Dawson, Michael

From: 37 Daily Briefing Readers [briefing@g7group.com)
Sent: Monday, Decamber 0, 2007 &:08
To: T Daily Brigfing Readars
Subject: E7DE Argentina Econ, ECB, Fed - 12/03/01
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prgentine Debt Crisis —-- Government Restricts Bank Withdrawals

-Gavernrent decres limits bank withdrawals and the tramafer of funds abroad,
-Hew measure: sllad canverslon of Peso apgounts into Dollars.
-®ill these latest measures stave off a total collapse?

Furcland Economy & ECE == FPirmly in Wait-and-5es Mode

=Last month's S50bp move baught time.
=Hotas and ooins take Sentar stage.
-Will the Bank revise its M3 growth target on Thursday

U5 Fed -- Headed toward Looser Monetary Policy

-Fed dossn't yebk aee plek-up in investmant.
~-EBnren is an the radar screan.
-What showld you logk for in this Friday's jaba reporty

argentine Debt Crisis -- Gavernment Restricts Bank Withdrawals

[he hrgentine gavernment on Saturday sharply limited the amount that Argentines can
withdraw from banks and restricted transfers of money abroad. Econecmy Minister Domingo
cavallo said restrictions on deposits will remain in place fer 30 days To give the
gowernment time te cesplete both the domestic and intermational tranches of its debt
exchange. The new measures ere a desperate attempt to halt Friday’s dramatic run on Danks
and stave off a collapse of the financial system., However, given the fall in domestic
cenfidenpe, it's unlikely that these new meagures will stabilize the banking aystem, allow
the govarnment to carry out an orderly eestructuring of its debt, or protect
convertibility. Indeesd, the probability of an outright default and the collapse of
sonverkibility has sisen aven higher,

Moraover, the government's decree allows the conversion of all Peso accounts inte Dollars
-- 5 possible precurser to dellarizaticn., The emphasis on dellarlzing the financial
Eystem within this decres polsters our thesry that the government will ept for full
dollarization befere devaluing the Besc once convertibility becomes unsustainable. We
believe that dollarizatien ia the most likely outcome [but don’t completely discount the
risk of devaluation -- ar devaluation plus dellarization -= glven the fluidity of the
gituation, the erosion of reserves, and the unpredictability of econcmic policy under
Cavallo). However, adopting the deollar at this point is unlikely to end the crisis.

Bestrictiona wWill:

Limit cash withdrawals to 5250/week. ALl transactions beyond the weekly Limlt must be
done wsing credic, debit cards or checks. Mereover, checks must be deposited inte bank
aocounts and can’t be tranaferred direcktly into cash. In addition to preventing

rgentines from liguidating their accounts inte ecash, the measure is intended to crack
down on evasion of the VAT,

Limikt the kransfer of money abroad to 51000/menth. Trade-related transactions will be
gxempt. This measure is intended to stop capital flight., Argentines will also De chackad
at airports and barder cressings to prevent them from taking cash cut of the country.

Allow Pesc-denominated aceeunts to be converted inte Dellar accounts. Banks will also be
restrieted from loaning Pesos. Existing Feso loans can be converted into follar loans.
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Buk this conversicn will net occur automatically: account helders must reguest it. The
conversion will be one-toc-one and banks are prohibited from charging any fees for these
transactions.

Ban local banks and financlal institwtions from participating in currency futures and
opticne markets,

In addition to haleing the outflow of deposibts, the new measures are aimed at moving
people cut of the Infarmal sector and back inte the fermal ecomcsmy [Where taxas can be
collected) . By restricting cash transactions, a2 large part of the informal secter
thearetically could be transferred into the mainstreas economy., However, instead of
broadening the formal sector, the new measures will mere likely o lead to the ccllapse of
the informal economy -- which has acted as a key social insurance pelicy and kept a fleoc
under the working poer. Workers involved in services like domsstic help, gardening, &tc.,
are traditionally paid in cash. Faced with cash restrictions, demand for thess services
will collapse. As a result, Ehis most recent despening of Argentina®s flnancial crisis
will likely increase =social instability. Several unicn leaders have already talked of
calling strikes this week. As such, chancea are rising that the government -- or at laast
Cavalla -- may socn be forced to step down.

Bobtom line: Argentina’s restrictisns on bank deposits will hurt demand fer cash services
that employ the working poor. Expect politiecal and soclal tensicon te rise this weesk.
Moreswars, the government appears to be moving toward dollarization,

Euroland Economy & ECE == Firmly in Walt-and-Sae Heode
.8, There i a table that is viewable in the attached pdf file.

Focusing on the introductien of Euro notes and coins, the BCR will likely leave interast
rates unchanged on Thursday. Of sourse, the Bank iz confronting & slew of depreseing data
-— from anemic 3 growth numbecs to a second sat of bleak Ifo and INSEE business
confidence surveys. Moreover, the sharp drop in inflaticn has forced even the ECHB 1o
adait bthat HICPF will Likely fall below 2% in 1002, Howewer, we gee at Least five reasons
why a rate cut this week remains wnlikely:

Last month®s bold move bought time. By cutting rates S50bp last month, the ECE not only
responded Lo existing economic weakness, but it alsa made a down payment on the ongoing
slowdown' 3 future effects. MHoreover, the ECE dosant believe it's behind the curve and
will ke reluctant to send any such signal te the markets.

Metes and coins, The Bank prefers to tread softly in the run=up Lo the introduction of
notes and coins -- especially with the changeover now less than a month away, (We'll take
a closer losck ak this kbransivion in tomorrow's GT0B. )

There's na clamor far lowsr rates, Sure, markets would love to see the Bank deliver
another dosa of easing. Howewer, in aharp contrast to a month ago -- and in recogniticn
that The ECB has already cut rates 150bp khis year == Buraoland pelicymakers have toned
dewn thetr appeal for further cuts.

Liguidity. The ECB has c¢nly slashed rates as agoressively once before: on April &, 19895,
when it put the refi rate 50bp to 2,.5% from 3.0%8. DBut two yeara age the Bank was reacting
Lo prevent a pessible liguidity crisis and reinforce atability -- a different situvation
alkagether. We expect the Bank to procesd cauwtiously, then, as rates approach 3.0%.

The limivations of monetary policy. The Bank s2ill beliewes that monetary pelicy takes at
least 12=18 months to work though the system. Horeover, glven ite renewed emphasis on
strustural reform, Dulsenberg & Co. clearly believe thet monetary pelicy is only part of
the pecovery agquatlon.

Thursday' s mesting is important for M3 aa well, The Bank will also conduct its third
annual examination of M3 money supply growth targets. However, we'd be surprised 1f the
Bank epted to change its current 4.5% reference value {despite an ongoing incresse in M3
that saw money supply grew 7.4% last month, even after twe separate distortions were
gliminated). Three structural factors determine the refersnce wvalue: inflation
gxpectations, Eursland trend growth and the weleocity of sirculation of mensy. With
inflation coming on with a vengeance and the Bank unlikely te alter its wiews on trend
growth, it would take a sharp change in velocity for the ECE ta swltch the refersnce walue
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from 4.5%., A5 a result, we bhink that the Sank would rather ignore M3 than change or
eliminate it,

Bottem line: With the changesower to Buro notes and coins arcund the corner, the ECE will
likely stand pat on Thursday and leave rates at 3.25%, Look for Duisenberg to reinforce
the Bank's cactisus spbimiam at Thursday's press conferance == and in this morning’s
testimony to the European Pacliament .

U5 Fed -- Headed toward Looser Monetary Policy

Horsies sbegt &n extended downtuen have given wWay to concern that the recovery Will be
weaker, e take longer than markets expect. We aee three main areas of concern to the

Fipd ¢

Investmant. The Fed watched collapsing capesx lesd the way down, and they are watehing
closely For sigas that it i recovering before they will be confident that the US iz on
the way up. [(Laok for the G7 Group's Investment Index, to be released tomorrow.) Along
those lines, we wouldn't get too warm and fuzzy ower last week's durable goods report. The
headline numher was big, but it was boosted by defense bookings., That's good at the
margins, but still a narrow part of the eccnomy. Excluding defenae new crders are sTill
Well pelow August levels.

The Encon mess iz on the Fed' s radar screen. The Fed hasn't gotten their arms all the way
arcund this one, but they are probing. ¥irtually every global bank haa participated in an
Enron credit facility and has used Enron as a derivative counterpart. Unwinding thess
cantracka will be difficounlt.

Dnexployment is still rising. If employment dropa another 100,000 or so, a Fed ease is a
done deal. If the employment drop is as bad as the last one in Ocotober (which pelther wa
nor the Fed expect), a 50-bp cut wouldn't be ocut of the guestion. Pay attention to some
of the vnderlying measures in this report; namely, whether the workweek expands and what
happens to temporary help werkers. If employment is going To turn up, you could very well
g 1t in this category first., Also watch what happens to the BLE diffusion index that
measures the percentage of industries in which employment i3 expandlng. (This meazure has
peen dropping steadily over the last several menths.} Alse, the Fed will be interssted
in whether thers is any letup in the number of manufacturing layofifls,

Bottom line: In general, Washington is feeling a bit less nervous. But the Fed 2till has
plenty of concern —- almost guaranteeing a 25 basis point cub next week.

Clsclaimer: The publisher skall not be responsible for any Lnaccuracy or cmission
contained in this publication, Copyright 2001 by the &7 Sroup, Inc. Ho part ef this
publication may be reproduced or tranamitted without the prior written permission of the
capyright owner.
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Harvey, Reavie

S—
From: Sharer, Iames
Sent; Wednesday, Tanuary (9, 2002 E:-24 AM
Tis: _DI._Market Group;, Andrew D. Sacher; David Griffiths; Eric H. Otto;
Tay Hoffman; Lundsager, Meg: Phillippa Malmgren; reidjp; Shevlin,
Thomas; wallarjg: wayncea
Suhject: Financial Markets Morning Report 1/9/02

-Global equity markets were mixed. Cisco and Oracle indicate “the worst is over” in tha tech sector, expect gains
in the second gquarter.

~The yen firmed against the major currencies overnight as Japanese and South Korean officials expressed some
digcomfort with the recent swift depraciation in the yen

FX  The yen retraced to ¥ 132.30 afler falling 1o a low of ¥133.37, which prompted Japanese officials to express
discomfort with the speed of the yen's recent depreciation. Government spokesman Fukada acknowledged that the yen's
recent decline had been *a bit rapid” but "this is a level which is manageable * Howaver, earfier in the Tokyo session, the
MOF's Kuroda stated that the counlry's forex policy "remains unchanged despite the yen's rapid decline. Sowth Korean
officials continued 1o complain about the waaker yven. The dollar was litle changed against the auro.

Japan: Japan's leading diffusion index rose to 25 in November from a zera reading in October, while November
household spending was up 0.9%. The Mikkei 225 index and the TOPIX index wera down 0.3% and 0.7% &s bank stocks
waakenad further. The TOPLX bank index fell 1.8%, JGB yields waere unchanged fo down 2 bps. The JGB 10-year
auction was well bid, with a coupon of 1.4% and the highest coveraga ratio since 1989 at 11.35 times,

Emerging Asia. Emerging Asian stock markets were mixed. The Hang Seng and Singapore indexes were off 2.3% and
1.1%. The Taiwan and Kospi indexes were up 1.0% and 2.3%, aided by strength in semiconductor stocks. Hynix
Semiconductor rose 15,0%, bolstered by talk of an offer from Micron Technology for the South Karean chipmaker

Europe: German unemployment rose a smaller-than-expected 8,000 in December. Tha Euro area business cimate index
fiedl to -1.23 in Decembser, its kowest level since 1996, Euro area 3001 labor costs rose a langer than expectad 3.3%. The
BOE policy committes began a two-day series of meetings, European stock bourses were mostly lower. The FTSE
underperfarmed, pressured by declines in retail store and od issues. HSBEC was dl:mrg;radud by an analysis, citing
exposure to Enron and Argentina. German bund yields were up 110 6 bps on strong Euro area economic data. LLE. gilt
yields wera higher by 4 o 10 bas:s poants

Turkey: Turkey's National 100 index was down 3.1% to 14,421 on some profit-laking. The lira weakened 0.3% The
Turkish EMBI+ sub-index spread narrowed & bps o 860 bps, while the overall EMBI+ spread narrowed 3 bps to 700 bps.

Latin America: The Argentine EMBI+ sub-index spread fall 4 bps to 4316 bps, while Brazi's EMBI+ sub-index rose 3 bps
o B3S bps,

Commodities; Brent crude oil is currantly down $0.50 to $20.52 a barrel following news of a buiid in both crude oil and
distillate inventories

U.5. Assets Overmight ) )
Treasury coupon prices are currently down 1/8 to 1/4 paint in light tl‘&diﬂ& Thera are no majar U, 5. economic statistics
scheduled for release today. Treasury will aucton at 1 PM $6.0 billion 10-year inflation-indexed notes, The Dow, 5&F
500 and Nasdaq index fulures are indcating no clear direction at the New York open

Today's Events: Actual Consensus Expectation Previous Peariod

JPH Prelim. Leading Diffusion mdex. Nov., 25 401 0 {was 16.7)

JPH Household Spending, Novw. +0,9% ¥y +0. 1% yiy +0. 4% yiy

GER Unemployment, Dec +6., 000 +20,000 +17,000

EUR 3001 Labor Costs +3.3% +2 8% +2.7% (was +2.8%)

EUR Business Climate Index, Dec -1.23 <117 -1.20 (was -1.18)
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Dam, Ken

— — ————
From: Sharer, James
Sant: Bonday, October 28, 2001 4:44 PM
To: _DL_Market Group; Andrew D. Sacher; David Griffiths; Eric H. Otto; Jay Hoffman;
Lundsager, Meg: Phillippa Malmgren; reidjp; Shavlin, Thomas; wellarjg; waynaea
Subject: Fimancial Markets Might Report 10728407

- 11.5. equities sharply lower on profit-taking, concerns over the L.5. economy.
- Treasury prices stronger on reallocation from equities, flight-to-safety.

- Dollar weaker against the major currencies.

- Argentina asset prices substantially weaker, worries of debt default.

rkats
1.5, equity markets closed with sharp declines in active trading, pressured by profit-taking, weakness in the overseas
aquity markeis and worries over upcoming U.5. economic data. Concerns over a potontial Argentine debt defaull and a
peolonged war against tefrorism also weighed on stocks. Enron Corp. fell 10.3% 10 13.81 on news that Moody's may
downgrade its commercial paper rating. The worst stock performers were semicanductor, software, electrical equipment,
financial and bank issues.

Treasury coupon prices were up 1/8 1o 3/8 point in moderate trading, mainly reflacting substantial declines in the LS.
equity market, concemns over Argentina and worries over this week's slate of U.S. economic data (3Q GODP, Oclober
unemplayment). Traders alse noted a Fed coupen pass today iolaling $478 milkon (maturities of Novernber 2021 to
February 2028). Treasury announced foday that it expects to borrow £31 kiliion in marketable debt in the October-
Decamber 2001 quarter and to target a cash balance of 335 billion on December 31. Treasury auctioned today $15.0
billion 3-marth ard $14.0 billion 6-month T-bdls (@n increase in size of 51 billlon each) fo raise $6.201 bilion new cash.
The resulis were as follows:

3-month T-bill awarded rate: 2.0580% Coverage ratio; 2,17 times

G-manth T-hill swarded rate: 2.005% Coverage ratioc 2.0 limes

Today's awarded rates compare with last week's awarded rates of 2.170% and 2.130%, respectively. Separately,
Treasury anncunced it will auctioned tomarmow $12.0 billion 4-week T-bills to be issued Movember 1 and raise $4.0 billion
new cash. In W trading the new d-week bills were bid at 2.19%.

The Movember Fedaral funds futures contract fell 2 basis points o 2.21%, while the December and January contracls
each fall 2 bps to 2.04% and 2.00%, respectivaly.

The December crude of contract rose 50.12 to 522,15 a barrel on expectations of an OPEC reduction in crude oil output.
The November natural gas contract climbed $0.16 1o §3.20 per million biu. Spot gold rose $1.50 to 327860 an ounce
an some shart-Covenng,

Global Markets
The dollar depreciated 1.3% against the euro and was 0.6% weaker against the yen. The dollar was 1.3% weakes
against the British pound and 1.4% weaker against the Swiss franc (1o @ two-week low).

Latin American equity markets closed substantially lowes, glven worres over a potential Argentine default on its debi and
weakness in the U5, stock market. Argentina's Finance UnderSecretary Julio Dredzzen resigned, citing "personal
reasons.” The Merval index plunged B.7%, while the Argentine FRB bonds fell 8 1/4 to 55 1/4. Forward points on 1-
month and 1-year Argenting peso NDFs wera quoled at 575 and 3600, respectively. Brazil's real and the Mexican peso
were modestly weaker against the dollar. The Bovespa index fell 3.4%.

The EMEI+ spread widenad 41 bps to 1054 bps over the comparable Treasuries. A number of olher EMBI+ sub-indexas

also widened, including Argentina (+167 to 2005), Brazil (+77 to 1204} and Mexico (+16 1o 401). The Turkey sub-index
rose 14 bps 1o 501,
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Dam, Ken

— —
Fram: Sharer, James
Sant: Tuesday, October 30, 2001 4:54 PM
To: _DL_Market Group; Andrew D. Sacher; David Griffiths; Eric H. Otto; Jay Hoffman,
Lundsager, Mag: Phillippa Malmgren; reidjp; Sheviin, Thomas, wallarjg; wayneea
Subject: Financial Markets Might Memo 10/30/01

- UL.5. equities extendad losses on weak U.5. data, earnings warnings.
— Treasury prices climbed on weaker stocks, declining consumer confidence.

= Thia dollar traded In & narrow range against the major currencies.

U.5. Markets

U.S. equity markels closed with solid losses in active trading. News of a larger-than-axpected drop in the October
consumer confidence repor and worries over anthrax and possible terrorist altacks weighed on investors. Traders also
noted earnings wamings for Philip Moeris and V'S Corp. Enron Carp. fell 19.2% to 11.16 today and has dropped 67.0%
in the last two weeks, The worst stock performers today were semiconductor, electrical equipment, oil, telephane,
financial and software issues.

Treasury coupon prices wera up 1/8 to 5/ point in moderate trading, mainly reflecting weakness in the LS. equily markel
and the large drop in the October consumer confidence index. The yield on the Treasury 2-year noles, now at 2.46%, is
below the Federal funds target rate of 2.50%. The yield on the Treasury 10-year notes, currently al 4.43%, marks a three-
yaar low. Dealkers await Treasury’s announcement tomormow moming of the detalls af the Movember refunding operation
and the release of the advance 3 GDP report for further direction. Treasury auctioned today $12.0 billion 4-week T-bils
to raise $4.0 billion rew cash, The resulis were as follows:

Awarded rate: 2.140% Coverage ratio: 2.37 times

Today's awarded rate compares with las! week's awarded rate of 2.280%.

The Movember Federal funds futures contract fall 3 basis points to 2.18%, while the December and January contracts fell
4 hps and 5 bps to 2.00% and 1.95%, respectively.

The Dacamber crude oll contract fall $0.28 to $21.87 a barrel ahead of the weakly AP| oil mventory report. The Bush
administration is seeking to replenish the SPR over three years, The December natural gas confract fell 50,16 1o £3.18

per million btu. Spot gold rose §1.50 to $280.10 an ounce.

Global Markets
The dollar traced in a namow range against the eure and yen ahead of tomorrow's U.5. 30 GOF data, The dollar was
0.2% firmer against the British pound but 0.2% weaker against the Swies franc

Latin Amarican equily markets closed mastly lower, given the weakness in the LS. stock market. The Bovespa and
Bolsa fell 3.1% and 1,3%, respectively. However, the Merval index edged up 1.8% following yesterday's 8.7% plunge.
The Argentine FRE bond rose 4 1/2 to 59 on some short-covering. Forward peints on 1-manth and 1-year Argentine peso
MDOFs were quoted at 650 and 3600, respectively. Brazils real was litle changed on the day.

The EMBI+ spread namowed 4 bes to 1064 bps over the comparable Treasurles. Several other EMBI+ sub-indexes also
narrowed, including Argentina (-39 to 2027) and Brazil {-16 to 1179). However, the Mexican sub-index rose 5 bps to 402
bps and Turkey's sub-index rose 12 bps to %20 bps.

Tomarrow's Events: Time Consansus Expeclation Previous Period
JPM Housing Slars, Sept, =409 ru'm 6.5% mim
FRM Unemployment Rate, Sept. B8.0% mim -8.0% mém
ITL Pralim. CPI, Oct. +2.5% yiy +2. 6% vy
Us 30 GoOP B30 AM 1.0 +.54%
US Chicago PMI, Oct., 10 A 440 46 6
DelIA
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From: Sharer, James

Sent: Wedneaday, October 31, 2001 5:03 PM

Ta _ DL _Market Group: Andrew O Sacher; David Griffiths; Eric H. Otto; Jay Hoffman;
Lundsager, Meg: Philligpa Malmgran; reidjp; Shevlin, Thomas; wallarjg; wayneea

Subject: Financial Markets Might Repart 1003101

== .5, equities were mostly lower, given a contraction in 3QGOP.
== Trgasury prices surged on news of a halt in long bond auctions.
= Thiz dollar strengthened against the major currencies in light dealings.

U.S, Markets

L5, equity markets closed mixed in beavy rading, following news this momming of a modest contraction in 30 GOP. Thea
Nasdag index rose 1.2% today and was up 12.8% for the month, marking the first monthly gain sinee June (+2.4%),
Enron Corp. rose 24.5% 0 13.90, ane day after falling to a S-year low, on lakeover talk. The worst stock performers weara
insurance, drug, health care, telephone and bank issues. The best stock performers were semiconductor, retail store,
comgpuber, communication equipment and natural gas issues.

Treasury coupon prices were up 1/8 to 4 1/8 points In very hectic rading, The surge in bond prices reflected news that
Treasury will halt sales of both nominal and TIPs 20-year bonds. The vield on the Treasury 20-year bond fall 88 kow a3
4.82% this aflernoon, a level not seen in decades. Treasury announced it will auction next week $16.0 billion 5-year and
37.0 billien 9 3/4-yaar 5% notes o raise 51.412 bilion new cash. In W trading the notes were bid at 3.57% and 4.25%,

respectively.

The Movember Federal funds fulures conlract rose 3 basis poinis to 2.21%, while the Decamber and January confracts
rose 3 bps and 1 bp to 2.02% and 1.96%, respectivaly.

The December crude ol corract fedl $0.69 to $21.18 a barrel. The December natural gas contract rose $0.11 10 53.29
per milkon btu. Spot gold fell $0.70 to $279.40 an ounce.

Global Markets

The dollar appreciated 0.5% against the euro and was 0.4% firmer against the yen as the advance U.5. 30 GDP report
showed a more resilient economy than was anlicipated, The dollar was 0.2% weaker against the British pound and 0.6%
femar against the Swiss franc.

Latin American equity markets closed slighthy firmer, with the Bovespa climbing 3.1%. The Merval index edged up 0.5%
a% mveslors awadled further news of a debt swap. Forward poinis on 1-month and 1-year Argenting peso NOFs were
quoted at 650 and 3550, respectively, Brazil's real femed 1.0%, breaking beneath the BRL 2.70 mark for the first time
since Dclober 1, despile a postponed auction of tha power utility Copel.

The EMEI+ spread widenad 12 bps to 1088 bps over the comparable Treasuries. A& number of other EMBI+ sub-indexes
also widenad, including Arganting {+48 to 2150, Mexizo (+11 fo 415) and Turkey (+20 to 826). The Brazil sub-Index
edged down 5 bps 1o 1184 bps.

Tomorrow's Events: Time Consensus Expectation Previous Period
UK PRI Manufacturing, O, 45.0 45,5
UK House Price Index, Oct. -1.5% rmu'm +2 % mim
US Initial Jobless Claims, wk ended 10/27 8:30 AM -4 000 +8,000 to 504,000
LS Personal Income, Sepl. 230 AN +.1% uneh
S MAPKM Index, Oct. 10 AM 44.0 4710
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Dam, Ken

From: Sharer, James

Sant: Thursday. Movember 01, 2001 5:16 PM

Taos _DL_Market Group; Andrew D, Sacher, David Griffitnas; Eric H, Otta; Jay Holiman;
Lundsager, Meg; Phillippa Malmgren; reidip: Shevlin, Thomas, walladg; waynesa

Subjeck: Financial Markeis Might Report 11,101

= U.5. equities rallied on strength In tachnology stocks.

= Treasury prices were mixed ahead of October employment data tomorrow.

== The dollar weakened against the major currencies in rather light dealings on a weak October MAPM report but
set a record high vs. the Canadian dollar,

LL5. Markets

U5, equity markets closed with sirong gaing in active trading, sided by strength in the technology issues and a
subslantal reduction in long-lerm LLS, inleresl rales. The Masdag was up 3.3%. Microsoft rose B8.4% to 61.84 on news
of a setilemant with the Justice Dept. Encan fell 13.7% to 11,99 on news of a formal SEC invaesligation. The best stock
performers were semiconductor, software electncal equipment, oll, financlal, computer and entertainment Bsues.

Treasury coupon prices were down 33 to up a full point in moderate trading, relreating from session highs on some profit-
faking. A rally in the U.S. stock market weighed on prices of short-term issues, while bond prices remained firm in
contmuad responsa to the Treasury decisicn to hall kong bond auctions, Analysis expect lomormow's report on Oolober
manfarm payrodl emaloyrment will show a 325,000 increase, with the October unemployment rabe rising to 5.2% from 4.0%
in Septamber, In Wi trading the Treasury S-yvear and 9 34-year notes were bid al 2.58% and 4.25%. Treasury
announced it will avction on Maonday $16.0 billion 3-month and 315 billien &-maonth T-bills (an increase in size of $1 billion
each) o raise $7.578 billion new cash. In Wi trading the new bills were bid at 2.01% and 1.84%, respactively.

The Movember Federal funds fulures coniract was unchanged at 2.21%. The December and January confracts were also
unchanged at 2.02% and 1.968%, respeciively.

The December crude oil contract fedl $0.79 to $20.39 a barrel. The December natural gas confract edged downS0.01 1o
33.20 per milllon Blu. Spot gold rose $0.30 to 3279.70 an cunce.

I
Tha dollar depreciated 0.3% against the euro and was 0.4% weaker against the yen following news of a sharp deckne in
the: Cctober MAPK index. The Canadian dollar weakenad 0.4% against the U.S. dollar o a record low of C51.5934, on
Concern oves slugglsh econamic growth in Canada

Latin Armerncan equily markets closed firmer, with the Marval index rising 1.8% and the Bolsa up 1.3%, bolstered by gains
In the LS. stock markel. However, Argentine lax revenues in Sclober dropped 11.3% to $3.57 billion compared with the
same month & year ago, which was much lower than anticipated. The lax dala raised further gquestions over the country's
zero deficit plan. In addiion, the IMF poured cold water over the idea of an early disbursemsant of a 1.3 bllSion December
koan, Forward poants on 1-month and 1-year Argentine peso NDFs were guoted at 950 and 4000, respectively, Brazils
real firmed 0.9% as investors waited for Argentina's financial plan o emerge,

The EMBI+ spraad widenad 20 bps to 1093 bpe over the comparable Treasuries. A number of ather EMBI+ sub-indexes
also widened, including Argenting (+146 to 2308), Brazs {+30 1o 11%3) and Mexico (+4 10 416}, The Turkey sub-index
adged down 8 bps 1o 337 bps.

Tomorrow's Events: Tirne Consensus Expectation Previous Period
EUR Mamufacturing PMI, Oct, 459 45.0
GER PMI, Oct. 443 451
US Monfarm Payroll Employment, Oct,  8:30 AM -325,000 =195,000
US Factory Qrders, Sept. 10 AM -5.0% unch
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Dam, Ken

————
From: Sharer, James
Sent: Monday, NMovember 05, 2009 8:12 AM
To _DL_Market Group;, Andraw D. Sacher; David Griffiths; Eric H. Otto; Jay Hoffman;
Lundzager, Mag: Phislippa Malmgren: reldjp; Shevin, Thomas: wallarg: waynesa
Subject: Financial Markets Moméng Repart 11/501

== Global equity markets ware mostly firmer; Royal Dutch may purchase Enron; Boeing wins $6.6 billion order for
25 aircraft from Emirates.

== Dollar strengthened vs. the euro and sterling on weak economic data and an FT report stating that an EMU
member (Haly) deliberately manipulated budget data.

Foralan Markets

Japan: Japan's leading diffesion indax fall to 37.5 in Septembar from a revised 50,0 in Seplember, as expacted. The
BOJ's Suda played down the threal of intervention, suggesting that intentionally weakening the yen may be harmful, but a
"nafural” decline would be tolerated.  The Wikkei 225 index and the TOPIX index edged up 0.6% and 0.1%. JGB yields
wiera unchanged fo down 2 bos in thin trading, with the JGEB 10- and 30-year yields at 1.20% and 2.40%, respectively.

Emerging Asia: Emenging Asian stock markels were masily higher. The Hang Seng, Tamwan and Kospi indexes rose
2.0%, to 2.4%. Howsawver, the Thai, Jakarta and Kuala Lumpur indaxes posted modest declimes. Singapeore's ruling
Peopla's Action Parly won T5% of the pogular voba in the general elaction on Salurday.

Europe: Euro frea HICP index rase 2.4% vy in Octobar, marking the fifth month dedfine, roughly as expected.
However, UK. aconomic data on Seplember indusirial production and Oclober PMI services were much weaker than
anticipated, ralsing expeciations for a possible 50 bps easing by the BOE this Thursday, The ECB policy board is also
scheduled to meet on Thursday. However, BBY, President Welteke played down the chances of an ECE rate cut, stating
thal furthar ECB easing could pump us Bguidily 1o much and fuel inflalion expectations. Europaan slock bourses wara
stronger by 0.8% 1o 2.3%, with the DAX cutperorming. German bund yields were lower by 1 10 5 bps, while LK. yiekis
wiare down 3 1o 17 basis points.

Brent crude oil is currently up S0.60 to $19.22 a barrel, marking the 32nd day below the 522 a barrel level. OPEC officials
corfinued o ndicate thal a 1 million bpd produchion cul was possdile.

Turkey: Turkey's Mational 100 index was up 0.9% to 10,158 and the lira was 1.0% firmer fo TRL 1,555,000, Hopes for
IMF aid offsat news of a larger-than-expected 6.6% mim rise in the Oclobaer CPL. The Turkish EMBI+ sub-indax ross 38
bps bo 834 bps, while he overall EMBI+ narrowed B bps 1o 1112 bps,

Latin America: The Argenting EMEI+ sub-index narrowed 55 bps fo 2530 bps, while Brazil's EMEl+ sub-index namowed
200 bps to 1165 bps, Argenting's Cavello will hold a press conference at 11 AM.

LL5. Assets Overnight

Treaswry coupon prices are currenily wp 148 fo 5/8 point in Bght frading ahead of the 10 AM release of the October non-
manufaciuring NAPM index. The Dow, S&F 500 and Masdaq index futures are indicating moderate strength at the Maw
York open.

Today's Events: Actual Consensus Expectation Previous Perlad
JPM Leading Diffusion Indax, Septl. 375 375 50.0 (was 55.8)
EUR Pralim. HICP, Oct +2.4% Wiy +2.4% yiy +2.5% Wiy
UK PMI Seraces, Oct. 48.3 45.0 48.1
LK Industrial Productian, Sept, =1.2% mdm -.5% mim +1.0% mim
LIS Mon-manufeciuring MAPK, Oct, 10 AM 47.0 50.2
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From: BSH Maney Update [MSNMoneyUpdate_034237@ms-meneycentral.customer-emall.com]
Sent: Friday, January 11, 2002 &:40 PM
To: ken,dami@do. traas.gov
Subject: Decoding Greenspan's signals

Eocsive the ehanced market repor: in HTML - Simply signin and select “HIML"
htLp:ffnnnaycnntrul-ﬂan.cnmjcnngenterfﬂpticns-a-g?returnURL-fcnmcznturfemal1.aap

The follewing data is best viewed in a Fixed Width font such as Courier.

Leading Indexesias of 17112002 16:00 hours ETI
http:/ /meneycentral . men. com/investor/market/leading. asp

guotes supplied by Standard & Poor's Comstock and delayed at legast 20 minutes. Data

Spurce: htop://wew. spoometock.com

Hame

Dow Jones Imduscrial Average
5 & P 500 Index

Hagdag Composite Index

Amex Composite Index

Rusa=ll 2000 Index

LEVEL
8,987,513
1,145.80
z,023 .46
B34.07
469,54

CHANGE

-d@.33
-10.895
-24.78
-2.74
-£.37

¥Change
-0, B0
-0.95%
-1.21%
-0.33%
=1 .08%

To personalize this e-mail with your own investments, gign up to add your portfolio.

ht:p:ffmangycentrul_nan.cnm;inveu:arfinusubfalertu!ppemai1.aap

v« MEN Money Community =®

Discuss the hot topic of the day on the message boards, Chat with CHBC perscnalities and
investing experts, or post & gquestion for ons of our cther financlal experts.

http:/ /money . men.com/ cammunity/highlights. aap

Market Summary {as of 1/11/2002 16:00 houra ET)
http://fmoneycencral .msn.comfarticles/common/ susmary . asp

Decoding Greenspan’s signals
Provided by MSH Honey

The week began with the growing belief that a recovery 18 upon us. That belief -- thanks

te Ford, Enron, Mmart and eventually Fed chief Alan Gresnspan

day thereaftsr.

q‘p:-

-- proded virtually ewvery

The Dow Ipnduatrial Average fell for the Eifth straight sessicn Friday, down about 2.6% an
Ehe week. The technology-heavy Nasdag Compositive Index did marginally better, ending the

wonk less than 2% off its elosing lewel of 2059 last Friday.
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After Greenspan said in a speech today that he sees evidence of both stability and
remaining riask, ilnvestors widely expect interest rates to drop again soon., And as for
equities, stockholders trying to justify seme high valuations remain ouf on a thinnaxr
limb.

<P

The feeling on the floor of the stock exchanges was decidedly negative. As investment pro
Ted Weisberg told CHMBS, &ItEs difficule to put twe or three good days together ... T think
wefre going to be ... locked in & very narrow trading range untll we get some kind of
positive sign on the economy.&

L=k}

Earnings parade begins

:p:—

The earnings season trickle turns into a Elood next week, with banks and technology
companies headlining the fourth-gquarter disclesure llst. Investors will be locking
espmoially for aignals on what companies expect during the current gquarter and beyond.

pa

A taagte of what®s to come: E*Trade on Monday, Intel on Tuesday, Genearal Matars on
wednesday, MSN Money parent Microsoft on Thursday and Sun Microsystems Friday.

Full day's coverage: htop://moneycentral.men.com/articles/common/summary.asp

e T T T LR Ll LT T T S T PP - R L B R L R b

Today's update brought to you by MSN Money -- The best place te invest.
http://money . man. com

To unaubscribe from the MSH Money Market Summary Email go teo
http:/ /moneycentral .men.cam/Comcenter/ or reply to this message and type "Unsubscribe® in
the subject line of the message. Thank you.

This emall was sent to: ken damads.treas.gov
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Dam, Ken
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From: Congressianal Quarterly [midday-ownerfcg.com]
Senl: Friday, January 11, 2002 2:02 PR
Ta: middayupdate@lists.cg.com
Subject: CQ Daily Monitor Midday Update 1-11-02

Of DAILY MONITOR MIDDAY UPDATE
published by Congressional Quarterly and the CQ Daily Monitor
whwret 00, com

Friday, January 11, 2002 - 1:5% p.m,

Today in Washington

LEAD STORY: Making good on a longstanding threat, President Bush today
gave recess appointments o fwo conservatives whose nominarcions have been
stalled by Senate Democrals.

HOUSE: Reconvenes for second sesslon of the L07Lh Congress at noon
Wednesday, Jan. 23,

SEMATE: Peconvenes for second sessicn of the 107th Congress &t noon
Wednesday, Jan. 23,

PRESIDENT EUSH: Signs brownfields legislation (HR 2869) in Conshohocken,
Pa.; meets with prime minister of Poland at White House,

IMN WASHINGTOM: Amtrak Reform Council meets to discuse the three optione
for an plan kEa restructure rail passenger service.

QOUOTE OF THE DAY: "The president's been spending encrmous amounta of cime
progsecuting the war on terrorism. ¥You know, I'm a Cabinet sscretary, I
know what sy responsibilities are. I don't run acrosa the street and tell
the president every time I talk to gamebody . " -- Treasury Secretary Paul
4. 0'MEILL, explaining on ABC's "Good Morning America® why he did not tell
the pregident of a call from Enron Corp. Chairman Kenneth L. Lay in lace
Uctober .

TODAY'S TRIVIA: Rep. Jerry Lewis, R-Calif., says a UCLA claas trip ta
Washington in 1955 got him interested in public service as a way to effect
change. Some of Lewis® fellow students were forced to ride on 4 Beparate
tourist boat on the Potomas becauss they were bhlack. (Souroe:
Congressional Quarcerly's “Politics in America.”}

Ediced by Martha Angle and Val Ellicott

BUSH AFPOINTS REICH, SCALIA T CIRCUMVENT SENATE OFPLSITION

President Bush signed recess appointments today for conservatives OCto
Reich and Bugens Scalia, whose nominations to administration positions
have been blocked by Senate Democrats. A senior administration official,
speaking on condition of ancnymity, said the White House gave Congress
formal netification of the lang-threatened appointments, the Associated
Press reported. Bush named Reich assistant secretary of state for Latln
America, the top diplematic post for the regicm that Bush made his primary
foreign relaticns pricrity befere the war on terrarism consumed him.
Scalia, the gon of Suprems Court Justice Antonin Scalis, assumes the poat
of Labor Department sclicitor. His nomination was approved 11-10 on Oct.
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16 by the Health, Education, Labor and Pensions Committee but never
received & floor vote. Reich has never received a hearing in che Forelign
Relationa Coomiktes, With the recess appointments, both men can serve
uptil the 107th Congress comes ©o a clase.

TREASURY DEPARTMEMT REVEALS NEW ENROMN COWTACTS

The Treasury Department today revealed more high-level contacts with Enron
Corp. when the energy company was in a downward financial spiral.
Department spokeswoman Michele Davis sald Enron president Lawrence "Greg®
Whalley talked to Under Secretary Peter Fisher six to eight times in late
October and early November, She sald Fisher "inferred" that be was being
asked to make =alls on Enron's behalf to banks that were deciding whether
to extend the company's credit. She said Whalley made no calla. The
revelation comes on the heels of new infozmaticn about calls from Enron
chairman Eennsth L. Lay to Treaspury Secretary Paul H. O'Neill, Commerce
Secretary Donald L. Evans and Federal Reserve Chairman Alan Greenspan, and
follows an admissicn by the company's outside auditor, Arthur Andersen
LLP, that some Enren documents have heen destroyed. Baskrupt Enron is the
subject of separate Justice Department and Securities and Exchange
Commission probes, plus inquiries by four congressicnal panels.

BUSH COMPLETES BY 2002 APPROPRIATIONS BY SIGNING LABOR-HHE, FOREIGH OPERATIONS

as his next budget proposal nears complation, President Bush has signed
into law the laast of the 13 fiscal 2007 appropriatiens bllle. With a
mixture of praise and caveats, Bush signed late yesterday the big Labor,
Health and Human Sesvices, and Educatfion funding bill (HRE 30611, which
provides $123.4 billien in discretionary funding for soms of the
government's top domestic priorities, He also elgned the %15.4 billion
foreign operaticns spending bill (HR 25061, which tracked his total
funding request fairly clesely but altered some of his pricrities. Haying
he was “"gsupportive" of the overall Laber-HHE bill, Bush expressed "strong
concerns” that it mandates a Pell Grant maximum award of £4,000 per
atudent "but provides only encugh funding to pay for a maximum award of
83,600, Pell Grants are the leading scurce of direct aid to low-income
college studentz. "My administration will ask the Congress Lo correct this
sharkfall in the FY 2003 budget," Bush said in a statessnt.

WOLF SAYS %200 MILLICH IN AID WOT EHOUGH FOR AFGHANISTAN

Afghanistan needs more financial aid from the United States than the the
#3200 million preposed in a supplemental request expected this month, Rep.
Frank R. ®Walf, BE-Wa., saild today. Wolf, chairman of the Houeea
Appropriations Subcommittee on Commerce, Justice, State and Judielary,
returned last night from a weeklong trip to Afghanistan. He said the
United States needs to consider a reconstruckion plan on the scale of the
marshall Plan, which was used to rebuild Eurcpe after World War II. “We
need encugh to make pregress,” he said. "You juat don't have any choloe.
Failing to send subatantial aid te the region would wisk ereakling
conditiensg that would allow the Taliban to reclaim power, he said. Wolf
and Reps. Temy P. Hall, D-Ohio, and Joe Pitts, E-Pa., vigited hospitals.
achools and refugee camps in Afghanistan and other south Aslan nationsa.

DEMOCRATS COULD PICKE UF OME SEAT FROM TENNESSEE REMAFP

B redistricting plan approved yesterday by the Democratic-controlled
Tepnesges state legislature gives Democrats a good shot at capturing the
redesigned 4th District. Vam Hilleary, the Republican who repressents the
current 4th, is running for governor. The plan would swap several
Republican counties in the 4th District for Democratic ones now
represented by 3rd District Republican Zach Wamp on the district's gastern
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edge. On the west, it would perform a similar swap with Republican Ed
Eryant's Tth District. Democratic State Sen. Lincoln Davis has been
campaigning For the seat and faces no primary coposition. Cm the
Republican side, Tullahoma Alderman and former Hilleary aide Janice
Bowling and State Safety Department Commissioner Mike Greaene will meet in
an Aug. 1 primary. The redistricting should not cause headaches Lor any of
Tennessee's aight incusbents (four from each party) seeking re-election.

POLITICAL CLIPPINGS

The Argus (5.D.) LEADER reported that GOP state Rep. Matt McCaulley gald a
bill he is writing toc bar a candidate from running for president and
ancther office on the same Scuth Dakota ballet dsn't aimed at Senate
Majority Leader Tom Daschle, The bill would make it impossible for Daschle
ra run for president snd re-election te hie Senate seat at the same time.
Republicans control the state legislature and the governor's ocffice.

The Dallas MOENIMG MEWS reported that cwo leading Democrate in the race
fpr the Senmate seat that will be left open by the retirement of Republican
phil Gramm showed off their Hispanic support yestarday in dusling
endorsemsnts, FPormer San Antonio Mayor Henry Clenerce called on vobers to
back former Dallas Mayer Ron Kirk. Rep. Hen Bentsen countered with a list
of prominent Hispanics backing his candidacy.

The Fargo (N.D.) FORUM reported that Rick Clayburgh, the state's tax
commissiones, officlally anncunced his bid yesterday for The GOF
endorsement to challenge Democratic Rep. Earl Pomeroy. Ancther prospective
on0P candidate, Farmer Louisiana State basketball ccach Dale Brown, has
gaid he will declide on the race soon.

AND FINABLLY. ..

Americans on alert for possible attacks should recognize that danger does
rot always come on two legs. The threat posed by beavers, weadchucka,
desr, blackbirds and other asemingly benign critters has come under
federal inveptigation. The Aesscciated Fress reported that congressional
appropriators ordered the General Accounting Office to study the
effectivenssa of federal efforts to protect people and property from
wildlife. The GAQ reported 27,000 lnjuries a year from rodents, $1 billion
in damage a year from cars hitting deer, 15 deaths a year from snake
bites, &,000 eollipicns between birds and airplanes in 2000, and 70
million in annual liveseack lasgea from predators, malnly coyotes. The
study found that nonlethal means of scaring off wildlife show promise, but
many animals learn to thwart the besc-laid plans.

Editor of Daily Hews: Mike Mills

Managing Editor: Randy Wynm

Managing BEditer, OQ.com: Jackis Frank
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nthe bible" hecause it covers Congress more completely and accurately than
any other source. More than 55 percent of the mesbers of Congress and
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goheduled for consideration on the House floor, briefings on the final
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From: Cengressional Quarterly jmidday-ownen@cg.com)
Sent: Thursday, January 10, 2002 1:53 FM
Tao: middayupdalegplists.cq.com
Subject: C0Q Daily Monitor Midday Update 1-10-02

OO DATLY ®IMITOR MIDDAY UFDATE
Published by Congreasicnal Quarterly and the CQ Daily Monltor
wa . D com

Thursday, January 14, 2002 - 1:50 p.m.

Teday in Washingteon

LEAD STORY: After bBehind-the-scenes talks, Senate Majority Leader Tom
Daschle, 5.D., is likely to mave scon to convens a conference committese om
stalled patients' righte lLegislation.

HOUSE: Reconvenes for second sessicon of the 107th Congress abk noon
Wednesday, Jan. 23.

SEMRATE: Recomnvenes for aecond session of The 107th Congress ab neon
Wednesday, Jan. 23,

PRESIDENT BUSH: Meets with his eccnomic team, signs defense appropriaticns
bill and mests with prime minister of Gresce.

IN WASHINGTOM: The W.H. Eellogg Foundation holds an ell-day conference on
its "Devolution Initiative," a mulbi-ye=ar grant project examining the
effecss of welfare and health care reform efforte in a half-dozen states.

QUOTE OF THE DAY: *This administraction will fully inveatigate issues,
such ag the Enren bankruptcy, to make sure we can learn from the past and
make sure Ehat workers at peotected." -- Fresident BUSH, announcing a
review of penaion laws and regulations.

TODAY'S TRIVIA: GOP Rep. James V. Hansen, who plans to retire at the end
of this year after serving 11 terms, holds the record as the
longest-serving House member [rom Utah. (Scurce: Congreszional Quarterly‘’s
npglitics in America.®)

Edited by Martha Angle and Val Ellicott

CASCHLE LIKELY TO MOVE PATIENTS' RIGHTS BILL TO CONFERENTE S00H

Senate Majority Leader Tom Daschle, 5.D., intends to call a conference
committes socn to work out differences between competing patients' rights
Bille that pamsed the two chambers last summer. "There has been progress
made in talks between sponsors amd the White House, and Ben. Daaschle
intends to appaint a conference committes soon after Congress ceconvenes,”
a spokeswoman said late Wednesday. The House passed its version [HR 25&3)
on Aug. £ after amending it to White House specificaticns. The Senate
passed a more sweeping wersion (5 1052), with a broader right to sue, on
June 2%, Mothing happened for the remainder of the first aezaion -- at
least in public view. However, spokesmen for the sponsors of both bille
say the lines of communication have remained open, with lawmakers and
their staffa continuing to negotlate with each other and with the White
Housa. The talks could make a conference committes a mere formality.
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BUSH SIGHS DEFEMSE SFEMNDIMG BILL, CALLES IT A DOWN PAYMENT

Echoing the last-minute nature of the fiscal 200Z appropriatidong process.
President Bush signed a 5317 billion fiscal 2002 defense appropriaticns
kill [(HR 3338) this afternoon with only hours to spare before temporary
gpending authority expires. The measure alsc allocates 520 bBillion in
emergency spending approprlated esarlier (HR 2888 -- FL 167-38) *This shows
that. at an hour when America ia under attack, we are steady," Buah
declared, Bush also repeated hie goal to increase defense spending in
figeal 2003, *This makes a down payment on Our central commitment, " he
gaid. The Senate cleared the bill Dec. 20, but it was not submitted to
the president until Jan. 7, congressional aides said, because so much of
the Bill was writees at the last minute and they needed time gver the
kolidays to complete a final draft. The defense measure is not the last
spending bill to be signed -- the foreign cperations (HR 2506} and
Labor-HES (HE 3061} billa also neesd Bush's slgnature by midaight.

BUSH T SiGH BROWNFIELDS BILL AMD SEEK MAJOR FUNDING BOOST

preaident Bush plans te sign legislation tomorrow that would spur cleanups
of abandaned industrial sites in urban areas, and he will ask Congress to
double funding for such efforts, the Associated Press reported. EPA
administracor Christine Todd Whitman sald today the administration's
budget proposal for Eiscal 2003 will seek 5102 million more than the 58
million Congress appropriated this year for cleaning up so-called
brownfields. Congress oleared a five-year authorigacion bill [HRE 2B£3)] on
Dep. 20 that would funmel wp to $250 million a year to state and laocal
governments and Indlan tribes for cleaning up some 450,000 polluted
industrial sites., Bush plans to sign that legislation inte law during a
vigit Ea Cenghohocken, Pa. Whitman said the administration =ay propose
ppending the full 5250 millicn in fiscal 2004.

LEMOCRATS SEE RETURN TO DEFICIT SPEMDING THIS YERR

House Budget Committee Demacrats today predicted the federal Treasury will
ses deficit spending im both fiscal 2002 and 2003, citing projections
deseribed ap "wery conservative." John M. Spratt Jr., §.C., the top
Democrat on the panel, sald a more realistic forecast shows deficit
spending for the next three fiacal years. Under bath sets of assumptions,
the Democrats expect the government to  borrow from Social Security
surplusea to fund regular government cperations for at least seven years.
"Wwe are Finding curselves right back in the business of borrowing and
spending from Social Security," Spratt said. The House Democrats!
projection for this fiscal year tracka closely with estimates by Senate
Budget Commirtee analysts. While Democrats expact gmall deficita in 2002
and 2003, Republicans expect balanced budget ar small surpluses, at least
in 2002. The Congressional Budget Office will release its calculations
later this month.

BUSH CABIMET WILL REVIEW PENSION FULES IN WAKE OF ENRON BANWKRUPTCY

President Buszh has ordered his sconomic tfeam to review company pensicon
plan rules and find ways te protect workers in bankruptcies like the one
at Enron Corp. Bush said today he has ordered Treasury Secretary Paul H.
O'Heill, Commerce Secretary Donald L. Evans and Labor Secretary Elaine L.
Chas to recommend stepa "to make sure that people are nob exposed Ea
losing their life savings." A senior Bush adviser said the president acted
partly to incculate himself against criticism for his administration's
aEsoeiation with Enron's top officials, the Asacciated Fress roeported., The
company's chief executive sfficer, Xenneth L. Lay, contacted O'Neill and
Evans last fall to express goncerns about hia energy firm's financial
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situatisn, White House spokesman Ari Fleischer sald today. The pair
decided not to take action, he said, Bush said he last saw Lay at a
fundraiser in the spring. "I have not met with him personally,” Bush said,
apparently referring to his time as preaident.

