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equmpment and services opporiunities to be of value in trade negotiations. Theses cites are

marked for your attention in the attached testimonmy.

This has been proposed in the USG's APEC list of desired results when the heads-of-state

from APEC nations meat this Nawember in Canada,

I thought this material would be helpful to youw in making the case for last track and
liberalized oppartunities for energy equipment sBnd services,

A lwrge amount of the credit for moving this itemn into the trade negotiation arena belongs
ta Don Eiss of USTR who needs to hear from those of us who see value in the strategy

for LIS imdustny.

Encl.
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TA E EAR

WASHINGTON - The Senate Finance Committee met today to consider the
President 5 fast track proposal, the Caribbean Basin Initiative and the
Administration’s trade initiative for Sub-Saharan Africa. The fallowing is the
opening statement of Chairman William V. Roth, Jr. (R-DE):

"Our hearing today focuses on one of the most important toples we will face
during this Congress. Today, more than ever, our economic future is linked to
trade. A growing percentage of our gross domestic product depends on
international trade and access to overseas markets.

“We will, foremost, hear of the President's proposal for renewal of hie trade
negotiating authority and the related Congressional implementing procedures. We
will also hear from the Administration on two other proposals - one to create parity
between the treatment of imports from the Caribbean Basin and our NAEFTA
trading partners, and another on the Administration’s initiative for Sub-Saharan
Alrica.

“Before we turn to the President's representatives, however, | would like o
offer a few comments on the purposes behind the so-called fast track process.

“Since Cordell Hull — Secretary of State under Franklin Roosevelt and a
former member of this committee - first outlined his vision of a trade dgreements
program in the early 1930s, cooperation between the Congress and the Executive on
trade has been the foundation for our economic progress.

“The Constitution lodges the power o regulate foreign commerce with the
LCongress. Al the same time, it is the President who the Constitution empowers to
be our representative in foreign affairs. As a consequence, we need to work together
to make progress on trade.

“In Hull's time. tariffs represented the principal barrier our exports faced
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B GRAHAM
FiCHa0

Hnited States Senate

WASHINGTON, OC 205100603

Prepared Statement of

Senator Bob Graham

Senate Finanee Committee Hearing
Seplember 17, 1997

bAr. Chairman:

Thank you for holding this hearing today, and particularly for including CBI Parity on the
Committee’s agenda. | am very pleased that we have finally received the Administration’s Fast
Track proposal and 1 look forward 1o hearing from our distinguished panelists.

The issue we arc debating today goes well beyond whether or not to give the Presiden trade
negotiating authonty. [t is about how the American people view our country”s role in the world,
Are we to continue in our position of leadership, or will we retreat and take a new role s a
bystander? The world is moving ahead quickly, with or without us, It is for us to decide if we
will take our rightful position of leadership, or if we will stand aside while others rush in and
take our place.

Mr. Chairman, | believe that the world will be a berter place if traditional U.S. values of freedom,
faimess, and openness are in the lead as we move into the next cenmury. This can only happen if
WE are an active participant in making the rules and setting the agenda. If we choage to stand on
the sidelines, we will leave it 10 others 10 make rules that reflect their values and their interests,
01 ours.

But this is not just a theoretical debate. Enforcement of trade agreements has been a contentious
issue. If we are to move forward, the enforcement issue must be addressed. Failure to enforce
trace agreemenis converts international trade from the rule of law to & dominance of suspicion
and a lack of respect between irading pariners. Agrecments that are not enforced, of cannot be
enforced, are not worthy of the participation of the United Stares

A second issue that we must address is that of unintended consequences. Thar is what the
Caribbean Basin Trade Enhancement Act is intended to address. Previous trade agreemenis,
namely NAFTA, seriously hurt the economies of our Caribbean neighbors. These are countries
with which we have uniquely close and harmonious relations. Many of these countries are being
devastated by businesses and jobs moving to Mexico. Passing CBI legislation will remedy this
urnintended consequence of the MAFTA, and help U.S. companies to expand inte the Carihbean
markets at the same ime. 11 s in our economic and our national secunty interests,

Thank vou Mr. Chairman
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II.

UNITED STATES SENATE
COMMITTEE ON FINANCE

Heaning on legislation providing Fast Track Trade Authority and on

other Administration trade proposals.

Wednesday, September 17, 1997; 10:00 a.m.
Room SD-215 Dirksen Senate Office Building

WITNESS LIST

A panel consistng of;

The Honorable Robert E. Rubin, Secretary of the Treasury,
Washington, D.C,

Ambassador Charlene Barshefsky, Urnited States Trade
Representative, Washington, D.C.

Ambassador Jeffrey M. Lang, Deputy U.S. Trade
Representative, Washington, D.C.
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EMBARGOED UNTIL 10 A K. EDT
Text as Prepared for Delivery
September 17, 1997

TREASURY SECRETARY ROBERT E. RUBIN
SENATE FINANCE COMMITTEE

Mr. Chairman, | appreciate the opportunity .o appear today with Ambassador Barshefsky
to say a few words about the importance of renewing the President’s traditional trade negotiating
authority.

Since taking office, President Clinton has purswed a coordinated economic strategy 1o
foster growth and raise standards of living with three key parts: deficit reduction, investing in
people, and opening international markets. His strategy 1s working. The U.S. economy enjoys the
best conditions in the indusmalized werld, Unemployment has been below 6 percent for over 2
years and below 5 percent for 5 months, the economy has generated 13 million new jobs, and
inflation has rernained low. Real wages are rising, including for low-income workers.

But we must not le1 these current conditions, favorabls though they may be, mask the
challenges we sull face in improving our economy. There is still much work to do to make sure
we sustain this cconomic momentum into the future and that everyone enjoys the fruits of our
economy. That is why we must maintain our fiscal discipline and work to equip Americans with
the tools they need to prosper in today’s economy, through stronger education and training, and
assistance when dislocation oceurs. And we must also build on our trade record of opening
markets abroad 10 continue to create better jobs and raise standards of living.

Having trade negotialing authority is important because trade is 50 important to our
economy. Millions of Amencans owe their jobs directly or indirectly 1o trade. All Americans
benefit as consumers from the greater choice and lower prices which increased trade bri ngs.
Promoting open markets and trade also play a key rele in fostening global prosperity, which
benelits the United States by increasing international stability, and creating new markets to sell
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our products. Mr. Chairman, the economic well-being of the United States js mtegrally linked 1o
the rest of the world and U.S. lcadership on global trade is aecessary in promoting global growih,

With fast track authority, we can negotiate further trade agreements to open foreign
markets to U5, goods and services. Without it, no nation will enter inte a serious negotiation
with the United States, because of concern that the treaty will be revamped during the
Congressional process, and owr economic interests will suffer. Consultations with Congress,
both before and during irade negotiations, are a key provision of our proposed legislation. This
will ensure that Congressional views are fully integrated into the formulation of negotiating goals
and strategies,

Already, countries around the world are moving ahead to expand trade with each other,
There 1s no guestion this is going to continue. The only question is whether we will be part of the
process of integration, or on the outside losking in. To cite one example, look an the Mercosar
nations, who have created a preferential trade arrangement, 1.5, exports to ithese countries in
four of our most compelitive industries - road vehicles, metal goods, cosmetics, and electrical 3
equipment - fell by mere than 10 percent in 1996, while our exports in these gomds to the rest of
the world g1 .ow by almost 6 percent. We must make sure that U5, companies have a level
playing field as these markets of the future open their doors Lo trade.

The next steps for our trade agenda are to move forward in agreements in some of our
mOst compeditive sectors, and reduce barmers to trade in services and agriculture, which are kev
LS. exports, as well as complete a free trade agresment with Chile, a step towards elimination of
trade barriers in Latin Amenca. Lalin America and Asia are the two most dynamic economic
regions in the world and are areas of increasing importance as export markets for U5, goods, We
must reduce trade barriers in these regions and strengthen economic ties so thatl we may continue
ter create jobs and foster prosperity in this country. Meanwhile, as we tumn, our competitors move
ahead on trade arguments i both regions.

SAITANTS INIMAINDI 214Y19373

Fasl track 15 about mare than one trade agreement or set of trade agreements, however, It
15 about LL5. leadership in the growing global economy and is an integral part of the strategy that
has put cur economy on the right track.

Mr. Chairman, trade policy has been a bipartisan effort for the past fifty years and il
should continue 1o be a iparisan effort. 'We must continue to work together to devise an
acceplable negotiating authority so that we can continue 1o open markets, expand trade, and raise
hving standards both at home and abroad.
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Testimony of
L.5. Trade Representative Charlene Barshefsky
Renewal of Fast Track Authority
Senate Finance Commitiee
Seplember 17, 1997

Mr. Chairman and Members of the Communee. | want 1o thank you for the opportunity to appear
betore you today to sidress an issue that 15 vital ta the fuere of Amencan fammers, businesses. and
workers, o5 well as our position 8s a leader in the global economy: that is, approval of the
Administration’s proposal to renew fast track and the President™s tanff proclamation authority under
the “Expornt Expansion and Reciprecal Trade Agreements Act of 1997 Mr. Chairman, il enacted,
the President’s proposal would renew more than 60 years of cooperation between the Congress and
the Executive Branch in the negotiation and implementation of market-opening trade agreements for
the benefit of American workers and companies

What is at stake in your consderation of this proposal is nothing l2ss than whether the United Stares
will continue to be at the forefront of nations seeking the reduction of wade barriers and the
expansion of more open, equitable and reciprocal trading practices theoughout the world. As the
President said last week. the question before you is whether we are going 1o lead the way or follow.,
This is not the time to shrink from the future, but 1o seize the opportunities it holds.

The President i= right. Today, this country is at the pinnacle of its influence. Our economy is the
strongest 1n the world. [n the last four and one half years, the United States has once again become
the world's number one exporter, the world's largest manufacturer of automobiles, the world's
premier agricultural exponter, and the world’s leading producer of semiconductors. From the farms
of the Midwest to the high-tech firms of California and Massachusetts, businesses are growing,
unemployment is declining and inflation is urder control.  America leads the world in a very
competitive glabal marketplace. Our economy is the envy of cur trading pariners.

Today, international trade 15 an increasingly vital camponent of odr econamic strengeth at home and
leadership abread. Exports are more important in our economy than ever, Since 1993, more than
a third of our economic growth has come directly from exports, and the number of export-related
Jobs has increaged by 1.7 mallion. A total of some 11,5 million ULS. jobs depend on expons, and
these jolbs pay an average of 153% more tham noo-trade-related jobs, Since 1983, U5 exports have
rouzhly tripled from showt 5300 Billion to an expected 5900 Billion this year.

But, we cannot rest on our past accomplishments. We must iind oew markets for our goods and
services in order 1o help our economy to maimtxin sirong, growth. To ffame our economic challenge
clearly. the United States represenis four percent of the world's popuiation, yet our share of global
income is 20%0. How ane we going o maintain our enviable position” We must 521! 1o the more than
% of the consumers that live ouiside our borders, which requires that we further open foreizn
markets to our goods and services. We need fast track if our ecconomy is to stay on the fast rack,

I
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The Importance of Fast Track

Fast track 15 crtical to increase aceess 1o foreign markets and shift trade conditions in our favor, Fast
track sends a strong signal to our trading partners. 1t tells thern that when the President negotiates
a trade agreement, he has the confidence of the Congress behind him. It also indicates that the
United Staies 15 serious about reaching agreements that will reducs market barriers and trade
diztartinmg

This proposal reactivates a parinership berween the President and the Congress that dates back over
sii decodes. Becognizing that the high protective U5, an{f walls it established in 1930 had oy
served to deepen the Depression, Congress four years loter enacted the first reciprocal trade
agreements act,  [n that act, Congress gave the President authority 1o negotiote muteal waridff
seductions with our trading pastners. Congress renewed that ambority repeatedly over the vears, and
successive Presidents used the authority to dramatically reduce rariff barriers around the world.

“Fast track” was Dirst put in place under the Ford Administration in 1974, Under fast teack the
Congress and the President work rogether, ensuring that the United States can effectively negotiate
away foreign tariff barriers as well as non-tanff barners — such as quotas, protectionist produe
standards, and subsidies -~ which foreign governments have increasingly substituted for taritis 1o
exclude U5, products. It worked well for 20 years, a period over which every President had Fast
track authority with hipartisan support. Fast track lapsed glong with most of the President™s tariif
reduction authority three years ago.

With this legislation, we are seeking to reactivate the process by which certain trade agreemenis can
come back to the Congress for an up or down vote without amendment. We are not seeking
Congress’ approval of a particular trade agreement. Congress retains the last word.

Dangers of Inaction

There are serious and immediate consequences if we do not renew fast track. Increasingly over the
past few years, major trade agreements have been negotiated without our participation. Our
competitors are determined. sophisticated, strategic and focused. In every region of the world, but
particularly Latin Amenca and Asia, the two fastest growing regions of the world, governments are
pursuing strategic trade policiés and, in some cases, preferential trade arrangements. They are
forming relationships around us, rather then with us, and they are creating new exelusive trade
alliances to the detriment of U.S. interests. 1 can assure you thal our trading partners are non waiting
for us 1o pass a bill

A significant nwmber of bilateral and regional wade agreemenss are already operating here in the
Western Hermisphere, The United States is party 1o only ong  In facy, mest LS, trading partners in
the hemisphere have been actively forging closer ties with neighboring countries. In Latin Amernca
and Asix alone. over 20 such agreements have been negotiated since 1992 -- all withont us,
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Argenting, Brazil. Paraguay, and Uruguay have formed a cornman market, MERCOSUE. which has
a GO of approximately 31 wrillion and ambitions to expand 10 all of Sowh Amenca. MERCOSUR
15 the largest economy in Latin America and encompasses a population of 200 million. [t has struck
agreements with Chale and Bolivia, and is discussing sgreemants with a number of Andean countries
(Colombia. Venezuela), as well as countries within the Caribbean Basin. There are recem reports
that Canada is also in discussions with MERCOSUR. And, the EU and MERCOSUR already have
plans to conclude a reciprocal trade agreement by 1999,

Furthermore, the nations of the Andear Community have started meeting with member nations of
CARICOM and the Central Amesican Common Merket to discuss negotiation of free trade
irreemenls.

