DEPARTMENT OF THE TREASURY

OFFICE OF PUBLIC AFFAIRS
Embargoed until 10:00 AM Contact Betsy Holahan
Oktober 31, 2001 at 202-622-2960.

UNDER SECRETARY OF THE TREASURY FOR DOMESTIC FINANCE
FETER R. FISHER
REMARKS AT THE NOVEMBER 2001 QUARTERLY REFUNDING

As a consequence of the further weakening of the economy and the increased
federal outlays that have occurred since the attacks of September 11%, the near-term
financing requirements of the federal government are larger than we anticipated just three
months ago at our last quarterly refunding in August. In this setting, the management of
the Treasury's marketable debt needs to anticipate the possibility of a unified budget
deficit for this fiscal year and, perhaps, the following fiscal year as well. However, even
if this happens, we expect that the federal government will return (o surpluses in the
COMINE Vears.

With this outlook in mind, today we arc announcing;
® The terms of the November refunding, including a new S-year note in the amount
of 516 billion and a reopening of the 5 percent 10-vear note issued in August
2001 in the amount of §7 billion; and that
= We are adjusting the debt buyback program as follows:

*  We will continue to conduct buybacks for the remainder of this calendar year;

r

*  We will make no buybacks in January 2002; and
# Beginning in February 2002, we will announce al our quarterly refundings the

amount and timing of any buyback operations for the subsequent three-month
period; and finally that
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o  We are suspending issuance of the 30-year bond: there will be no auction of 30-
year securities in February 2002 and we plan no further auctions of either 30-year
nominal of inflation-adjusted bonds.

Recent Changes in the Fiscal Outlook

Debt issuance over the past several years has been structured in an environment of
large budget surpluses. However, the fiscal environment has changed substantially over
the past few months due to the slowdown in economic activity and to the federal
govermment’s prompl response (o the atacks of September | 1*. The Treasury’s debt
management has adjusted already, and will continue to adjust, as we accommodate the
federal government’s increased financing needs during this period. But our expectation
is that these heightened financing requirements will prove short-lived, as the economy
eventually strengthens, and as the pressures for increased federal outlays stemming from
the attacks of September 11% subside.

Suspension of Thirty-Year Borrowing

The debt management strategy of the Treasury has been to strive to be regular and
predictable in the issuance of debt while minimizing borrowing costs over many years
and interest rate cycles, The Treasury does not try o outsmart the market at any one
moment or to be a “market timer” with respect to any particular shape of the yield curve.
However, debt management necessarily involves judgments about the size and duration
of the federal government’s borrowing needs. This compels us to focus on likely
borrowing needs over the coming years but we also take into account the likely
consequences of unlikely outcomes.

We do not need the 30-year bond to meet the government’s current financing
needs, nor those that we expect to face in coming years. Looking beyond the next few
yvears, a5 [ already observed, we believe that the likely outcome is that the federal
government's fiscal position will improve after the temporary setback that we are now
Expenencing.

There are two less hkely outcomes that we have also considered.

First, it is possible that the federal government will retumn to significant and
sustained budget surpluses even more quickly than we now expect. [n this event,
maintaining current issuance levels of 30-year bonds would be unnecessary and
EAPENSive 10 laxpayers.

Second, we face the possibility that sustained surpluses do not materialize as
promptly as we now expect. If later in this decade it tums out that 30-vear borrowing is
necessary to meet the government's financing needs, it is still likely that our decision to
suspend 30-year borrowing at this time will have saved the taxpayers money. [n addition,
the reintroduction of the 30-year bond, at some point in the future, if necessary, would
likely be costless (o the Treasury.
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The 30-year bond no longer maintains a position of significance in the financial
markets, Its role and its liquidity have been significantly impaired by the substantial
reduction of issuance that has occurred over the last decade. But the markets have
functioned smoothly during this period while both activity and attention have shifted o
our 10-vear offerings.

As long as we have borrowing requirements to finance, the Treasury will seek to
maintain the liquidity and depth of the instruments we issue as a means of achieving the
lowest cost of borrowing for the taxpayer over time. At this time, the best means for us
to do this is to suspend 1ssuance of the 30-year bond and concentrate our borrowing needs
on our other instruments.

Adjustment of the buvback program

In response to the altered budget outlook for this fiscal year, we are also making
adjustments in our buyback program. Beginning in February 2002, our decisions on
whether to conduct buyback aperations, and on the amount and timing of any purchases,
will be made at the lime of our regular quarterly refunding announcements and will be
based upon three factors:

= first, our projections of the federul government's annual, unified surplus or
deficit position;

* second, our projections of that three-month period’s cash position; and,
» third, our analysis of how best to minimize borrowing costs over lime.

In making the transition to these new procedures, our buyback operations for the
remainder of this calendar year will continue in line with our prior announcements. In
August we stated that we would be purchasing approximately 59 billion during the fourth
calendar quarter. So far we have purchased $2.5 billion and the remaining $6.5 billion
will be purchased in November and December. Due to the holidays in November and
December, however, the timing of our specific announcements will be altered from recent
practice, We will make announcements of the specific amounts and maturities of our
purchases on Novemnber 14 and 28 and on December 12 and 19 for operations to fake
place on the following day.

We will make no buyback purchases in January 2002. Beginning with our
February 2002 quarterly refunding, we will include the details of any buyback operations
to be conducted in the subseguent three months in our regular refunding announcements,

In light of the information that we now have, market participants should
understand that there are likely to be periods in which we do not conduct buyback
operations and that there are likely to be other periods in which we do conduct such
operations, consistent with the ebb and flow of our cyclical cash position. But the
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presence or absence of these operations will be clearly announced, in advance, as part of
our reflunding process,

Terms of the November Refunding
I will now turn to the terms of the November Refunding. We are offering
£23 billion of notes to refund approximately $21.6 billion of privately held notes and
bonds maturing on Movember 15, raising approximately 51.4 billion. The securities are:
I. A new 5-year note in the amount of $16 billion, maturing November 15, 2006.

2. A re-opening of the 5% 10-year note issued in August 2001 and previously
reopened in October 2001, maturing Auvgust 15, 2011, in the amount of
57 billion.

These secunities will be auctioned on a yield basis at 1:00 p.m. eastern time on
Tuesday, November 6, and Wednesday, Movember 7, respectively. The balance of our
financing requirements will be met through 2-year note and bill offerings.

As announced on Monday, we estimate that we will have a 535 billion cash
halance on December 31 and a $30 billion cash balance on March 31.

Our next quarterly refunding announcement will take place on Wednesday,
January 31, 2002,
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Fram: Cetna, Jill
Sont: Thursday, December 06, 2001 12:42 PM

To:  _DL_Market Group; 'Andrew Sacher’; ‘ClayLowery’; ‘Eric Otto'; 'Griffiths’; "Hoffman'; Lundsager,
Meg: 'Paul Reid’; ‘PMalmgren’, ‘Wayne'

Subjact: Marks! Noon Repor, Dec Gth

[{(b)(5)]
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From: Celina, Ji
Sant:  Monday, Decamber 03, 2001 T:49 AM

To: _DL_Market Group; "Andrew Sacher’, ‘ClayLowary’, "Eric Otto’; "Grifftha’; ‘Holfman”, Lundsager,
Meg; Paul Reid', ‘PMalmgran’; Wayne'
Subject: Markat Moming Repart, Dec 3rd

[(B)(5)]
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From: Cetina, Jil

Sent:  Friday, November 30, 2001 £:00 AM

To:  _DL_Market Group; ‘Andrew Sacher'; ‘ClayLowery’; ‘Eric Otto”; 'Griffiths”; Hoffman'; Lundsager,
Meg; 'Paul Reid"; PMalmgren’; ‘Wayne®

Subject: Market Marning Repart, Nov 30t

[(B)(3)]
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Fram: Cetina, Jl
Bent:  Thursday, November 29, 2001 5:24 PM

To: _DL_Markel Group; ‘Andrew Sacher; ‘ClayLoweny's "Exic Ofto’; "Griflithes'; "Hoffman®, Lundsagear,
Meg; "Paul Reid’, PMalmgran’; ‘Wayne®

Subject: Market Closing Report; Nov 28th

[(b)3)]
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From: Cetina, Jill
Senl: Wednesday, Movembear 21, 2001 12:22 P

To: _DL_Markel Group; ‘Andrew Sacher; ‘ClayLowery’: "Eric Otto’; 'Griffiths”; ‘Hoffman’; Lundsager,
Meg; ‘Paul Reid. PMalmgren’; Wayne'

Subject: Markal Noon Repor = Volumes thin as Thanksghing looms

[{b)(5)]
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From: Catina, 3l

Sent:  Thuwsday, Movember 01, 2001 1245 PM

To: _DL_Market Group: "Andrew Sacher’: ‘ClayLowery’; "Eric Otto”; "Griffiths’; 'Hoffman’; Lundsager,
Meg, Paul Reld’. PMalmgran’; "Wayne'

Subject: Markel Noon Report — Nov 1 - Fized incomi still the focus

()3
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From: Catina, Jill

Sent:  Tuesday, Movember 20, 2001 12222 PM

To: -BL_Markel Growp; ‘Andrew Sacher’; ‘ClayLowery”, "Eric Otlo’; 'Griffiths”, "Hoffman'; Lundzager,
Meg; 'Paul Reid’; 'PMalmgren’; "Wayne'

Subject: Market Noon Report, Nov 20th

[(B}5]
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From: Ceting, Jill

Sent:  Wednasday, October 31, 2001 1:02 PM

Te: _DL_Market Group; *Andrew Sacher; ‘ClayLowery’; "Eric Otto’, 'Griffiths’; ‘Hoffman'; Lundsager,
Meg; 'Paul Resf, PMalmgran’, "Wayne' L j

Subject: Oct 31 Noon Report - A maming of surprises.. better-than-axpected data bul the curve flattens

[(b}3)]
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From: Catina, Jul

Sent: Monday, Oclober 29, 2001 12:27 PM

To: _DL_Market Group; "Andrew Sacher’; ‘ClayLoweny”. Enic Otfo”: "Griffitha': "Halfman™ Lundsager,
Meg: Paul Raid'. PMalmgran’: "Wayna'

Subjeck: Financial Market Moon Repar, Gcl 29th

[(b)5)]
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From: Cetina, Jill
Sent:  Monday, July 09, 2001 4:20 PM
To: DL Market Group

Ce: Lundsager, Meq: ‘kmalmgredopd aop.gov’
Subject: Financial Market Cloging Report, July 9, 2001

[(B)H3]]
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PGAE, Edison and Involuntary Bankruptcy Facts: @ & A (Correct)
(Eliminates redundant headlime.)

San Francisco, Feb, 2 (Bloosberg) -- PGEE Corp., Pacific Gas
& Electric and Edison Inteérnational’s Southern California Edison
have defaulted on more than $1 billion in debt, making them
vulnerable to an involuntary bankruptcy proceeding. Here are
questions and answers about how creditors may take steps to push
the utilities into bankruptcy.

California Governor Graﬁ Davis said he expects legislators to
complete a bill by Feb. 12 that helps the utilities with the more
than $11.5 billion in debt they've accusulated.

Q. How does the possibility of a new bill, addressing the
utilities' past debts; change t:e Tikelihood of an invaluntary
bankruptcy?

A. It makes it less Vikely creditors would take such action,
legal experts said.

A5 a practical matter, if there's a promise of repayment
and they can see a payment coming, they'd be inclined to step down
and not push a company into bankruptcy,'® said Iain Macdonald, a
san Francisco-based bankruptcy lawyer. ~“That would enly delay
payment. **

Also, unsecured creditors are among the last pEﬂﬁ‘E to get
paid in a bankruptcy, reducing their incentive to push the
utilities into bankruptcy.

. what does it take to force a company into involuntary
bankruptcy?

~ A. any group of three or more creditors, with unsecured
claims totaling more than 310,775, can file a petition seeking to
put the utilities into involuntary bankruptcy., The petiticn needs
only to allege the wrility isn’t paying debts as they come due.

Q. what would happen next?

A. The involuntary bankruptcy filing would Eut PGEE and
Edison in bankruptcy court and they would have 20 days to respond.
_ The utilities would have two options: They may contest the

petition and deny they aren't paying their debts, or they may
agree to become a debtor in bankruptcy court. In most
circusstances, a cnnqany that accepts the jurisdiction of the
bankruptcy court would seek Chapter 11 protection to reorganize.

_ Under that scenario, PGAEE or Edison “would become the master
of its own fate,'' said bankruptcy attorney John Hansen of
Nossaman Guthner knox & E1V4i0tt 4n Sanm Francisco. “Ordimarily,
such a debtor remains_in possession of its assets and continues to
run its business until it comes up with a plan of reorganization.
Somerimes, it can take years. Certainly, it takes many months.''

Q. How may an involuntary bankruptcy proceeding hurt a
debtor's business?

A. "'In the first 20 days that a debtor gets to respond inm
writing, business would continue as wsual,'' said bankruptcy
lawyer Michael Lubic of mcCutchen, Doyle, Brown & Enersen. By
itself, it won't change anything. The f111nglnF an involuntary

Page
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iy g ATTS0780. txt
hankrugtcy petition is more like the filing of a lawsuic."*

IT a company doesn't respond to a creditors® petition within
the 20-day period, it has no other u?purtun1ty to challenge the
evidence against it and would probably go imto imvoluntary
bankruptcy.

. what would happen to sharcholders?