BUSH OFFICIALS SAY ECOMOMIC STIMULUS WILL HELP JOB SEEEERS

Three Cablnet secretaries appe-a:gd ak a lecal jﬂb fair today Lo preEssurs
Senate Democratd to pass President Bush's economic stimulus plan and
burtress his stance as a compassionate comservative. *Unemployed workers
don't need partisan delays or political speeches, they need jobs," maid
Labor Secretary Elaine L. Chas, who was joined by Transportation Secratary
Korman ¥, Minera, and Commerce Secretary Donald L. Evans at the Worklorce
Recovery Conference at the Washington Convention Center. *The Senate needs
te end the roadhlock to the president's job growch package, " Chao said.
Despite Bigns of an improved economy, she 8aid extended unemployment
ben=fita are still meeded to help displaced werkers through the
neransition® out of the recession. Washington Deputy Mayor John A
Koekinen, a Democrat, said Bush administration offielals had more than
jobe ¢n today's agenda, but "if peocple are making political points along
Ehe way, that's fine with me.*®

WASHIRCTON REMAP WITH KIMOR CHARGES TO BE AFFROVED

The Washington state legialature will bless & congressional redistricting
plan this wonth, according to a letter sent yesterday by the state
attorney general's office to the state Supreme Court. The rémap would make
enly minor changes toe the state's nine districts, held by glx Democrats
and three Republicans. The atate's bipartisan rediarricking commisaicon
approved the plan Jan. 1, 17 daye after a statutory deadline. The
legislature will changs that deadline retroactively, allowing the plan te
become law and cbwviating the need for court actien. The commission had
asked the attorney general to recommend action to the court, which would
pake over if the ccmmission failed. Rasuming the plan is adopted,
Republicans plan to target Democratic Reps. Rick Larsen and Brian Baird,
whope districts would lose scome Democrats. Larsen, a freshman, represents
the northwestern 2nd District, which includes Bellingham and part of
Everstt. Baird, elected in 1998, repressnts che 3rd District in the
gouthwestern corner of the state. Vancouver and Olympia are its biggest
cities,

PORD BUILDING T2 CLOSE AGAIN FOR MORE ANTHRAX CLEANUR

The Ford Heuse Office Building will close again conight while s=Eforta
continue to remove anthrax from an office occupied by the hazardous
devices section of the Capitol Police. Le. Dan Nichols, a police
spokesman, gald small amounts of anthrax detected in the office are
believed bao have come from eguipsent uped in anthrax cleanup efforts in
the Hart Senate OfFfice Building. The Hart building was closed after an
anthrax-laced letter was opened on Oot. 15 in the Sth-floor suite of
Senpate Majority Leader Tom Daschle, 5.0. Congressional and health
officials plan to respen Hart when test results show that cleanup efforts
there were successful, Wichols said liguid chlorine dicwide is being used
v decontaminate the Ford building. Chlorine dicxide gas was used to
fumigate Hart.

POLITICAL CLIPPINGS

The Fayetteville [N.C.) OBSERVER reported that Tim Dunn, a lawyer and a
lieutenant celenel inm the Marine Corps reserves, sald yesterday he likely
will join three ather Democrats trying to knock Republlican Robin Hay=s out
af the Bth Distriect seat. The other three Democrate -- Billy Richardson,
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Ray Warren and Chris Kouri -- also are lawyers.

The Bverset [Wagh.) HEBALD reported that state Rep. Kelly Barlean is the
latest to join the parade of GOP candidates sesking to taks on Lrashman
Democratic Rep. Rick Larsen. Morma Smith, who was an aide to former GOF
Rep. Jack Metcalf (1995-2001), announced her candidacy in November, and
Herbert Meyer, a former alde to President Ronald Reagan, jumped inte the
race Last month.

The Hew York POST repocted that deopations to Democratic Sen. Hillaxy
Bodham Clinten's political actien committee have topped $1 =million,
including contributions from partners in the £irm that rents former
preasident Bill Clinten his office space in Harlem. Thres parcners in
Cogswell Realty Group contributed 55,000 to HILLPAC, according to reports
filed with the Federal Electicn Commissicn. Taxpayers foot the bill for
the affice gpace of ex-presidents.

AND FIMALLY. ..

Homeland Security Directos Tom Ridge said ktoday that "everything humanly
and technologically possible® has been done to make 5alt Lake city safe
for the 2002 Winter Olympics next month, Reuters reported, "I can say with
percainty this will be the most secure SpoTLIng =Vent, probably one of che
pafest places in the werld, from Feb. 8 through the end of the Olympics. ™
Ridge said on ABC's "Good Morning America.® He gald no specific threats
have bepn received ahead of the Olympics, but law enforcoment agencles
aren't taking any chances., The agencies are on naticnal security alert at
least until March 11, which would take them through the Olympics in Ueah
and the Superbowl, the twa major sporting events over the nexit few months,
zald Ridge.
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From: Eharer, Jamas
Sant: Wednesday, January (8, 2002 B:24 AM
To: _DL_Market Group; Andrew 0. Sacher; David Griffiths; Eric H. Otto; Jay Hoffman;
Lundsager, Meg; Phillippa Malmgren; reidjp; Sheviin, Thomas walkarg, weyneaa
Bubject: Financial Markets Maming Report 1/9/02

—Glabal equity markets were mixed. Cisco and Oracle indicate "the worst is over™ in the tech sector, axpect
gains in the second guarter.

~The yen firmed against the major currencles overnight as Japanese and South Korean officials expressed some
discomfort with the recent swift depreclation in the yen.

FxX: The yen refraced to ¥ 132.30 after falling to a low of ¥133.37, which prompled Japanese officials 1o express
discomfort with the speed of the yen's recent depreciation. Government spokesman Fukada acknowledged that the yen's
recent decling had been "a bil rapid® but “this is a level which is manageable." However, earlier in the Tokyo session, the
MOF's Kuroda stated that the country's forex policy “remains unchanged despite the yen's rapid decline. Soulh Koraan
afficials continued to complain about the weaker yen. The dollar was litle changed against the euro.

Japan: Jepan's leading diffusion index rose 1o 25 in November from a zero reading in Qctober, while Movember
household spanding was up 0.9%. The Nikkel 225 index and the TOPIX index were devwen 0.3% and 0.7 % as bank stocks
weakenad further, The TOPLX bank index fell 1.8%. JGB yields were unchanged to down 2 bps. The JGB 10-year
auction was well bid. with a coupon of 1.4% and the highest coverage ralio since 1989 at 11.35 times,

Emerging Asia: Emarging Asian slock markets were mixed, The Hang Seng and Singapora indexes were off 2.3% and
1.1%. The Taiwan and Kospi Indexes wera up 1.0% and 2.3%. asded by sirength in semiconductor siocks. Hynix
Semiconductor rose 15.0%, bolstered by talk of an offer from Micron Technology for the South Korean chipmaker.

Europe: German unemployment rose a smaller-Ihan-expectad 6,000 in December. The Ewro area business cimale
index fall ta =1.23 in Decamber, its lowest level since 1996, Euro area 3001 abor costs rose a larger than expacted
3.3%. The BOE policy commities began a two-day series of mestings. European slock bourses wara maslly lower, The
FTSE undarparformed, pressured by declines In retail store and od issues. HSBC was downgraded by an analysis, citing
exposure to Enron and Argantina, German bund yields were up 1 to 6 bps on strong Euro area ecanomic data. LK. gill
yiekds ware higher by 4 to 10 basis points.

Turkey: Turkey's National 100 index was down 3.1% lo 14,421 on some profit-taking, The lira weakened 0.3%. The
Turkish EMEBI+ sub-index spread narewed & bps i 880 bps, while the overall EMBI+ spread nasrowed 3 bgs to 700 bps

Latin America: The Argentine EMBI+ sub-index spread fell 4 bps to 4316 bps, while Brazil's EMBI+ sub-index rose 3 bps
to B35 bps.

Commodities: Brant crude ol is currently down $0.50 io 520,52 a barrel following news of a build in both crude olland
distillate invenlores.

U.5. Assets Owvernight

Treasury coupon prices are curmently down 178 to 1/4 paint in Bght trading. There are no major U.S. economic statistics
scheduled for release today. Treasury will auction at 1 PM $6.0 billion 10-year infiation-indexed notes. The Dow, S&P
500 and Nasdaq index futures are indicating no clear direction at the New York open.

Today's Events: Actual Consensus Expectation Previous Pericd

JPM Pretim. Leading Diffusion index, Mov. 25 401 0 {was 16.7)

JPH Household Spending, Mov. +0L0% wiy +{1, 1% iy +0. 4% wiy

GER Unemployment, Dec. +6,000 +20,000 +17,000

EUR 3001 Labor Costs +3.3% +2 8% +2.7% (was +2.8%)

EUR Business Climate Index, Dec. -1.23 =117 -1.20 (was -1.18]
AR ol
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From: Congressional Quartery jmidday-ownengiicg.com]
Sant: Wednesday, January 02, 2002 1:48 PM
Ta: middayupdalefilists cq.com
Bubject: CQ Daily Manitor Midday Update 1-2-02

00 DAILY MOMITOR MIDDAY UPDATE
Puklighed by Congressional Quarterly and the OQ Daily Monitor
wiwrw . C0 . Oom

Wednesday, January 2, 2002 - 1:47 p.m.

Today in Washington

LEAD STORY: The Secnate Governmental Affairs Committee launched a sweepning
invegtigation intc the collapee of Enron Corp., the Houston-based eneogy
company that [iled for bankruptcy on Dec. 2 amld questions about its
ascounting practices.

HOUSE: Reconvenes for second sessicn of the 107th Congress at noch
Wednesday, Jan. 23.

SENATE: Reconvenes for second session of the 107th Congress 8T noon
Wednesday, Jan, 23.

PRESIDENT BUSH: Continues his vacation at his ranch in Crawford, Texas.

IN WASHINOTOM: Lawyers for Zacarias Moussacui, the first person indicted
in the Sept. 11 terrorist attacks, told a U.E. District Court in
Alexandria, Va., that Moussauoi was pleading not guilty to charges of
conspiring with Osama bin Laden and others to murder thousands in the
attacks.

OUOTE OF THE DAY: "This war is not just military. It'se econoaic. IC'S
diplomatic. It will continue to be fought and prasecuted on several
fronts.* -- Admiral John STUFFLEBEEM, deputy director of Operations lor
the Joint Staff

TORAY 'S TRIVIA: Rep. David Fhelps, D-I11., and his brothers earned a
living in the 19708 and early 19805 as the Phelps Brathera Quartet, a
Chrigtian music group. (Source: Congressional uarterly's *Politice in
America.”]

Edited by Martha Angle and Val Ellicott

SEMATE PAMEL LAUNCHES ENRON PROBE, SETS JRH. 24 HEARRIEZ

The Senate Governmental Affairs Committee ig launching & aweeping
investigaticn inteo the collapse of Enron Corp., the Houstom-based ansrgy
company that filed for bankruptcy con Dec. 2 amid crashing stock prices and
questiona about its accounting practices and handling of employes
retirement plans. Carl Levin, D-Mich., chairman of the Permanent
gubcommittes on Investigations, said the panel will issue "document
gubposnas® Co past and pregent Boron afficers and Baard members and Co
Arthur Andersen, the company's auditing firm, within the next waek .,
"Semething ie rotten in the state of BEarom," Levin pajd. Full committee
Chairman Joseph I. Lieberman, D-Conm., said he will hold the Flrat of many
hearings an the matcter on Jan. 24. "This ig going to be a aearsh for the
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truth, not a witch hunt,® sald Lieberman. Levin Faid his panel will focus
on the "inside,” meaning Enron's actions, while the full committee will
take a broader role, locking at analysts and the regulatory agencies.

BUSH, INTELLIGENCE COMMITTEE MEMBERS SPAR OVER REPFORTS

Intelligence authorizers sald today they are confident they Can Cconvinoe
President Bush that a provision im the intelligence authorization bill (HR
2883} ke signed laat week will oot curtail his powera to protect
clasaifiad informatien. The provision reguires written reports to the
congresgional intelligence agencies on significant incelligence Eailures
or significant anticipated intelligence activities. But when he pigned the
measure on Des. 28, the president said he would disregard the provisionm in
cages where he deemed that disclosure of infermation "could impair foreign
relations, the national security, the deliberative processes of Lhe
Ewerutive, or the performance of the Executive's constituticnal duties.to
keep information classaified for naticnal security reasons.* Aldes sald che
new provision does not regquire written reports im all instances. "This was
not designed to change the £lexibility of the presidemt at &ll," a Senate
Intelligence Committee aide said. The two sides are expected To meet
gometime in the next several days.

20N OF HOUSE MAJORITY LEADER WILL RUMN TO SUCCEED FATHER

Seott Armey, the san of House Majority Leader Dick Armey of Texas,
announced yesterday that he will run to sucoeed his facher in Congress.
Soott Armey, whe is the elected administrator of Denton County, will fapa
at least ehres other Republicana in a March 12 primary. One Democrat has
filed to run in the GOP-heavy 26th District, whieh includes suburks north
af Dallas a5 well ag rural areas. Dick Armey, who will Leave the House in
January 2003, told a small crowd that gathered New Year's Day in Denton
that “the day will come when you will know that when Dick Armey left, and
Spott Armey oot elected, you traded up." Dick Armey announced Dec. 12 that
e will retire at the end of the 107th Congress.

REF. WATKINS TO RETIRE, EASING OKLAHOMA'S REDISTRICTIHG

Oklahoma Republican Rep. Wes Watkina made a palitical Hew Year's
ressluticn, anncuncing Monday that he will not sesk re-election this year.
Because Oklahoma lost ene of its six House seats in reapportionment,
Watkins' retirement will ease redistricting pressure on state lavmakers:
The Democratic-centrolled legislature was threatening to pair Watkins and
Republican Frank D. Lucas in a single diatrict. "My hope ig that the state
legislature and the governor will take advantage of my leaving cffice to
reach an agresment on congressional redistricting that preserves districts
for the remaining fiwve incumbent congressmen,* Watkine said. Watkine, 63,
has had two separate cenures in Congress, changing party affiliation in
betwesn. He perved for 14 years (1877-91) as a Democrat, loast bids for
governor &2 a Democrat in 1990 and as an independent in 1994, then
returned te the House as a Republican in a 1996 open-seat victory.

POLITICAL CLIPPINGS

The ¥New Orleans TIMES-PICAYUNE reported that Sen. John B. Breaux, D-La.,
ig expected to announce at & news conference at 1:30 p.m. tomorrow if he
will run for governor next year. Breaux began dropping hints lagt summerz
about returning heme to sesk the governorship. GOP state Sen. Ken Haollis
has =ald he'll =un no matter what Breaux decides.

The Contra Costa [Calif.] TIMES reported that GOP Rep. Bichard W. Posbo
fFaces challenges Eram two Democrats and one Republican in a reconfigured
11th District that now includes technology-dependest suburbs like Morgan
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Hill and 5an Ramon.

The Birmingham (Ala.) MEWS reported that Democratic Sen. Mary L. Landrieu
of Louisiana is tapping Moblle residents for re-election campaign funds
because she sess south Alabama residents wich tiesa to New Orleans and an
interest in urban redevelopment as her “natural constituencies.”

AMD FIKALLY. ..

wWhen Florida Demeocrat Bill Helson was elected to the Senate in 2000,
Republicans expressed hope he would be the type of Democrat -- in the mald
of Georgia's Zell Miller -- who would frequently support Bush
administration initiatives. But those hopes were dashed guickly as Nelson
voted against the confirmation of John Asheroft as attorney general and
cpposed the administraticn's tax-cut packags, the Fort Myers Hews-Press
reported today. Flarida Republicans now call Nelson an obstructicnist. One
af Melson's first moves was to volunteer as a soldier in the fight to
overhaul campaign finance laws. And his party named him to the No. 2 post
at the Democratic Senatorial Campaign Committee, a nod to the prowess he
ghowed in raising 56.6 million to defeat Republican Rep. Bill McoCollum
{1981-2001) im the Senate race.
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From: Byrna, Kalhlesn
Senk: Tuesday, Dacember 18, 2001 8:05 AM
To: _DL_Market Group; Andrew D. Sacher (E-mail); David Grifiiths; E.A. Wayne, Enrique Perez
(E-mail}; Eric H. Otia (E-mail); J.P. Reid; Jay Hoffrman; Meg Lundsager, Fhilippa Malmgren:
T.d. Shevlin
Subject: AK Global Financial Markets - December 168, 2001

- The themes of broad yen weakness, selling of longer-dated U.5. Treasuries, and thin, end-of-year trading
conditions persist

Foreign Exchange: The yan is weaker across the board, moving eonvincingly above the Y 128 level against the dollar to
frash three-year lows. Participanis cited yesterday's commants by Japanesa FinMin Shiokawa and Vice Finhin Kuroda
conveying apparent acceptance of a weaker yen, and discountad EconMinTakenaka's lome assertion that the yen's
exchange rale was nearing levels compatibla with fundamentals. Although shortar-term specukative accouwnts took profits
ahove the Y128 level, dealers continue to expect a fairly rapid move in dollas/yen above Y120, once rumared optians
nharmers around thal level are broken through. Although the dollar and the suro are litle changed against most other
currencies, market talk that British Petroleun may buy Enron-owned gas stabions in Germany was cited as fulure suppaort
far the euro: dealsrs took in stride today's Financial Times reperts of a possible flood of counderfeit euna notes produced
by eastern European countries and noled that euro noles will ba accepted al stores in the United Kingdom after Jan. 1,

Japan: Pariicipants are focusing on the BOJ's two-day palicy meeting, which concludes tomomow. Finhiin Shiokawa
said loday that "we are strongly asking the BOJ to provide abundant liguidity to the banking system® and called on the
central bank 1o provide maore than 14 trillion yen in liguidity in the run-up 1o year-end, comments which foreign exchange
market participants also took as tacit approval to sell the yen.

Emerging Asia: In contrast to recent weeks, emerging Asan currencias are beginning to respand negatively to the yen's
depreciation. Today, the New Taiwan dollar fiell 1o a four-month low against the U5, doflar. After ouiperformeng the yan
for & number of weaks, the Korean won depreciated 0.6% yeslerday and was liilie changed owarmight,

Europe: Eurc-area consumer price inflation for November was on expeciations, bul area Industrial production fell by
mare than expectad, As a result, euro-area sovereign debl is rallying, with yields 1 1o 7 bps lower and short ands
autperforming. Impled yields on near-dated euribor futures contracts (March and Juna) arg 3 12 4 bps hower.

Commodities: In very thin Irading, crude oél prices are consolidating ahead of the release of AP dala late this afternoon,

U.S. Assets Overnight

The front-rmonth DJIA, Nasdaq 100, and SEP 500 lutures contracts are all trading maderately higher, suggesiing positive
movement in prices at the Mew York open. Treasury prices are Btile changed to modastly lower, the long bond
sulperforming. The ten-year yield rose to a five-month high, reflecting hadging activity by morigage investors.

Today's Events: Actual Consensus Expectation Previous Perlod

Two-day BOJ board mesling staris — no change expected bula ferr contacts ook for tinkering at the margins to increase
Tigquidity.

ECE President Duisenbery gives quartarly lestimony before the Eurcpean Parliament at 10230 &M,

Eura-area CPI Moy, final 21% 2.1% 2.4%

Euro-area indusirial production, Oct  -1.4% mim «1.0% mm -0.5% m/m

.5, howsing starts, Nov. B:30 a.m, 15401 1552K

Two-ciay Brazilian COPOM meeting slans - no change in SELIC rate axpected
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Fram: RMSH Maonay Updats [MEHMun&;rUpdatu_ﬂaﬂE&@ms—mmyﬁanm.mstﬂmﬁnmll.mm]
Sent: Tuesday, December 04, 2001 546 PR
Ta: kan.dami@do.treas.gov
Subject: Hark! A stock rally!

ErmEsesamEESsIEEzTE FEEEEESTSoSSET TR EES EEzEETTrTrrssssESEoTSDSSToTes
Peraive the shanced market report in HIML - Simply eignin and select “HTML®
http:;fﬂgneycantrnl_nan.cumfcamcenterjngtinnu-aap?returnURL-ICGmcanterfemail.asp

e———t T L+ 1 B L L R LT N b = Ll EEDEESEFTEmESSsS S S oToTOoOEmEERm
The following data is best viewed in a Fixed Widch fonk such as Courier.

Leading Indexeslas of 12,/4/2001 16:00 hiours ETI
nt:p;ffmnueycentral.mun.cﬂmj1nv¢stnrfmarhatfl¢ading.aap

Cuotes supplied by Standard & Poor's Comstock and delayed at least 20 minutes. Data
Source: hbtp://wew.spocomsback. com

Hame LEVEL CHANGE WChange
Dow Jones Industrial Average 9, B33 .84 +12%.84 +1.33%
5 & P 500 Index 1.144.80 +14 .30 +1_32%
Nasdag Compoalte Index 1,963.10 +5B,. 20 +3.06%
Amex Composite Index E24 .22 +6 .12 r3.75%
Russell 2000 Index 457,84 +10.81 +2.37%

To persemalize this e-mail with your own investments, sign up to add yous portfolia.

http:ffmcnepnnnt:a;.man.ccmfin#ﬁﬂtﬂrﬁinv:ubf&lerta!pg:muil-asp

=4 MEN Monsy Commwunity ¥

piscuse the hot topic of the day on the message boards, chat with CHEC personalities and
investing experts, or post a gquesticn for one of our cther financial experts.

http:ffmﬂney.man.ccmj:ammunit?fhighlighta.aag

market Summary (ag of 12/4/2001 16:00 hours ET)
http:f#maneycantral.man.unmfnrticleafcnmmnnfaummary-nsp

Hark! A stock rally!
Provided by HSH Money

How sager are ipwestors to find reasons ©o buy stocks? Eager encugh to use a URS Warburg
amalyst report on the semicopductor Sector as an excuse ta push stocks sharply higher in
late-day trading Tuesday. The Dow ipndustrials saw a triple-digic win, while the Rasdag
composite index surged 3%,

L listless sarning was followed by an effervescent afterncon, as ghares of tech companies
rallied on ehe slightest snilff of recovery. The Warburg word had the chip slump bottoming
at last, and it identified Bovellus Systems as a prime beneficiary. Wovellus shares
cheerily climbed abaur 10%.

Other market-drivitg news was mixed. Cisco Systems shares nmudged upward on a set of rather
understated affirmations from CEQ John Chambers. &0ur orders in ¥Nowember were linear and

00100000000904



on expectatisns,® he proclaimed,

Signala from the retail sector, meantime, wers less than delightful. Twa

closaly watched

surveys showed char results glackened during the lapt week despite deep discountlng.

Inevitable conclusion: holiday sales will be grim.

In ocher acticn, shares of Enron -- surprise -- jumped. Almost ewvery one of the 10 most
acitively traded stocks boday sat in the bBlack. aAmong the dayfe biggest gainera were
hekterna, hoocsted by new funding and an analyst upgrades, and buyout target Avantcl.

Full day's coveTrage: http;ffmnncy:entral.msn-cnmfarticlaaf:nmmnnfﬂummary--np

-.=-::'-'I'-------I::==:=='------.i-.::l-'l-|---------:-:::r--------.ll:
Today's update brought to you by MSN Haney -- The best place to invest.
htip: /f/money . man . com

To unsubseribe from the MEN Mconey Market Summary Email go to
htep://moneyeentral .men. con/Comcenter/ or reply to this meapage and Eype
the subject line of the message. Thank you.

------‘:--:.-'-----IL::===='H--‘---.....:ﬂ‘:_-!'-'--------::::..'-'-----

This email was sent to: ken.dawsds, treas.gov

"nsubscribs® in
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Dam, Ken

e —

From: BASM Money Update [MSNMoneyUpdate_032126@ms-moneycentral cusiomes-amail.cam]
Sent: konday, December 03, 2001 5:55 P

Ta: ken.dam@do. reas.gov

Subject: Bush, Greanspan digest data

Receive the ehanced market report in HTML - Simply signin and select YHTML®
http: //moneycentral .man. com/ Comcenter/options . asp?returnlRl=/Comcenker /emall . asp

EEE D T S oSS S SCSSISSoSSoSoOSSSOSSoSCS OIS S o e -
The follewing data is best viewed in a Fixed Width font such as Courier.

Leading Indexes (as of 12/3,/2001 16:00 hours ET)
htep: //moneycentral .man, com/ investor fmarket f leading . asp

Quotes supplied by Standard & Poor's Comstock and delayed at least 20 minutes. Data
Seurcs: http:ffwww-:Pcnmltntk.:nm

Hame LEVEL CHANGE tChange
Dow Jones Industrial Average 9,763,986 =E7.60 -0.89%
£ & F Q0 Index 1,12%.90 =5,55 -0.84%
Wasdag Composite Index 1,904 .80 -25.€4 -L,33%
Asey Composite Index B1l8.14 £2.10 +0,26%
Rusgeall 2400 Index 457 .03 =3, 75 -0.81%

To peracnalize thizs e-mall wich your own investssnts, sign up to add vour portfolic.

http:/ /moneycentral omsn.comyinvestor/invsub/alerts/ppemail .asp

*4 MESN Money Community #**

Discuss the hot topic of the day on the message beards, Chat with CHBC perscnalities and
investing experta, or poat a guestion for one of our other financial experts.

htep: ffmoney . man. comncommunicy  /highlighes asp

Market Summary (as of 12/3/2001 16:00 hours ET)
http: //moneycentral . msn . comfarticles/commeon/ summary . asp

Bush, Greenspan digest dara
Provided by MSM Maney

Investors oxited a blockbuster Kovewber atock market by selling stecks in virtually ewvery
gector Monday. Vioclence in the Middle Eaat, coupled with mixed economic data, conspired to
cake the Dow industriale, the Wasdag composite and the S&P S04 indices each down abouts 1%,
Pregident Bush and Fed chief Alan Greenspan bad lunch together today, Issues on the menu:
Manufacturing activity wasnft as bad in Hovember ag it had been in October but the secktor
remains in contractbion mode; U5, construction spending rose for the [irst time since
April; perscnal income remained flat in October, though spending rose.

The hesvisst dish, hewever, included international slements: Argentina Tarael launched aly
strikes ar Palestinian leader Yasser Arafatfs helicopter base in the Gaza Strip in
retaliation for a recent wave of suicide beombinga. Prime Minister Rrie]l Sharan, in a
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speech, blamed hrafat for a what he called a war of terrer. Meantime, Argentinags currency
and banking crisis contlnued to fan fears specifically about a major debt defawlt, and
general about glebal economic unreat,

The acock-market reaction to all this: moet sectors registersd in the red coday, led by a
i% drop for both networking and Internet stocks, Wall Strest®s most actively traded shares
were also mostly down, including those of Cisco Systems, Sun Microsystems and Oracle.

Enron stack risss

The Enron watch continued to focus on fallout at other firms. As the energy-trading
company puraues bankruptcoy, damage filters ocut far and wide,

Chubk, For instance, haa an d2-cents-a-share exposure to the situation in the form of
surety bonds issued to Enron. And John Hancock expects a fourth-gquarter write-down of $100
million to 5125 million due Co lte Enrom exXposure.

Enran itaelf actually saw its shares rise today, having fallen so low that some vulrore
invesztare bet on an eventual recovery.

FPull day's coverage: htop://moneycentral.msn.comfarticles/common/summary . asp

Today's update brought to you by MSK Money -- The best place to lnveat,
http:/ money  man. comn

Ta unsubacribe from the MSHW Monsy Market Summary Emall oo to
http:/ /moneycentral .msn. com/Comeentery/ or reply to this message and type "Unsubscribe® in
the subject line of the message. Thank you.

This email was aent te:  ken.dam@do. creas.gov
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Dam, Ken

—
From: Sharer, James
Sant: Monday, Decamber 03, 2001 515 PM
Tas _ DL _Marked Group; Andress D, Sacher; David Griffiths; Eric H. Oto; Jay Hoffman;
Lundsager, Meg, Philllppa Malmgren, reldip;, Shevin, Thomas: wallang, wayneea
Subjeck: Financial Markais Might Repaort 1273001

- W5, equities close weaker, worrles on Enron exposure.
= Treasury prices strengthen on weaker aquities, rising tension in Middle East.
= The dallar firmed against the major currencies, supported by strong U.5. economic data.

L5, Markets

L5, equity markets closed with moderate losses in active trading, pressured by weakness in financial and nsurance
issuas, J.P. Morgan Chase and Citigroup weakenad on concams over landing exposure to Enron. Enron rose 54% o
F0.40 after declaring bankruptcy and firing 4,000 employvees in Houston, Dynergy fell 10% to $27.17 on news of a $10
hillion Eawswit from Enron. The waorst stock performers were electrical equipment, financial, enfertainment, bank,
communication aguipment and computer issweas,

Treasury coupon pricas wera up 108 to 172 point in relatively light trading, mainly reflecting weakness in the U5, equily
rnarkoet, th Dankrepbcy af Enron, concern over Argenlina’s inancial situation and rising lensions in the Middle East.
Treasury auctioned foday $16.0 billion 3-month and $16.0 hillion &-manth T-bills to raise 57,726 billlon new cash, The
results ware as follows:

J-maonth T-bill awarded rate: 1.735% Coverage ratioc 1.71 times

G=manth T-bill awarded rale: 1.785% Coverage ratioo 1.48 timas

The 3-month ewarded rate was the lowest since 1958 and the B-month awarded rale was the lowest on record.
Separately, Treasury announced it will auction tomomow 3190 Gillion 4-week T-5ills 1o be issued December § and ralse
3.0 ballion new cash. In W trading lhe nenw bills ware bid at 1.78%.

The Decembsar Fedaral fumds fufures confract was unchanged at 1.84%, while the Janwary and Februarny confracts fell 1
bps and 2 bps 0 1.77% and 1.71%, respeclvely.

The January crude oil confract roge $0.65 to 520,09 a bamel following lsraeh refaliation for a weekend terrorist atfack.
The January natural gas condract felfl30.07 to $2.63 per milllon btu, Spot gold rose 32,85 1o 3277.30 an ounce on
escalation of hoslilities in [srael.

Global Markots
The dollar appreciated 0.5% against the euro and was 0.6% firmer against the yen, suppered by stronger-than-expeched
U.5.economic data today. The dollar was littke changed against the British pound but 0,79 firmer against the Swiss frane,

Latin American equity markets closed firmer, with the Merval index rising 6.1% and the Bovespa climbing 3.1%. Tradars
seamed to welcome Argantine efforts to stem a run on the bank systemn. Forward painis on 1-menth and 1-year
Argentine pase MDFs were quotad at 875 and 6000 respeclively. Filch cut Argentina's soveraeign debt rating to DDD from
C. Brazil's real fiemed 1.8% to ils highes! level since late July, aided by news of a 3288 million trade surplus in November,

The EMEI+ spread narmowead 20 bps to 1048 bps over the comparable Treasuries. A number of other EMBI+ sub-indexes
also narrowed, induding Argentina (-204 1o 3168), Brazil (-531 fo 925) and Mexico (-4 to 353). The Turkey aub-index
edged up B bps 10 792 Bps,

Tomorrow's Events: Time Consensus Expectation Previous Period
JPM BOJ Minutes of Ol 20 Meating
EUR PP, Oct. «0L4% mim 0, 1% mim
EUR Consumes Confidence, Moy, =12 -1
EUR Unemployment, Oct. B.4% B.3%
UK House Prices, Moy, +0,2% mim <0.5% mim
[aSs, TR
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Dam, Kean

— — — —
From: Bymne, Kathlaen
Sank; Friday, Movember 30, 2001 5:48 PM
To; _DL_Market Group: Andrew D, Sacher (E-rmail); David Griffiths; E.A. Wayne; Eric H. Oifto (E-
mail}; J.P. Reid; Jay Hoffman; Meg Lundsager; Philippa Malmgren; T.d. Shevlin
Subjact: Global Markel Developments, Week of Mov. 26-30, 2001

This week, market participants mederated their expectaticas for near-term U.S. econoamic recovery as well as their risk appetiles, factors that
weighed on the dollar and selected equity markets and tended w0 support boads. Alongside these factors, a plethor of dowvish comaments b
Federal Beserve officials also increassd expectations for further monetary easing by the FOMU in December. In terms of specific events, the
week was perhiaps most nolewarthy for the downgrade of Enron Carparation and the long-awaited downgrade of Japan”s sovereign debd
raling.

P ——————rrT T T T L L L LT R TR LR L L LR L LR ek whdhEd

Mext week is an important eae for LS, dsta . including Friday’s relcase of the Employment Beport for Novembser, which comes just abwead of
the Decermber 11 FOMC meeting the following week. 1n addition, the Bank of Enghand ard ECB will held policy meetings.
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muﬁ“ - R —— — —
Froim: MSH Manay Updale [I.‘IBHMmyUpdal&_ﬂH1923@ms-munaymntml.:usmmr—anail.m]
Sent: Thursday, Movernber 29, 2001 5:48 PM

Ta: kan dam@do. freas. gov

Subject: Blig finish follows mixed maorming

ErEETEaEEET TS TS EEEE EEES ST aAaAESSS oS TEEmE= EaDET-ToDrEEmasESIE
Receive the shanced market report in HTML - Simply signin and select “HTHML"
http;jfmnngy:entral-msn.cunjcmmnenterjnpniqnu-asp?raturnURL=fcumc=nt=rfemail,asp

---‘.l:.'.Tl-------.:.l:-'.'-----l===:='-'----.-lﬂtt'-------‘:::“-—-
The fallowing data is best viewed in a Fixed Widcth font such as Courier.

Leading Indexeslas of 11/2%/2001 17:00 hours ET)
nttp;;fmnneyﬂannrnl.man.ccmfinvestﬁrjmarkctfleading.a-p

Quotes supplied by Standard & Poor's fomstock and delayed at least 20 minutes. Data
Source: hotp://wWw.spoomstack. com

Hame LEVEL CHANGE ¥Change
Dow Jenes Industrial Average . B29.42 +11T7.8& +1.21%
5 & P G00 Index 1,140.20 +11.68B +1.04%
Hasdag Composite Index 1,933.3% +45.29 +2.40%
Amey Composite Index B13.39 w5 40 «1.17%
Pussell 2000 Index d63 .33 +9.61 +2.12%

To personalize this e-mail with your cwWn ipwestments, sign up to add your portfolio.

httpaffmnmey:entral.msn-:nm#inyeatnr!invauhfalc:tufppemail.alp

== MSH HMoney Communicy #4

Digouss the hot toplic of the day on the =essage boards, Chat with CHBC perscnalities and
investing experts, of post a guestion for one of pur ather financial experts.

http:jfmnney.usn,cnmfcﬂmmunity!hignlights-asp

B i

Market Susmary [as of 11/29/2001 17:00 hours ET)
http:jfmgngy:entral.msn.tnmjarticl=uf:ﬂmmnnfaummary.aBp

Big finish follows mixed morning
rrovided by MSN Honey

Inveators are working hard to beliewve in an poonesic rebound ... hard encugh today to
reverse a two-day slide. The Dow, Hasdag and 5&P indicea all closed higher after a labe-
day rally lifted the Dow industrials by triple digits.

A trio of econemic reports guided trading. Orders for durable goods surged a record 12.8%,
though they were heavily skewed by rebounding orders for aircraft and defense materials.
Galee of new homes rose modasely in Ootaber, indicating that housing remaine the economyfs
gtar sector.

And vet inm the dayEs most troubling development, joblegeness persisted to climb, with
eontinued unemployment claims posting their biggest one-week rise in 27 years. In
aggregate unemployment pumhers, itks 1982 again. For the latest in pink slips, see MSNBCAS

1

00100000000920



layafl list.

The late rally was pushed in part Dy President Bush&s optimistic afterncon assessment of
progress in the war on terrgrism. hnother bullish factor: cautisusly optimistic comments
from tech company pregenters at a CF First Boston analyst conference.

Following the flameout

The Enron flamesut got eoven messier today, as the cratered stock caved even further and
hankruptey procesdings appeared imminent. If Enren -- with ira 561.8 billicn in assets --
files for bankruptcy protection, it would be the largest such filing in history.

collateral damage is mounting as well, with Enronks trading partners and lenders, such as
fitigroup and JF Morgan Chass, on the hook Lor huge sumsa. MSH MoneyEs Jon Markman explores
the Enron implications and altermatives in a4 recent column,

The collapee is causing lawmakers and others to begin exploring exactly what happened. Ko
doubt one prime witness would be Jetfrey K. Skilling, Enronfe ex-CE® who quit just three
months ago. His reasoning then, acgcording to a Businssaweak story: "Hey, there's a lot

more te 1ife thar just working." The company, he insisted at the time, was in fine shape.

Full day's covarage:! htcp:ffmnneyfentral.msn-Cﬁmfarticlnsi:ummﬁnfaummary-aap

I:.I:.'--r----‘:====:7----Hl-IT-I:.—-------i-:-l:-'I'-F----=======.'|'---
Teday's update browght to you by MSN Money -- The best place to invest.
htep: / /money . men . Sam

To unsubscribe from the MSH Money Market Summary Email go to

nttp;jfmnngycentral.mnn.camfcnmcunt&rf or reply te this message and type "Unsubscribe" in
the subject line of the message. Thank you.

e ren————y_tt E LT E LT T LR DL bbb LR b bl bbbl E b L sl mmEEE===

This smail was sent to: kKen.damddo.treas.gov
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Dam, Ken

———
From: Byrne, Kathleen
Sent: Thursday, Nevembar 28, 2001 12:36 PM
To _BL_Market Group; Andrew D. Sacher (E-mail); David Grffiths; E.A Wayne; Eric H. Otto (E-
mail); J.P. Reid; Jay Hoffman; Meg Lusdsager; Philippa Malmgren; T.J. Shevlin
Subject: Market Moon, Moy 29th

-- Treasuries' rally continues on concerns over Enron, timing of U.S recovery. Dollar, stocks are better
bid, too, however.

U.5. Economy: Initial claims and help wanted data confirmed deteriorating employment conditions, while the
highly volatile durable goods series spiked much higher, with a reasonable improvement in ex-defense orders.
New home sales were very modestly higher, All in, participants have this week adopted a more tempered view
about the timing of economic recovery, and are currently pricing in a 75% chance of 25 bps of easing at the
Dec. 11 FOMC meeting. At this juncture, later contracts do not suggest further easing bevond Dec., or a refurn
1o a tightening mode before late Spring. (KByme, 2-2054)

U.5. Treasuries: Prices rose further following the release of weaker-than-cxpected labor market data and on
some continued concern about the repercussions from Enron's woes, Today's NYT reports Enron had to
liquidate substantial positions in Eurodollar interest rate futures -- causing some dealers to describe Enron’s
collapse as a mini-LTCM and wonder what other positions Enron might still have on. While the rest of coupon
curve is steeper, 2-year note is underperforming, reportedly on profit taking by hedge funds and on some talk
Fed Gov Meyer's comments carlier this week may have been taken out of context. Several dealers noted today's
buyback as a factor providing support to longer-dated Treasuries. All dealers continue to describe liquidity
conditions in the Treasury market as "terrible,” due to hmited risk appetite and high volatility. (JCetina 2-2017)

LS. Equities; Some contacts noted a moderation in bearish sentiment afler a two-day sell-off, and admitted
that L5, indices may have been over-bought and technology share price/earnings ratios, over-stretched. In that
context, evidence of sluggish U.S. performance and financial fall-out from Enron's difficulties had given
investors an opportunity to take profits, whereas today, stocks are currently bid on durable goods orders and
new home sales data insofar as the releases did not contain negative surprises. (KByme, 2-2054)

Foreign Exchange: Dollar is off overnight lows against the major currencies, in what traders continue to
categorize as relatively light volumes, Most view the general weakness of the dollar this week a5 a correction,
not a fundamental change in market view. Participants remain reluctant to make directional calls on the curo
vs. the dollar, until more solid economic data becomes available. In contrast, the fundament view on the yen
appears to be distinctly negative with participanis wondering when (not if) the ven will fall to 130, (LQuinn 2-
q9122)

LatAm: Intoday's FT the Argentine central bank's Blejer stated bridge financing was being looked inte to
meet year-end debt payments but expressed confidence the IMF Q4 "disbursement would come.” Some
participants thought the CB might provide direct financing to the GOA if the IMF does not disburse funds in
Dec. The CH is already an indirect source of funds to the GOA via its repo activity to state banks, Other
contacts thought the GOA might force local corporates to buy a "patriotic bond” as a bridge. The Argie EMBI+
has widened 211 bps to a historic high of 3,202 bps. Dealers cite several factors weighing: concern about shaky
IMFE support, expected weakness in Nov tax receipts; the conclusion Friday of the local swap; and the
impending reduction in Argie bonds from the EMBI+ index post-local swap, Concern about Argie's currency
board also continue to mount. Implied yields on one-month Argentine NDFs have risen further and now stand
at 150 and ovemight peso rates are at 200%, Some contacts note deposit data released last night for Monday
showed early redemptions of CDs, suggesting capital flight may be poised to accelerate. {JCetina 2-2017)
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Today's Events: Time
Consensus Expectation
Us, Inmittal Jobless Claims, week ending Mov, 24 E:30AM
438 K
US, Durable Goods Orders, October , m'm B30 AM
2.0%

Durable Gomds Ex. Defense

Durable Goods Ex. Transportation
US, New Home Sales, October 10:00 AM
LREN 4

e

Fis 0N [

Actual

488 K
12.8%
5.6%

34%
BED K

Previous Period
434 K (rev. from 427 K)
.9.2% (rev. from -8.5%)
=105 (rev, from 9.2%)

=6.4% {rev. from -5.5%]
8T8 K
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Dam, Ken -

S ——
From: Byme, Kathleen
Sent: Thuraday, Movembar 29, 2001 7.58 Al
To: _DL_Market Group; Andrew D. Sacher (E-mail); David Griffiths; E.A. Wayne; Eric H. Otio (E-
mail); J.P. Reid; Jay Hoffman; Meg Lundsager; Philippa Malmgran; T.J. Shewiin
Subject: Markel Morming Reporl, Nov 28th

.- Prospects of Enron's imminent collapse, concerns about U.S. economy and possible action in frag weigh on
dollar, and selected stock marksts.

Foreign Exchange: Dealers noted confusion and re-adjustment in fx markels loday, as the Beiga Book's confirmation af
a stil-weak U.5. economy and the specter of Enron's demise weighed on sentiment towards the U.5. and reduced the
chanoces of near-term dollar appreciation attendant with MSCI's reweighting. Short term participants cut back on long
dollar pesitions put on in anticipation of MSCI-related flows; for the first time in seven sesslons, dollarfyen dipped below
the Y123 laval. Euro/doltar is curenily festing the $0 8900 level Our contacts cited model-driven buying of eurcs and
also noted that a key technical level in aurofyen (Y109.50) held. The ECB's Welteke said "when you lock at purchasing
power ... then | have a fesling the yen is overvalued and the euro is undervalued. \We are interested in a strong value of
the ewra .. " The MOF's Kuroda agreed with Welleke that the ewro is undervalued,

Japan: Despite a further slump in industrial output, JGB yields rose 2 to 4 bps across the coupon curve, impacted by
eoncerns about potential sales 1o offset losses on Enron bonds. The Nikkei firmed somewhat, howaver, as invesiors
shified into defensive stocks. The BOU policy board laft policy unchanged, as expected, but EconMin Takenaka and Vice
Finhin Muto urged the ceniral bank io consider purchasing foreign bonds, with Muta noting “that [optien] is the same as
currency intersention.”

Emerging Asia: Slock markets in Singapore and South Kerea in particular declined from the prospect of Enron's
bankruptcy. The Phillppine market rose uday on betler than expected GOP data (2.9% yiy), and s notably cutperforming
in thee region on the weak (+3.7%).

Emerging Markets: In emerging Europe, the marked underperformance of Turkish assets reflected concern over a
polentlal military action in Iran, Turkey's neighbor, as well as Turkey's hardened stance ahead of talks with Cypriot
authorities next week. Against this backdrop, the release of the latest IMF loan franche far Turkey elicited litle reaction.
Argentine bond pricas are somewhat lower {(EMBI+ sub-index at 3000} bul the Brazilian real is significantly weaker.

Commodities: Oil prices are litle changed 1o firmer, refecling & very subdued market as companies review thear
axpasure 1o Enron Corporation and awail its imminent fnancial collapse. Dealers also remain vigilant about Russia's
infemlicns to adjust output but now appear confident of smooth fiow from Irag.

U.5. Assets Overnight
Front-month fulures coptracts for major U_S. stock indices are somewhal higher, conveying lithe aboul the likely direction

of prices at the New York open. U.S. Treasuries are rallying across the coupon cune in anticipation of weak initial claims
and durabla goods reports later this morning.

Today's Events: Time Actual Pravious Pariod Consensus

Expectation

Japan, Indusiral Productian, Oclober =0,3% mim -2.8% mim -0,9%

mim

Japan, Vehicle Exports, Octobar 4.4% mim -5.0% wiy

France, Business Conlidence, November B9.0 3.0 g2.0

ttaly, CPI {harmenized), Movember 2.3% 2.5% yly 2.3%

yly

UZ, Initial Jobless Claims, week endging Nov, 24 B:30AM 427 K 43A

K

LIS, Durable Goods Orders, Oclobaer A:30 A0 -3.5% 2.0%
Flero AR pof
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Dam, Ken

— —
From: MSM Money Update MSNMoneyLUipdate_03 1844 ms-rmoneycentral.customer-emsil.com]
Sanl: Wednesday, Movember 28, 2001 553 =T
Ton kan.damgdo treas.gov
Subject: Enron injures shaky rmarkel

====.-‘.'-------l..:::==T|-'--------:--‘r-"---------—'=======
Eeceive the shanced market report in HTML - Simply signin and select "HTHLY
http:ffmaneycantrnl.m-n.:amfﬂnm:antnrfuptiﬁma.asp?rnturnUHL-fCﬂmEEDt!rfﬂmﬂil-EEP

The following data iz best viewed in a Fixed Width font such as Courier,

Leading Indexes(as of 11/28/2001 17:00 houra ETI
http://moneyeentral .mso.confinveator/market fleading.asp

fuotes supplied by Standard & Posr's Comstock and delayed at least 20 minutes. Hata
Source: RUhps f/wew ., speomstock . oom

Nase LEVEL CHAHGE #Change
Dow Jones Industrial Average %, T1L .86 =160.74 -1.63%
5 & P 500 Index 1,128.52 -20. 9B -1.B3%
Nasdag Composite Index 1,BE7.57 -48.00 =2 . 4E%
Amex Composite Index 833,589 =4.17 -0 .52%
Fusgell 2000 Index 453,70 =7.01 -1.52%

To persenalize this e-mail with your own investments, gign up to add your portfollo.

http:ffmaneyc:n;rul.man.cnmfinvestarfanaubfalcrtsfppemai1.aap

#% MEN Money Community *+

Discuss the hot topic of the day on the mesgage boards, Chat with CHNEC persenalitcies and
investing experts, or post a guestion for one of cur other financial experts.

http:/ fmoney.men . comf community/highlights.aap

e S PR R TR W W e S

Market Summary i{aa of 1172872001 17:00 hours ET)
http:ffmnnayccntral.man.camfarticlcﬁfEﬂmnﬂnfsulmar?-ﬂsp

Enron injures shaky market
Provided by MSH Money

Lisren carefully, and you can almost hear inwvestors' confidence in a guick recovary
cracking.

£P>

The Dow, Hasdag and S&P 500 all tumbled in Wednesday trading. With signs of an economic
rehound few and far between, Dow 10,000 suddenly seems miles away. Only yesterday, the
index came within B points of that magie five-figure mark. Today, just a handful of the
Dow 30 astocks posted gains,

'{P?
Federal Reserve officials spooked the market with talk of further interest rate cCuts. With
rares so low already -- the Ped funds rate is 2% -- the central bank's signals are

starting te emack of desperation. And yet, what can they say? Thelr own fBgige Baokd
1
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report on reglonal economies offered litele cause for optimism Wednesday aftermcon,
showing that the slawdown deepened in most regions in recent weeks; luxury sales have
suffered, though discounters have seen increasing demand.

L=k
SThere are wmore aigns of weakening than strengthening,& UBS PaineWebberfs Art Cashin told

CHEC from the New York Stock Exchange floor, referring to the Fed report. Cashin alao
noted that the FedEs apparent lack of effect on the economy throughout 2001 ia arauvging
fears that wefre confronting &a different kind of phencmensnd during this business cyole,
And finally, Cashin said investors are openly fruatrated with a dwallowing® federal
stimalus effort.

E3=E]

Full day's coverage: http://seneycentral.msn.com/articles/commen/summary.asp

Today's update brouwght to you by MEN Money -- The best place to invest.
ﬂttp:ffnnn:y.nsn.ﬂnm

To unsubscribe from the MSHN Money Market Sunmary Email go to
Btip://moneycentral .man. com/Comcenter/ or reply to this megeage and type *Unsubscribe* in
the subject line of the message. Thank you.

This email was sent tor ken,dam@do.treas.gov
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Dam, Ken

—— — —
Fram: By, Kathlaen
Sant: Wednesday, November 28, 2001 5:03 PM
Ta: _DL_Market Group: Andrew D. Sacher (E-mail), David Griffins; E.A. Wayne; Eric H. Otto (E-
mail); J.P. Reid; Jay Hoffman; Meg Lundsager; Philippa Maimgren; T.J. Shevlin
Subject: Closing Global Financial Markets - November 28, 2001

- S&P and Moody's downgrades of Enron’s corporate rating to just balow default status around mid-day was 8
focal point of financial market activity in the afternoon.

— The Fed's Beige Book confirmed persistent economic weakness in the us.

Foreign Exchange: The dollar closed weaker against all major currencies, weighed down by doubts aboul nesar-term
recovery prospects in the U.S. and a second day of decling on LS, eguity markels.

U.S. Treasuries: Treasures partially retraced earlier gains after a poorly-received $21 billion two-year aucion welghed.
Supply concerns also waighed after White House Budget Director Daniels opinad that the U.S. federal budget would not
return 1o batance before FY 2005, Coupon curve sieepening eased somewhal laler in the day, with the 2-to-30 year
spread closing only 4 bps higher and the 2-1o-10 year, 2 bps higher. The steepening reflected this week's devish
comments by Fed officials, a flight-lo-quality in Bght of Enron's problems and declining equity prices, and this aftemoon,
the Beige Book's confirmation of a still-weak U.3. economy.

Analysts noled the large size of today's two-year auction vis-a-wis the higher-than-expected yield of 3,008% (versus
projections of 2.99%) and a very kow bid 1o cover ralic of 1,51, vresus an average 2.47 bid 1o cover in the past len
auctions.

U.S. Equities: Major indices extended thair losses in afarnoon trading, as the specter of Enron’s imminant financial
enllapse weighed on financial sector shares, espacially Clegroup and JP Morgan.

Argentina: The implied yield on one-month Argentine peso NDFs moderated anly slighily in aftemoen trading to 115%
bul participants continue ko question the viabdity of the couniny's exchange rate regime and withdraw deposits. The
central bank's intermnational reserves fell 1.1% belween kast Friday and Monday to $21.029 billion, and bank depasits for
the same fime frame fell 0.08% to $72.407 billien. This aftarmoon, Argentina postponed the start of of the provincial level
debt swap, and will now take swap offers up until December 7.

Commaodities: Qil prices ralied briefly on growing speculation thal Russia will cooperale with OPEC in cutting outpal bo
stabilize the markel. Participants appeared to cover shorl-positions but profil-laking left prces on the front-monli Mymes
contract litle changed and on dated Brent, somewhal |ower.

Tomorrow's Events: Tima Actual Previous Period Consensus

Expectation

Japan, Industrial Production, October =2.8% m'm -0.9% mim

Japan, Vehicle Exports, Oclober =5.0% yiy

France, Business Confidence, November 83.0 fz2.0

Itaty, CPI (harmaonized), Movembar 2 5% iy 2.3% yly

US, Inilial Jobless Claims, week ending Mov, 24 42T K 438 K

S, Durable Goods Orders, Colober -8.5% 2.0%
Pyl BPM e
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Dam, Ken

— — —
From: Byrrie, Kathlean
Sent: Wadnesday, Novembaer 28, 2001 1:02 PM
To: _DL_Market Group; Andrew D. Sacher {E-mail); David Griffiths; E.A. Wayne; Eric H. Otio (E-
mail); J.P. Reid; Jay Hoffman; Meg Lundsager, Philippa Malmgren; T.J. Sheviin
Subject: Market Noon Report, Nov 28th

— S&P's, and now Moody's downgrades of Enron are weighing on .5, equity markets and, among other
factors, giving Treasuries a Might-to-quality bid.

— Investors focused more acutely on Argentina's peg.