And, Chile, with one of Seuth America’s leading economies. has signed trade agreements with
Balivia, Colomia. Ecuador, Mexico, Veneruela, Canada and the MERCOSUR swmies. Indeed. Chile
has preferential trading relationships with every major trading country in our hemisphere bat one --
the United States.

In South Asia, the seven members of the South Asiin Association for Regional Cooperation (SARC)
— India, Pakistan, Bangladesh, Mepal, Bhutan, S0 Lanka, end the Maldives - have sct 2000 as the
target for the ereation of & free irade area. SARC now represents only about | percent of world trade,
but it encompasses roughly 20 percent of the world's population. This will increasingly be an
important market for U5, pocds and services

Access to markets in such developang nations is especially important to America’s economic future,
particularly those in Asia and Latin America which are projected to grow at rates as much as three
times the LS. growth rate. As noted, more than 96 percent of the world's consumers reside outside
the Linited States, Of the more than 30 million people who join the world's middie class annually,
an estimated three quarters are found in emerging markets and other low and middle- income
countries. Latin America alone, if cumrent trends contimue, will exceed both Japan and Western
Europe combined as an export market for U.5. goods by the vear 2010, Already, Latin America is
our fastest growing export market, even though the w@nff bamers within the region average three 1o
four times the average LLS. tariff. Similarly, the Asian Pacific Rim has bean our second Mmstest
growing export market in recent years, but its market access barriers are also generally higher than
U.5. barniers. The elimination of these inequities is in America’s fundamental interest, as we have
the most competitive economy in the world.

Owr lack of fast wack procedures elso disadvaniages us in comparison with our industrialized
competitors.  As mentioned, Canada recently signed o new trade agreement with Chile, giving
Canadian exporters substantial advantages over their LS, counterpans. Perhaps even more
disturtang, the EU, already the world's largest trading bloc, 15 poised for major expansion in the next
few vears, The EL) has secused for iz exporters significant advaniages in the transition economies
of Central and Eastern Furope. As noted, the ELT also has begun a process aimed at reaching a free
trade agreement with MERCOSUR and one wiath Mexico, 1t has aiso concleded a framework

.
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agreement with Chile which is expected 10 lead to a free trade agreement by 1999 based on recent
FeporTts.

China has targeted Mexice, Arpentina, Brazil, Chile and Venezuela as “strategic prionities™ in Latin
Amenca, China wants to enhance commercial Ues and ensure that key Latin countries are receptive
to 1ts brosder global apenda as a nsing power, both in the WTO and other fara, The Chinese
leadership has undertaken an unprecedented number of trips 1o Latin America in the last two vears,
and Latin America is China's second fastest growing export market.

Japan has undertaken hign level efforts throughout Asia and Laiin Amenica io enhance commercial
ties through investment and fpancial indtiatives, The Prime Minister of Japan recently visited Lann
America secking closer commercial ties and a greater Japanese commercial présence mn all respects.

The consequences of agreements being reached without us are not just theoretical; they are gquite
real. Many U5 firms are suffering from the competitive disadvantage cauwsed by preferential
agresments that do not include us. Our companies are losing export opportunities. Ouwr past «(forts
to level the plaving field will prove futile over the long-term if we begin to cede this ground w our
competitors. Examples abound:

¥ LS. fabric producer, Quaker Fabric, recently lost a 518 million a vear sale in Chile 1o a
Mexican competitor because of an 11% tarifl preference favoring Mexican producers

. LL5. apple producers are at risk in their Latin American markels due o Chile’s preferennal
tariff free, or near tan ff-free, access to MERCOSUR, Veneruela, Colombia, and ather South
American markets as a result of the FTAs it hag been negonated (six since 19913, U8,
producers have to absarb the non-preferential tariff cost to enter these growing markets.

. LS. com producers are facing competition in Chile from Argentinean producers who enjoy
a 3.3% tariff preference, which will grow to 11% over time.

* Chilean fresh fruit pays a 2 percent duty when entering Venezuela {due to the Chile-
Venezuela FTA), whereas U5, producers pay a 15 percent tanff.  The U.S, Embassy
estimates that U5 market share would grow from its cumrent 39 percent to 67 percent if 115,
producers had equivalent access to the Venerueian market.

MERCOSUE comprises the largest market in Latin America {200 million people and a GDP of
approximiately 31 trillion).  In the context of nepotaiing this cusioms union. Argenting. Paraguay
and Uruguay raized their tanff on imponed computer products to accommodate Beazil's interesis,
The net resulty was that the commion external tanff is sipnificantly higher (from zero to 14 percent
aef valewen in the case of Argentina, the second largest economy in South Amenca) than the onminak
tarift on these items in Argentine and others.

The United =tates can only redress these growing trade sethacks by concluding similar bilateral and

4
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regional agreements, a5 well as negotiating new multilaeral agreements that level the wade play ing
fizld. But no such agreements are likely as long as our trading pariners belicve that anv agreement
the President negotiates will also have ta be separately nepotivied with the Congress

Fost track, however, 15 about more than economics. 11 is aboul American leadership. As the
President said [ast week, fast track “is about whether ather countries will continue 1o Jook b the
United States 0 lead 10 a future of peace and freedom and prospenity. about whether the world will
be prowing 1ogether instead of coming apart, about whether aur economic ties will lead to culral
ties and ties of partnership, or whether we will be viewed as somchow withdrawn Trom the world.
not interested in leading i1, and therefore, not nearly as influential as we might otherwise be far the
cduses in which we so deeply heljave.”

Sudelining ourselves a1 this entical juncture will have repercussions that will be far more than
economic. Economie prosperity contribules to economic security. which in tum suppons demecracy
and stability. We are a1 the pinnacle of our influence and we should use that influence 1o shape
international economic rules and transmit our fundamental valies,

The Uses of Fast Track

The absence of fast track does not only mean that we cannol match our competitors when they
enter into preferential frade arrangements. [t also prevents us from achieving our own poals.
There are three major areas of pressing concern which requize fast track now.

First, fast rack would allow us to complele the buili-in agenda of the World Trade Organization:
that is, conclusion of the major trade negotiations that were deferred at the end of the Uruguay
Found and participation in negotiations mandated by the Uruguay Round sgreements in areas
ranging from rules of arigin to services. This vear, we resure nepodiations to expand and
improve the government procurement agreement. Mext year, we bepin again the negotiations on
intelleciual property rights, followed by agriculture negotiacons in 1999, and then services
negotiaions. We seek enhanted access to global markets in these areas. and the stakes are very
migh. The world's government procurement market will be a trillion-dollar market over the next
decade and bringing more countries into the agreement will be critical. Agriculture and services
represent another almost 32 trillion market, with agriculiure representing $600 billion globallv,
and services 1.2 trillion. We must have fast track authority to enter these varous talks or
countries will not put meanmghul offers on the table.

Second, fast track would enable us to pursue market-ocpening initiatives in sectors where the
United States either leads the world or is a powerful competitor. and where there is extraordinary
patential for growth. A good example of what can be achieved in this area is the recently
concluded [nformation Technology Agreement (ITA) the United States and 43 other nations
agreed 1o the reduct:on and eventual elimination of tarffs on information technology and
electronic products, including semiconductors, computers, telecommunications equipment, faxes,
phones. and integrated circuits, Thiz iz an extraordinanily favorable apreement for the United

3
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Slatgs, since we are a magor exponter of these products and ovr applicable tarifiz were alreads
guite low,. Because other countries generally maimained substantaily higher duties, this
agreement provides what amouns o a 33 billion tax cut for the U.S., money that can be used for
research and marker development, creating new business opportunitics and jobs for Americans.

in fact. the agreement has proven so successful that we already have a consenses among our
trading pariners to pursue an “[TA-II" -- in which we are seeking 10 expand the scope of prodicts
covercd by the arreement, address non-tardft barriers in addinion to tarifT barriers. and increase
access to the [nformation Superhighway.

We also are considering other sectors in which the Vnited Suses is very competitive, but in
which plobal barriers tend o be high. In particular. we are focusing on trade in chemicals,
enerpy equipment and services, environmental technology and services, medical equipment and
services, and wood and paper products,. Within APEC, the United Siates and its Pacific Rim
trading partners are working together to identify a number of areas that may be the subject of
agocelerated market opening discussions. Renewal of fast rack would show APEC that the
United States intends to fully lake part in the negotiations 2nd conclude key agreements.

Third. fast track is essential if we are 1o negoniate more comprehensive market access agreemenls
with individual countries, a5 well as on a regional hasis. This Administration, consistent with i1s
predecessors, has identified Chile as a prormising candidate for a comprehensive trade agreement.
Chile nppears in all respects W be prepared to enter into agreements with us that achieve our
economic objectives, as well as our goals with respect 1o labor and the environment, Chile also
symbolizes our commilment o proceed towards the conclusion of the Free Trade Agreement of
the Americas (FTAA) by 2005,

Frior to the purswit of other specific free-trade armangements, the Administration would clearly
define our negotiating objectives and consult clusely with Congress,

The Fasi Track Legislation

Fast Track is about forging an American consensus on trade and negotiating with our trading
partners from a position of sicenpth and unity. As many members of this Committee know, the
Administration spent significant time consulting with members in both Houses and of both parties
ta try to develop a proposal thet would reflect the views of the Amercan people. The consultations
were invaluabke in shaping this proposal, and [ thank the members of this Committes and their siaffs
for their significans contribution,

Let me now e o the specifics of the President’s propasal,
[he proposal Nirst sets cut “overall” and “principal™ rade regolating objecuves for the President.

The “vwerall” ohpectives call on ULS. nepotiaters (1) 1w obtain more open, equitable, and reciprocal
marksl seeess: (23w oblain the reduction or elimination of bamriers and other trade-distorting

SA9TANTS LHAWA 1IN0 A0UANI
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pelicies and practices that are directly related 1w trade and reduce market apporfunities for 115,
exports or distort 15, trade: {3} to further strengthen the sysiem of international trading disciplines
and procedures. (4110 foster economic growth, raise living standards, and promote full employvment
i the United States and 10 enhance the global economy; and (3) 1o address those aspects of foreipn
gaovernment polwies and proctices regarding labor, the environment. and other matters which are
directly related i trode and decrease market oppomunities for Uinited States exports or distort Uniled
States trade.

The “principal” objectives specify that LS. negatiators should seek (1) 1o reduce ar eliminate rada
barrters, and foreign government policies and practices directly related to trade that decrease market
access for LLS. exports or that distent US. trade: (2} w reduce foreign government barriers thar
discriminate agzinst or impose unreasonable regulatory barriers on ULS. service providers; (3] 10
reduce unreasonable bamiers to ULS. foreign investment; (4} to obtain adequate and effective
protection for LS. intcllectual propeny rights and increased access to foreign markeis for 1.5,
businesses that rely on intellectual propeny, (3) 1o make the procesdings of intemational made bodies
mare open w0 public view; (6) 1o secure fairer and more open conditions of trade for U.S, aericuitural
products; and (7) to promote through multilateral institutions wocker rights and sustanaile
development.

These objectives and guidance reflect the President’s three primary concems underlving the
proposal. The President has made clear that his first consideration in proposing this legislation is
the expansion of American trade opportunities abroad and the tearing down of barriers impeding
LI.5. access to foreign markets. However, the President also has made clear that we have an
obligation 1o promote the rights of workers and the environment. Cur commitment o worker rights
and the environment reflects long-standing, fundamental values of the United States. The proposal’s
objectives properly balance the need to open markets with the attention these vital issues deserve.

Thee proposal next provides that the President may enter iolo cerizun agreements regardimg tanffs and
implement them by proclamation. For example, the proposal would re-establish the President’s
tradinonal proclamaton authosity, under which ke can reduce LS, duties up to 50 percent and
eliminate duties of 5 percent ad valorem or less. This authority dates back 10 1934, The proposal
adds a new provision thet would allow the President fo harmonize or eliminate tanffs in conneciion
with reciprocal 1aniff agreements in particular sectors, as we did in the ITA, as well as 1o carry out
reciprocal tariff elimination agreements consistent with W70 rules,

In order for an agreement to qualify for fast-rack treatmem under the bill. the President must
comply with extensive notice and consultation requirements. These provisions enable the Congress
to set priorities, provide advice, and exercise oversight at all stages of the nepofiations. They ensure
that Congressional wiews will be refllected Both in any final acreement and in the manners in which
an agresment 15 carried oul.

The bill expands upon the nofice and consultation requiremenis included in earlier trode acts. For
example, the President must provide notice to Congress before initiating negotiations. and he must
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consult with Congress prior 1o concluding an agreement. Members of Congress and their stalt ars
to be named as cleared advisers with respect to on-going negotiations, These Congressional advisers
will be apprised of all critical phases of the negotiations, and they will have direct INput into our
strategy and offers. When negotiations near completion. the President must notify Congress of his
intention 1o enter into an agreement and, once the agreement is signed. the President must describe
to Congress how he miends to implement the agreement. Finallv. the President and the Congress are
1o recelve advice on any propesed agreement from the Intemational Trade Commission.

To strengthen these provisions, we have added further eonsuliaton requiremenis. The bill mandmes
that. prior to enfering inte negotiations. the President must describe his specific negotiating
cbjectives. The President is required 1o consult with Congress both before and afler nepotiations
begin. [n addition. the President is requived 1o inform Congress of any other agreemems he intends
to conclude with the country or countries in question in addition 10 1he trade apreement itself. The
President must also stale whether the fast irack agreement will require additional implementing
legislation that can be enacted only outside the fast track process.

Moreover, {longress must be satisfied that the Presidenm has met his consultation obligations. Under
the proposa., if Congress finds that the President his not dane so, an expedited procedure is available
for Comgress 1o withdraw Tast track procedures.

