1,534,539 (for the monthly payments of 6 percent from Enron/PQPC to
Electricidad Enron de Guatemala, S.A. (Enron/EEG) for eventual payment to Sun King) as a cost
of goods sold (Internal Revenue Code section 162).° The IRS also found, and Enron agreed, that
the $192,681 short-term capital loss claimed on the 1996 sale of Enron/PQPC to Centrans
Energy Services (a Cayman Islands company) was a $1,827,828 short-term capital gain.9

8 Tax Court Petition, supra note 7.

9 Department of Treasury - Internal Revenue Service, Notice of Proposed Adjustment To Taxpayer During Examination, Enron Corp. &
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Notice of Proposed Adjustment].