U.S. Fixed Income: Treasuries extended their rally today with the short end of the coupan curve
outperforming, steepening the curve. Some dealers noted yesterday's weak consumer confidence data, dovish
comments from Gov Mever, and increasing worries that the economy may not be recovering near-term as
factors bolstering Treasury prices. Mid-morning news that 5&P downgraded Enron to junk grade helped the
short-end extend its gains though some dealers said the impact of the news on the Treasury market was unclear
- i.e., were accounts unloading Enron and buying Treasuries or was Enron itself engaged in transactions in the
Treasury market. Dealers note liguidity in the market remains poor and volatility remains high, worringly near
LTCM levels. At | p.m. resulis of today's $21 billion 2-year note auction will be announced, In WI trading the
2-year nole is currently priced at 2.97%. {JCetina, 2-201T})

Enron: S&P downgraded Enron by six notches to B- from BBB-, bring the company's debt to junk bond status
and just one noich above default grade. S&P also suggested that the bankrupety of Enron is a "distinet
possiblity" if the merger fails. Enron bonds fell 30 to 40 points in price terms this moming following the
downgrade with dealers noting substantial forced selling of the bonds as a result of the downgrade to junk.
Contacts report unsecured Enron debt is currently trading at $25.50. Other credits in the sector are reportedly
about 20 bps wider on the day in a defensive reaction. Moody's later downgraded Enron by five notches to B2,
citing concerns about Enron's liquidity, (JCetina 2-2017)

U.5. Equities: Concerns about the timeliness of LS. recovery and the durability of the recent tech rally
weighed on the Nasdaq today. S&P's downgrade of Enron weighed heavily on its share price, as the ratings
agency cited its own doubts about the completion of the proposed Dynegy merger. Market rumors that Diynegy
would withdraw its offer weighed heavily on financial sector shares, which led declines on the DIJIA and S&T
500. Following the subsequent downgrade by Moody's, the NYSE halted trading of Enron shares. (KByrne, 2-
2054)

FX: The dollar is off against major currencies in the wake of fixed income market developments here and
shroad. Key factors cited by market participants include the smaller than anticipated S&P downgrade of
Japan's government debt and growing doubts about the significance of the end of month MSCI re-weighting for
fx markets, (LQuinn 2-9122)

Latin America: Contacts look tonight for the release of deposit data for Monday, the first day after the central
bank capped interest rates that local banks could pay on deposits. The overnight peso raie has spiked to 97.5%,
up 5,250 bps, suggesting substantial deposit outflows, Forward points on Argentine NDFs continue o move te
the right with the implied yield on the one-month now at 118%. (JCetina 2-2017)

Commodities: Today's EIA stock data corroborated yesterday’s bearish API report and weighed especially on
the Nymex front-month contract, although prices have since partially retraced and continue to hold within
recent ranges as investors factor in uncertainty over Russia's intentions and the possible disruption of [raqi

00100000000931



supply. (KByme, 2-2054).

Today’s Events: Time Actual

Expectation

Japan, Retail Sales, October, -4.9%

Furo-zone M3, October, vy ) 74%

Poland, Monetary Policy Council meeting (conclusion) 11.5%

(150 bps cut)

§21 billion 2-year note auction

Fed Beige Book 2:00 PM
[Ss S L

Previous Period

-3.0%
7.6%
13%

Consensus
=3.5%

6.9%
11.5%
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Dam, Ken

—
From: MSN Money Update [MSNMoneyUpdate_031760¢ms-moneycentral .customer-email com|
Sant: Tuesday. November 27, 2001 7:33 PM
Tao: kendami@do.treas.gov
Subject: Market dips, jumps, dives

S S EC DD DN assssEseEEEEETISSSSSSSSSSSSE DD D D e e

Receive the ehanced market report in HTHL - Simply signin and select "HIML®
http: //moneycentral .msn.com/Comcenter/opt ions . asp?returnlRLs/Comeenter/email . anp

L b b bbb b bbb 8 P8 PP T P TR e T TR ]

The following data is best viewed in a Fixed Width font such as Courier.

Leading Indexes(as of 11/27/2001 17:00 hours ET)
http://moneycencral .man.comn/investor/market/leading. asp

Qustes supplied by Standard & Poor's Comsbosk and delayed at least 20 minutes. Daca
Epurce: htep: [/ Swww, apoometock. com

Name LEVEL CHANGE iChange
Dow Jones Industrial Average 9,873.60 -1ip.1% =1.,10%
5 & P 500 Index 1,149.%0 -7.5%2 -0.6BY
Hasdag Compozite Index 1,935,984 =5.37 -0 2T%
Amex Compoeice Index BOE.16 +4 .18 +0 . B2
RBussell 2000 Index 460,71 -0.51 -0.11%

Te perscnalize this e-mail with your own inveatmenta, sign up to add your portfolio.

http: /fmoneycentral .msn,com/ investor/inveub/alerts/poerail . asp

®& MSH Money Commuanity =+

Discuss the hot toplc of the day on the message boards, Chat with CNBC perscnalities and
investing experts, or post a question for one of our other financial experts.

http: //money .msn.com/community/highlights, asp

E N N R S S e W W G e e o

Market Summary (as of 1172772001 17:00 hours ET}
http://moneycentral .msn. comfarticles/common/ summary . asp

Market dips, jumps, dives
Frowided by MSN Money

How much confidence do inwvestors have in the Dow 10,000 level? Apparently about as much
confidence ag consumers have in the ecaonomy.

After a down morming, the Dow industrials flirted witch flve figures again Tuesday. But as
s0on as the index came within eight points of hitting the 10k btarget, the Dow average
dropped like a rock, closing more than 100 peints off for the session. The Nasdag and S&P
Ll lowed suit.

One major driver: ccnsumer confidence., The Cenference Board, a New York research group,
said its much-watched index fell in Movember. That surprised econcmists, who had predicted
a jump. The figure fs important becauwse it can be a predictor of spending, and chus of
sarnings.
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on the other hand, thers was no evidence that the last remaining economic prop -- housing
-- is buckling. Sales of U.5. existing homes rose 5.5% in October, rebounding nicely Erom
its Sept. 11 afrershacks.

on the corporate fromt, America Online moved aome stock values with its announcemsnt of
big deals with Sprint and Level 3 Communications. The stock moving most was Level 3&s --
up about 15%.

The dayfs 10 mest actively traded atocks offered a mix of winners (such as Enron, which is
renegotiating its Dynegy deall and logers (such as Amazon.cam, a victim of growling retail
salea fearsl.

Full day's coverage: http://meneycentral.msn.com/articles/common/Bunmary .asp

Today's update brought ©o you by HSN Money -- The beat place to inwvest,
http://money . msn. com

To unsubscribe from the HMEN Money Market Summary Email go to
htep://moneycentral .msn, com/Comcenter/ or reply to this message and type "Unsubscribe" in

the subject line of the message. Thank you.

Thia emall was sent to: ken dam@do. Creas.gov
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Dam, Ken

From: Byrnie, Kathlesn

Sant: Monday, Movember 26, 2001 12:18 PM

To: _OL_Markst Group; Andrew D. Sacher (E-mail); Dawid Griffiths; E.A. Wayne; Enc H, Qtta (E-
mail}); J.P. Reid; Jay Hoffman; Meg Lundsager; Philippa Malmgren; T.J. Shevlin

Subject: Market Moon Report, Nowv 26th

- Trading in various asset classes continwes thin and quiet after holidays in the U.S. and Japan.
— In foreign exchange markets, MSCI's global stock index reweighting later this week remains the focus,

Foreign Exchange: Dollar modestly stronger over the moming in light trading (average for post-Thanksgiving
week). Market focus is on the week-end MSCI re-weighting (which will be dollar and sterling positive), with
lingering suspicions regarding future Japanese foreign bond buying fx policy. Market participants report
dwindling liguidity conditions as investors, seeking 1o preserve profits, sideline themselves, (LOuinn 2-9122)

U.5. Equities: Dealers described activity as flat; the Nadaq has partiglly retraced from moming highs (reached
on gains in chipmaker shares) and other major indices are now trading in negative temitory, the latter weighed
on by declining oil sector shares. Participants remain focused on Enron after last week's 48% fall in its share
price, amid ongoing concerns that the company®s dwindling cash supplies could lead Dynegy to reconsider its
takeover bid. (KByme, 2-2054)

U.S. Treasuries: Treasury prices are higher across the coupon curve, with the back-end outperforming,
flattening the 2 to 10-year curve. The 2-vear note is trading special in the repo market (iL.e., rate to borrow
securitics from dealers is near zero) and the Fed conducted a coupon pass in the sector this moming, factors
normally supportive of price. Nonetheless, the 2-year note continues (o underperform modestly ahead of
Wednesday's auction and gains in stocks as well as talk that a recovery could come as soon as Q1 '02. Dealers
report good volume and note from a technical perspective Treasury prices look Lo be forming a base afler this
month's sharp sell-off. (JCetina 2-2017)

Interest Rate Futures: Marker participants widely expect the Bank of Canada to cut interest rates by 50 basis
points al tomorrow's policy meeting; the move is expected to weigh on the Canadian dollar, still trading near
all-timee lows versus the U5, dollar. In the U5, market contacts still expect another 25 basis poinis of easing
by the FOMC on December 11th, and attribute the recent rise in implied vields (that suggest a moderation in
cxpectations for monetary casing) to the recent sell-off in the ULS, Treasury market. (KByme, 2-2054)

Europe: European bourses closed unchanged to lower, retracing earlier gains as the DJIA and S&P-500 traded
into negative territory. Euro-area government bonds extended their earlier gaing, in sympathy with price action
in Treasuries and weakness in stocks, steepening continential vield curves. However, the UK. gilt curve
fMattened on expectations that Chancellor Brown will cut the government’s growth forecast and raise estimated
borrowings in his pre-budget speech tomaorrow. (JCetina 2-2017)

Latin America: Dollar/real broke through a key level at 2,50, furthering gains in the real. An IMF team has
arrived in Argentina, EconMin Cavallo sad over the weekend he would like to use 33 billion in IMF money
previously approved to enhance the debt swap for other purposes. Despite this bearish news, hond prices are
higher, still dominated by technical factors - short covering and tightness in the repo market. (JCetina 2-2017)

Commeodities: Dated Brent's price slipped further, and Brent and Nymex crude futwres fell shamply during the
MNew York morning as dealers returned from the holiday weekend and reacted to Russia's offer on Friday to cut
production by a mere 50,000 bpd, Oil prices remain above recent lows however, after last week's spike in

L
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reaction o imitial perceptions of agreement among non-OPEC producers 1o cut production, but our contacts
predict new lows absent Russia's cooperation, (KByme, 2-2054)

Today's Events: Time Actual Previgus Period
Consensus Expectation

No ULS. data releases today

s

Py FGM DO k!
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Dam, Ken

e ——
From: Sharer, James
Sent: Fricay, Novembar 23, 2001 1:26 PM
Ta: _DL_Market Group; Andrew D. Sacher; David Griffiths; Eric H. Otto; Jay Hoffman;
Lundsager, Meg; Philippa Malmgren, reidip: Shevlin, Thomas; wallarg, wavnesa
Subject: Financial Markels Afternocn Report 11/23/01

= .5, equities rallied in an abbreviated session.
«= Treasury prices were weaker as investors favored equities.
== Dollar strengthened against the yen and European currencias.

LS. Markets

LS. equity markets closed higher in light holiday trading, aided by gains in finance, auta and relsil stocks. O issues
recovered despile Russia's decision to cut oil production by onty a marginal amount. Enren closed down 6.6% to 4,68 on
concemns about the firm's financial condition and the Dynergy takeover. The NYSE closed aarly at 1 PM today. The best
stock performers wera financial, software, communication equipment, bank and oil issues, (JSharer 2-2042)

Traasury coupon prices were down 1/8 ta 112 paint in vary light trading, reflacting some profit-taking and strength in the
U.5, equity market. The Treasury cash market will close early at 2 PM for the Thanksgiving holiday, In Wi trading tha
Treasury 2-year noles were bid al 3.22%. The December Federal funds futures confract rose 1 basis point to 1,93%.
The January and February contracts were each up 1 bp 1o 1.92% and 1.91%. (JSharer 2-2042)

Commodities: The NYMEX was closed for the holiday. In very thin trading Brent crude prices dropped significantly on
news that Russia will cut production by only 50,000 bpd during Q4, dispalling widely-reporied views that a significant
agreement amang major non-0PEC producers was at hand. Russia's offer falls significantly short of Norway's 100,000-
200,000 bpd proposed contribution, along with Russia and Mexico, 1o meet OPEC's 500,000 bpd preraquisite cut.
(KByrne, 2-2054)

Global Markets

Foreign Exchange: Ina quiet New York session, dollar/yen traded convincingly above the Y124 level for the first time
sinca late July. Market paricipants especially focused on Financial Times articles in recent days suggesting the
possibdily of the BOJ purchasing U.5. Treasuries lo halp weaken the yen and increase domeslic liguidity. Our contacts
predict a significant weakening of the yen were Japan to embark on such a strategy. (KByme, 2-2054)

Europe: German bund yields retraced some of the earty maming declines to end the session down 2 to 3 bps. News of
weak German inflation data was partially offset by a recovery in the German equity market, The DAX closed up 0.5%
leday. LLE. gilt yields were aown 1 {0 3 bps, supported by a 1.0% dedline in the FTSE loday. [JSharer 2-2042)

Turkey's Mational 100 index was down 1.2% 3 11,719, while the lira was 0.4% firmer. The Turkish EMBI+ sub-index
narrowed 16 bps to 760 bps. (JSharer 2-2042)

Argantina: The EMBI+ sub-index & 63 bps narrower at 2061 bps as two mare Argentine provinces agreed to accept culs
in federal funding, even though participants' concerns about timely disbursement of the $1.3 million IMF {ranche remain.
Motwithstanding savings on debt servicing that will accrue from the current debt swap cperation (concluding November
30}, many contacts maintain that, despile government denials, the "zero deficl” pledge cannot be met without canceling
payment of year-and public secior bonuses. (KByma, 2-2054)

jid
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Dam, Ken

e — e —————————
Fram: MSN Money Update [MSNMoneyUpdate_031408@ms-moneycentral.customer-amail. sam]
Sant: Tuesday, Movember 20, 2001 &:08 PM
To ken damg@da.ireas.gov
Subject: Thankful investors lake profit
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HEW! Would you like to receive this message in HTHL inscead

of plain text?
hEdEh R R T AR ARATAARTAR RN AR A AR A AR b ek ke e ke AR A R R R AR e

Try the s=nhanced wersion of our market repeort mail. det the
latest repozt, index data and headlines. Sign in and select

"HTML" http://moneycentral . men.com/Comcenter/options.asp?returnlRLs=/Comcenter/email.asp

The following data is besr viewed in a Fixed Width font auch as Ceurier.

Leading Indeses{as of 11/20/2001 16:00 houra ET]
htep:/ /moneycentral .msn,com/ investor/market, leading . asp

Uuctes supplied by Standard & Poor's Comstock and delayed at least 30 minutes. Data

Source: htop://www. spcomatock.cam

M ame LEVEL CHAHGE
Dow Jones Industrial Awverags 9,501, 38 =75.08
8 & P 500 Index L,142.66 ~B.40
Wasdag Composlte Index 1,8B0.51 -53 .51
Amex Composite Index BE11.03% +8_28
Russ=ll 2000 Index 453 .90 -3._81

iChange
-0.75%
-0.73%
-2.79%
+1,03%
-0,63%

To perscnalize this e-mail with your own inveatments, sign up to add your portfolis.

http://moneycentral .man.com/ investor/inveub/alerte/ppemall . asp

*¥ MEN Money Community =+

Digcusa the hot topic of the day on the message boards, Chat with CNBC persanalities and
investing experts, of PoBL a questicn far ane of our other financlal experes.

http: /) /money.men . com/ community highlights. asp

Market Summary tas of 11/20/2001 16:00 hours ET)
heep: / /maneyeentral . men . comfarticles/ common/ summasy  asp

Thankful investors take profitc
Frovided by MSMN Maney

They =say the wild turkey is a clever bird -- elusive and unpredictable. S0, during this

Thanksgiving trading week, ia the market,

After locking onto a Dow 10,000 targes, investors have pulled back. The market officially
entered bull terricory (a 20% gain from recent lows is the measurel Meonday, enly to recoil
from the magic 10,000 level Tueasday. All three major imdices -- the Dow, Hasdag and Zap --

1
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gaw aubstantial dreps.

on the surface, analyste pointed to profit-taking to explain the dayEs pullback. Buk
deeper fears lurk. The post-Sept. 21 rally -- amounting to a 20% market gain -- has been
propped up by expectations of a 2002 recovery, perhaps even a sharp one,

Yet, evidence of such a turnaround remains hard to come by. Retail sales reports leading
inta the erucial holiday season donEt exactly suggest a bleckbuster season. Tech companies
continue to offer surky views of 2002 salas. hnd cost-cutting, rather than revenue growth,
continues to account for moat of any earnings gains posted by U.S. corporations.

All of the dayfs 10 most actively traded stocks ended in the red, led by Enron. The energy
inveatment firefs admission that it may be forced to pay down some big debts quickly sent
ite shares tumbling 22%.

Other actively traded losers: Intel, down 4%, and networking stalwart Clesco, off 5%. IcEs
hard to feel too horribly sorry for them, though, as mach of their sectors has seen
remarkable gaina {the semiconductor index is up over 42%, for instance! in the past two
manche.

Full day's coverage: http://moneycentral men. com/articles/common/sunmary.asp

Teday s update brought to you by MSH Monsy -- The best place to inveat.
http: /fmoneycentral .men.com

1f you would like to unsubscribe from the MSN Money Market Susmary Email go to
http: //money.man. com/invescor/inveub/alerce/ppemall .asp or reply to this message and type
*Unsubscribe" in the subject line of the mezssge. Thank you.
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This email was sent to: hken.damddo.treas.gov
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Dam, Ken

e — —
Fram: Sharer, James
Sent: Tuesday, Novermber 20, 2001 5:08 PM
Ton _DL_Market Group; Andrew [, Sacher, David Griffiths; Eric H. Otto; Jay Hoffman:
Lundsager. Meg; Phillippa Malmgren; reidip; Sheviin, Thomas; wallarg; waynesa
Subject: Financlal Markets Night Report 11720001

= U5, equities moved lower on poor earnings.
- Treasury prices waere waaker on profit-taking and strong economic data.
= The dollar weakened against the major currencies in light dealings, retracing yesterday's gains.

U5, Markets .

5. equity markets closed with moderate losses in moderate trading, pressurad by poor eamings data (Deere) and
weakness in the technology sector. The Nasdag index was off 2.8%. Enron plunged 22.6% to 7.01 after indicating that it
may run oul of cash before is iskeover by Dynergy Inc. can be completed. Dynergy fell 4.4% to 41.70. The worst stock
performers were semiconductor, communication equipment, entertainment, computer, telephone and software issues.

Treasury coupon prices were down 1/8 to a full point in moderate trading, mainly reflecting same profit-taking, rising oil
prices and a 0.3% gain in the Oclober leading indicators reporl. Treasury avclioned today 323.0 blllion 4-week T-bills to
be izswed November 23 and to raise $515.0 billion new cash, The resulls were as follows:

Awarded rate: 2.000°% Coverage ratio; 2,24 limes

The Treasury cash markel will close early at 2 PM tomarrow for the Thanksgiving Day holiday,

The December Federal funds fulures contract was unchanged at 1.92%. The January and February contracts were both
unchanged at 1.90% and 1.88%, respactivaly.

The January crude oil confract rose $0.72 to $18.15 a barrel an news that non-OPEC counlries may agrea to trim oil
production by 500,000 bpd. The December natural gas contract rose $0.06 1o $2.85 per million biu.

Global Markets

The dollar depreciated 0.5% against the euro and was 0.6% weaker against the yan. News that the PBOC was
mcreasing its euro foreign exchange reserves supported the single currency. The dollar was 0.7% weaker against both
the: Brilish pound and Swiss franc,

Latin American equity markets clesed weaker, with the Merval plunging 6.1% on concerns over the Argentine debt swap
and weakness in the U.S. stock markel. News that both the Argentine economic pelicy minister and the secretary for
state reform had resigned alsc weighed on financial markets. The couniry's intermational reserves fell 1.5% to $19.438
billion as of Nov, 16, a level held prior to the 34 billion IMF Septermbar disbursement. The Argentina EMBI+ sub-index
spread climbed above the 3,000 level, widening 36 bps fo 3068 bps. Forward painis on 1-month and 1-year Argenting
peso NDFs were quoted at 200 and 5200, respectively. Brazil's real weakened 1.3% and the Bovespa fell 2.7%, in pan
due to worries over Argentina. Chile's peso depreciated (.9% on concemns that Argentina’s financial woes may choke
imwestiment in the entire region,

The EMEI+ spread narrowed 13 bps to 1042 bps over the comparable Treasuries. A number of other EMBI+ sub-indexes
akso narrowed modestly, including Brazil (-3 to 525). Mexico (-15 1o 342) and Turkey (-8 to 770).

Tamorrow's Events: Timmz Consensus Expactation Pravious Period
JPM Industry Cutpul, Sepl. -0.6% mim =0.2%. mim
FRN Consumer Spending, Oct, =(0.1% m'm +0.1% mfm
GER IFD Business Climate Indax, Oet, B50 a5.0
US Initiad Jobdess Claims, wi ended Nov, 17 B:30 AM #6000 -3, 000 to 444 000
LS Umnav. of Mich. Consumer Sentimsent, Moy, 10 AR B35 B3.5 prelim,
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Dam, Ken

S — —— — —
From: Robarl.Elsasseri@ny.irb.org
Sant: Thursday, Movember 08, 2001 3:53 PM
Ta: andrew. jewelkido treas.gov. anna.corfield@do freas.gov, brian. roseboro@do.treas. gov,;

gregory bergerf@do. treas.gov; james. sharerdo. ireas. gov; jeff nutherfido treas.gov

jill.cetinag@do. treas. gov; joe.engelhard@do. reas. gowv; jotun, ralyeai@do treas, gawv,

john. talon@do. treas.gov; kathleen byrne@do. reas.gov, ken.damiddo.ireas.gov,

laig. quinm@do.treas.gov, mark sobeldo. traas.gov, meg.donovangddo. iress.goy;

paul. maleyiEdo.treas.gov, paul.oneillifdo. treas.gov. pater. fehenZdo.treas. gov,

ramin toloui@do. reas gov; shirley gathersi@do.treas.gov; suzanné. boughnen@do.treas.gay,
tim. adams@do. reas.gov; tim.dulaney@do. ireas gov, troy. wrayido freas.gov

Subject: Enron Update

W ]
Erwon da
Enron requires little introduction. The following analyais written by
Lorie Logan, Clivia Padilla and Mike gchetzel summarizes the blow to the

debt amd equity prices of Enron and other energy comMpanles, apd also
gxaminea the impact thus far on the ansogy trading markerCs,

iSee attached file: Enron.doo)
Bal Elgasser
Govermment Securities, FRENY

ronert . eleassersny . [rb.org
212, 720.1234
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Lovie Logan, ivia Padilla, and Mike Scheizel
Movember 8, 20401

Markets Group, Government Securities Stafl
{212) T20-1475, 1519, and 2153

Enron Asset Prices Plummet and Expectations of a Default Rise Amid Significant
Credibility Concerns

+ Enron share and debt prices have declined sharply following revelations that its shareholder’s equity dropped
significantly and the SEC opened a formal investigation inte transactions between Enron and the parinerships
headed by its former CFO.

+ Ratings downgrades of Enron's senior debt to two notehes above junk status and rumors that the company is
seeking @ private equity infusion have further increased concern about the company s near-term liguidity
position and a potential default.

# Spillover into the broader markets has reportedly heen limited thus far to the share and debit prices of large
energy merchants and power producers. To date, there has reportedly been little impact on irading conditions
in the commodity markets or nutural gas and electricity prices.

Enron’s asset prices have declined significantly since mid-Oxctober, when Enron first disclosed a $618 million third-
quarter loss and a $1.2 billion reduction in sharcholder’s equity., Additionally, the announcement that the SEC would
be conducting a formal investigation of Enron’s related-party transactions, as well as the subscquent downgrades to oo
notches above junk status by Moody's and S&F further weighed on mvestor confidence. Market participants are
particularly concemed as a downgrade to below invesiment grade status from Moody’s or S&P could reporiedly reduce
counterparties’ willingness to conduct business with Enron and could further lower Enron's ability to secure additional
funding. Enron’s share price has declined over 65 percent sinee mid-October, and is currently trading below $10 per
share for the first time in 9 years.

Enron's Share Price Declines Sharply,
Underperferming the Broader S&P Index
| Points

oy

— — e e e .- ;1m|
SRP Gas Subinde |eft scale) |

1200
SEPHE0 index (el scalke|

| B0 50
| %o Erwn [right scaka) kb
0 L 50
1-Meary 15-Jun 30-Jud 13-Sep -0t
* The price on Enron's benchmark bond (6 34 of 2009) has traded significantly lower since mid-October, with the

spread to comparable Treasurics breaching the 1,000 bagis point level. Once this occurred, the bonds have begun
trading more in line with high yield bonds and are trading on many distressed debt desks. Trading liguidity in the
debt has progressively worsened, with bid-ask spreads quoted anywhere from 1 peint for small tracdes to 3w 5

00100000000948



points (100 to 200 basis points) for larger trades. For some perspective, a high quality, medium to large
investment grade issue could trade with a bid-ask spread of 5 to 10 basis points.

Enron Bond Spread to Treasuries (from JF Morgan)

| 3-months age 1-month ago | Today (11/07/01)
S-yedar +130 +2T0 41750 ]
[ (-year +160 240 +1440
30-year +190 +3200 +705

Spillover in the broader equity and bond markets appears (o be limited thus far to
power and utility
lower this year given
natural gas prices, concerns about Enron have weighed on the secior. Specifically, i

In the credit default swap market, which is used by market participants as a hedge against a credit event in &
specific issue, Enron spreads have widened significantly. The premium fee for Enron, which is based on an
annual percentuge of the par value of the security that is being insured, rose from 260 basis points at the beginning
of September to between 2,000 and 3,000 basis points today. Anecdotally, market participants in the credit
default swap market expect if a credit event involving Enson is to occar, it will happen in the next 3-months with
some suggesting that a 35 percent probability of an Enron credit event is being priced in.

large enérgy merchants and
companies, Market participants explained that while share prices in the sector have been trending
the political news surrounding the California power crisis and significantly lower electricity and
nvestors note uneasiness about the

extent to which such firms may be impacted through derivative and other trading-related exposures.

Index,

Shares of the large energy merchant companies such as EI Faso, Duke, and Dynegy are down 5 to 20 percent
since mid-October, Spreads on the benchmark bonds of such companies also widened anywhere from 1010 70
hasis points to Treasuries, but have reportedly since stabilized. Furthermore, many énergy COMpanies are
continuing to issue debt, with over $4 billion in the energy sector expected to price this week.

Global Energy Marchants’ Share Prices

100=101401

124

n

Dz 22 A nourcamin
ol SEC isvesligation

0
1-Jdan

15Feb  1-apr  I6Rby  30-Jun ldbug  28-Sep

0 been reflected in the credit default swaps of other large energy merchants, with
40) to 0 basis points since September. For example, the spread on El Paso
basis points, while the spread on Mirant rose 50 basis points to 400 basis points.

Some contagion effect bos al
premium spreads widening by
widened 40 hasis poinis to 320
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In the energy commadity market, traders report that trading in the natural gas and electricity markels remain
liquid, price volatility remains within normal ranges, and supply and demand fundamentals continue to dominate
price action. The CFTC also anncunced that it hus no indication of futures markets disruptions imvolving Enron Trading
Services, Enron’s registered futures commission merchant. A few dealers have suggested that the 6.8 percent rise 1o
§3.25 per million Btu in the front-month Henry Hub natural gas futures contract last week was partially & result of Enron
unwinding some short positions. However, several others explained that the risz in futures prices was duc to an Incregse
in demand from utility investors in combination with seasonal factors and the American Cins Association inventory report,
which showed a smaller-than-expected increase in inventory levels,

| Henry Hub Natural Gas Front-Month Futures Price
Par Million Btu

$1 :
1My 18-Jun 30-Jul 13-3e0 28Ot

" Market participants note uncertainty about the impact on the energy markets should Enron’s posilion wossen, as it
is difficult to know the totality of Enron's derivative positions in the natural gas and electricity markets. Some
have suggested that existing market hedges between multiple firms in the markets could begin to unwind, which
could add to shori-term instability in the energy market, particularly natural gas. However, they nole thiat terms
woaild likely be quickly renegotiated and price stability would return to the trading markets.

Market participants reportedly continue to trade on Enron’s trading platform, EnrenOnline, though some
accounts may he more cautious about long-term exposure.” EnronOnline reportedly handles 20 to 25 percent of all
velume in the natural gas and electricity markets. While daily trading volume data for EnronOnline is not regularly
reported, Enron announced on Monday that trading volume for all products on the platform was about 6,500 transactions,
above the 30-day average of 5,800 transactions. However, energy merchant companies that compete with Enron,
including El Paso and Dynegy, have publicly noted an increase in business activity as investors concems about Enron

have increased over the week.

Today, Dynegy and Enron confirmed earlier speculation that they are engaged in discusslons about a possible
business combination, but did not release any terms of the potential transaction. On this news, Enron bond prices
rose, largely retracing this week's losses s short-term accounts covered short positions. The [(-year bond is about 10
points higher than vesterday's lows st 75 cents on the dollar, while the equity price is little changed. After declining on
the news vesterday, Dynegy shares rose 11 percent and the price of its 10-year benchmark has partially refraced, trading at
about 300 basis points sbove Treasuries a8 investors reportedly believe the deal would be done be under favorable terms

for Dynegy.

| Cher primary trading platforms include DynegyDirect, Intercontinental Exchange (ICE), New York Mercantile
Exchange, and TradeSpark in addition to several smaller elestronic trading systems.
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Dam, Hﬂ

— — — — _
From: Sharar, Jamdas
Sent: Thursday, November 08, 2001 12:55 PM
To: DL_Market Group; Andrew D, Sacher, David Griffiths; Eric H. Oie; Jay Hoffman;
Lundsager, Mag; Phillipga Malmgran; reidip; Sheviin, Thomas: wiallarg; wayneea
Subject: Financial Markets Noon Report 11/8101

~ 1.8, and European equlty markets raliled on optimism for econamic recovery
- Treasury prices move lower in moderate trading
-- Dollar firms agalnst European currencies, weaker ve. yan

U.5. equity markets moved higher in moderata trading on optimism thal recent aggressive central bank rate cuts will
ravive global economies, The Nasdaq culperformed. Enron was off 4.9% to 8,80 as the firm restated earning and firad
top officials. The best stock perlormers wera software, entertainment, semiconduclor and financial issues. (JShares 2-
2042}

Treasury coupon prices were down 1/8 to 7/8 peint in moderate trading, The price declines mainly reflected profit-taking,
an unexpecled 46,000 drop in weekly jobless clalms, rising crude oil pricas and concern over UpComeng corporabe supply.
Traders shrugged off news of a 0.4% decling in the Oclober non-fuel import price index, TOMOMoW's SE5SI0N will ba
abbreviated for the Veteran's Day holiday. (JSharer 2-2042)

Commmodities: Crude oll pricas firmed (with knock-an effects in product markets) on caubous short-covering after Saudi
and Kuwaili oMiclals’ backed deeper cuts in ail production and as market santiment continued to improve on yasterday's
dala showing strang U.S. demand for oil products in October. (KByrme, 2-2054)

Forelgn Exchange: The euro held steady until after a 10 a.m. oplions expiry, then quickly fall thraugh suppart levels of
£9.20 against the doflar and the 108 against the yen. Paricipants report further detarioration in confidence in the ECB
and growing bearish euro sentiment in kght of yeslerday's ECB members' mixed and misleading commeénts. Euro trading
against all major currenciss is reported to be heavy, (LQuinn 2-8122)

Ewrope: Garman bund yiekds were up 1 to 7 bps. on profit-taking and strength in the equities markets, However, LLK, gill
yields were down 1 1o 17 bps, European stock bourses closed stronger with the central bank rate cuts, The DAX
gutperformead, [JSharer 2-2042)

Turkey's National 100 index was up 0.9% to 10,457 and the lira firmed 0.8% on growing hope for new international
tending. The Turkish EMBI+ sub-index spread narrawed 12 bps to 855 bps. (JSharer 2-2042)

Lafin America: Argentine bond prices have fallen loday as the recent short covering rally ahead of Argentina's local debt
gwap has waned, Participants remain focused on tha outcome of faderal negoliations with opposition governors whose
positien seems to have hardened as well s the oulcomi af Presidant de la Rua's trip to the U.S. Brazilian debt prices
are modestly highes and the real s modestly firmer. (JCetina 2-2017)

EMBI+ spreads: The Argentine sub-index rose 61 bps to 2330 bps, while the Brazilian and Mexican sub-indoxes
narrowed 12 bps to 1060 bps and B bps 1o 383 bps. (JSharer 2-2044)

Today's Events: Actual Consenus Expeciation Pravious Period
US Initial Jobless Claims, wk ended Mov, 3 -46,000 io 450,000 +10,000 11,000 to 456, 000
S Non-fusl Import Price Index, Dt 0.4% 0. 2% -0.1%
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Dam, Ken

—————————— H—
From: MEN Maney Uipdate [MSNMoneyUpdate_0G0825(@ms-moneycentral customer-emsil com]
Sent: Wadnasday, Movember 0T, 2001 6:39 PM

Ta: ken. damiddo. reas. gov

Subject: Stocks mixed; Enraa, Dynegy deal

LR R E R RS RS RS E R R RS R R R R R R R R R E R RS R RS RS R R R EE R R R R R EE R E RS EEEEET]

HEW! Would you like to recaive this message in HTML instead
of plain texc?

LA RS R SRS R RS R R RN R R RRI R BN RN R R ]
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latest report, index data and headlines. Sign in and select
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Leading Indexesi{as of 11/7/2001 17:00 hours ET)
htop: /fmoneycentral  men. comfinvestor/market /leading . asp

Quotes supplied by Standard & Pear‘s Camstock and delayed at least 20 minukbes. Data
Souree: hotp: /S wew.spoomstock . com

Mama LEVEL CHARHGE iChange
Dow Janes Industrial Average 3,554, 37 -316.75 -0.3E%
5 & P S00 Index 1,115,880 -3.08 -0.27%
Hagdag Compogite Index 1,837.53 +2 .45 +0.,13%
Amax CompoRite Index BZ21.%4a +4 .55 #0.5E%
Russell 2000 Index 440 . 80 -1.%98 -0.4%%

To perscnalize this e-mail with your own investments, sign up to add your portlfelie.
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Discuss the hot topic of Che day on the message boards, Chat with CHBC personalities and
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Market Summary fas of 11/7/2001 17:90 hours ET)
heep: / /meneycentral . men. com/farticles/common/ pummary . asp

Stocks mixed; Enron, Dynegy deal
Provided by MSH Money

Heither rally nor slump would stick on a day in which the Dow index finally crested its
pre-sept. 11 level. Stocks ended mixed, perhaps because investors were unsure how to
interpret the future effects of yesterdayfa move by the Federal Reserve to cut interest
rates an aggressive half poinc,
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For part of the day, the Dow Jones Industrial Average finally flowed ower 5,605 for the
tirat time since Sept. 10. The Nasdag Composite and the S&P indices hit cheir pre-terror
marks weeka ago.

Despite the lack of market direction, there was plenty of sorporate intrigue to keep
market watchers busy. The battle over the mega-merger of Hewlete-Packard and Campadg
continued, with a member of the Packard family joining the Hewletts in oopesing the
marriage. Stock-market result: H-F shares fell a tad after yesterdayls big run-up, and
Compag stock dropped another &%,

Meanwhile back at the Texas-based Enron ranch, there was word of a possible deal with
competitor Dynegy. CHNBCES David Faker reported this afrerncan that a potential 52 billien
investment could lead to a merger of the rival camps. It's a high-noon develapment that
could possibly sawve the disintegrating Enron, whose shares have dropped 75% in a month and
ticked down yet again teday.

*While such an outcome is only one of a number of options being discussed, sources close
Lo the talks tell me it ig a passibility in the near term," Faber reported. "Sources close
to the situacion tell me that while Enron continues to speak with a handful of privace
equity firms about an investment, those talke are currently taking back stage to talks
with Dynegy.®

This morning, badly beaten telecom stocks were rocked again, this time by werd from
Qualcomm that earnings missed targets and profits for the fiscal year would struggle to
hit the low end of forecasts. By dayfe end, Qualcamm shares had recovered some, losing
less than half a percentage point.

Interest-rate sensicivity may have been the dayEs bast indicator of marker succoess.
American Express and J.P. Morgan Chase galned nicely under the presumpticn that Fed
actiong would improve their wmoney-making abilities,

Full day's caverage: http://moneycentral .msn, com/arcicles/common, summary . asp
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Today's update brought to you by MSN Money -- The best place te invest.
http://moneycentral msn.com

If you would like to unsubscribe from the MSN Money Market Summary Email go to
http://money . meén.com/investor/inveub/alerts/ppemail .asp or reply to this message and type
"Unsubscribe" in the subject line af the message. Thank yeu.

Thig email was =ent Ea: ken.damido . treas.gov
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From: Byme, Kathleen
Sent: Tuesday, November 06, 2001 433 PM
To: _DL_Market Group; Andraw D, Sacher (E-mail), David Griffiths; E.A. Wayne, Eric H. Oto (E-
mail); J.P. Reid; Jay Hoffman; Meg Lundsager: Philippa Malmgren; T.J. Sheviin
Subject: Financial Markets Closing Report, Nov. 6, 2001 - Fed Culs Rates, U.5. Equilies & Treasuries
rally

- The Faderal Reserva cut the Federal Funds target rate and the discount rate by 50 basis points to 2.0% ana 1 5%,
raspactively.

— .S, equity markets retraced 1o close moderately firmer and the Treasury coupon curve steepaned.

FOMC Statement: In ils accompanying statement, the Fed maintained the blas to ease. noling that for the fareseeahle
future, “the risks are weighted mainly toward eonditions that may genesate economic weakness.” Markel participanis
nated the lack of mention of specific reasons for rale cuts and the fact thal the real Fed Funds rate is now nagative for the
firat tima since 1993 {(using core CPI in the calculation).

U.%. Equities: Major LS, markets abandonned the profil-laking mode thal had weighed prior 1o the Fed's decision, and
rallied in relief that @ full 50 bps of easing had been anncunced. Intal and Cisco shares led the surge on the Nasdaq,
which closed at 2 fresh twa-maonth high and above the 1800 mark for the first ime since August 31. Dealers noted the
sharp decline in Enron's shares, howeves, on reports the company seaks o raise 32 billion.

U.S. Treasuries: Prior to the announcement, the coupon cunve was 4 bps flatter on the day; al markel's close, the curve
was 10 basis points steeper as Treasuries rallied across all tenors save the lang bond. The 3-month bl culperformed, as
thase participants whao had put on short pesitions. in anficipation of curve flattening (o 2 smaler cul) bought aggressively
al the front end after the announcemaent,

Foreign Exchange: Dealers noted muted reaction bo the FOMC's decision, as well as low levels of liquidity and walatility in
the market. The dollar firmed tempararily in the afermath of the Fed's decision before relracing, to closs modesly
weaker againa! most major currencies. Dealers predict ranewed weakness in the suro vis-a-vis the dollar, howewver,
absent decisive action by the ECB to ease monetary policy near-tarm.

Interest Rate Futures: The implied yield on the December Fed funds futures contract declining dramatically in the wake of
the FOMC's decision, and is fully pricing in 25 bps of easing at the Commitlee’s December 1 1ith mesling as wall as a very
amall chance of easing beyond that amount. Participanis noted that the Fed's decision lo ease by 50 bps today (rather
than the 25 bps many had expected) may well put additicnal pressure on the ECB lo ease. Impdied yields on ewribor
fulures contracts fall modestly today in reaction to ECB President Duisenberg's dovish commenlary.

Commodities: Ahead of the AP inventory report, oll prices were unchanged io modestly lower on parceptions of OPEC's
inability garmer cooperation for a production cul among non-OPEC producers. Today's EIA report showed & cut in its
astimate of U.S. o demand by 10,000 bpd for the Q4 2001, but an increase in is estimate for 01 2002 of 30,000 bps.

Argentina: Afler downgrading Argenting's sovereign ratings from CC to C earlier today, Fitch atso cut the country's World
Bank guaranieed sefies E and F zero coupen notes from BB- 1o B+, citing the government's upcoming “disiressad” local
debt exchange. Moody's observed loday that "the swap as described certainly has the characlerstics that would
represent default® but did nel take immediate action 1o downprade the country’s rating. Our contacts explained the rises
in pricas of Argentine debt today as reflective of very light velurmes and moves by some participants 10 cover short
positions on dips,

Tomorrow's Events: Tirme Actual Consensus Expectation  Previous
Perlod

Bank of England's MPC begins first of two-day meeting.

EUR Business Climate Indscator, Oct, «0.80 -0.57

EUR Refail Sales Volumes, Aug. +0.1% mim +0,3% m/m
GER Manufacturing Orders, Sept. -1.5% m/m +1.4% mim
LIS Mon-farm Business Productivity, 30 430 AM +2 0% /g +2.1% ol
US Wholesales Inventories, Sept. 10 AM =0, 3% m'm -0 1% mim
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From: Sharer, James
Sent: Tuesday, Novembear 06, 2001 12:54 PM
To: _DL_Market Group; Andrew D. Sacher; David Griffiths; Eric H. Oty Jay Hoffman;
Lundsager, Meg: Phillippa Malmgren; reidjp; Sheviin, Thomas; wallarjg: wayneea
Subject: Financial Markets Noon Report 110801

- .58, aquities were narrowly mixed ahead of the outcome of today's FOMC maeeting (2:15 FM)
— Treasury prices were also mixed, long bonds cutperforming en scarcity valus
— Dollar mixed In thin trading, marking time for Fed's decision

LS. Markets

L5, equity markets wera narrowly mixed in active trading ahead of the FOMC meeling outcoma. Enton Carp. was off
11.5% to 9.80 following news that the firm is seeking to raise $2 billion, The worst stock pertormers were oil, telephane,
drug, software and oll-well equipment issues. (JSharer 2-2042)

Treasury coupon prices were down 1/8 to up 1/4 point in light rading. Prices of shor-larm Issues edged lower on new
Treasury supply, while gains in bond prices reflected scarcily value. Treasury auctioned today 516.0 billon 4-week T-bills
bo raise $10.0 bilion. The results; Awarded rate: 2.140% Coverage rafio; 1.42 times.

Treasury will auction at 1 PM $16 billion 5-year notes, which legether with lomorrow's auction of 37.0 billion 9 3id-year
nates will raise $1.412 bilion new cash. Traders expect the awarded rate will be close to 3.64%. This compares with the
4.67% yield awarded in the kast Treasury 5-year note auction in August. The W1 9 Jd-year nolas wera bid at 4.30%.
(JSharer 2-2042)

Intarest Rate Futures: Participants continue to debate the likelihood of a full 50 basis painl cul in the Federal Funds rate.
Al 2.195%, the impled yield on the November Fed Funds fulures contract is pricing in a £3% chance of 50 basis points of
easing, down from almost 70% last night, Traders noted that positioning by participants in the Treasury market and by a
nurnbser of primary dealars in the Eurodollar market reflecting more widespread anficipation of a smaller rate cut.

(KByrne, 2-2054)

Commaditias: Just a day after OPEC Secretary General Rodriguez predicied produciion culs as deep as 1.5 million
barrelsiday, ciher GPEC members wamed of an impending "price war" absent an agreament with non-OPEC producers
to reduce supply.  Nymex crude futures prices slipped to fresh two-year lows &nd the Brent fronl month contract fell
bplow the $10/barrel mark for the first time since July 1988, Parlicipanls awail LS. AP siock data, predicting a build in
crude oil inventores for the third straight week. (KByrme, 2-2054)

Global Markets
The major currencies traded in a very namow range this moming, No strong directional movement is expecled by market
abservers until the BOE and the ECE's rate decisions are announced on Thursday. (LGuinn, 2-51 22)

Europe: Garman bund yields wera down 2 to up 3 bps. UK. gift vields were unchanged 1o up 2 bps on same profit
taking. European siock bourses closed narmowly mixed.

Turkey's Mational 100 index was up 1.6% to 10,456 and the lira firmed 1.0%, aided by continued optimism over IMF talks
and a successful dabl sake locay. The Turkish EMBle sub-index narrowed 20 bps to 877 bps. (JSharer 2-2042)

Latin America: Fitch cut Argenting’s sovereign long-lerm foreign and local currency credit ratings to  from CC today and
said the debt swap points to a default. Forward points on 1-month and 1-year Argentine peso MOFz wera quated at 850
and 4150, respectively. The JP Morgan EMBI+ spread narrowed 11 bps to 1079 bps over the comparable Treasury
securities, The Argentine sub-index narrowed 54 bps to 2381 bps, while the Brazilizn and Mexican subeindexes fell 14
bps fo 1120 bps and 5 bps 1o 394 bps, respactively. (JSharer 2-2042)
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Pam, Ken

S— — — — —
From: burden, Bill
Sent: Friday, May 25, 2004 &:10 PR
To: Adams, Timy, Dam, Ken; Engslhard, Jog; Fall, James, Kupfer, Jeffrey; Lee, Mancy, Loevinger,
David: Nelson, Heidi; O'Naill, Paul; Radelst, Steve, Sobel, Mark] Taylor, John
Ce: Barber, Francine; DeMarco, Edward; Dohner, Robert; Donovan, Meg; Grean, Matthew;

Harris, Rosemary: Jonathan Fiechter (E-mail); Jorstad, Van, fpiercy(@worldbank.org; Julls
Kuhn (E-mail}; Michele Budington (E-mail); Molly Mahar (E-mail), Mucklaroy, Tarry; Muanch,
Marilyn: Paulson, Sara; Cuinn, Lois; Salkadin, Anne; Tanka Luhde {E-mad); Tolowi, Ramin;
Walsh, Helen; jsbbottimf org; crawlordi@waorldbank.org; Teresa.Currani@sl fb.org,
gerard dages@ny.frb.org; sally. m davies@irb.gov, Ken Egan: Mathiasen, Karen; Austin,
Caras; Baukol, Andrew: Gelpern, Anna; Haarsager, Mathew, Anderson, Lisa; Boona,
Sherman: Dreznes, Daniel; Durham, Pauletis; Giancola, Mark; Govlick, Warren: Gunarana,
Milmini; Jaakson, Juhan; Krulak, Keith; Monroe, Witbur; Sanford, Paul; McDonald, Larry;
Stedman, Lousllen; Wisner, Peter; Harlow, Robert. Jehnston, Richard. Byrne, Kathleen;
Cetina, Jill; Dulaney, Tim; Crane. Deborah; Dupuy, Max Jewell, Andrew; Lung, Richard;
McCoy, Christophar; Marris, Liza; Neil, Jell: Wingla, John; Backes, Steven; Dohiman, Peler,
Epstein, Natan: Kosmedes, vy, Ralyea, John, Grewe, Maurean; Haight, Cameran; Mills,
Marshall: Barber, Ed; Gottlieb, Geofirey; Hoffman, Barak; Shah, Zonal; Beasley, Mary;
Warthin, Whit: MLundsagerflimf.org; Setser, Brad; csciacca@idic.gov,
jose. Wuya@oce.freas. gov; willalbag@idic.gov: KaWwalten@idic.gov;
lucysgnacio@mail asiandevbant.org, kbrunog@idic.gov; Joonneelyilfdic.gov, corall@idic.gov.
rrnarshall@idic.goy

Subject: Emerging Markets Banking Weakly - 52501

Attached please find the electronic version of the Emerging Markets Banking Weekly, prepared by OASIA's
Office of International Banking and Securities Markets to highlight significant banking and financial regulatory
developments in key emerging markets duning the most recent week.

o

SIS T

Executive Summary (repeated in the attachment)

In Asia, six Indian banks may incur losses ifa nearly-completed large power plant project is halted;
Indonesia’s bank restructuring agency declares that its revenue targets for 2001 are too high; and the
Philippine government plans to acquire a majority interest in the country’s sixth largest bank.

In Latin America, Argentina’s central bank once again adjusts bank reserve reguirements in an atiempt Lo
promote increased lending,

In Emerging Europe and Africa, the Czech bank restructuring agency announces it will cease bulk assct sales

for the remainder of the year; the Russian government announces plans to legislate a deposit insurance
program; and Turkey’s banking regulator reports that clean up costs to date have reached nearly 340 Bilkion.

Highlights (repeated in the attachment)
Asia (pages 2-3)

Head of one of China’s largest state-run banks critical of assct management COMpanies.

1
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India’s largest lenders worried about Enron’s threat to pull out of large power project.
India’s central bank urges greater coordination among country’s financial regulators.
Indonesia’s Bank Restructuring Agency backs away from revenue targets.

Fitch rating agency gives Bank International Indonesia “negative outlock.™
Indonesia’s banks impacted by negative spreads on fixed rate povernment bomds.
Hong Kong based bank considering purchase of Korea's tenth largest bank again.
Philippine government to increase investment in country's sixth largest bank.

Thailand's nonperforming loans edge higher.

Latin America (page 3)
Argentina's central bank effectively lowers reserve requirements by including vault cash in calculation.

State-owned Argentine bank buys 40 percent of new T-bill issue.

Emerging Europe and Africa (pages 3-d)

Czech bank restructuring agency to delay more bad asset sales,

Duma hanking committes head announces Russia will pass deposit insurance bill in autumn.
Russia’s largest state-run bank increases deposits and lending, maintains profitability.
Turkey's banking regulator reports nearly 340 billion cleanup cost to date.

Turkey's fourth largest private bank considering investment by several foreign banks.

Note: Exer Sec will receive the original and hard copies separately. Please direct any comments or additional
requests for hard copies to Paul Sanford-sanfordp.
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From:
Sant:
To:
Subject:

Importance:

Z

Fl-Tmpr.oet

- — S — e —

Wancy Lazar [nlazar@isigrp.com)
Friday, January 11, 2002 10:25 AR
15| Reader

15| Moming Palitical Report with Awdio

Hig

In today's POLITICAL REPORT:

% = 4

Enron Bolitical Fallouk
Ho Figcal Stimulus Bill, But...
Waiting Fer The Chairman
EUJ May Threaren Trade Sancticns

Blease let us know Lf you have any gquestions,

A1l the best,

Hancy LAZAr
212/446-5633
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|

A CANCER ON THE PRESIDENCY?

Hardly. We're reminded of a comment made years ago by an observer of political scandals,
who turned John Dean's famous phrase aboul Watergate around and said that Whitewater was
more like asthma than cancer for Clinton, often debilitating but rarely falal. Enron will be more
like a headache for Bush, but it is a huge political story, and here is some of the fallout:

+ Barring evidence of Bush involvement, Enron will fall well short of Whitewater in terms of
political damage to the President. So far it’s an embarrassment but not a scandal.

« Rather than the scandal angle, the more productive line for this inquiry for Democrats
will be the campaign financefinfluence buying angle. Politically this will exposa the
Bush/GOP vulnerability of being loo close to corporate interests. Lagislatively, this emphasis
will delay energy legislation and could give a boost to campaign finance reform, which has
passed the Senate, and the discharge petition in the House Is only three votes short of
forcing a floor vole.

« The Jeffords party switch last year wili make this a bigger political story, since Republicans
woukd have been less inclined to pursue congressional hearings aggressively. It will be
interesting to compare the number of Senale Enron hearings fo the number of House
heanngs.

Score another victory for Treasury Secretary
O'Meill's campaign to limit moral hazard risks
caused by government rescues. He's now lel both
Argentina and Enron go withoul assistance. Larry
Lindsey made the point over the weekend thal in few
counfries would the seventh largest company (and, we
would add, one with strong political connections) be
allowed to faill, but so far that has had as much to do
with the unfolding slory as the fact that the Clintons lost
money on thair Whitewater investments.