The proposal also builds on existing provisions to ensure that the public is informed of trade
negotintions and that a mechanism is available for ensuring that the public can make i3 views known
to U.5. negotiators. [n addition. the proposal calls for the President and Congress to receive advice
from officially-designated advisory commimnees covering the full range of sectors and policy
matters, including manefactured goods, agricultural products. services, intergovernmental maners,
investment, intellectual property, labor, and envirenmental ntarers, These provisions demonstrate
the Administration’s hope that Americans will not onlv understand our trade agenda. but take an
active part in formulating it

Under welt-established practice, the President collaborates with the Congress in drafting fast track
implementing legislation. Suech legislation is subject to informal public hearings and “mark-ups"
by all Congressionzl committees of jurisdiction before its introduction. Under the President’s
proposal, provisions may be included in such legislation on'v if they are necessary or appropriate
te implement an agreement and are related o trade. This language was designed o provide the
President and Congress with sufficient flexibility to modiny domestic law o achieve our trade
objectives while ensuring that implementing bills will retain their focus on trade issues,

The President™s proposal seeks this authoriny until his term is completed, with the possibility for an
extension uniil 2003, subject to disapproval by Congress. This provides Congress and the nexe
President the opporiunity to ensure that the consensus 1hat we hope can be achieved with this thst
wack proposal endures during the first term of the next Pres den.
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Conclusbon

Mr. Chairman, it enacted, the President’s proposal would renew more than 60 years of cooperation
between the Congress and the Executive Branch in the negetiation and implementation of market-
opening wade agreements for the benefit of American workers and companies. We have had a
bipartisan consensus on the importance of expanding trade for the American econemy ard creating
atrading system as a part of America's leadership for peacs and freedom. Tt is now clearly mone
important than ever that we build a new consensus on the framework for the global economy of the
215t century. | am committed to working with the Congress 1o make sure that this begislation
recerves the full, bpartisan support it deserves and the Amcrican people expect.

Ag the President Clinton said last week: “Walking away from thiz opportunity will not create a
single pob. No one suggests we should throw up grealer barriers in our own marketplace. Walking
away from this opportunity will only leave inequalities in place -- inequalities that do not work 1o
the advantage of either Amernican businesses or American workers.” The world is on & very fast
track oo the 2081 century . Amernica must lead in shapmg our future.
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Testimany of
the Deputy United States Trade Representative
Ambassador Jeffrey Lang
on
Enhanced Trade with the Caribbean Basin and Sub-Saharan Africa

17 September 1997

Mr. Chairman. [ am pleased to be with you here today to discuss the Administration’s initiatives
to enhance our trade relationships with the Canibbean Basin and Sub-Saharan Africa. 1t s
appropriate that my comments follow those of Ambassador Barshefsky and Secretary Rubin.
who spoke of the imponance of renewing the traditional trading authority and continuing U5,
leadership in the intemational trading svstem. | would hke o speak abowt some of cur other
priorities where our leadership is crucial.

This vear, the President announced two initiatives to enhance tcade with the Caribbean Basin and
Sub-Saharan Afnica. The Africa initiative seeks to support the economic and political reforms
that are already resulting in increased economic growth in Africa. The initiative recognizes that
increased trade and investment can make & greater contribution to this growth, The Caribbean
Basin initiative seeks to ensure that the increased trade and grrowth resulting from earlier
intatives conbinees fo grow as the region moves towand a more matwre irading relationship with
the United States and strives 10 make the changes needed to participate in the Free Trade Area of
the Amencas.

These two regions hold the promise of opportunities for US firms and workers, The LS, must
take steps to increase trade, development, and investrment in these regions of the world, A
forwird-looking trade policy with the Caribbean and Sub-Saharan Africa is in our national
interest; it encourages U, S, business investment and expansion in those regions; it promotes
economic growth, which enables both Canbbean and African nations to deal better with issucs
such as hunger, population growth and civil strife through regional efforts; and it allows the U5,
to continue to foster greater integration of global markets.

[ will address each proposal separately,

Carthbean Basin Trade Eafvancerrent

In response to the concemns of the Caribbean Basin countries that their exports to the United
States would be placed ar a competitive disadvantage vis-a-vis Mexico's expons as a
consequence of the NAFTA, there have been several bi-partisan efforts duning the past four yvears
1o pass legislation that would grant enhanced trade preférences 1o countries that currently benefir
froem the 1984 Carbbean Basin Economic Recovery Act {CEERAY. Since the 1994 entry into
force of the MAFTA, there have been significant changes in the region. The Administration’s
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proposed CBI wrade enhancement legislation offers enhanced CRI trade preferences in the
context of the imporant changes that have taken place in the Caribbean Basin since NAFTA
implementaton

On June 17, 1997 the Administration transmitled the Llnited States Cartbbean Basin Trade
Enhancement Act {CBTEA) to the Congress end it was introduced in the Senate by Senators
Oraham. Moseley-Braun. Mack. DeWine, and dveCain. Tae purpose of the CBTEA proposal is
1o give Caribbean Basin countries enhanced marker 2ccess and serve as a bndge toward the Free
Trade Ares of the Americas. This bill 15 part of an integrared Administration-wide sirategy 1o
advance economic progress and promote regional cooperalion throughout the Carbbean. It
signals ouz intention to expand trade with Caribbean countries on terms consistent with the
ohjectives of the Free Trade Area of the Americas (FTAA] and their own obligstions in the
World Trade Organizaton {WTO).

The legislation fulfills the President’s commitment. made duning his recent wip wo Cosa Rica and
Barbados, to forward legislation to the Congress that would provide enhanced trade preferences
to countries in the region. The bill would cover all the prodiccts that are présently not eligible for
preferences under the CBI program, including te<uiles and apparel. The CBTEA would extend to
eligible Canbbean Basin Initative (CBI} beneficiary couniries certain trade prefercnces
essentially equivalent to those Mexico receives under the North American Free Trade Agreement
(NAFTAL

The Administration originally had expected the CETEA proposal to mowve through the legislative
process as free standing bill. However, when CBI enhancement was incleded in the Ways and
Means reconciliation bill, we forwarded a proposal that the Administration supported in
preference to the text in the reconciliation bill. Wishing to maximize the possibility of passage
of CBI enhancement and to ensure funding for the measure, the Administration worked hard 1o
reach compromise language that would enable CBI trade enhancement to remain in the budget
reconciliation package. We were disappointed that 2 compromise could not be included in the
Tax bill, but we stand ready to work with you again on a eompromise.

[n designing this legislation, the Administration considered the evolving economic and trade
situation in the Caribbean Basin region. The increased openncess of most Canbbean economies
over the past decade, improved macrocconomic stability, and the growth of foreign direct
investment have set CBI countries on a path toward improved economis growth, We also
considered the perception among CBI countries that the implementanon of the NAFTA 15
reducing their relative opportunities for expanding trade 10 the United States

Indicative of the changes underway in the region is the fact that all but one of the CBI
beneficianes belong to the World Trade Organization, and that as members they have undertaken
a commitment 10 adhere to the rules of that organizotion. In addition 1o meeting theic WTO
commitments, these countraes will need o make strectural reloms in order to take advantage of
the benefits 10 be derived from a bemisphere-wide free rade zone.
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The CBTEA will allow countries in the Caribbean Basin to enjoy enhonced trade preferences
while encouraging them 1o meet their WTO commitments and helping them o prepare for
participation in the Free Trade Area of the Americas. These new trade preferences would cover
all of the products not included in the existing CBI legisiation (i.e., wxtiles/ apparel, petroleum,
foorwear, certain catepories of flat goods and gloves, leather apparel. canned tuma and a category
of watches). Trade preferences for CBI beneficiaries would be phased in. with 50 percent of the
benefits available immediziely upon implementation of the legislation.

Textile/Apparel Provisions

Of course, the heart of any CBI trade enhancement ball is textiles and apparel. The bill would -
when fully implemented over the phase-in period -~ provide beneficiary nations the same duty
treatrnent and quota-free treatment &5 Mexico receives for all products meeting the NAFTA nules
of origin (essentially 2 “vam-forward” requirement). Basically, textiles that on a varn-forward
hasis were made from ORI inpuss would be eligible for the same anff reatment os Mexican
products. In additien, products assembled from U5, cut and formed fabeics made from US.
yam, as vl as handicrafts, also could enter duty-free.

The bill also contains specitic provisions for appael products made in the Caribbean Basin from
non-U.5 /non-CBI fabric. Under our bill, interested ULS. citizens could petition the President to
provide such products preferential tanil treaiment where the [abrics or vam from which the
articles were made are not commercially available from U8, producers. The tanff preference
fevel (TPL), if granted under the petition process, would be limited in quantity to [0 percent of a
country's previous year's shipment of “Section 807" appare| assembled in the Canibbean using
U5, parts made from extra-regional (non-U.S./non-CBI) fabric. This petition process differs
from WAFTA, in which we negotiated TPLs up-front with Mexico, We suggest this different
approach in the Trade Enhancement Act because thiz 15 not the result of a negetiated agreement,
but is a preference.

The bill would also contain safepuand provisions on both originanng and non-ariginaring
products. Imports of non-originating products could be limited under the same conditions, both
criterin and remedies, as in the MAFTA,; also as under the MAFTA, imports of originating
products could be subject 1o a tari[f snap-back safeguard. The draft bill also expands the quora
safeguard provision so that all wextile and apparel products receiving benefits under the bill can
be subject 10 quota safepuards, While MAFTA applies quota safeguards only to non-originating
products, safepuards in this bill are more comprehensive, again because the bill is not a
negatiaied agresment.

If the President finds that goods from third countries are beng transshipped through CIEL
countries and are receiving duty preferences that they should not, the USTR may reduce the
amount of any quota -- including eliminating & country’s access to the U5, market for this
product -- with the CBI countries involved in transshipmen:.
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The common goal of the Administation and many in the textile and apparel industry groups has
been 10 expand CBI rrade preferences to the texule and appare] sector, which has until now
fargely been excluded from dury preferences. This bill responds to the concerns of the CBI
countries that feel that they may be disadvantaged by Mexizo having NAFTA benefits for
apparel shipments to the U.S., and also to respond to the concerns of ULS. industry that their own
investments and parinership production operations in the Caribbean have continued vizhility and
SULCESE.

The key to the success of the existing CBI program is that the rrade provides benefits to both the
115, and 1o the Caribbean countries. The majority of ouwr appare] imporns from the Caribbean
countries contains substantial U5, content. The International Trade Commission estimates that
over &0 percent of our apparel imporns from the Canibbean are under these “production sharing”
arrangenenis. This means that our producers and our workers maks the fabric and the other
inputs (linings, sewing thread, notions) that ge into the CBLs apparel. our companses employ
people in cutting and distribution in the U.S., and 50 on. However, the bill allows us 1o address
situations of serious darmage or threat from these impons if necessary.

The real benefiz 1o the program is that we have seen apparel production come back to ous
hemisphere from Asian sources, including China. Last year, imporns of apparel from the CBI
grew 12 percent while imports from China were flat and imports from Hong Kony, Korea and
Taiwan declined & percent.

Over the 10 vear life of the quota preference program for the CBI, imports of apparel from the
CBI have grown ar an average annuoal rate of 20 percent, while impaors from China grew by 4
percent on average &nd imports from Hong Kong, Korea and Taiwan declined by 3 percent. The
CBI countries taken together are our lasgest foreign supplier of apparel products.

We fully expect the textile provisions of our propesed legistation W further expand such trade in
3 manner that will benefin the United States as well as the CBI beneficiary countries.

Given the potential benefits for these countries, the changing cconomic and trade environment in
the regicn and the need for such a bill to include strong incentives for sound trade policy
measures in the Caribbean, we have designed a program that would, through a phase-in process,
give countries the incentive to continue 10 make progress on trade policy. We have also given a
great deal pf thought 10 ensuring increased market access for ULS. businesses as we grant
increased preferences to CBI countries. This bill does not creale a one-way street of open-ended
trade preterences with no benefit to U5, interesis. Nor does it place unreasonable or unfair
burdens on the countries of the Caribbean. [vis a balanced trade package that promaotes
ecnmamic development in this region that is 8o important 1 the United Siates.

Initial Designation
To achicve our goals, prior to initial designation as a beneficiary, 2 couniry would have 1o
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demonstrate a commitment 1o undertake its WTO abligations onor ahesd of schedule and w
actively participate in FTAA negotiations. We would expect all eountries in the region 10 meet
these initial criteria asd be eligible for 2 50 percent taniff reduction (between the MEN wntf and
Mexico's prevaaling rate under the MAFTA) Countries coulf receive up o 100 percent of the
tur1 T reduction - 1e., panty with Mexico's tariff rate under the NAFTA -- depending upon a
three-vear review of the country’s compliance with the eligibility critena.

These criteria were carefully constructed to ensure they wereé consistent with U5, trade policy,
that they encourags fair treatment of U.S. exponts and investment. and that they would expand
eronomic development 10 encourage Cilizens in beneficiary countries to direct their energies
toward oppornunities available in a growing formal economy. We are certain that increased
ecanomic growth among CBI countries will provide growang markets for US, products and
enhance the ability of cur neighbors to ensure justice and s2curnty within their own borders

Tao that end the CBTEA would require that, before granting additional benefits. the President
consider the extent 1o which countries have met the following conditions.

International Trade Rules. The extent to which & country foilows accepted rules of
international trade will be considered in determining & country's eligibility for increased benefits.
We would like 10 encourage all beneficiary countries to meet their WTO commitments on or
ahead of schedule. We think it important to establish a “fleor” of compliance with WTO rules,
which will enable us (o0 move wward the Free Trade Arca of the Amencas from withina WTO
consistent framewark.

Intellectual Property Rights. With respect to intellectual property nghts, a CBI nation’s
compliance with the WTO Agreement on Trade-Related Aspects of Intellectual Property Rights
and with the provisions of Chapter 17 {Intellectual Property) of the MAFTA would be eligibility
criteria for the full benefits. The bill also includes provisions regarding the parallel importation
of “gray market” poods and border enforcement against infringing impors. These provisicns
would benefit creative and inventive activity in the region as well as U5, holders of imellectual
property nghts

lovestment. With regard to investment, the bill includes an cligibility eriterion based on a CBI
nation’s compliance with the substantive provisions of NAFTA Chapter 11 {Investment). These
conditions would ensure non-discriminatory treatment of U.S. investments and intemational
standards of treatment, including third party arbitration for investor-state disputes. Such policies,
af eourse, would increase 1he anractiveness of CBI countries to the foreign direct investment that
is essential to increasing productivity and promaoting the economic diversification of these
countres.