A. "“"Shareholders don't ?Et anything until everyone is repaid
with interest,** said Macdonald, of Macdonald & Associates. In
addat1un. the value of their holdings would undeubredly drop, he
said,

Q. Could a judge order the rate increases for consumers?

A. Not without the approval of the california public
utilities Commission. The U.5. Bankruptcy Code states that any
governmental regulatﬂrr commission with jurisdiction over the
rates of the debtor must approve any rate change.

==yiyien Louw Chen in the San Francisco bureau, (415) 743-3%506, or
vchenl@bloomberg. net /goh

Story ITlustration: For information on power prices in the Western
v.5., see {ELWP «<GO=}. For top energy stories, see {TOP MRG <GO=}.

Company mnews:
EIX US <Equity> CM
263852 US <Equity> CN
PCG WS <EQuity> CM
SCEL US <Equity> CN

WI codes:
NI COS
HI MNRG
NI POL
NI ELC
HI UTI
NI GAS
NI PIP
NI ELC
NI CMHD
NI US
NI WA
NI OR

NI CA
-0- (BN ) Feb/02/2001 19:47 GMT
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From: Eichner, Matthew
Sant: Thureday, June 28, 2001 2:41 PM
To: :WE}I' Michael: Hammer, Viva, Miknt, Joseph; Salomon, Eric; Paravano, Jeffrey; Hanson,
o
Cc: Gerandi, Geralding; Kiefer, Donakd
Subject: Redail Swaps Study Meeting - 6/28/01
[(b}5)]
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Summary

[(BHS)]

The Blow by Blow
[(B}3)]

Elchner, Makthew
Monday, Junse 11, 2001 10:57 AM

Mevay, Michaal; Hammaer, Viva, Solomon, Eric; Miknut, Joseph; Hanson, Roberd; Paravana,

Jaffray
Garard], Eerlﬂm_\: Kiafar, Donakd
Swap Shudy Meeling
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Retail Swaps Study — Treasury Hypotheses and Suggested Conclusions

General
[(B)=)]

- Securit
[(B)(5)]

Tax
[(B)(5)]
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From: Wilbar A, Steger W,

Sont: Tuesday, Jung 12, 2001 3:30 PM
To: O'Neill, Paul
Subject: [Fwd: Regarding Pennsyivania Energy Leadership Councl Conference, September 17th at

Mr. Seccetary {(Paul],

i have already bBrought to your attention prior information on the proposed Pennsylvania
Energy Leadership Council Confersnce, to be held September 1Tth in Pittsburgh. IF wou'll
recall the Leadership Council and I were hoping that you could appear as a keynote speaker
at 12:30 PM. See artached information about the confearence, called "How Will the Wational
Enerqy Policy Shape Pennsylvania's Ecopomic Development?®,. [ sincerealy hope, of coursa,
that your scheduling will allew you Eo participats,

Wwill

The Pernaylvania Ensrgy Leadership Ceuasil
Hew Will the MHational Energy Policy Shape Pennsylvania's Economic Developsent?

Sepramber 17, 2001
Pittsburgh, PA

Weatinghousa Electric Company L8 the Inltlater of and Princlpal Sponsor of the
rannsylvania Energy Leadership Council. The geoal of the one day conference, to be held in
Piteaburgh, ia to highlight tha innevativeness that warious Pennsylvania-based companies,
Goavornor Ridgo's Administratien, foundations, and other Membars of the snergy community
have progressed, making the Commonwealth a model for the rest of the Wation. Select
Members of the energy cofmmunity will be Invited to partlicipate as both Co-Sponsors as wall
a3 Presenters at the Couwncil meeting.

All Parcicipants will address "how" the emerging Wational Enecgy Flan may shapo
econcmic development of Pennsylvanla. Certainly, each and all membera of the
Commonwealth's eanergy-environment community will continue to serve as “wvendors®™ on an
intra= as well as interstate bases, but wlll those roles be snhanced or diminished by the
emarging energy policiea?

It ia well understood that that regional econcmies-enecgy-environment practices (E3} are
inextricably linked, but "what®™ are the effects of significant shifts in one of Lhe thria
components, Energy, when altered

at the naticnal level?

Although theare will be some HKeynote Speakers at tha Lleadecship Council conference
(at the Beginning, during Lunch and the Afveznoon Session); most of the discussions will
be of a roundtable type, with thess topically-focpsed discuossiona moderated by a neutral
party [(jovcnalist or academician). These discussions will last about forty five minutes,
with the last fifcteen minovtes for questions-and-answers from the attending avdience.

The CTC Foundation is developing all aspectsa of thia important nne-day event,
mindful of the suggestions that are welcomed from the "comsunicy of lntezest{al" lovelved,
The CTC Foundation was established by Concurrent Technologles Corperation (CTC) in the
mid=1999 as & 501{c) (3} ncn=-proflit organlzation. Ita cbjective Lis to draw together
expartise and multi=faceted capabilities to tanglbly enhance the lives of poople; by
helping advance the development and application of breakchrowgh technologics to improve
che guality of lifs, Ta mest irs challenges, the CTC Foundation utilizes the competencies
of che private sector, acacdemia, and other institutiocns; matching capabilities with
sclutions.

Clearly,; energy, the snvironment and sustainable sconomic development are an apprapriatu
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subject for the Poundation and reason for attempting to answer the complex question:
How Will the Hational Energy Policy Shape Pennsylvania's Econcaic Developmant?
<<...0LE_Obj...>>

PENMSYLVANIA EMERGY LEADEREHIP COUNCIL

How Will the Hational Energy Policy Shaps Pennaylwvania's Economic Development?

Representative AGENDA

Fictaborgh, PA
Septembar 17, 2001

MASTER OF CEREMCHIES: Bill Flanagan, KDKA *

B:30 AM WELCOMING REMARKS Jared L. Cohon, Ph.D.
Frasident, Ol

B:40 PM ENERGY POLICY & ECONCMIC -:rut!uy Hunker, Ph.D.
DEVELOFMENT Dean, Heimz School

8:50 AM KEYTNOTE ADDRESS Charles Pryor, Ph.D.*
CEQ, Westinghouse Electric

G:30 AM UNLEASHIHG THE MARKET Hora HMead Brownell
Pa. PUC Commiasioner
(nominated to FERC)

10:15% AWM FANEL DISCUSSION John W, Eowe, Exelon *
Balancing Supply, Demand & Price i
bominion Rescurces
Moderator: Douglas Biden Jim Cunningham,
Burscn-Harsteller *
11:15 AM PANEL DISCUSSION Tom Hoffman,
COHSOL Enmrgy *®
Climate Change: Roles of Coal Vicky SchafE,
and Ehe Arom Allegheny Energy *
Hoderator: Steve Massey, Post-Gazette John Andecson, CHU

L2:30 PM  LUNCHEOSHN KEYHOTE
FEDERAL-STATE POLICY ALIGHMEMNTS Paul O"Heill,
Treasury Secrekbary *

1:15 P ARNOCTHER PERSPECTIVE U.5. Congressman Doyle
2:00 Fd PANEL DISCUSSICH J. L. Frank, Marathon USHK
Oil's Future Bolei Tranapartatisn  Jack Drosdiek,
Sun Company *
Moderator: Frank Reeves, Post-Garette s Heinz Foundation
3:00 P4 PANEL DISCUSSION Craig Christianaan,

EnronWind *

Wew Enecgy Market Entrants Mike Fresman,
Exelon Power *
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Moderator: Alta Bajura, HETL ; Mellan Bank

4:1% PM  WRAP-UP Bill Flanagan, KEOKER

* Deaaotes Preliminary hoceptance of the Invitation, Depending Upocn the Date
as of: May 27, 2001
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Fram: Murden, Bill

Sent: Friday, May 25, 2001 6:10 PM

Ta: Adams, Tim: Dam, Ken; Engelhard, Joe, Fall, James: Kupler, Joffrey, Lee, Nancy, Loavinger,
DCavid; Melson, Hieidi OrMeill, Paul; Radelst, Steve; Sobal, Mark; Taylor, John

Cec: Barber, Francine; DeMarco, Edward; Dohner, Robart; Donovan, Meg: Grean, Matihew;

Harris, Rosemary, Jonathan Fiechter (E-mall); "Jorstad, Van', Piercy, Jan; Julia Kyhn (E-
mail}; Budington, Michals; Molly Mahar (E-mail); Mucklaroy, Tarmy’; Muanch, Marilyn;
Paulson, Sara; Quinn, Lois; Salladin, Anne; Tanla Luhde (E-mall); Tolowl, Ramin; Walsh,
Helan; jabboti@imi org’s Crawford, Todd, Teresa, Curranis! frb.ong’;
“gerand dagesiny. frb.orng’; sally medavies@frb gov’. Wen Egan’; Mathlasen, Karen; Austin,
Carlos; Baukol, Andrew; Gelpem, Anna; Haarsager, Mathew, Anderson, Lisa; Boons,
Sherman; Drezner, Danied; Durham, Paulette; Giancola, Mark; Gorlick, Wamen; Gunaratne,
Nidmini; Jaakson, Juhan; Krulak, Keilh; Monros, Wilbur, Sanford, Paul; McDonald, Larry,
Sledman, LousSen; Wisner, Peler, Harlow, Robert; Johnston, Richard, Byrne, Kathlean;
Celina, JI; Dulanay, Tim, Crana, Daborah; Dupuy, Max; Jewel, Andrew, Lung, Richard:
MeCoy, Christopher; Morris, Liza; Nedl, Jel: Wingle, John; Backes, Sleven; Dohiman, Peter;
Epstein, Natan: Kosmides, lvy; Ralyea, John, Grewe, Mauween; Haight, Cameron, Mills,
Marshall, Barbar, Ed; Gotflieb, Geoffrey, Holiman, Barak; Shah, Sonal; Beasley, Mary,
Warthin, Whit, Lundsager, Meg; Selser, Brad; "cadiaccai@fdic.gov’, jose. tuyaf@oce treas. gov',
‘witalba@fdic.gov’, KaWalteriidic.gov', lucyignacio@mail.aslandevbank.org’,
‘Kbruno@idic.gov'; Jeonneekyfidic.gov'; ‘ceraliiiidic.gov’; marshali@idic.gov’

Subject: Emerging Markets Banking Weekly - 5/25/01

Atached please find the electronic version of the Emerging Markets Banking Weekly, prepared by OASIA'S
Office of Intemational Banking and Secunities Markets to highlight significant banking and financial regulatory
developments in key emerging markets dunng the most recent week.

=

embww(52 5, pdf
{160 k)

[(b)(3)]
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Note: Exec Sec will receive the original and hard copies separately. Please direct any comments or additional
requests for hard copies to Paul Sanford-sanfordp.
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Fram: S55paci9sibiacl.com
Bant:  Friday, Movember 30, 2001 9218 AM

Subject: Spector / FY
fill: Efifo

Heard that U.S, Enron raders instructed 1o make swhe thare are no deliverss againgt contracts uniil further
nofice.

Shewart
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Fram: Cetina, Jill
Senk: Monday, Oclober 29, 2001 12:27 PM

To:  _DL_Market Group; 'Andrew Sacher’; ‘ClayLowery'; ‘Eric Otio'; ‘Griffiths’; ‘Hoffman'; Lundsager,
Meg: 'Paul Reid’; 'PMalmgren’; Wayne'
Subject: Financial Markel Noon Report, Oct 25th

[(B)(SH
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From: Celina, Sl

Samt:  Monday, July 08, 2001 4:20 PM

To: _DL_Market Group

Ce: Lundsager, Mag: kmalmgref@opd.eop.gov'
Subjoct: Financial Marke! Closing Report, July 8, 2001

[(b)3)]
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From: O'Meill, Paul

Sant: Wednesday, January 16, 2002 4:56 PM

Ta: OrMalll, Paul H.

Subject: FW: Financial Markats Might Report 1118102

Frodm: Sharer, Jamas

Sent: ‘Windnasday, January 16, 2002 4.55:278 PM

Ta: _DL_Market Growp: Andrew D. Sacher; Davidd Geffiths; Eric H, Olto; Jay Hoffman; Lundsages, Meg; Phillippa
Falmgran; reidy. Shaviin, Thomas, wallafg, waynosa

Subject: Financial Markets Night Report 1/16/02

Aulo forwarded by a Rule

[(b)(5)]
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Fram: O'Meill, Paul

Sent: Tuesday, January 15, 2002 4:43 PM

Ta: C'Maill, Paul H.

Subject: FW: Financial Markets Mightl Repord 171502

Fram: Ehw..hrm

Sant: Tuesday, January 15, 2002 4.43:15 PM

Ta: OL_Market Group: Andrew D. Sacher. David Gritfiths; Eric H, Otte; Jay Hoffman; Lundsager, Meg: Philipsa
I.hh'ng'&n reidip; Shavlin, Thomas, wallarg, wayneea

Subject: Financial Markats Might Repon 1/15/02

Auto forwarded by o Rula

[(B)(2)]

01800000010267




[(bX3)

jrd

lan15PM.paf (16
KE)

01800000010268




L ———
From: Kupfer, Jeffrey

Sent: Sunday, January 13, 2002 8:10 PM
To: O'Meill, Paul H.