Lay suggested [to O'Meill] the case of
Long-Term Capital Management LP
could be a model. ... "Secretary OMNeill
then contacted Undersecretary | Peter
R.] Fisher, Undersecretary Fisher
looked at that and concluded there
wiould be no more impact on the
overall economy.” Fisher had been
mvolved in the Long-Term Capital
hailout as a Federal Reserve official.
Hashington Post
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NO FISCAL STIMULUS BILL, BUT...

We don'l expect a fiscal stimulus bill fo pass Congress this year, but that doesn’t mean thera
won't be a stimulative fiscal policy or that there will be no tax culs or spending increases. We
expect spending to be higher in some areas and a number of targeted tax culs are possible.
But we don't think that most of the elements of the widely debaled stimulus bill will be enacted
this year. Below we oulline which proposals we think are unlikely, possible and unlikely.

Likely (Above

+ Extension of unemployment benefits. Congress normally exlends unemployment
benefits during recessions, especially during election years. This will probably take
several months to get enacted as it will first gel mired in a broader lax cullstimulus
debate, though. it should amcunt to $10 1o $15 billion over the next two years.

» Higher spending on homeland security and national defense. President Bush will
request $20 billion more for the Pentagon (including $7 billion more for procurement) as
well as more funds for homeland security. Congress will probably exceed his request.

« Minor tax cuts such as extending expired tax provisions. While it won't amount to
much from a fiscal stimulus standpoint (a few billion dollars in 2002 at most), some of the
largeted tax credits fo matter to specific companies and sectors. Il could be many
manths before these expired provisions are extended, however.

ible (40% to 60% Chance

+ Targeted energy tax cuts. An energy bill is a real possibility, and such a bill would
almost certainly include a package of tax cuts designed to encourage energy production
and conservation. A House-passed bill added up to only $35 billion over len years.

+ Higher domestic discretionary spending. Higher domestic spending (education,
health research, etc.) is a near certainty, but the increase may not be large enough to
quality as liscally slimulative.

Unlike hance

+ Republican tax cut wish list. Republicans supported speeding up the Bush tax cul,
“bonus” depreciation, and repeal of the corporate AMT. Some Republicans and
Democrats also favored including a sales tax holiday or payroll tax holiday as part of a
stimulus bill last year. None of these proposals — most of which would amount to tens of
billions of dollars — are likely to pass this year.

« Democratic spending wish list. Democratic fiscal stimulus priorities are also unlikely to
become law, such as “rebate” payments to low-income workers who don’l pay income
taxes, & big boost for infrastructure spending or new federal payments for health care
insurance for the unemployed. These proposals amounted to more than $10 billion aach.

1/11 ISI GROUP
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WAITING FOR THE CHAIRMAN

Chairman Greenspan will speak on the economy (according to Bloomberg, al 1.55 pm Eastern
time). We'll gauge the impact of his comments on markel expectations for the January meating
and the exient of Fed tightening for 2002

We've been writing about the magnitude of tightening the eurodollar market is assuming for this
year and wondering who Is taking the other side of thal bel. We've heard from a few of those
investors recently, and a key part of the argument is that the post-September 11 rale culs were
crisis-driven, not fundamentally driven, and that crsis-based rate cuts have a shorter shelf life,
Faor some time the amount of Fed tightening for 2002 was about the size of the posi-Seplember
11 rale cuts (175 bp). We have some sympathy for thal point of view, but the more we thought
about i, the more those rate cuts ook more fundamentally based. The real funds rate is just
above zero, about where it has been in most past recessions,

If the futures market is right, our first thought is that stocks are in for a shock. Bul Jason
Trennert developed this table, which as a first cut suggests that Fed tightening in a
recovery Is not a disaster for stocks. Jason does note the high valuations for stocks now,
and while stocks could handle some Fed tightening, the 140 bp now priced in may be much
more than equity invesiors now expecl

Date of First Change in S&F 500 L
htenin % Change + 3Mo, % Change +6Mo. % Change + 12 Mo.
1 December 1954 B.4% 11.7% 33.4%
2 August 1958 B.1% 16.7% 27 4%
3 August 1961 2.0% 2.8% -14.7%
4 April 1971 0.6% -1.5% 6.8%
s July 1975 =12.6% =4, 9% 9.2%
& August 1980 5.2% 6.9% B.0%
7 June 1983 1.0% 2.4% =5.7%
s February 1994 5,0% -3.9% -1.9%
Average 0.7% 3.8% T.8%
S— —

Bush has to decide on steel import limits in
March. Should he take aggressive action
against European steel producers, the EU has Hassge's Dinghmuliens Ben BH

a huge weapon to wield against the US. The Ea NEsssisn Bumnlines au B0, NN
WTO has already approved $4 billion in trade

sanctions due to a US export tax subsidy,
which the EU has not yet acted on.

1/11 ISI GROUP
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Valentic, Marsha

From: Mancy Lazaer [nlazar@isigrp.com)
Sent: Thursday, January 10, 2002 9:35 AM
Ta: 151 Readar
Subject: 151 Marning Political Repat with Audio
Impaortance: High
@ -I.'I.h H L A b _-; "‘r:!.ul'rr Ly L SLARLY
1L Bl ot ! =

In today's BOLITICAL REPCRT:

Interpreting The FOMC Speakers
* Fuel-Cell Hakers Geb Big Boost
* Enrcn Investigation Update

Flease let us know Lf yal have any QUeBTIOnNS.

fill Ehe best,

Haney Lazar
212/146-5631
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202/872-5260 202/872-5261 1 ,n.f 2 J AN
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Fax: 202/530-5804 1 0

INTERPRETING THE FOMC SPEAKERS -
MAYBE A JANUARY CUT, BUT DEFINITELY NOT
THAT MUCH TIGHTENING IN 2002

This week Guynn, Santomero, McDonough, Broaddus, McTeer, Ferguson, and Poole have all
been on the tape with economic comments. Greenspan speaks both today (on economic
literacy) and tomormow (on the aconamy).

The message from the wvarous FOMC Odds of January Easing Still Low...
speakers this week have had roughly Based on Fab fad funds futures
consistant themes — they aren't confident of 40

the timing or strength of the recovery, but 35
they are confident of a recovery. In normal

times such comments would be taken as 30 4
a sign of a probable interest rate cut at
the next meeiing, and they could be
taken so now. But they are also 20
consistent with the Fed leaving rates
unchanged bul keeping the easing bias 15 - - - -
in place. Consequently, the odds of a t1-Dec  18-Dec  25-0ec  1-Jan 8-Jan
quarer-poin cut have gone up from 20%

lasl Friday to aboul 25% yeslerday,

~But & ¢ "02 rate hikes ara droppin
The clearer implication of the FOMC oo Umm 02 LIBOR \wos, e mffm!i' "
speakers is that they don't expect to -
raise rates as much as the futures
market expects. The axpecled tightening
in 2002 has fallen from 160 bp last Friday to 180 4—
140 bp yesterday. In short, the Fad doasn't
see growth crealing inflationary pressures, 160
so0 the markets shouldn't expect much 140
tightening. We think even the 140 bp is
still substantially higher than the Fed is 120 . : .
likely io do this year. 11-Dec  18-Dec  25-Dac 1-Jan A= Jan

DO - e e s e
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Nunl-Nall Bslsxs Bl Big Baxsl
Henm Hull's Hnls Rullsllig Nizn

The Bush Administration Is jettisoning a program once pushed by Al Gore 1o build a car thal
could get B0 miles per gallon in favor of more funding for fuel cell technology. As the
accompanying graph shows, the news has helped Ballard Power the past few days, the lsading
fuel cell company.

The Administration is also hoping the announcement will help reduce support in Congress for
raising corporate average fuel economy (CAFE) standards on sport ulility vehicles. Higher fual
slandards would hurt the automakers by raising the cost of their mast profitable vehicles, We
think thal if an energy bill does pass Conaress this year — which is highly uncertain — an
increase in CAFE standards is

Energy legisiation could be on 200 —
the Senate floor sometime in = ;g Ballard Power Systems
February. The House has
already passed two different
energy bills, one that would
raise CAFE standards and
provide lax incentives and
subsides for increased energy

production and conservation, &0 , _ . —
The other bill would open Ot Mow-1 Dac-01 Jan-02
ANWR to oil drilling. )

| ——= — —

ENRON INVESTIGATIONS TO HAVE BIGGER POLITICAL
THAN POLICY IMPACT

The Justice Department announced that it has launched an investigalion of Enron, joining just
about every other outfit in Washington. We have no idea whers a criminal probe will lead, but
the congressional invesligations are more about politics than policy. While five congressional
committees are investigating the company — and these hearings will get plenty of media
attention — so far there is litile evidence that major legislation (such as more regulation
of energy markets) will result from this process. Demacrats intend to use the Enron debache
o try to embarrass the Bush Administration. For example, earlier this week Democrats
demanded to know details of any Administration meetings with Enron officials. With that said,
these hearings will help pressure regulators to lighten disclosure rules. In addition, there could
be legislation Fmiting how much employer stock can be held in employee refirement plans.
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THE FED AND PRODUCTIVITY GROWTH

The Wall Street Journal has an important front-page story on a shift in the view al the Fed
(other than Greenspan) on productivity growth.

The Fed's view on productivily is important for two reasons.  First, it has Important
implications for monetary policy. Second, the Fed plays an important role in satting
private sector expectations for productivity growth. That's why an optimistic comment
on productivity growth has become part of the templale for nearly every Fed statement.

For monetary policy, lower productivity growth would mean the Fed would tightan at a
lower growth rate (that is, price pressures could emerge al a lower growth rate).

But lower productivity growth would )
also lower the neutral fed funds rate, Ilit':] Greenspan :‘:sh His gjlli:_"llsl'-;l .
implying less tightening in the next About the New Economy Too Far? W

tightening cycle. During the 1598-2000 ) . i
lighiening wﬁh. Gm&ns?:an cited rising But as capital spending continued to collapse this

roductivity as a key reason for raisi winter und spring, the Fed research d-epart_mr:nt'a
Ehn” ra'lﬂ Y e models showed that the economy's polential to

grow over the next two years was slipping 1o about
If the markel lowered s assessment of | 3% from ils estimate of more than 4% in early
expected productivity growth it could lead fo | 2000, (The economists made clear this didn't
lowar P/E ratios, lower real interasl rales | pecessarily affect the longer-run outhook. )

(the bulk of the run-up in long-term rates

. —

since early Movember has been a rise in
real rates, not in expected inflation), and a weaker dollar. Lower long-term productivity
growth would also reduce future Federal budgel revenues

The arficle no doubt is a sign of a growing debate within the Fed. But we shouldn't overstate
the importance of the debale. I thare were conflicting views among the Chairman, other
Board members, and the staff, you'd still bet on the Chairman’s views prevalling.
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PRESIDENTIAL CYCLE SAYS NEXT YEAR
SHOULD BE GOOD FOR STOCKS

We're not big believers in the presidential cycle, but it doesn’t do a bad job in giving a broad
view of the market's direction. The notion is that presidents try o gel the bad news oul of the
way earty in their term in order to have a smoothly running economy as they run for re-alection.
Presidents do have that motivation, but others (Congress, the Fed) may nol share it, plus there
are 80 many other factors driving share prices.

= The S&P return is much betier in the second half of a presidential term than in the first hall.

+ Down years for the market tend lo come early in a president's term. Of the 16 years in which
the S&P fell, 13 were in the first half of a term.

* Including Bush's, there have been 15 terms coverad by the data In the graph, and 12 of the
terms had negalive years in the first half. For Democrats, the second year has lyplcally been
the bad one, bul for Republicans it's the first — 6 out of 8 GOP tarms started with a fall in the
first year. With a decline in the S&P in 2001, Bush is holding to the patlern so far. The
average for the second year of a GOP term is 11%, so the presidential cycle would suggest
a good 2002 for the S&P,
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ENRON UPDATE

While most of Congress’ attention (and our own) was focused on the stimulus and fermorism
insurance bills earlier this month, the House Financial Services and the Senate Commerce
commitiees held hearings on the collapse of Enron. While it is too early to tell if any new laws
will be passed as a rasull of the Enron fiasco, balow we highlight the issues on which members
of Congress have so far focused.

Congress will return 1o the Enron issue m early Fabruary, whan Ken Lay is expected o teslily.
You can be sure Democrats will be pointing out that Lay was a major fundraiser for President
Bush and congressional Republicans,

+ Wall Street Research. The House Financial Services Commitiee had already been
helding hearings on this issve, bul it was a major focus of key Republican and
Demaocratic members of the commitiee. The Chairman of the Committee, Mike Oxley
{R-0H), observed in his opening statement that when Enron’s stock dropped below a $1,
half of Wall Streel analysts slill had a *buy” rating on the company.

+ Employee Refirement Plans. Enron employees, many of whom had a significant
amount of their 401{k) retirement plans in Enron stock, were prohibited from selling it
during several critical wesks. In addilion to this limitation on selling, therg s
congressional interest in prohibiting employee retiremeant plans from being concentrated
in the siock of their employer. Senators John Corzine {D-MJ) and Barbara Boxer (D-CA)
have introduced legislation requiring that employee retirement plans be diversified.

» Regulation of Energy Trading. Senalor Byron Dorgan (D-ND) suggested at the
Commerce Commitlea hearing that more regulation of energy trading may be required,
although we think this has litle chance of passing Congress. Oxley pointedly stated in
his opening remarks at the House hearing thal he wouldn't let Enron’s collapse be used
“as a vehicle to make big-government arguments against electncity markels ®

+ Restriclions on Special-Purpose Entities. Special-purpose enliies (SPEs) are the
partnerships and olher off-balance sheel financing entities created by Enron and other
companies. Senator Hollings, the Chairman of the Senate Commerce Committea,
suggested thal Congress should consider prehibiling SPEs. We think that is a very
unlikely oulcome, More likely would be accounting rule changes (by FASB, not
Congrass) that would require more disclosure of the delails of these financing tools.

12/28/01 ISI GROUP

00100000000995



4 of 4
INDIA-PAKISTAN STEP BACK, FOR NOW

By sticking to diplomatic retaliation, Indian Foreign Min: Can't Gauge

the two countries at least for now Closeness To Pakistan War AP

have refrained from more serious With their armies ready for war, India and
trade or military escalation. That Fakistan battled diplomatically Thursday,

gives international efforts to head expelling embazsy staff and banning planes from

each other's airspace.

off a military clash a great chance
of success. A conflict prior to a
possible meeting between the two
countries’ leaders late next week
seems unlikely.

US Admin Suggests India, Pakistan
Talk At 5 Asia Summit 4P

B o, e R

KAL, Kevin Kallaugher, The Eeonomiss
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TRADE VOTE TRENDING TOWARD PASSAGE
The Stakes

. Economic policy — A successful TPA vote would confinue the favorable momentum for
freer trade that the Qatar WTO meeting started last month. A selback for TPA could send
the signal to US trading pariners that sericus negotiating in the WTO is nol called for, since
Bush can'l count on congressional support. Trade lalks would be stalled but not killed.

. Palitics — The Bush Administration is going all-out o win the vote, so it's a test of Bush's
legislative clout.

. Financial markets - In recent years sethacks to fast-frack negotiafing authority have not
been markel-maving events, so we doubt a setback (defeal or delayed vole) this week
would be a negative. But because it has both policy and political significance, we can't rule
out the possibility that this time a setback could have a negative markal impact.

The Outcome

A vote is scheduled for today, but could be put off until tomorrow or, less likely, unlil after
the stimulus bill is sent to President Bush. House Republicans, Adminisiration officials and
business lobbyists iold us yesterday they think they have finally rounded up enough votes
for passaga.

Business lobbyists believe that aboul 25 Democrats will vote for TPA, a number thal was
boosted yeslerday by a Republican commitment to include a $30 billion package for the
unemployed as part of the stimulus bill. If 25 Democrats vote for TPA, House Republican
lsaders need to produce 193 votes 1o ensure passage — which thay (and we) believe they
have. Bul Robert Matsui (D-CA), the top Democral on the trade subcommillee, predicted
that only 8 Democrats will vote for TPA, a number that would ensure its defeal. The
outcome hinges on a handful of mostly western Democrats, many of whom
represent high-tech areas and have tried to develop pro-business bona fides.

If TPA passes the House this week, the Senate will take up the measure next year, where il
should pass with a reasonably comfortable margin,
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ENRON FALLOUT CONTINUES (JUST GETTING STARTED?)

Enron Hearing Set For Dec. 12 Although there will be some collateral
Before Two House Panels Bloomberg political damage, the lasting effects of

the Enron collapse will be in disclosure
and conflict-of -interest rules.

Calif Democrat Asks Cheney To Yesterday's Washington Post had a
Disclose Enron Mtg Details front-page story on conflicts in the
Bloomberg accounting profession, and yesterday's

Wall Street Journal had a front-page
story on Enron's “culture of operating

Mew Orleans Times-Picayune’s Alpert reports, outside the public's view.”
the sudden collapse of Enron "will be a hlow to
fundraising for members of Congress, more
than half of whom have received campaign
cash" from Enron's PAC and its top execs.
Huoiline

The AFL-CIO recently filed a shareholder

e e Sell-side research hasn't received the
Ya compan —

next proxy. It asks Goldman Sachs to ban brunt of criticism over Enron, but it
analyst ownership of covered securities, faces a hard road back to credibility in

involvement of analysts in underamiting sales the aftermath of the tech boom/bust.
tzams, and linking analyst compensation to
the financial performance of Goldman's
investment banking business, Shye

ADMINISTRATION OPPOSES SENATE FARM BILL

In a strongly worded latter, the Bush Administration announced it opposes the F!enwat-in farm
bill being considerad on the Senate floor. The strong stand by the Administration — along with
ather factors — make passage of a farm bill this year wnlikaly.
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TERRORISM INSURANCE BILL STILL A CLOSE CALL

While we think the larrorism insurance bill has shightly less than a 5050 chance of becoming
law this year, there are ongoing negotiations in the Senate that are narrowing the differences
between Democrals and the GOP. At this point, though, a compromise on the liability issue is
siill the major obstacle that could derail a bill, Stay tuned.

STIMULUS PACKAGE UPDATE

A stimulus package that would cul taxes and increase spending by $75 to $100 billion
next year is on track to become law in the next few weeks. In order to attract Democratic
votes for the trade promotion bill, House Ways and Means Committee Chairman Bill Thomas
(R-CA) announced yesterday that the GOP would support a much more generous package for

the unemployed, which was a foregone conclusion anyway.

PoLiTicAL TRIVIA— AGE AND POLITICS

Thurmond celebrates 99th birthday Thurmond is both the longest-serving

Blvomberg and oldest Senator ever. For those

inclined to political trivia, in October

Ronald Reagan became the oldest

Ir_..nii Crouch h‘l_lth;uiﬁqd}', ‘r:ml:lsl president ever, surpassing John Adams,
(3} as ome-time hahy =i o .

Thumond, died 1213 ul:.:h:r;:: of 109, who lived S0 years end 8 months. For

Hotline a website offering up a rather grim

brand of political trivia, see

www , politicalgraveyard. com.
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TRADE VOTE TRENDING TOWARD PASSAGE
The Stakes

. Economic policy — A successful TPA vole would confinue the favorable momentum for
freer irade that the Gatar WTO mesting started last month. A setback for TPA could send
the signal to US trading pariners that serious negoliating in the WTO is not called for, since
Bush can'l count on congressional support. Trade talks would be stalled but not killed.

. Politics — The Bush Administration is going all-out to win the vote, so it's a tes! of Bush's
legislative clout.

. Financial markets — In recent years setbacks to fast-track negotialing authority have nol
been markel-moving events, so we doubt a setback (defeat or delayed vote) this week
would be a negative. Bul because it has both policy and political significance, we can't rule
out the possibility thal this lime a setback could have a negative market impacl.

The Outcome

A vole is scheduled for today, bul could be put off until lomorrow or, less likely, until after
the stimulus bill is sent to President Bush. House Republicans, Administration officials and
business kobbyists lold us yesterday they think they have finally rounded up enough voles
for passage

Business lobbyists believe that about 25 Democrats will vole for TPA, a number that was
boosted yesterday by a Republican commitment to include a $30 billion package for the
uremployed as part of the stimulus bill. If 25 Democrals vole for TPA, House Republican
leaders need to produce 193 voles to ensure passage — which they (and we) believe they
have. But Robert Matsui (D-CA), the top Democrat on the trade subcommitiee, predicted
that only B Democrats will vole for TPA, a number thatl would ensure ils dafeat. The
outcome hinges on a handful of mostly western Democrats, many of whom
reprasent high-tech areas and have tried to develop pro-business bona fides.

If TPA passes the House this week, the Senate will take up the measure next year, where if
should pass with a reasonably comfortable margin.
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ENRON FALLOUT CONTINUES (JUST GETTING STARTED?)

Enron Hearing Set For Dec. 12 Although there will be some collateral

Before Two House Panels Bloombers political damage, the lasting effects of
the Enron collapse will be in disclosure
and conflict-of -interest rules.

Calif Democrat Asks Cheney To Yesterday's Washington Post had o

Disclose Enron Mtg Details front-page story on conflicts in the

Bloomberg accounting profession, and yesterday's

Wall Street Journal had a front -page
story on Enron's “culture of operating

Mew Orleans Times-Picayune's Alper reports, outside the public's view."”
the sudden collapse of Enron "will be a blow to
fundraising for members of Congress, more
than half of whom have received campaign
cash® from Enron's PAC and its top execs,
Hatline

The AFL-CIO recently filed a shareholder

proposal at Geldman Sachs, to be voled on ~ p

by all of the shareholders on the company's Sell-side rtum"ch hasn't received the
next proxy. [t asks Goldman Sachs to ban brunt of criticism over Enron, but it )
analyst ownership of coverad securities, faces a hard road back to credibility in

involvement of analysts in underwriting sales the aftermath of the tech boom/bust.
teams, and linking analyst compensation 1o
the financial performance of Goldman's
invesiment banking business. Slate

i — — —

ADMINISTRATION OPPOSES SENATE FARM BILL

In a strongly worded letter, the Bush Administralion announced it opposes the Democratic farm
bill being considered on the Senale floor. The sirong stand by the Administration — along with
other faclors — make passage of a farm bill this year unlikely.
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TERRORISM INSURANCE BILL STILL A CLOSE CALL

While we think the terrorism insurance bill has slightly l2ss than a 50/50 chance of becoming
law this year, there are ongoing negotiations in the Senate that are narrowing the differences
between Democrals and the GOP, At this point, though, a compromise on the liability issue is
still the major cbstacle that could derail a bill. Stlay tuned.

STIMULUS PACKAGE UPDATE

A stimulus package that would cut taxes and increase spending by $75 to $100 billion
next year is on track to become law in the next few weeks. In order to atiract Democratic
voles for the trade promotion bill, House Ways and Means Committee Chairman Bill Thomas
{R-CA) announced yesterday that the GOP would support a much more generous package for
the unemployed, which was a foregone conclugion anyway.

POLITICAL TRIVIA — AGE AND POLITICS

Thurmond celebrates 99th hirthday Thurmond is both the longest-serving
Bivomberg and oldest Senator ever. For those
inclined to political trivia, in October
Ronald Reagan became the oldest

:—ﬂi‘ Crouch “:_ﬂfh'::;{m!::h '1:““3‘5t president ever, surpassing John Adams,
famous as one-Lime baby sitter for® who lived 90 years and 8 months. For
Thurmond, died 1273 at the age of 109. a website of fering up a rather grim

Haotline brand of political trivia, see
waw, politicalgraveyard.com.
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TERRORISM INSURANCE BILLS INTRODUCED IN SENATE;
CHANCE OF PASSAGE LESS THAN 50/50

Thres key players in the Senate intreduced terrorism insurance bills last week, but none of the
of Senate Majority Leader Tom Daschle (D-5D), who has
lation in the Senate until there is a consensus bill. The big
yers not be liable for punitive damages

bills apparently has the support
indicated he won't bring up legis
problem: liability reforms. The GOP insists that taxpa
awards resulting from a lerrorist attack and Democrats insist there be no changes to Rability
laws. While It is a close call, at this point we believe it is more likely the terrorism
insurance bill will die in the Senate over the liability issue than bacome law.

Terrorism Insurance Bills

Sponsor Summary Deductible | Repayment Liability
to Taxpayers Reforms
Gramm Based on orignal agreement | $10 billon. Mo, Bans punitive
(bill number betwaen Administration, damages.
not ZSarbanes (D-MD) and
B"I'EIIEI:‘E} himsel, Government would
pay 90% of damages above
industry-wide deductible.
Hollings Creales a national fund paid | Once losses Mo, but industry | Mone.
(5. 1743) for by assassments on equal 10% of pays @ premium
indusiry. Also creabes a premiums for equal to 3% of
tamporary fund for next three | an individual Qross
years similar to other bilis. COMPany. premiums.
Government pays 90% of
losses in first year, B0% in
wears 2 and 3.
McCain Would pay B0% of damages | NA. Yes, Caps punitive
(5. 1744) thatl exceed individual damages.
companies’ resenas.
House- Government would pay 90% | 5100 milon, Yas. Bans punitive
passed bill | of damages once industry- damages, lmits
(H.R. 3210) wide deductible reached. NOM-ECONOmc
damages and caps
lawyer lieas,
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ENRON LIKELY TO ENGAGE WASHINGTON ON MANY FRONTS

lts too scon to say anything definiive, but Enron's collapse will occupy Washington
policymakers and politicians from many points of view:

+ The Fed — The Fed's crisis management skills could be tested depending on how
Enron's posilions are unwound, although there's not too much concem evident on that
front now. Discount window lending may lake place with affecled banks, and at the
margin the unsettling market impaci of Enron will be one more reason for the Fed to
aast.

« Accountants — The objectivity of audits will be an especially sirong area of inquiry for
Congress. This issue is likely to be the focus of House Energy and Commerce
hearings In the coming weeks. Wall Street research could also get hil in the search for
those who should have wamed aboul what was going on in Enron’s books.

+ Disclosure — As in the LTCM aftermath, Washington will most likely demand more
disclosure for companies’ financial ransactions, both to the relevanl agencies and 1o
the companies’ creditors.

« Energy markets — So far there's no evidence of disruption, but congressional hearings
will focus on this topic as well. This could be the focus of the Senate Energy
Committes,

« Deregulation - Although one could argue that Enron doesn't relale much to the energy
deregulation debate, and the Bush Adminisiration will continue to push for if, Enron's
collapse has lo reduce the incentive for most poliicians to engage in that push. A Wall
Streat Journal story Friday also said the coliapse of the Dynergy-Enron deal cast a bad
light on financial services deregulation (given JP Morgan's and Citigroup’s role in the
aborted deal), that strikes us as a very premature judgment in terms of any Washington
action. :

» Populism — Given the devastation to the 401 (k) plans of many Enron employees, there
is a real potential for a populist reaction by politicians in both parties. Any evidence
that senior execulives at the firm took care of themsalves would intensily this.

« Politics — There are early signs that Democrats see some advantage in the issue, due
to the close lie batween former CEO Ken Lay and Bush and between the company and
the Republican Pary. For example, Enron would be a big beneficiary of the House
stimulus bill's refund of corporate AMT credits. But with no help offered by this
Administration to Enron, this will fall well shorl of a scandal.
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PivoTaL House TRADE VOTE SET FOR THURSDAY

We tend to be pessimistic on the White House's chances of winning a key trade vote
scheduled for this Thursday in the House.

s Amidst uncerain vote counts, House leaders have scheduled a vole for this Thursday
on Bush’'s Trade Promotion Authority (TPA) legisiation (the proposal formerly known as
fast track).

« Vole counls lo date have been bleak, but the number of undecideds is high. The
thinking is that only by forcing legislators lo commit will they know if they have the
voles.

= The plan is to reprise the strategy used on the stimulus bill and the airline sacurity bill -
rely heavily on White House and leadership involvement to secure a maximum number
of Republican votes. In addition, proponents hope lo pick up enough pro-trade
Demaccrats to gamer a majority.

« Our sense is that they face an uphill fight. We think there are more Republicans who
for constituent reasons will be opposing TPA compared to GOP defections on the
stimulus or airfine security bills. And the number of likely Democratic “yes® votas will be
very small. A good share of those that had voted for Clinton's fast-track bills did so
mainly out of loyalty to Clinton and won't be there on this vote, particularly in light of the
partisan atmosphere characierizing most recent House debates. Furtharmore, the
President’s involvement so far has been minor, although that is expected to pick up in
the naxt few days.

« On the other side, the lsadership appears to be going all-out on the vole - Ways and
Means Chalrman Thomas is scheduling votes on trade adjustment assistance and the
Customs Service lo secure more voles.

« We don't have a strong view, but we lean more toward the view that TPA
supporters will fall short. It's possible that they would actually be defealed, buf
{despite statements to the conlrary) we think the leadership would not move to vole if
they thought they would lose,

« The TPA vole comes after the successful WTO meeting in Qatar, which gave trade
liberalization some momentum. A setback for TPA would make capitalizing on that
momentum difficult, since other countries would guestion the US domestic political
support for new trade pacts and thus be reluctant to make meaningful concessions.
Despite these negative consequences, in the past, setbacks for fast track were
not market-moving events.
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CENTRAL BANK WATCH
Central Bank Mext 2
—KeyRate | Meetings Outlook
Federal Reserve 12111 | We think the Fed will cut rates by a quarter-point cut in
— 2.00% target 1/an.31 | December. The Fad's calculation of the real fed funds rate
Fed funds (using core PCE deflator) and Japan's expernence lead us to
(% point cut think the Fed will cut rates next week. A January rate cut is
an 11/6) possible if the data come in weaker than we expecl.
Bank of Japan 12/18-19 | The outlock for an imprevement in the policy mix in
— above ¥6trlion | 44z 45 Japan is poor. BOJ meets again this week. There is
in bank raserves increased pressure on BOJ to ease further, aither by buying
(approx. 0% more JGBs or by buying foreign-currency denominated
overnight call bonds. Meither option is likely soon, and BOJ wants to wait
rata) for a stronger bad debt approach by the government.
European 126 The ECB is done for the year, but we expect more
Central Bank 12/20 easing early next year. Weaker dala in France and
-3.25% Germany point to more easing, but probably next year, not
refinancing rate nandt month.
(¥ point cut on
11/8)
CENTRAL BANK CALENDAR
Mon (3] | Greenspan speaks on “The Challenges of Globalization™ in Washinglon.
Fed — Moskow speaks in Chicago.
ECB — Padoa-Schioppa speaks in Rome.
ECB — Liebschar speaks in Vienna.
ECB — Welteke speaks in Frankfurt.
B0 releases minules from the Oct 29 monetary policy meeting.
Tue (4") | BOE meels.
Wed (5") | Fed — Meyer speaks in Swarthmore, Pennsylvania.
ECE — Council member Wellake speaks in Frankfurt.
ECB — Domingo Solans spaaks in Frankfurt.
BOE announcas interest rate decision
Thu (87} | Fed — McDonough speaks in New York.
ECB meets.
ECB President Dulsanberg briafs the press after interest rale decision.
Fri (7") ECB and the Bundesbank hold a press conference about EU accession in Berlin.
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THiIS WEEK IN CONGRESS
SECTOR WATCH
Sector Issue Analysis
Energy Ol driling in | The GOP plans lo offer an amendment to allow cil drilling in the
ANWR Artic National Wildlife Refuge (ANWR) in Alaska 1o a railroad

refirement bill as early as today. The amendment could pass,

but it would likely lead to a filibuster of the bill.
Farm Farm bill The Senate could take up the farm bill as early as this week.
Equipment,
Fertilizar

PoLiTicaL CALENDAR

Tue (4") | Senate Finance Com markup of trade assistance.

Senate Appropriations subcom hearing on cloning.

Senate Appropriations subcom markup of defense appropriations.

Senate Environment and Public Works Com hearing on bio-contamination.
House Energy and Commerce subcom hearing on markeiplace compelition.
Housa Judiciary Com hearing on the video distribution market.

House Ways and Means subcom hearing on the Medicare+Choice Program.

Wed (5" | Senate Commaerce, Science and Transporation subcom hearing to examine the
technology sector in timeas of crisis.

House Energy and Commerca subcom hearing on power plant security.
House International Relations Com hearing on anthrax sources.
House Science Com haaring on biotemorism preparedness.

Thu (6™ Senate Commerce, Science and Transportation Com hearing o examine the
corporale average fuel economy.

Senate Foreign Relations Com hearing on the political future of Afghanistan.
AG John Ashcroft leslifies before Senate Judiciary Com hearing on DOJ

L E R il el R - R R e B R B B B o B B B B B R B B o B

oversight.
- This LA Times article reflects

Congress Misses Its Chance a shift against the stimulus bill

to Jolt the Economy among the elite. If a bill

LA Times doesn't pass this month, it is
very unlikely to happen next
year,
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SENATE CONFIRMS FED GOVERNORS

Last Tuesday the Senate confirmed Bush's two nominees to the Board of Governors af the
Federal Reserve, Once they are sworn in, the roster of the Board will be as shown. The next
decisions for Bush on the Fed will be filing the vacancies caused by Kelley's expected
retirement and the expiration of Meyer's term.

FEDERAL RESERVE BOARD OF GOVERNORS

Member Term expires Jan 31,
Alan Greenspan (Chairman)’ 2006
Roger W. Ferguson, Jr. (Vice Chairman)® 2014
Laurence H. Meyer 2002
Edward W. Kelley, Jr.* 2004
Edward M. Gramlich 2008
Susan Bies' 2012
Mark Olson® 2010

' Term as chairman ends Jun 20, 2004.

! Term as Vies Chairman axpiras Oct 5, 2003,

¥ Has announced he will retive when a new Board member has been confirmed.
* Confirmad by Senate on Mow 27, 2001,

¥ Confirmed by Senale on Mov 27, 2001

R e Il il il il Rl Rk kRl - Rl Bl Rl Bl - Bl Rl Rl - Bl e Rl B
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In today's POLLITICAL EEPORT:

Terrorism Insurance Bills Introduced in Senate
Enrcn Likely to Bagage Washington on Maoy Fronts
Pivotal House Trade Veote Set for Thursday
Central Bank Wabch

This We=k in Congress

Senate Confirme Fed Governors

o= ¥ %4 & W

Fleamse let us know if wyou have any gueations.

all the best,

Hancy Lazar
212/446-56132
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ISI INTERNATIONAL STRATEGY & INVESTMENT

MORNING POLITICAL REPORT| MON

Tom Gallagher Andy Laperriere
202/872-5260 202/872-5261
tgaflagher{@isigrp.com alaperriere@isigrp.com

Fax:202/530-5804

TERRORISM INSURANCE BILLS INTRODUCED IN SENATE;
CHANCE OF PASSAGE LESS THAN 50/50

Three key players in the Senate introduced terrorism insurance bills last week, but none of the
bills apparently has the support of Senate Majority Leader Tom Daschle (D-5D), who has
indicaled he won't bring up legislation in the Senate until there is a consensus bill. The big
problem: liability reforms. The GOP insists that taxpayers not be liable for punitive damages
awards resulting from a terrorist attack and Democrats insist there be no changes to Rability
laws. While it is a close call, at this point we believe it Is more likely the terrorism
insurance bill will die in the Senate over the lability issue than becoma law.

1 of 6

Click
For
Amidln
Sunimary

P
DEC
3

Terrorism Insurance Bills

Sponsor Summary Deductible Repaymant Liabllity
to Taxpayers Reforms
Gramm Baszed on orginal agreamant | 510 bilkon, M., Bans punitive
(bill number | between Administration, damages.
not Sarbanes (D-MCY) and
available) himself. Government woubd
pay 90% of damages above
industry-wide deductiblo.
Hollings Creates a national fund paid | Once losses No, bul industry | None.
(S. 1743) for by assassments on equal 10% of a pramium
| industry. Also creates a presniums for equal to 3% of
| temporary fund for next theee | an individual gross
years similar lo olher bills, COMpany. [premilms.
Governmant pays 30% af
bnzaes in firat year, B0% n
years 2 and 3.
hcCain Would pay 80% of damages | NA. Yes. Caps punilivi
(5. 1744) that excead individual | damages.

B companies’ reseres,
Housa- Government would pay 90% | $100 million. Yes Bans punitive
passed bill | of damages once industry- damages, limils
(H.R. 3210} | wide deductible reached. NON-Economic

damages and caps
lawyer fees.
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ENRON LIKELY TO ENGAGE WASHINGTON ON MANY FRONTS

I's too soon to say anything definitive, but Enron's collapse will occupy Washington
policymakers and politicians from many points of view:

» The Fed — The Fed's crisis management skills could be tesled depending on how
Enron’s positions are unwound, although there's nol too much concem evident on that
front mow. Discount window lending may take place with affected banks, and al the
margin the unsetling market impact of Enron will be one more reason for the Fed to
ease.

« Accountants — The objectivity of audits will be an especially strong area of inquiry for
Congress. This issue is likely to be the focus of House Energy and Commerce
hearings in the coming weeks. Wall Street research could also get hil in the search for
those who should have wamed about what was going on in Enron's books.

« Disclosure — As in the LTCM aftermath, Washington will most likely demand more
disclosure for companies’ financial transactions, both to the relevant agencies and to
the companies” creditors

« Energy markets — So far there’s no evidence of disruption, bul congressional hearings
will focus on this topic as well. This could be the focus of the Senate Energy
Committes.

« Deregulation — Although one could argue that Enron doesn't relale much to the energy
deregulation debate, and the Bush Administration will continue fo push for it. Enron's
collapse has to reduce the incentive for most poliicians to engage in that push. A Wall
Streat Journal story Friday also sald the collapse of the Dynergy-Enron deal cast a bad
light on financial services deregulation (given JP Morgan's and Citigroup’s rode in the
ahorted deal), that sirikes us as a very premature judgment in terms of any Washington
action.

« Populism - Given the devastation to the 401{k) plans of many Enron employaes, there
is a real potential for & populist reaction by politicians in both parties. Any evidence
that senior execullves at the firm took care of themselves would intensify this.

s Politics — There are early signs thal Democrals see some advantage in the issue, due
to the close tie between former CEO Ken Lay and Bush and between the company and
the Republican Party. For example, Enfon would be a big beneficiary of the House
gtimulus bill's refund of corporate AMT credits. But with no help offered by this
Administration to Enron, this will fall well short of a scandal.
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PivoTAL House TRADE VOTE SET FOR THURSDAY

We tend to be pessimistic on the White House's chances of winning a key trade vote
scheduled for this Thursday in the House.

« Amidst uncerain vole counts, House leaders have scheduled a vote for this Thursday
on Bush's Trade Promation Authority (TPA) legislation (the proposal formerly known as
fasl track).

+ Vole counts to date have been bleak, but the number of undecideds is high. The
thinking is that only by forcing legislators to commit will they know if they have the
volas.

» The plan is to reprise the strategy used on the stimulus bill and the airline security bill -
rely heavily on White House and leadership involvement to secure a maximum number
of Republican voles. In addition, proponents hope to pick up enough pro-trade
Democrats to garner a majority.

+ Our sense is that they face an uphill fight. We think there are more Republicans who
for consfituent reasons will be opposing TPA compared lo GOP defections on Ihe
stimulus or girline security bills, And the number of likely Democratic "yes” votes will be
very small. A good share of those that had voled for Clinton's fasi-track bills did so
mainly out of loyally to Clinton and won't be there on this vote, particularly in light of the
partisan atmosphere characlerizing most recent House debates. Furthermore, ihe
President's Involvement so far has bean minor, although that is expected to pick up in
the next few days,

« 0On the other side, the leadership appears to be going all-out on the vote — Ways and
Means Chairman Thomas is scheduling votes on trade adjusiment assistance and the
Customs Service to secure mora voles.

« We don't have a strong view, but we lean more toward the view that TPA
supporters will fall short. It's possible that they would actually be defeated, but
{despite statements to the contrary) we think the leadership would not move fo vote if
thay thought they would lose.

« The TPA vole comes afler the successful WTO meeting in Qatar, which gave trade
liberalization some momentum. A setback for TPA would make capitalizing on that
momentum difficull, since other countries would question the US domestic political
support for new frade pacts and thus be reluctant to make meaningful concessions.
Despite these negative consequences, in the past, setbacks for fast track were
nol market-moving events.
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CENTRAL BANK WATCH

Central Bank Mext 2
—KeyRate | Meetings Outiook
Fedaral Reserve 1211 We think the Fed will cut rates by a quarier-point cut in
- 2.00% target 1/30-31 December. The Fed's calculation of the real fed funds rate
Fed funds {using core PCE deflator) and Japan's experience lead us lo
(¥4 point cut ihink the Fed will cut rales next week. A January rate cul is
om 11/8) possible if the data come in weaker than we expacl.
Bank of Japan 12M8-19 | The outlook for an improvement in the policy mix in
~ above ¥6trllion | 4.e 46 Japan is poor. BOJ meels again this week. There is
in bank reserves increased pressure on BOJ to ease further, either by buying
(approx. 0% mare JGBs or by buying lorelgn-currency denominated
ovemight call bonds. Meither option is likely soon, and BOJ wants to wail
rate) for a sironger bad debl approach by the govemment.
European 1216 The ECB is done for the year, but we expect more
Central Bank 1/20 | ®@%ing early next year. Weaker data in France and
-3.25% Garmany point to more easing, but probably next year, not
refinancing rate next month.
(% point cut on
11/8)
CENTRAL BANK CALENDAR
Mon (37} | Greenspan speaks on “The Challenges of Globalization” in Washington.

Fed — Maskow speaks in Chicago.

ECB — Padoa-Schioppa speaks in Rome.

ECB — Liebscher speaks in Vienna.

ECE — Welleke speaks in Frankfurl.

B0 releases minutes from the Oct 29 monetary policy meeting.

Tue (4™ | BOE meets
wed (5™ | Fed — Meyer speaks in Swarthmore, Pennsylvania
ECE — Council member Welteke speaks in Frankfurl.
ECB — Domingo Solans speaks in Frankfurt.
BOE announces interest rate decision.
Thu (6™ | Fed — McDonough speaks in New York.
ECE meels.
ECE President Duisenberg briefs the press after interest rate decision.
Fri (7" ECB and the Bundesbank hold a press conference about EU accession in Berlin.
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THIS WEEK IN CONGRESS

SECTOR WATCH
Sector Issue Analysis
Energy Ol drilling in | The GOP plans to offer an amendment to allow oil drilling in the
ANWR Artic National Wildlife Refuge (ANWR) in Alaska to a rallroad
refirement bill as early as loday. The amendment could pass,
but it would likely lead to a filibuster of the bill.
Farm Farm bill The Senate could take up the farm bill as early as this week.
Equipmant,
Ferilizer
PoumicaL CALENDAR

Tue (47 Senale Finance Com markup of trade assistance.

Senale Approprations subcom hearing on cloning.

Senate Appropriations subcom markup of defense appropriations.

Senate Environment and Public Works Com hearing on bio-contamination.
House Energy and Commerce subcom hearing on marketplace compelition.
House Judictary Com hearing on the video distribution market.

House Ways and Means subcom hearing on the Medicare+Choice Program.

Wed (5™ | Senate Commerce, Science and Transporiation subcom hearing to examine the
technology seclor in imes of crisis.

Housze Energy and Commerce subcom hearing on power plant security.
House International Relations Com hearing on anthrax sources.
House Science Com hearing on bioterrorism preparedness.

Thu (6™) | Senate Commerce, Science and Transportation Com hearing o examine the
corporate average fual economy.

Sanate Foreign Relations Com hearing on the political future of Afghanistan.
AG John Ashcroft testifies before Senate Judiciary Com hearing on DOJ

—Ln—t..n'—'m-—'u':-—-:r:—:.ﬂ—-:.r:lHl:.l':-—-m—m—m-—-m-—m—m—m—*m-—m—m—m-—-1'.-':-—

oversight.

This LA Times article reflects

Congress Misses Its Chance a shift against the stimulus bill

to Jolt the Economy among the elite. If a bill

LA Times doesn’t pass this month, it is
very unlikely to happen next
year.
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SENATE CONFIRMS FED GOVERNORS

Last Tuesday the Senate confirmed Bush's two nominees to the Board of Govemnors of the
Federal Reserve. Once they are sworn in, the roster of the Board will be as shown. The next
decisions for Bush on the Fed will be flling the vacancies caused by Kelley's expeclad
retirerment and the axpiration of Meyer's term.

FEDERAL RESERVE BOARD OF GOVERNORS

Member Term expires Jan 31,
Alan Greenspan (Chairman)’ 2006
Roger W. Ferguson, Jr. (Vice Chairman)® 2014
Laurence H. Meyer 2002
Edward W. Kelley, Jr.* 2004
Edward M. Gramlich 2008
Susan Bies® 2012
Mark Olson® 2010

' Term as chairman ands Jun 20, 2004,

? Torm as Vies Chairman expires Ocl 5, 2003

1 Has announced he will relire when a new Boand mamber hag bean confirmad
* Confirmed by Senate on Nov 27, 2001,

¥ Confimed by Senate on Mov 27, 2001.
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Board of Governors of the Federal Reserve System
Department of the Treasury
Commaodity Futures Trading Commission
Securities and Exchange Commission

December 26, 2001

The Honorable J. Dennis Hasters
Speaker of the House

United States House of Bepresentaiives
Washington, DO, 20515

Dear Mr. Speaker:

We are pleased o iransmit our report on retail swaps as required by the Comnumodity Futuses
Modernizaton Act of 2000 (CFMA™).

The CEFMA dirceied the Board of Govemnoers of the Federal Reserve System, the Secretary of
the Treasury, the Commodity Futises Trading Commission, and the Securities and Exchamngpe
Cormrmiszsn (ihe “agencies”) o shedy isues regarding the offenng of swap agrecments o el
customers, pincipally small businesses and individuals.

Specihically, the study was to address the podentin] uses of swap agreements by retail
customers; whether financial institutions are willing to offer such swap agreements; the appropriate
regulatory siruchire, il any, o address cusiomer protection ssues with respect 1o the offering of ach
swap agreements, and other matters the agencies deemed necessary or appropriate to address. The
agencies mierviewed several polential markel participants whose views are desenbed in the repor.

The CFMA also directed the agencies to submit & report 1o Congress on the findings and
conclusions of the study, along with amy recommendations for legeslative action.

As inddicated in the repoit, the agencies do nod recommend legislative action af this fime for
swap agreements offered 1o retaill customers.

Stall of the Federal Deposit Insurance Corporation, the Federal Beserve Bank of New Yok,

and the Office of the Comptroller of the Currency worked with the agencies dunng the study and
participated m the preparation of the enclosed report.
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We appreciate the opporiunily 10 comviay this report (o o,

Sincerely,
Aban Greenspan Paul H. O Mell
Chainman Secretary
Board of Governors of the Federal Reserve Department of the Treasury
James E. Mewsome Harvey L. Pin
Clwatrman Chadrman
Commuodaty Futures Tradmg Commission Securiiies and Exchange Commuassion

Q0200000000507



Board of Governors of the Federal Reserve System
Department of the Treasury
Commuodity Futures Trading Commission
Securities and Exchange Commission

Drzcember 2o, 201

The Hororable Richard B, Cheney
Presudent of the Senate

Limited Siates Senaie

Washington, D.C. 20510

Dear Mr, Presiclent:

W are pleased to transmit our report on retall swaps as requined by the Commodity Futures
Modemization Act of 2000 (“CFMA™),

The CFMA chrecied the Board of Governors of the Federal Beserve System, the Secretary of
the Treasury, the Cormmadity Futures Trading Commission, and the Securities and Exchange
Commission (He “apencies”) w siudy issues reganding the offering of swap agreements 0 relail
customers, principally small isinesses and medividusls.,

specifically, the smudy was 10 address the potential usez of swap agreements by retail
customers; whether tinancial mstiutions are willing to offer such swap agreements; the appropriate
regulatory structure, ifany, to address customer protection issues with respect to the offering of such
swap agreements; and other matters the agencies deemed necessary or appropriate to address. The
agencees interviewed several potential market participants whose views are described in the repot.

The CFMA also directed the agenoies to submit a report to Congress on the findings and
conclusions of e siudy, along wath any recommendations for legiskative acbon,

As indicared in the report, the agencies do ol recommend legislafive action at this time fior
swap agreements offered to retal customers.

Stall of the Federal Deposit Insurance Corporation, the Federal Reserve Bank of New York,

and the Office of the Comptraller of the Cumency worked with the agencies during the snudy and
participated in the preparation of the enclosed report,
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We apprecule the opporiumily 1o comvey Uiz repor (o you.

Sincerely,
Alan Greenspan Paul . OMeill
Chainman Secretany
Board of Govemnors of the Federal Reserve Departrnent of the Treasury
Jarnes E. Newsome Harvey L. Piul
Chairman Chatrman
Commadity Futures Trading Commission Securities and Exchange Commission
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JOINT REPORT ON RETAIL SWARS

As Reguired by Section 105(c) of the
Commodity Futures Modernization Aot of 20040

L INTRODUCTION

The Commuodity Futures Modemization Act of 2000 (“CFMA™) reguires the Board of
Gowvernors of the Federal Reserve Svstem Board ™), the Secretary of the Treasury  Treasury™), the
Commodity Futures Trading Commission ("CFTC™), and the Securities and Exchange Commission
CBECTY o conduct a study of issues invalving the offering of swagp agreements to persons ofher than
elignhle contract partierpants.” This Report responds to the CFMA's requirement that the agencies
submt to Congress by December 21, 2001, the findings and conclusions of the study and their
recommendations on whether any legislative action is ecessary and appeopriate.

A prmary purpese of the CFMA was to create a clear Jegal foundation and regulatory
framework for many types of over-the-counter (“OTC") derivatives ransactions entered on a principal-
to-prrinecipal Basis between “eligible comteact participants’ {“ECPS") as defined i Section Lal12) of the
Commexdity Exchange Act (“CEA”)." Parties that do not qualify as ECPs include individuals whao do
not have wotal assets in excess of 510 million (or 55 million if they enter swap agreements for risk
management) and noa-financial enities that do not have wotal assets in excess of B 10O million {or net
worth i excess of 51 million of they enler =wap agreements i the ordmary conduct of business ar for
risk management). For purposes of this study, non- ECPs are “retail customers,” and swaps offered o
them are “retail swaps,”

Since its enactment. the CFMA has excluded OTC swap agreements and other specified
derivativies transactions between domestic and foreign financial institulions, brokeridealers, insurance
companies, commodities fioms, and other ECPs Trom maost of the CEAL The CFMAS limststion of this
exchson o FCPs was consistent with the recommendstion of the President™s Working Group on
Fmancial Markets that OTC swap agreements between institutional counterparties generally should not
be subject to the CEA.”

The CFMA did not address the legal or regulatory status of swap agrecments with retail
customers, with the exception of clarifications e a provision of the CEA Enown as the Treasury

U Commodity Futures Modermazotion Act of 2000, Pub. L. Mo, 106-534 - Appendix E, §103c). 114 St
2T63A-365 { 2000),

TOTUALC, $1a012),

* President’s Working Group on Fisancial Markets, Seporr o Over-the-Counter Derivarives Markers amd
tee Commedity Erchonge Aok (Movember 19949,
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Arnendment, which excluded certain iransactions in foreign CUrency, govemiment securities, and other
specified financial instruments from te CEAL Spectfically, the CFMA explicitly excluded OTC foreign
curmency futures and options mnsactions offered wo retail customers by certain federally and state-
regulaied entities from most provisions of the CEA.”

This Repont does nof cover retail swap agroements in forcign curmency becanse Congress has
addressed these ransactions i ihe CFMAs revisions o the Treasury Amendment, However, in the
CFMA, Comgress did not sddress CEA issues mwvolving retadl swap agreements on underlying assets oo
instrmments not covered m the clarifications to the Treasury Amendment” Instead, Section 105{c) of
the CFMA posed the followmg topics for the agencies (o investigaie in the siody:

I The potential uses of swap agresments by persons other than ehigible contract participants.

