Exhibit C


ALLEGHENY ENERGY SUPPLY COMPANY, LLC
Roseytown Road
RR12 Box 1000
Greensburg, Pennsylvania, 15601




March 19, 2001

ENRON NORTH AMERICA CORP.
1400 Smith Street
Houston, TX  77002-7361




Dear Sirs:

This letter is to confirm the mutual understandings and agreements of Allegheny Energy Supply Company, LLC (“Supply”), Allegheny Energy Global Markets, LLC (“Global”) and Enron North America Corp. (the “Counterparty”) regarding certain terms and conditions applicable to transactions between them which are subject to an ISDA Master Agreement (Multicurrency-Cross Border) (the “ISDA Master Agreement”).

Counterparty acknowledges that Global, a subsidiary of Supply, has acquired the assets of Merrill Lynch Capital Services, Inc. (“MLCS”) related to its energy trading business, including its trading relationships with Counterparty and other parties. In connection with this acquisition, certain transactions (the “MLCS Transactions”) have been transferred by MLCS to Supply pursuant to a Transfer and Assumption Agreement dated as of March 19, 2001.  In order to effectuate these arrangements, Supply, Global and Counterparty hereby agree as follows:

1. Supply and Counterparty agree to use all reasonable efforts to negotiate, execute and deliver by April 6, 2001 a form of ISDA Master Agreement on terms similar to those contained in the agreement between MLCS and Enron Risk Management Services Corp. dated December 2, 1992 and attached hereto as Exhibit A (including the Schedule, Exhibits and Annex thereto, the “Merrill Agreement”), with such modifications as Supply and Counterparty will in good faith agree. Upon the execution by Supply and Counterparty of such an agreement, all confirmations confirming transactions, including the MLCS Transactions, which are subject to an ISDA Master Agreement (each a “Confirmation”), will supplement, form a part of, and be subject to that agreement.

2. Until Supply and Counterparty execute and deliver that agreement, each Confirmation, together with all other documents entered into between Supply and Counterparty related to the transactions that are the subject of a Confirmation, including the MLCS Transactions, notwithstanding anything to the contrary in a Confirmation, shall supplement, form a part of, and be subject to an agreement in the form of the Merrill Agreement, as if Supply and Counterparty had executed an agreement in such form effective as of the trade date of the first transaction between them with the elections, changes or modifications made herein (the “New Agreement”).

3. Supply and Counterparty hereby enter into the New Agreement, which Supply and Counterparty agree shall be identical in all respects to the Merrill Agreement, with the exception of the elections, changes or modifications made below: 

(i) All references to “Merrill Lynch Capital Services, Inc.” or “MLCS” in the Merrill Agreement shall be deemed to be references to Supply, and all references to “Enron Risk Management Services Corp.” or “ERMS” shall be deemed to be references to Counterparty.

(ii) In paragraph (a) of Part 1 of the Schedule to the Merrill Agreement (the “Schedule”), the references to “Merrill Lynch & Co., Inc.” and “ML&Co.” are deleted and replaced by the word “None”, and the references to Enron Corp. and Enron are deleted and replaced by the word “None”.

(iii) The definition of “Threshold Amount” in Part 1(c) of the Schedule is deleted and replaced with the following: “Threshold Amount” means:  with respect to Party A, U.S. $50,000,000 (or its equivalent in another currency); with respect to Party B, U.S. $100,000,000 (or its equivalent in another currency); and with respect to Party B’s Credit Support Provider, U.S. $100,000,000 (or its equivalent in another currency).” 

(iv) Part I, paragraph (i)(i) is amended to read: “Market Quotation will apply to any Transaction with a Termination Date two years or less from the Early Termination Date; Loss will apply to any other Transaction.”

(v) The references to ML&Co. in Part 3(b) are replaced by the words “Party A”, and the reference to “Party A” in the row which refers to the Guaranty is deleted.

(vi) The notice information of MLCS as Party A in Part 4(a) shall be replaced with the following (or as otherwise notified to Counterparty by Supply):

	Allegheny Energy Supply Company, LLC
Roseytown Road
RR12 Box 1000
Greensburg, Pennsylvania, 15601
ATTN: Contract Administration
Phone: (724) 853-3777
Fax:	(724) 853-3784

(vii) Part 5(2)(A) is amended by inserting the words “or any Affiliate of X” after the words “(in either case, “Y”) to X” in the third line of the indented paragraph and by replacing the parenthetical “(whether or not arising under this Agreement)” in each place where it appears with “(whether arising under this Agreement or otherwise)”. 

