Mr. Russell:

By this letter I confirm this morning’s receipt of your letter dated November 2, 2001 and our conversation this afternoon. 

In your letter, SRP requested that EPMI provide, pursuant to Section 14.1.3 of the Firm Wholesale Power Agreement dated October 30, 1998 (“Agreement”), “a cash margin or an irrevocable standby letter of credit in a form acceptable to SRP in the amount of $5.5 million.”

During our conversation I explained that EPMI was not obligated under the Agreement to provide a new form of security, but that EPMI was amenable to increasing the Enron Corporate guarantee by a mutually agreeable amount.  

Section 14.1.3, upon which SRP relies, allows a Party to request a “guarantee or other form of security” to “establish creditworthiness.”  (Emphasis added.)  Under this section, a Party may require another Party to (1) provide certain financial statements, (2) have an investment-grade credit rating, and/or (3) provide a guarantee or other form of security acceptable to the requesting Party.  EPMI has already established its creditworthiness under the Agreement. 

In contrast, SRP is now asking EPMI to post a new form of security (an irrevocable letter of credit or cash) to maintain its creditworthiness.  Section 14.1.3 does not entitle either Party to request new forms of security.  In fact, section 14.1.3 only gives a Party the right to “waive, release, increase, decrease, or reinstate” any guarantee requirement.  Absent the occurrence of a Material Adverse Change, SRP cannot require EPMI to post new and different forms of security.  See Section 27.5 of the Agreement.  

Accordingly, because EPMI established its creditworthiness at the outset of this Agreement, and Enron Corporation’s credit rating is still at investment grade, EPMI is not required to post a new and different form of security.

If you believe that another provision of the Agreement supports your request, or have a different interpretation of the Agreement, please send me a letter or e-mail setting out your analysis.  Otherwise, please contact me at your convenience to discuss other mutually agreeable arrangements for reducing your credit exposure.  

Very truly yours, 

Tracy Ngo