2. The extent to which firancial instifutions are willing o offer svap agreensents o persons
other than ehipsble contract pamcipants.

3, The approprigie regulatory simechere 10 address customer protection issues that may anise in
connestion wath the offer of swap agreements 1o persons other than eligible contract
pariie s,

4, Such other relevant matters deemed necessary or appropriate 10 address,

PO ULSC §2ie). Prior to the CFMA, there was dissgresment concerming the scope of a provision of the

CEA knpwn as the “Treasury Amendment,” which provided an gaclusion from the CEA for Forcign cumency
transactions, The CFMA provided elarity to this issue. With respect o government secunity ransactions,
fliurcs on povernment secufiies which iesde on an onganised exchange are subjpect o e junsdsction of ke
CPTC. 7 USC. £2eliXiA) (iher transactions in gaovemmenl securties, regandless of the nature of the
counterpartics, are excluded from mos provisiens of the CEA, 7 US.C, §24ei(]].

T OOTC fulures and optns transactions i foregn currescy offiered to or entered o with relal customers
are excluded froan most provisions of the CEA if the counterparty is a regulated bank, a registered braker-
denler or fulures conmission merchant (“FOMYy or alfiliste thessof, or one of & number of ather fedemally ar
state-regulated entities. T USC EXew 2By However, such iransactions remain subpect 1o certain
provissons of the CEA, including antifraud, if endered indo by an FCM or affilinte of an FCM that 15 not also
one of the other enumerated ennities. T LS C EXNen2nC L

T fareign currency fulures amd options transactions effered 10 or entered inte with retal customers by
all piber entities are subject 1o the CEA and the CFTCs junsdiction, as provided in the amended CEA, as ane
foreign currency futures and eptions transactions executed o traded on an organized exchange (other than
foreign currency oplions execwted or traded on a mabional secunties exchange, which ase subgect 1o SEC
Jurisdliction}

* Analysis of whetber any particular tepes of retail swaps ace subject to the CEA or any other federal laws
falls putside the scope of the study reguired by Congress and this Keport.
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To investigate these topics, the agencics mierviewed representatives of denvatives dealers
{including commercial and investment banks and a non-financial fism]), a dervatives trading, sysicm, and
a trade assocmton on August | and 2, 2000, i New York, Instiluiions were selected bazed on the
nature and scope of their derivatives activities and their interest in expressing views on the gquestions
posed, Appendices 1 and 2 of this Report contain a list of iMerviewed instinutions and a copy of
Inberview questions.

Part 11 of this Report consists of a summary of what the agencies leamed from these intervizws.
Part LI sets forth the agencies” conclusions and recommendations, Appendiz 3 has been prepared by
Treasury Department stafT m order to address tax ssoes associated with retail swap agreements, Saff
of the Federal Deposit Insurance Corporation, the Federal Reserve Bank of New York, and the Oflice
of the Comprroller of the Currency worked with the agencies dusing the study and panicipaied m the
preparation of this Report.

Il SUMMARY OF INTERVIEWS

In general, the interviewees stated that they are satisfied with Congress's clarification of the
apphcabiliy of the CEA w0 denvatives activity in the CFMA, Therafore, mst imferviewses are nol
currently advocating legislatrve action or a regulatory framework with respect to retail swaps, zimce they
have no carvent interest in entering into this business. They indscated that there does not appear to be
either any demand for retail swaps at present or any financial incentive for firms to offer retail swaps, in
Tighat of the armay of aliemotive products currently avalable,

Two of the interviewees expressed an interest in retail swaps. One finn expressed an mterest in
providing energy dervatives as a hedging vehicle for small isinesses and individuals that do not meet
the requirements fo be ECPs and indicated o bebel that there 15 demand lor such a produect,  Anotler
firm indicated a philosophical belief that current law is oo restnctive and that swaps should be available
1o mom- ECP3.

A, Potential Uses of Hetail Swaps

Armong the potential uses for swag agreements by non= ECPs that the interviewees ideniified in
the course of the study are the following.

I. Equities

The imerviewees generally observed that equity denvatives may be used for two purposes: 1o
hedge an existing position in an individual equity security or i oreate synthetic eXposure fo One Or maor:
individual secuntes or secunty indices,

Hedging. OTC equity derivatives are frequently used to hedge exposure to adverse price
movernems in a security, typically when the counterparty has a concentrated position in the security that
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it does nod wish o liquidate, perhaps due o lax consequences, or when the counterparty 15 unable o
Liggariclase a position in a security due o ransfer restrictions under federal securities laws, Although such
counderparties tvpically meet the statsory critena for ECPs, one interviewes suggested tha the growimg
number of “dot-com™ millionaires in the late [990s could potentialty have generated mitcrest in the
developrment of equity derivatives products for holders of resricied securties thal own net asscis of
between 51 mallion and 55 mal lkon.

Several of the interviewees noted, however, that firms generally do not recommend the use of
swap apreements to hedpe positions in individual equity securities because of tax considerations.”
Unaber the [ntermnal Revenue Code, they said, entering indo a swap agreement o hedge an apprecined
financial position, such as equity that has risen in value since bemng acquired, may be deemed a
constmective sale, 1T substantially all the economic risk of the underlying financial position is eliminated,
the holder 15 regaarad to recognize any gains for L purposes. Conseguently, the commercial and
imvestment hanks interviewed mdicated that they tepically advise persons seckmge 10 hedge partially or
reduce exposure o an equity position w enter into OTC options contracts, based on their view that the
use of sech confracts may not always wigger a taxable event. They also indicated that this strategy docs
oot ralse CEA ssues, since options on secuntics are considerad “securities”™ under the federal zecurities
Llaws and are not subject to the CEA.

Svarhetic Exposure. The nterviewees also noted that OTC equaty denvatives coulbd be wsed
b gain exposwne 10 a secunity in licw of purchasing or selling the secunty directly. It might be
advantageous to use an equity derivative for this purpose, in their view, if greater leverage could be
obtaed (as companed to a rraditional margin accoumy, of if the cost of executing, clearing or setiling
tracles m the underlyvimg secunty or secunbes wene comparabvely expensive, & m he case of the
component stocks of o secunity index or securities in certain non-U_S. markets.

Several nterviewess questionsd, however, whether retail imvestors wauld be able 1o use refail
swaps for these purposes.  Somie nterviewees expressed the view that swap dealers were unlikely o
permit retail investors (o obeain significamly greater leverage using a swap agrecment than by purchasing
or s2llimg the umderying secunty or a standardized dervative mstnument m a treditional margin sccount,
largely because of credit concermns. For example, some of the commercin] and moeestment banks
interviewed indicated that they tvpically require their custome s to collateralize the denivative contract
with the securities they are seeking o hedpe,

Some interviewees opingd that, in light of the relative cost of negoliating and entering into swap
|1.H:.r||:|:r|'.\|-=l'u'_':.l :irlﬂiv;ﬂm“y-mﬂmmj SWID aecmenis mught ot be cost elfective For all but the IIIEI'IEEI nizt

! The discussion of dax issues m this section of the Beport retlects the comments af interviewess, and no
infierence should be drawn concerning whether the Treasury Deparment agrees or disagress with the
apitians or analvees of o isiues expressed by the inlerviewess. A discussion written by Treasury
Diepartment stadT of fax issues of relevarce o retal swaps can be foumd i Appendis 3.

b See discussion in Part [LE below.
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warth mwdivichsals and institwtonal mvesions as o mews of establishing a syndwetic exposure, The
cormmercial and investment banks interviewsd also generally noded that reil invesiors curmently have
access 10 a wide variety of securities and derivatives products to gain exposure to equity securities,
including equity=lnked nates, warrants, exchanpe-traded fumds, mumnal funds, exchanpe-traded options
and, Ikely m 2002, exchange-traded secunty fuunes.

2. Interest Rate Products

Several intervewees noted that thers was very Ttthe demamd For interest-rale swap agreemenis
at present except among institutions end high net worth individuals that already qualify as ECPs. For
example, ane fin remarked that, to the best of its representatives” recollections, it had never entered
inbo fixed imcome swaps with an ety that owrked or hed under mansperment less than 5100 millzon in
Assels,

Somie miterviewees sad thal non- ECPs coubd potentially wse inleresi-rate swap agreemeints to
obain the benelit of more fovorable tderest rates on houschold or small business expenses, such az
mortgage or consumer debt, separately from the underlying loan. These intervicwees added, however,
that at the prezent tume, i s convendent For nen=ECPs 1o refinance a mongage or transfer consumes
debt, and the ability to enter mio an “mbumdled” swap agreement would not appear o ofler retal
customers a cost-elfective or convenient aliemative.

3. Enengy

Several milerviewors stated that non- ECPs muay have an interest in swap agreemenis O energy
products, such as eleciricity, manmal gas, and heating ofl, as a ool to assist small businesses and
households 1 conmolling enerey costs, One fiom further indscated an interest in offenng such conirmes
as a third party - e, to provide risk management transactions for such commadities without also
supplying the underlying commodity.

This firmm moted that, as a result of the deregulation of the energy markels m certan states,
hogseholds and busimesses have entered into foresard contracts for full or partial ensrgy requirements
with competing energy providers at fixed or capped prices. It was further noted that, in localities where
phiysical delivery of energy products may be restricied becaese of regulatory or operational conslzainls,
casheseitlad swap agreements have in some cases been available for ECPs in order to provide them a
means to hedpe their exposure to price fluctuations. Accordinghy, small businesses and, to some extent,
houszholds that are not ECPs may smilarly desire to enter into swap agreements in onder to control
their encrgy costs when forward delivery confracts are nod available; i this firn’s view, curment
uncertainty aboul the status of such contracts under the CEA has hindered their development.

Some interviewees, however, opined that the curment tax treatment of gaing and ksses on swap
agreements enterad into by individuals (and outside the context of conducting a mrade or business) o
hedine enerpy costs miy make such agreements Jess attractive, They indicated that while gains on
energy swip apreements would be fully taxable, losses on these swaps either would not be deductible

Q0200000000515



o would gualify as o miscellancous deduction, which are only deductible 1o the extent fotal
miscellaneous deductions exceed two percent of adjusted gross meome.”

In surmmary, all but two of the interviewees reponied that there does not appear s be significant
demanad for retail swaps al present, with one b specifically stating that there was retail interest in swap
agreements with respect o energy products. The mterviewees genemlly noted thal refadl customers
currently have access to a wide range of derivative instruments and other alternatives to swap
agreements 1o meet their financial neads, for example, for pumoses of hedging or gaining exposure to
particular secunbies or mterest mies. To the exlent tat non= ECPs mught seek 1o use Swap agmeements
b protect against adverse price movemenits with respect to houschold or business expenses {e.g..
inberest rates, energy prices), several inlerviewees suggested that in most ciscumstances it would be
cheaper and mare comvenient for non- ECPs 1o purchase such protection together with the underlving
bkoan or commuocdity, rather than m a separaie ransacion.

B. Extent to Which Institutions Are Willing to Offer Swap Agreements to Persons
Other than ECPs

Actonding 0 most of the inlerviewees, derivatives market participats are nold generally planning
to offer swap agreements 1o relail customers at present, apar from the imterest there may be in offering
retall swaps with respect to energy products. In general, the mlerviesees noted that finms currently
have o commercial mterest in offering swaps to retall customers because there is no demonstrable
dermand for them, Lack of demand i apparently sufficient o prechede any desire on the pan of these
instiutions o explore Esuance of these metnuments, thus obviating the need to analyze legal saies

In responding (o any customer  demand for such products that meght anse i the fonee, some
mierviewess identifisd specific conssferstions dervatives firms would need to address generally in
developing amd marketing swap products w non= ECPs. In parficular, o the exient that non- ECPs were
o prefer et swaps over existimg allematives boecmess of specilic perceived advaniages — such as
greater fexibility — firms would hive fo consider the costs associated with prondidimg those featires in a
retail context, These include, for crumple, administrative issues associaied with negotiating retil swps,
the potential credit rsks of offering retail swaps (o non- FCPs, and the need to miplement sales practioes
fior the offering of swap agreements 0 non- EC Ps.

Adwiinixirative Issues. Four interviewees specificallv indicated that admanistrmtive and
technnloaical issues reluied o the emtering into and prepasng the documentation of retail swaps would
have to be considered 1n developing a profitable business model for such products, For example, io
meke offering of retail swaps feasible from an administrative and technological perspective, swap
dealers may need to standardize retadl swaps significantly, Standardization could facilizte the swap

* This issue is discussed in Appendix 3,
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dealer’s management of exposuse and enable it to take advantage of economies of scale in marketing
and chstrbation, On the other hand, one firm sugrested thal the principal advantage of swap
agreements aver existing standardized or exchange-traded instruments 15 their flexibility, in that they
could be struciured 1o mezt specilic customer objectives.  Acoordingly, it appears that one challenge for
firms in deterrmining the fessbility of offenng retwl swaps 15 the polential tension between the desire 10
matigate infrasmeciure cosls by standardinng werms of retwl swaps and the need o offer products that
wonld meet the financial objectives of specific retwl customers.

Creditmorhiness, Three inerviewess specifically noted that swap dealers would have 1o
consder the abality to monitor the creditworthiness of non- ECPs in developing a viable retml swap
product for retal customers, partscularly in light of the expected stze and profitability of retail
ransactions.  Several of e commercial and investiment Banks interviewed indicated that, in the context
of teir exaistog swap business with ECPs, they emplov extensive nsk management practices o control
their credit exposure to counterparties. These practices usually include, among other things, extensive
aralyais and mosioeing of the cowveramy’s financial stans by a credit commities of similar body, in
Tight of particulsr wanssctions beine confemplsed.

Sales Practices and Appropriaieness. Two of the fimms interviewed specifically noted that
derivatives finms would need o develop adeguats sales practice proceduses 1o assess the
appropoateness of swaps for retnl cusiomers o prodect themselves aramst the nsk of private Ishgaton
or, where applicable, regulatory enforcement proceedings. Many of the commercial and investment
banks interviewed indicated that they currently have highly detailed procedures for ensuring the
appropriatenass of equity opticns offered 1o certiin ECP clients, such as private banking clients, In
evalwanng the appropriateness of medividual fransactons for their existing ECP clients, the commercial
ardd investment banks interviewed indicated that they often produece muliiple drafis of ierm shests,
engape in freguent discussions with the client, and consult with vanous depactiments within the Gmm 1o
ensure therough analysis.

Oz fiem exprcssed te view that it seould be very difficult, in light of the extensive procedures it
currently emplovs in rmgactions wath ECPs 1o justify recommending a swap transaction to a retul
cusioamner.

Legal Uncertainty. Twao interviewees remarked that legal uncertainty wag an impediment for
e dheveloprment of retul swaps with respect to energy prochects. Criven the lack of interest in offering

ather types of redail swaps, however, it does not appear that most institutions have fell the need to
analyse comprehensively OUFA issues as they might apply o petail seaps,

In this commection, most mtervicwees strongly advised againss 1aking legislative action regasding
the application of the CEA to retail swaps, As discussed in greater detail in Pan [LC below, these
mnlerviewess believe that kegislatve action with respect to retail swap transactions, n the absence of
evidence of demonstruble retall demand or institutional imterest in offering most of these instruments,
does nol appear justified
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. Appropriate Regulatory Structure to Address Customer Protection Issues that
May Arise in Connection with the Offering of Swap Agreements to Persons
Orther than ECPs

The interviewees penerally believed that it is premature io consider the appropriate regulatory
siructume o mbdness customer protechion issues hal may anse in conmection with the offering of retail
swaps in the absence of demonstruble demand for a retl swaps product. There was a geneml
reluciance among most of the interviewees to address CEA issues legislatively so spon after the
enactiment of the CFMA, which served 1o rezolve many of the legal saues about which swap market
participants had been concerned.

O interviewee noted that creating a regulatory regime for a product that does not as yet exist
conuhd have the effect of channeling business mvo artificial regulaiory stnschures that are unmecessary and
dor not address the needs of the market place.  Another interviewss cautioned that unmecessary
legislative or regulatory activity o create such a product might stimulate artificial interest in a product
thet could, in tum, give rise 10 abusive marketing or sales practices by unregulated entities.

As noted above, one interviewee madicated that there 15 mterest in offenng: retail swaps with
respect to enerny prodwcts, for example, t small husinesses tat do not meet the ECP crtena of the
CEMA. Witk respect 1o e appropriste manner (o address CEA issues for such products, the
inlervigwes did not advocate a legshative solwion, nor did it propose the development of a new
regulatony regime for these prodects. Two other iderviewses observed that frms inferested in olfering
rotail swaps would geneeally prefes to seck regulatory seliel for such products on an case-by-case basis
mstead of reopening the CFMA for debate 1n hght of the considerations discussed above,

Some firms suggested that there was no need for & specialized regulatory structure to address
public poliy msues. Likewise, several interviewess expressed concem that a specialized repulatory
framework for retall swaps might affect mdinonal products — such as contracts that offer price or
inlerest-rate prodection in connection with an agreement to provide the underlying commadity or Joan -
theat are offeved subject 10 existing federal and state regulation. Ome finm identified the folkrwing issies
for conssderation by policvmabers in determuning the need for regulatian and the appropriage regulstony
structure for retanl swap products:

= whether there exists. o7 is any need for, a special federal or state regulatory
framework for the underdying imstrument, and the extent to which unrepulated swaps
actrvity nught affect regulated markets for the underlying mstrument ie.g., price
discovery mechaniams in secirtces makes);

» whether federal law would preempt the application of state laws to retail swap
prowducts;

» whether the pary offenng a retail swap product 15 a regulated entity subgect 1o
adequate regulation; and
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b reglatony acton myshi result mooffhore migratson of dervatives activity, and
how offshore activity might affoct a domesii retal swaps mackel

M. CONCLUSIONMS ANMD RECOMMENDATIONS FOR LEGISLATIVE ACTION

The apencies do nod believe 1015 necessany al tos tme (o recommend legislative action for swap
agrecments offered to persons other than ECPs.

According to the imerviewees, persons who are not BCPs seem ot this tme 1o have sufficient
instruments at their disposal to meet their nsk management and investment needs, and there is curmently
& lack of interest among mosl major markel panicipants in offering swaps o retail customers, As nowed
in s repor, energy swaps ae a possible exception to both findings.

With respect to retail energy swaps, it is possible, upon request by o market participant, that the
CFTC could exercise administsative authority as appropriate, on a case-by-case basis, within the
limutations of st cument stangory junsdicion under the CEA reganding such requests, [n this conmectiosn,
the CFTC would meed to consider, among other ssues, the extent of its authomty o grant relief, whether
the pranting of such relict would be i the public mterest, and amy imiplication such relief mizht have on
potential state regulation of such products, .

If at some future date ivterest in retil encrgy swaps increases beyond the scope of the CFTC's
authority to address regulatory issues related to these products in a satisfactory manner, Congress may
wish at that time 1o consider the desmmabality of further legiskative action with respect o the kegal stafus of
anad Tederal regulation, i any, of retail enerey swaps, as they duid m the CEMA with respect o OTC
transactions in foreign currency with retail customers.  [F further legislation is considered in the future, in
adedition 1o te specific regulitory issues wentifed by the imerviewees, congideriion shoubkd be given at
that time 1o the economie functions served by retnl eneriry swaps, the public mlerests o be protectad,
and the impact of any new regulatory regome on the development of retwl products.
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Appendis 1
List of Intervicwees
Commercial Banks:
Bamk of Amenca

JP Muorgan Chase & Co,

Inwestment Hanks:

Goldman Sachs Inc.
Lehman Brothers Inc.

Morgan Stanley Dean Witler

Dihers:
Blackbird Holdings, lnc.
Enron Enerzy Services, Ing,

Intermationil Swaps and Derivatives Association
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What dio you zee as the potential uses of retall swaps?
Are yvou willing to offer retwl swaps (o cwmently doing sof? 1 not, why not?

What tvpes of underlving assels?

What type of contracts”?

In what nestional amounts?

What tvpes of retal customers? Indivichals? Small businesses? Other?

What are the nsks involved m offenng tese products? How would you (do vou) manage
those risks?

- & & § ¥

What is the approprate regulatory structure to address customer profection issees thal may
arise in connection with the offenng of retal swaps?

® [5there a need for regudation 1o prolect cusiomers?

s Shoewld the repulatory structure differ depending on whether the entity offeringbooking the
swaps 1s otheranse regulated?

®  Should the regulatory struchire differ depending on whether the market for te underllying
asset 15 suhject o reguiaton?

What edher matters (for example, tax and other regulatory issues) are necessary of approprate
For a study of retail swaps (o address?
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Appendix 3
The Taxation of Over=the-Counter Derivatives
in the Hands of Retail Costomers '

The folbsang discussion considers the tax issues thal may anse iFover-the-counter derivatives
are: racle available o persons other than eligible contract participands.  Throughowt the discussion, the
distimction between hedging sctivities underiaken by retal cusbormers pursuing o trade or busmess amd
Uhosee wnrdertaken in other contexts is a critical determinant of the applicable tax treatment.

Investment Versus Hedging Activities

Retml customers may enter over-the-coumiter (O TCT) denvatives contracts for purposes of
either investment or hedging.” Where the motivation is the opperiunity for gain, the iransaction may be
characterized as investrent, and there are essentially no tax issees peculiar to OTC derivatives. Curment
e iddresses the tasation of invesiment contmcts of all kinds in the hands of saruml peraons,
corporatsons, and pass-throueh entties such as parnecships,  Although o realization=based sysiem
favaors cenlain myvestment products over others, there 15 mo reason to believe that the cument system
poses any liiﬂ'ermi-al olbsiackes 1o retail customers entering OTC derivatives contrects for purposes of
MVESITELIL.

Tax Hedpes

Currendt [y recognizes the ecopomic imporance of business hedges by alferng a regime under
which faxpayers may reasorably match the timing of gain or loss from an exiding exposure with the
timing of loss oF gain from the hadge. This ability 1o match timing for e purposes is crifical ag, in the
absence of special hedging rules, there will offen be a misimatch between the timing of the tax
consequences of the hedege and the tming of the tax consequences from the existing exposure. For

' This appendis was prepanzd by Treasury Department stafl amd does ms reflect the views of the Hoard of

Gaowvernirs of the Federal Reserve System, the Commisdity Futeres Trading Commission, or the Securities
ol Exchongs Commission

* As used in this appendix, the term “retml customers™ refers to mdividuals and business that are not eligible
contract partucipants & defined in the Commadity Exchange Act, “tnvestment” includes speculstion, and
“helgeng”™ s used i oits colleguial sense, reganfless of whether therg is o hedimng transactien For tix parposes,
1A reibizatien=bised system imposes tax on the gams rom mepsl mvestmem condrcls al the tume of a
“realization” event, typically a sale. For example, tax is assessed on the gains from a steck investment only
after the shares have bees sold. In conteast, a mark-te-msarkat system imposes tax at regular imervals even if
e realization evend has ocourmad. Such systems involve mensuring the fior markel value of a position ac the
close of the ts penod and caleulating tax based on any gain of loss duning that percd. Ooly certain
instruments and specific classes of taxpayers must mark B markel wides cument law. In addition, if a
saxpaver eliminases substantially all of the opporunity for gain o risk of loss from an appreciated MNaancial
poisom, s on the apposciation may be iriggersd as if the posilion had been sold,
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example, an airline hedging the cost of jet fuel may do so with & mix of instruments that produces tax
comaequences for the airline that are taken into acoound al times that are different from the times when
the anrhine takes 1= fuel expenses into accound for lax pupeses, Under the special hedging provisions, a
taxpayer may reasonably match the tming of the tax results of the bedge w the tming of the deductzon
for the fiel expenses,

By alzo matchang the tax character of gans or losses from busoess hedges with the @ax
character of the existing exposure, the tax system ensures that both are taxed not only at the sume time
but also at the same rate. Indeed, in the absence of a provision preventing hedges from producing
capita] games and bosses, some hedzing losses would become lemporarily o even permanent!y
nondeductible.

Tor gquadify for tis treatment, however, 2 number of conditions must be satisfied: First, the
exdsting exposure that 1= hedped must be in the context of a rade or business.  Hedpes reducing
exposure related to personal consumption, including those for household energy usape, are therefore ot
gecorded this treatment.

In addition, enly certain types of exposures @l under these provisions, For the hedse fo receive
the special G treatment, the existing exposure must be an ordinary tem. For example, it may depend
on the price of ondinary property, thar iz, property that does not produce capital gain or loss for mx
purposes.  Busimess invenlony 15 perhaps the most obvious example ol ordinary property. Cagital
psseis, meluding stocks and other personal property, fall outside of this category. A fax hedge may also
be used to protect against adverse movements in the cost of bormowing or the price underlving other
orchinary siness expenses. Exchaded, however, from the category of penmied exposures are cash
flovws, whether diadends or business profits.

There iz o reazon, iy principle, why retail customers could not rely on the tax hedge provisions
to factlitate busmess hedging actrvities that employ OTC denvatives, The requirement that o tax hedge
must be in the context of a trade or business, however, excludes significant classes of potential retail

custormers, For these customers, even if the hedped exposure resulis in taxable income or deduction,
the inapalicability of the tax hedge rewime makes possible a mizmatch between the timing of the tax
comsequences oF the hedge and the timing of the wx consequences of the hedped exposume

Mon-Deductibility of Favments Farsuant to OTC Derivatives

Hedging outside the context of a trade or business ruises another fundamental difficulty. Under
current kaw, non-business retail customers would find that gains wilh respect 1 the hedging instrument
are gencrally taxable at the rates applicable to ordinary meome,” but losses are, at best, only partly
deductible. For example, the hedging ksses may be subject to the limitations on the deductbility of
capital bosses or w0 the total ban on deductions for expenditures for personal consumplion. This

4 Many hedges would produce shor-derm capital gains and losses,
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asymimetnic reatment might dscourage retail customers from wang OTC denvatives o manage mak
citfgiche the context of a trade or business,

Under Federal tx Law, most OTC denvatives contracts entered by retail customers are
“notional principal contracts™ (CNPCs™), which are defined as a “fmancial mstrement that provides fos
ihe payment of amounts by one party to another at specificd mtervals calculated by reference o a
specified index upon a nodional principal amount in exchange for specified consideration or a promise 1o
pary similar amounts.”™ This definition inchades many commeon OTC derivatives designed to hedge
exposure o energy pnees. Under these denvatives, pavmenins ang calculated based on an index derived
from cnergy prices,

Armong the cash flows pursuant o NPCs are peniodic poymeents, These payments could, under
a rypical MPC, flow either from the retail customer to the dealer or from the desler to the retail
cuslommer. Again considering the example of a comtract o hedge exposure o encrgy prices, paviments
might flowr o the retl customer affer amy monith nowhach aciual prices mose above a threshobd level
specified in the contract. Should prices mstead Gl behivw a threshold leved, the retadl customer would
have o make the monthly pavment. For those entering such OTC denvatives contracts in the course of
a trade or busimess, payments received would be included in income, and subject fo tax at the ordinary
rabe. Payments made pursuant 1o the contract woukd be deductble a3 a noomal business expense,

For those wishing to hedge outzide of the contexi of a wade or business, however, the symmetry
would break down.” Payments received from the dealer would be included in income and taxed at
ordinary rates. On the other hand, payments macde to the dealer might not be deductible.” The
prospect of mxatnon of payments from the dealer, with no potennal offset in the form of deductible
pavements o the dealer, would reduce the armactiveness of setail OTC dervatives products.

Abso of concem from a tax policy perspective s the fact thet the asymmetry, which efTectively
“whipsaws" mxpayers, is effectively eliminated if the hadge is imbedded into an energy sales contract.
Onece agmn conssdering the cage of the household energy contract, the asvinmedry disappears if an
encry supplicr contracts with a customer to provide elecinicity at a fixed rate dunng a specific peood of
time. Economically, this arangemendt is nod different from spot purchases combined with a hedge
because the gams and losses on the imbeddied hedge are reflected in the fixed price paid for the
electncite, When the spot price i kow and the Nixed price exceeds the spot price, there is in effect a loss

* Treas, Reg, & 1, 446-3(ci 1 Wi}

® I addition, hedging outside a rade or business contest does nol constituse a tax hedge: 1hus the retail
customer 1% wnable 1 reasenably match for ax purpodes the timing of gain amd loss from the existing
cxposure with gain and loss from the hedging instrument,

? Ewven il such payments were deductible, individual income laxpayers are suhpect o i 2 pETOEm flaor an
miscellapeous deductions, Unless the amount of sich payments, coupled with other miscellaneous
deductions such as unrenmbuarsed employes expenses, exceods 2 percent of sdjusted pross income, no
dodduction s permmitted.
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on this imbedded hedge, When the spot price is high, the situation 1s reversed and the imbedded hedge
economically produces a gain. In this case, neither the gain nor the Joss on the imbedded hedpe i= o tax
event; so the treatment {or non-treastment) is emirely symmetric, One of the basic principles of good tax
paolicy is neutrality, in the sense that tax concemns should not provide incentives o make a particular
chotce among economically equivalent transactions. In this case, however, there i a clear tax incentive
1o purchase both electricity and imbedded sk management from a single supplier, rather than
purchasing electricity from one source and nsk management from enother,
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Pietrangedi, Fred. Rosaboro, Brian. Schultheiss, Heidilynne: Whaley, Jean; Wiedman, Mark
Subject: DJ: Dynagy Files Motion To Transfer Enren Bankupley Case

Dvnegy Files Motion To Transfer Enron Bankruptcy Case

By Kathy Chu
Of DOW JCHNES HEWSKWIRES

MEW YORK -- Dynegy Inc, (DY N} filed a motion late Thursday to transfer former merger partner Enron
Corp.'s (ENE) bankruptcy case to Houston.

December 7, 21

The case - the largest ever in corporate history - is currently presided over by Arthur J. Genzales in the
Bankmupicy Court of the Southemn District of New York.

With its court filing, Dynegy joing Enron's 401 (k) plan holders and some of the energy-trading company’s
creditors o secking a change of venue.

In its motion, Dynegy noted that hearing the case in the Bankruptey Court of the Southern District of Texas
would make 11 more convenient for creditors, the debiors and witnesses to attend the hearings.

Also, Emron "will not suffer any economic harm or inconvenience if' this case is transferred to the district in
which its headauarters and business operations are located,” according to the filing. “In fact, just the opposite is
true. The costs to both creditors and the debtors in terms of both time and money will be astronomnical if these
cases remain in the Southern District of New Yorlk,”

The change-of-venue motions are scheduled 1o be heard by federal Judge Gonzalez in a Jan. 7 hearing.
Enron couldnt immediately be reached for comment,

The parent company, Enron Com., and almost all of its 19 units that have filed for Chapter 11 bankruptey
protection are based in Houston. Bul Enron Metals & Commodity Corp. 15 headguartered in MNew York,

Enron currently employs about 3,500 workers in Houston - afler laying ofT 2,000 there earlicr this week - and
about 250 10 New York

The company's problems began twa months ago when it reduced its shareholder equity by $1.2 billion and
admitted that it had moved assets and debt ofT its balance sheet 10 limited partnerships controlled by Enron
excculives. In November, the company restated more than four vears” worth of financial results, cutting earmings
by a total of $586 million,

[vnegy agreed to buy the troubled company in 4 deal valued st more then 3% billion, but later backed out afler
other financial problems were disclosed and credit-rating agencies cut Enron's notes to junk-hond status.

Afier filing for bankruptey, Enron also filed a $10 billion lawsuit against Dynegy. Dynegy, in retumn, filed a
countersuit 1o stake its claim to a valuable Enron asset, the Northemn Matural Gas pipeline,

The odds seem to be slightly against the transfer of Enron's bankruptey case 1o Houston.
1

Q0200000000644



Because unit Enron Metals & Commodity is loceted in New York, the parent company has the jurisdiction 1o
file for bankruptey protection here, according to legal experts.

"I would give (the motions) & 30% 1o 4084 chance of success - significant, but not a slam dunk,” said Nancy
Rapoport, dean of law at the University of Houston.

An alternative to moving the case to Texas would be for Judge Gonzalez to appoint an additional creditors
committes to represent the interest of employees, according to Rapoport,

The 1.8, Trustee Office. & division of the Department of Justice, will hold a meeting Dec. 12 1o form the
creditors commitiee - provided for under Chapter 11 law. The group will play a pivotal role in steering
creditors’ positions in court.

Bankruptcy experts said it's likely that one committee will be appointed at that time, and another group will be
named later - in order to ensure that the interests of all parties are accounted for in what is likely to be one of the
most complex bankrupicy cases ever,

Traditionally, only one official commities represents the interests of all creditors in bankrupicy proceedings.

-By Hathy Chuy Dow Jonesg Newswiresp 201-5938-53532
kathy . chusdaw] ones . con
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Gabilondo, Jose
e ————

— —
Fram: Carleton, Marman
Sent: Tuesdsy, December 04, 2001 11:0G Al
To: Bair, Shezila, Berardi, Steve; Bitsberger, Timothy: Cetina, Jill; Eichner, Malthew, Gabilondo,

Jose:; Gross, Jared, Hammer, Wiaa, Lon Sanatamaorana (E-mail); Mickoloff, Peder, Movey,
Michaal; Pietrangsli, Fred; Rosebore, Brian, Schultheiss, Heldibnne, Sharer, James; Whabey,
Jean, Wiedman, Mark

Subject: WS December 4, 2001 Creddors Look for Their Advantage

December 4, 2001

Major Business News

As Enron Heads to Bankruptcy Court,
Creditors Look for Their Advantage

By HENNY SENDER
L1z Reporter of THE WaALL STREET JOURNAL

Enran Corp.'s Chapter 11 bankruptcy filing marks the beginning of complicated jockeying as
hundrads of creditors seek to get the most they can at the expense of other craditors.

Filings expected to be submitted to the court subsequent to Enron’s original petiion Sunday will at
least partially lift the veil of secrecy that has long hovered over the company’s dealings. But for now,
few of Enron's many unsecured creditors have any idea how much they can hope to recover, thanks
to Enron's complex struciure and the huge liabilities that were tucked away in partnerships not
consolidated onto the company's balance sheet,

In its Chapter 11 filing, Enron Corp. listed $13.15 billion in debt. When combined with obligations of
ils 13 subsidiaries also in bankruptcy proceadings, on-balance-sheet debt totals $31.24 billion. Some
bankers who are involved estimate the parent company has an additional $27 billion in off-balance-
sheet and contingent liabilities. The combined list of creditors attached to Enron’s bankruplcy filing is
54 pages long.

Precisely because there are so many claims, the contesting among Enron’s creditors is expected 1o
be especially fierce. While bankruptcy law specifies a clear ranking of claims — with senior secured
creditors at the top of the pyramid, the mass of unsecured claims beneath them and equity holders al
the bottom -- bankruptcy proceedings aren't always sel in stone.

[Geo]See full coverage of the rise and fall of Enron

“Chapter 11 is the only place in the legal system where you can aller the rights of one creditor
against another and alter the distribution of losses,” said Stephen Case, a bankruptcy lawyer with
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Davis Polk Wardell in New York,

In coming weeks, Enron will file other legal documents that will be widely scrutinized by creditors and
potential vulture invastors, who buy distressed debt, for information about the ultimate value of the
company.

Until now, many distressed-debt players have been on the sidelines, citing the impossibility of
understanding Enron's business operations, the extent of its liabilities and the possibility that its
financial records contain misstatements beyond the restatements announced last month by Enron.

*Traditionally, immediately after a bankruptcy filing, a flurry of opportunistic investors will lock at the
company,” said Edward Tillinghast, a bankruptcy lawyer with Coudert Brothers in New York, ®It is
easier to analyze after bankruplcy because so much more information becomes available.”

=After a filing, the paper tends to get concentrated,” added Mr. Case of Davis Polk. "Many institutional
investors have lo dump their securities because they don't want to be seen in [or aren't allowed to
hold) defaulted paper. So they call the vulture funds and ask them to take it off their hands."

Complicating the negotiations: Claimants and credilers are a varied lot with diverse interests,
reflecting Enron's combination of physical and financial assets -- thousands and thousands of
financial contracts, whosa value is uncertain and likely to be highly contentious.

Usually, it is the unsecured creditors who compete most intensely for a share of the assets. In order
to compele, the savviest creditors, such as the distressed-debt funds, which usually acquire debt
positions at discounted prices, engage in a vanely of strategies. For instance, they may thraalen
senior classes with the specter of a long drawn-out legal battle unless concessions are made. Or,
hacause each class of creditors gets to vole on any satllemant, cne party may buy up others’ claims
in arder to control just over a third of the debt of that class -- enough to influence the entire outcome.

It is even possible to gain control of the company through skillfiul maneuvering, though it isn't clear
that anyone would want ta in Enron's case.

Write to Hanny Sender at henny senderfwsi.com <mailtohenny senderfws].com=>
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«Eanl:lnil-:-rlm.'ll:-I Jose

Fram: Carlaton, Maorman
Sent: Tuesday, December 04, 2000 1120 AM
To: Bair, Sheils, Berardi, Slave, Bitsberger, Timathy, Ceting, Jill; Eichraer, Blatihew, Gabilondd,

Jose; Gross, Jared: Hammer, Viva, Lo Sanatamorena (E-mail)y; Mickaoloff, Petar; Noway,
hichael; Pigtrangeli, Fred; Rosetoro, Brian; Schultheiss, Heldiynng, Sharer, James; Whaley,
Jean, Wiedman, Mark

Subject: Bloomberg: Enron Takes 151 Sleps in Bid 1o Negotiale Bankrupicy (Wpdated)
1200 0B:52

Enron Takes 1st Steps in Bid to Negotiate Bankruptcy (Update5)

By Jeff 51L0Onge

MWew York, Dec. 4 (Bloomberg) - Enron Corp. is working to surave histony's biggast Chaplar 19 regogandzation. beving up &
51 5 hillion hankrupiey cradit e, gelting permission to spend money 1o keep operating and firing 4,000 workers.

An Enron attormey lald LS. Bankruptey Judge Arthur Gonzalez the company (s falking with backars ta revive its enargy-
Irading busiress under new ownership, The operalion, Enran's most prafilabe, uiraveled after the Houston-based
company @ Ociober posted a third-quarter losa of 1.0 bilion

While the line of credit eliminated one immediate threat, trading partners ane hard bo find, rival Dynesgy 10, is seeking b
fake over an Ervon pipeling and federal authortles are invesligating what s2nt the biggest ensrgy trader inlo bankruptoy.
Competitars such as Suez 54, the second-biggest watar company, ang leoking al buing company assels a5 Enrom raiges
ey

" The key issue now for Enron’s creditors is whether the company can salvage material vades from #5 frseding operations
hefore their critcal mass of personnel, expartise and regputabon dssolves,” said Jeff Werbalowsky, senior managing
diregtor ot Houliban Lokey Howard & Zukin,

Ir e ingicalion thal unsecured creditars don't expect 10 be repaid i full, Enron’s 6 5308 percent bonds due in 2003 iraded
around 24 cents on the dollar, according 1o Bloomberg data

Shares of Enron rose 30 cents to 70 cenls. Shareholders are last in line to be paid in Chapter 11 cases and bypically get
nothing i oliver creditons aren't Tully reimbrsed

Business Challengas

Enron is courting investors o revive its crippled trading business, even 85 It loses customers who fear the company will be
unaile 1o rmake good on ils obligabons, The company & in [2ks wilh Fnancial instilelions W hend e whalegale rading
business under naw ownership,” Chief Operating Officer Grag Whalley said in a statement.

Enran is negobialing with J.P. Morgan Chase & Co,, Ciligroup Ing 's Saloman Smith Barmery and UBS AG aboul & possitle
joirtl eriburg 1 run the anergy-trading operalions, the Wall Streel Journa said, Gling unidentified sources,

The trading busiress is the most valusble parl of Enren, analysis say. I they don't resurrect it, they have an exireme
protdem.” said Jon Kyle Carbwright. am analyst with Raymond James & Associates. ' Cash alons won't save the aparation,
trey nesd someons to run it because of Enron’s low credit ratings and detenosated credibdity, he said.

&3 EnrenDinling, e Web sile thal onee handled 52 8 Billion in commodity transacions a day, irading has plunged, raising
doubls tnat Enron will e able to rescue the business. Enron cuslomens such as Mirant Corp. and Aquila Inc. have laken
biasiness elsewhens,

“Until we've seen the fallout from this bankmuptcy, | don’ think wou're going o find a kot of enlites that are prepared o
trades with™ Erran, said Daniel Gordan, haad of commeadites trading at Hagerstown, Maryland-based Allegheny Energy
Ine,, whech cewns vilililies in Troe Shalaes
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Megnwhile, European companies began scrutinizing Enron's assets. Svez is interested in some of Enron’s holdings, said
lacques Van Hee, a spokesman for its enargy unil. Glenacre Intemational AG yesterday said it was considenng Enron's
mielals- irading husiness

L escgaal Threats

Enron's woes come al a tima when the LS. aconomy is in its first recession in about a decade and the Eurapean and
Japarese economies are also shrinking. As of last month, a record 224 publicly raded companies had filed for bankruptcy
in the U.S. this year, 27 percent more than last year's record 176, according to BankrupicyData com, @ Boston-based Wab
sibe, Filers range from Bethlehemn Steal Corp. to Polaroid Corp

Lawsuits and federal invastigations are adding 1o Enron's difficulties. The U3, Depariment of Justice has siarted a criminal
probe of Enron's dealings, the Wall Sireet Jounai reported Monday, citrg unidentified sources,

Diyregy is swny in @ Texas court 1o gain control of Enron's Morthern Naturad Gas Co. pipeling. Enron went o court first,
saeking 310 bilion over its rival’s abandonmenl of & F23 billion merges,

Enron's nosadive - its shares have 101 99 percent of their value -- nas also placed a spothght on Artbwr Andersen LLP
the compamy's auditor. Enron said last month d aversialed its 1996 income by 5113 million. The Securiies and Exchanges
Commussion is investigatng.

Enron workers ans suing over losses to their retirement accounts

51 5 Billion Loan

WWith just $500 metian left to fund operations, Enron yesberday won Gonzabez's permission o draw 5250 millon of the $71.5
billicr in Chagder 11 finaneoyg from a Bank groug led by JP. Morgan Crase and Ciligroup Inc.'s Cilibank. & heasing 1o

aparowve use af the full amount was set for Jan. 7

The company will use more than a third of tha $1.5 hillien credil ling to repay an earlier 550 million wnsecured loan from
J P Margan Chase and Citibank to Enron's Transwestern Pipalines unit.

The new kaan would be paid out ahead of all previous dabts. The unit will likely file for Bankrugbey once Bs debls hade been
repaid, said Donald 5. Bernstein, an attormeay for J P, Morgan Ghase

Enron also got Gonzelez's permission lo speand as much as 540 millien 10 complele construction of its office lower in
Houston and as mach &s 533 milkon for Internel accees and athar expensas critical (o rading energy

Firing YWaorkers

Seeking to cut costs, Enron eliminaled 4,000 jobs &t ils Housion headquarters, more than half its staff there. The company
hiad &hout 21,000 employess at the end of Seotember, two-thirds in the LS., about a Wth in ke LK @nd the rest e ather
parts of the waorld . 18 firesg 11000 workers inthe LUK, (a5t week.

Judge Gonzalez approved Entor's regues! 10 pay Twed employees from 34,500 1o 315,000 in sevarancs.

Enron Chairman and Chief Executive Cificer Kennaelh Lay said b will Iy 10 keeg workers who ang running frading
operations, which used to provide 57 percent of Enron's revenus,

Enron and 2l least 13 units declared bankruptcy Sunday, listing (otal assels of 3395 Gillion and Sebts of 531.2 billion. Tne
company's Enron Gas Liguics ing, unit on Monday filed for benkruptcy, addmg more assets to the case

Kiare Enree wnils wal file for bankruptey in the days ahead,” the compary’s attarmey Martin Bienenstack tokd Gonzalez in
court yasterday.

“We do rot today have every ' dotled and every 't crossed,” in preparing the Chapter 11 reorganization, ne said.
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Gabilondo, Jose

—

From: Carketon, Marman

Sant: Wednesday, Movember 21, 20071 123 PM

To: Gabilondo, Jose

Subject: FW: Bloomberg: Enron Gets Extension on 5650 Min Mote Due Next Weak (Updatet)

----- Original Messsage —--

From: Cadetan, Marman

Sent: Wedresday, Mavemnber 21, 3001 1:149 P

Tog Rosebara, Bnan; Bar, Shala; Gross, lared:; Wiedman, Mark; Cetra, K; Sharer, James; Pietrangel, Fred, Berardl, Steve; Whaksy,
Jean; Mickolaff, Peter; Schultheiss, Hecblynne; Nowey, Midhssl, Hammer, Viva; Eichnes, Maithey, Bitsberger, Timody

Subject: Bloombery: Enran Gets Extersion on 690 Min Note Dus Next Week (Updatel)

11021 12:248

Enron Gets Extension on $690 Min Note Due Next Week (Update1)

By Mark Johnson

Houston, Mov. 21 {Bloombarg) — Enran Corp., whose shares had dropped 92 percent this year amid a financial origis, sasd
lerdiors exlended b mid-Decembesr he payment date on a 55080 millloa note dus next week.

Erron, which agreed to be bouaht oul by rival energy Irader Dyvnegy Inc. in a fransaction now valued at more than 523
billon. seid earlier nis week o drop @ its credil rating may force il to sepay the 3890 million nole. The repaymeant would
strain cash resarses Enron needs 1o back its Irading cperabions, investors and analysls said

The Houston-oased company didnT say in s release who holds the nole, wikich 1 owed by an &ffilisled partrership that
cewns Brazilian natural-gas assets and was backed by Enron.

The niole i held by @ group of Banks led by the Citibank unit of Citigroup Inc., Standard & Poors said in a press resease
yeslerday.

Enson also is in discussions sath ather lesders on 8 restnecturng of ils debt, the company said in a stztement distributed by
FR Mewswire.

TWe believe the interests of Chase and Enron's olhes primary lenders ane aligned in ihis restructuring effort,” James Lea,
vice president of JP Morgan Chase & Co., said in the Enron statement. ~We will work wilh Enran and fs olher peimany
lenders 1o develop & plan o strenglhen Enren’s financial position up o and through its merger with Dynegy.” Morgan bas
bepizn adwisiog Enron on ils merger with Dynegy

Enron said yesterday it may have 1o pay 3015 billion in debt dus by 2003, suggesting the cormpsany may run out of cash
before the merger clioses. Dynegy has sald the merger should close before the end of the third quarter of 2002

Ernran said in & ragulatosy TEing hat it has less than 52 billlon in cash or credi lines.

Shares of Enran, the maost active slock in LS. frading, fell $1.7%, or 23 percand, fo 85 20 in midday rading. Bafare the
announcemsznt that it had renegotisied the S50 millkon male, 15 shares had fallen a8 much as 42.78 percent, the lowest
Izl in more thar a decada.

Dymegy fell 52 50, or 6 parcent. 1o 533,20, Shaces of ChewronTexaco Corp., which owns 26 percent of Dynegy, rose 49
cenis o 587 .02
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Gabilondo, Joso

From: Carleton, Morman
Sant: Wednesday, November 21, 2001 1:22 PM
To: Bair, Sheila; Berardi, Steve; Bisbanger, Timathy, Catina, Jill; Eichnes, Matlhew, Gabilondo,

Jose; Gross, Jared, Hammer, Viva, Mickoloff, Peter, Mowvey, Michasl; Pisfrangeli. Fred;
Roseboro, Brian; Schultheiss, Heidilpnne, Shares, James, Whaley, Jean; Wisdman, Mark
Subject: Dow Jones Newswires: Erdon Closss On 34508 Secured Credit Ling

Movember 21, 2001

Enron Closes On $450M Secured Credit Line

HOUSTOM -- Enren Co. (ENE) closed on the remaining 5450 million of a previously announced $1
billion in secured craedit lines and said it is in active discussions to restructure its debt to improve
liquidity.

In a press release \Wednasday, Enron said the 5450 million credit facility is secured by the assets of
Enron’s Morthern MNatural Gas Co.

A 3550 million credit facility, secured by the assets of Enron's Transwestem Pipeline Cao., closed
Mov. 16. The proceeds are being wsed to supplement shorl-term liquidity and to refinance maturing
abligations.

The company said the maturty on its $890 million note payable obligation will be extended to mid-
December.

Dow Jones Corporate Filings Alert reported Monday that Enron is currenlly preparing a restructuring
plan aimed at taking aggressive steps to rationalize the company's existing cost structure,
accelerating the process of divesting noncore businesses and assets and restructuring scheduled
maturities of debt and other obligations.

Enron’s credit lines are from J.P. Morgan, the investment-banking arm of J.F. Morgan Chase & Co,
{JPM), and Salomon Smith Barney, the investment-banking arm of Citigroup Inc. {C).

Enron also reaffirmed its commitment to the merger with Dynegy Inc. (DYMN). On Nov. 9, Enron and
Cynegy signed a definitive mernger agreement that would give Enron shareholders 0.2685 share of a
Dynegy shara. The merger is expactad 1o close by the end of the third quarter of 2002.

On Monday, Enron filed its Form 10-C for the third guarter, which reflected a wider loss by 3 cents a
share. The energy company previously reported & loss of 3618 million, or B4 cents a share, on
revenue of $47.6 billion for the third quarter ended Sept. 30.

-Stephen Lee; Dow Jones Newswiras; 201-938-5400
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Lorie Logan, Mivia Padilla, and Mike Schetzel
Mowvember 8§, 2001

Markets Group, Government Securities Stafl
(212) 720-1475, 1519, and 2153

Enron Asset Prices Plummet and Expectations of a Default Rise Amid Significant
Credibility Concerns

Enron share and debt prices have declined sharply following revelations that its shareholder's equily dropped

significantly and the SEC opened a formal investigation into transactions between Enron and the partnerships
headed by its former CFO.

Ratings downgrades of Enron’s senior debt to two notches above junk status and rumors that the company is
seeking a private equity infusion have further increased concern about the company’s near-lerm liguidity
posithon and a potential default.

Spillover into the broader markets has reportedly been lmited thus far (o the share and debt prices of large

energy merchants and power producers. To date, there has reportedly been little impact on trading conditions
in the commodity markets or natural gas and clectricity prices.

Enron's asset prices have declined significantly sinee mid-October, when Enron first disclosed a $618 million third-
quarter loss and a 51.2 Mllion reduction in shareholder’s equity, Additonally, the ennouncement that the SEC would
be conducting a formal investigation of Enron’s related-party transactions, as well as the subsequent downgrades to two
notches above junk status by Moody®s and S&P furiber weighed on investor confidence. Market participants are
particulariy concerned ag a downgrade to below investment grade status from Moody's or S&P could reportedly reduce
counterparties’ willingness to conduct business with Enron and ¢ould further lower Enron’s ability to secure additional
funding, Enrom’s share price has declined over 65 percent since mid-October, and 15 currently trading below 310 per

share for the fisst nme in 9 vears,

Enron's Share Price Declines Sharply,
Underperforming the Broader S&P Indax

Points
1EG0 : O —— £10)
EEP Gas Subinckas (ol scala)
1200 | 75
SEPAGT e (k= scalke}
B - - 550
400 -
Enron [right scale) s

L e g0
1-May 1-Jun A0 Jul 13-Sen 28-0c

The price on Enron’s benchmark bond {6 294 of 200697 has iraded significantly lower since mid-October, with the
spread to comparable Treasuries breaching the 1,000 basis point level. Once this occurred, the bonds have begun
trading more in line with high vield bonds and are trading on many distressed debt desks, Trading liquidity in the
debt has progressively worsened, with bid-ask spreads quoted anyvwhere from 1 point for small trades o 3 to 5
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points { 100 to 200 basis points) for larger trudes. For some perspective, a high quality, medium to large
investment grade issue could trade with a bid-ask spread of 5 to 10 basis points,

Enron Bond Spread to Treasuries (from JP° Mn-rpn}
| 3-months ago [ -month ago Today (11707013
Sevear +130 +2370) +1750
10i-year F 160 <200 Fl444)
30 -year +1590 30 +705
. In the credit default swap market, which is used by market participants as a hedge against a credit event in a

specific issue, Enron spreads have widened significantly. The premium fee for Enron, which is based on an
annual percentage of the par value of the security that is being insured, rose from 260 basis points &t the beginning
of Septernber to between 2,000 and 3,000 basis points today, Anecdotally, market participants in the credit
default swap market expect if & credit event involving Enron is to occur, it will happen in the next 3-months with

some suggesting that a 3% percent probability of an Enron credit event is being priced m.