(viii) In Part 4(f) the words “Guarantee of ML & Co. in the form attached hereto as Exhibit A” are replaced with the words “Not Applicable”.

(ix) In Part 4(g) the words “ML & Co.” are replaced with the words “Not Applicable”.

(x) In Part 5 (7), paragraphs (g), (h) and (i) are replaced by the following: “(g) Eligible Contract Participant.  It is an “eligible contract participant” as defined in the Commodity Exchange Act, as amended.”, and paragraph “(j)” becomes paragraph (h).

(xi) A new Part 6 is added to the Schedule in the form attached hereto as Exhibit C.

(xii) Exhibit A of the Merrill Agreement is deleted in its entirety.

(xiii) The text of Exhibit B of the Merrill Agreement is deleted in its entirety and shall be replaced by a guaranty of Enron Corp. in the form attached hereto as Exhibit B, provided that if Enron Corp. fails to deliver that guaranty by March 23, 2001, it shall be an Event of Default with respect to Counterparty under the New Agreement.

(xiv) In Annex A, the definition of “Exposure Threshold” is deleted and replaced with the following:

“Exposure Threshold” shall mean, with respect to a party on any date of determination, (a) the amount set forth in the table below with respect to such party opposite the applicable Credit Rating for that party, which, in the case of Enron North America Corp., shall be the Credit Rating then assigned to Enron Corp. and, in the case of Counterparty, shall be Counterparty’s Credit Rating, provided that if a party shall have different ratings, the lower rating shall determine the Exposure Threshold; or (b) zero if on the relevant date of determination (i) the entity referred to in clause (a) above does not have a Credit Rating from either S&P or Moody’s or (ii) an Event of Default or a Potential Event of Default (or event that would constitute an Event of Default or Potential Event of Default with the lapse of time or giving of notice or both) with respect to such party has occurred that is still continuing.

	ENRON’S THRESHOLD
	COUNTERPARTY’S THRESHOLD
	S&P CREDIT RATING

	MOODY'S CREDIT RATING


	U.S. $25,000,000
	U.S. $15,000,000
	BBB+ (or above)
	Baa1 (or above)

	U.S. $20,000,000
	U.S. $10,000,000
	BBB
	Baa2

	U.S. $10,000,000
	U.S. $5,000,000
	BBB-
	Baa3

	- 0 -
	- 0 -
	Below BBB-
	Below Baa3




(xv) Paragraph (b)(i) of Section II of Annex A is amended by deleting the words “plus if the party having the greater Net Exposure is rated below BBB- or Baa3, $5,000,000”.

(xvi) A new paragraph (c) is added at the end of Section II of Annex A which provides as follows: “Notwithstanding anything herein to the contrary, if the Credit Rating of a party falls below BBB- or Baa3, then such party shall deliver and maintain, at all times for so long as its Credit Rating remains below such levels, Performance Assurance for the benefit of the other party in an amount equal to $5,000,000 as an “independent amount” in addition to any Collateral Requirements it may be required to satisfy hereunder.”

(xvii) Section 3, paragraph (a) of Annex A is amended to replace the reference to $100,000 with $250,000.

(xviii) Notwithstanding anything to the contrary in the Merrill Agreement, the New Agreement is entered into and is effective as of the date hereof.

This letter, together with the attached Merrill Agreement, as modified herein, evidences a complete and binding agreement between Supply and Counterparty.

This letter shall be governed by and construed in accordance with the laws of the State of New York and, with respect to choice of law principles, in accordance with Section 5-1401 of the New York General Obligation Laws.
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Please acknowledge your acceptance of and agreement with the foregoing by returning a signed copy of this letter to the undersigned.


					
ALLEGHENY ENERGY 
SUPPLY COMPANY, LLC


				By:_____________________
								     Name:
				     				     Title:


					
ALLEGHENY ENERGY GLOBAL MARKETS, LLC


				By:_____________________
								     Name:
				     				     Title:

Accepted and agreed as of the date first above written:

ENRON NORTH AMERICA CORP.



By:___________________
     Name:
     Title:
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ENRON CORP.