Market Access. The bill offers the apporunity for expanded market access for U5, goods
because beneficiary countries would be expected o provide equitable and reasonable markes
access in product areas for which the CBI countries are reseaving new benefits
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Worker Rights. Provision of interationally recognized worker rights is a CBTEA eligibilin
ceiterion. That iz, a country's new -- as well as current -- benefits would deperd upon the
provision of internaticnally-recognized worker rights. including the right of assaciation, the right
1o orpanize and bargam colleciively, a prohibinen on the use of any form of coerced or
eompulsory labor, a minimum age for the employment of children, and acceptable conditions of
work with respect to minimum wages, hours of work. and eccupational health and safery. We do
nat think 11 is appropoate 1o reward countries that are indifferent 13 the warking conditions of
their labor force. Thes provision 15 drawn from the GSP program,

Environment. To ensure that beneficiaries of the CBTEA pursue their new trade opporumiies in
an environmentally responsible way, each imerested country will be reviewed on the extent o
which it has adopied laws and regulations 1o protect the envircnment (ingludine natural resource
profection laws), as well as the extent to whech it is eftectively enforcing those laws and
regulations. This provision is modeled on languaze in the MAFTA.

Marcotics Cooperation, We want 10 use every available 1ol 1o Iry 1o stamp out the seourge of
nercotics production and trafficking. Therefore, the Presicent will assess whether the beneficia, v
country has met the narcotics cooperation certification criteria set forth in section 490 of the
Foreign Assistance Act of 1961 for eligibility for United States assistance.

Corrupt Business Practices, Cormupt business practices can be a more impenetrable barmer o
trade than anyv taniff. This legislation will encourage CHI nations to ratify the newly-concluded
Inter-Amencan Cenvention Against Cormuption. The President will take inte account whether,
having ratfied this agreement, countries are taking necessary measures o implement the
agreement.

Exchange of Tax Information. This bill will encourage countries in the region to join Barbedos,
Bermuda, Costa Fica, Dominica, the Dominican Republic, Grenada, Guyana, Honduras,
Jamaica, Saint Lucia. and Trinidad and Tobago in entering an agreement with the United Staves
for the exchange of tax information,

Government Procurement. Ehgibility eriteria for full Benefirs include a CBI country’s suppart
for the multilateral and regional objectives of the United Sates with respect 1o goverument
procurement, including the negotiation of government procurement provisions of an FTAA and
the work program in the W0 as agreed at the Singapore Ministerial Conference: and the extent
o which the country applies transparent and competitive procedures in government procurement
equivalent to those in the WTO Agreement on Govemment Frocurement

Customs Yaluation, The bill includes an eligibility criterion based on the provisions of the
WTD Agreement on Implementation of Article VI of the GATT 94, which addresses rules for
customs valuanen, U5 exports are put at a disadvantage in the market when arbirary customs
valuntions result in higher tanffs, making our exports less competitive in the market. Adhersnce
1o the WTO Agreement is of great imponance to our exporters, and all WTO members in the
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CEI region are regquiresd 1o implemeant those abligations by the vear 2000

Comparable Access. Also, the President would rake imo acoount the extent to which those CB)
nations that have eniered an FTA with any other countries {(ober than the CARICOM and the
Central American Common Marketrare prepared to grant the Enited States comparable access
for commercially important products. This provision is intended to give the United States
additional leverage to insist that a beneficiary country not discriminate in favor of cur NAFTA
partnees even x5 we grant that eountry NAFTA-equivalent maricet aocess,

Druration

This new trade enhancement program would not be open-ended. Sinee it i5 desipned as a bridge
to the FTAA, it would rerminate in 2005, At that time FTAA negotiations will have been
completed and all beneficiary countrics should begin to reap the benefits of the Free Trads Area
of the Americas.

Phase-In of Benefits

In order to detérming the extent 1o which countries have met the criteria for increased benefins at
the end of three-years, 1the President would reéview the operation of the CBTEA program,
including each country 's compliance with the eligibility critena -- the criteria cumently existing
in the CBI statute, as well as the new criteria. We would, of course, request public comment and
undertake extensive consuitations with the Congress on the operation of the program at the fime
of the review.

Maturing Relationship

In conclusion, this bill reflects the mamuring relationship between the United States and the
countries in the Caribbean Basin, Trade between the region and the United States has grown
impressively since the beginning of the Caribbean Basin Economic Recovery Act in 1984, All
bt one CBI beneficiary belong to the ‘Warld Trade Organization and all those thar belong have
ggreed to implement all of the obligations needed for membership. All of the countries in the
region are involved in the FTAA process. For those reasons, the Administration has constructed
a proposal that asks beneficiary countries 1o continue on their trajectory toward more open
markets and trade policies consistent with therr WTO commitments and their participation in the
FTAA.

We look forward to working wath the Congress on legislation to implement this approach. Now |
would like o tum 1o the President’s strategy for ecomomic growth and opportunity in Afnca.

LHNARZLYLES ¥OTd4Y

Africa: Growth and Opportunity
We weleome this occasion o disouss opporiunities to expand U5, trade and investment wish
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Adnca and the Admimsiration”s progrm for seizing these opporunitics. | want 10 commend the
Congress fuor its leadership in focusing on the need 1o develop a new trade approach 1o Africa
The Clinton Administration enthusiastically endorses the basic approach of the African Growth
and Opporunity Act (5, 778). We look forward o contimu:ng our work with the Coneress 1o
develop. refine, and enact legiskiten that will help build 2 new trade relationship betwesn the
Urnited Seates and African countmes,

We heheve that this s an opportune ttme for us joinily 1w address the issue of our economic and
trade relations wath Afnca. Owver the last vear and 2 halll oth the Administration and the 1.5
[nternational Trade Commission have submired two reports on this question. Our mest recent
report sousht to lay a foundation for our future work in this area. The Administeation has also
worked to develop new policies in this area, after consultation with African officials, The
President 13 very interested in this subject and has directed us 10 determine what sieps we can
take to establish more substannal trade relations with Africa,

We recognize the achievements of many countries in Sub-8aharan Africa in pursuing economic
and political reforms and wish to offer special support to those countries commitied w0 pursuing
acceleratea peforms. Today, I wani to disguss the Clinton Admintstrabon's new economic
approach to Afnca. We have worked intensely withir the Administration 1o develop a program
that we hope will help Afncan countries lock in and accelerate the increase in growth ihat they
are starting to achieve. | would like to acknowledze the contributions of a number of agencies,
inciuding the Treasury, State, Commerce, Labor and A pgrcilture Departments, USATD, OPIC,
Export-Import Bank and the Trade and Development Agency. We have worked on this project
a3 a team under the coordination of the National Secunty Council and the National Economic
Council to produece this comprehensive program. | will focus on the trade and investment policy
aspects of the program because that is my area of expertise and trade and investment is. [
understand, the subject of this hearing.

Economic Refaorm in Sub-Saharan Africa

The Admumistretion’s program 15 entitled “Parnership for Fromoting Economic Growth and
Oppertunity in Afnca” This paringrship begins with the simple but powerful idea that American
interestes are best served if we view Alricon countries as pariners in trade and investment.

We bepin with the idea that buiiding strong trade parmnerships with Africa’s rapidly growing and
reforming economies is in our interest. 1t is also the key 1o pencrating growth and opporunity in
the rest of the continent. The 48 countries in Sub-Saharan Africa are quite diverse. Some
gourtries in the region are atready showing that the continen: can be a region of dynamic
economic arowth, and that there is no reason why they connot achieve Asian levels of growth if
they make the nght policy choices, Only if we build on Alrica’s progress can we change the
minds of (hose in the private and public secters who doutbn the cominent’s potential.

Clur plan highlights Africa’s success stories. [n the last few years. more than 30 countries have
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instituted economic reform programs, They have adopted the most critical reforms — liberalizing
exchange rates and prices, privatizing state-owned enterprises, instituting tighter disciplines over
government expenditures, ending costly subsidies, and reducing barriers to irade and investment.
Many countries have also undertaken political reforms.

Reform efforts hove helped boost economic growth in Africa from |4 percent in the 1991-94
period to 4 percent in 1993 and 4.6 pereent in 1996 The United States seeks to encourare these
reforms and the growth that stems from them. The benefis for the United States are clear, In an
increasingly competitive global economy, the United States cannot afford to neglect a largely
unrzpped marker of some 600-mitlion-plus people, and the world cannot afford 1o see a vast
region masginalized. The lowenng of tariffs and other trade barriers will help African nations to
grow. They will also help Amerncans by opening these marke:s to our goods and services.
Increased growth will also contribute to social and political stability on the continent and to an
enhanced capacity 1o address the problems with which we are all oo familiar,

Trade and Investment

We must continue 1o address obstacles 1o wade and investment. In the last 40 years. Africa’s
share of global trade has fallen from 3.1 percent to 1.2 percent. A recent World Bank study has
concluded that the most significant part of Africe’s margiralizotion in world trade can be
attributed to African trade barriers that are far more restrictive than those in high-growth
developing countries and incorporate 2 substantial anti-expor bias. For example, import tanffs
in sub-Saharan Alfrica average 26.8 percent, whereas they only average 8.7 in the fastest-growing
exporters in the developing world. African countries alse impose some form of nontariff barrier
restrictions on over one-third of all of their impons, & ratio that is almost nine times higher than
the comesponding average for fast-growing exporters. Such trade protectionism erodes the
competitive position of Africa’s expons and, according 1o this study, costs the region an average
of 511 billion per year in annual 1rade losses -- about the same as total aid to Africa from all
gources in 1991,

The core premise of our plan is that those nations willing and able t> pursue the most aggrassive
growth-oriented economic policies -- principally by opening their economies to the world
marketplace -- are the ones most likely to be the engines of growth on the continent. The plan
provides incentves for all African countries to join this advance group of African reformers

tvlany African countnes have been able to make substantial aclievemnents in restarting economic
growth by taking bold steps 10 open, liberalize, and privatize their economies, The most
dramaidic progress has come when countries have focused on thoee areas: trade and invesiment
liberalization, investing in human resources, and improving policy management. Our program
seeks to emphasize suppon for countries thar are making strong effors in these areas.

In the area of rade and investment, we altach particular rmportance to the extent to which
coumries have made substantial progress wward reducing ran[f kevels, binding their wariffs in the
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WTO and assuming meaningful binding obligations in arezs of rade such as servicas, and 1n
eliminating nontariff burriers to trade. We also think it 15 very important that any country in Sub-
Saharan Africa that is not already a member of the WO should be actively pursuing
membership in the WTO and be prepared 10 take on meaningful obligations. We are pleased that
seweral African countries mads commitments in the recently concluded WTO telecom services
negotiations. We hope that these countries will also make commitments in the W TO financial
g:;nricl:s n:tl-;_‘ll;li,:li.l_‘lﬂﬁ whj:h Are Ny u:l.dl!rwa:r' in Geneva.

We also believe economic growth may, be enhanced by other factors in the frade and investment
area such as the provision of national treatment for foreign investment, a readiness o begin
necotintions with the Umitad States on a Bilateral [nvestment Treaty, privatizaton of sootors of
the cconomy that are most likely 1o atract foregn investmenl, compliance with programs with
and oblizatons to the Intemational Monetary Fund (IMF) 2nd ciher intemational Nnancial
institutions and the imtroduction of current accownt convermibility,

The Administration's Initiative

Mr. Chairman, | would like to discuss briefly the ipecific elements of the Administration’s
program for Parinership for Economic Growth and Opporiunity in Africa. Throuwgh this
Partnership the United States would seek to work in particular with those countries making
strong effors at growth-oriented policies in areas such as those | have just discussed.

We recognize that not all African countries are ready or able to take the steps necessary to spur
high levels of economic growth, Therefore, we propose to work with the relevant international
institutions to make available the foliowing oppertunities to Sub-Saharan African couniries,
according to their desired level of participation. Under the overall partnership countries can
participate at one of three differsat levels.

Level One Benefiis

FUNLINHLEYHANL 2140 “NOLLYZILVAI®d ‘MO23T3IL

To support efforts 1o achieve sustainable economic growth throughout Sub-Saharan Africa, at the
first level of participation the Administration will make broadly available the foliowing
opportunities and assistance, Level One will include notably:

Enhanced market access. Afncan natuons wiil continue wr recelve preferential market access
under the existing Generalized Sysiem of Preference (GSF] program, which now provides less-
developed counntries dury-fres secess for products in some 4,000 tanfT lines and will provide
least-developed countrics enhanced acoess on products in up 10 an addinonal 1300 tarilf lines.

Investment support. The Overseas Privare Investment Corporation (OPIC) 15 working with the
private sector sponsars of a proposed §130 million fund for equity investiment in a variety of
economic s2ctors. Two-thinds of the fund would consist of OPIC guaranteed debt, OFIC is also
working 1o develop one or mere separate funds that would jocus on economic infrastructure
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projects. These potential funds would have aggregate capital of up to 300 million. We have
also secured apréement that the African Development Fund wiil develop a capacity for financing
infrastructure propects, in particular those that will improve linkages among markets, both within
couniries and regionally, We are pleased that HR 1432 ealls for such funds.

Support for regional economic integration. Under the U5 Agency [or Internarional
Development's {(LUSAILY) Initiatve for Seuthern Afnca, support will be provided for private and
public sector cooperative activities in areas of regional concern, including investment policy
harmonizalion, regional busisess ties, Hsancial secior development, privatization and facilitating
cooperation between privaie sector and regional governments. labor statistics, and ccoupational
health and safery.

Support for U.S.-African business relations. USAID will provide support to help catalyze
LI5S -African business ties,

Export-Import Bank. The Export-Import Bank of the United States wili encourage use of its
programs through designation of a sentor advisor on Adrica to its board and a campaipn for
outreach, perticularly with the private sector. In fact, Ex-Im Hank has alreadv hired an Advisor

for this purpose.

Assistant 1.5, Trade Representative for Africa. To ensure that trade ssues with Africa
receive proper aitention, Ambassador Barshefsky is creating an Assistant U.S. Trade
Representative for Afnca,

In addition, the Admimstration will work wath the IMF, World Bank Group and the African
Development Bank Group on the development and implementation of several initiatives to
support private sector investmeni, trade development and capacity building.