Spillever in the broader equity and bond markets appears to be limited thus far to large energy merchants and
power and utility companies. Market participants explained that while share prices in the sector have been trending
lower this year given the political news surrounding the California power crisis and significantly lower electricity and
natural gas prices, concerns about Enron have weighed on the sector, Specifically, investors note uncasiness aboul the

extent to which such firms may be impacted through denivative and other irading-related exposures.

. Shares of the large energy merchant companies such as El Paso, Duke, and Dynegy are down 5 1o 20 percent
since mid-October, Spreads on the benchmark bonds of such companies also widened anywhere from 10 (o 70
basis points to Treasuries, but have reportedly since stabilized. Furthermore, many energy companies are

continuing 1o issue debl, with over 54 billion in the energy sector expected to price this week.

Index
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Global Energy Merchanis® Share Prices
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T-dan 15-Feb 1-Apr  16-Mey  30-Jdun 1d-fg  FE-Sap
. Some contagion effiect has aleo been reflected in the eredit default swaps of other large eneroy merchants, with

premum spreads widening by 40 wo B0 bazis points since Seplember. For example, the spread on El Paso
widened 40 basis points 1o 320 basis points, while the spread on Mirant rose 50 basis points to 400 basis points,
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In the energy commedity market, traders report that trading in the natural gas and electricity markets remain
ligguid, price volatility remalns within normal ranges, and supply and demand fundamentals cantinue to dominate
price action. The CFTC also announced that it bas no indication of futures markets disruptions involving Enron Trading
Services, Enron's registered futures commission merchant, A few dealers have suggested that the 6.8 percent rise to
53.25 per million Biu in the front-month Henry Hub natural gas futures contract last week was partially a result of Enson
unwinding some short positions, However, several others explained that the rise in futares prices was due o an increase
i demand from utility investors in combination with seasonal factors and the American Gas Association inventory repor,
which showed a smaller-than-expected increase in inventory levels,

Hanry Hub Natural Gas Front-Month Futures Price
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- Market participants note uncertainty about the impact on the energy markets should Enron’s position worsen, as it
15 difficult to know the totality of Enron's derivative positions in the natural gas and electricity markets, Some
have supgested that existing market hedges between multiple firms in the markets could begin to unwind, which
could add to short-term instability in the energy market, particularly natural gas. However, they node that terms
would likely be quickly renegotiated and price stability would return to the trading markets,

Market participants reportedly continue to trade on Enron’s trading platform, EnronOnline, though samt
accounts may be more cautions about long-term exposure.’ EnronOnline reportedly handles 20 to 25 percent of all
volume in the natural gas and electricity markets. While daily trading volume data for EnronOnline is not regularly
reported, Enron announced on Monday that trading volume for all products an the platform was about 6,500 transactions,
above the 30-day average of $ 800 transactions. However, energy merchant companies that compete with Enron,

including El Paso and Dynegy, have publicly noted an increase in business activity a5 investors concemns about Enromn
have increazed over the week.

Today, Dynegy and Enron confirmed earlier speculation that they are engaped in discussions about a ossilrle
business combination, but did not release any terms of the potential transactlon. On this news, Enron bond prices
rose, largely retracing this week's losses as short-term sccounts covered shon positions. The 10-year band is about 10
points higher than yesterday's lows at 75 cents on the dollar, while the equity price is little changed. After declining on
the news yesterday, Divnegy shares rose 11 percent and the price of its | 0-yvear benchmark has partially retraced, trading at

about 300 basis points above Treasuries as investors reportedly believe the deal would be done be under favorable terms
for Dynegy.

" Other primary trading platforms include Doy Direct, Intercontingntal Exchange (ICE), Mew York Mercantile
Exchange, and TradeSpark in addition to several smaller electronic trading systems.
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I=Trade

Growth. Dppodundy. Lesdership,

October 29, 2001
Deear Congressman/Congresswoman:

We, the undersigned organizations and companies comprising the USTrade coalition,
urge you o support H.R, 3003, the Bipartisan Trade Promotion Authority Act of 2001.
This important legislation will advance 1.5, interests in bilateral, regional and global
trade negotiations,

H.R. 30035 is a well-balanced bill. It will allow the United States to move ahead with new
trade agreements while also promoting worker rights and environmental protection
abroad. It is a reasonable compromise that will enable the United States to spur
economic growth, exercise leadership, and provide new opportunities for American
comipanies, workers and their families,

Trade Promotion Authority will enable the President to reduce foreign barriers and to
expand American trade; it is badly needed in this time of great economic uncertainty.
The bipartisan TPA bill also assures that American values will be advanced in a

constructive way that will not drive trading pariners away from the negotiating fable.

We urge your suppert for H.R. 3005, and lock forward to passage of this important
legislaion,

Sincerely,
iM American Chamber of Commerce for Brazil/Sao
A, Antunes & Co. Faulo
A0, Smith Corporation American Chamber of Commerce of Trinidad &
ABE, Inc. Tobago
Accenture American Chamber of Commerce & [ndustry of
ACE INA Insurance Panarma
Advanced Medical Technology Association American Chamber of Commerce in Guatemala
Acrospace Indusiries Association of America American Chamber of Commerce of Bolivia
Apgilent Technologies, Inc. American Chamber of Commerce of El Salvador
Aar-Conditioning & Refrigeration Institule Amencan Chamber of Commerce of Jamaica
Adkin, Gumg, Strauss, Haoer & Feld, LLP Arneican Chamber of Commerce of Micaragua
Alcoa, Ine, American Chamber of Commerce of Peru
Adlinnee Managetent Sroup American Chamber of Commmerce of the
Adtran Corporation Dominican Republic
Aduminum Association American Chamberdexico
American Chamber of Commerce for Brazil/Rio  Amenican Chemistry Council
de Janeino American Cotton Shippers Association
American Apparel and Footwear Association American Council of Life Insurance
American Association of Port Authorities Amencan Electronics Asaociation
American Boiler Manofacturers Association Amenican Fead Industry Association

E33] Pennsylvards Ave. MW Suiie 600, Washington, [ 3H02
(202) 6373074 (200 6373152 fax
www. Us-trade arg
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American Forest & Paper Associafion
Amencan Hardware Manufaciurers Association
American Intermational Groug L.
American International Automobile Dealers
Association

American bMeat Tnstitute

American Paper Machinery Association
American Petroleum Institute

American Road & Transporiation Builders
Americans for Tax Reform

AMT-The Assn. for Manufacturing Technology
Andrens, Vick & Associates, LLC
ADL-Time Wamer

APL Limited

Archer Damiels Midland Company
Armstrong World Industries, Inc.,

Asphalt Roofing Manulacturers Association
Association of Amencan Chambers of
Commerce’ AACCLA

Associated Industries of Mussachuseils
Associated Oregon Industres, D,
Associntion for Competitive Technology
Association of Intl Automobile Manufacturers
ATET Caorp,

Automotive Trade Policy Council

Avon Products, Tnc,

Bank of America Corporation

BASF Corporation

Bechiel Corporation

Bergner, Bovette, Bockomy & Cloughs
Best Manufeciuring Co.

Biotechnology Industry Organization
BPAmoco Corporation

Business Council for Inf'l Understanding
& M Intemational

C/E Intemational, LLC

Cadore Maodz, Inc.

Califormia Council for International Trade
Cargill, Incorporated

Caribbean/Latin America Action
CaseNewHolland Inc.

Caterpillar Inc.

Cato Tnsuinane

Central Soya Company, Inc.

Chamber of Commerce of the US in Argentina
Chamber of Commerce Uruguay-1.5.A,
Chilean-American Chamber of Commerce
Citizens Against Government Waste
Citizens for 2 Sound Economy
Cleveland-Cliffs Incorporated

Coalition for Employment through Exports
Coalition of Mew England Companies for Trade
Coalition of Service Indusiries

Cioastal Lumber Company
Colombian-American Chamber of Commence
Compag Computer Corporation

Computer Sciences Corporation

Condgra Foods, Inc,

Construction Industry Manufacturers Assoc,
Consumers for World Trade

Coors Brewing Company

Costa Rican-American Chamber of Commerce
Council of the Americas

DraimlerChrysler Corporation

Dreere & Company

Dell Computer Corporaiion

Denny Miller McBee Associates

Deszaull Faleon Jei Corp,

Detront Begiomal Chamber of Commerce
Distilled Spicits Couneil of the US
Diversifed Markeling, Inc.

Doane Pet Care Company

Donmestic Petroleum Council

Dow Coming Corporation

DTB Associates, LLP

Duberstein Group

DuPont

Dvkema Gossen

Eastern Caribbean American Chamber of
Commerce

Eastman Kodak Company

Eaton Corporation

Emergency Committes for Amencan Trade
{(ECAT)

Ecuadonan-American Chamber of
Commerce/Guayaquil
Ecvadorian-American Chamber of
Commerce it

EDS

El Mino Group, Lid.

Elan [ntematzonal

Electronic Industrics Alliance

Eli Lilly and Company

Elkay Manufaciuring Company

Emerson

Enron Corg.

Equipment Manufactures Institute

Excel Foundry and Machine, Inc.
ExxonMobil Corporation

Farmland Industries Inc.

Q0500000000332



Florida Departrent of State

Flugr Corporation

FMC Corporation

Footwear Distributors & Retnilers of America
Ford Motor Comtpany

Foster Wheeler Corporation

Fremch & Cormpany (for IEMCA)

Giarner Holt Productions Ine

Gemmex Intertrade Armerica, Ing,

General Electric Company

Gibson, Dunn & Crutcher

Gilass Packaging Institute

Gilobal Trade Information Services
Gioddard Clanssen

GPC Tntermation:l

Giraham Architecturzl Products

Griffin Johnson

Grocery Manufzscturers of America, Ine,
Guardian Industrics Corp.
Huitimn-American Chamber of Commerce &
Industry

Halliburion Company

Hasbro, Ine.

Hispanic Council on Internstional Belotions
Honda of Amertca Mg, Inc,
Honduran-American Chamber of Commerce
Honeywell Inc.

Hotwait, Inc,

[BFI

Informeation Technology Associabion of America
Informeation Technology Industry Couneil
Ingersoll-Rand Cormpany

[ntel Corporation

[ntematonal Association of Drlling Confractors
[ntemational Business Machines
Intemational Dairy Foods Association
[nemational Houzewares Assooiation
[miemational [ee Cream Association
[ntemational [niellecteal Property Alliance
Intemational Mass Retail Association
Intermational Paper

[nizrmational Trade Services Corporation
P

[slamic Inatinte

ITT Industries

James Orr Associales

lefferson Waterman International

John B, Shiaes & Associates

Jahnsen & Johnson

Joint Industry Group

Jones Walker

Keizai Koho Center

Lakeside Foods, Inc,

Liz Chluibome

Lockheed Martin Aeronautics Company
Lockheed Martin Comosation

Lunde & Burger

MaerskSealand

Manghester Trade

Manufactuning Jewelers & Suppliers of America
Marlock, Inc.

Mars, Incorporated

Matsushita Electric Conporation of America
McDermott Intemational [ng,

Merck & Company, Inc.

Methanex Inc.

Miami Valley Marketing Ciroup, Ine,
Michigan Manufactorers Association

Milk Industry Foundation

Mirority Business Roundtable

Maotor and Equiprmient Manufacturers Association
Maotorala Inc.

Mational Association of Manufacturers
Maticnal Association of Wheat Growers
Matiomal Cattlemans Beel Association
Mational Cheese Institule

Maticmal Corn Growers

Mational Council of Farmer Cooperatives
Mational Customs Brokers & Forwarders Assn
Mational Electrical Manufaciurers Association
Mational Food Processors Association
Mational Foreign Trade Council

Mational Mining Association

Mational Chlzeed Processors Association
Mational Pork Producers Council

Mestle USA Tnc,

Mew Democrat Melwork

New York Life Insurance Company

Mike Inc.

North American Association of Food Equipment
Manufactures

Movartis Corporation

KPES, The Assaciation for Suppliers of Prnting
OBC Group

Officemate Software Solutions

Ohio Manufacturers’ Association

Oklahoma State Chamber of Commerce &
Industry

O'Melveny & Myers

Paccar Ing,
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Pacific Basin Economic Council
Packaging Machinery Manufacturers Institute
Pappas Aszociaties Internanional Inc.
Paraguayan-American Chamber of Commerce
Pation Boggs LLP

Pepsico Inc.

Pet Food Instinite

Pfizer Inc.

Pharmaceutical Research and Manufactarers of
America

Philip Marns Companies Inc.
Philippa-Hagenbuch, Inc.

Proneer Hi-Bred Intermational Inc.
Plumbing Manufsciurers Institute

Poliey Comim

Powell, Goldstein, Frioeer & Murphy
Precizien Machined Products Association
PricewaterbouseCoopers LLP

Prosper Intemational Business Accelerator
Prudential Insurance Co, of Amenca

A, Pearson Company

Ravensworth

Raytheon Company

Reale & Associaes

Reehok [Imemational

Rem Evewear

Riverdale Mills Carporation

Robbins & Myers, Inc.

RBockwell

Rockwell Automation

Rockwell Collins

Rohm and Haas Company

Rolls-Royce Marth America Tne,

S5AMA

Salt Institwhe

Samuels International Associates, Ine,
Sayer and Associaes

SBC Communications, Ing.
Schering-Flough Corporation

Schmeltrer Aptaker & Shepard, P.C.
Sears, Rocbuck and Company

Secondary Materials and Recycled Textiles
Semiconductor Equipment and Malerials
[nfernational

Service Tool & Die Company, [ne,

Shelby Industries, Ine,

Siemens

Small Buziness Exporiers Association
Solutia Comp.

South Carclina Export Consortivm

Springs Indusiries, Inc.

51 Maxens & Company - Maitel

Steel Hector & Davis LLP

Steel Service Center Institute
StorageTek

Students for Trade

Sun Microsystems, Inc

Target, Spiegel Group
Telecommunications Indusiry Association
Texaco Inc.

Texas Association of Busmess & Chambers of
Commerce

Texas Insrruments, Inc,

Texas International Trade Alliance
Textron Ine,

The Adhesive and Sealant Council

The Alominwm Association

The Boeing Company

The Bretton Woods Commitice

The Business Roundiakle

The Chulbb Corporation

The Dow Chemical Company

The Fratalli Group

The Gillette Company

The Goodyear Tire & Rubber Company
The McGraw-Hill Companies

The Mid-America Commitbes

The Motion Preture Association of America
The Port Authority of NY & N1

The Principal Financial Groug

The Procter & Gamble Company

The Quaker Cats Company

The Rushford Report

The Wexler Group

Tooling and Manufacturing Association
Toy Indusiry Association

TrodeCom lntermational, Inc.

Trimty Industries [nc Plant 474

TRW Inc.

.5, Chamber of Commerce

L5, Council for International Business
1.5, Wheat Associates

.5 -Mexico Chamber of Commerce
Unilever Unrted States, Inc.

Union Pacific Resources Ciroup, Inc.
Umisys Corporation

United Parcel Service

United Technologies Corporation
Unocal Corporation

UMOW A, Inc.
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U5 Assn of Importers of Textiles & Apparel
UE-ASEAN Business Codinseil

Wenezuelan- American Chamber of Commerce
& Indusiry

Wirginia Manufacturers Association
Wainwright Industries, Inc.

Wamaco Inc.

Waste Equipment Technology Assocaition
WeberShandwick Worldwide

Westvaco Corporation

Weyerhaeuser Company

Wheat Export Trade Education Committes
Wilmer, Cutler & Pickering

Wisconsin Manufacmrers & Commerce
Wood Machinery Manufacturers of America
Woodpecker Home [mprovements

World Perspectives

Xerox Corporation
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MR. ITKENSON: Welcome to the Cato Inatitute's FOA,
Hayek Auditorium. 1'm Dan Ikenson. I'm an analyst with the
Center for Trade Policy Studies here at Cako. The mission of the
Center is to educate the public and policymakers about the
benefits of free trade and the cost of protectionism, Some of
the Center's efforts to date in advancing this mission are
documented in policy papers, op ed columms, interviews, and
excerpts located on our Web site at www.freetrade.org.

This event is being broadcast live, and a recording
will be available for wviewing and downloading later this
afterncon from chat sice.

Brink Lindsey, the Center’'s Director, brought me on in
Jetober to coordinate the project on anti-dumping reform. The
purpose of the projsct isg to bring conbinuous attention to the
economic irrationality, dubious administration, and unfair
consegquences of the antil-dumping laws., In the spring, we will
release a policy paper on the proliferatisn of foreign
anti-dumping orders against U.5. companies, which is currently a
fairly under-appreciated side effect of the government's support
for anti-dumping measures ak home,

Eeveral other studies highlighting the burden placed on

various U.5. constituencies by the government's support of
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anti-dumping will be forthcoming as part of that project. of
course, the largest abuser of the U,5., anti-dumping laws, the
steel industry, may be spotlighted more than others.

While the foous of today's discussion is not
anti-dumping specifically. we are here to address "What's Wrong
with the Steel TIndustry -- Again?" Yes, thia is deja wvu all over
again. In fack, just over cwo yvears ago, the Cenkter for Trade
Policy Studies hosted an event to discuss the steel "erigis® of
1998, AU that time, much like today, the steel industry was
Lrying bo force gquotas upon imporced steel, badgering Americans
into feeling false guilt and obligation in its Stand Up For Steel
Campaign,

Then, as now, the cause for steal's woes was a
combination of pocr corporate decisions and macroeconomics,
Then, as now, hundreds of firma in dozens of industries
experienced falling profitabilicy, layoeffs, and even
bankruptcies. Then, as now, workers in the steel-using
industries, who outnumber steel workers by a margin of at least
40 to 1, will bear an enormous burden if steel's wish list of
quotas, surchargea, and lcan guarantees prevails.

And why should it prevail? There is nothing unigue
about steel's woes. Rather, it is its insistence on blaming
foreign competition that is unigquely steel's approach, and its

refusal to weed cut and prune back inefficient capacity that has
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this industry tumbling over backward whenever it faces even
moderate financial head winds. What ia puzzling is that steel's
perspective still carries enough weight to pose a credible threat
to the process of multilateral trade liberalization and the WID
itself.

The industry emplovs less than 200, 000 workers in a
135-millicn-worker eccnomy. The industry's collective market
capitalization is smaller than many individual American companiss
in other industries. And it accounts for cnly 530 billion of
value added in a 510 trillion econcmy. Yet, steel's problems are
hyper-magnified through an elaborate, well-organized network of
public relations and lobbying efforts. It's noe wonder rescurces
to address the real problems are scarce.

Waow, mare than ever, for reascns that transcend steel,
it is time to see these issues resolved. The past 15 months,
commencing with the meltdown in Seattle, have brought U.S. laws
into guestion and leadership under stress. Certain features of
the anti-dumping regulations, the Anti-dumping Aot of 1916
iraelf, crucial aspects cof Section 201, the CVD law's approach to
privatization, and the Foreign Sales Corporation law have all
been found to viclate various WTO agreements. BAnd the incendiary
Byrd Amendment is currently under challenge. This session,
Congress will have to bring these measures into compliance or

renege on our obligations at the WTD,
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Meanwhile, about 100 regional free trade agreemsnts
have commenced since passage of the URAA, the Uruguay Round
Agreements Aet, to which cthe U.5. is a party in exactly zero. BAs
multilateral negotiations have stalled, other nations have moved
forward to conkbinue realizing the benefits of liberalized trade.
It appears certain that USTR will have to agres to at least put
anti-dumping on the table if a new round is to be launched later
this year in {gatar.

The steel industry, which has virtually no stake in
foreign markets, will be lobbying to ignore our obligationa and
oppoge a new round at enormous expense to the majoricy of
Americans who benefit from free and open markets here and abroad.
Because the process of multilateral trade liberalization hangs in
the balance, steel's problems are our problems, so we struggle
together in search of ideas.

Eere to discuss the problems and potential soclutions is
a highly regarded panel of experta. Dawvid Phelps is Fresident of
the American Institute for International Steel; Tem Danjezek is
president of the Steel Manufacturers Associabion; and Charles
Bradford is a Wall Street steel analyst, whose reports are widely
circulacted and valued in the industry. Each of the panelista
will ke allotted approximately 15 minutes to make his
presentaticn. After each haa spoken, there will be an

cpportunity for paneliste to rebut, refute, e=laborakte upon, or
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challenge any points made by octher panelists. After that, the
paneliste will cake guestions from the audience.

Our Eiret speaker teday is David Phelps, President of
the American Inetitute for International Steel, Phelps joined
Ehe AIIS im 1996, and is responsible for helping AIIS Ffulfill its
migeion to support free brade and esconomic growth through
competiticn in the steel trade, and to oppose protecticnist
barriers to trade, including tariffs, non-tariff barriers, and
subsidies.

Prior to joining AIIS, Mr. Fhelps worked as a Customs
and ateel products consultant, He was also an officer at the
American Iron and Steel Institute, where he was emploved for
nearly 1% years. Mr. Phelps holds an M A, in economics from
Virginia Tech and a B.5. in econcmics from George Mason
University., Fleage join me in welcoming Mr. Phelps.

(Applause. )

DAVID FHELFS,

AMERICAN INSTITUTE FOR INTERMATIONAL STEEL

ME. PFHELPS: Good morning. I am pleased to be able o
address the Cakbto Institubte and gueats on this rather vexing

problem,
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The announcement for the forum today saye, "For the
gecond time in less than three yesars, the U.5. steel industry is
in crisis mode." This would make it seem that the domestic stesl
industry haa had a couple of tough yeara, and that somehow the
seguence of ewvents iz an unusual occurrence that reguires and
deserves special atbention by the government.

Well, as 1'm sure everyvbody here must know, it's not an
unusaual occurrence for the steel industry te ke in crisis. Bub
this time the crisis is sericus. The number of bankrupktcies
makes it different. Why? We believe that the chickens hawe coms
home to roost. Thirty wears of living in a protected market have
giwven us a claseic example of why protection does not create
competitive industries. We believe thart there isg a role for the
government to play, fashioning a markekb-based incentiwve program
chat would encourage the consclidation of some companies and
facilities and the shutting down of non-eccnomic capacity.

It seems to many observers that the history of the
gteel industry is ene of lurching from crisis to criesis. Each
time the steel markets soften, the domestic industry has
successfully persuaded presidents that they need protection to
survive. The problem was always imports, and the solution was
orotecticn.

We have a different view, outlined in a book we

spenscered in June 2000, "Paving the Price for Blg Steel: 3100
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BEillion in Trade Restraints and Corporate Welfare". This book
cutlined the history of steel trade policy, how the domestic
industry has skewed investment, competition and riek at crucial
points in the last half of the 20th century, and instead chose
the siren song of protection.

Hot only has the industry receiwved wvariocus forms of
protection since the last 1960°s, there have also been direct and
indirect subsidies at the Federal, State and local levels,
According to our study, the value of this special treatment was
from bebween 290 billion and £15%1 killicn. Who payes for the
protection? Steel consumers, who employ over 40 times more
recple than the stesl industry itself. From the perspective of
trade amd egonomic policy, thie is a clear case of the tail
wagoing the dog.

Jur study has been criticized on the basia that it was
written "by lawyers representing the Japanese steel industry.”
Let me read to you the five-and-a-half-year-cld guotation:

"Cur larger integrated steel producers spend millicons
in lebbying Congress for protection. In additien, steel company
political action committess and the Stesl Workers Unicn
contribute more than 5700,000 a year to favored congressmen.
Juatifiably, they expect this to provide the beat protection

money can buy.® That was Kenneth Iverscn, then chairman of Mucor
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Eteel. I don't think he was representing the Japanese industry
at that time,

50, what's wrong with the steel industry -- again? How
did we get to this, the 2001 chapter of the steel trade saga?
First of all, there are scme underlying causes affecting not only
steel but all of manufacturing: the strong dollar, the explosion
ol energy prices laskt year, and the softening of demand in some
secbors.

Howevar, f£or steel, the short answer ie price
increases. Demand was strong and lead times were increasing at
the end of 19939, the beginning of 2000, The domestic industry
announced a seriea of price increases during this pericd, with
the last one echedulsd for July lat, 2000. The specter of
increasing prices created a buying frenzy by customere. In fack,
exactly one year ago today, domestic mills were heavily booked,
with long lead times, and many customers were on allocacion,

Consumers tried teo avoid price increases by stepplng up
buying of both domestic and imported material. By the cime
summar came, it was clear that the bloom was off the rose.
Inventories were way teo high and prices began ta tumble. After
the market began to soften, imports ordered earlier when the
market was stromg continued to arrive.

Unfortunately, these imports added more pressure to the

market. PRaniec selling at any price by weakenad produsers who
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were trying deaperately to stave of f bankruptcoy added
significantly to the pressure on prices, as did the new mini-mill
capacity that came on line last year at this particularly
disadvantagecus time. By the end of the year, inventory levela
were high, bankruptcies were making the headlines, including the
fourth largest company, LTV,

A usual, the domestic industry refrain focused on
importe. And now, in addition to the perennial demands for more
and more liberal trade laws, in some guarters there i8 & renewed
call for yet ancther round of guota protecticn and subsidies.

Well, after nine years of dumping cases, what have we
learned? The same lesscn as always: protection does not create
a competitive industry. The steel industry stands cut as the
cleareat example of the folly of protectioniam.

He have heard steel companies argue that their foreign
competiticon is unfair, illegal, and now I've even heard import
competition described as criminal. Of couree, it is also argued
that if only the industry's foreign compstitors would trade
fairly, there would be no problem. There are two problems with
this argument.

First, the domestic industry can only meet 75 percent
of steel demand in the United States; and, second, there's not
one foreign steel producer of any conseguence left in the entire

world that has not been sued for illegally dumping in the United
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States. Yesa, even our Canadian and Mexican MAFTR partners. oOf
courge, the industry itself is the largest importer of foreign
steel products, doing what steel customers are condemned for:
getting the beat price as pogsible,

Finally, it is interesting to note that at current
price levels, the vast majority of steel exported by the domestic
industry is below total coste. In other words, .5, steel
producers are dumping.

It should now be clear to evervone that, simply put,
eocme eteel companies' survival has been due solely to protection,
The large number of bankrupbcies in this downturn underscores the
truth of that astatement., Several adverse circumstances mentioned
above, along with the downturn in prices in the second half of
2000, triggered a march to bankruptcy -- companies that were so
weak that cthey couldn't survive this downturn that cccurred
during a pericd of strong demand. And if the market doesn't
turn, and turn guickly, we believe that there will be esven still
more Chapter 11 bankruptoy apnouncemnsnks.

somehow it's difficult teo argue thakt the preblems are
all the fault of imports. Consider two companies, LTV and U.5,
Steel. They hawve the same union, the zame iron ore, the samne
coal, the same limesstone, essentially the same products for
similar customer lists, There is much longer list than even

that. And LTV came cut of bankruptcy in the esarly 135%0°'s
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esgentially debt free. Yeb, one had a good year for profite in
2000, at least on an operating basis, even with a poor fourth
guarter; and the other one is in Chapter 11, again.

Under the circumstances, how can it be argued that
imperts are the determining factor and even more protection is
needed?

Is this the entire story? Ho. It's clear that some
companies don't want or need special treatment. They have used
the time upder protection Lo become internationally competitive.
Look at RE Steel. It was one of the weakest companies in the
1580°s and now it's the strongest. Just two weeks ago, AK
blasted a plan by the State of Chioc to fummel over a 5100 million
to the weak steel companies of that State. On the other =ide,
gome complain that it was not enough money.

We believe that had we lived in a free and open market
cver the last 30 yeare, there would have been an orderly exit of
steel companies who lost their ability to compete. Arguably,
cbher producers would hawve acguired the good parte of those
companies. Thirty years of protection hawve delayed the day of
reckoning for now. For some, it has now come, or come again.

The new Bush administration has inherited this
difficult situation, A8 discussed above, the desperate actions
af the weak companies played a significant in creating ths

current weak steel market, and thevy alao playved a rale in
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depressing the share values of wvirtually all ateel-producing
companies -- some Lo absurd levels.

It i3 clearly not in the interest of the strong
companies' customers or the workers to repsat the mistakes of the
past and, through protection and subsidies, prop up the weak U.5.
producers for vet ocne more business cycle. We beliswve that doing
that for the weak players in the market will only result in
continued price suppression as they strive for cash £low, The
atrong will be hurt.

o0, wirth all this hiscory as background, what should
the government do? If not protection, then what?

We believe that it is important for the government to
play a rale in cleaning up this mess. It was, after all, the
governmant's support, via protection, that put us on the course
that brought us hers., However, any actions taken by the
government bo alleviate the sitwvarion ehouwld have as their
primary goal encouraging the restructuring and consclidation of
the industry using markekb incentives. Tax incentives, such as
accelerated depreciation, similar to the systems of most of the
U.5. industries' foreign competitors, should be considered as cne
element of the solution. Such proposals would help make the
BCronger companies stronger, improving their ability ko

participate in the restrucskturing,
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Ancther idea put forward by the SHA, involving legacy
costs, also deserves serious conalderation. At no time should
bhe government even consider any action that is contrary to our
WTO cbligations. The Bush administration will hawve enough
trocuble cleaning up the mese created by the steel industry
protectionists before launching a new round of trade
nagotiations; we do not need to wmake that job any more difficult.

In the end, what we do know for sure iz that trade
protecticn has not worked in the past, and it will not work again
if we try it., Steel customers and suppliers have to compete in
the rough-and-tumble world of internaticnal competition, and
international competition has forced some out of business.
Rememnber the U,5,-based ferrcalloy industry, or even the
equipment supplier, Mesta. It is time for the domestic steel
industry to compete on the same basis as their suppliers and
customers.

Finally, we at AIIS hawve as cur basic trade policy
cpposition to trade barriers and trade-distorting practicas,
including subsidies. We know that many in the domestic industry
believe that there are both trade-distorting practices in a
non-economic capacity overseas. To the extent that these
allegations are true, such practices distort frese trade and hurt

U.38. producers.
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We would support internaticnal efforts, perhaps in line
with the failed mulcilateral steel agreement originally suggested
by President Bush, Sr., that would have as its goal elimination
of subsidies and true free trade, We encourage President Bush to
taka decisive stepse to solwe this, the most vexing trade and
industrial problem facing his administration.

Thank you for your time and attention,

{Applause . ]

ME. IKENSON: Thank you, Dave, for that often smothered
perspective on trade.

Cur next speaker 1s Thomas Danjczek. Mr. Danjczek
joined the Steel Manufacturers Association as Fresident in
February of 1938. The S5MA consists of 53 North American
companies that operate 128 steel planta and emplov approximately
70,000 people. The SMA is the primary trade association for the
scrap-based electric arc furnace steel makers, i.e., the
mini-mills, representing approximately half of the steel produced
in the United States. The SMA has 147 associate membere that
supply goods and services to the steel industry.

FPrior to the SMA, Mr. Danjczek was an execucive with
Wheeling-Pittsburgh Steel Corporation, which he joined as General
Superintendent of steel making in 1%83. From 1570 te 1983, he
wis & supervisor with Bethlehem Steel Corporation and Haiser

Sceel Corporation.

ARTI Tramseripis
{202) 3470030 and www artilranscripls.com

Q0500000000358



14

Tom earned his bachelor's degree in mechanical
engineering akbk Villanova University and a master's degree in
industrial management at Perdus University.

Please join me in welcoming the current President of
the Steel Manufacturer's Association here in Washington, Mr.
Theomas Danjcozek.

(Applause. )

THOMAE DANTJCZEE, PRESIDENRT,

STEEL MANUFACTIURERE ASSOCIATION

ME. DANJCZEK: Thank you, Dan, wery much.

I would like bo thank Dan and Brink Lindsey for
inwiting uws today. When he was kind enough to call for the
invitation, I asked if I should bring my own rope to hang myself
with., A&nd his reply was, "Bring a wire rope." So, Lhere was a
little humor there.

[Laughter.]

ME. DAMJCEEE: But we are pleased to be here today, We
changed our title a little bit, from "What's Wrong with the Steel
Industry,™ and I don't know if vou can see that or not -- it's
awfully bright. Briefly, what I'd like to do today is tell vou
who I represent, talk for a moment about the impact of the trade

situation teo our segment of the industry, discuss a few
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recommendations, and conclude with some long-term and soms
short-term actions.

First, let me tell you who I represent and the group
that I'm with. The Steel Manufacturers Asscciation represents 53
Morth American companies, in Canada, the U.5., and in Mexics., We
have 146 associate members. We operate 125 plante. We employ
about 120,000 pecple. We represent mini-mills, and mini-mills
are electric arc furnace scrap-based producers, with continucus
casters.

Today we represent approximately half of U,5. steel
made. And to put that in context for a moment, last year our
industry domestically made about 10% millicon short tons. We made
47 percent of that, or approximately, I think, about 48 million
tens, something in that magnitude, or 50 million. And last year
we imported about 35-37 millicn tons. So, it gives vou an idea
of our size.

We're very proud of our contribution to recyecling. We
are the largest recycler in the U.3., and last vear we recycled
over 70 millien tons of stael.

Qur members continue to grow due kto their efficiency
and quality, due to very flexible organizations, and we're
expected to surpass 50 percent of the indusktry this year. And
there are projecticns out there by people smarter than I am who

gay that it we'll hic 60 percent by 2010,
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This 8lide ian't for the details but just te show you
the context of the lay of the land of where we are in our
industry. Jur domestic shipmentes are about 110 million tons,

And you can see that since 19%0, domestically, we've exceeded per
capita consumption. And we were low, BO million tons back in Ehae
sarly nineties, and that has had about a 20-percent increase to
today in domestic shipments. You can see that importe have grown
Erom the Z0-millicn-ton class to approximately 35 bo 40 million
tons, And so that change of market share of imports has grown
from about 20 percent to approximately 30 percent, And that's
just done to give you a tone of the magnitude of the numbers
wa're talking about.

This i3 a guote by Alan Greenspan. It's the ane
Ehought that I do want ©o get across to you today. Dan's
commeants would put us all under cne tcent as a steel industry. I
would cffer to you that it ie not one steel industry. I weould
read this guote: "As you know, we really have two steel
industriea in this country. Cne is based on alder technologies,
and the cther is the mini-mille, which are evolving at a wvery
dramatic pace.* And somebody named Alan Greenspan saild that
about a year ago.

It's difficult to tell you what's going on in trade in
ona slide, but I'm going to try. The core problem, like an

albatross hanging arcund cur neck, is that, in a word, except for
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Worth America, there's too much world steel-making capacity te
serve toD Little world steel demand, That problem occurs not
anly in somebody else's backyard; it occurs in our backyard aleo.

The magnitude cf that problem is that we as a world,
and I talk now in metric tons, ship about 750 co 800 million
tone. Approximately 200 to 300 million toms, or a magnitude of
2% percent by some, is viewed as excess capacity. The effect of
that, ewven for the efficilent mini-mills, is that it limits cur
ability to promote shareholder walue, to maintain production
facilities, and toc provide adequate supplies of steel.

We went through a lot of bumps in the last three years.
And the solution is here, And there will be disagreement on our
panel. And Mr. Bradford and I and Mr, Fhelps and I have had many
interesting conversations. We are going to show some actions
that we think need to be done in terms of prompt, coordinated,
comprehensive, and egquitable.,

Before I do that, let me take you through, I think, six
trade principles. Scme of them will agree with the principles of
the Cato Institute, some might disagree.

But, firat and foremost, markets inwvolwed in fair
trade -- not the government -- must determine, in the stesl
industry, the winners and losers. But the salient words on that

first statement is markets involved in "fair trade." BAnd that's
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where there will be scme disagreements: in the definiticn of
what is "fair trade."

Eecond, and very important Lo us -- but not agreed to
by the entire ateel industry but agreed Lo by the members of the
Steel Manufacturers Associabtion -- government assistance to
troubled steel companies for continued cperaticns or legacy costs
ia unacceptable. That assistance is unfair to those steel
conpanies who are not troubled, Government funding to aid
displaced workers from closed facilities, for retraining and
relecatien is encouraged., HNe baillouts. Ik's not fair., It's
Just Elatankbly not Eair.

Third, the government should prevent the provision of
loan or grant fundings from any U.S5. agency or internaticonal
financial institution in which it participatea for mainktenance or
expansion of foreign steel-making capacities and also cppose
availability of such funds from octher governments through their
Tinancial instituticns. Building new mills when we already have
25 percent capacity doesn't make a lot of sense to us,

Three more. Trade relief accorded to the steel
industry should be nondiscriminatory and industrv-wide, with the
exception of the relief prowided under unfair trade cases. We
don't think that we're apecizal, to use my children's expression.

We're part of an overall manufacturing base.
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Fifth, American mills must remain as free as possible,
consistent with standards of fair competition, to consolidate,
epecialize, rationalize, restructure, merge, acquire, or be
acquired. This is a statement somewhat opposed to what the stesl
workers came out with recently, where they wanted to limit
foreign ownarship.

Sixth, and finally, to achieve a truly level playing
field, it is essential that trade measures be consistent with the
multilateral trade agreements that the U.5. is a party te. While
I have certain members who would love to eay to hell with the
WTD, it's not going to get us anywhere. It's not going to get us
anywhere with this administration, and we're going to have to
play by the rules.

I'm going to talk of thres short-term acticns and a
couple of longer-term actions following that. We do believe that
import relief that returns to pre-crisie levels should be
accomplished as soon as possible and remain in place for a
gufficient number of years to permit the ateel industry to adjust
to sericus injury sustained from imports of the three years, 19%8
ta 2000.

I do not expect my two co-panelists to agree with that.
They might agrees that the U.5. steel industry in 1998 got hit
with 11 million tons of imports in a five-month period thak

absolutely cut the legs out of our markes., The administraticon
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should designate a senicr White Houee official to coordinate the
work of USTR -- who I see in the audience here -- and executiwve
branches to achieve prompt, significant, and lasting relief for
gteel imports. It does need, as Mr. Phelps suggested, a more
comprehensive solution.

Third, the adminigtration should implement a
transparent system of aubomatic import licensing modeled after
the Canadian system that they ve used in Canada for several
veara. Thizs is WID-acceptable.

Three, lenger-term actione. We do believe, under
whatever words you all chocse to use, whether it be multilateral
steel agreement or whatever the terminology is, with that excess
capacity I'wve referred to previcusly being a core problem, nek
the sole problem, the administraticn should undertake concerted
efforts to negotiate internmational steel agreements, whose
principle objective is to eliminate or at least substantially
reduce the uneconomic or excess capacibty overhanging domestis
demand in countries outside of Horth America, which, as I said,
is the roct cause of the predatory imports fleoding the American
market .

Second, the adminietration should ensure that it
coordinates the stesl adjustment program with NAFTA brading
partners, to choose the greateat poseible equity of conditions

within this NAFTA reglon.
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And the final point i=s what Mr. Phelps I believe
touched on a little bit, and that is ancther possibility is to
alter business tax policy. That could take place in several
areas. A change in depreciation schedules would foster
obsolescence, and to initiate a border adjustable tax just makes
good sense. But the reason it's on the long-Eerm actiome is that
we do not believe those things are going to cocur wvery gquickly,
but it makezs zense for us as a country to do it.

Let me conclude with three thoughts. First, mini-mill
compatitivenesa is only a partial solution. Why? I stand before
vou today and tell you that some of the mills that I am employed
by are some of the moat efficient milla in the country.
Scrap-based electricity, man-hours less than one man-hour per
Con, &L cetera, close to their marketa. That by icaelf, in view
of the trade impact we'we gone through the last three years,
dosen't sclve the problem,

Even Hucor, who Dave guoted earlier -- Mr., Iverson, the
chairman -- has recently gone through significant trade changes.
And I found it ianteresting Lo loock and to try to evaluate why
they went from an organigzation that said ne trade actions, never,
Lo a group that filed recently two cases -- cne on rebar and
previously on heavy stractural -- and their basic tchought was
that things have changed. That lt's a loglcal progression that

if they did not go after those markets relative to the use of the
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trade laws, they would not be exercising their fiduciary
responsibility to the shareholders.

To guote Paul Wilhelm from U.5. Steel, dumping like
amuggling is illegal, and if it'a illegal you have the right to
go after it. If it's wrong, you have the right to go after it.
You may not like it, but it's certainly within our prerogative to
do so, and it 15 legal to 50 do,

I find it somewhat amazing the criticism of the number
of trade cases that are filed when I see even a higher number
being filed in Europe. We are the only place in the world that
stesel comes. Our doocrs are open.

Second point: Survival of an economically efficient
competitive steel industry to supply the majority of its domestic
eteel reguirements is of national inkerest., T am chviocusly am a
litrle prejudiced because that's who I'm paid by, but T would
offer to you that we need a competitive steel industry. That 70
million tens I talked about that is recyclable, you Jdon't want
that in yveur landfills. It makes good economic sense to recycle
that material, both from an energy peint of wview and from a
recycling point of wview.

I would offer that a vibrankt, compecitcive steel
industry, not a subsidized steel industry, ie a core component of
our manufacturing base. 1 would offer that domestic supply --

and there are several customers I know who are in the audience
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today and I would love to hear them comment on the fluctuations
that ocourred in their markets -- that you need both imports and
dorestic supply.

And the final point I'd like to make, which if you want
to loock through what we're doing and what is ocur motivation, it's
really summed up in this last point. We need to ensure access of
domestic steel producers to privace debt and eguity marksts to
maintain this sector. We're not terribly important om Wall
Street. I think you're going to hear Mr. Bradford commenting on
that. We need a compebitive industry to be able to continue to
Support the businesses that we're in,

Thank you wery mach.

(Applause.)

MR, IFENSON: Thank vou, Tom, I didn't mean to blur
the distincticn between the integrated mills and the mini-mills.
There are clearly some differences and, judging from the SMA
proposal, certainly some similarities.

Dur next speaker is Charles Bradford. He is the
Frepident of Bradford Research. Chuck has beesn a metals analyst
for more than 30 years, and most recently he was the senior steel
analyst at Smith Barney, and priocr to that with UBE Securities.
Ee has beean the senior metals analyet with Merrill Lynch for 14

VeaArs.
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Besides being President of Bradford Besearch, Inc., an
international consulting Eirm, he is Chairman of Steelswap.com,
and Internet startup, focused upon logistical coat savings for
gtesl gervice centera,

Chuck has been placed on Instbitutional Investor
Magazine's All American Regearch Team 2& times. In 1396 he was
ranked as the number one metals analysts for stock picking by the
Wall Strest Journal. OB 8ix Separate oocasions, he was ranked as
tha number one steel analyst on Wall Street.

He has also represented the Unicved Stactes at various
U.N, metals conferences, and has been an advisor to various
companies, both domestic and forelgn, and U,.5. government
agencies, including the Office of Technology Assessment and the
Panaion Bensfit Guarantee Corporation. Chuck was the President
of the Steel Analysts Group in New York for the 1998-159% year.

He has an MBA in finance from the Wharton Graduate
Divigion of the University of Penngylvania, and a B.5. degree
from the University of Morth Carolina,

Flease join me in welcoming the currenkt President of
Bradford Research in MNew York, Mr. Charles Bradford.

(Bpplause.]
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CHARLES BRADFORD,

STEEL ANALY¥ST

ME. BRADFORD: Good morning. You all have coples of my
presentation, so I am not going to read it to you. If you don't
have a copy, it's outside on one of the tables. I figure you can
read as well as I can. I do hawve a number of slides and a number
of pointe that I would like to make, and, bagically, leb's get
started.

As Dan said, I'wve been an analyst, covering the steel
industry, for 26 years. 1 can't remember any time during that
pariced, baginning in 1365, when the steel industry hasn't sought
protection from imports. EBwvery time they'we besn weaker after
protection than before,

Well, what is the story? Clearly., a lot of companies
are in financial trouble -- again. In reality, some never gob
cut of trouble. There are lots of reascns for the preblems. I
think the strong dollar is maybe as critical as any. Government
subgsidies generally at the State and local level have been wery
harmful. Managements and unions have alsc been a contributor.

But let's talk about some of the fallacies. First of
all, cne of the comments you'll hear wery often about the steel
industry is that we have the lowest costs in the world., Patently

not true. There are some low-cost producers here, such as
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menbers of Tom's mipi-mill industry, but there are an awful lot
of wery high-cost producers. If you were to loock at a cost curve
-- one of cur competitors publishes it guite often; other people
publish cost curves -- you'll see that 0.5, integrated producers
among the highest costs in the world. MNow, some of that i=s
because of the dollar. But it is fact, they are high cost.

Eecondly, a lot of the mill pecple, a lot of the union
pecple, claim they hawve the highest gualities in the world. Also
Fatently wrong. KRow, 1t varies a lot by grade of product, and
maat of the product in the U.5. is perfectly acceptable. But ko
say that we'wve got the highest guality ie just not factually
accurate., In fagt, the U, 5. milles have gotten a lot of aid Erom
foreign producers to improve gquality.

If T were to rank guality today, I1'd say Japan is
number one; Usinor, of France, is number two; Dofasco, in Canada,
is pumber three; and number four would be AK Steel, of the U.5,
But that ig in particular products called coated steel, which
happen to be one of the better value-added products.

Military use, that's ancther big one. I mean, ws'wve
had senators get up before Congress, especially on the Don Evans
hearings, on his appointment, and talk abour how steel is so
important for the military defense of the United States.
According to the american Iren and Steel Inastitute, the segment

called ordnance and military accounted for 0.0 percent of the
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market last year -- 0.0 -- all of 28,355 bons, agalnst an
industry that shipped 109.6 million tons domestically. &And
that's not counting imports. If yvou added imporcs, it would be
less than 0.0 percent -- if that's possible,

The last fallacy that I'd like to hit upon is that
impcrts are the cause of the problem. I think they're a symptom;
they are not the cause. A lot of situaticns that the mille
caused themselves encouraged imports last year. They ran up spot
prices very rapidly, beginning in late 1999, Their Customers, &
lot of whom are service centers or warehouses, hedged to beat the
price increases. They double-crdered steel from domestic mills,
Domestic mills aren't stupid. They saw some double-ordering and
they cut back on sales to certain of their customers or new
cCUustomars.

What did those people do? They bought foreign asteel,
The problem is it takes five to six months for the foreign steel
Lo come, 5o, what happens? The market turns weaker in the U.5,
becauvse of the excess inventories in place; at the same time, the
foreign steel keeps coming. No matter what the administration
does today, or Congress does today, we're going to see lower
imports. It's already preordained, because orders fell beginning
in May. Add five months, =ix montha, later to that and you sae
lower imports, This ig a natural evenk. It is nokt Ehe

catastrophe people make it out to be.
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Lek's talk abouk what the induskry really 1s, because
there really are three steel industries. Mr. Danjczek's
induscry, the mini-mills, melt scrap. They melt scrap. More
than half their cost at times is the cost of scrap. The beauty
of scrap is that the price goes down in an economic downturn. So
thelr cogste are wariable. In a downturn like we have had -- and
the steel industry has had guite a downturn since last May -- the
cost of scrap has fallen., Therefore, mini-mill costs go down.

The integrated stesel companies, by contrast, have very,
very high Fixed coses. If they lose any volume, their Sost per
Lon SoArs. 8o, they are in a situwation where, in a downturn when
prices fall, their costs go up. I can't think of a worse
gituation to have. With mini-mills, when their prices fall,
their costs fall, There may be a bit of a margin sgqueeze, but
they don't get deatroved,

Then the third segment of the industry are the
spacialty steel companies, who usually get sacrificed whenever
thera are import guotas or other import relief because of the way
thage programs ktend to work. These are the batter growth
companies. It really should be called the nickel or chrome
industry. Steel is the wrong word for it, because the nickel and
chrome determines the value of the product. But there are thres

separate industriesa that are called steel.
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How, let'a talk aboutb the problem. We would say thak
the overall problem, sort of on a macro basis, is maybe 60 to 70
percent caused by the government and maybe the rest is split
evenly between the managements and the unicns. I should point
outb that there is an interesting correlation. Now, this
correlation -- and I'm being kind of facetiocus a bit -- but it
really works, Of all the steel companies that hawve failed, with
one sort of exception that really never got started, they've all
have United Steel Workers of America representing the mambership,
or the employees,

There's actually a much higher correlation bebween USWA
memberghip at failed steel companies than there ie betw=en lung
cancer and tcbacoo smoke. How, it doesn't mean you get rid of
the steel workers union and you save the industry. That just
happens to be an intereesting correlation. There's alec one that
says 98 percent of all children eat bread and half of them will
be below average.

(Laughter. )

ME. BRADFORD: Anyway, we can play with numbers a lot,
A lot of pecple play with numbers. One of the problems in the
gteel industry is you've gobt bo be really careful in the numbers
you uge. There are a lot of bad numbers out there,

But the strength of the dollar, I think, is the biggest

problem. Excess capacity, frankly, I don't think it'se as bad as
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people say it is; it does exist, howewver, Let me give an
example. The official Japanese capacity figure is 145 milliom
tons. Last year they did 106. They couldn't have done 110 if
they had wanted toc. The problem is the definition of capacity.
They used the biggest piece of eguipment in the mill, They can
never, ever achieve that, We use, in this country, a much better
definition, which is the bottleneck, what you really supposedly
can produce. So, some of the excess capacity doesn't exist.

DOkay, lat's go on to State and local subsidies, I'wve
given you a couple of examples in my talk about products that are
a problem, where the State has subsidized reopening of old mills,
built mew mills, and, of course, imports are blamed,

Fermit delaysa I think is something the government can
do something about. Steel Dynamics, cne of Tom's member
companies, has been delayed two years in building a new mill by
delays in permitzs. I'm not saying change the environmental laws,
just speed up the processing of the permibts. Bvery year that's
1% percent added to cocets. That's a huge amount of money.

1 said management has made a lot of mistakes gecting
inko the wrong products. A good example is rail. There are
three companies today that want to build new rail mills in the
U.8., when the two existing producers are running at 50 percent

of capacity. And sach one of the three new ones would have
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enouwgh capacity to meet 100 percent of tha markekt. MNow, this
dogsn't make any senge, bubt they'l]l blame imports.

Aand then, as I said, inaccurate data. One of the best
examples last weesk was a silver company that closed its mine in
Idaho. What 4id they doF They blamed imports. I mean, it'e a
cormodity.

Let's talk aboub a few of the cobther issues that I think
ara important. For example, there are steel companies that make
money in the U.&, Okay, let me do "Solutions® first. This is a
liar of them. They're in your handout. You can see them as well
as 1 can,

Okay, what can the industry do? Consolidate.
Consclidate. Congolidate, Reduce costs. Consolidate,
Conaolidate.

I want to get Lo a slide that shows comparative costs.
This shows you that there are some companies that make money.
Look at the ones that are above the line, You can see that.
Clearly there are differences within companiea. They're all
aelling to thé gaame market at the same price with the sams
imports,. Imports aren't the problem; they're just a gymptom of
the problem.

Let"s talk a bit about why other situaticna, guotas,
and all won't work, or 201 cases at the same time of guotas won't

work, They'll shelter the industry. They'll keep the
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inefficient around. They won't let normal economica cull the bad
aCLs.