Guaranty

This Guaranty (this “Guaranty”), dated effective as of March 19, 2001 (the “Effective Date”), is made and entered into by ENRON CORP., an Oregon corporation (“Guarantor”).
W I T N E S S E T H:

WHEREAS, ALLEGHENY ENERGY SUPPLY COMPANY, LLC, a Delaware limited liability company (“Counterparty”), and ENRON NORTH AMERICA CORP. (“Enron”), a wholly owned subsidiary of Guarantor, are contemplating entering into, or have entered into,  one or more swap, option or other derivative transactions, which transactions will be evidenced by one or more swap agreements, confirmations and/or master agreements, (all such swap, option or other derivative transactions and the agreements evidencing same, whether entered into prior to, on or after the date hereof, as the same may from time to time be modified, amended and supplemented, shall be referred to herein collectively as the “Contract”);

WHEREAS, Merrill Lynch Capital Services, Inc. (“MLCS”) will be transferring certain derivative transactions which it executed with Enron (the “MLCS Transactions”) to Counterparty pursuant to a Transfer and Assumption Agreement dated on or about the date hereof among MLCS, Merrill Lynch & Co., Inc., Enron, Enron Power Marketing, Inc., and Counterparty, and the obligations of Enron under such MLCS Transactions will be deemed “Obligations” (as defined below) under the Contract upon such transfer; and

WHEREAS, Guarantor will directly or indirectly benefit from the transactions that have been and are to be entered into between Enron and Counterparty;

NOW THEREFORE, in consideration of Counterparty entering into the Contract, Guarantor hereby covenants and agrees as follows:

1.  GUARANTY.  Subject to the provisions hereof, Guarantor hereby irrevocably and unconditionally guarantees the timely payment when due of the obligations of Enron (the “Obligations”) to Counterparty under the Contract.  This Guaranty shall constitute a guarantee of payment and not of collection. This Guaranty is in addition to, and does not limit, any other guaranty.  This Guaranty shall continue to be effective notwithstanding any legal disability of the Debtor to incur the indebtedness or obligation, in whole or in part.  The liability of Guarantor under this Guaranty shall be subject to the following:
(a)  Guarantor’s liability hereunder shall be and is specifically limited to payments expressly required to be made under the Contract (even if such payments are deemed to be damages) and, except to the extent specifically provided in the Contract, in no event shall Guarantor be subject hereunder to consequential, exemplary, equitable, loss of profits, punitive, tort, or any other damages, costs, or attorney’s fees. Furthermore, Guarantor shall not be liable to the Guaranteed Party for damages in the form of interest with respect to any payments which may become due hereunder provided that Guarantor makes such payments within 48 hours of a Payment Demand.
(b)  The aggregate amount covered by this Guaranty shall not exceed U.S. $30,000,000.

2.  DEMANDS AND NOTICE. If Enron fails or refuses to pay any Obligations and Counterparty has elected to exercise its rights under this Guaranty, Counterparty shall notify Guarantor (hereinafter referred to as a “Payment Demand”).  A Payment Demand shall be in writing and shall reasonably and briefly specify in what manner and what amount Enron has failed to pay and an explanation of why such payment is due, with a specific statement that Counterparty is calling upon Guarantor to pay under this Guaranty.  A single written Payment Demand shall be effective as to any specific default during the continuance of such default, until Enron or Guarantor has cured such default, and additional written demands concerning such default shall not be required until such default is cured.  As used herein, the term “Business Day” shall mean a day on which commercial banks or financial institutions are open for business in Houston, Texas and New York, New York.

3.  REPRESENTATIONS AND WARRANTIES.  Guarantor represents and warrants that:
(a)  it is a corporation duly organized and validly existing under the laws of the State of Oregon and has the corporate power and authority to execute, deliver and carry out the terms and provisions of the Guaranty; 
(b)  no authorization, approval, consent or order of, or registration or filing with, any court or other governmental body having jurisdiction over Guarantor is required on the part of Guarantor for the execution and delivery of this Guaranty; and
(c)  this Guaranty, when executed and delivered, will constitute a valid and legally binding agreement of Guarantor, except as the enforceability of this Guaranty may be limited by the effect of any applicable bankruptcy, insolvency, reorganization, moratorium or similar laws affecting creditors' rights generally and by general principles of equity;
(d)  this Guaranty does not contravene the Amended and Restated Articles of Incorporation or by-laws of Guarantor or any law or material (“material” for the purposes of this representation meaning creating a liability of $100,000,000 or more) contractual restriction binding on or effective as to Guarantor.