Subject: FW: MADBank

—-—==0riginal Message=--===

Fram: Kanneth Dam Ima;ltﬁ:kﬂnna:h“dapﬂlau,unh1cagﬂ,gdu|
Sant: Saturday January 12, 2002 2:55 PM

To: paol.o'neilléds.treas.gov

Cc: ken.damlde.creas.gov

Subject: HADBank

Faul, I mistakenly put im my pocker a mame you had forwarded to =& on
HaDBank. So here I am in Chicage with the memo and I won't be back in
the DeparTment uneil Tuesday afterncon {after my trip to the Westc
Coast).

[(BH5)]
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Best, Hen
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From: O'Malll, Pawd

Sant: Weadnesday, January 09, 2002 8:24 AM

Ta: CrHelll, Pawl H,

Subjact: FW: Financial Markels Maming Report 14002

From: Shiwrer, James

Bant: Wadnadday, January 05, 2002 8;24:04 AM

Ta: DL_Market Group: Andrew D, Sacher, David Geithihs; Eric H, Otic; Jay Hofiman; Lundsages, Mag: Phllippa

ihlmrm reldjpc Shardin, Thomas; wallarng: waynesa
Subject: Financial Markets Moming Repor 14902
Auto forearded by a Ruls

[(B}5]]
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From: O'Maill, Paul
Sant: Wednesday, January 02, 2002 2-48 PM
Ta: O'Maill, Paul H.
Subjsct: FW: Spactoar [ ULS. & Western Wordd Aluminum Supply / Demand Outiook 2002-2003
Janisary 2002 pof
(271 EB)
>
}-.--.---.---.-
»Fram: S55pecH3516acl .com[SMTE: SSFECI951 6A0L . OO0M]
*Sent : Wednesday, Januvary 02, 2002 2:46:27 PH

rSubject: Spector f U.5. & Hestern World Aluminum Supply / Demand Cucleok 2002-2003
*huto forwarded by a Rule

>

Tow wiew tables and charts with text, which we would reccemend, pleass

download the attachmant

January 2, 2002
U.%5. & Western World Aluminum Supply / Demand Outleok 2002-2003

Our 2002=2003 cutlook iz wunchangéed from what we have been reporting om in
Fl'-llt manths,

The current macro-economic consensus forecast is for a alow recovery in 2002.
Cur forecast continues t£o be a probable V shape rebound starting in 10. Now
that were here we'll see how things evolwve.

Leading indicators are upbeat and continues to suggest the recession was
winding down in last years 40 and probably ended in dctobar/November. If =o
by historical standards it was & short Zecession. Even the negative impact of
che September 11 eventsa was over estimated. But there were market sectors
chat were hit very hard in che downturn.

The upbeat indicatora include the following:

. consumer confidence (U of Hichigan & Conference Board) is up across the
board signs and above cecession levels previously shown.
) Hew and existing home sales and housing starts remain at a high lewvel.

Auto sales continue Lo be strong.

SErong money growth.

Firming in industrial commodity prices.

Declining trend in new unemployment elaims,
. Low inflation and worldwide deflationary pressures will keap inflation
law and i=s the equivalent of a tax cut for consumer.
. Massive Inventories reductionaz at all lewvels in the econcmy.
- D.5, and world financial markets rising and continue to bet on a
FEcavaEy.

Hovembor orders for durables- excloding defenssa - ross 2,7k, the sacond
atraight riae.

Capital goods crdera ex-defense climbed 4.8%, a sign business spending is
improving.
* Decembars Manufacturing ISM Report on Business showed new ordecs,
production and impozts growing, and inventorlies declining.

Afear some lag a recovering U.5. economy will spark a rebound in global
economic activiry and aluminum demand.
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* There are somg sarly slgns of a bottom in some Euro economles like
France, Garmany and the UK,

b In Asias the Korean and Taiwanese economy are showing signs of
isprovement. China's econcny continues to expand. But the Japanese economy
remains the basket case of the region and continues to loose market share %o
other Asian countries.

40 U.5. aluminum demand was not good, But the year-to-year comps could be in
Eh; plus column [October waa up 13.%%). That's because last yeara 40 was 50
al,

Despite weak demand U.5. amd world demand/supply conditicn remains ln
pessonably good shape at this stage of the eycle.

In torms of end-usar atocks; lnventorlea have been worked down and have
to be rebuile in 2002 and 2003, That will lead to year=to-year increases in
alurinum demand well above current Consensus expectations.

Supplier inventory are at one of the lowest levels we have aver sean in
at an inflection paoint at an up=-turn in the eccnomy. Hormally in terms of
manths supply they wese at much higher levels. This eycle they're low because
aluminum smalters 2000 and 2001 were inveluntarily forced to idle nearly 2.0
million tons of capacity due te high eest relative-to-price or lack of
supply. Much of this capacity will remain idle wnkil 2003,

) 1593 - ingot stocks reached nearly 6.0 million tons, egual to 4.7 montha
supply, and LME prices a low 51,040 par ten.

% 138% - ingot stocks were 4.3 million tons, egual te 2.0 months supply,
with LME lngot at 51,187 per ten.

* 2001 = ingot stocks at 3.2 million tong, equal to 1.9 months supply, with
LME ingot at 51,380 per ton.

ALl we need ia the spark of recovery and metal supply could tighten pretty
quickly and pricea rise sharply frem current depressed levels,

Macro U.5. Economic Conslderations.

The dtwnwasd trend in production Hovember continued but the rate of decline
slowad. Cur li-month forward leading macro medel for the maaufacturing
sector, as projected by Demand Indleator (DI}, suggests the most likely
scenaric in 2002 ia a spesady recovery. A modest expansion in 10, followed by
swifter growth in subsaguent quarters that could reach a 4%+ growth rate in

15,

fs shown energy prices have fallen sharply in the last 12-months,

At curctent levels it's eguivalent to a tax cut of about 5100 billion. That's
afn Tap of lowar tax rates prevliously passed for 2002. This will help boost
consumer income and corporate profita. That's what we would call stimulus.

Intecest cates have alsoc fallen sharply.

Rates are likely to atay at arcund current levels through 2002, plus or minus
25 basls poiatsa.

Lowsr rates will keep mortgage refinancing high - a big plus for the
coenstruction market and consumer apending. Last year 7.5 million homeowners
refinanced mortgages. Those opting to cash out according te Freddie Mas
cecebived soms 5100 billion and could save or invest another 53 billion from
lowse intersst rates,
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Evan more stimulus.

Our forward leading inflation indicator continues to suggest that inflation
in 2002 will be lower than it was in 2001.

Wary low in the first half of the year with scme upward pressurs in the laat
half. Bur =still below 3%,

Tha laceat ISM data suggests production im the manufacturing sestor that
started to rebound prior to the September 11 attack on the U.5. is Back an
schedule and appears te be consistent with the trend our DI had been
forecasting for the last 12 montha for the current time peried.

Inatiztute for Supply Management (ISM formerly HAPM]) date on manufacturing

production was 50.6% last month compared ta 47.1% in MHovenber and 40.% in

October. Ordecs were 54.9% last month compared Bo 38.3% ip October, A zise
above 50% suggesats expansien,

Inventories in September continued te decline and, as & percent of product len, wers back
to pre Sepcember 11 levels and well below year ago levels,

This suggests we were very close to the end of the down leg in the inventory

cycle.,

Hicro-Industry Analyais

A major plus i5 that end-uasera de-stocked in 2001.

The trond in preduction in aleminum consuming industries went negative in
September 2000, Aluminus order rend turned negative fn June 2000, Aluminum
orders fell faster thanm preduction, That implies end-users cubting inventory.

4 We've seen a masalve inventory correction by end-users that continued
through all of 2001.

C As the sconomy recovers In 2002 expect o see & rebulld in pipeline
stocks.

. Aluminum mill product ordera track the ISM opders closely. Thus with ISH
orders and production expanding expect aluminum mill product orders to also
rebound into December and Januwary.

Aluminum mill product production was down 13.2% and 12.7% pespectively in
Octobeor and tha firat 10 menths of laat year.

The year/year comparable for demestic mill shipmenits was a negative 5.6% in
Getober, and 14.0% year-te-date,

Excluding can aheet shipments, just looking at the more cyeclical sectors;
domestlc shipments in Octocber were off 7.4%, and year-to-date 17.4%.

Work-in-process and make and hold atecks in October fell by 29,000 tons, buc
for the year-to-date showed a build up of 67,000 tona from the normal
seasonal year-and low in December 2000,

0.5. Primary ARlominum Industry Data-For most of last year demand exceeded
supply. This reversed in September/October when supply sxcesded demand and
therm was an ilnerease la ingot stocks in 4Q.

Primacy ingot reguirementsa last October rose by 13.9% frea the same month in
gﬂgg- That was the first year-to-year lncrease in prime demand since Hay
ooa.
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The year-te-year increase was due mostly to wvery poor demand in October 2000
and lower scrap supply in 2001. That meant increased use of prime by mills in
Lhe conversion process in Dotober 3001 wa. October 2000,

Primary Supply: Year-on-year primacy ingot production was off 28.7% in Octo bar and down
28% in the firat tem montha. Ingot imports in dctobar reae
14.9%. Year-to-date through Cctober ingot imports were down B%.

Wa estimate ingot import AQ/4Q was up about 28%, If it was, ingot imports
laat year were [lat compared to 2000. The 4Q increase was necessacy to
balance demestic supply/demand, but did result in & slight increass In excess
stocks.

Frimary Demand: as noted earlier primary aluminum demand in October was up
13.%% from the same month last year. Through October ingot reguirementa wasz
off by 22.6% from the same ten-month perisd in 2000,

We estimate demand in last years 40 was about 2.5%, That's not reflecting
4 jump in 40 2001 rise Iin final demand but lewer serap aupplies and 2000
depressed 40,

Het ingot stocks: Both reported and unreperted inventery in Octeber fell by
11,000 tons. But year-to-date in 2001 stocks were atill dewn By 145,000 tons
from December 2000,

With idle capacity possibly through the spring of 2003, the US dependency on
imported ingots increases.

= Prime production this year could approximate 2.75 million tons, up 3.7%
from 2001. And that's just a maybe,

‘ Prime demand could snap back sharply to €.1 mlllion tons, up 19%.

. Ingot imports could approximate 3.8 million tona, wp 37.1%.

. If demand rises as forecast industey stocks have to increase by at least
270,000 tons from this year to meintain projected shipping lavela,

The important point we'ra trylng to make da that if our 2002 setal [low
forecast proves to be correct ©.5. ingot imports have rise by an eatimated
A7T% from 2001 to keep the U.5, metal systeam in balance.

d If U.5. imports rise by 278 it could gquickly soak up excess ingot stocks
argund the rest of the world, That would leave Rala and Eursps, both At
importers of ingot, in short aupply when thelr economies plek up in the lask
half of 2002.

0.5. Supply System Inventory - Relative to demand stecks are in good ahape.

Tatal industry inventorles back in October was 1.£5 milllon tons, down 35, 000
tons Erom the upward revisad September lewel, equal to 2.0 menths supply.
Year-to-date stocks were down by 210,000 tons.

In tarms of historical perapective current stock levels are not high
despite the drop in demand.

Dealer ingot stocks fell to nearcly 12 days supply in Gotober from nearly
13 daya in che month before. These however weres almost twice what they were
in Cocceber 2000.

Dealar stocks contbinued to rlae theough Decesiber 2001. As the cesult of Ehe
Enron fiasco we hawve seon thelr atocks, previcualy unreporbed, show up as
warranted ingot on COMEX and LME warehouses. We estimace that much of that
build up is committed for 2002, and is not necessarily apac metal.

One problem that Ls likely bo develep s determining how much of Enron owned
ingot is subject to lawauits and administrative haggling. This eould force
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traders and consumers laovelved in an Enron chain finding it necessary to look
for alternative scurces of supply. This is not only a problem for U.2,
morchants and consumers but iz an international problem.

Western World Supply/Denand 2001 - 2003 uUpdated.

Tha next two tables show cur Western World Frime Ingot Metal Balance for this
year and through 2003,

Camp. Data for Octcber and year-to-date were as Follows:

. Supply down 2.6% and 2.4% respectively

d Shipmants up 4.8% and down 9% respectively.

. ingot stocks down 62,000 tons and 364,000 tons reapectivaly.

4 donths® supply 1.8 compared to 2.0 in September and 1.7 in the same month
ast year.

The cutlook fer the year:

. Supply down 3N.
. Shipments down about B4.
. Ingot stocks up nearly 348,000 vens ke 3.24 millisn tons or 1.9 months

supply.
The ocutleock for 2002 compared Ta Z001:

+ Supply up 2.5%.

. Shipmonta up T4

+ Ingot atocks down nearly 540,000 vons to 2.7 million tons or 1.5 months
supply.

The outlook for 003 compared to 2002:

. Supply up 8.2%,
. Shipmants up 3.0%
% Ingot stocks up 280,000 tons, egual to 1.6 menths supply.

fluminua Pricasa

As shown as stocks move down towards 1.5 months supply ingot prlices cend to
rise rapidly.

Scocks at the end of last year approximated 1.9% menthe supply.

This yesar as noted eaglior, stocks could fall to 1.5 montha aupply and rise
ta L.6 months supply in 2003,

In past years a major influence on price has been fund buying of commoditlies
as amd asast class.

An shown funds intereated in commodities, like aluminum, &8 an asaet class
fell sharply im 2001, but now appear to have bottomed and turning upward.
This brend i3 likely to continua in the economic s2cenaris we are projecting.