Aand then let me end up, since I'm about of time, with a
gquote from a former Secretary of Commerce, Fhilip Klutznik, who I
believe was back in the Carter administratiom. His solution for
the steel industry =-=- and this is a wvery rough quokalion -- was
Lo use a bull dozer, flatten the indusktry, start over again, and
build it correctly.

Mow, that's part of the problem. We'wve gob a lot of
isgues here to raise. We've got a lot of funny numbers. Last
vear volume was good, Actual spot prices were up. Why did the
industry do so badly? Costa were up and the big customers took
their strength out cn the relatively weaker stesl companies.
That's why congolidation is important.

And with that, let me cloae.

(Applausa.)

MR. IKEMSOM: Thank you, Chuck. Thanks wvery much,

Each of the speskers left some materials ocut, and I
hope that evervbody was able to collect them. I know Chuck may
not have bheen able to get to everything that he had intended to
gay, which may be the case with the other speakers as well, but I
want bo glve the panelists an opportunity to address one another.
A lot of information was presented here, and I was curious as to

whether anvbody has a guestion for ancbher panelist.
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ME. PHELES: TI'll stcart. Tom, there's absoclutely no
gquestion that there is -- and I prefer the term "non-economic
sapacity" as opposed te "axcess" -- there is non-economic
capacity in the world, Would you acknowledge that that also was
a problem in the U.5.7

And as sort of a second part of that, to kick off a
discussicn, our concern with a 201, particularly 3£ it's a 201
layered cwver the existing dumping crders, is that you're really
putting in place a system Chat's going to kesp aliwve the wvery
non-economnie mills that need to goe by the wayside.

ME. DANJCZEK: ©On your first polot, if I may, David, in
terms of excess capacity occurring in the U.5., I heard a guote
chat I'll steal from somebody else who said that "It's not that
wa're gwerbuilt, it's that we're under demolished.® And so there
may be some Eruth to that.

I would cffer that in the segment of the industry I
represent, just in the last six weeks or so, there were two
gignificant anncuncements of capacity going out. All-Steel,
Lament, said they're cleeing their deora, and GS Industries, who
just went into Chapter 11, announced the shutdown of their Kansas
ity facility. So, that excess or non-economic capacity can
happen not just around the world; the U.5. has some also,
integrated and mini.

Your seccnd guestion was whak?
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ME. PHELPS: One of the concerns we have is that amcng
Ehe soluticns being kicked arcund is that a guota scheme under
Lhe 201 statubte, which at least has some arguable benefit of
being WTO-consistent, would layer another scheme of protection
ovar this market and would do nothing more than glve a lifeline
Lo some of these companies that we truly need to see geb out of
the market.

ME. DANJCZEK: Amcng my membership there is a very
mixed advocacsy of a 201. I had 12 of my memberas go through a 201
A year age this time when I arrived. And the remedy they
received, due to the politicalneas of the process, wae llke
kisging your sister, Imports today of wire rod ars higher then
they were a year ago. Howewver, the 201, as yvou all know better
Ehan I do -- I know there are a lot of trade lawyers out there
and I'm not -- the 201 18 not just againat unfair or dumped
steel, but it's against the surge. aAnd I suspect that we could
show that surge. I think it's a guestion of how well we can show
Ehat injury or net, So, I think time will tell there, David, but
the reascn it's advocated is because of ics WTD consistency.

ME. PHELPE: And your organization doss therefore
advocate adding the 201 to existing dumping arders that are in
place now? Or you haven't addressed it?

MR. DANJCEEK: We have addressed it. And I think,

because of the politicalness of the 201 process, we will have to
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determine the degree of support both from this administration,
which is unknown, and from the congressional pressures. We view
it as a viable option and do not want te take it away, but no
case has been filed yet.

MR. BRADFORD: I'd like to add just one comment. It
has been my experience, egpecially in guotas that have been put
into place in the past, that you get usually unintended
consegquences, and usually yYou end uwp deing more harm than you
saw.

For example, there were guotas, I guess in the early
gixties, after a surge of imports [ollowing a 115-day strike in
the U.5., that caused the stainless steel companies to almost go
belly up because gquotas were put in tons not in value., And whak
iz somecne going to do when they import product? They're gedng
to import the higher-value tons. So, you end up losing your most
profitable market. That's what happened. I think that will
happen again.

Even in guotas that have become more sophisticated in
subsegquent times, where they have defined different product
categories, there are still products within categories that have
varicus and substantial differences in value and in
profitability. You'll give the importer the high-profit
products, and the domestic mills will be left with the low-profit

products -- a very, very bad error.
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ME. DRNICZEK: May I ask a gquestion, please?
ME. IEEMS{M: Please .
ME. DANJCZEE: I'd like to ask either Dave or Chuck

whether either thinka we need a domestic competitive steel

industry.

ME. PHELPS: 1I'd be happy to answer that. Most of my
merbers believe -- and I think you'd be hard pressed to argue to
the contrary -- that without an efficient, competitive industry,

cur customer base would be strangled. We simply can't rely on
imports o supply the majority of the market. Members who are
involved in trading have different numbers that they think would
be the ceiling for impeorts -- 30-30 percent.

Whatever that number is, there is clearly a point at
which the domestic consuming asecteor relving on imports would be
rendered less competitiwve. That szaid, the alternative is also
Erue. We simply can't manufacture sufficient guantities or
varieties or gualities of different kinds of steel. We need to
import. Imperte do two things. One, obviously they Fill the
vold; and, two, they give the domestic consumer of sbteel leverage
on hie domestic suppliera. And I don'b think too many people in
business like to be without leverage when they're buying
anything.

ME. BRADFORD: Well, the way you worded your gquestion,

you sort of leaded it a bit by talking about a competitive
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industry. And of course a competitive industry is fine. I mean,
1 think we all encourage it. I koow we will d9 bBetter
financially. The problem is, do we have a competitive industry?

I think a point was made that your group represents
half of the stesl shipped in the U.8., but vou only have a thixd
the number of employess. Now, that should tell you something
right there. The other half has two-thirds of the emplovees.

Lat me give yvou a couple of numbers,

Bethlehem Steel's employment cost as a percent of
sales == and you have to be a little gareful with just man-hours
per ton because there are some companies Lhat make a very simple
product and have very low man-houre versus cther companies Lhat
make a much more sophisticated product and have much higher man-
houra -- so, employment cost as a percent of sales is a
reageonable measure, Bathlehem Steel and LTV have over 30 percent
enployment cost as a percent of sales, Hucor is 10 percent.
There is a huge difference.

POSCO in South Eorea has maybe 20 percent more pecple
tharn LTV does but three times the output. That is within the
game product category aF che same integrakted ateel process.  That
tells you the whole story. The U.5. mills, the integrated milla,
are not terribly competitive, Now, I happen to think this is a
good time for them to have to become competitive. Because the

people who would be let go -- and maybe it's 20 or 25 percent of
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the work force =-- actually happens to correspond very well to the
number of stesl workers, unicon members, who are already eligible
for retirement, Rougshly 20-25, mayvbe as many as 310 percent, of
the existing work force is sligible for retirement today.

The other reason why it'es a good time is the low
unemployment figure. You're not putting pecple cut on bread
lines. There are jobs out there, I might not say the same thing
if wa weare at & percent unemployment .

MR. DBRNJCEEK: I£ I may, I would like to make one point
back on David's guestion on the 201, which I failed to do. And
that ia, David, that 201 iz viewed by my ocrganization as a
stopgap measure until some lenger-range solubticons can be done.
That's why it's on our short-range hit list or work list, bacause
certainly long-range thers are some international problems that
need to be resolvad.

ME. BRADPORD: I would suggest that gueotas and some of
these programs are not likely to be loocked upon very favorably on
Wwall Street. Clearly, I can't talk for all Wall Street firms,
but I know all cthe analysts on Wall Street, and we all recognize
that you're looking at a leng-term issue. And any program that
has a short-term duration, you have to anticipate what will
happen at the end, And it generally does not look wvery good.

MR, DANJCZEK: cChuck, you mean it can get worae?

MR. BRADFORD: 0Oh, yes.
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ME. IKENSON: This is a wvery intelligent, enlightened
conversation, and I think at this time we would like to perhaps
try to get bhe audience involved. If there are any guestions out
thers, if anyone has a gquestion, please raise his or her hand,
and 4 man or a woman will come cowver with a microphone. And
before presenting your guestion, please state your name and
affiliation. And please limit it to one gquestion.

MR, BORE: I'm Christian Bore, with American Metal
Market .

Given the Bush administration's unknowns concerning
steel policy and the recent edicts that are coming out of OMB
that so-called corporate welfare should be, at the wvery least, a
low priervity and at the worst, completely cut from budgetary
matters, and aleo the fact that the Bush administration seems to
be willing te support any type of corporabe tax breaks, can you
in any way address where you think this may go? It waries cn
both sides, in terms of their support for this issue.

HME. DRNJCZEK: I'd be happy to address it, if that's
all right.

I think there are probably three columns, Christian., I
chink thers's a column that we can probably project L going to
happen. There's probably a column that we could project 18 not
going to happen. And then there are some unknowns. To think

that this current administration is going to do something about
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bailoute and grow subsidies is pretty highly unlikely. ©On the
one side, I would say ne. On the other side, it is likely, I
think, in wview of what Mr. Zoellick and others have said, that
gome degree of internaticonal negotiations and dialog, in terms of
his background, is certainly going to take place.

5o, now, somewhere between the [wo, I do ot know
personally where this administraticn stands on the 201, and I am
not ready to put that in either column yet, because I just don't
know. We're waiting for some lieutenants to be named and we're
waiting for a dialeg to be established,

MR, PHELFS: It's hard Lo come to mach of a different

conclusicn, but I think there's one fairly significant icems and
it needs to be added to the mix here. And that is che ambitilons
of the Bush administratiom on trade, both hemispheric and at che
WTd. FPresident Bush made it wvery, wvery clear during the campaign
that these were very important items for his cenure in the White
Houge.

It is also wvery clear that right now the biggest
praoblem facing a suvecessful addreseing of those challenges is, in
fact, stesl industry protectionism. BAnd not just because of the
problems in the United States, but particularly because of the
problems at the WO, whether it's the 1216 dumping act, the CVD,

che 201 injury issue, the Japanese hot-rolled margin case., I
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mean, the list is wery, wery long at the WTO of complaints
againet the United States,

It's absolutely clear to anyone who looks at it with
even a reascnably unbiased -- and I confess I don't have that ==
but eaven a reascnably unbiased eye that we have a serious problem
primarily caused by abusive trade laws in bthe United Staktes. It
needs to be addressed before our trading partners are really
going to feel free to give the U.5. back gsort of the leadership
mantle at the WID. I think that became very clear in Seattle,
gand I think it hae to be addressed.

Then the conclusion is that something is going to have
£2 be done to get the steel industry out of the way. And I think
that percentage is wery difficult to come up with, but it argues
for some kind of what we hope is a market-based package that
provides incentivea to the industry as ocpposed to bailoubks and
relief.

MR. DANJCEEK: T personally think that there are a lot
of things that the administration can do somewhat relatively
eazily chat could be helpful to the industry. And I have listed
gome of them in cthar presentation. But we have situations, far
example, where one steel mill has had a strike, therefore a
lockouk, after the unicn decided to go back to work, for three

and a half years., Well, the railroad union involwved wouldn't
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cross the picket line of the Steel Workers Union because of the
violence of the United Steel Workers of America.

The Railway Labor Act arbitrator just ruled they were
within that right because the Steel Workers ©f America is a
vioclent union. At the same time, the MLEE rules that they're not
a vicleat upion. You can't have it both ways. These are things
that can be straightensd cut, I would hope, relatively easily.
Maybe I'm just naive, and I don't liwve in Washington, but there
is a whole series of these kinds of things that could be halpful.

MRE. IKEWNSCOMN: A question, sSirT?

MR. GRISWOLD: Dan Griswold, with the Cats Institute,
and I have a gquestion for Mr., Danjczek.

Your first proposal is import guota relief and a system
of rolling back imports Eo where they were at a previous point
and then holding that for four years. HNow, the steel industry
has had pretection on and off for the last 30 years, and mostly
on. And I believe From 1984 te 1992 we had a system of wvoeluntary
quotas. And during that time the stesl industry was
consolidating and lesing about 10,000 jobe a year. Why would
quotas this time around lead to an adjustment that doesn't seem
to have happensd over the last 30 years?

ME. DANJCZEE: I think it goes back to the premise,
Dan, that cur industry, including the mini-mille sector, has been

damaged by predatory imports. And it merely == "meraly® may be
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LoD strong a word -- iz & reastion for a timeout to get a breath.
We are, in Morth America, the only place that I know of in the
world -- and I've traveled to moet of the Japanese mills,
Eurcpean mills, Eastern European mills, South African millse --
that is cpen.

While I do agree with Mr. Bradford that we may not be
the lowest cost, we certainly among the lowest cost. And as
demcnstrated by that book on the global steel trade that Mr.
LaFusso did laet year, there had been some gross harm done to our
industry. And, therefore, basged on that, it's a pericd of time
for this industry to get ite breath, Lo go forward. That may neot
be acceptable to you, but I hope I've answered your guestion.

ME. DANJCZEK: There's a guestion right here.

ME. OSTROFF: Yes, I'm Jim Ostreff, with Kiplinger.
Aotually, a guestion for all three panelists.

Ag you all know, at the reguest of memberse of Congress,
the Commerce Department is investigating to determine whether the
importation of stesl slabs as well as taconite should be
restrained, restricted, banned, whatever, on natiomal security
grounda. And I'm just interested from each of yveu for your
position on this, whether there is any merit te thie, any merit
to limitation, and what such a limitation would mean for the

industries. Thank you.
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MR. BRADFORD: TI'd like to start off by pointing out
that it might be the taconite industry itself that may be a major
part cf the cause of the lack of competitiveness of the U.5.
gteel industry. Tt takes one and a half tons of steel pellets to
make a ten of pig iron, U.5. taconite costs are ocutrageously
high compared to what the Japanese or Buropsans or Brazilians or
South Africans or Koreans use for iron ore.

The fact of the matter is we used up all of our good
iron ore. So, they process stuff that is worse than waste in
octher parts of the werld in order to make it usable. That is not
competitive. And, by the way, I know that costs are a key part
of the cost structure of the integrated industry. Military use
is 0.0 percent. It was 28,3155 tons last year., This is the year
2000 according to the American Iren and steel Institute. I don't
think it'e a real issue,

I do have a slide, which I didn't show, that sorc of
gets at that issue a bit, I know they tock it away, but maybe
yvou can sort of see it., And what it is is two lines. There's
one lina, the blue line, that shows the price of Brazilian slabs
FOB Brazil. And this skarts in the year 1989 and goes through
the year 001, actually, cur first guota data in there, The red
line ie the price of hot-rolled coils in the U.5. They're almost

identical. The two go together.
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S0, there isn't any problem in my mind with imports of
glabs, which the mille are deing., I mean, it really relates to
the price of finished product. If you didn't have slab imports,
there would be a real problem in the U.5, We den't have encugh
scee]l Lo make the capacity; we shouldn't build ik, We don't hawve
the good iron ore o support it. If you were teo eliminate slabs
as an import, you would have a more wolatile work force in terms
of number of employees. You'd have much bigger layoffs and much
bigger swings, because the slab imports are used to take the
peaks oub of Ehe cyocle. I think it makes sense,

ME. DAMNJCZEX: I'll commenk brieflyv on ik, And I'm
going to read from something that Mr. Johna from Nucor did last
week, David, with you down in Tampa. And he makes three pointe,
and I think I'11 steal his because it's smarter kthan what I can
do.

"In today'e environment an integrated mill would have
to have his head examined to invest in a new hot end or a
facility e&ven if they could get the financing." So, that's
reason one. You're not going to invest in a front end. Point
two that he makes is, do we like the notilon of dump semi's?
Certainly not. Do we understand the mobivation? We certainly
dao.

And the final point I'd like to make is a perscnal one,

havipng been involved in this industry in bringing in semi’'s for
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the last 20 yeara. Those finishing end jobs that those semi's
provide are wery important to ua. 2o, that has to be understood
also, Thank you.

MR. IKENSON: I don't know exactly where we are in
time. We gotb started a little bit late, but I imagine we hawve
time for a couple more queatbticns.

ME. DANJCZEK: It wag nob the domestic industry that
caused us to start late,

{Laughter.)

ME. IEKENSON: Dave, comments?

ME. PHELPS: Yes, just a guick one because there are
some obhaer gquestions,

First of all, a 232 investigation on slahs and
taconite, or whatever it is, is just pure gilliness. It deesp't
make any sense. Slabe are imported because customers need them
for the same reason that hot-rolled sheets and cold-rolled sheets
and galvanized sheets and pipes and tubes are imported.

Customera want them. They want to buy them. They generally get
a discount off domestic prices. You have ko. You have to have a
amall discount in order to import larger gquantities with a lenger
pipeline. One of the things that I haven't had a chance to say
is imports come in because peocple buy them, not because there's

some grand, vast consplracy to undermine the U.S. steel industry.
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ME. BRADFORD: I would like to make one point that I
frankly should have made before. There may be a sclution coming
to a lot of these issues. And that involves Enren. You probably
know Enron as a large natural gas pipeline and gas-producing
company, but they're also very active in trading various
commoditiea. And they are beginning to trade steel as a
commodity, such that you would have cne price worldwide.

Now, they're going to do it initially on hot-rolled,
cold-rolled, and ccated., It will spread. The difference between
what they're doing and other e-commerce solutions is that theyire
actually acting as the principal. They're not just trying to
interface between a steéel maker and a customer. They will buy
the steel from anybody. Initially they're starting in the U.8_,
but 1f it works it will be worldwide at cne price. They will
adjust it for freight. They will sell to anvbody with, I think,
a $l0-per-ton spread. HNo commission. That would, if it is
gucceseful, eliminate a lot of these issues. There would be no
dumping because you can always sell to Enron.

MR, IEKEMSOM: Yes, ancther gusstion?

ME. SCQLARZ: Thank you. I'm Barry Sclars with the
American Iron and Steel Instibube,

I would say that, notwithstanding Tom Danjczek's
comment that we really have two steel industries in the United

States, and leaving aside some pretty obvious facts about what
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companies are currently able to do in terms of production
vis-a-vis the U.5, auto industry in the Great Lakes area, that
when it comes to dumped, subsidized, and disruptive steel
importe, we really have only one steel industry in the United
gtatea. And, in fack, the position, whether it's ATIS or SMA or
whether it°s the specialty steel induastry, is pretty much the
same right now. And that is that we need a pariod of impert
stability.

S0, I would ask this guestion of Mr. Phelps in
particular and then give Tom, I think, & chance, if that's
acceptable to you all, for a rebuttal to what I'm sure Dave will
say. But I would ask Dave why he believes that whether it's
Hucor, leaving aside your 10=year-old guotes for Mr. Iverson,
whether it's Nucor today, whether it's 3DI, which had extremely
good profits, whether it's AX Steel, which has been cited several
times before, or whether it's other gpecialty steel producers as
Mr. Bradford put it, all of them, all of them are supporting the
recention of an effective U.S. antil-dumping law. In fact, a

nufmber of those companiea, including SDI and others are very much

for more,

ME. IKENSON: Mr, Sclarz, is there going to be a
guastion?

ME. B0LARZ: Yes., Would you comment on those
ocbaervationsa.
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MR, PHELFS: [ want to make this guick because I'm
really dying to hear what Charlie is going to ask. He's coming
out of his chair. Don't let him leave without getting Charlie's
gqueskticn.

It's pretty simple, Barry. The domestic steel industry
has become accustomed to sort of client treatment Erom the
government. They like proteckicn. Ikt generally results in
higher prices in the U.5. market. The weaker companies can
continue to exist and produce and limp along or, a8 I aaild in my
comments, lurch from crieie to crisis. I heard years ago Mr.
Iverson acknowledge that it was the steel guota system that built
the firat flat-rolled mill that Hucor produced.

I would argue that the integrated mills ouvght to think
wvery carefully about this issue in much the same way that the
auto companies who got guotas on imports of cars from Japan ended
up inflating the balance sheets dramatically of the Japanese
industry and causing the Japanese industry to have go much money
Ehey invested in the United States and cook ansther bite cut of
the U.5. car industry.

I think that the excess profits made at the expense of
U.5, stesl consumers as a result of protection, helding the
prices up higher than they are in the world markets, is inflacing
the balance sheats of the mini-mills. And I think if yeu lock at

the growth of mini-mills in the United States versus the growth
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of the mini-mill anywhere else in the world you will see that the
U.5. mini-mills are wvery, very different.

There ian't & mini-mill industry virtually anywhere
else like the U.5., and it's due to the excese profits they were
able to make in a wonderfully protected market. So, I would
caution the integrated -- not that I expect they'll cake vy
advice -- but I would caution the integrated steel producers that
they're sowing the seeds of their own destruction with these
QUOLA Prograns.

MR. DARNJCEEK: I'd like to make a point. I thank vyou
for making the point. It was a very good point, and I may have
failed to make it. The entire domestic steel industry, whether
integrated, mini-milla, eor specialty steel groups, the SSINA --
the Committee on Pipe and Tube happens to be in the room today,
and othera, Bar Products, et cetera -- all do support that form
of import restraint.

The argument that this room could go on with all
afternoon is how much those imports damaged us over the last
three years, I cannot disagree with Mr. Bradford in his analysis
of a strong dollar, et cetera, et cetera. Bubt, ¢learly, when you
have the surge that we went through the last three years, it

affected our industries., And the entire industry is supportive

of the one measure, of importc restrainkts.
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ME. TEEWNSOM: We hawe time for one last guesticn.
Charlia?

MR. BLOOM: I am Charles Bloom. I have a consulbing
Ccompany in Lown,

hnd this guestion is not the guestion I intended to
ask, but I think it might be useful to introduce this. Americans
have a limited, letc's say, sense of histeory. And we're talking
about this problem today as if this were the first time in human
history that these problems have been faced. And I would really
appreciate the commente of the panelists on the European
Experisnoe,

Since 1%85, the Buropeans have, in a mixed series --
this was not seguential -- they have eliminated subsidies. They
have opened their market. They have privatized their companies.
They have dismantled all the support aystems of the European
union and the member states. And they have radically --
fradically, " to take Chuck Bradford's word -- consolidated Lheir
induscry.

Yesterday, the largest merger in the history of the
atesl industry was announsed ia Burape. It's only the beginning
of what will be a process within Eurcope and arcund the world.
But I'm wondering what the panel seeg asg the differences between

the Eurcpean approach and the U.5, approach. And I would
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particularly go to the issue of legacy costs and the issus of
subsidiea. Thanks wvery much.

MR. DANJCZEK: Charlie, if I can, I'll take first shot
ab it. And that is, as you know, in the time I have spent in
Eurcpe studying that, the Buropeans have a very fundamental
difference. Their legacy costs, be it medical or be it
retirement, are borne by the states. In Germany, France, et
cetera, when you retire, your retirement and your medical are
borne by the state. That is not our syetem in this country. Sao,
that's a wvery fundamental difference.

Second, you know the size of thoge subsidies. We may
argue the dollar amount that occurred between the sixtiez and the
eighties in Eurcpe. And you're well aware, aa I previousaly
menticned, of a number of cases. It's hard toc believe that the
European Unicn beat us out in a number of cases filed in the last
couple of monthe. So, things aren't perfect there either.

MRE. FHELPS: I have a couple of comments. Filrat, on
the European syestem. Those casea were filed., It will ke
interesting to see how they're handled, because the dumping law
in Burcpe is fundamentally different. And I would be very happy
to adopt a number of its provisions, such as minimum duty and
prospeceive duty payments and a few other technical things tchat

glaze my eyess over when I get too far into the discussion.
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Buk, fundamentally, the difference between the U7.5. and
the Eurcpean experience, I think, is the Buropeans -- thie is an
American perspective, and I apologize if I step on any toes -- I
tnink they learned their lesson. The taxpayers finally figured
out that subsidizing the steel industry ie a never-ending
propoeition.

Billions upen billions of dollars, or tens of billions
of dollars, later, they did the right thing. They privatized the
firms and they cut off the subsidies. And they're rather
unforgiving when it comes Lo regquests for subsidies anymore.

What we see 15 a strange, inverted universe in the
United Statee, where just the opposite is happening. I would
give the Buropeans credit. At least when they subsidized, every
time there was an eguity infusion into a -- pick a firm =-
Usinor, British Steel -- the government said, "Well, now we own
part of your firm." They took a piece of the action. It got bo
the point where the subsidies overwhelmed the private eguity and
then the government owned the firm.

In the United States, we just sesmed to shovel money
with no accountcabkility., S0, there is a difference in the way we
subsidize. And subsidies simply are not the way to go. I den't
think there's any guestion. Ask a Buropean official from the

1970'a or 1%80'a whether he thinks it's a good idea to saubsidize
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the eteel industry. I dom't think you'll get an egquiwvocal
ANSWEL .

The bottom line iz, as one of my friends once said, "IE
vou subsidize someching, vou get more of it." I think that's
absolutely appropriate and clear here. If you subsidize
gomething, vyou will get more of it, And what we're getting now
is wvery, very poor marginal capacity operating in the U.5.
market. When things go south, they are the most desperate. They
are the ones who, during this past cycle, we believe were a major
cause in over shipping to our customers and price suppression.
1f we protect them for another business cycle, we'll be back here
in twe or three more years having the very same discussion -- aas
we weres two years ago.

ME. BRADFORD: Let me make a couple of peints. Filrst
of all, the whole issue of legacies and legacy costg vary
dramatically by the company and by the country. I mean, <learly,
Canada has natiopal medical insurance. Companies don't pay now)
they don't pay later.

In the U.5. we've got some companies that have fully
funded pension plans and scme companies with grossly under funded
pension plane. We have some companies with retiree medical care
liabilities that run into the billiome of dollars on the balance
sheets, and some with none. A Lot depends upon the way vou're

structursed.
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Canada doesn't pay for this medical insurance cut of
printing paper money. The taxes cover that money. So it gets
paid out of some other pocket. But it still gets paid for. Ths
same thing is true in Europe.

A8 cne sort of side comment, if you wank ke leok at
Burope as a whole, you can say, yes, they're a net exporter, Butn
look at individual EBuropean counkriea. Germany 1s a gross
importer to a greater extent than we are. They also export a
lot, But steel does move around. It's very bad to generalize.
And I think guotas -- 201 or whatever -- will make the matter
worse, not better.

ME..- TEENSOM: 1 know Lhere are more questions out
there, but I'm afraid time is up. But if you have guesticons,
faal free to corner any of the panelists upstairs in tha Winter
Garden. You're all invited to hawe lunch with uwa. Thanka once
again to the paneliste, and thank you all for coming.

{Applause. )

{Whereupon, the Cato Institute Policy Forum concluded. )
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A "basic rift" has emerged between domestic and foreign lenders to the Enron power project near Bombay,
which threatens to underming attempts to rescee India's Dagship foreign direct investment.

Indian banks account for about 70 per cent of the $2bn in debt raised to finance the 52.9bn Dabhol project.
Foreign banks provide the balance of the loans but some of them are protected by guarantees from Indian
financial institutions. Indian bankers fear the foreign banks may call in the guarantees.

5.K. Chakrahati, chairman of the Industrial Development Bank of India, which accounts for about a third of
Indian banks' total exposure of Rs66bn {$1.4bn), on Monday said he was "substantially hopeful” of solving the
rift.,

Lenders to Enron's Indian unit, Dabhal Power Company, will meet in Singapore on June 5-6. The Indian
lenders, which include the State Bank of India, the country’s biggest, and ICICL, will meet on Wednesday to
devise a strategy that would rely more on "persuasion because we lack the power of veto”, one Indian official
said.

Foreign lenders, which include US Exim, Bank of America and Industrial Bank of Japan, have become
increasingly dissatisfied with the payments record of Dabhol's sole client, Maharashtra State Electricity Board,
MSEB owes DPC 545m in unpaid bills,

Last month foreign banks gave Dabhol the autherity to withdraw from the project. Last week, Dabhol issued a
"pre-termination notice” to withdraw in six months,

The past few days of tit-for-tat moves by Dabhol and MSEB have also raised complex legal issues. MSEB's
decision to cancel the power purchase agreement, which defines contractual relations with Enron, seems

destined to go to court, The question is: which count?

The agreement is governed by and based on English law, But the MSEB has referred the cancellation of the
agreement, whose high tariffs are at the root of the dispute, to the Indian electricity regulator,

This is a risky strategy. "The regulator is not the authority that can decide on a purely contractual issue between
parties," says a Bombay commercial lawyer. "In fact, even an Indian court of law would have to refer the matter
to an arbitration tribunal as identified in the agreement.”

Enron launched arbitration proceedings on April 12 after increasingly bitter wrangling. Many foreign bankers
regard this official undermining of a contract as a dangerous game of "power poker”, which is already having a
chilling effect on multinationals' plans to invest in India’s power and felecommunications sectors.

Three companics have told the Financial Times privately that they were reviewing their involvement with and
strategy in India, One senior executive pointed out that the risk premium for investors in India has already gone
up in the past six weeks.
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He said the "hurdle rate of return" - the minimum rate of return on equity in dollars - that his and other
companies eycing opportunities in India were seeking had risen by one to two pereentage points, "I this Enron
thing works out badly,” the senior execulive said, "the hurdle rate is going to be infinity.” Foreign companies
are also becoming nervous by increasing domestic hostility. Al the weekend, protestors attacked the Orissa-
hased subsidiary of the US energy company, AES. Last week, about 2,000 protestors bumnt down AES offices in
northern Orissa. The state of Orissa pionecred the privatisation of power distribution in India.

The Enron dispute has also forced Kamataka, to the south of Maharashtra, to re-open 11 power purchase
agreements signed with independent producers in a move to cut electricity tariffs.

Enron's position on its agreement remains unchanged. It refuses to renegotiate the contract, as the Indians
sugpest, based on the findings of a recently published official report by the respected politician, Madhav
Godbole.

Enron regards the report as hostile even though the author was equally critical of the "quality of governance" in
the early to mid-1990s when the agreement was signed. Commentators say this is a reference to the
administration of Sharad Pawar, who as the then leader of Maharashira was, and remains, a keen advocate of
Enron's inferests.

Meanwhile, K. Wade Cline, managing director of Dabhol, has told MSEB in a letter dated May 25 that the
utility's cancellation of the agreement is not valid. MSEB axed the contract because, it says, of Enron's poor
plant performance, notably a failure to raise capacity from a cold start in three hours, which Enron disputes.

On Monday, an Enron official picked up for the second time a cheque for Rs1.37bn that MSEB paid last week
“under protest” but which was returned by the US company, apparently to clear any misunderstanding about its
[RaEItion,

Ag Mr Cline szid in his leaked letier: "MSEB cannot have it both ways. We will rely upon any payment as
constituting an unequivocal affirmation of the validity of the PPA [power purchase agreement by] MSER."

Enron's chorcographed show of corporate pique on Monday at least shows il has learned something about the
ways of Indian political play-acting.
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From: Doncvan, Mag
Sent: Manday, May 21, 2001 2:50 PM
Tor Donowvan, Mag
Subjeck Enron in Irdia
India’s power struggles

Enron's plight could mark a tuming point in India’s attempts to attract foreign investment
Published: May 20 2001 19:13GMT | Last Updated: May 20 2001 19:21GMT

The soap opera of Enron in India has reached a critical moment, Onge again, the US energy company is pitted
against the state of Maharashira, in western India. But the twist this time is that Enron is threatening to pull the
plug on the Dabhol Power Company, the single largest foreign investment in India.

It is, at first sight, 1 wearisome repetition of carlier episodes. The $2.9bn [dabhol deal has been in trouble
before, In 1995, a rightwing Hindu nationalist coalition of the Shiv Sena and Bharatiya Janata party - now the
majority of the niling coalition in New Delhi - ousted the Congress party government in Maharashtra and tore
up the contract its predecessors had signed. The project wenl ahead after Enron sccured a soversign guaranies
from the govemnment of India to cover any failure to pay by the Maharashira State Electricity Board, Dabhol's
sole customer,

The first 740MW Dabhol plant is now functioning and a second 1.444MW phase is close to completion. But
MSER has been defaulting on payments since last December and wishes to rencgotiate the contract with Enron,
claiming the electricity tariffs are unjustifiably high.

This weekend Enron bepan proceedings to terminate the agreement. The move triggers an arbitration process
that could begin as soon as Wednesday between Dabhol and the MSEB. But Enron's aciions are beginning to
look like the first step towards withdrawal from the project, in which it has a 65 per cent stake.

In the past 18 months, Cogentrix of the US, National Power of the UK, Daewoo of South Korea and Electricite
de France have all withdrawn from the Indian power sector. Of eight so-called "last track™ power projects
authorised by New Delhi in the past decade, Enron's is the only one to have been cormmissioned.

Whatever the outcome, a great deal is at stake. The imbroglio could further deter a barely detectable trickle of
foreign direct investment into India. It could blight Indias urgent need to double its electricity generation, And
it raises the question of the extent to which contracts are enforceable in India - which alone could raise the risk
premium future investors may seck.

Unless carefully handled, the controversy could damage India's ambition to raise growth by creating an
investment-friendly environment, in spite of the success of industries such as software and pharmaceuticals.

Kenneth Lay, Enron's chairman, said earlier this month that while his company had no immediate plans to sell
its Dabhol stake, the dispute "sends a very bad signal to the rest of the world as o the difficulties of investing in
India, which is not what Tndia needs right now”™.

Several ministers, including Y ashwant Sinha, finance minister, have said they see no reason why Enron's
experience should deter foreign investors. That is true only in the sense that there 15 very little foreign
investment anyway. "The government is in demial,” one minister admits. Publishing foreign direct investment
figures has become "an annual embarrassment”, he adds.

India received an estimated $2.6bn in inward investment last year, or 0,24 per cent of worldwide foreign direct
investment flows. Complete figures for 1999 show it received $2.2bn. China, its regional rival, received
1
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§63.4bn - including Hong Kong - according to the United Nations.

In just as telling a contrust, Electricite de France, which pulled out of India after battling for seven years to
advance its 1.000MW Bhadravati project, is proceeding with a series of power plants in China, Egypt and
Mexico,

"We say we want foreign investment in the power industry and the policy says 'yes, yes, yes,” says one civil

servant who has soldiered long and hard to introduce reform. "But the practice, I'm afraid, is 'no, no, no'.

The Enron project, its critics say, is particular, Although Dabhol's power purchasing agreement with the MSEB
is confidential, it is widely believed to embody a "hurdle rate of return™ - the after-tax, internal rate of return on
equity in dollars - in excess of 20 per cent. The normal rate sought by the dwindling investors in India's power
industry is 16-18 per cent.

In addition, Dabhol's charges per kilowatt hour are higher than anticipated because its "load factor”, or capacity
usage, is much lower. The financizlly strapped MSEB is buying less and Enron's contract allows it to apply
variable charges over the fewer units of output, raising the cost.

There is an important sense, however, in which all this is academic, India's state electricity boards are de facto
bankrupt. Whether the cost per unit is one rupee or 10, they cannot pay.

The problem is user charges. Most Indian farmers get free power, much of India’s urban middle class steals
power and too many of India’s populist politicians are frightened of agreeing on a minimum common tariff that
might begin restoring the solvency of the state electricity boards and thus facilitate investment.

Many industrial users that could pay, angered by cross-subsidies they are charged for the inefficient system,
have switched to secure "captive” capacity of their own, an estimated 10,000MW of which is now in place.
While India needs to boost installed capacity by about 100,000MW by 2010, with no one o pay for clecinicily a
mere 464MW was commissioned last year, according to Power Line, an indusiry newsletter.

"It is self-defeating to try to attract an Enron without first putting your house in order," one minister says, "It
was always chvious that within the present set-up Maharashtra would never be able to pay."

Hari Dhaul, head of the Independent Power Producers of India, says restoning the solvency of "the [state
electricity boards] is priority number one: unless we do that, all talk of power and infrastructure is academic.”

The government made a start when Mr Sinha, in the February budget, announced a still-to-be-determined
package of soft loans for states that reform their electricity boards and begin introducing more realistic tariffs,
But since then the government has Moundered over a series of scandals - not a propitious climate for reform.

The Enron case has the potential to become, il not another scandal, at least a blight. As a semior executive at a
foreign power company puts it: "India needs modem infrastructure if it is ever to become a modemn country. It
needs foreign investment to do part of it but that will only come if the perception becomes that it is casy to
invest in India,”
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Court Fight in G.M. Spy Case

Lépez Argues Against Extradition From Spain

By EMMA DALY

MADRID, May 11 — José Igma-
ciy Lapez de Arriortda, the ono
highflying automdiive fxecutive
arcused of stealing secrels from
General Mators when he beft G
to take a senlor posithon ol Yaelks
wagen in 12, nld 2 Spanizh ooart
today that he woukl nof refurn
wolantarily (o the United Stales o
face charges of Imdustrinl espid-
nage becnse he s nal guilty —
and unfll to send trial besides.

=i all a lle," Mr, Ldpez, 68, 1
e hrec-judpe pardd comdocimf
the extradition hearing.

Erown as “Super-Lipez” ha-
cagse of the rapld successes b
scored af both compasies n oul-
ting procurement costs and in-
crepging profits from mansfactur-
ing, Br. Lapez has maintalned that
hi = anabbe 10 stand trial because
of thse hrain damage he suffered in
a 1988 exr crash that Jeft kim o a
coma for thiee menths.

Druring lively testimony, Mr Li-
iz, who Wit almost unresogniz
abie to many here aler havisg
pamed about 130 pounds since he
was last [roquently seen in pablic,
toid the kearing that "l dociors
say | am nof well™ He added AL &
eniirt In his home proviece, Vieea-
yu b the Basges foantry, has al-
ready decl him ineompetent
and transterred contred of his 6
namced [0 his wide.

Several Spanish doctors Appoint
ed by the coort nave sadd that the
mjarbes Mr. Lipez sustained I8
1088 have chused  personality
changes and memary lapses. The
povart's chief medical oflicer, Ane
gel Camelsidn, conchoded hat MT
Lépez "l pot capable of under-
sianding the coasequences of kiz
actiona,”

& poychistrist, Jdse Miguel L
pat Thar, testified that Mr. Lipes
g nob the same a3 before add-
ing that be L 1o cover up gaps in
his meesmory by crekiing new mem-
oeies, “which sound reascsahle
ardl- epedihle, usdil %o compare
E:.um to thone of the people around

]

Howuver, Charles Clark, am
Ammerican prychobagist hired by
b Upited States Jusiioe Depart-
ment, dald In court that Mr. Lipez
vdid moi hove any  Emacions
which would prevent him from do-
img witsil peds to ber dops In ferms

LY

The former swtomotive executve Joaf Igndcio Lipez de Arriortda,
showr in July, testified in Madrid to fight extradition te America,

of testifying.'* The Spanish pros-
pooter, Eduards Fungslrs, argued
the case &5 faver of exirpdition
Mr ipez'e  chiel  lawyer,
Mamunl QllE, also argued that hie
chient hadd mvented i productiog
iechniques he wos accused af mis-
appropriating. and thus was not
gudlty of siealing them. Guestioned
an the stand by Br, OlE, Mr, Lipee
aRld, It wad oo secrel, 1l Was on
iervention of mine, andyou have e
right i take your ideas away with
you. His ipmrpretation was ot
odds with the legal concept of =n
Inweniicn ar Sesign mads &3 Dart
of ® persan's job. which Deosme
thi eEnployer’' s properiy.
~ En 1585, a grard jary 0 Detrod
imcicted Mr. Lipez on clarges in-
chsding Traud and lrassporiation
of glndem documents &fr G, ac-
cused Mr, Lépez, whe hod beesn
directar of production al s Opel

unit, of handing over contidential
dowifents to his new employers at
Vaolkswagis.

Asked by th tribuns] presdent,
Cares Cerdn, i he was comifort-
able, Mr Lapez sald yes, but added,
“I*d be better |f someane broaght
me & Uide coffes’ provoking
laghter i the eourrroan, 1 have
worked quite encugh, noe 1'm re-
tired and 1 lve with my boas,'" e
e, referring Lo his wite, “whe is
a great oompanion ond a great
cook, &% well 23 gorgeons, and whao
makes a mesn paslla'’ He slo
enseriaimed the ooartroten Wwith
dotipg remarks about ks chlidren
and grandchildren.

BIr Olé said he expects che tri-
tunal to issue & ruling In Twa Do
thiree weslios. & declsson in favear of
extradicion would then B sub)ect
to ratifscation by the government.

| Fed up

| Enron Unit

Moves to End
India Contract
For Power

By SARITHA

RAT

BAMGALODRE, India, Moy 21 —
with #is maln cuslemers
refusal in pay itg bilks, the Enron
Corporation’s Iedian power-genera-
ieg wentare served formal potice of
Eaturday that il woald terminate Qg
power supply contract ased pall ous.

The move by the Dabbol Power

| Company, 65 percent oemed by En-

o, starts the clock toking of & 5l
minnth notice perind befare i con-
Feet 15 wadded, durisg which negotia-
tions L& senile the dispube &re eXpect
g The $29 billion Dabhol project

| represents the larget single forsign

invesiment in India

Separstely, Enron said peday that
it wos withdra®ing from a pipeli=e
project in Jatar, which woahl Bave
supplied some gas 0 Dabool The
compary gkld that the o sieps
e unrelated

The Dabhol projess has been the

| subject of & series of Wrangles be-

rawen the compasy and the EoveTn-
pnants of India and of the westarn
Indian state of haharaskira. The
gtate-cwped oHlity company  thal
contracted 1 buy power froon the
Crahitinl plasl has defaulted on sxme
i mdllice in anpaid power hilks, and
has aceased Dabhol of charging bod
much

Biwhhol sald it wad ledy whib NG
chofcs bt o ismse the termination
mothce after both governments Talled
{3 honor thelr contraciual commit-
merits i fery emad pey Tor 105 crbpal

But in & #aremen: nued over the
wistend, Dabhal said it was “atill
gpen i construclive discussion on
the solutions™ The comgsny sald a
“|nsgting arsl Feasible solution'” 1o the
dlzpute would require that the fwo
gOvErnmeRia Rither bosor thetr obl-
gaions to buy Dabhol's power or Hind
plber ereditworthy bayers o lake
the perwaer inapead

Tha firss phase of the project pow
geoerati T40 megawans ol power,
and the sesond phase, fdilleg an
aiber 1 484 megowaiis of capsdily, B
schamduled io go of Wne mext moath.

Ureder the contract, the iermina.
tion thet Emmon has set o molon
woukd ohlige the federal apd state
BUVETRMENIE 10 pay damages o En

|| ron and the benders thot tinanced the
1 praject, Ilv!'_ﬂ-l?lﬂ.lh- as much &8 FHM
| mdllim == the valoe of & vear's GRS

ol power plus the project’s $300 mil-
liot i debt — 0f It |5 shus dosm

e YA menns Fnwia] AT seviite nn Samo Nustv Evnn Mand-
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overnment that an

bady coald acl
¥, poipting o the
of he G7 group of
il aoatlang, which
sl statuie or spe-

ng for an inforsnal

me R TR S

but finance minksters of the
EUrd zone countrles woald
also meset for “desper discus-
sioma” shoyt eeonomlc o-ac-
dinaton. Detailed plans for
thia mew informal foraom
wiiidhl b dFgwn Up N com-
Ll weska, My Wakgel added.

EANLNN LG e aEEeEs  mimmem wmowam

l-n‘hn'lu.lud for Movember 185
s am embarrassing sslbhack
far the ruling cocalitian,
which is [acing peneral ebec-
tions sevem momths from
B,

Mimlstirs fear thai, a5 a
pealt of the courl's deei-

MM R RN LU Gy WML R LB
sevps lkoly thal ibe pall en
Nafo membership will be
delayed until after negotia-
tioms with the alliance begin
in Late Movember.

Mate diplomats have
suppesied privately thal an
#aFly vole §g dedirable in

P Al PEY UG- Cha
cally prepared for member  gaph
sbilp of the European Unlon.  Hen,

Earlier in the year, the in
governmeni introdoced a1 srmm
draft law pereitling Hun
Enrlan besindsies, including
lorelgn-owned ones, o by
up o 3 hectares of agri-

dum
LT
Nala

NEWS: LATIN AMERICA and CARIBBEAN

plies top concerns in Dominican Republic

pularity falls steeply

d numbers, bad name
weh %}
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coasecutive lerm
a2 at the cenire of
atrv's politics for
vears. Mr Balaguoer
| 14 see Mr Fern:
iceaad Bim a5 he
. the other camdi-
unwarthy.
rmander, hawever,
1 himmsell witk a lag-
n which ke Libera-
¥ has minarity rep
o,
will depend on the
ol congressional
in Nay, the cam:
awhich hes atarted
president’s low pope
and the problems
the country’s majar
© SUEEEst (At Mr
w's Liberation party
I Tare well. This
hat his legislative
me would sweoesd
he [oFms alliances
ith 1ke Revalatlan-
v of Jase Frandso
e ar Mr Bala-

Consumer pricesa (% cangs)
S

Py Py ey

TR RN\ M e

guer's Reformist party. With
clear slgms that Mr Balaguer
ix hkely 1o stand again in
ih presidantial election in
Fi, he would consider it an
adwanlage 10 have earFly
influence, or even control
OWeEr government policy. br
Balaguer ran a centralised
epofomy and W he were o
return, Mr Ferpandes's
changes could be skowed, if
et revereesd,

One of bMr Ferndindez's few
SUCCRESES WILH CONETESs was
the approval of a bill fo pei
valise 24 approfitable sgale

enterprises
Thia k2 medelled an the
Balivian “capitalisation”

programme, under which, n
excharge for inleciing now
capltal Inte the enterprise,
inwvestors have a 50 per cent
stake and manmagement con-
tral.

The programme will aave
the state budged about $250m
A year im subskdbes. and the

povernment 13 hoping the
s2llnlfs will turn aroand the
fortumes of saveral unprolits-
ble anterprises.

It will ol be esasy. The
SUEAr company, with 10
mills and several thowasand
acres ol farma, I8 being stod-
led by prospectise iovestors.
Bt [hese |13 no elear Indies-
than of the precise debt of
the company and the capsc-
ity of the mills, Some of the
lad owned by the company
has bern overron by squat-
ters ar illegally oocugied by
wiaaltlyy Dioenbnbeans

Hawever, it is the power
company which i tha touch-
stone of the privatisation
programme and the Achilles
heel of the econceny. [L has
bewn unable to provide ade
quate power [or several
years., and is  heavily
Indehipd.

=The production of elec.
tricily is & major problem
which has held up the

Traditionally unseitled
relations Dbeiween Lhe
Dominlcan. Hepublic and
Haitli have become more
tense following the Domind
can goveramenl's suspen-
sion of widas for visltors
friom Haill, Botk countrles
i‘m the island of Hispani-

The Domimican govern-
ment sakd that several thom-
sand Haitlans had crossed
the border klegally using
fake documents aod that,
whille 115 embassy in Halgh
wounld remew existing visas,
it would nod iSsue any new
nmes until Haltiam authori-
thes arresied the oounterfeii-
ETH,

expansion of many acrors,”
sid Mr Mantini. “We have
lived with thiz problesn o
the: past 30 years. buf we are
g0 the verge of & solution.”
Logialation for privatising
the power company has beop
Before congress for [ouar

VErs.
The filFmEstaring kias |ad to
charges and countercharges
about the involvement of
legiglators in the growing
private slesdricy basiness

Far Mr Castills on his
quest for a loan (Fom his
family, the caosss of Mr
Fermindez's wankng popialar-
Wy are clear,

It &= all the gavernmenis
fault - the failure af the
electricity and the increase
I the price of fond,

“They canm blame the
droughi this month, What
will they hlame next
month*

Canute James

e

rs force oil wells to close

b the evept of atlempls gl physical  workers” pay which 13 hamded by
central government. They also demands of strikers as it has been
want television services o be made  siriving to cut the 1069 Nscal deh

v damage, sald Petro Ecuador,
1 “Private companies' ol wells are

limMed scope to ment the financial

MEWS DIGEST
[ ——

Clinton b
Mercosur

President BUl Clhnton yesterday end
four-nation South American trade &
faped crithetsmn from S officials. S
i Brazil. Mr Clinton attempied to §
that the US sees Marcosur a5 a thre
the region. *1 suppart Mercosur.
Brazil and far all its members,” M
alss quite a good thing for the LS

The members of Menoosur, whick
are Brazil, Arrentina, Urnsguey and
Chils are asssciate members.

Adter meeting Farmanda Hanriqu:
prasident, My Clinten sald both cos:
their commitment ©0 begin negotiar
Free Trade Area for the Americas =
Aantiago, Chile, next April Mr Clic
Erazil would play a leadershilp role
Horewar, the US and Brazil have v
talks should proceed. Unlike the U5
talka on cwlting Lariff 1o atar brms

Referring to forthcoming global
emlasions, Mr Clintea said the US -
anything that might damage Branl
develeping countries fear the US wi
talks to impose heavy restrictions -

Mr Clinban faced criticism when &
guide published by ihe US embassy
corraption in the country wis “enc:
the comment had BEen “an appalllz
The gride had oot reflected the ad=
had baan changed

B CAYMAN MOVE

(Qatari offshore ba

The Cayman [slands pvernment Bz
Latari-awnied offshore hank and ice
week s after another bank in the pre
Rahamas, was chosed hy Bahamiar .

The muove [llows the mysisrioas
Rahamas in September st year of |
assislant general manager of First
nas been Closed, Mr Ahssd was ko’
business, and was last seen at ooe =
legding Rcdalks, It 68 nof clear w ez,
linked ta the probiems of the banks
sand vesterday.

First Caynman Bank and Guil U
rompany, bave been closed "ol !
aMeisl #latement said. The closed b
Bahamas is part of the group [

B SECESSION PROPOSAL
Independence vote

Farliamentarians in Mevis have v
2: Mitis-Mevls fedoration, and M
referendum b determing whathor o
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min sad French finamcs
ministers, suggested that the
&0 far unnamed forum
should mess ragularly ahaad
if mestings of all 13 Euro
pein UUmlan finance mimnls-
tars. It would menlior gens
w7l ecanomis developments

deal among ElJ members on
a Cerman-ispiced stability
pact 1o enforce budgetory
dsciplins

French officials susgested
the new forum could fncjudpe
cemniral bank governars in
digcussions on malters suchy

French government that an
informal body could act
effectivaly, polnting to the
example of the G7 group of
indugtrial nations, which
hiag no officksl statute or sec-
Fedariat.

By opting Bor an informal

bul finamee ministers af the
ward tong cowniries wagld
also mest for “doeper discys.
Riors” nboul soonomis ee-or.
dinatson. Detadled plans for
the mew informal forum
would be drown up in come
ing weeks, Mr Waigel added.

echedulad for Movem
ks an e H
for the meling oy
which Is facing gener
thoms seven moaths
now.

Minisiers foar tha
result of the coart”

- .
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Food prices and Ppower.supplies top concerns in Domini

President’s popularity falls st

a8 Cestille's wvisit 1o

Santo Dominga rom his

hamie town in the morh
wast ol the Domisican
Bepublic involved soma
shame for the Eamily,

He had come to ses his
brather, a construction
uorger In the city, to seek a
.

"ot only dd my famblys
G [all, bat we coild not
find the enorey to pay the
Bigher prices for food ™ said
Mr Castilic

4 protracied  drooght
which bed to & food shortage
and cutl oofpul feoen the
countcy’s hydro-sleciric sta
tieo, worsening an already
partous electricity sapply,
has |ed o sparadic protests
I this Caribban country of
im. The prodesis colipcided
with the publication af opin-
om polle which indicale a
slgnificant decline in the
popularity of Leone! Fern-
dndez. the president. His
popalarity mating of ¢ [Er
el & ¥edr ago has fallen o
I per cent, Jusi aver 70 per
el think the government is
not doing a goad job.