Level Twao Benefits

To supporn those counirics pursuing aggressive growih-onented policies, the Admnistration
winwld offer, at the discretion of the President, the following additional eppormunities, which we
have characterized as Level Two participation:

Additional market access through expansion of the GSF program. We are very pleased thai
the “Africa Growth and Opporunity Act” would provide authority for the President, afer
receiving advice from the U5, Intemational Trade Commission, to include in the GSF program
tor these countnies & number of products that are presently excluded. This is the one major area
of our proposed program for which we need legislative authorization before moving forward.
While we question the appropriateness of making eligible for G3F cemain products mennianed in
the bill. we wholeheartedls welcome this approach and want to work with the Committee on it

Textiles. The Adminisication recognizes the importancs of the textile and apparel industry to

11
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developing countnies. ‘While we cannot support the textle proposals in 5,778, we are ready 10
wiork with Congress o develop a program that will be consistent with our overall commitments
under the WTO, while at the same time taking into account the interests of LS. indusiry and
Africa.

Debt reduction. [o help ensure that the growth-oriented countries now burdened by cxcessive
debt are in o position to invest in human resources, the Administeation woold support an
nppmu-:h that leads to the extinction of eoncessional bilatesal debi for the heavily indebted picr
countries (HIPC), and we would urge the World Bank and IMF bourds to provide deep relief
under the HIPC deb initiative,

Creation of an Ul5-Africa Economic Foraom. The Admimstration will establish o Cabinet-
and Minister-level forum Lo meet once per vear in order to raise the level and caliber of the
dialogue between the United States and Africa's sirongest reformers,

Bilateral technical assistance to promote reforms. LISAID wall finance shor-temm technical
assistance to African governments o liberalize trade and promote exports, comply with WTD
obligations and assume additional ones, and maxe {inancial and fiscal reforms. The U5,
Department of Agnculiure will provide technical assistance (o promote agri-business linkages.

Support for agricultural market liberaliration. Az part of the new multi-vear Africa Food
Security Initiative, USAID will help address such critical agricultural policy issues a5 marker
liberalization, agricultural export development, and agribusiness investment in processing and
fransport of agriculiural commodites,

Trade Promotion. The Trade Development Agency (TDA) will increase the number of reverss
missions o growth-oriented countres

Prosramming commodity assistance. To help countries experiencing budget shortfalls in the
course of their growth-through reform programs, and w encourage more effective spending on
human rescurce development and agriculiural policy reform, the Administration will take seps
to forus PL-480 Title | assistance more on growth-oriented countries in Africa and will explore
the possibilities 1o increase funding for Title IT] assistance from within PL-480.

Support for economic policy reform. In FY-98 USAID w1l provide support for growth-
oriented programs with both technical assistanse and program suppoet funds,

Financing and debt relief: The Administration has looked carefully at the need for well-
targeted, appropriate financial assistance and debt relief. The need [or financing --both budges
ond balence-of-pavments suppern -- debt relief would be acute for countries purswing aggressive
trade liberalization and frying w maintain, or even increase, useful investments in health,
education and infrastrecture development. We want to ensure thot liberalizing countries have
enough breathing space to carry though with a comprehensive program ot trade liberalization and

12
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tox reforms. Accordingly, we proposed the debt relief imt ative cited above and we also intend
to seek enhanced financial suppor through the Intemational Financial Institutions. Their specific
contributions would include, for example:

N Enhagced fnancing under the Enhanced Struciural Adjusiment Finunv:ing (ESATF) and the
international Development Agency (IDA) policy-hased loans to suppart countries where
bold structural reforms, such as trade sector liberalization. result in greater financing
TELUITETTENDS,

. Financing for improvements to infrastruciure related to trade and business development.
such as improvemnents to pons, railways, roads, anc storage facilites.,

Level Three Benefits

Finally, the Administiration’s program will hopefully lay the sroundwork for a third level of
coonomic invelvemnent: the creation of fres trade areas, W share the view expressed in 5. 778
that peeotiations on removal of trade barriers and oa eventual free rade agreements can be a
catalyst for increased trade, We think that it 5 impornant that we send a signal o our privas:
sector that we are serious when we say that Africa has the potential 1o become a more significan:
[F.5. rrading partner. Therzfore, we believe we should affirm that we are open to pursuing free
trade agreement negotiations with cur trading pariners in Africa, who are ready to take on those
obligations, just as we have affirmed with our pariners in South and Central America and in Asia.
The proposal in the “Growth and Opportunity Act” that we report on plans for such agreements
with African countries would provide such an opportunity.

We invite all Sub-5Saharan countries 1o pursue a course toward [reer irade and open markets by
participating in this comprehensive program. This graduated approach takes into account their
diversity, commitment. and potential.

Further Integrating Africa inte the Global Trading System

To magnify the econemic impact of our proposal, the Admimstration obtained agreement from
our partners at the summit of industrialized nations in Denver in June (o take bilateral and
multilateral actions that work toward the same ends as those described above, Collaboration
among Summit partners on matters affecting Afnica has already yielded major resulls, with the
unveiling last vear of @ program of muliilateral debt reduction for Heavily Indebted Foor
Countries --the HIPC Ininative =-which will benefic a number of poor Afncan countries that are
pursuing strong reform policies bur are burdened with particularly heavy debt loads,

As [ noted earher, 3. Chairman, we believe the legislation belore your Commuties and the
program | have just described are quite complementary, We hope that we can work ogether o
develop legislotion and a program that allows our trade relations with Africa to enharce broad
ceonamic reform and secelerated grewth on the continent.

.
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Mr. Chairman, on enhanced trade with the Caribbean and with Africa, we leok forward 1o
working with you and the other Members of the Committee. Please accept my thanks for this
opporunity to speakl with vou,

14
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E. losaph Hillings
Wiee Prmifent enad Geriersd| Mamager
Federail Gomernmnen Affiars

4’ Enron Corp.
*ﬂ TR0 TPk Serere, . W ity Flaoe
Washirgreom, 0O, 006
(30d) AEfAgE
Fax (L) EXE13TY

i linghir At

WA FAX
202-822-00817

Mr. Lawrence H. Sur mers
Deputy Secratary of the Treasury
Departrment of Treas iy

1500 Pennsylvania & venue, Ny
Room 3326

Washington, DC 20120

Dear Secretary Sums nars:

Mr. Tarry Thom, Enran's Senior Vice Presdent international and Environmental Officer has
asked | contact your office and request an qpp-ur'tunit'r to meat with vou on October 7.
1997 in the afternocn, or Octaber 8, 1937 in the mafning.

He feels it is impor: nt to advise you of recent developments in the Bokvien-Brazil Pipeine
project.

Pleasa call me at 202-466-8145 and let me know if Tarry and | can meet with you.

Iy,

e,

Tarry Tharmn

E

Natural gas. Elecuicity. Endless possibilities.

we TOTAL PRGE.P@] =«
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ENRON, WASHINGTON

TRANSMITTAL SHEET

T, Enron Eurcpean Distribution List
FROM: Joe Hilings

DATE: Julyl, 1638

RE: Elactricity

CC

Flease see enclosed information from CHBC “Street Signs” -- Inteniew with Jeff Skilling

Encl.

Joe Hillings
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FROM: JOE HILLINGS
EMEOM CORF,

CNBC- STREET SIGNS WASHINGTON, DLC,

ENRON PRESIDENT AND COC JEFF SKILLING
JUNE X, 1998

Raon: On the commer of “Wall & Main,” pawer failures across the country, As Mother Mature toms up the beat, ssveral
indusirial companies bave beea forced 1o close their docrs because of pawer shartages and this may just be the
bepinming. Following years of industry warmings, power supplisrs ase falling short of enecgy demands and uriligbes in
the Midwest and now Mew England are e2lling customers to cool if an their summer power needs. So what is a power
company to do in the face of anticipated hear waves this summer? Joisisng us now fram Enran headguaners i Teff
Ekilling, the president and COO a1 Encon, one of the cauntry’s major power suppliers. Mr. Skalling, good to see vo,
ibank you for belng with us roday.

EEi.'IIJ'h.g: Cilad ta be here.

Ron: | was in Chicago just a day or 5o g0, when it was 95 degrees. The heat index was at 105 and the local utility
and municipality were both asking consumers 1o cut down on thear air conditioning, Someihing that seemed like rot
ar unrensanahle demand, given whne they are faciag, bal oae that was likely 1o go unheeded. What is happening right
i

Skilling: I chink you got i right when you were giving the lead-in a liltle bit earlier. We have hed very bt
Iemperatures in the Midwest. We have 2 number of big generation facilities that are down right now, And we are
caming off of & years of high ecanamic growth, Al that means that supply 1= sretched right now,

Fon: Maw explain what that mieans, | mean, people may kave a tough time understanding the notica that vou are
nenning out of power when there are power plants all over the country. Elecrricity s not something that just poes
away over time. There is more of it somewhene. How come the capncity constraints are bothering the mdustry right
.

Skilling: You are limitad to the cxpacity of the generation facilities chat are in plsce. There are some regional
appartanitics gnd we, and everybody clse in the industry, is warking very hard right now 1o get electrons from where
there are some lefi inte those markets that really need them. Bug the grid is not real exact effective, # is hard to move
elecirons arpund apd we are all trying the best we can 10 keep the power flowing

Ron: Where do you find mones power?

Skilimg: There are parts of the country right now where the emperatunes 2re not real high and where there is surplus
generating capacify. The trick, or the challenge, is using our existing transmission grid v get that power fram thase
ANEES [io areas that nesd i

Tan: Mow wvau know, were these promises by suthosities, vou know regulators and odlers, who sugpested that as the
utility busivess became deregulated, it woukd be far more effickent. Mergers and acquisitians and all kinds of
different armangements and combinatwn would lead to a free Aow arousd the country. We are not there i, right?

Skilling: Mot yet. We are working om it [ would make the orgument in the sbsence of alll of ihvese marked reforms amd
deregulation of the wholesale power markets, we would have a lot worse problem than we have right now. The
fundamental ssue is we have a lot of demand and we have some supply constraints right new and everybody is using
these new market meckanisms to try 1o get electrons into thode areas but is 2 new marker. It just tnkes time o bulld
the capability 1o do that.

Ron: Is v, in fact, required that power companies in the United States are just poing 1o have 1o, gt speme point, engage
in a heavy dose of capilal spending and expand capacity ratber radically hene?

Skilling: Thas's one: solution. And I'm sure there will be more of that in the funare. The other thing that | think would

be very helpful is, if we could epen the retsil markets to competition s thal customers could pel a price signal, Right
now, all you can really do with the consumer is ask themn ta shat dewn or involuntarily cartail them, 1F an the other
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kand, they wene able to see some of she prices o the masketplace, there ane & pumber of consumers that are right now
seeing the very high prices of powee B the Midwest, would valurtarily and on good economic justification, reduce
consumgtion or shut dewn. Right now, we just don't have that ability because the markets are not oper lo price
signals, nol open o actual competition,

Bon: Al right. Leds talk about how the consumer gets hit by all this, Obviowesly, reduced availability of power means

wou have o cut hack on air conditioning and other things as the summer remsaing betl. What abowt pricss though. Are
people poing to kind of open their eves a ke wider when they see their bill in this eavironment?

Skilling: Anyumse you have this shortfall of sepply that you're slarting to bring on very expensive facilities w mees
the demand, 30 | would expect that, ves, prices will be a littke bit higher as we mave through the summer.

Ran: Can you quantify ihat in &ny way, shape, or form?
Skiling: It's hasd 1o say right now, 18 will depend 2 fod on how this plays owt over the next couple of momths,

Raon; 1 know are you nod in the basiness of weather forecasting bus there has been so much discussion of Bl Mine and
the coming La Mina, that people are bying 1o fEgire cul whether this indesd will be a very bot, very humid, very
diffecult smmeer arourd the country. Whal i3 the inselligends that yoi 1o lks ane gerting on that 7

Skilling: We've locked at tbe weailher patterns and I'm not a weather farveaster 20 I'm going a licke out on a limb
hiere. Bt the pattern 5o far this year, with the extremely wanm wintsr, suggests that we ars in aa El Nino eycle, And
what is typical is, afler 2 warm winter like we had last year, you tend 1o lave & very hot summer, particalarly July and

August,

Fon: Any advice for consumers on how t conserve power and use it most effectively while they are waiting for
electrons from somewhere else?

Skilkng: Thats up to evervhody to declde for themselves, but fundarmentally, what we would like to see or whar |
think the industry would like to see s, more open competition and more price signals gesting through to consumers
g that they can make that choice rationally. They can look at what the price i3 and decids i tbey want b0 uss
elecinicity or not

Ron: Under the best of all circumstances, bow lang will this process ke

EZkilling: The deregizlation process?

Ron: Yeah,

Skilling: The whalesabe markets afe pretty much open. And that is a fedeml jurisdiction, so the federal government
has pretiy much opened the wholesale markets, When you move 1o the reczil side, that is actual consumplica by
cansumers, that i% regukated by the states. And each individugl stsie is on its own timetable. California is open right

now. A nambser of states in the Mortheast are in the: process of opening up. But we anz probably looking &1 snother 1
ta 4 years to make that process complete.

Fon: Mr. Skilling, 8 pleasure, Thank you for joining v today.
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1999-SE-004434

ENRON, WASHINGTON
TRANSMITTAL SHEET

1775 Eye Street, MW

Suite BOO

Washington, DG 20006

202-466-9145

202-827-3372 (fax)

JhlllinBEenron. com

D! The Honorable Robert E. Rubin
FROM: Joe Hillings

DATE: 5300

RE: Enron International Statement on:

US=Japan Enhanced Initiative on Deregulation
And Competition Policy

| thowght the attached statement from Enron Intemational on US-Japan Enhanced Initiative on
Deragulation and Competition Policy would be of interest,
Beast regards.