While there is fower so called macro hedge fund playera in the market today
Lthan there were & few yesars ago there are atill a few players arcund. Thers
iz also a large contingent of Commodity HWanaged Accounts that still play an
imporeant speculative role in the market and market paychology.

If our supply/demand model a8 outlined proves correct look for aluminum
prices to rebound.

Beat regacds-——- Stewart
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Fram: O'Neill, Faul

Sent:  Monday, January 07, 2002 2:19 PM

Ta: O'Nedll, Paul H.

Subject: FYY: Spactor [ Aftamoon Technical Commesnt

TEEEE S

From: S5S5pecSi5it@acl com{SMTP:55PECI516EA0L.COM]
Sent: Monday, January 07, 2002 2:18:24 PM

Subject: Specior/ Afternoon Technical Comment

Auto forwarded by & Rule

To view chars with text please dowload the attachment.
January T, 2004

Technical Perspective —shori-term up and intermediate-term price trend Meutral.
3 Month: Open: 31,365 High: $1,420 Low: $1,360 Close: $1,351- up - $68.50
Cash Price; $1,406 - up $72

Threa Manth LME: A bég while candle cccurred. This is generally considered bullish, as prices closad shynificanily
higher than they opened. If il cocurs whan prices are rebounding off of a support area (e.g., a moving averags,
trend lne, or retracement leval), the long whita candle adds credibility to the suppert. Similarly, if the candle
appears during & breakout above a resistance area, the long white candle adds eredibility o the breakoul, Al
clsoad above is 10,50 and 200 day maving avarags,

Today's braakout can easily be explained by the lollowing:

1. Praviously an ovarly baarish consensus about supply/demand that is now a changing due to more and sign's of
a bottoming in tha U5, and soma forelgn economies. Don’t discount the importance of sentiment in a market.

2, The back-end of the Enfon problem, Endan iz sl nol delivering against all chain deals, That means fraders in
thi chain have to buy replacemant ingol 1o cover their trades.

3. Custormner inventorias are very low. Until ioday consumars have baen waiting in the hopa of buying on the way
down. But could not wail any konger. Especially after today's spike. Markets naver accommodate the

procrastinators.

4. Short covaring in panis.

Whiila prices could comact today's gianl move after somewhal higher prices opvemight or tomomow, our base prica
forecast remains unchanged. World metal supplyidemand is not that far cut of whack and that is within the nex
thres months the price could move to $1,500 and by mid=year to $1,800 per ton.

Today's preliménary Fund Commodity Money Fiow Indes ({CMFI) was 796 compared o 2 downward-revised 80,6
the day bafore. No major fund buying today.

Whal's next: The probable trading range in after market and noxt ing and kerb session is $1,340- $1,380, wider
than normal due to today’s spike. This weeks probable trading range now looks ke 51,480 - 51,380,

Hedge Clause: technical analysis is more indicative of a trend rather than being
predicative.
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Beslt regards-- Stewart
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Fram: GEebilondo, Jose

Sonl: Monday, June 25, 2001 9,26 AM
To: Squitieri, Ray

Subject: FW. Suggested Inlerviewees
Ray,

Morm Carleton (our client) is coordinating an interagency study of the retall swap macket
as required by lasat year's Commodity Futures Modernization Htt-ﬂtﬂiﬁﬂ

The purpose of the study is to describe tha
retail swap market and te cecemmend regulatory options. [(B)(5)]

Josk

=====0¢figinal Mazrage-----

Fram: Carleton, Horman

Sent: Tuesday;, June 19, 2001 2:42 PM

Ta: Annette Nazareth (E-mailj:; Belindas Blaine {E-maill; Bob Colby (E-mail}; Bob Zwirbh (E-
mail); Dawvid Wall: Diane Virzera; Eichner, Matthew; Elizabeth Fex (E=mail]: Eric
Hirsehhorn (E-mail): Hammer, Wiva; John Polise ([E-mail); Joyce Hansen; Katheyn Dick (E-
mail); Kavin Erickson (E-mail);i Kurt Wilhelm (E-mail]; Lori Sanatamorena (E-maill; Miguel
Brownes Hickoloff, Peter; Howey, Michael; Pat Parkinson (E-mail}: Pat Whites Schultheiss,
Heidilynne

Ce: Gross, Jared; Ellect, Marctha; Sutton, Gary: Gabilonde, Jose; DeMarco, Edward; Hughes,
Gerry

Subject: FW: Suggested Interviewass

memm=firiginal Hessage--===

From: Zwirly, Robert 5. [mallto:bzwleb8CFTC.gov)
Sent: Tueaday, June 13, 2001 2:3% PM

Te: "Horman.Carletonldo.treas.gov’

Subject: Suggested Interviewess

[(B)(5)]

Enran

[(B)(5)]
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From: Gross, Jared

Sant: Thuraday, Aprll 05, 2001 1:25 PM

To: Squitier, Ray

Subjact: RE: mema io Secratary on follow-up guestions

The typo commenis are fine (| assume that you have already made them). | haven't found anything 1o provide the type ol
analysis Rachel suggests... do you know of anything? As | recall from the President's Working Group study an OTC
denvalives industry, there is very litle data on the OTC markets broadly,

[(B)(3)]

—=-{Iriginl Hessage-—

Firoam: Souitheri, Fary
Sant: Thorsday, Apnl DE, 2007 1:16 PH
Toa Gross, Janed

Subject P mema to Secretary on fodiow-up questions

Hare are several comments by Rachel. Would you read them, decide whethar any changes ans necessary Lo your
section, and if so send me a new version? Thanks,

——Original Mesge-—--

Fromi Cononl, Aachel

Sank: Ty, April O3, 2001 5155 AM

T Souuitier], Rary

Subject: i i Secrelicy o folldve-up questions
Ray,

| found & couphe of typos on the second page of energy dedivatives memo. [(B)(5)]

<< Flla: NEP ONaill 3 follow up Cs 0330 dog >>
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Ray,

[{B)(2)]

LA
HEP Dtvelll 3 foilow
up s 0330,

Cononi, Rached

Tuasday, Aprill 03, 2001 555 AM
Squitier], Ray

memo lo Secretary on follow-up questions
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From: Soares, Chris
Sent: Woednesday, April 25, 2001 5:29 PM
To: Sguitieri, Ray

Subject: RE: EPA-03-A, EPA's response to Dingell's letter on Barton's draft lag “Electricity Emergency Ralief
Act

[OUTSIDE SCOPE , (b)(5)]

Copynight 2001 / Los Angeles Times

Los Angeles Times

April 17, 2001, Teesday, Home Edition

SECTION: Maetro; Part B; Page 1, Metro Desk

LENGTH: 1429 words

HEADLIME: INNOWATIVE SMOG PLAN MAKES LITTLE PROGRESS;

AR QUALITY: AFTER EIGHT YEARS, THE SOUTHLAND'S PROGRAM ALLOWING FIRMS TO TRADE
POLLUTION CREDITS HAS FALLEN WELL BELOW EXPECTATIONS. IDEAS TO FIX IT ARE MIRED
IN CONTROVERSY.

BYLINE: GARY POLAKOVIC, TIMES ENVIRONMENTAL WRITER

BODY:

It was supposed to be a revolutionary way to clean up the environment, a
businass-frendly strategy to slash industrial emissions without the heavy hand
of governmenl.

Bul the Southland's market baskel expasmant has been a serous
disappoiniment.

The Regional Clean Air Incentives Market, or RECLAIM, has fallen well shor
of expectations. Eight years into the program, smog cuts have besen minimal,

0000010292
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companies are failing to mest pollution reduction targets, and proposals to
rascue the operation are mired in controversy.

Manufacturers, power planls and refineries have reduced amissions by a8 scant
16%-much lass than was anticipaled by this time. Businesses were givan 10 years
to eliminate about 13.000 tons of pollution annually, but as the program nears
its end they have eliminated just 4,144 tons, according ta projections by the
South Coast Alr Quality Management District,

Over the course of the program, the AQMD has received a trickle of
applications from companies 1o upgrade polluban control capacity. Alr quality
officials say that if the number of retrofits doesn't dramatically increase, the
program will fall,

So lithe progress has been made that the AQMD & now telling businesses to
glash their air pollution at more than twice the rate they have over the last
seven years. Meanwhie, tha agancy estimates that industry will emit an axtra
3,373 tons of heakih-threatening pollutants into tha air this vear, 14% mons
than it is allowed under the program.

Business represantatives are divided In their reactions 1o the program.,

PAGE 2

Los Angeles Times Apdl 17, 2001, Tuesday,

"We're going to see the benefs of RECLAIM, I's jusl taking a fitlhe longer

than we expected,” said Bill Quinn, vice president of the California Council for
Environmental and Economic Balance, which represants business and labor groups.
But some companies are resisting pressure lo reduce emissions. Some seek 1o
eliminate the panalty they risk If they poliute beyond their imits. Others

would fice to escape (he program antirely by paying a fee of § 7.50 per pound of
poliution, no matter how much smog they make. Many businesses ar insisiing on a
fresh infusion of credits in return for cleaning up cars, boats and trucks
instead of factories, smalters and refinares.

RECLAIM “hasn't done as weil as the regulations it replaced,” sakd Mike
Schaibla, deputy executivee officer for the state Air Resources Board. | daat
think it has worked yet to achieve the emission-reduction goals that it set out

1o do. The reductions we've anlicipaled have been delayed and won'l be achieved
fof & couphs more years.”

The program was launched in 1993 as he first marked-driven sysiem 1o cean
wrban alr and quickly became a model for others around the world, The Los
Angeles-area program, which relies on a system of trading pollution credits, was
supposed o cut industrial pollution by stimulating technological innovation and
reducing burdensome new costs on businesses.

MNearly 400 companies participate, including Wak Disney Co., ExxonMobil Corp.
and Marthrop Grememan Cofp.,

Each facility receives a certain number of credits representing a pound of
pollution. Companies that do not pollute fo maximem allowable levels can sall
credils io firms that emit more than their limits. The total credil supply

ghrinks about 8% annually for a decade, thus trimming poSiution.

The program was senously compromised when power producars in the Los Angales
region operated far beyond poliution Emits last year, Power companies gobblad
emissions credils as thoy increased production 10 keep the lights on. That
causad a pollution credit shortage.

The market price of a credit soared as demand owtstripped supply. A credit

for one pound of nitrogen oxide gas thal cost an average of 25 cents in the
early years of the program climbed to move than § 50 late last year. Nirogen
oxide contributes to czone and haze, the main ingredients in smog,

Local air quality officials and business advocates say the program was

working fine untll the electricity crisis,

Bul critics, including the U.S. Environmantal Protection Agency, tha state

air board, emvironmantalists and some scholars, disagree. They say the anengy
crisis revealed structural flaws in the program that were bound to surface
sooner or later. "The simplistic explanation as to why RECLAIM failed |s the
market was much more volatile than people expecied and that is due (o the
electncity situation, an anomaly, an unmanageabla spike rippling through the

01800000010293
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markel. But thal's not the whole story,” sald Tom Canaday, enmvironmenial
enginaas for tha EFA.

hﬂa&r quality officiats acknowledge that, from its inception, the program

Los Angeles Times April 17, 2001, Tuesday,

was embedded with powerful disincentives to cut smog. Thal is because they
seaded it with oo many credits, about 40% more than real-world emissions.
Credils were so plentiful and cheap for 5o long that companies grew addicted to
bauying them instead of spending mors for pollution controls. The syslem crashed
last year when manulaciurers relumed to the marketplace expacting to find more
cheap credils, bul instead discoverad that power companies had bought most of
thim, driving up prices for the few that were laft over.

All tive while, air quality officials did not push business to instsl

controls and instead trusied them o make wise cholcas. Indeed, that was the
very goal of the program,

“For seven yaars, the program did absolutely nathing,” said an EPA official
familiar with it "Businesses got used 1o cheap credils. Nobody did what Thay
ware supposed 10 do: responsible planming.”

RECLAIM was bom during an economic doewnturn when business groups demandad a
flexdble alternative to traditional regulations. Many economists and

consenvative politicians continue to favor market-driven programs, and such
approaches are expected 1o figure prominantly in tha Bush

administration's attempl to have a clean environment for kess cost and red tape.
Representatives of big businesses, which control about 85% of the nitrogen
oxide credits, say RECLAIM has saved them money while contributing to recard
clean air the region expenenced during the 15908, Al quality officials ascribe
mast of that progress to deaner car axhaust.

Companies saved an estimated 41% on compliancs costs under RECLAIM comparad
to traditicnal reguiatons, although most of the savings occumred because
pollution controls were delayed for so long.

Al the Arco rafinery in Carson, engineers searching for ways to reduce
emissions under RECLAIM recantly tumed smog into cash. They rarouted propylans
pas, a byproduct of oll refining, from boilers Info a processing plant whens

they converted it to plastic peliels for waler botthes, patio fumiture and

strawbanry crates, reducing about S00 tons of pollviants annualty.

"Mow the polypregyiens plant is a revenus-generating plant.” said Susan
Livingsion, environmental manager for British Pebroléum.

In trying to fix the program, AQMD officials face a difficult balancing act: .
They want to halp lower credit prices by remaoving the power plants from the
program, But if the credits become loo cheap again, companies wonl havae any
financial incentive lo reduce emissions. I's tha same scenario that mada tha
program neffectve in the first place.