4.  SETOFFS AND COUNTERCLAIMS.  Without limiting Guarantor’s own defenses and rights hereunder, Guarantor reserves to itself all rights, setoffs, counterclaims and other defenses to which Enron or any other affiliate of Guarantor is or may be entitled to arising from or out of the Contract or otherwise, except for defenses arising out of the bankruptcy, insolvency, dissolution or liquidation of Enron or expressly waived hereby. 

5.  AMENDMENT OF GUARANTY.  No term or provision of this Guaranty shall be amended, modified, altered, waived or supplemented except in a writing signed by Guarantor and Counterparty.

6.  WAIVERS.  Except as required in Section 2 above, Guarantor hereby waives (a) notice of acceptance of this Guaranty; (b) presentment to and demand for payment with respect to the liabilities of Guarantor; and (c) any right to require that any action or proceeding be brought against Enron or any other person, or to require that Counterparty seek enforcement of any performance against Enron or any other person or exhaust any security held by Guaranteed Party for Enron’s account, prior or to any action against Guarantor under the terms hereof; and (d) all other notices whatsoever.  In the event of default by Enron under the Contract, the Guaranteed Party shall have the exclusive right to determine how, when, and what application of payments, set offs and credits, shall be made under the Contract.

Except as to applicable statutes of limitation, no failure or delay of Counterparty in the exercise of, or failure to exercise, any rights or remedies hereunder shall operate as a waiver of such rights, a waiver of any other rights or a release of Guarantor from any obligations hereunder, nor shall any single or partial exercise of any right or remedy hereunder preclude any other or further exercise thereof or the exercise of any right or remedy.  The rights and remedies herein provided are cumulative and not exclusive of any right or remedy by law.  Should any one or more provisions of this Guaranty be determined to be illegal or unenforceable, such provision(s) shall be deleted from this Guaranty and all other provisions shall, nevertheless, remain effective.

Guarantor consents to the renewal, compromise, extension, acceleration or other changes in the time of payment of or other changes in the terms of the Obligations, or any part thereof or any changes or modifications to the terms of the Contract and any such actions shall not affect Guarantor’s liability hereunder in any manner as long as this Guaranty is in force.

Liability under this Guaranty shall commence as of the Effective Date.  This Guaranty is a continuing guaranty, without limitation as to duration, which shall remain in full force and effect so long as the Contract is in existence, provided, however, that Guarantor may terminate this Guaranty by providing written notice of such termination to Counterparty and upon the effectiveness of such termination, Guarantor shall have no further liability hereunder, except as provided in the last sentence of this paragraph.  No such termination shall be effective until fifteen (15) Business Days after receipt by Counterparty of such termination notice.  No such termination shall affect Guarantor's liability with respect to any Obligations created or incurred prior to the time the termination is effective, which Obligations shall remain guaranteed pursuant to the terms of this Guaranty.  If at any time any payment under the Contract is rescinded or must be otherwise restored or returned by the Guaranteed Party upon the insolvency, bankruptcy or reorganization of Enron or otherwise, Guarantor’s obligation hereunder with respect to such payment shall be reinstated upon such restoration or return being made by Guaranteed Party, without regard to whether this Guaranty has otherwise terminated.

7.  NOTICE.  Any Payment Demand, notice, request, instruction, correspondence or other document to be given hereunder by any party to another (herein collectively called “Notice”) shall be in writing and delivered personally or mailed by certified mail, postage prepaid and return receipt requested, or by telegram or telecopier, as follows:

	To Counterparty:
	Allegheny Energy Supply 
Company, LLC
	To Guarantor:
	Enron Corp.
1400 Smith Street
Houston, Texas 77002
Attn.:  Vice President, Finance and Treasurer
Fax No.:  (713) 646-3422

	
	Roseytown Road
	
	

	
	RR12, Box 1000
Greensburg, PA 15601
	
	

	
	Attn.: Treasury Department
	
	

	
	Fax No.:  724-853-3784
	
	



A copy of any Notice sent to Guarantor pursuant hereto must also be sent to the above address to:  (i) Enron Corp., Attention: Corporate Secretary, Fax No. (713) 853-2534, and (ii) Enron North America Corp., Attention:  Assistant General Counsel, Trading Group, Fax No. (713) 646-4818.

Notice given by personal delivery or mail shall be effective upon actual receipt. Notice given by telegram or telecopier shall be effective upon actual receipt if received during the recipient's normal business hours, or at the beginning of the recipient's next business day after receipt if not received during the recipient's normal business hours.  All Notices by telegram or telecopier shall be confirmed promptly after transmission in writing by certified mail or personal delivery.  Any party may change any address to which Notice is to be given to it by giving notice as provided above of such change of address.