Encl
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FROM: JOE HILLINGS
EMRON CORP,
WASHINGTON, D.C,

Enron Interrationzl Statement on

US-Japan Enhanced Initiative on Deregulation and Competition Policy

Enron saluted today the government of Japan and the office of the United Stmates rade
representative for their progress in their dialogue 1o deregulate and open the Japanese
ensTgy sector o constructive competilion. These reforms being discussed should reduce

| electricity prices, which are among the world's highest, and provide a fundamental boost
to Japan's ecomomic recovery. “We regularly see demonstrations of how free and open
markets provide Jower cost and more inpovative services to consumers,” said Joseph W.
‘Sutton. chairman and CEQ of Eoron Intemational. “We appland this intiative by the  *
governments of Japan and the United States. Clear, wansparent, non-discriminatory rules
and repulations in the power sector will iocrease competition to the benefit ol all

CORSUMETS,

Enron is one of the world's leading integrated electricity and natural gas companies The
company, which owns approximatety $30 billion in energy related asseis, produces
electricity and natural gas, develops, constructs and operates eaergy and water facilities
worldwide and delivers physical commodiles and risk management and financial
services to customers around the world, Enron's Internet address is www enroncom, and

the sinck is traded undsar the ticker symbaol, "ENE.~
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1999-SE-005235

Kenneth L Lay
Chairmsm and
d;hﬂi_\rchnwﬂﬂ‘m_

”:P Enron Corp.

F B Box I28F
Hauston, TX 77151-1153

(T13} BES-A7TA
Fex (FI3F 535503

May 14, 19899 i Alrnd S0

The Honorable Rebert E. Rubin
Department of the Treasury

15™ & Pennsylvania Ave., NW
Washington DC, 20220

Dear Bob:

Although not surprised, | am somy o 58e you step down as
Treasury Secretary. By any objective or subjective measurement, you
have done an outstanding job not only for your country but for the
world. Your steady hand will be missed.

At the same time, in Larry Summers you do have an excellent
replacement, | have no doubt that Larry will continue the strong and
effective economic policies that have been implemented during your
tenure,

One additional point. 1f you are considering jolning any
corporate boards, | would like very much to talk to you. Given the way
Enron has evolved, not only do we badly nead a person with your
experience and insights (gained both at Gokdman Sachs and at the
U.S. Treasury) but also | think you would find serving on our board
intellectually and otherwise interesting. | have placed a call to you in
the hope that | might mention this to you personally.

My very baest in whatevar you do nexl. You certainly deserve a
somewhat less hectic schedule and would hope that you will take
advantage of that at least for soma time.

Sincerely,
for

Matural gas. Electricity. Endless possibilities.™

Rubdin E1459.300
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1999-SE-005241

Kenneth L Lay
Chairmsan ansd

Chief Execatios Offforr

% e
(7 P 0. Bax 2158
Houston, TX 77251-1188
{7133 53677
Fax {713) 4535313

May 14, 1999 iabern com

The Honorable Lawrence H. Summers
Secretary-Dasignata

LS. Department of Treasury

15" & Pennsylvania Ave., NW
Washington DC, 20220

Dear Larry:

Congratulations on taking the reins at the Treasury. You have
certainly had a lot of an the job training with Bob and | have absclutely
na doubt that you will do an outstanding job, just as he has done.

These are fascinating times both for the U.S. economy and the
global economy. Although you are filling some very large shoes, |
cannot imagine anybody better prepared to do that than you are.

| hope our paths continue to cross and certainly stand ready lo
be available if there is anything at all | or Enron could do for you or the
department.

Sinceraly,

Yor

Summers 51858 G
Matural gas. Electricity. Endless possibilities,™

Q0100000000116



$
-
:

_..___._ .__.:_;.:.—__ ___.: 1 __.__._..

NN

fanseall

S1OIUILNS

:._...._._ r__..___..n._._ _.._.d _..__J.E._._:u

pzzoz 20 Em;.:mmm_”
cany _m...:m_.,___....m:;un__ L] P i
0 Em_._.E.m__nun__ g
mﬁ:m._mm_.u&m._.m_._uum

| BOUBIMET a|qesouoH UL

gt olid

(el

.' -
m“ A ! o
. supgemap] ‘paLE 50 a
—ru.r s SJGTed L ) .
n o w_mq.ﬁ.h__. 3L "uerrH jaaks G
ﬁ ]
Bm

00100000000117



THE DEPUTY SECRETARY OF THE TREASURY
WASHIHETEMN, O . 20230

May 25, 1999
Mr., Kenneth L. Lay
Chairman and Chief Executive Officer
Enron
P.O. Box 1188
Houston, Texas 77251
Dear Ken:
Thanks very much for your kind letter of congratulations. Tam grateful for
your best wishes and deeply honored by the President’s choice. As [ said in
the Rose Garden, Secretary Rubin's act is a tough one to follow and there arc

certainly plenty of challenges shead. 1am looking forward to the opportunity
and to continuing on the course that has been set.

I hape cur paths will cross again soon.

Sincerely,

Lawredfe H. Summers

//?)—W &f{?uﬁfﬁ—*"rﬁq e i m
e b} npeaicte ML,
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ENRON, WASHINGTOMN
1775 EYE STREET, HW
Suite B0

Washington, DS 20008
202-486-9145
202-B28-3372 (Fax)

FAX COVER SHEET
DATE: AT 4:47 PM

TO:

Attantion: Nancy (Schocular)
The Honorable Paul H. O'Nedl
Secratary of Treasury

.5, Dapartrmant of Treasury
1500 Pennsylvania Avenue, NW
Racm 3330

Washington, DC 20220
202-822-1100

202-622-007 3 (fax)

FROM: Linda Robertson, Vica President, Federal Govemment Affairs
Lara Sullivan PHOME: 202-466-9142
FadX; 202-828-3372

Mumber of pages: 1
Re: Request for a mesting with the Secretary on April § in the afternoon
Dear Nancy:

Jeff Skiling, President and CEQ for Enran would like to schedule a meeting with the

Secretary to discuss Wast Coast enerqgy ¢rigls |gsues. 'We would like to schedule a
short meeting sometime after Noon on Thursday, April 5, 2001. If this is possibie,

please call ma at the number isted balow,
Thank you for yvour assistanca In this regam

Lora Sulfivan
Federal Government Affairs Represaniative

202-466-9142
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-

Kenmeth L. Lay
Chalemm and
Chisf Evecwtive Cfficer

'% Enron Corp.
# P (L Bax 1158
Hagdes, TX TTE51-T148
{713 Ea3-6T74
Fex [713) BAR-5313
July 16, 1959 iy e

The Honorable Charensa Barshefsky

US Trade Reprosentathne

Otfice of United Stales Trade Representalive
GO0 17t Sireat, MW

FRoom 209

washinglon, DC 20508
Dear Charlensa:

We are activaly invelvad with 28 ofhar companies and assecialons n promolifg enengy
services as a significant trade service desenving to be included in the GATTS 2000 negotialicns.,
| am attaching the st of members.

The Energy Services Coaliion was recently established on May 26. 1933, Al that time
wit forwarded our betier io you announcing its organization, recognizing the key robe that the office
of the USTR has played and continues to play in promating energy senices liberaization in
APEC, and the desire of the growing group in the Urited Siates for the United Stabes govermment
{0 include energy services on the WTO negotiations agenda.

| have agreed 1o deliver a speech at the WTO Ministenial Business Forum in Seatile on
Decamber 2, 1998, and will addrese the broad horizon that energy services covers. Energy
sanices also ncludes energy equipment a8 a significant part of our energy Services market,

The United States energy industy becawse of our cantinuing liberalization of market
spportunities has helped creale new enterprises which slimulate investment, improve overall
compelitiveness and bring 1o all consuMers banaficial choices. This can be done globally with
many WTO members using their entrepreneurial skils to develaped and daveloping sconomies.
Enargy services offers unlimited opportunities for you and banafit o @l WTO mambars

To assist you in preparing for the Seattie Ministerial, and beyond that in negotiations of
the GATS Round fAsell, wa book forward as an industry grouping to providing you with defindions
of the scope and breadth of energy services, As impact on the US economy, and barriers faced
by LIS energy and energy service companies in forelgn markeds,

Srcaraly,

A

Encl.  {Mabrix)

o The Honorable William Dabey
The Honorable Bill Richardson
The Honorable Robert Rubin

Matural gas. Electricity. Endless possibilities.
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Carol Browner
William &, Witze

Thes Honorabde Bax Bauous

The Honorable Jeff Bingaman

The Honorabde Phil Gramm

The Honorable Chuck Hage

The Honorable Kay Bailey Hulchisan
The Honosable Gordon Smith

The Homerable Frank Murkowski

The Hamorable B#l Archer
The Honorable Joe Bartan
The Honorable Tam Blley
The Honarable John Dingell
The: Honorable Kalbe

The: Enangy Services Coalition Members

& 'rl
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AMENDED LIST
SIGHERS OF AMBASSADOR CHARLENE BARSHEFSKY LETTER &/8/98

{1) American Wind Energy Association

[2) American Petroleum Instilule

(3) ARCO

(4] Capitol Strategkes

(5] The Chevron Companies

(6) Consolidated Matural Gas Company

(7} Coalition of Service Industries (C51)

(A} Ediisen Electric instinsta

(8) EDS

(10} E1 Paso Energy

{11) Enron Corp.

(12} General Blectric

{13} Internakicnal Association of Drilling Contractors - |ADC
(14} Inlerstate Natural Gas Association of Amenica -INGAA
{15} Internafional Gas Cantar

{18} Independent Palraleurn Association of America - IPAA
{17} Mid-American Energy Holdings Company

{18) Mational Foreign Trade Council - NFTC

{19} Mew York Mercantile Exchange

{20) US Pacific Economic Cooperation Councd - UsS-PECC
{21) Sarkays Energy Center, Unirersity of Oklahoma

{22) Siamens

{23} United States Energy Associstion - USEA

{24) US ASEAN Business Council

{25) US Chamber of Commerce

(26) United States Caouncil for International Business (USCIB)
{27) U.5. Dil & Gas Association

(2B} Westinghouse
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INTRODUCTION
TO
EMERGY SECTOR SERVICES MATRIX

The globalization of the world economy and rapid advancements in information
technology has raised significant questions regarding traditional theories of intemational
trade. In the past, intemational trade consisted of imports and exports of goods such as
agricultral products (grain, com or other foodstuffs), natural resources (oil, coal or
minerals), and manufactured goods (clothing, automokiles or electronics).

The globalization of the world economy has increased this type of trade. Many of
these goods, such as oil, are considered to be sold in a world market, with prices
depending on global conditions that affect the mechanics of supply and demand. The
markets for many other goods (for example metals and o1l hy-products) are also traded in
an inlemational market

Perhaps the greatest globalized market is the one for financial capital. With the
recent developments in information technology, a financial trader can move millions, if
not billions, of dollars from one market to ancther with just a few taps on a keypad.
These capital markets are brutally competitive and place increasing demands on those
that provide and use capital. Businesses that use financial capital are constantly looking
for ways to be more efficient and to achieve higher retumns for their capital providers —
lest the providers go elsewhere. They are also looking for ways to reduce their cost of
capital by reducing the risks inherent in their business through the use of service
providers that are more capable than they at managmg certain risks. The reasons for
these actions are obvious; without financial capital, businesses and economies ¢an not
thnve.

In light of these developments in the international markets, you are asked to
consider the following energy sector services matrix. The energy sector is perhaps the
most capital-intensive sector in the world's economy. (Ol refineries, power plants and
zas pipelines are very expensive. Efficient capital formation demands that energy
industry participants operate in the most economical manner, These demands often result
in the use of specialists such as drilling companies or construction companics. They also
often require that certain risks such as fuel supply, operational performance and
transportation and delivery of energy products be managed by companics with sufficient
expertise (and credit rating). Further, energy infensive industries are increasingly
hecoming aware of the impact of uncertainties in the cost of their capital cost structure
due 1o the inability to effectively manage the cost of their electricity and natural gas and
are ulilizing commeodity and price risk management strategics.

The energy sector services matrix describes several areas that can be viewed as
distinet areas of trade within the cnergy industry, These arcas do not involve the
movement of goods from one country 1o another. Rather, they deal with the movement
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of intellectnal capital — ideas — from one place to another. Through this flow of ideas,
business can be conducted more efficiently. This allows for low cost energy to delivered
to consumers. Low cosl energy allows businesses lo remain competitive in the ever
increasingly global market place. It alse allows businesses lo altract the low cost
financial capital that is needed to maintain growing and robust economies.
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E. Joseph Hillings
Vicr Preident and Generel Muniger
Federal Genrramimt AfRir

**a Enron Corp,

1778 Eyr Street, NW, Suite SH)
Washingten, DC MaHM-1¢T
[20T) #&-5T4F

Fax (H¥2) £28-3072

JLUHEL-S et

Movermber 30, 1968

The Honorable Stu Eizensiat
Deputy Secretary of the Treasury
Department of Treasury

1500 Pennsylvania Avenua, NW

Room 3326
Washingion, DC 20220

Dear Mr, Secrelary.

Your speech before IS Trade at lunch on Monday, Novemnber 29, 1959 was excellent,
and | would like to have a copy 1o circulate to the members of the US WTO Energy
Services Coaldion,

Atached are materials which | thought would be of interest to you.

Sinceraly,

Mac McLarty
Teary Thorn

Encl,

Matural gas. Electricity. Endless possibilities.™
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IF YOU PLAN TO PARTICIPATE IN FUTURE ENERGY SERVICES
WGHIE[NG GROUF MEETINGS FLEASE FILL IN THE FORM BELOW, THIS
WILL EXPEDITE OUR CORRESPONDENCE TO YOU.

YOUR MAME:

TITLE:

THE FRIMARY CONTACT FOR YOUR COMPANY WILL BE: (Please Include tithe)

FAX:
E-MAIL:

DOES YOUR COMPANY WANT TO SIGN ON TO THE AMBASSADOR CHARLENE
BARSHEFSKY LETTER?

— e

Yes Mo

Please send ihis completed form to:

Laora Sullivan

EI:I.!'I:.I:I

1775 Eye Sireet, NW

Bnite B

Washingion, DG 200046

202-466-0142

202-828-3372 (fax)

Chr: Send us the information via e-mail toce-mail:  lsulliviEenron com -,
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"ENERGY SERVICES: OPEN MARKETS BENEFIT ALL

Energy services comprise service activiles related to the development,
extraction, production, distribution, marketing, consumption and
management of energy products, including coal, electricity, gas, nuclear,
oil, and renewables. As such, energy services cul across a vaniety of other
services, including consulting, engineering, environmental, equipment-related,
financial, information technalogy, and resource assessmeant.