The agency’s goveming board maeats May 11 to consider amandments 1o the

program
The agency is already planning o require 36 of the biggest pollulers 1o
begin submilting plans detailing how and when they will install additional
pofiution controls. Among those tergeted anse Califomnia Portland Cament in
Colton, the Los Angeles Department of Water and Power, and Equilon Enterprises,
which operates a refinery in Wilmington. industry initially balked at the
Eﬁm' but relented afier air quality officlals dropped a federal enforcamant

4
Loz Angales Times April 17, 2001, Tussday,
requiremant,
Tha AQMD geveming board also approved a regulation last month to allow
companies io clean up heavy-duty diesasl engines in exchange for emission credits
for use at factories. The EPA has not apgroved similar rules by the AQMD, and
state air quality officials frown on the practica.
Barry R. Walierstein, axeculive officer of the AQMD, said proposed changes to
RECLAIM should help restore confidence and improve the performance of the

program.
I don't think we're kooking al Humpty Dumpty,” he said, “The sorts of
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changes we are proposing will fix the difficulties the program has experienced
owar the last yaar, This i5 3 bump in the road, a perurbabion, and with ruke
amendments we will be back on the path of achieving the design objectives ™

--==-Original Message—-—

From: Sgquitieri, Ray

Sent: Wednesday, April 25, 2001 4:00 PM

To: Soares, Chris

Subject: FW: EPA-03-A, EPA's response to Dingell's letter on Barton's draft leg "Electricity Emergency Rellef Act
Importance: High

[(B)(5)]

—-—Original Message----

From: Ells, Dina

Sent: Wednesday, Aprll 25, 2001 2:07 PM

Ta: Cetina, JII; Cononl, Rachel; Constantine, Eleni; Flynn, Timothy; Gerardi, Geraldine; Gross, Jared; Hambos,
John; Hendershot, Karen; Kiefer, Donald; Kinard, Yvette; McInemey, Roberta; Paulus, Michael: Rao, Geetha:
Soares, Chris; Sokolov, Dan; Squitieri, Ray; Stokes, Veronica

Subject: PW: ERA-QZ-A, EPh’smmnmetnDing!ﬁieuErmﬂartm*sdramag "Electricity Emergency Fellef Act

Importance: High

please take a look at this, thanks,

==={Iriginal Message—

From: LLR

Sent: Wednesday, April 25, 2001 1:53 PM

To: Finch, Glenda; Brown, Lynn; Kinard, Yvette; Wiss, Barbara; ‘yvette.camp@fms treas.gov’;
EGRONSET@BPD.TREAS.GOV'; Parcell, John; Snowden, Carolyn; Murphy, William; Ellls, Dina

Ce: Fishbum, Andy; 'DelmarR@O01G. treas.gov'; Farrell, Paula; Balley, Ann; Maryott, Carl;

‘tricia.long@#fms. treas.gov'; Tom.Longnecken@fms.treas.gov’; 'PHollenbachi@bpd. treas.gov'; Wilson, Carole;
Granat, Rochelle; Carro, Richard; Dorsey, Karen; Levy, Ronald; McGivern, Tom; Vagle, Steven

Subject: EPA-03-A, EPA's response to Dingell's letter on Barton's draft leg "Electricity Emergency Relief Act
Importance: High

REQUEST FOR COMMENTS

Due Data: APRIL 26, 2001 12:00PM
Sublect: EPA-03-A, EPA's response to Dingell's letter on Barton's draft leg “Electricity Emergency
Relief Act”

NOTE: THE HOUSE COMMERCE SUBCOMMITTEE ON ENERGY AND AIR QUALITY WILL BE HOLDING A
HEARING ON THE DRAFT BILL ON MAY 1. AT THIS TIME THERE WILL BE NO ADMINISTRATION

10285
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WITNESSES AT THE HEARING.
**SEE THREE ATTACHMEMNTS**

The views of your office are requested on this item, which has been assigned to Karen Dorsey.Please
transmit your comments by e-mail to Karen Dorsey{ karen.dorseyi@do. treas,gov ) with a copy to

“LLR" [ LLR{d@do freas.gov ). Use the message space of the a-mad for brisf responsss. For mose detaded
comments, please attach a separate document to your a-mall reply.

i you are not able to use e-mail lo reply. you may fax your response to 622-1188. Pleass direct your fax 1o Karen
Dorsey and identify the subjoct exactly as shown above.

To ensure the full development of the Depariment's position on this matter, it is important that your office
provide comments by the due date. If you can't meet the deadline or need assistance, contact Karen

Dorsey (622-1192) or the Legislative Staff (622-0650).

01800000010286
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From: Flanagan, Rosemany
Sant: Friday, Decambear 15, 2000 11:42 AM
To: Summers,
Ce: Wikcon, David; Sandberg, Shend; Mo, Martin: Vandivier, David: Squitieri, Ray; Auten, John;
Hendarshot, Karen, Cononi, Rachel; Fhynn, Timothy
Subject: Paul Krugman's Claims about the Calfomila Power Market
LA
cald sec Knugman
chw 1215.doc..,

The attached note, prepared by Ray Squitieri, analyzes statements made by Paul Krugman recenlly
about the California market for electricity. It will be particularly relevant background for a call from the
CEO of Enron, should that occur.
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From: Chiryst, Nancy

Sant: Friday, December 15, 2000 9:16 AM

Tas Summers, Larry

Cc: Sandberg, Sheryl: Moe, Martin; Wilcox, David; Vandivier, David: Flanagan, Rosemary;

Squitieri, Ray. Cononi, Rachel; Hendarshat, Karen; Flynn, Timothy
Subject: Conversation with Steven Kean (Executive Vice President, ENRON Regarding the California
Electricity Markat)

The: Attached memo when forward to EXEC SEC ioday,

W]

Isbried doc {31 KB)
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—— S ——
From: Wilcox, David
Sent: Thursday, December 14, 2000 11:16 PM
To: Elmendorf, Douglas: Squitieri, Ray; Flanagan, Rosemary; Chryst, Nancy
Subject: RE: california elactricity

This is a really super effort, and ilustrates the value, Ray, of your having kept an eye on current developments in the
energy field. Thanks 1o Dowg for a wonderful ediing job. Please transmit to Larry ASAP.

)

Istried, doc (32 ME)

——{riginal Message-—

Fram: Eimaeradant, Douglas

Smnl: Thursday, Detember 14, J000 £:11 PH
T Wilom,, Daned

Subject: Califprnla electricty

Fve cleaned up Ray's memo a little (based in part on your previous comments and on the phone convarsation with the

ENROMN guy), but you should lock it over. Ray should also review it in the maming 1o be sure that | didn't infroduce
any factual errars,

bitw, Jon Talksman says that the CP1 change will be in the tax bill that is about io ba passed,
== File: Isbrief.dog ==
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From: Wilcox, David
Sont: Thursday, Decoembar 14, 2000 2:53 PM
To: Squitien, Ray
Cc: Chryst, Nancy, Vandivier, David; Rao, Geetha; Flanagan, Rosemary; Cononi, Rachel; Flynn
Timothy: Murphy, Edward, Hambor, John
Subject: RE: Krugman on Calil power market
Impartance: High
L
calif]doc (29 KB)

Eay: This is a vory interesting plece. Please address the gqueations in the
attached to the best o f your ability, then forward the result tc Rosemary for processing
to the Secretary tonighe if at all peoasibile.

Rosemary: Flease use the following as a transmictal note from me to Larry:

The attached note, prepared by Ray Squitieri, analyzes statements made by Paul Krugman
recently about the California market for electrisity. It will be particulacly relevant
background for a call from the CEQ of Enron, should that occur.

-==-==0riginal Message-----

From: Squitieri, Ray

Sent: Thursday, December 14, 2000 2:12 BM

To: Wileox, David

Co: Chryst, Mancy; Vandivier, David; Rao, Geetha; Flanagan, Rosemary: Cononi, Rachel;
Flynn, Timothy; Murphy, Edward; Hambor, John

Subject: Krogman on Calif power macket

: 01800000010300




FW: Competition Accelerates in Texas, A Year Before Full Deregulation Is To Start

From: Jone-Lin Wang [fwang@@CERA com]
Sent:  Friday, Decembear 15, 2000 12:02 PM

Tao: Ray.Squilieri@ do.treas.gov'
Subject: FW: Compalition Accelerates in Texas, A Year Before Full Deregula tion Is To Start

[(b){3)]

-‘—'&iljl'lll Hw_

From: lesusAlert [maito: lesweAlert@scentecloom]

Sent: Thursday, December 14, 206088 T:13 AM

Subject: Competition Aceelerates in Texag, A Year Before Full
Deregulation ks To Start

bip: furarw consulive oom

L T P T T P Ty T T

Dhear Issuedlent Subscnber,

I would hike o take n moment to describe our energy information products
50 that you will know which products are lree (like lzsusAlert), which
products you can buy by the slice on our web site and which produoets earry
a subscription fies.

SCIENTECH sends lssueAlen 1o you for free every business day as a courtesy
becapse you are involved in or inberested in the energy industry, IssueAlens
are stored in & free databass on our site ot

bt e consaliee | camwel infostore nsli Producte/Tasue Alert

We also post [ssuesWatch every Monday at:

hipefwwew consulires, com"aebfinfostone. nsl ProductaTssies Waich

This column encapsulates the news of the past week and is also a free service.
Past [ssuesWaiches are alse available for Fee,

PowerHitters anticles are posted every other week. PowerHitters, the movers
and shakers of the energy industry, arc interviewed by our analveis, All

the mterviews of the past six months are available. They can be purchased
by the slice in our InfoStore with your VISA or Mastercard. or you can
phone, toll-free, at B88-972-8676.

SourceBook Weekly is the electric ndusiry's premier joumal of ssees
and analysis. We publish four to six erficles a week on our site s an
e-mne, When you buy a year's subscription, you will receive a password
which entitles you to read the carreni issue and the past twenly months
of arficles which nre reserved for you in a full text, searchable datshase.

[f you need to know the electric business, you need o read SourceBook
Wisekly,

1V21/2002
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FW: Competition Accelerates in Texas, A Year Before Full Deregulation Is To Start Page 2 of 5

You will find this week's articles listed bobow.

I hope: that this description helps you acquire the information you need
o msceeed in today's electric industry. Your free Issuedlert follows this
week's SourceBook Weekly titles.

Sincerzly,

lane Pelz

Director of Marketing Communications
SCIENTECH, Inc.

This week's SourceBlook Weekly artiches are listed below

LR LR LT P R T T R R T L L L T P T P E e P e e T e T
WIRES COMPANIES: RISKY BUSINESST

hitpu e w consulirel comfweb'reiweb naMWeb+ Fages SEEntrance him|

(AT IR R LR R TN R E L Py T T T N P T I T T P T P T T T LTI Tttt ]
FUROR OVER FUEL CELLS

hatpewww. consulires, comfwebfrarweh, nsi'Web | Pages SBEntrance. html

LEI AR LR TR L Bl L LB R LI B L B LI R R LR TR IR LRI R IR T LY ]
PGEES HYDROELECTRIC ASSETS: PLAYING BOTH SIDES OF THE GAME
http:fwww consultrel, comfwebirciweb, nsfi Wb+ Papes/S B Entrancs, kibmi

LA SRR R R L R R P R R R R L R A LR R R LR L R AL N R RS A PR PR TR RN R L]
SOUTHERN COMPANY: SPINOFF OF SOUTHERN ENERGY PLANNED FOR APFRIL
huip:Swww consultrcr.comiwehroiweb, nefiWeb+ Pages'S BEnirance. himi

LR L L R LR R B Rt L PP R R R R R PR T R R LR L]
BEYOND PANTELLOS AND ENPORION: NICHE SUPPLY CHAIN EXCHANGES ATTEMPT TO
FIND SEAT AT THE TABLE

hittp: Swoara conmulteei com‘wehd'reiweb nefWebrd PapesS BEntrance. himl

LR LRI AR TS LT LR PR R R R R TR IR E R R RS E R R R A PR IR LN R L PP T ]
SIERRA PACIFIC AND PORTLAND GENERAL: MOVING FORWARD ON MERGER
rpe s cansuline.comweb'rerweb. ns (' Web+ PagesSBEatrance himl

T R T R R T R Ry T P T R P P T R P P N R T P T N P T R P Y T R T PN RPN T R R TR T T

SCIENTECH IssueAlent, December 14, 2000
Competilion Accelarates i Texas, A Year Before Full Deregulation [s Ta

Siam
By: Will McNamara, Drector, Electric Industry Analysis

THEC, Inc., the parent company of The New Power Company, snnouncesd that

it is the first residentinl and small business energy provider 1o be cemified

by the Public Ualiny Commission of Texas (FUCT)L On Feb. 15, 2001, customers
in Texas can bepin signing up with retnil electric providens to participate

in the state’s pilot program, scheduled 1o begim in June, Full competition

will hegin in Texas in Jamesry J02,

AMALYEIS: THPC may be the first centifiad energy service provider in Texas,
wihich it claims will provide a "first mover advantage,” but it definitely

faces increasing comgpetition in the state, Just within the last couple

of montbs, there has been & spate of mew activity surrownding the Lone

Star State, & year before full compettion will be avulable to all customers

of mvesior-owned uiilites in Texas, (The stale’s rural elecitnc coopermtives
and municipal utilises can opt oul of competition). Restructuring law

in Texas requires wlilises within ihe stabe 10 separabe various businesses,

01800000010302
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FW: Competition Accelerates in Texas, A Year Before Full Deregulation Is To Start

fnrirullrmm_ﬂurgmmﬁm.puwerdeljm and energy services, Thus,
even those wtilitics that have hestorically had a large presence in the
state will have o register with the PUCT 1o retail elecimicity.

