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




March 16, 2001

ENRON NORTH AMERICA CORP.
1400 Smith Street
Houston, TX  77002-7361
Attn: [Shari Stack, Senior Counsel]




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”), Enron North America (the “Counterparty”) and Enron Corp. (the “Guarantor”) 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 [16], 2001.  In addition, in connection with Global’s operation of the business acquired from MLCS, Supply has agreed to provide Global with certain services, including entering into master agreements with Counterparty and other parties in order to intermediate trading conducted by Global with Counterparty and such other parties.  In order to effectuate these arrangements, Supply, Global, Counterparty and Guarantor hereby agree as follows:

1. Supply and Counterparty agree to use all reasonable efforts to negotiate, execute and deliver 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 (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. The parties agree that all actions permitted or required to be taken by Supply under the New Agreement shall be taken by Global as the advisor to Supply with full authority to act on behalf of Supply with respect to the New Agreement in all respects.  Without limitation of the foregoing, Supply hereby authorizes and instructs Counterparty to act or refrain from acting under the New Agreement upon the instruction of Global, and to accept notices or other information from and to provide notices to, Global under the New Agreement, all to the same extent and with the same force and effect as if such actions or instructions were taken or given, or such notices were provided to or by Supply directly. 

4. 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 words “and Enron Power Marketing, Inc.” are added after the references to Enron Corp. and Enron.

(iii) 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.

(iv) 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

(v) 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”.

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

(vii) 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).

(viii) Exhibit A is deleted in its entirety.

(ix) In Exhibit B, the preamble is revised to replace the words “a Delaware Corporation” immediately before the parenthetical (“Counterparty”) with the words “a Delaware limited liability company”.

(x) In Exhibit B, the notice information of MLCS as Counterparty in section 8 shall be replaced with the following:

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

(xi) 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, Inc., 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 an Event of Default or a Termination Event (or event that would constitute an Event of Default or Termination Event with the lapse of time or giving of notice or both) with respect to such party has occurred that is still continuing.

	CREDIT RATING
	ENRON
	COUNTERPARTY

	Baa1/BBB+ or higher
	$25 million
	$15 million

	Baa2/BBB
	$20 million
	$10 million

	Baa3/BBB-
	$10 million
	$5 million

	Ba1/BB+ or lower
	-0-
	-0-




(xii) 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 or greater than $5,000,000 as an “independent amount” in addition to any Collateral Requirements it may be required to satisfy hereunder.”

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

(xiv) 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, without reference to the choice of law principles thereof.


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:



ENRON CORP.



By:___________________
     Name:
     Title:
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ALLEGHENY ENERGY SUPPLY COMPANY, LLC
RR12 Box 1000
Roseytown Road
Greensburg, Pennsylvania, 15601




March 16, 2001

ENRON POWER MARKETING, INC.
1400 Smith Street
Houston, TX  77002-7361
Attn: Assistant General Counsel, Trading Group



Dear Sirs:

This purpose of this letter agreement is to amend the Master Energy Purchase and Sale Agreement, dated as of March 1, 2000, (the “Power Master”) between Allegheny Energy Supply Company, LLC (“Supply”), and Enron Power Marketing, Inc. (“Counterparty”), including the Guaranty issued by Enron Corp. (“Guarantor”) on behalf of Counterparty and dated November 30, 1998, as amended as of May 1, 1999.

Counterparty acknowledges that Allegheny Energy Global Markets, LLC (“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 [16], 2001. In addition, in connection with Global’s operation of the business acquired from MLCS, Supply has agreed to provide Global with certain services, including entering into master agreements with Counterparty and other parties in order to intermediate trading conducted by Global with Counterparty and such other parties. In order to effectuate these arrangements, Supply, Global, Counterparty and Guarantor hereby agree as follows:

1. Supply and Counterparty agree that upon the execution by Supply and Counterparty of this letter agreement, all confirmations confirming transactions, including the MLCS Transactions, which are subject to a Power Master (each a “Confirmation”) will supplement, form a part of, and be subject to the Power Master as amended herein.

2. [The parties agree that all actions permitted or required to be taken by Supply under the New Agreement shall be taken by Global as the advisor to Supply with full authority to act on behalf of Supply with respect to the New Agreement in all respects.  Without limitation of the foregoing, Supply hereby authorizes and instructs Counterparty to act or refrain from acting under the New Agreement upon the instruction of Global, and to accept notices or other information from and to provide notices to, Global under the New Agreement, all to the same extent and with the same force and effect as if such actions or instructions were taken or given, or such notices were provided to or by Supply directly.]

3. Supply and Counterparty hereby amend the Power Master as provided below: 

(i) Section 4.1 is amended by adding the words “, its Guarantor or Specified Affiliate” as follows: in clause (d) after the words “the Defaulting Party”; in the first line of clause (e) after the words “the Defaulting Party”; and by adding the words “its Specified Affiliate or” in clause (g) after the words “at any time,”.

(ii) Section 4.1(g) is amended by replacing the reference to $50,000,000 with $100,000,000.

(iii) Section 4.8 is amended by replacing the references to $15,000,000 with $20,000,0000, and by adding at the end of the first sentence the following proviso: “; provided, however, that if the credit rating assigned to a party’s long-term senior unsecured debt (the “Credit Rating”) by Moody’s or S&P is Baa2 or BBB, the applicable threshold for measuring collateral requirements with respect to that party (the “Threshold”) will be $15,000,000 rather than $20,000,000; if a party’s Credit Rating is Baa3 or BBB-,  the Threshold will be $5,000,000; and if a party’s Credit Rating is below either Baa3 or BBB-,  the Threshold will be –0-; provided further that if a party has different Credit Ratings, the lower Credit Rating will determine the applicable Threshold.

(iv) Appendix “1” – Definitions is amended by adding a definition of “Specified Affiliate” as follows: “Specified Affiliate” means, with respect to EPMI, Enron North America, Inc. and, with respect to Counterparty, none.

This letter agreement evidences a complete and binding agreement between Supply and Counterparty as to the amendments specified herein.

This letter shall be governed by and construed in accordance with the laws of the State of New York, without reference to the choice of law principles thereof.


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:



ENRON CORP.



By:___________________
     Name:
     Title:
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