A thriving energy services sector Is critical to economic well-being.
Global energy demand is projected to grow by about 45 percent by 2015.
Some 2 billion people — mostly in the developing world — do not have access to
commercial energy. There is a high correlation between growth of prudent
energy usage and increased economic growth, life expectancy, and standards
of living. According to the Warld Bank, increased efficiencies of infrastructure
provision — including enargy — could generate hundreds of billlon of dellars in
annual savings to governments and energy USars.

A growing energy services sector helps protect the environment. Energy
services today promaote the efficient management and use of energy resources
and the development of renewable enarfgy sources. Extending commercial
energy sarvices to the poorest would help reduce “poverty pollution®. Open,
competitive markets in energy services can help ensure access fo clean,
efficent products and processes and encourage local producers to enhance
their aperations. And boosting efficlency of energy utilizalicn lowers pollutant
Bmssions.

Open markets promote a vibrant global energy services sector. As with
other goods and services, competition in the energy services sector offers
purchasers access fo the highest quality services on a cost-efficient basis.
Energy services largely were omitted from the Uruguay Round, in part because
tha seclor was in its infancy during that negotiation and because i many
eountries the energy seclor was still under the control of state monopolies or
manopoly franchises. One af the key goals for a new round of WTO services
negotiations must be to substantially increase global market access
opporfuniies for enargy services providers.

For further information contact Joe Hillings, Chairman, Energy Services
Coaliion o/o Enron, 1775 Eye Street, MW, Suite B00, Washington, DG 20006,
202-456-9145; 202-828-3372 (fax); email: jhillin@enron.com
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AMENDED LGS 4:00 PM
ViA MESSENGER

Energy Services Coalition
cfo Enron Comp.

1775 Eye Streat, MW
Suite B0

Washingion, DG 20006

May 26, 1999

The Honorable Charkene Barshefsky

LS Trade Representative

CHfice of United States Trade Represantativa
600 17th Strest, NW

Room 208

Washingbon, 0iC  20508

Dear Ambassador Barshealsky:

A growing group of Amencan enengy companios, associations and national organizations hes
been meating to discuss the mporiancs to cur nation of pursuing liberalized trade provisions for
enargy services in the Wodd Trade Crganizaiion services negoliations, GATS 200,

Your agency with the halp of Don Phillips, Don Eiss, Joe Damond, Carol Balassa, Barbara
Naorton, and Bill Graene have pursued enengy [iberalization in tha APEC process which confinues
to address these opporbunities 1o open energy markeds in Asian econormies, The recent
statement by the Prime Minister of Japan advocating continued descussions to promole enengy
restructuring and deregulation of the energy industry in Japan was welcomed and should be
helpkul in Schieving the US position as the APEC process continues. We desire that you
aggressively continue these efforts.

Mo that the 135 meambars of the World Trade Organization are planning their agendas for the
upcoming Seattle Ministeral lunching the GATS 2000 services negoliations, our group of erangy
companies, associations and organizations would recommend a strong Uniled States posiion on
Eberallzing non-tarifl barrlers to energy sendces. As state-owned verically Integreled enengy
companies arsund the world become disaogregated and privalized and reguialions liberalized,
econmmic activites which we consider services will be developed and supplied by Independent
operators under compelitve conditiona, These should now be incuded in mul@aenal rade
negofiations. We would strongly urge you o indlude the attached matriz definition of anergy
sarvices which we consider io ba accurate and complete. This matrix is the product of the APEC
EVSL exercise, suggesting that a consensus of support for this definition of energy services may 4
almeady edst among the 21 members ofl APEC. Some countries may seek io define enangy
sarvices in more consirictve ways than we would, and exclude coverage under the GATS for
SoMme AmErican enengy serdces companies who are global leaders in this sector. A

Therefore, we ask you o pursue Hﬁhmﬂhmﬂ&mdmaﬂuﬁﬂmuuppﬂt ancd
assislance as a RincBoning engrgy resource growp,

Sincercly,

Encl.
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Revised 10/22/99 5:00 PM
(1™ Amended filing HR/9% & 5:00 FM)

BPF AMOCO Corporation

Business Council for Sustainable Energy

Capiol Strategies

Thie Chevron Companes

CMS Energy

Consoiidated Matural Gas Company
Coalition of Service Industries (CSH)

Edison Eleciric instibuts

EDS

Elaciric Power Supply Association

El Paso Energy

Enron Car.

Salutions, Inc.

General Electric

Halliburton Campany

intematanal Association of Drifing Contractors - LADC
Interstate Matural Gas Association of Agmarica -IMNGAA
Intemiational Gas Cenler .
Incependent Petrolsum Association of Amarica - IPAA
Kalley Drya & Warren

McDermott inc.

Mid-American Energy Holdings Company

National Association of Energy Services Companies (NAESCO}
Mational Foreign Trade Councd - NFTC

Mational Electrical Manufacturers Association (NEMA]

Mew York Mercantia Exchange

Rockwall Automation

Sarkeys Enargy Center, Linfversiy of Oklahoma

US Charnber of Commerces

United States Councl for Intemational Business [UsCIZ)
U5, O & Gas Association

US Pacific Economic Cooparation Counci -~ US-PECC
Westinghouse

[Hew membars ara in bold)

—_——— e s———
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F ! ! E:.I EXECUTIVE QFF(CE OF THE PRESIDERNT

THE UMITEDR LTATES THADE AEPRESCHNTATIVE
WAL MINETE N, 3. II5UE

TN A. GO HILLINGE
g e ENRON CORF,
WASHINGTOMN, [.C,

Mr. E. Joseph Hillings

Vice President & General Manager
Federal Government A ffairs
Enron Corporation

1775 Eye Street, N.W., Suite 800
Washington, D.C. 20006

Dear br. Hillings:

Thank you for your recent letter of suppart from the Energy Services Coalition, which | have
read with great interest.

I agree with your proposal that the APEC Energy Services matrix serves as the starting point for
developing the United States pesition on liberalizing non-tariff barriers to energy services in
Services 2000. While GATS rules already apply in principle to energy services, the Matrix's
broad-based definition of your sector will help to focus negotiators on the new services provided
by your members and some of the trade restrictions they  encounter as global privatization
oceurs. Ln our negotiations, we shall be mindful of the importance to your members of retaining
a broad-based definition of the sector,

[ would like to take this accasion to congratulate you and yvour members for the hard work that
has gone into completing the Matrix. Members of my staff, who have recently met with you and
your colleagues, will be using it as a reference point in their preparatory work ﬁurlimm:rgaf
sector in the forthcoming Services 2000 negotiations.

r
r

|1'|':’ -2y,

C'rll:rim: Bmsl'utfsl-:y
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INTRODUCTION
TO
ENERGY SECTOR SERVICES MATRIX

The globalization of the world economy and rapid advancements in information
technology has raised significant questions regarding traditional theories of international
trade. In the past, intemational trade consisted of imports and exports of goods such as
agricultural products (grain, com or other foodstuffs), nataral resources (oil, coal or
minerals), and manufactured goods (clothing, automobiles or electronics).

The globalization of the work economy has increased this type of rade. Many of
thmg-::uds,su:hmuﬂ,mmnxidmdmhﬂmldin:wuﬂﬁmmkﬂ,wﬂpﬂus
depending on global conditions that affect the mechanics of supply and demand. The
markets for many nﬂ::rgquds{thrumlamu]sanduilhy-pmdmﬂ}mﬂmmnﬁu
an intemational market.

Pﬂ'hﬂpaﬂwgrﬂtmtghbaﬁzndmﬂﬂisﬁmuneﬁ}rﬁnﬂnﬁﬂc:phﬂ, With the
recent developments in information technology, a financial trader can move millions, if
J:u:ﬂbi]ljnns.,nfdulmaﬁumummarkﬂmmthnwimjmtafewmpnunnkeypﬂ.
ﬂmcmitﬂmnkﬂsmbnﬂnﬂymup&ﬁﬁuuﬂp]minmaﬁngduﬂﬂd&mﬂmm
that provide and use capital. Businesses that use financial capital are constantly locking
fmwmmh:mmamdmlmdmmmnmtmthd:upimmmddm—
lest the providers go elsewhere. They are also looking for ways to rednce their cost of
capiu]byuducingﬂwﬁsksinhnmtinthuirbuﬁnmihmughth:mnfm
pmﬁduzﬂ:ﬂmmmcmahmﬂmnuxymmmging:mmmh. The reasons for
these actions are cbvious; without financial capital, businesses and economies can not
thrive.

In light of these developmenis in the international markeis, you are asked 0
consider the following cnergy sector seTvices Matmx. The energy scctor is perhaps the
most capital-intensive sector in the world’s economy. il refineries, power plants and
gas pipelines are very expensive. Efficient capital formation demands that energy
industry participants operate in the most economical manner. These demands ofien result
in the use of specialists such as dnlling companies or constrection companies. They also
often require that certain rsks such as fuel supply, operational performance ard

ton and delivery of energy products be managed by companies with sufficient
expertise (and credit rating), Further, energy intensive industries are increasmgly
hecoming aware of the impact of unceriainties in the cost of their capital cost structure
due to the inability to effectively manage the cost of their electricity and natural gas and
are utilizing commodity and price risk management strategics.

Themgysmwsmdcmmauﬁdmﬂhmswuﬂmmﬂmhcﬁﬂnjas
distinct areas of trade within the energy industry, These arcas do not involve the
movement of goods from one country o another. Rather, they deal with the movement
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- her. Through this fow of ideas,
i i —iﬂﬁm'-ﬁmnuntphm{“lmmﬂ iens,

o m“ﬂmﬂlb:uﬂfﬁuﬂﬁd more efficiently. This allows for hw cost :ue:g_','.ﬁw hl;d:h; ered

M:Hu;a Low cost energy allows businesses to reman compet s in the o

my global market place. _]I_ 3154} Mmm m‘,“,

finencial capital that is neesded to maintain growing robust econom
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THIS MATRIX IS NOT A
 NEGOTIATING DOCUMENT.
IT IS A DEFINITION OF CERTAIN
ENERGY SERVICES WHICH ARE
INCREASING AS TECHNOLOGY

AND OPPORTUNITIES GROW
GLOBALLY.
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INTERNATIONAL GAS CENTER

ENERGY SERVICES - JUNE 22, 1999

{The following iz a brief outline)
The topic T have been given today is “WTO/APEC Update - Energy Services and

Equipment Eberalization™

I. A lot has been done concerning energy services in APEC. A matrix was devised that
reflects the vertical activities of the industry, APEC ran into controversy, however, when
it came time to adopt the matrix and decided to leave the issue to the upcoming Seattle

Found of the WTO.

II. The EU has done significant work in the past 24 months that indicates they are ready
to become involved in the WTO debate - T have read some of the material. One of the

documents conitains the statement that *“The welfare and the economic growth of our

economies are directly linked to a secure encrgy supply at reasonable prices.” It goes on

to list the ELI"s encrgy policy objectives to be the security of energy supply,
competitiveness, and environmental protection. These are all points on w]:l.'ich_tw can
agree. Just as significantly, there are points on which we do not agree and these should #

I

be part of the future discussions before, during and after the WTO.

III. The effort by business here in the United States has not been as vigorous as maybe it
should have been. Enrom - Joe Hillings, Terry Thorn; PECC - Steve Bumns; and CSI Bob

Wastine have done exceptional work in this area but were not given much help by
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petroleum enerpy services unbl recently, Within the past 6 months, a few of us have
attempted to determine just what the mterest level i in having petroleum energy services
included as part of a separate “energy services” sector in WT'O. Don Eiss worked hard to

generate comments. These efforts have resulied in an increase in the interest level and

this interest 15 bepinning to have an impact,

IV. A letter signed by neary thirty cormpanies, datad 26 May 1999 was seni to Charlene
Barshefsky, the United Siﬂir& Trade Bepresentative, urging consideration of economic
activities that are considered energy services in the upcoming WTO Roumd. On June 11,
1999, [ngide U\ 5. Trade magazine ran an article commenting on recent efforts to have
energy services inchaded tn the WTO. The article ran the complete Energy Services
Coalition letter to Barshefsky. Most recently, we met with Josephine Ludolph, Director
of the Office of Service Industries at the Department of Commerce. She explained the
complications with vertical principles (The matrix from APEC) and horizontal principles

which are inserted across all negotiated sectors.

¥. The biggest problem continues to be definitions. For example, oil and ol denvatives
as well as solid fuels are treated as goods within some WTO current writings while i
clectricity and gas are not. As you know, under the current WTO system, created in |

1995, there are two agreements GATT and GATS. Within the existing WTO framework,
production of energy goods comes within the scope of the goods agreements or GATT, !

while transmission, distribution and related services come within the scope of the GATS.

—_—
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V1. What our group - which now numbers 29 - is finding oot 1s that Umited States
operations differ from foreign operations in many ways. The primary reason is that much
of the energy generated in the United States comes from private sources while most
m:rgynwislhgpmpmuﬂhemmign-ﬂmtischmgmg. In the United States,
mncumpanymaymm:mﬁgyﬁghuwhilcmin&chmpapriﬂﬂaﬂﬂmmﬁnﬁ
fior the item. 'We believe services are from ground to gas tank. As you can see, definitions

are &t the heart of the question of what should be done. !

VIL This gives rise to a number of questions three of the most prominent are:

- Would it be desirable from a trade liberalization point of view to classify energy
services as one sector, or should different parts of it be classified under relevant sectors
such as transportation and distnbution?

- s the WTO separation between “goods trade rles” and “services trade rules” i
desirable? Would it be more officient to apply a single coherent set of trade rules to |
liberalization in these sectors, considering the structure of the industry and the exiting |
WTO rules?

- Should there be an “energy-related services” picce or should that be part of

T T+ T » Sy L & o §

energy services? . )
lnIul}rnrﬁugustﬂfltjsyﬂ,ﬂ:DﬂpHmmtquummmwﬂlmﬂuﬂammd!aﬂl:lu i
begin the coordination betwesn business and the government concemning the upcoming !

WTD Seatile Bound.
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Time for a Global Agreement on Energy Services

By Terence H. Thorn, Session Chair, Executive Vice President,
International Government Relations & Environmental Affairs
Enron Corporation

Houston, Texas

At GATS 2000 and Sectoral Liberalization: Energy
Session VII, Panel 6, Wednesday, June 2, 1999, 11:00 am to 1225 pm

Services 2000: New Directions in Services Trade Liberalization
June 1-2, 1999
The University Club, Washington, DC

Hello, My name is Terry Thom, and | represent Enron, the largest independent supplier of
electricity and natural gas in the world.