TNPC is among & tolal of 11 companies that have filed for certification

with the PUCT, and the hst of providers is impressive and diverse. Competitors
that TNPC will face in Texas include Groen Mountain Energy, First Chosce
Pomeer (the competitive spin-off of Texss-New Mexico Power Company), TXU
Energy Services, Sempra, Shell, and Relant, Imerestingly, Enron Energy
Services aleo has applied for cortification. Since Enron 15 one of the

key members of THPC, it obviously ia planiing to pencirate the Texas market
from seversl sngles,

Conspicususly abseni from the list of those that have applied for cenification
1% AEP, Anything | might say sbowt AEF absence from the lust would he
purcly speculative, but I do find it meaningful that the company has not
muatched its competitors’ aggressive entry ino the Texas retail market.

Ome indscator might be comments that Linn Draper, AEPs CEQ, made in a
conversation | had with him severnl months back. At that time, Draper disclosed
uncertainty about kow the retail business would factor in 1o AEPs funure
strategy, In fact, Dvaper said, "We're oot 5o sure thal retall 15 a business

for ns.® AEP has approximately one mullion retail customers in the siate

of Texae If AEP i 16 rémnnin in the retail marked in the state, by law

those customers must be served by an unregulated alfilisie of the company.
Howewver, af leasl ax of today, no sisch uffiliste has filed an application
with the PUCT.

Some may say if's still miber early in the game for all the flurry of

interesd surrounding Texas, given that even the limited pilot program (s

still six months away. The incressing interest could be based on the suocess
of pilot programs in other stales, such as Pennsylvania, which was actually
the largest electric pilot progrem in the nation, with more than 230,000
regidential snd commercial customers participating. Yet, probably more
pmporiant 3 the aheer azze of the Texas market-which presumably will transinte
into huge profits for those energy providers that gain a lock on the market-and
the hope serrounding how competition in Texas might develop. Afber so much
negative press about the flawed system in California, Texas will be the
next big state o open its market 1o competition. Thiss, o great deal is
hanging on how effectively deregulntion unfolds in this state.

Moseover, the onset of competition in Texas is a major development for
the energy industry, With regard to populatson, Texas represents the sscond
largest energy market (behind Califormia), offering a markel value of aboul
SH0 ballion. Texas officials have been watching Califormin closely all
summmer long, and remain confident that the power supply problems faced
there won't happen in Texas, This is lorgely becnwse Texas has avaided
making some of the critscal mistakes made in California. One [mpartan)
distinction between the fwo states 15 that Texas regulstors bave allowed

for power plants to be built in sbout half the constrection timse that has
been common in other states such as California. Since 19935, 22 new plans
have started operations in Texas, gencrating 5,700 MW, By the time comgpetition
starts in litthe over o year, 15 more plants and 10,000 MW are scheduled

to come online. As b result, Texas officials say that-unlike Californaa-theis
stabe has more than enoigh generaling capacily to meet peak dermand and
provide dt least a 15-percemt resarve for the next fow yenrs,

In sddition, these ame sigmificant differences between the market struciures
i Texas and California, First, Coliformnia's stnecture is based on an msction
pocd, which the sinte modeled on the United Kingdom. Integral 10 Califomia's

1072172002
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FW: Competition Accelerates in Texas, A Year Before Full Deregulation Is To Start

gystem i3 & Power Exchange, info which power suppliers submit power that
they wani 1o scll on the competitive market. Califomia's PX discourages

i healthy bilsteral contract market from forming because generators can

make more money selling into the PX. Texas, on the other hand, has no Power
Exchange and in fact has encouraged bilateral contracts as the way in which
electric service contracts will take place. In Texas, customers are encoarged
1o eatablich long-term bilatera] contracts with suppliers to secure the

best rutes, which won't put them a1 the mercy of wholesale market prices

&5 customers in San Diego discoversd this summer,

Also, Califormia incumbent wtilities must provide electnic service (o customers
whe do not choose to switeh. In Texas, as | mentioned, incumbent utilides
must estahlish affiliated retanl unats that will serve customers who da

ot switch, but it cannot be the T&D operation of the incumbent utility,

That is why we are seeing companies like Relinnt Energy submit mubtiple
applications, covering separate subsidiaries that will serve differem

customer classes.

The market potential for Texas competition appears very strong, which perhaps
more than anything else is due to good planning on the pan of Texas legislators
und regulaiors. However, there are still some lingenng concems about
competition in the Lome Star Swte. First, there is a shortage of transmission
limes in Texas, especially in the northem half of the state. Although

PLICT officials say that suffickent iransmissien lines will be put info

Mace before competition beging, without sufficient lines companies could
experience [FANSMIsI0N congestion.

Ancther concern is that Texas may be relying too much on natural gas, Almost
all of the new plants that have been built in Texas are powered by this
fuel source, As we continue tn see the price of natural gas reach alarmiing
highs, this could pose a problom for the market m Texas, Hedging will

be a key part of a sucoessful strategy for any provider in Texas, especially
considering the rising natural-gas prices. Sull, the espoused ndvantages
of competition (1.e., lower prices for end-ugers) could fall flat if so

musch emphasis i placed on natural gas as the primary power soarce in the
stube, Yet, ironically, customers may still bemefit because of the multitude
of power plants within the state. Abundant supply in Téxas may keep the
et of power low for end-users, but bess profitable for supplicrs.

Orverall, thouph, Texas remains the bright shiming hope for those who suppont
encegy deregulation in this country, The size of the state’s energy markel
will continue {0 pitract new participants, of beast on the front cnd of

the restructuning process. 'Wisether they remain in Texas, and whether ar

nal competitbon in the state wall trally bring benefits to end-asers, remnins

o be seen.

SCIENTECH is pleased to provide you with your free, daily IzsoeAlert, Let

us know il we can belp you with in=gepth analyses or any other SCIENTECH
information products. IF vou would like to refer a colicague o receive

our free, daily [ssueAlens, please reply to thes email and include their

full name and email sddress or regpster directly at

hitps e consulireLcomiweb/infostore nefProducisTsseeAlen

Feedback reganding SCIENTECH's lssueAlent and SourceBook Weekly should
b= sent in wmenamara@ecientech.com

LA R L DAL L LR R LA BT PR T R PPN P R P T N P R PR AT AT T T Ty
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FW: Cmnﬁﬂilinn Accelerates in Texas, A Year Before Full Deregulation Is To Start

Reach thousands of utilicy snalvss and decision makers every day, Your

company can schedule o sponsarship of IssueeA lert by comtacting Mancy Spring

al nspringi@scientech.com or (505)244-7613. Advenising opportunities are

also available on our wiebsile.

L L R R L R L L R R R P R L LR R R L T T T P Y T T IR LI IR Ll I I e ]

SCIENTECH lssueAlerts are compiled based on independent analysis by SCIENTECH
comsuliants, The opinions expressed in SCIENTECH'S lssueA leris are nist

intended to predict fnancial performance of companies discussed or to

b the basis for investment decisions of any kind. SCIENTECH's sole purpase

in publishing its IsswcAlerts is to offer an independent perspective regarding

the key events occwring in the energy industry, based on its long-standing
reputstion &5 an expert on energy and tebecommunications msucs.

Copyright 2000, SCIENTECH, Inc.

If you do not wish to receive any further [smueAlerts from SCIENTECH, please
reply to this messange and type “delete” in the subject line

102172002
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From: Curry, Paul
Sent: Tuesday, January 15, 2002 4:10 PM
To: Authauser, David
Subject: Accoptad: Enrcn mig.
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Blank Page [ of 1

From: Cury, Paul

Sent:  Tuesday, January 15, 2002 10:57 AM

To: Servetnick, Dale

Subject: RE: Public Communications Summary Draft

Dale-
[(b)(5)]

——==-Original Message---««

From: Servetnick, Dale

Sent: Tuesday, January 15, 2002 10:11 AM

To: Kupfer, Jeffrey; Curry, Paul

Subject: Public Communications Summary Draft

Finally, here 15 the dralt of today's report. There are quite a few "new” topics listed in this
week’s report. [t has been a very difficult moming trying to get this done ... G and H Drive
failures and a series of application errors on my PC, Everything seems 1o have been fixed

novw, thouph,

Dafe M, Servetaick

Public Correspondence Coordinator
(fice of the Executive Seceetan:

L5 Deparrment of the Tregsun

F 50 Pemnsyvivaria Avenawe, MW, Boom 1054
Washingion, [ X200

Phaome: M2-622- 1407 | Fax: 26334415
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From: Gathers, Shirey

Sent: Friday, January 11, 2002 8:22 AM

To: Authauser, Devid, Kupfer, Jeflray, Curry, Paul; Balr, Sheila; Fishar, Peter; Smith, Chris; Majia,
Annabella; Matera, Cheryl; Glasgow, Launa; Johnson, Linda; Davis, Michele

Ce: Strickler, Marie; Pringle, Veronica; Vannoy, Elizabeth: Hunt, Betty Ann; Ridgway, Diana; Hart,
Anna; Woodard, Geneviava

Subject: Briefing

Flease plan on attending a briafing wiDavid Authauser and Tim Adams re: Enron as follows:
Date: Friday, Jan. 11

Tirna: 10:30am - 10:45am

Location;  Room 3408

Thanks,

01800000010318




From: Cuiry, Paul

Sent: Tuesday, January 15, 2002 4:10 PM
To Aumauser, David
Subject: Accapled: Enron mitg.
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From: Curry, Paul

Sent: Tuesday, January 15, 2002 4:10 PM
Ta: Aufhauser, David

Subject: Actepted: Enron mitg,
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Firomm: Sterm, Todd
Sent: Friday, January 12, 2001 5:21 PM
Ta: Klasky, Hiolaing, Posner, Sleven; Smith, Michelle A Weaver, Elizabath; Gallagher, Uina;
Buck, Bill: Gensler, Gary; Sachs, Les; Stewan, Lawranne, Greene, Michalle; Wikcox. David;
Elmendar, Douglas, Vandivier, Dawvid; Sandberg, Sheryl, Cohen, Akan; Wolin, Neal: Moe.
Martin
Subject: RE: wires - Califomia Power Taks
[(b)(3]]
== frigri] Mg ge——
Frosm: Kinaky, Hedaine
Sent: Fricay, Janiaey 12, 2001 4:41 PM

Tod

Posser, Sheven; Smith, Michelle A Wesver, Ellzabath; Gallagher, Lina; Buck, Bll; Goensier, Gary; Sachs, Lee; Stewarl, Lewrinng;
Greens, Hichelle: Wilco, David; Elmendorf, Bouglas; Vandhder, David; Sancherg, Sheng; ﬂ'n,.'l'-:-;id,l:l:hl!‘l..luil‘n.'.lm

Neal; Hoe, Martin
Subject:  RE: wires - California Poveor Talks
[(b}5]
consa i HEREIgE=——-
From:  Fosner, Sheven
Senti  Friday, January 13, 2000 4:29 PH
T Sy, Hichedie A, : Kiasky, Holsing; Weaver, Clonbeth; Gailagher, Una; Budk, B Gersler, Gary; Sachs, Lee ﬂnm.
Greens, Micksoila: Hl:n:.h.ld,&nﬂrl' Douglas; Vendiver, Darid; Sardbeng, Sharyl; Stemn, Todd; Coben, AlsR;

DJ Principals In Calif Pwr Talks Set To Reconvene Saturday

Dow Jones Intemational Mews Serdice via Dow Jonas

WASHINGTON (Dow Jones)-The principal negotiators invohed i While
House-brokened talks to advuﬂaﬁnrm‘sub::h‘lnﬁrm are slated to
reconvane hers Saturday afternoon, the LS. Treasury Department confirmed
Friday,

The resumption of high-level lalks among top-ranking officials representing
the Clinton administration, Califomia, and utilities and power suppliars wil
take place at US. Deparimant of Enargy headquarters a1 3:30 p.m. EST.

California Gov. Gray Davis and other key stale regutators and lawmakers ane 10
participaté via a video conferencing link.

Tha pivalal negotiating session comes after two waorking groups involving
lonwer-level officials have mel since Wednesday in an efford to flesh out the
datailz of 3 broad settiement package the principals discussed late Tuesday
during a seven-hour meeting at the Treasury Department.

Knowledgeable sources described Treasury Secretary Lawrence Summers as taking
an activa robe in attempling to forge an agreemant during Tuesday's talks, which
alzo featured Energy Secretary Bill Richardson, White Housa economic adviser
Gene Sperling and Federal Energy Regulatory Commission Chairman James Hoecker,

Richardson, who Is traveling this weskend n an effort to lobby ollsproducing
nations against @ pending production cut, will not be attending Saturday’s
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segsbon.

The working group meetings will wrap up somatime Friday, the Treaswry
Dapanment said.

This two groups have separately sddressed the two primary features of the
proposed satfflemant, which imeolve maoving the states financialty alling
utilites out of volatile spot power markets and info fixed-price forward
contracts while power producers agree to “forbearance” on the huge debt owed by
the ulilities

The forbearance and conlracls working groups have been meeting separately, and
were o convene a joint session late Friday bo compare nobies Befone neporting
back to the principal negotialors who will cad any final daal.