I eoonombc  indicators
were anything 1o go by, the
Rovernment should be get-
tirg pood marks. “The acon
omy has Been expanding
seadily for the past five
vears. anil there is every
indicatbom thai it will con-
linee to expand,” said Mr
Luls Plantinl, deputy gover-
nor of the cemiral bank. Al
the major seclors are grow-
Iy and indlation & relatively
moderats,” The sconomy
expanded by 89 per cent
between January and Juise,
compared with 6.4 per oemt
in the first hall of last wear,

with sirong growth in com-
munications, coBstFuction
amd lowrism, according fo
the central bank.

Mr Ferndmdes's problem
ligg in the divergent percep.
tioms of Mr Castille and Mr
Plantini, said Hugo Guiliani
Cury, president of Natisnal
Congtriuction Bank and & foe-
mer cemtral bank goveroor
“Teople see the kack of elec
tricliy amd high prices for
slaple food,” he said. “They
do nol esxsily see the growih
If telecommunications and
tourtsm, They see hig govw-
ernment and o eadership
10 econanic policy.”

Mr Fermdnder wes oleckad
last year on a promise to
"madertise”  the soukntey
which shares the Bsland of
Hispanlala with Haiti. His
election was oechestrated by
hie predecessor, Joaguin Bal-
aguer, who was foremd inio
retirement By electoral
réforms that prevented him
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from a conssculive term
arter Bwing at the capire of
the country's politics far
about 30 years, Mr Balaguer
preforred to s Mr Fern:
dndez succeed him as be
reghfded the oller candi
dates as unworthy. .

Mr Fernsndez, however,
has found himsel! with & heg-
islature in which his Libars-
ton party has minarity rep
ressntation.

Muwch will degend on the
outcome of congresstomal
clectbons in May, the cam-
paign for which has siaried
Hut the presidani’s low pop
ularity amd the problems
faced by the country's major
ity poor suggest that Mr
Fernindez's Liberaton party
will not fare wall, This
means that hig legislative
programme would succead
only if he lorms alliances
cither with the Rewoluisan-
ary party af Jogs Francieco
Pena Gomez or Mr Bals-
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guer’s Refarmist party. 'With
clear slgns that Mr Balaguer
15 likely to stand again in
the presidamtial election in
AN, b would consider it an
advantage 1o have ecarly
influgnes, o even oonlral,
over government policy. Mr
Balaguer ran a centralised
sponomy and i ke were fo
retarn, Mr Fermandaz's
changos éould be slowsd,
Aol reversad,

O of Mr Ferndnde:'s fow
scesses with congress was
the approval of a b w pri-
valise 24 unprafilable sials
enlrprieg

Thie iz madelled cn the
Balivian “capitalisation™
programme, uncer which, in
swchange for infecting mew
capithl info the enterprise,
invesloms howe a 50 per cent
stake and mEnEgEment fon-
trd,

The programene will save
thi state budget about $250n
& vear in subsidies, and the

government 15 hagp:
cell-ofls will tarn ars
fortanes of several ue
e enterprises.

It will not be e
SUEAr COMpERY, ®
mills ard several o
acres of [arms, 15 hex
ied by prspective in
Bt there is no cles-
tion of ik precihe
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ity of the mills. Som
lnnd owned by the o
has been overrun B
ters oF ilksgally oo
wealthy Doaninleans

Howowar, it & ghe
company whick s 1n
stone o che prive
programime and the
hesl of the eoomom;
besn unable to prov

guate power for
vears. and  ds
imdieba e

"The preduction
tricity is a major ;
which has E=M

Ecuador protesters force oil wells f

By Justinne Hewsomae in Quite

Froduction al eight ol

wells,
famaesd B the simbe a1 i eann

Sirlcers bBave also closed high.  the ovend of attempds at physical
ways connectng the Amaton prov-  damags. said Poiro Ecuadar,
mces In sasien Ecusdor to the rogi

nlf the anisles amd
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“Frivate companies’ oil wells are
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workers' pay which & funded *
ceintral government. They als
whinl television services 1o Ba ma-
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Bt adhering to free-market princigles
could yet become & drag om Mr. Bush's
popularity, warns former 115, Sen. Ben-
naft Jofnstan, o Democral Mr Bush onee
considered bor energy secretary. If the ad-
mizdstration takes no action and prices
remiain high, ke says, “people will start
ryiag o find esenebody te Blama.®

. —Jokm Fialkg
i comiributad o this orficle.
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Enron’s Plant in India
Was Dead; This Month,
It Whll Go On Stream
Surprising Comeback RHeflects

Concessions by Company, |

New Realsm by Politicians
A Ofmal's Dress for Success
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AN and Eninl. The Nasdag coempiEile
fell 8134, or 1. 14%, 0o 20L0T, end the
Dowr  Jones  indusizials  declinef,
thaugh =0l 33 eSsarply. Falling bond
prices added B the selling pressure.
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Elj:lll'ﬂlh'thuﬁjn &= first quarter due

by price competidon with a resurgent |
[Iolel, Iis share price doopped 3.6%.
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lial blow 1o zulp medieers, under & pro-
pasal thal the EFA i planning 1o un-
wveil as ecardy as this montk
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Endgame for Enron?

By |oanna Slater
In India, the mere mention of Enron’s name is enough ta
gtart a heated discussion on the promise and peril af foreign
investment, the venality of politicians and the extent of
multinational greed. Now the nine-yearald debate is once
again back in the headlines—and this fime, it leoks headed
for a final reckaning,
On May 19, the American energy glant
tock the first sbep toward extricating iself
fromn its comtroversial project, 3 2,054

mvegawmalt power plant that is India's PR

largest foreign investment to date,  ™_

The plant. known as Dabhol L
Poaams 1 (R

Power, issued a preliminary - -
notice 1o terminate its oontract \"ﬁ&;{ 5
with the Makarashtra State Elec. ™70 -

tricity Board, its sole customies, 1¥8  ouena Sharensiders: fnmon_ echis

i * ' Enderprises, Ganeral Becine, MSES
increasing tension between Enron on 1, Fuet- Uﬂ-lﬂl natural gas
the orwe hand and the MSEB and state pos. mm %2 miion

a mowe that comes after months of

ernment on the other, With that step, the
parties have six months (o lron out thedr
differences before the deal is scrapped. Sl

Setiling the dispaite is critheal, because itoould
be a very ugly divorce, Down that path lie protracted legal bat-
teg and potentially huge penalibes cwed o Enron. What's mare,
that process wouldst address the key lsswe; How can Enron's
plant becorme a productive and cost-effective part of country’s
poser gyatern? That question ks all the more important becase
while the first phase of the project, at 740 megawatts, is already
operational, the mammoth second stage—iotalling 1444
miegawatts—will ke ready later this summes,

However, the current dimate of claim and counterclaim
will maks renegotiating the contract difficule. Omne prior
payrreent dispute is already headed for arbifration, while Enson
has declared that the political environment makes it impos-
alble 10 procesd. 1t's certatnly true that politics is complicat-
inyg the process: Rather than a commescial dispute between
two parties, there's a slew of players that includes rao coali-
tion governments (one state, ane federal) and a clutch of
Indian financial institutions that could be stuck with huge
liabilities if the project goes souc.

Despite the present impasse, “both parties know they aze
Boing to renegotate,” savs Rajendra Pachaur, an epergy expent
and & member of the government committer appointed to
examine the lsgue. “I'm sure a ot of this Is shadow-boxing.”
Bath Enron and the MSEB want out of the current arrange-
ment, albeit under vory different circumstances. On the one
hand, Enron's new global strategy is to trade commodities
like power, rather than invest billians to prodisce ot {the Dabhel
plant cost about $5 billian: Enron halds 2 65% stake).

Wap 2. 00N

DABHOL POWER AT A GLANCE

commibnned 1990 ]

On the other hand, the MSER says that Enron
charges tao much far ite pewer and L3 driving the
wrillity into bankruptcy. In the year to March 2000,
it pasted losses of 15,8 billion nupees [S16 5 million).
Cne thread of the current stalemate began when
the MSEB started defaultng on its payments to
Encon at the end of last year. Then the MSER
slapped Enren with a 4 billion rupes penalty for
alleged delays in providing power.

The racts of the problems go far back One of
the more detailed dissections of the debacle came
ot in aid-April, when the government-appotnbed
Gadbale Committee deliversd ite conclagiong an
b Lo peswive the project. The neport detadls the favss
of 2 venture it asserts was always too big and too
expensive for the state of Maharashira to handle,
Ome passage delicately desezibes bow “numesous
inflrenities” in the approvals process “bring inta
gueshion the praprety” of those decizione,

Because of the tariff strecture, power from
Enran's plant i indesd mare expensive than elec-
tricity from ather sources, To a certain extent,
howeser that was anticipated. What et expected
“ﬁﬁhﬁﬂpﬂtﬂmﬂﬁnﬁﬂdprﬁiuﬂm
rates would kave on the price of power, Initially
the Arst ]:h.:se relied an n.:pl:ﬂ:.:, while hereafter
both phases will uss Bguetied natura] gas.

OBLIGED TO BUY
Recently the power price rose heyond what the
MSEE could charge for it, According to the God-
bole repont, the average price padd by the MSEB for
Dabhals power from May g4 to December 2000
was 4.57 rupees per unit—but the maximom
rate it could charge to a certain slice of its cus-
tomers was 461 rupees a unit, And under the
coniract, the MSER was bound to pay for a Axoed
quanmum of power generated every month,
Tackling the price of power is the stamting point
for any rencgotiation effort, Experis suggest that
by lowering the Bxed coats In the project—irom
thie terms of the ges-supply comtract to the interest
rates an cectain leans—a reduction in the tariff
is possible. In a statervent, Enron said it was open
bo ideas but rejected the Godbole repart as a basis
for disoussions. Outside estimates of the project’s
profit margin range from 25%-19%, which the
repart suggests reducing by a mare rodeat 16%.
If the two sides dolt seon reach & compramise,
Enron could become the symbel of an increasingly
bitter—and avaidable—dispute. &
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Stewart, Elizabeth K.

Fram: Rao, Gestha

Sent: Wednasday, January 24, 2001 B:23 AM

To: Egmpblier;har, Gary, Grewe, Maureen; Mills, Marshall; Christopulos, Greg, Clapp, Gene; Stewart,
Eliza K.

Cc: Radelef, Steve

Subject: RE: India/Dabhal Meeling

Following are more updates on the Enron situation

1) CCEA to take up Enron’s Dhabol-11 on Wed

2) Enron puts pipeline project on back-burner

3) Gowt to help MSEB pay DPC Nov bill

4) Sanjay Bhatnagar quits Enron

5) Cabinet clears hike in Enron’s Dhabol stake  (latest update)

Frican updein doc
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CCEA to take up Enron’s Dhabol-II on Wed

NEW DELHI

THE GOVERNMENT is likely to consider the Rs 1,083-crore foreign equity
restructuring proposal of UShased energy giant Enron Corporation for phase-11 of Dhabol
power project on Wednesday.

The Cabinet Committee on Economic Affairs, headed by Prime Minister Atal Bihan
Vajpayee, is likely to deliberate on Enron’s equity restructuring proposal which has
already been approved by the Foreign Investment Promotion Board, official sources said.

Equity restructuring of the $1.87-billion phase-11 Dhabol power project at Guhagar in
Maharashtra has been necessitated after MSEB expressed its inability to invest its 30 per
cent share, worth $128 million, in the project, sources said.

While Enron has decided to pick half of MSEB’s designated equity, taking its total stake
in phasell of the gas-based power project to 65 per cent, the Huston-based energy giant
has appointed international financial consultants Credit Suisse First Boston to look for
fifth partner who would be offloaded MSEB's 15 per cent equity.— PTI

& The Economic Times Online. All rights reserved.
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Enron puts pipeline project on back-burner

Bodhisatva Ganguli

MUMBAI

ENRON'S travails seem to be multiplying by the day. The US energy and broadband major
is reportedly in the process of scaling back its plans to build a pipeline to transport LNG
from its terminal at Dabhol.

According to sources familiar with events, around 15 employees associated with Met(ias, the
Enron subsidiary which was to operate the LNG terminal and pipeline and market the LNG,
were informed on Saturday that their services would no longer be required. Only a small
team has been kept in place.
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In response to a query from ET, a statement from Enron said that an "internal reorganization”
had been carred out. "We have made an internal rearganisation of some personnel who were
working on developing the MetGas project. A small core team will continue to develop this
project and explore opportunitics in India's gas sector. The impacted employees are being
redeployed both within and outside the company”, the statement said.

According to sources, the US energy major was frustrated at delays in sccuring government
approvals in building the pipeline.

While the process of issuing public notice for inviting objections for land acquisition and
replying to objections had been completed, the company was yet to receive the actual
permission from the central government to start the process of building the pipeline.

This involves paying compensation to landowners through whose land the pipeline will pass
and a host of other clearances,

The personnel who had been asked to put in their papers were associated with the land
survey and other aspects of the pipeline project. The pipeline was supposed to supply LNG to
industries in Maharashtra and Gujarat.

Enron had earlier closed its office in Gujarat. The Gujarat office was scouting for operations
in the oil and gas sector of that state but had achieved little success.

The statement by Enron savs the company is "continuing to develop the project and are
currently focused on obtaining permits and clesrances from the state and central
government™. Enron had signed an Moll with Rashtriya Chemicals and Fertilisers for supply
of LN,

The LNG terminal being built at Dabhol has a capacity of five million tonnes. Of this two
million tonnes of LNG, which is to be sourced from Abu Dhabi and Quatar, would be used 1o
fire the 2,100 MW Dabhol Power Project, which is the combined capacity of the first and
second phases.

The remaining three million tonnes, which is to be sourced from Malaysia, was to have been
transported via pipeline and marketed to industries in Maharashtra and Gujarat. This part of
the project secms to have put on the back-burner. The total pipeline length is in the region of
400 km.

The LNG terminal and the power plant itsclf is almost 80 per cent complete. However if the
pipeline is delayed or does not get built it is not clear how the entire LNG facility will be
used,

© The Economic Times Online. All rights reserved.
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Govt to help MSEB pay DFC Nov hill

Archana Chaodhary

MUMBAI, Jan. 23

THE Maharashtra Government will give Rs 90 crore to help the electricity board (MSEB)
pay its dues to Dabhol Power Company (DPC), a senior State Government official said
today. This is the second time the State Government has been forced to step in to help
MSEB with payment to Enron.

“MSER will pay Rs 70 crore through internal accruals while the State Government will
provide Rs 20 crore to pay DPC's MNovember 2000 bill," the official told Buisness Line
today.

The board has to pay DPC Rs 1359 crore as November bill by January 25, 2001. The
Government had stepped in earlier this month to help the cash-strapped board with its
October payments. This time around too, the State Government has no other option than
to bail out MSEB, according to officials.

““We have set a precedent by paying up Rs 114 crore for the October bill. So, we will
have to help MSEB again. There is no other option. If Enron invokes the letter of credit,
we will be forced to pay irrespective,” the official said.

Earlier this month, Enron had threatened to invoke the letter of credit claiming that
MSEBR had been defaulting on payments, The State Government had intervened by
agreeing to help MSEB with Rs 114 crore as payment of the bill.

According to the power purchase agresment between DFC and the board, the company
has to sell all of its power to MSEB. The board has to pay Rs 90 crore as fixed charges
while the rest of the bill comprises variable charges, mostly fuel.

The MSEB, as of today, owes a total Rs 311 crore (Rs 159 crore for Movember and Rs
152 crore for December

Sanjay Bhatnagar quits Enron

MUMBAI: Former chairman and CED of Enron India Sanjay Bhatnagar, who was
moved to Singapore to head the mulitnational's broadband services in Asia, has resigned.
Bhatnagar, who was involved with the 2,014 mw Dabhol power project, put in his papers
last week and his resignation has since been accepted.

Bhatnagar, who is at present in the US, was last maonth posted as CEQ of Enron
Broadband Service in Asia based at Singpaore with effect from January 1 thas year.

Enron said in & statement that Bhamnagar had guit to "pursue other interests and we wish
him well in his endeavours".

A company spokesman said he had been transferred over to another of Enron's businesses
several months ago, so the transition at Enron India has already been accomplished.

"We have a strong management team at Enron India and have every confidence in their
continuing ability to manage the business effectively”.
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Bhatnagar is the third high official to quit Enron within the last six months. The first to
guit was Rebecca Mark, former CEO and chairman of Enron International, followed by
Joseph Sutton, who took over from her. (PTI)

ine
Printed from www ecopomictimes.com -> home -> back

Cabinet clears hike in Enron’s Dhabol stake

KNEW DELHI

THE CABINET Committee on Economic Affairs on Wednesday permitted US power
company Enron to pick up an additional 30 per cent stake in the Dhabol Power Project
Phase-11 for $6£5,75 million in the wake of MSEB's inability to take its equity share,
parliamentary affairs minister Pramod Mahajan said.

This enhances Enron Development’s equity investment from $886.9 million to $1119.9
million in the project.

In this foreign equity participation of Enron, $434.2 million would be for Phase I of the
power project and $685.75 million would be for Phase 11, he said.

Enron presently has a 50 per cent stake in the $1.87 billion Dhabol Phase 11, while the
remaining is with Bechtel Enterprise and General Electric.

As per the decision MSEB would have the option to pick up the 30 per equity at a later stage
al a mutually agreed price, he said.

With the enhancement of the equity of Enron, the share of MSEB holding has been ditluted
to below 30 per cent.

Mahajan said the government had carlier allowed Enron o invest up to 100 per cent but
under the renegotiated agreement it was decided that MSEB would pick up 30 per cent stake
in both Phase 1 and Phase 11 of the power project.

While MSEB picked up 30 per cent stake in Phase I it has expressed its inability to do so for
Phase 1.

The foreign equity of $1119.9 million will be contributed through Enron Mauritius, a
wholly-owned subsidiary of Enron International.

Enran was issued an approval to set up, own and operate a natural gas fired combined cycle
power station with a capacity of 1920 mw expandable to 2550 mw.

Enron is setting up $2.8 billion 2,184-mw plant in two phases, the second phase is still under
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construction along with a $494 million LNG gasification unit (also under installation).

MSEB has taken a 30 per cent share in Phase-I, where Enron has a 30 per cent stake and
General Electric and Bechtel hold a 10 per cent stake each.

While the first phase uses naphtha as feed stock, the entire project will shift to liquefied
natural gas once the second phase is commissioned by December end.

Enron, which is setting up a five million tonne LNG import terminal at Dhabol, would
impott about two million tonnes of LNG for the power plant from Middle-East for the
project. - PTI

© The Economic Times Online. All rights reserved.
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Stewart, Elizabeth K.

From: Rao, Geetha

Sent: Wednesday, January 24, 2001 3:23 AM

To: h”ﬂm' Gary; Grewe, Maureen; Mills, Marshall, Christopubas, Greg; Clapg, Zene; Stewart,
Elizabeth K.

Ce: Radelet, Sleve _

Subject: RE: India/Dabhal Meeting

Following are more updates on the Enron situation

1} CCEA to take up Enron's Dhabol-11 on Wed

2) Enron puts pipeline project on back-burner

3) Govt to help MSEB pay DPC Nov bill

4) Sanjay Bhatnagar quits Enron

5) Cabinet clears hike in Enron's Dhabol stake  (latest update)

Erras update. das
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Jan 23 2001 COMPANIES Enron ordered 1o compensate villagers with Rs 78]
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O Economy Er;-ﬂnl ordered to compensate villagers with
B Finance
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8 Forex MUMEA i
THE BOMBAY High Court ordered Enrcn to deposit Rs 78
B Commiodities lakh within seven days o compensate the villagers whose
8 World land was acquired by the company for the project.
@ Poiitics Justice R M Lodha on Monday directed the company to
B Editorial deposit R_I: 18 lakhs with the collector, Rainagire, and Rs
B Fe 60 lakh with the special land acguisition officer, Chiplun in
atures a weeks time.
8ca ® Tha collectar and ial land Isifion officer
nd special land acquisiion e
:i‘:ﬁﬁ:ﬂh been asked fo issue & public notice and hand out the
Saminar compensation within three months.
MF Tracker The court also directed the collectar and the SLAD to
Classroom refund the unclaimed amounts to DPC after a period of
8iz Mood three months from the date of public notice.
8 Magazines The court also directed that the deposited amounts would
Beand e be kepl wilh  nationalised bank and would be refunded
. ntgrest earmned on it A press release issued by DPC
Comparate Dossior  ojsimed that the court has not found any mﬂmpﬂl
B2 ET Invest court
ockE
Mutual Funds The High Court's order came while disposing of a pelition
Deposite by the Anjanvel Gramasth Mandal, (Anjanvel Residenis
Insurance Aszociation) alleging contempt by DabI!lEﬂl Porer
Home Loan Com of the High Court's directives issued in previous
writ pelitions. These directives required DPC to allot 200
B ET Services jobs or pay Ris one lakh to landhalders affected by DPC.
SE":::‘E’?P DPC was also requined to make ex-gratia payments o
Massage Board those affected by the DPC projects, depending on the
Be ct U DFC angued that jobs had been given or compensation
oniact Us paid to 182 of 200 families eligible for jobs or
B Archives comp=nsaton on the bagis of guidelnes prescribad by thea
O Sitemap Court
"Desspita the bast of efforts made by DPC to compensate
the remaining 18 eligible famibes, gua farnilies had not

corme farward with necassary inheritance and legal
heirship cerificates”, claimead the company

DPC also claimed that 50 per cent of landholders has not
come fanward bo clam co ion, According to the
mandal, however, 18 persons were still awaiting the
employment from the company,
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remain apart

* Havall's Inglia not up
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£
The company offered to pay Rs 1,00,000 lakh in W

compensation or jobs to the 18 affected families and pay ~ » [
deposit the compensalion pavable to the land owners with %
the: land acquisiion officer. However, this package which e

was not accepted by the vilagers. * Indins moai Efﬁ

"This is major victary for us as for the last seven years
mm refusing o pay karmers for their land," said the
kesman of the villagars committze, "The decision is in
the interest of the com ag the sswe gels settied for
once and al”, sald the spokesman,
[+ I+
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8 Econ IPPs should take risks not demand i
a Fh'“:m guarantees: Mehta Foinauts io visit Jagan In
)
o MUMBEAI ' ﬁ%m
8 Forex . . Erisin
THE GOVERNMENT said on Tuesday “instead of relyi
@ Commodities  on the state for provision of guarantees. Jewing i

power preducers should take the risk of direct investments
in other projects”,

"The IFPs demand escrows and guarantess from the state
a3 well as the Cendre, So if they want to ba helped by the
govarnmaent, IPPs could also pour m in form of
invesimenis in several public sector undertakings,” Unicn
minister of state for power Jayawantiben Mehta said ai &
geminar on “rele of IPPs in the India's power sector” hese,

She said IPPs “must realise their responsibility and more

M Tracker investments in the sector would lead to cheaper cost of
Classroom electricity”. e
Biz Maod
The minister added IPPs were not sourcing their finances
O Magazines from abroad bul instead putting the burden ea Indian
Investors Guide instiutions.
Brand Equily
Corporate DOSSIer  wryai construction margins are also very high, which later
B ET Invest translates in an increased tanf " Mahta said. adding the
tocks ceniral and stale alectricity regulatory commissions should
Mutual Funds pary attention to the tarif margns puf up by the IPPs.
Deposits
Insurance “The financial health of state electricity boards will improve
Home Loan if IPPs and investors invest in them," she hoped.
B ET Services Mehta said the government had made investment in the
Broki = ower sector easiar ? providing an automatic approval up
L X 40 per cant to the financial institulians,

Mesnagn Hoard

Chat

Referring to the proposed Eleciricity Bill, she said the

E-mail Centre's mega power policy would allow IPPs to import its
o E::l:lﬂ_l.lﬂ required machinary. - E'JI'I 5
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0 Economy Celeste meets Maharashtra CM on Enron
B Fin crisis
B Stocks
B Forex MLUEA
THE OUTEOIMNG US ambassadaor to India Richard
8 Commodities Celeste on Tuesday met Maharashira chief minister
a8 Workd Vilasrao DﬁhEml:h and discussed the status of the
B Politica contraversial Enran power project in the state.
8 Editorial During the mesting, which lasted for 45 minutes, the chief
O Features manister explzined to Celeste the financial burdan cast an
u the Maharashtra State Electricity Board on account of

purchase of  from Dabhol Power Company, the
subsidiary of Enron sat up in coastal Konkan, ial
SOUNCEs said.

Celeste described the Maharashira government's decision

+ WFFa rizks
nat z

MF Trackar to set up @ commitiee of experts to raview the project as a
Classreom "posithve’ and hoped that it would kedd 1o a favouratie
Biz Mood outcome as the issue invahved foreign investmant in Inda
O Magazines Deshmukh tokd Cedeste that the state government would
IE'-"HMI'& Guide ba approaching the Centre to 'lighten 2 heavy financial
Ef;f"ﬂ Equit burden’ afier the review committes came out with
pordie DasS®l  ‘concrete proposals’
B ET Invest o _ |
tocks ste said the ssue was an important one and hoped it
Mutual Funds woulkd be sorted out soon. "Every crisis is an oppartunity,”
Deposits iy was quoted as saying.
Insurance ) )
Homa Loan Deshmukh said the review committes was expected to be
sal up within 'a day ar two',
B ET Services , .

o The MSER nmcmlsmnt at the meeting expiained the
E"E"E'E ; financial burden su by the board owing lo f
m. 3k '!-E ,  Ppurchase agreement reached with DPC for the mhaaa

of the project.
E_h! il
-ma

MSEB's currant dues to DPC are to the tune of Rs 240

@ Contact Us croma for Movember and December 2000, - PTI
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From: Fao, Geetha

Sent: Wednesday, January 24, 2001 823 AM

Tao: Ew!: Hﬁrﬁﬁﬂw; Grewe, Maureen; Mills, Marshall; Christopules, Greg; Clapp, Gene; Stewart,
a

Ce: Radelet. Steve

Subject: RE: India/Diabhal Meeting

Following are more updates on the Enron situation

1} CCEA o take ufu Enron's Dhabaol-11 on Wed
2} Enron puts pipeline project on back-burner

3} Govt to help MSEB pay DPC Mov hill

4) Sanjay B ar quits Enron

5) Cabinet clears hike in Enron's Dhabol stake  (latest update)

Erro= vpdeis.doz
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CCEA to take up Enron’s Dhabol-IT on Wed

NEW DELHI

THE GOVERNMENT is likely to consider the Rs 1,083-crore foreign equity
restructuring proposal of UShased energy giant Enron Corporation for phase-IT of Ddhabol
power project on Wednesday.

The Cabinet Committee on Economic Affairs, headed by Prime Minister Atal Bihan
Vajpayee, is likely to deliberate on Enron’s equity restructuring proposal which has
already been approved by the Foreign Investment Promotion Board, official sources said.

Equity restructuring of the $1.87-billion phase-11 Dhabol power project at Guhagar in
Maharashtra has been necessitated after MSEB expressed its inability to invest its 30 per
cent share, worth $128 million, in the project, sources said.

While Enron has decided to pick half of MSEB's designated equity, taking its total stake
in phasell of the gas-based power project to 65 per cent, the Huston-hased energy giant
has appointed international financial consultants Credit Suisse First Boston to look for a
fifth partner who would be offlcaded MSEB's 15 per cent equity.— PTI

£ The Economic Times Online. All rights reserved.
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Printed from www.economictimes.com > home -> back

Enron puts pipeline project on back-burner

Bodhisatva Ganguli

MUMBAIL

ENMBON'S travails seem 1o be ﬂiull'i}'nlj':ing |_'|-:.-' the da:,r. The LS ensrgy and broadband nmjn:u'
is reportedly in the process of scaling back its plans to build a pipeline to transport LNG
from its terminal at Dabhol.

According to sources familiar with events, around 15 employees associated with MetGas, the
Enron subsidiary which was to operate the LNG terminal and pipeline and market the LNG,
were informed on Saturday that their services would no longer be required. Only a small
teamn has been kept in place.

Q0500000001880



In response to a query from ET, a statement from Enron said that an "internal reorganisation”
had been carried out. "We have made an internal reorganisation of some personnel who were
working on developing the MetGas project. A small core team will continee to develop this
project and explore opportunities in India’s gas sector. The impacted employees are being
redeployed both within and outside the company”, the statement said.

According to sources, the US energy major was frustrated at delays in seeuring government
approvals in building the pipeline.

While the process of issuing public notice for inviting objections for land acquisition and
replying to objections had been completed, the company was yet 1o receive the actual
permission from the central government to start the process of building the pipeline.

This involves paying compensation to landowners through whose land the pipeline will pass
and & host of other clearances.

The personnel who had been asked to put in their papers were associated with the land
survey and other aspects of the pipeline project. The pipeline was supposed to supply LNG to
industries in Maharashtra and Gujarat.

Enrcn hed earlier closed its office in Gujarat. The Gujarat office was scouting for operations
in the oil and gas sector of that state but had achieved little success.

The statement by Enron says the company is "continuing to develop the project and are
currently focused on obtaining permits and clearances from the state and central
government”. Enron had signed an Mol with Rashtriva Chemicals and Fertilisers for supply
of LHNG.

The LNG terminal being built at Dabhol has a capacity of five million tonnes. Of this two
million lonnes of LNG, which 15 to be sourced from Abu Dhabi and Quatar, would be used o
fire the 2,100 MW Dabhol Power Project, which is the combined capacity of the first and
secomnd phases,

The remaining three million tonnes, which is to be sourced from Malaysia, was to have been
transporied via pipeline &nd marketed 1o industries in Maharashira and Gujarat. This part of
the project seems to have put on the back-burmner. The total pipeline length is in the region of
400 km.

The LNG terminal and the power plant itsell is almost 80 per cent complete. However if the
pipeline is delayed or does not get built it is not clear how the entire LNG facility will be
used.

i The Economic Times Online, All rights reserved.
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Govi to help MSEB pay DPC Nov hill

Archana Chaudhary

MUMBAI, Jan. 23

THE Maharashtra Government will give Rs 90 crore to help the electricity board (MSER)
pay its dues to Dabhol Power Company (DPC), a senior State Government official said
today. This is the second time the State Government has been forced to step in o help
MSEB with payment to Enron.

“"MSEB will pay Rs 70 crore through internal aceruals while the State Government will
provide Hs 90 crore to pay DPC's November 2000 bill," the official told Buisness Line
today.

The board has to pay DPC s 159 crore as November bill by January 25, 2001, The
Covernment had stepped in earlier this month to help the cash-strapped board with its
October payments. This time around too, the State Government has no other option than
to bail out MSER, according to officials.

“We have set a precedent by paying up Rz 114 crore for the October bill. So, we will
have to help MSER again. There is no other option. If Enron invokes the letter of credit,
we will be forced to pay irrespective,” the official said.

Earlier this month, Enron had threatened to invoke the letter of credit claiming that
MSEB had been defaulting on payments. The State Government had intervened by
agrezing to help MSEB with Rs 114 crore as payment of the bill,

According to the power purchase agreement between DPC and the board, the company
has to sell all of its power to MSEB, The board has to pay Rs 90 crore as fixed charges
while the rest of the bill comprises variable charges, mostly fuel.

The MSERB, as of today, owes a total Rs 311 crore (Rs 159 crore for November and Rs
152 crore for December

Sanjay Bhatnagar quits Enron

MUMBAL: Former chairman and CEO of Enron India Sanjay Bhatnagar, who was
moved to Singapore to head the mulitnational's broadband services in Asia, has resigned.
Bhatnagar, who was involved with the 2,014 mw Dabhol power project, put in his papers
last week and his resignation has since been sccepted,

Bhatnagar, who is at present in the US, was last month posted as CEOQ of Enron
Broadband Service in Asia based at Singpaore with effect from January 1 this year.

Enron £aid in a statement that Bhatnagar had quit to "pursue other interests and we wish
him well in his endeavours™.

A company spokesman said he had been transferred over to another of Enron's businesses
several months ago, so the transition at Enron India has already been accomplished.

“We have a strong management team &t Enron India and have every confidence in their
continuing ability to manage the business effectively”,
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Bhatnagar is the third high official to guit Enron within the last six months. The first to
quit was Rebecca Mark, former CEO and chairman of Enron International, followed by
Joseph Sutton, who took over from her. (PTI)

The E ic Times Oali

Printed from www.economictimes.com - home -= back

Cabinet clears hike in Enron’s Dhabol stake

NEW DELHI

THE CABINET Committee on Economic Affairs on Wednesday permitted US power
company Enron to pick up an additional 30 per cent stake in the Dhabol Power Project
Phase-I1 for $685.75 million in the wake of MSEB's inability to take its equity share,
parliamentary affairs minister Pramod Mahajan said.

This enhances Enron Development’s equity investment from SEE6.9 million 1o $1119.9
million in the project.

In this foreign equity participation of Enron, $434.2 million would be for Phase I of the
power project and 3685.75 million would be for Phase 11, he said.

Enron presently has a 50 per cent stake in the $1.87 billion Dhabol Phase [1, while the
remaining is with Bechtel Enterprise and General Electric.

As per the decision MSEB would have the option to pick up the 30 per equity at a later stage
at a mutually agreed price, he said.

With the enhancement of the equity of Enron, the share of MSEB holding has been ditluted
to below 30 per cent.

Mahajan said the government had earlier allowed Enron to invest up to 100 per cent but
under the renegotiated agreement it was decided that MSEB would pick up 30 per cent stake
in both Phase | and Phase IT of the power project.

While MSEB picked up 30 per cent stake in Phase I it has expressed its inability to do so for
Phase [I. :

The foreign equity of $1119.9 million will be contributed through Enron Mauritius, a
wholly-owned subsidiary of Enron International.

Enron was issued an approval to set up, own and operate a natural gas fired combined cycle
power station with a capacity of 1920 mw expandable to 2550 mw.

Enron is setting up $2.8 billion 2,184-mw plant in two phases, the second phase is stll under
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construction along with a $494 million LNG gasification unit (also under installation).

MSEDB has taken a 30 per cent share in Phase-1, where Enron has a 50 per cent stake and
General Electric and Bechtel hold a 10 per cent stake each.

While the first phase uses naphtha as feed stock, the entire project will shift to liquefied
namural gas once the second phase is commissioned by December end.

Enron, which is sefting up a five million tonne LNG import terminal at Dhabol, would
import about two million tonnes of LWG for the power plant from Middle-East for the
project. - PTI

D The Economic Times Online. All rights reserved.
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Davis, Michele

Fresrm: Bradshanw, Tara

Sent: Tuesday, January 15, 2002 8:21 FM

To: Diavig, Michehe

Subject: FW: Sanate Hearing on Enron-Related Pension lesues

F¥l

—-—{iriginal Message---—

Fram: Sypptnam, 2il Ir

Sent Tuessday, January 15, 200E 8220 PH

To: Weriberger, Mark; Reeder, W Thomas; Obson, Fam; \Waloer, Deborah; Young, IT; Bradshaw, Tara; Bair, Shele; MeiCall, bisal
DeMarco, Edward

Subject: Seruste Hearing an Envon-Related Persion [sues

| have heard, secemd hand, that Sen. Kennedy will schedule a hearng on Febneary 7 1o dscuss the pension is5uees
sirrounding Enromn. He will have a government pared and will ask for teslimony rem DOL and Offica of Tax Policy. He wil
alsn have & victims panel and a panal of academic axperts.

Wiliam F. Sweainarm, v
Senefs Tax Cownsel
-!%_h‘i"m ol E};’ Pnzfrﬁ'f:j-' r

LEEETY TR
1500 Pemmsyivania Avenud ANW
Washimglon OO 20220

Phong! 202-822-0170
Fax: 202-622-0646

P ——— - - - - _— - - e LD R L ST Ry e
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Michols, Robert

Fram: Michols, Robert

Sent: Thursday, Nevember 01, 2001 4.52 PM
To: ‘Kent Knutson [LGAY

Subject: RE: 5 Stack rally on Microsoft news
o il

go jordan!

Eob Michals

Deputy Assistan! Secratary for Public Affairs
Da ent of the Treasury
(202) G22-2910

-——=Lirigimal Messaga--—--

From: Kent Knutson (LCA) [mailto: kentki@microsoft.com)
Sent: Thursday, Novernber 01, 2001 4:02 PM

To: roberlnichols@do. treas.gov

Subject: US Stock rally on Microsoft news

Importance: High

U.S. stocks rally, Street looks past economic data

Mocreermiber 00, 2001 3:10:00 P ET
[Updates fo late aflermoon, new byline)

By Haitham Haddadin

MEW YORK, Nov 1 (Reuters) - Stocks held sizable gains in late ahemeoon trading on Thursday as hope that a

riesalubion is in sight for

giant Microsoft Cam. {

u-nla landmark antitrust case against softwane

] ) aubwaeighed dismal news about the

Inwestors kept up hope for an economic rebound in 2002 dﬂ;@ﬁﬁgﬁm data. The manufacturing sector sank deeper

into recession in October as the Sept. 11 atlacks thwarted

Clories to climb out of a 15-manth slump, an

indusiry report said. Also, the government said consumer spending fell at the fastest pace In mare than 14 y=ars in
f

Septembs

“The market has held up pretty wall in the face of all this terrible data as they pin hopes on a rebound in 2002 based
on all the manetary and fiscal stimulus.” said Jeff Kleintop, chief investment siraleqgist at PNC Advizars, which

manages 350 billion.

Microsaft's tentative sattliement on the antitrust case against It wended its way among top government officials abead
af & court-imposad deadiine on Frday and helped buey the market. The Dow component and Nasdag heavyweight

tacked on a gain of $3.34 at 381,40 and helped sent sectoral stocks higher,

U.5. 30-year Treasury bonds leapt higher. adding te a record-smashing gam in the previous session as a weak
rranufacturing report and an end to the LS. government's issuance of the long-term bond sant investors scrambling 1o

buy the nates.

“The biggest factor involving things is what happenad with the cancellation of the 30-year bond auction. That | think is

a catalyst and it's going to provide some economac stimulus because i is lowering rm:rtgs rates
Michael Strauss, managing directonsenior economist at Commonfund, which manages 526 bilian

=5 wea speak,”

The drop in inleras! rates will also ba a plus for conporations that borrow billions of dollars to run thair operations,

which is alsc a plus for their slocks

13
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"I think that that in fumn may be providing some of the stimulus to the equit market in the sense that f consumers have
lower debt service payments o thelr martgages, may be i gives them a litthe bit more of discrationary spending money
to spend 0 genesal on the sconomy,” Strauss added,

The Dow Jones industrial average surged 163,99 paints, or 1,81 percent, to 8,239 13. The broader Standard & Poar's
S0 Index was up 20,54 points, or 1.94 &mant, at 1,080.32. The technology-laced Nasdag Composite Index gained
44 BB points, or 2 .65 parcent, at 1,735.06.

Microsaft contributed a hefty chunk of the Dow's rise and olher tech stocks. The S&P software indax rose 5.3 percant,
reflecting gains in other software companies such as PeopleSoft Inc [ FSET
= DD TS Sy CEnlral ns A5G Y 3 PSFT=], up 32 44 1o 332 .21 and Werilas
i : =), up $2.77 to

"The news on Microsoft helped and that dragged afl software companies with (" said Tony Spare, chief executive
cffice of Spare Valus Firat,

oy o bW rose 71 cents o 31088, or 7
2w years of economic turmoil if necessary, saying war

Investors are still waiting for Friday's key reading on unemployment in Octaber.

A governmenl repened jobless claims rose by 55 000 to 3 69 milion for the week ended Oct 20 Thal was the highest
level since 3.70 million claims wers recorded for the week ended May 21, 1983 and likely sets the stage for a grim
Qctober unemployment report on Friday.

Economeats are forecasting that r due at B:30 am. (1330 GMT), that companies shed 280 000 jcbs last manth,
driving the unemployment rate up to 5.2 parcent from 4.9 percent,

Inted Corp. [ Lk ES moneyce newsiquateradic 3epPeymbol=LIS INTC =), the world's
largest chip maker, added to gains, rising $1.08 to 325.50. The Philadelphia Stock Exchange semiconductar indax
Jumped 5.8 percent.

Chip szles sank maore than 44 percant in September versus same year-ago peniod, according to the Semiconductor
Incustry Association. But the association expects sales during the iast three months of the year 1o improve over the
Quarter ended in September,

Intermational Business Machines Caorp. | IEM ! TRl

Symbo=US 13M=), a Dow component, rosa 51.68 to $1008,75, erasing an earty ay _
computer giant’s stock has limsted potential o rise. S0 Tar this year, I5M's stock has gained 27 percent while
techralogy indexes sank.

Enron Corp. [ EME <hklp:{ine 4 S, 5 irasp?symbci=US EME=) lost 1,55 to
$12.35. The nation’s largast energy trade informal inquiry Dy the L5, Securities and Exchange Commission
azrlidulgreEnﬁugrE a full-scale investigation of questionable financial dealings that have sent its siock price on 3 nosedive.

Kerit Knutson

sl Corparatian

21 Dupont Cincla, WW, Fifth Floor
Washingtan, BC 20038

(0] 2635559 - direct

RO} 2615509 -« fax

SRk TR s, Oy i | ket crosar . comie
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MEET THE PRESS

Transcript for January 6

Read the complete transcript of our Sunday, January 6,
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AR, TIN RUSSERT: Our issues this Sunday:

(Videotape):

PRESIDENT GEORGE W. BUSH: And I challenge their economics
when they say raising taxes will help the country recover. Not over my
dead body will they raise your taxes.

Unidentified Man: Yeah!

(End videotapse)
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ME. RUSSERT: President Bush confronts battles on two fronms: a
war against terrorism in Afghanistan and an economic recession in
America. When and how will the Bush administration tumn thiz economy
around?! With us: the secretary of the Treasury, Paul O Neill.

Then: In Afghanistan, an American soldier shot dead, and Osama bin
Leden still on the loosse, With us:

The new leader of Afphanistan. interim Prime Minister Famid
Karzai.

Then: A report from two senators on the ground in Central Asia,
Democral Joe Licberman, Bepublican John MoCain.

But first: The econormy and with us now, the secrelary of Treasury,
Paul O Meill.

Mr. Sccretary, welcome.
SECTY PAUL O°NEILL: Thank vou.
ME. RUSSERT: How bad is this recession?

SEC'Y O'NEILL: Well, by a measure of the previous recessions, it's
not nearly as bad as some that we've had. And [ think we're beginning to
see the signs of improvement coming along. And the unemployment data
that was released the other day; | noticed that the hours of work went up
i linde ban.

And that's a good sign, because as hours of work go up in the
manufaciuring sector, for example, it means eventually, employers will
start adding more people 10 the payroll. And that's a really important
thing. We need to get people back to work in this economy.

MR, RUSSERT: When do you think we’ll be out of the recession?

SEC™Y O'MEILL: Well, ] don’t know., [ think sooner is obviously
better than later. And it"s the reason the president has said we need 1o
take out an insurance policy and make sure that we've done the things
that are possible o do. And i’ why back in October, on the 4th of
October, he advocated that we should do something to improve economic
security by helping people who have been dislocated by the terrorist

events and by the slowdown in the economy. And it’s why we’re very
hopeful. And as the president said over and gver again yesterday, he
wants to work with the Congress in a nonpartisan way to put an
gconomic security program in place so that we can get this economy
maoving again.

MR. RUSSERT: When yvou were last here in March—and let me put
L wn the screen Lor you and our viewers—I asked you specilically, “Are
we ma recession? OO Netlls “Ne” “Are we headed for one™

D' Meill: “T don’t think we know yel” Every bit of evidence now
indiciates the recession began in March, and yvou missed it

SECTY O'NEILL: Well, wou know, it"2 an interesting comment.
http:/fwww msnbe com/mews682 166_asp?0dm=C227V 1182
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When the National Bureau of Economic Affairs indicated they thought
we had a recession and they dated it back o March, they said, “If not for
the terrorist events, we don't think we'd be in a recession,” and in fact,
by a classical definition of recession, so far, we've had one quarter of
negative growth, We're probably going to have one as we get the fourth-
quarter data.

But I think most economists who look at data would say until the
terrorist events of Sepember the 11, we were not in a recession. Now,
we're obviously in a slow ecomomic period. And, again, the president
says we need to get this economy moving quickly, and it's why he's been
advocating that the Congress act. The House did. The Senate chose not to
act before they went home for Christmas. We're very hopeful after
hearing from their constituents at home they 're going to come back and
work wilh us, and we're going Lo gel something done very quickly.

MER. RUSSERT: But & year ago December, Vice President-elect
Cheney was on this program. He said we're on the front edge of a
FECEession.

SEC™Y O"NEILL: He did.

MR. RUS5ERT: You come on in March and say, “No, we're not,”
Those mixed signals then may send the wrong sipnal to the economic
resources and engines that drive this economy,

SEC™Y O'NEILL: Well, I tell you, T think having been out there in
e private sector for 25 years and worked in the real economy where
people make real goods and provide real services, the thing that we went
trrough, through 2001, that was a slowdown related to a change in level
of demand for telecommunications industry, and the dot-com indusiry
falling apart made a big difference. And, you know, [ said in March |
didn’t think we were yet in a recession. | thought we were slowed down,
And it"s exactly what the vice president said. We were on the fore
leading edge of a recession. We need to be concerned about it.

And to the president’s credit, we got a tax cut through that—without
that tax cut, which began to take effect in August, [ think we would have
seen 2 much sharper recession than the one that we've had. The president
said, “Let"s do something now that™s within cur capability 1o speed up
the recovery rom recession.” Again, we're very hopeful the Congress
will come back with instructions from their constituents (o cooperate
with the president; get this done.

MER. RUSSERT: The front page of today"s New York Times, “Huge
declines seen in budget surplus over the next decade.™ When the tax cut
was debated, there were projections of a 83 wrillion surplus over the next
[0 vears, That has declined dramatically, almost by two-thirds, Senator
Tom Daschle on Friday. the leader of the Demaocrats in the Senate, spoke
1o the country., And this is what he had w0 say.

{Videotape, January 4, 2002)

SEN. TOM DASCHLE, (D-5D): But September 11 and the war
htp:waow manbe com/news/ 682 166.aspT0dm=C227V 118702
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aren’l the enly reasons the surplus is nearly pone. They're not even the
biggest reason. The biggest reason is the tax cut,

(End videotape)
ME. RUSSERT: s that correct?

SEC'Y O'NEILL: Well, you know, it's strange economics, because
the suggestion in what the senator says is that we should have raised
taxes? It doesn’t make very much sense o me, to tell you the truth, to
entertain the notion that we can help our economy by raising taxes, [t
makes no sense at all. The fact s

ME. RUSSERT: But what he said is two-thirds of the surplus is
gone and it"s pot because of the war.

It"s not because of the recession. The projected surplus is gone
because ol the Bush tax cul. Is that accuwrate?

SEC™Y OFNEILL: I ihink mot, in this sense. IF vou look at the
numbsers for this year, about 23 percent of the reduction in the forecast
surplus that was forecast at that time last vear is a consequence of the tax
reduction. Thank goodness we did it, because it helped to provide some
stimulus to the economy, The other two-thirds is related 1o the 360
billion that everyone agreed we should provide in the wake of September
ithe [1 for New York City and for immediate defense needs. And the rest
of it is a consequence of the slowdown in the economy. 5o to say...

MR. RUSSERT: But that"s...

SEC™Y O°NELLL: Tim, but to say that the tax cut had anything to do
with numbers the senator 15 suggesting is simply not true.

ME. RUSSERT: But you're just taking this one year. What he's
talking about is the 10-vear projection and the out vears of the tax cut
that are about 1o take place according to every objective estimate that |
have analyzed or seen estimates that about 60 to 70 percent of the surplus
will be taken up by the tax cut.

SEC'Y O'NEILL: [ think those numbers are just not credible. And |

would say one other thing. [ think people who believe as a religion in 10-
vear numbers haven't lived in the real economy. If you ask me. what's

likely to happen in the next 12 months, | can give you a fairly clear
estimate of what I think will happen. If you ask me what's going to
happen five years from now, let me ask vou: Would you have forecast
even a vear ago that we would have September 117 I think not. Would
vou have forecast two years ago the economic circumstance we have
nowT I think not. And 50 1o make a big deal oot of 10 vears seems to me
10 be a false idea, and it"s more appropriate, it does seem to me, to pay
attention to the reality of the here and now.

Right now we have a slow economy. The president said, “Let’s do
something about it that's within cur capacily fo do.” We think we ought
1o do that, We ought to do it in a nonpartisan way, the same way the
Congress has cooperated with the president in prosecuting the war on

hip-fwww msnbe.com/mews/ 682 166.asp0dm=C227Y /1802
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terrorism. We need to do the same thing about our economy. And the
president said, “We shouldn’t be looking o assess blame. We should be
doing the things that are necessary to do and sharing the credit for doing
i

MR, RUSSERT: Let me listen to more of Senator Daschle, and this
15 his concern about the tax cut

[ Videotape):

SEMN. DASCHLE: But the Republican agenda in Washington today
is being written by a wing of the Republican Party that isn"t interested in
fiscal discipline. They have one unchanging, unyielding solution that
they offer for every problem: tax cuts that go disproportionately to the
misst alTluent.

{End videotape)

ME. RUSSERT: Would vou consider mol raising taxes, but rather
postponing or implementing the tax cut in out vears in order to make sure
the budget is balanced?

SEC'Y O'NEILL: I don’t know why we would want 1o raize taxes,
Tim. 1t just doesn’t make any sense to me.,

ME. RUSSERT: No, | was very careful. [ said not raise taxes, rather,
icplement a fumiee 1ax cut,
Keep taxes at their current level. Mot raise them. Mot cut them.

SEC'Y O'NEILL: That's basically saying rescinding the tax cuts
that were passed by the Congress; doesn't make any sense to me. [ think
the American people are relying on the tax system that was agreed to and
signed with a great credit claim by everyone back in June and to now tell
the American people we're going to raise your taxes prospectively
doesn’t make very good economic sense. And [ think it's the reason why,
frankly, the senator didn't suggest it.

MRE. RUSSERT: Well, Senator Lieberman, who we'll talk to later on
in our program, has said this moming everything should be on the table,
that if you wruly want to have a bipartisan discussion, then you have to
include discussing rescinding or postponing the fax cut. Weuld that be on
the table in this bipartisan spirit you're talking about?

SEC'Y O'NEILL: I have not seen anyone say they want to raise
taxes and | suppose that there may be some people who want to raise
taxes. The president said in really vivid language vesterday not while
hee"s around are we going [0 3ee an increase in people’s taxes,

ME. RUSSERT: So if that’s off the table, postponing the tax cut,
then how can you say this is a bipartisan, open negotiation?

SEC™Y O'NEILL: Well, I think, you know, again, I didn't see
Senator Daschle saving that he wanted to amend the tax agreement that
wis enacted last year and, in facy, his proposals for stimulus or for

hutp:ffwww manbe commews/ 682 1 6. nsp " Mdm=C22TV : 1VIR02
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economic security include tax provisions to help small businesses and
individuals, which we all agree with, We were hung up at the end of last

‘vear over one 1=sue and that was how to help people who lost their health

insurance as a consequence of being dislocated by the terrorist events and
by the economic slowdown, and what we proposed is we provide a tax
credit to everyone dislocated by economic circumstances, to pay up to 60
percent of their health care costs. And what the senater and his
compatriots are proposing is to give people—about hall of the peaple
under their scheme would get money through their former employers and
ik other half would be thrown to the vagaries of action by 50 state
legislators, adding them to the Medicaid rolls, in effect, which we've
never used Medicaid for this kind of population. It would be a wholly
new entitlement with very uncertain circumsiances,

The president said let’s de