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In recent weeks, there has been a significant increase in the number of transactions between Enron North America Corp. ("ENA") and municipalities or other governmental agencies (collectively, "Municipalities").  Transacting with Municipalities is not like dealing with traditional corporate entities.  For example, unlike corporations, Municipalities do not have ostensible authority and each and every act they take must be specifically authorized pursuant to some authority.  If a Municipality enters into an agreement for which it is not authorized, the transaction will be void, even if the Municipality purported to have authority, either orally or in writing.  Further complicating the analysis is that each Municipality has different authorization procedures.  As a general note, having a "master" in place does not necessarily solve the legal issues since the authorization issues may be transaction specific.  There are numerous other legal and credit issues when dealing with Municipalities besides just authorization, and ENA Legal is in the process of determining the best procedures to put in place when dealing with Municipalities.  A more detailed analysis and policy position will be distributed after we finish our due diligence.  In the meantime, the following is the short-term policy when dealing with Municipalities:

Physical Commodity Transactions

1. If possible, contact ENA Legal as soon as you contemplate transacting with a Municipality.

2. Transactions with Municipalities for a delivery term of one year or less are generally permissible; accordingly, while if possible we would prefer to do the diligence upfront, if such diligence is not possible due to timing issues, it is permissible at this time to transact with Municipalities for physical commodity transactions with a delivery term of one year or less without ENA Legal's prior approval.

3. Do not enter into any physical commodity transactions with Municipalities with a delivery term of greater than 1 year ("Long-term Deal").  Notify ENA Legal of all potential Long-term Deals and we will conduct the appropriate due diligence.

4. Notify ENA Legal if a proposed transaction with a Municipality for any reason does not "feel" right (e.g., a Municipality in California is trading a PJM product or wants to document the transaction in an unusual way).

Financially-Settled Transactions
The policy for financially-settled transactions needs to be different than for physically-settled transactions because while it is reasonable to assume that most Municipalities that are transacting in a physical commodity have express authorization for at least a short-term transaction, it is not necessarily the case that the Municipality will have the express authorization to conduct derivatives transactions.  Accordingly, the following is the policy with respect to financially-settled transactions:

1. Do not enter into any financially-settled transactions with a Municipality without ENA Legal's prior approval unless there is a Master Agreement for financially-settled deals in place (a "Master").

2. If there is a Master in place, financially-settled transactions are permissible without checking with ENA Legal.  As a note, there may be limitations on trading contained in the Master; accordingly, it is necessary to check to determine if there have been any limitations designated with a particular Municipality with whom we have a Master.

If you have any questions, please contact Elizabeth Sager at extension 3-6349.
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