Those familiar with the talks have expressed a mix of pessimism and optimism
that a final deal can be struck, given what they described as unrealistic
bargaining demands by Gov. Davis.

Hae has firmly rejected retail rale increasas and resisiad demands for the
siate to guarantes the nearly $12 billion utlites have paid over the last
aight months for wholegale power but been unabie to pass along under
siate-mandated frozen retail rates,

Furthar complicating tha talks have been demands by Davis thal the proposed
lomig-term powar contracks be al rabes far balow the production costs of
slactricity generalors.

Bul lately the pessimism has been tempared by signals that Davis may be
parsuaded o ralent Saturday in his opposition 1o 3 state-backed securilization
of the utilities’ undercollections.

"Lols ses thesr plan, and than we'll talk about that,” Steve Maviglio, the
govemors spokesman, said late Thursday.

Davis reporiedly has been under Increasing pressurs from Wall Streat and
Clinton administration officials 1o reconsider his opposition to securitization

Without a stale credit guarantes, a work-oul plan can’ be struck, the
utiliies will enter bankrupicy and the state’s power grid will collapse into
blackouts, sources familiar with the talks warm,

The affected utilities are Southerm California Edison Co,, @ wnit of Edison
Intermational (EIX), and Pacific Gas & Electric Co., a undl of PGLE Corp. (PCG).

By Bryan Lee, Dow Jones Newswires, 202-862-6647, bryan lee@dowjones com

(END) Dow Jonas Newswires 12-01-01
HO0GMT

{AP-DJ-01-12-01 2100GMT)

:TICKER: EIX PCG SRE

‘SUBJECT: EUTL STGO DI7 DI1 Di4 Di2 CA COBO COMM

I::-uppqm (=) 2001 Dow Jones and Company, Inc.
Recaivad by MewsEDGE/LAN: 112101 2:55 PM

Calif power talks aim to reach solution on Saturday

WASHINGTON, Jan 12 (Reuters) - Treasury Secratary Lawrancs
Summers, ofher sankor Clinton administration officials and top
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executives of electric power companias tentatively planned to
mizet on Saturday to finalize a fix for California’s power mess,
& source ciose fo the negotiations said on Friday,

Thea high-laval meating was set o take place al the Energy
Depanment at 3:30 p.m. EST (2030 GMT), with some California
alficiats via teleconferanca, the sourca said.

The state namowly averted rolling power blackouts on
mmdwuaiud?ﬂghlauppihadahmﬂrrluﬂm
dangerously low kevels because of a savers storm,

Friday marked the fourth day of negoliabions amang
lowar-lavel aides 1o map out datalied proposals for short- and
long-term solulions to Califarnia’s chronic electricity
shortage and skyrocketing prices.

If thee Friday falks fafed to make as much progress as
hoped, the Safurday session could be downgraded to ancther day
of negotiations among lower-lovel officiats on technical
issues, according to another sourca.

Summers and Enengy Secretary Bl Richardson launched the
nagoliations on Tuesday to pravent the bankruptey of PGAE Corp
<PCG N> and Edison Infernational <EDC M=, which could Apple
throughout tha national economy,

Balh utilitles say they have run oul of cash becausae of
runaway prices wholesale power, which ara now tanfold higher
than one year ago. Under California’s landmark 1996
daregulation Law, the higher wholesale prices cannol be passad
through 1o consumarns.

Ther two ulilities wani a S0-day repdave in repaying
billigns of dollars to out-of-state power generators, as well
as the abiiity to sign long-term contracts to lock in lower
prices.

{{washington.commOodSanargy. Newsroomig reulers.com )
REUTERS

Rtr 15:28 01-12-01

TICKER: PCG EIX

‘SUBJECT: CRUD COBO MU ENER UTIL USA
(2) 2001 Reutars

Recaived by NewsEDGELAN: 11201 3:24 PM

=0J POWER POINTS: By Tha Numbers, Calif Pwr Deal Looks Good
Diow Jomies Intemalional Mews Servica via Dow Jones

By Mark Goldan
A Dow Jones Mewswirns Column

MEW YORK (Dow Jones)—Grandstanding by negotiators in Washington, D.C., on the
California electicity crisis indicates the sides are too far apart for an
this weekend, but the actual numbers invalwed raise the quastion: How
can they not get this done?

California Gov. Gray Davis, on bahalf of the utiliies that contribute so
genarously to his campaign funds, is demanding three-year supply confracts al
5.5 cents a kilowatt-hour, "We've gol Io slop the hemarhaging of utility cash,
Bt | can'l posaibly have another rals increase of any state ballout,” the

gOvEmon is saying.

According to sources, U.S. Treasury Secretary Lawrence Summers and the
company chiel executives looked at Davis with a "What ane you

smoking ¥ amr&uhn several imes Tuesday night. The generators’ slance is that
. 01800000010334




{h marked price s 8.5 centsfwh and oaly If the contracts run for elght years.

But that's all just negoliating position. The customers of Edison
Intarnabianals (EIX) Southern California Edison currantly pay the company 7.6
cantaflowh just for energy. That prce includes kst week's ona-cant raise, bul
not otfver charges such as transmission and destribution.

Edison genarates half the power It needs at a cost of aboul 3 centsfowh. So,
purchasang the other half at 5.5 cents/kwh would do @ ot more than stop the
hamesrhaging. If the cost of purchased power were 5.5 cents, Edison’s average
cost would be 4.3 cents, for which they are getting paid 7.6 cents. That 3.3
cents/owh profit on the B3 bilon kwh Edison sells a year comes to a whopping
£2.7 billicn annuwally, End of credil problem.

PGAE Corp.'s (PCG) situation is more difficult. Their customers pay less for
alactricity, and PGAE only generates a third of its own power, but they have
lower generating costs than Edison. Botiom line: if PGAE could buy supplies at
5.5 cenlsfowh, they would b laft with 1.9 cents/foh profit

Unfariunately for the utilities, Calfomnia independent genarators, such as
Reliant Energy (RE1), NRG Energy (NRG), Dynegy (DYN), Scuthern Energy (SOE) and
Duke Enargy (DUK), can’t get their prices down 1o 5.5 cenls/kwh in California
fiwin the cusrrant markat price of natural gas,

But they don't need anything close to 8.5 cants for eight years. The forward
price for wholasale power in Callfornia for the balance of this year is 18
cantaowh for the on-peak hours, which is whal the ulilibes mostly nesd o buy.
Tha on-peak price drops to 11 centsfowh for a three-year contract because new
ganaralors and new gas supplies are expecied to come on fine, For an eighl-year
contract, tha prica drops 1o about T.3 cantsiowvh.

A 7.3 cants, PGAE would be heading 1o banknuptey cowrt. Bul the generalods
will get to sell PG&E some off-peak power, too, which brings tha averaga price
down a litthe furthar. if the governar guaraniees really quick licensing for a
couple of naw power plants in northern California, the price comes down a lol

Whal's mose, to save deregulation in the U.S. the genarators are willling io
eut to the bone. The stocks of Dynegy, Enron Corp. (ENE), ale., have high
prica-lo-aamings ratios because their eamings ane axpactéd 1o confinue strong
groweth under electric deregulation, Thay are the emerging mastars of &
deregulated universe, but if deregulation were to throw PGAE and Edison into
bankrupicy court, thene wouldn't be any deregulated electnic universe o master,

As one electricity trader put it: "They have got to get a deal dona. If thay
don't get The California Energy Crisis' off of CNBC every 30 minutes, F'm going
to be out of a job.”

Generators’ stock prices have been gefting hammerad since the first of the
year dua o several factors, such as profit-taking afler a great 2000, according
to Credit Suisse First Boslon utility analyst Paul Patterson, Duke's stock has
fallen 1o 366 from 585 since Dec. 29, for exampla,

Pricas of generator slocks have coma down hard, in part, because a California
catastrophe would derail deregulation in many states and the forecasts for
genarators’ eamings growth would be questioned, according to Solomaon Smith

Bamiey analyst Ray Niles,
That's the finances. The physical reality is that the westem U_S. probabiy
won't have enough slectricity 0 meel demand for the rest of this year. Starting

in February, if 8 deal ks done, Calformia ulities won't ba tha last in ling
to get their power, and the threat of blackouts will be spread oul across the

1 01800000010335




West,

Other than that, where's the rub? Under deregulation, consumens were supposed
to gat market rates in 2002, Based on the cument forward market and the

utilifes’ cost of retained genaratars, 7 centa/kwh for the rest of this year is

a greal deal, For 2002, i's fair, but for 2003-2008, It's temible. The curanl
purchase price for those years ks about 5 cants, With ulility-cwned genaration

at 3 cents, WnsumﬂlhﬂlbﬂplﬁngT:lnmhwhﬁnﬂmyﬂu.ﬂdhapayhgd
cntaowh,

And the 2.4 conlskwh compelition transition charge (CTC) that was supposed o
and in 2002 has to be extended several more years. The CTC i “non-bypassable,”
whihch means if you leave the local monopoly for an allemative supplier, you
5 hivia 1o send & coupda of cents/kwh 1o the old wtility.

Ratepayer groups gol about 40 people to storm the PGAE corporate headguartars
this weak over the one cent rate increase. Angther rale increase would causs
rigte and ballot intiatives, and cost Davis his job,

But can congumer groups gel people oul in the streets over a deal that's great
A, Bl overchangaes thim starting in 20037 | doubt it.

Businessas such as Intal Comp. (INTC) will know they are getting the shor end
of the stick financially and that power in the westem U.S. is still unreliabla,
so they will decide (o build naw faciores In other states. That's how you
bypass non-bypassable chargas. It will be bad for the state’s economic growth,
but Califomnia neads to stop adding eheciricity demand,

The slars are aligned for a deal very soon; eight days left before the
axecutive branch of the LS. governmant changes from one [hal wants lo help
Davis o ane thal wanis to huert him; about the same amount of lme is =il
before the utilities run out of cash; forward power prices have come down a lot
iry thes past 30 days, but could easily start to riss again; marchanl power
company slock pricas have bean punishad for two waeks, and thair executives
don't want to kill the golden goase.

Horw can they not get this dona?

By Mark Goldan, Dow Jones Mewswires; 201-938-4604; mark.golden dowjones.com

(END) Do Jonas Newswines 12-01-01
1B00GMT

(AP-DJ-01-12-01 1800GMT)

:THCKER: CPH DUK DYM EIX EME INTC NRG PCG REI 50 S0E
SUBJECT: EUTL SEMI DIf DI DI2 CA GA MN NC TX COMM
Copyright [c) 2001 Dow Jones and Company, Inc.

Received by NewsEDGELAN. 112101 12:55 PM
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"h"ailal Steven _

Fram: Kosrmides, vy

Sant: Thursday, May 30, 2002 1:43 PM
Ta: Vagle, Steven

Subject: FW: Enron DR project

Chuck said to forward this to you to add to the Enron decuments.

= il Mg

From: Kosmides, Ivy

Sert Trrsday, May 30, 2002 12:24 PH
Tat Demopuica, Abigall; Jerkins, John
Subject: RE: Envoi DR project

Yes, but actually, Schuerch did not attend the meeting. Keep in mind that all Enron retated cormespand is baing
:ﬂ;l&:hdhrﬁﬂ.lﬁﬂfﬂmrdﬂlhhm FReaea

—-Drigisl Message-———
Frem: Dermopuios, Abigall

Sent: Thursday, May 30, 2002 11:41 AM
Tod Kosmides, [vy; Jeniins, Jobn

Subjpct: Envon DR projec

Ivy: Remember this issuc? You had a meeting with DAS Schuerch on it last Fall/summer
Abby

U.S.-Backed Enron Project in Trouble

Washington Post
= Pete Yost Page 02 - ] it Taid= << OLE
Object: Picture (Matafile} >> Print This Story <news_item.asp?sid=5947>

The LL5. government and Enron Corp. have a stake in a power plant in the Dominican Republic that is in
serious financial trouble, the U.S. Maritime Administration revealed in 2 letter released yesterday. The
agency said it has $135 million in federal loan guarantees involving Enron.

The federally guaranteed Smith Enron project in the Dominican Republic is $27 million in debt and has
"significant operational, profitability and debt service problems,” wrote Bruce J. Carlton, the acting deputy
director of the agency.

The project near Puerio Plata in the Dominican Republic has mechanical defects and its customer, a
government-owned utility, does not pay its bills reliably, said the May 22 letier from Carlton, which was
released by Sen. Charles E. Grassley (R-lowa).

Two other Enron-related projects with federally guaranteed loans through the Maritime Administration are
in Corinto, Nicaragua, and off the coast of Guatemala.

All three projects are power plants mounted on barges.
01800000010396



The facilities in Wicaragua and off Guatemala “appear 1o be in good financial health from a debt perspective,
" Carlton wrote. All three projects are in technical defaull, however, because of Enron’s bankruptcy.

The most cxpensive of the three projects is the one operating off the coast of Guatemala, with a debt of
nearly 567 million.

The debt of the barge-mounted power plant in Corinto is $41 million.
Two other U.S. agencies provided Enron with 51.2 hillion in govemment-backed loans.

The Overseas Private Investment Corp. still is owed $453 million from Enron-related projects, and the
Export-Import Bank is due $512 million.

