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Mr. Gerald L. Ballinger, President

Public Energy Authority of Kentucky

516 Highland Avenue

Carrollton, Kentucky 41008

Supplier:  Enron North America Corp.

Project:    PEAK Natural Gas Purchase and               Sale Agreement



               Advance Payment Surety Bond

Dear Mr. Ballinger:

We understand our valued principal, Enron North America Corp. (“Enron”), is submitting a proposal to you for the long term supply of natural gas.  Under the Natural Gas Purchase and Sale Agreement, PEAK will make a one time advance payment to Enron in an amount representing the value of the Agreement.  A surety bond will be required to secure the unamortized value during the life of the Agreement.  In that regard, you have requested a letter of reference concerning the surety facility established for Enron.

Presently Enron has established primary lines of credit with the following sureties:


American Home Assurance Company


Federal Insurance Company


Fireman’s Fund Insurance Company


Hartford Fire Insurance Company


Liberty Mutual Insurance Company


Lumbermens Mutual Casualty Company


Safeco Insurance Company of America


St. Paul Fire and Marine Insurance Company


Travelers Indemnity Company

The combined aggregate value of these surety lines of credit exceeds $3.5 billion.  Available bonding capacity exceeds $1.8 billion.  Over the past three years we have bonded similar advance payment natural gas supply contracts in the total amount of $2.5 billion.  Individual bonded values have exceeded $600 million.
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It is our understanding the initial value of the bond on this transaction will be approximately $400 million. This is to confirm we are prepared to provide a bond in this amount should Enron’s proposal be accepted.  This is subject to the review and approval by the surety of the final Agreement, bond form and other related documents, as well as limiting the tenure of the obligation as noted below.

A surety bond of this scope and value with a fixed term of 10 years is not commercially available.  We propose providing a bond with an initial term of five years, containing a unilateral option by the surety to extend the bond for an additional term not to exceed five years.  Further, the Agreement must contain a condition allowing for alternative security as outlined under Item 7 of your Term Sheet and Request for Proposal.  In addition, the Agreement must be conditioned to provide that non-renewal of the bond by the surety at the end of the initial five year term will not constitute a default by Enron under the Agreement, or a demand under the bond, if the principal is otherwise meeting all other contractual obligations.

We are pleased to have the opportunity to furnish this information to you.  Should you require anything in addition, please do not hesitate to let us know.  

Sincerely yours,

JOHN L. WORTHAM & SON, L.L.P.



Philip N. Bair
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