8.  MISCELLANEOUS.  This Guaranty shall in all respects be governed by, and construed in accordance with, the law of the State of New York, and with respect to principles of conflicts of law, in accordance with Section 5-1401 of the New York General Obligations Law.  This Guaranty shall be binding upon Guarantor, its successors and assigns and inure to the benefit of and be enforceable by Counterparty, its successors and assigns.  This Guaranty embodies the entire agreement and understanding between Guarantor and Counterparty and supersedes all prior agreements and understandings relating to the subject matter hereof.  The headings in this Guaranty are for purposes of reference only, and shall not affect the meaning hereof.

IN WITNESS WHEREOF, the Guarantor has executed this Guaranty on March 19, 2001, but it is effective as of the Effective Date.

ENRON CORP.


By:  					

Name:  					

Title:  					


Exhibit B
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Part 6.  Additional Provisions For Commodity Derivatives Transactions.

(a)	The 1993 ISDA Commodity Derivatives Definitions, as supplemented by the 2000 Supplement thereto and otherwise as amended, supplemented, replaced or modified from time to time, (the “Commodity Definitions”) are incorporated by reference in this Agreement and the relevant Confirmations with respect to “Transactions,” as defined by the Commodity Definitions, in commodities, except as otherwise specifically provided in the relevant Confirmation.  All terms used in this Part 6 that are not otherwise defined shall have the meanings given to them in the Commodity Definitions.

(b)	In lieu of Section 7.4(d) of the Commodity Definitions, the “Market Disruption Events” specified in Section 7.4(c)(i), (c)(ii), (c)(iii), (c)(iv), (c)(v) and (c)(viii) of the Commodity Definitions shall apply, except as otherwise specified in the relevant Confirmation.

(c)	Section 7.4(c)(viii) of the Commodity Definitions is hereby amended by the addition of the following at the end thereof:

“For these purposes, a limitation of trading on any Commodity Business Day shall be deemed to be material only if the relevant Exchange establishes limits on the range within which the price of the Futures Contract may fluctuate in the first nearby month and the closing or settlement price of such Futures Contract on such day is at the upper or lower limit of that range.”

(d)	Section 7.5(e) of the Commodity Definitions is hereby deleted.

(e)	“Additional Market Disruption Events” shall apply only if so specified in the relevant Confirmation.

(f)	The following “Disruption Fallbacks” specified in Section 7.5(c) of the Commodity Definitions shall apply, in the following order, except as otherwise specified in the relevant Confirmation:

(i)	“Postponement”, with three (3) Commodity Business Days as the Maximum Days of Disruption;

(ii)	“Fallback Reference Price” (if the relevant parties have specified an alternate Commodity Reference Price in the Confirmation);

(iii)	“Negotiated Fallback” (provided that the reference in Section 7.5(c)(iv) to “fifth Business Day” shall be amended to be “twelfth Business Day”); and

(iv)	“Fallback Reference Dealers”; provided however, notwithstanding any reference to the number of Specified Prices in the definition of “Commodity Reference Dealers” set forth  in Section 7.1(d)(i) of the Commodity Definitions, Party B shall obtain in good faith quotations from two (2) leading independent dealers in the relevant market and the price for that Pricing Date will be the arithmetic mean of the Specified Prices.

(g)	For purposes of any Transaction in which paper or pulp is the relevant Commodity, the phrase "within 30 calendar days" in line 5 of Section 7.3 of the Commodity Definitions shall be replaced by the phrase "within 40 calendar days."

(h)	For purposes of any Transaction in which the relevant Commodity is traded in a market that is less liquid than other OTC derivatives markets, Party A recognizes that (i) such market is less liquid than other OTC derivatives markets; (ii) it may be more difficult for it to obtain quotations from a marketmaker or other dealer that is not a party to the Transaction and consequently to establish an independent value for the Transaction; (iii) any prices or terms quoted by Party B for entering into, modifying, or terminating a Transaction, although based upon what Party B believes to be a commercially reasonable valuation methodology, may be different than if this market were more mature and liquid; and (iv) any valuations which may be provided by Party B do not necessarily reflect Party B’s internal bookkeeping or theoretical model-based valuations of the Transaction and may reflect other factors, including without limitation the creditworthiness of a counterparty, costs of carry, use of capital, and profit; provided, however, that Party A may dispute any such valuations or calculations.
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