01800000010397



DEPARTMENT OF THE TREASURY
OFFICE OF THE GENERAL COUNSEL

April 12, 2002

TO:  Tom MeGivern

RE: Supplemenial GLE Enron Production
[QUTSIDE SCOPE |, (bX2) , (b}5)]

-

KENNETH R. SCHMALZBACH
ASSISTANT GENERAL COUNSEL
MAIN TREASURY ROOM 1410
G622-1137FAX 622-1176
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El:hmﬂlhal:hl Kennath

Subject: Joff Skifling, President & CEQ, Enron Corp. - Energy Crisis, Sleel

Start: Thu 04/05/2001 5:00 PM

End: Thu 04/052001 5:30 PM

Recurrence: {mvone)

Mesting Status: Accaptod

Reguired Attendees: O'Nelll, Paul H.; Aufhauser, David, Schwmalzbach, Kennelh; Gathers, Shirley; Ellis, Dina;

Valentic, Marsha, Harvey, Reavie, Fiznagan, Rosemary; Stewart, Lawranne

THIS E-MAIL IS FOR NOTIFICATION PURPOSES OMLY, AND MAY NOT BE AN INVITATION TO ATTEND MEETING.

I 01800000010400



DEFARTMENT OF THE TREASURY
WASHINGTON, D.C.

ASHISTANT SECRETARY

Hovember 9, 1995

Mr. Philip Bazelides

Vice President

Corporate Human Resources
Enron Corporation

Post Office Box 1188
Houston, TX 77251-1188

Dear Mr. Bazelides:

Thank you for ybur October 2 letier to Secretary Rubin, in which you take issue with
recent statements by federal officials about the Enron Corporation’s past and present pension
plans.

Given the technical aspects of your letter, [ believe it could best be answered by the
specialized agency involved in the original statements. I understand that on October 11,
Mr. William Posner, Deputy Executive Director and Chief Operating Officer of the Peasion
Benefit Guaranty Corporation, answered an identical letter you had sent the PBGC. This
Department relies on the PBGC's expertise in such technical marters.

Thank you again for writing us on this important issue, and congratulations on the
improvements you have achieved in your pension plan funding since 1993.

Si.l'htl!:l.'t_éj'.
A il
Richard §. Carnell

Assistant Secretary for
Financial Institutions

01800000010403




OFFICE OF POLICY PLANNING AND ANALYSIS CLEARANCE SHEET

NOV 91995
Mr. Philip Bazelides
Vice President
Corporate Human Resources
Enron Corporation
Post Office Box 1188
Houston, TX T7251-1188
Dear Mr. Bazelides:
[(b}5)]
Sincerely,
(Signed)
Richard 5. Camell
Assistant Secrefary for
Financial [nstitutions

[(b)2)]
1800000010404
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AMENCED PROFILE

EXECUTIVE SECRETARIAT CORRESPCNDENCE PROFILE

PROFILE #: [(b)}2)] CREATE DATE: 10/12/95
ADDRESSEE: Rubin, Robertc E. AUTHOR: Bazelides, Philip
Secretary Enron Corporation

SUBJECT: Mischaracterization Of Enron's Corporation Retiremant Plan At
The Press Conference on 9/26/95

ABSTRACT: Urges Treatﬁ.lrlr bt respond to the mischaracterization of Enron's
Corporation retirement plan.

EhkkkdEEBANRAT ARk bRk k kR bR SR d TACK ASSIGNMENT MEMORANDUM wésdsdkdsmdddkbdddrdiddidd

@,@_;,u\ﬂ.}-ﬂ\_

JEEN-EENEE T O DUE DATE: 10/23/95
UNDER SECY/DOMESTIC FIN

ASSIGNED TO:

ACTION REQUIRED: Appropriate Action

DISTRIBOTION: PUBLIC LIAISON TAYX FOLICY
GENERAL COUONSEL EXEC SEC
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ENRON
CORP

Eﬂ J. Bazelides RO Bos

I
Corpomis Human Bessurnes

Cktober 2, 1995

The Honarable Robert Rubin
Department of the Treasury
1500 Pennsyhamia Avenue N'W
Washington, DC 20590

Dear Secremary Rubin:

Earon Corp. believes it is important to respond to the mischaracterization of our Retirement Plan data conveyed during
the Pension Benefit Guaranty Corporation (FBGC), the Depantment af Labor and Departmest of the Treasury press
conference on Scptember 26. Any of our almost 7000 employoees who read the resulting press sccounts of this news
conference were no diubst misled sbout the viability of our company's pension plan. 'We feel that we owe it 1o our
empigyves (0 correct misconceptions about Enron's pension plan relative to the FEGC's method of compiling and
interpreting the plan data.

During the press conference, FBGC officials pointed to Enron Corp. a8 an example of a company that took an asset
reversion from an overfanded pension plan, and now has an underfunded pension plan, A list distribused at the press
conference indicated that Enron took a reversion of $232,200,000 as of June 30, 1986 and, as a result, currently has an
underfiunded vested liability of $82, 500,000,

Enron, in fact, did not take an asset reversion. Instead the assets taken from the plan were rolled over imio an
Employee Stock Cwnership Plan (ESOF). This ESOP was s&t up in a “floor plan™ arrangement with the
conlinuing pension plan so that the assets in the ES0P, as they were allocated 1o emploves accounls, would
climinate fiuture pension accraals. When the ESOP was set up in late 1986, Enron siock was purchased af around
$38 a share. Today, after splitting twice, the stock is at between $34 and $35 a2 share. Thus, it has almost
quadrupled in value in the eight years since the ESOP was established. This has resulted in a tremendous benefit
for Enron's emphoyess and, due to the “floor plan” armangement, a great benefit for the FEGC.

The $82,500,000 unfunded vested beaehit listed in the September 26, 1995 PBGC press release is as of
December 31, 1593, This unfunded vested benefit amount kas been superceded by the dats requested and received
by the FBGC on Septerober 18, 1995, which shows Enron's unfunded vested benefit amount &8 of December 31,
1994 to be $44,848.000, The 1997 and 1994 data was provided to the FBGC on a voluntary basis. Also, in both
cases, the assumptions used by our plan's actary were prescribed by the FBGC, are intentionally conservative g
reflect 3 man teomination. and have no basis in law or regulation.

By law, Enron must fund the plan on realistic assumptions for a0 i ad 10
mmmmmmmmmmmudmn muumm.m,
This amount is certified by the plan’s actuary and monitored by the [RS.

(4800000010406




The Honomble Robert Rebin
i
Ocipber I, 1953

#  As gtated abeve, the Ennon Flan curremily kax unfunded vested benefit obligations of $11.570.%503, This unfunded
wmmummmdﬂmﬂm;HmWHMilmﬂmMm
performance (on the contrary, assels have returned an annual rate of 12 28 percent since 1987). Rather, this
unfunded liahility has come from plan amendmenis providing additional benefits 1o exdisting retired employees.
These amendments include the addition of a postretirement surviving spouse death benefit, an ad hoc incresse in
pension beacfits 1o reflect cost-of-living changes, and special early retirement benefits, The gradual funding
created by plan amendments is a fandamental aspect of the law. In fact, under IRS rules, the liabilities creased by
plan amendments cannot be finded more mpidly than over ien years.

[n total, these benefit increases have a current valoe of approximately $45.000,000 That aaly §11,570,503 rozains
unfunded is an indication of Enron®s sound funding policy.

We believe the representation of the financial status of Earon’s Retirement Plan was inaccurate and misleading based
on: (1) The most recent data requested by the FEGC, although in the hands of the PEGC, was not utilized: and (2)
The mischaracterizadion of ithe wee of the $232 000,000 in assets taken from the Fetirement Flan in 1986,
Consequently, we request thas you delese Enron Corp."s mame from any future example of companies which have mken
a pension plan reversioh and have significant enfunded pension plan lisbilities. 'We would be pleased to discuss this
with you fisrther.

01800000010407
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EXECUTIVE SECRETARIAT CORRESPONDENCE FROFILE

PROFILE #: [(b)(2)] CRERTE DATE: 10/12/95
ADDRESSEE: FRubin, Robert E. AUTHOR: Bazelides, Philip
Secretary Enrcn Corporation

SUBJECT: Mischaracterization Of Enron's Corporation Retirement Plapm At
The Press Conference on 3/26/39%5

ABSTRACT: Urges Trnaﬁury to respond to the mischaracterization of Enron's
Corporation retirement plan.

thwdtkkkhhdkd ke ke kb en e e s TASK ASSIGNMENT MEMORANDUM #ewsswasdwddswwrddarddvedns

C et -

ASSIGHNED TO: JOHN HAWKE, JR DUE DATE: '10/23/95

UNDER sgggmﬁm‘rc PIN .

ACTION REQUIRED: Letter

TASK: Please pare a response for the signature of the Secretary and
clear with General Counsel.

DISTRIBUTION: PUBLIC LIAISOM TAY POLICY rd
GENERAL COUNSEL EXEC SEC Qi:ﬁb 4

v
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ENRON
CORP

E . Bozelides F O B 15
Waw Hewason, IEIIH?HS'I-WH
o Cletober 2, 1995

The Homorable Hobert Rubin
Department of the Trexsury
1500 Pennsyhvania Avenoe N'W
Washington, DC 20590

Dear Secretary Rubin:

Enren Corp. believes it is important to respond to the mischaracterization of our Retirement Plan data comveyed during
the Pension Benefit Guarnnty Corparation (FRGC), the Department af Labor and Department of the Treasury  press
conferencs on Scpicrpher 26, Any of our almost 7,000 employess who read the resulting press accounts of this news
conference were o doubt mitled ahout the vishility of our company s pension plan. Wi fee] that we owe it to oir
employess o cormect misconceptions about Enron's pension plan relative to the FEGC s method of compiling and
interpreting the plan data.

Duaring the press conference, PEGE officials pointed io Enron Corp. a3 an example of a company that fook an sssef
reversion from an overfunded pension plan, and now has an underfunded pension plan. A list distriboted 52 the press
conference indicated that Enron took 3 reversion of $232 200,000 a5 of Fane 30, 1986 and, 25 2 result, corrently has an
underfinded vested Hability of 382, 500,000

« Enron, in fact, did not take an assel reversion, [astead the ageets taken from the plan were rolled over into an
Employes Stock Cramership Plan (ESOF). This ES0P was 5=t up in a “floor plan™ armangement with the
continuing pension plan 5o that the assets in the ESOP, as they were allocated to emploves accounts, would
eliminaie future pension accrals. When the ESOF was scf up in late 1986, Enmon sinck was purchaesd st aroand
338 a share  Today, after splitting twice, the stock is af between 534 and $35 a chare. Thus, it has almost
quadrupled in valoe in the eight years since the ESOP was establithed. This has resalted in 2 tremendous benefi
for Enrons employees and, due to the “floor plan” srrangement, 3 great benefii for the FEGC.

The $82 500, 000 unfunded vestod benefit Listed in ithe Sepiember 26, 1995 FBGE press rebeass is as of
December 31, 1593, This unfunded vesied benefit amount has been superceded by the dafa requested pnd mecsived
by the FBGC on September 18, 1995, which shows Enron's unfunded vested benefit smount 58 of December 31,
1954 1o be $44,848, 000, Thnl?ﬂnnilﬂlmn#pmﬂdnmmﬁl:unmmrhﬂt Also, in both
cases, the assumptions used by cur plan’s actuary were prescribed by the PBGC, are intentiopally conservative g
rflest 3 plan termination, and have 0o basis in Liw or regulation.

» By law, Enron must fund the plan on realistic aspamptions fo T e fe
mmmmmmmmﬂmmmmuﬂmn 1?HhilLJTﬂ.iﬂl
This amouni is certified by the plan’s actusry and monitored by the IRS.
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The Fosorshle Robert Rubin
i
Detober 2, 1995

e  As giated sheve, the Enron Flan camently has anfinded vesied benefit obligations of $11, 570,503, This unfinded
LEsbdlity did not come from the seerual of addidonal bemefite by active emplovess, por did it come from poor asset
performancs (oo the contrary, assets have réturned 40 aneual rate of 12,23 percent since 1987). Rather, this
mmmmﬂmﬂmmﬁHMMmmm%
Thess amendments include the addition of 4 postretirement surviving spowss death benefit, an ad hoe increase in
ereated by plan smendments is a fundamental aspect of the law. In foct, wnder TRS rabes, the Habilities crested by
plan amendments cannot be fundsd more rapidly thas over ten yeirs.

In total, these benefit increases have a current value of approximately 345,000,000 That only $11,570,503 remadns
unfundad ks an indication of Enron’s sound funding policy.

We believe the represeniation af the financial stius of Erron's Retirement Plan vas inscourte and mislading based
o (1) The most recen] dats requested by the PRGC, althoagh in the hands of the PBGC, was not utilized: and (2)
Thie mischaracieriration af the wse of the $232 000 000 in asseis taken from the Retivement Plan in 1986,
Comsequenthy, we request that you delete Enron Corp, 's name from amy fistare example of companies which have aken
lpﬂﬁﬂpﬂiﬁmﬂﬂﬂdmdmmmﬂmw We vould be pleased 1o disenss this
with you further.

Vice President of Corporate Human Resources

¢ The Homorable Bill Ancher
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From: Tom MeGivern

To: WOLINN

Date: 6/3/99 3:28pm

Subject: Working Groap Comments on Enron/Cadwalader Proposals -Reply
-Forwarded -Reply T

This is a long answer, somy.

[{B)(3)]
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Let me know if you want more or less info.

== Neal Wolin 06/03/99 01:42pm >>>
[ have not understood this series of emails. Is there anything here | need to know?
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