The two key words are “independent” and “supplier.” Both businesses were traditionally the
dumhnfuﬁﬁﬁﬁ,n&muwmdb}rmﬁmﬂgummmﬁqmpﬂﬂndwn&ﬁdmmd

served as sinkhales for government finance. Prices were frxed. Many governments
believed in subsidizing the prices of both gas and electriciny commodities.

Some governments, like Japan, subsidized prices for manufacturers, India subsidized prices
for farmers, Few urliies made money. Technological change was something that happened
n echer industries. From a consumer’s point of view, gas and #lectricity were bills thar had
mhpﬂﬁmwmmaimmﬁng:hmﬂuigumdelﬂ:ﬁtﬁﬂm?nr
pdicynrkm.dmidwudmmdgummrbﬂmeﬁnhhhudmsn{mm
like defending your borders and declaring national holidzys. In shart, these industries were a
dm;lwightind::ﬁabulmmmr.u&mlugimllym fiscally intrusive, and sconomically

stafic

About Bfteen years ago, dlectricity and gas took the first steps towards the revohmonary
&mgﬁmﬂmmmghmm.mﬁmﬂmmhngaﬂuimﬁmﬂ
uﬂ:wgadumbandw&ﬁmmmmmmmﬂuﬁmhﬂinm. In the US,
restructuring of the financial and telecommunicarions industries was well underway. .
London’s financial “big bang” was on the horizon, In Latin America, the debe crisis was

in Services,

But they left energy our In 1985, when negotiators were ing towards the first services
round, free market competiton and energy services were rwo di things, with the
partial exception of il and gas exploration and production. Enron was two interstare
pipeline companies worried about the future. Thar year, the Federal Energy Regulatory
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Commusson declared open access for interstate gas pipelines. Long-term, fixed prce
" contracts suddenly went out the window. A whole new industry grew up around the new gas
wholesale market. Enron was bom. Enron and its competitors have turned the staid old gas
business into a new entity with mamy of the characteristics of the financial services industry.
Ten years ago, in a gas company software was ing you used to prepare spreadsheets.
Moy Enron's risk management software and trading so are vital to the business.
Starring in the early 15905, the US elecoriciny business began to follow the path set earfier by
EAas.

Riding both waves, Enron is now a $31 billion company, in terms of sales. Tt has grown imto
th:watn:wnﬂrkﬁﬁuprmdhfdﬂegulﬁan-hﬁﬂﬁhmhﬁrdeiumhuinﬁsmlhﬂ
even resembles the old world of wtility suppliers. We are the word's largest “independent™
mulwmdduﬁdwbmmmdunum&ﬂrﬂmmpﬂnuﬁﬁmmﬂh

or economies whose infrastructure needs are so basic that it is the only way to
finance large projects. Then, we are primarily a “supplier” rather than a producer or
gmmwufgumddmkhy,ﬁhuughw:huhmmmn[bmhpmdmﬁmmd

ion, We buy, sell and rrade both commeodities. We are like an all-sesvice investment
m.#upt that the currency in which we trade is energy.

The lines berween energy services, and financial and telscommunications services, are
ngmmnmmmmymmkmmmdmpmm
enable energy users and suppliers to treat elecrricty and gas as hedgeable, nsk-maddng,

highly liquid commodities. We are now at the point where the isolation of energy services

from the global trading regime has become a major problem. Big economies are playing
cmﬁ-u?hgfsmddn:gidqrduegn:hﬁmmrmﬂﬂmhhhm@aﬁn;muhpm ®

as the Ada Pacific Economic Cooperation or APEC. The reforms are happening so
fast that virtually amy publicacion is oet of date by the time it gets to press. The Asian
financial crisis spurred a new round of energy seetor reforms in South Korea, Thatland, and
Indonesia. In some product lines, in some sectors, the US may be in the lead. Bur countmies
and regions are now vying to get abead of the curve, to take advantage of the benefics of
energy restructuring and the new energy services industry before their rivals. Energy reforms
have proven to be a magnet for investment and wealth-creation. Mations want in.

The new GATS round should incude energy services as a priority item. Energy services
have been left our in the past. To the extent thar the international trade policy camamunity
has grappled with the issues at all, it has stumbled over the question of how to draw the line
berwreen " and “service” in this industry, We in the US industry would like to see
the broadest possible definition of energy services. For one thing, the more commuoditized
these markers become, the less it matters where the product onginates. For another, GATS
1995 and the 1997 Telecommunications Agresment have set important precedents for
national trearment of service suppliers, and competition policy, that will apply to energy
services but not 1o energy products.

Negotiators will find many parallels between their work on finandial services and
telecommunications, and energy services, but there will be much that is unique to the energy
sector, as well. In this contexs, we would like to recommend that policy makers and "=
negotiators make use of ground breaking work on enengy services done by regional
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economic organizations, in parnonlar APEC. APEC has engaped in rwo important processes:
" one to establish regulatory best practice principles for independent power producers and
natural gas, and a second to define the industy. One of the frondes is thar the i
“What are energy services?” is both serious and provocative, APEC has designed a *mawix™
approach to the mdustry that encompasses both its traditional segments and the new,
ermerging busnesses thar are coming to dominate it

Let me close with a brief anecdote that may explain just how dynamic, even hectic and
chaotic change has become in this industry. As [ mentioned, Japan is preparing to deregulate
s elecmiaty and namral gas sectors, a project which its powerful unilities have fought every
step of the way. Hn:hng:gu.m:afnw]:pmmnmm“aqummmm
wanted to know the vanations that were possible berween independent power producers and i
cmmah@mmWHanhthwmmﬁmmmpﬂy
nmmmwﬁmWﬂmﬂMﬁEmm,udmmmﬂm
burning gric? Japaness a market power operation, $8€, 15
chm[pmqummmidﬂu%mﬁeﬁﬁnmufﬁunfimnﬁpﬂ&
Trade. He was mystified. “We do all those things,” was his Thtrﬂmht,wurhngm
tandem with regulators, has found ways to organize safe, cost-effective supply of
dmmm:bm&afmﬁmmmmmmmdm
plentitul electricty. We need to bring this message o the international trade community,
through GATS 2000, and do t soon.

Thank you very much. _ ®
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E. Joseph Hillings
Vice President and General Manager
Feslera! Goserument Affecn

&,
Enron .
‘Pﬂ 1775 E,m NW, Swity BN
Wshinghon, [ 200064807
(202} d56-F145
Faz {202) B28.3372
el rH oom
TRANSMITTAL SHEET
TO: The Honorable Lawrence Summers
Secretary of Treasury
LIS Department of Treasury
FROM: Joe Hillings
DATED: December 8, 19390
RE: Ken Lay's Speech — WTO Seattle Ministerial

Enron Chairman Ken Lay recently addressed the Business Forum at the WTO
Meeting in Seattle on energy services and the new economy.

| thought you would find the attached presentation to be of interest.

Sincenaly,

Encl.

Matural gas. Electricity. Endless possibilities.™
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E. Joseph Hillings
Vice Fresident and Genersi Masaper
Fedrral Government Affarrs

‘,@ Enron Corp.
(+/ 1775 Eye Streed, MW, Sulte $50
Fashingion, D F0M-4607

[202) (563145

Fax (202) AZ8-35T72
il EenFen.com

TRANSMITTAL SHEET

TO: The Honorable Stu Eizenstat

Department of Treasury

FROM: Joe Hillings

DATED: December 8, 1999

RE: Ken Lay's Speech - WTO Seattle Ministerial

Enron Chairman Ken Lay recently addressed the Business Forum at the WTO
Meating in Seattle on energy services and the new ecanomy.

| thought you would find the attached presentation to be of interest.

Sincerely,

Encl.

Matural gas. Electricity. Endless possibilities.™
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ENROM, WASHINGTON
1775 EYE STREET, HW
Sulte 800

Washington, DG 20006
213-486-9145
202-828-3372 (fax)

FAX COVER SHEET
DATE: 11A/01 11:52 AM

NAME; fax number:
T

The Honorable Lawrence H. Summers
Secratary of Treasury

U.5. Depanment of Treasury

1500 Pennsyvania Avenue, NW
Aoom 3330

Washington, DC 20220
eo2-g22-1100

202-622-0073 (fax)

FROM: Linda Rabartson, Vice Presidant, Federal Governmant Altairs
Jog Hillings

Lora Sulfven PHONE: 202-466-9142

FAX: 202-828-3372

Murmber of pages: 3

Please see sttached presa release regarding Bill Archer’s declsion to join
PricewaterhouseCoopers.

Regards.
Linda Rebeartson

TO 6228873

by
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PRICEAATERHOUSE(COPERS @

Pricowairrtweyeleupers LLE
L300 Avépyge G e AMENCIE
Mew Yoak, MY 186319
T:I:Fi'me 21335510

Contact: Marc Eiger For Immediate Release
(212) 259-3760 January 17, 2001, 7:00 a.m.
m igerE al.oom
Bill Archer,

Former Chairman of House Ways & Means Committee,
Joins PricewaterhouseCoopers

WASHINGTON, DC, January 17, 2001—Rill Archer, former chairman of the House Ways
& Meens Committee and Texas Congressman for the past thirty years, has joined
PricewaterhouseCoopers 23 a senier policy advisor. Accher will provide advice to the firm's
clients on Federal policy mamers and will alss focus on trade and international tax issues. He
will work with the firm's intemnaticnal offices and global clients on 2 wice variety of issues
facing multnaticnal corporations.

Archer will be based in Washington, DC in the firm's Washingion Natonal Tax
Services (WINTS) practice. Dwue to his extensive visibiliny and contacts in the Houston afes,
where he hes represented the Seventh Congressional District since 1971, Accher will help the
PricewaterhouseCoopers affice there build stronger relatonships with local companies.

“Bill Archer's experience and distinguished record of accomplishments in Congress
and 23 Cheirman of the House Ways and Means Commiree will add a new dimension to the
services we provide our cliznts and will also help our finm better deal with Federal policy
issues.” said Samuel A. DiPazza, Jr., U.S. chairman and senior partner of
PricewaterhoussCocpers LLF. “This is a new position within our firm, which we created to
take adventage of Bill's special qualifications end vast expertence in the tax arena.”

Ascher's distinguished govemment sxpenence includss:

Member, Unired Scares Congress, [871-2001;

Chairman, House Committes on Ways & Means, [995-2001;

JToint Committes on Taxation, 1988-2001, Chairman (1993, 1997, 1995}
Texas House of Representatives, 1968-1970.

o
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Page 2

Among the numerous awards he has recaived:

National Fedsrarion of Independant Business, 2000 Lifenme Achievernenat Award:
Smal] Business Council of America, Congressional Avward.

Marional Federation of Independent Business, Guardian of Small Business Award:
warionza] Associated Business, Wachdog of the Treasury Award;

Citizers Against Government Waste, Taxpayers’ Hero Award:

1.5, Chamber of Commerce, Spirt of Enterprise Award:

Tax Foundation, Distinguished Public Service Award,

Small Business Council of America, Congressional Award,

Narional Venturs Capital Association, William A, 312iger Aw ard.

# ® & = =

Archer is a graduate of the University of Texas at Austin, where he received BBA and
LLB Degress with Honors.  This year, the University ereated the Bill Archer Center, 2 new
cempus and fellowship pragram in Washingon, DC.

PricewaterhouseCoopers (www pweglobal com) is the world's largest professional
services organisation. Drawing on the knowledge and skills of 130,000 people in 150
countries, we help our clients solve complex business problems and measurably enhance their
ability o build value, manage risk and improve performance.

Washington National Tax Services of PricewaterhouseCoopers provides prefessional
tax adviee and counsel to most companies in the Fortune 100, & large number of Fortuns 500
companies, and financial seTvices companies. Tre practice has epproximately 500 parmers
and sraff.

PricewaterhouseCoopers rafers to the US firm of PricewaterhouseCoopers LLP and
other members of the worldwide PricewaterhauseCoopers orannisarion.

¥ 0w

Note to Editors: The same PricewatethousaCoopers is one waod. with upper cxse P, upperease L, and all oaher
letsers in lower £ase.
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Kenneth L Lay
ChadrraH gnad
Dl Exvenlive Ofiver
%
Enron Corp.
P . Box 1154
Hauslon, TX T7E5-1185
JEII'I'UH-I":." EE 2001 rﬂ!!.l :153-5.‘}_':
N Fax [F13)] 555111
The Honorable Paul O'Neill btk oo
Secretary
US Depariment of Treasury
1500 Pennsylvania Avenua, NW
Room 3330

Washington, DC 20220
Deaar Paul:

In my capacity as Vice Chairman of the Business Council, | am writing to
invite you 1o address tha moming session of our winter meeting at the Park Hyatt
Haotal In Washington, DC on February 22, 2001, If you are able to join us, which
we very much hope you are, we will work with your staff to determine the most
conveniant time for you fo speak. We envisage about a 20-minute speech with
10 to 15 minutes with our members,

The Council, formed in 1833, is a volunlary association of America's top
100 or so business leaders dedicated o service in the national interest. As a
gathering of current and former Chief Executive Officars from vifually avery
major industry, the Council is entirely an educational and deliberative forum. The
Council does not take positions as an organization; instead, it provides a forum
for exchange between the leaders of the US business and government
communities in an efforl 1o achieve grealer understanding and consensus on the
importan! issues facing our country,

Our winter maeting Is hald in Washington, DC in order to facilitate broad
participation by our nation's top political lsaders including the President, Cabinet
officers and Congressional majority and minority leaders. We would be delighted
to have your participation at this winter's event.

Pleasa feal free to call me direclly, or have someona on your staff contact
Philip Cassidy (Business Council) at 202-298-76850 or Linda Roberison {Enrcn)
at 202-466-9158.

Sincerely,
Jons

Natural gas. Electricity. Endless possibilities.™
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Jeffroy K. Skilling
mwammcﬁm
Enron Corp,

".:? Lo T409 Smith Sirped

2 Houstom, T 77002
F13-EXI-6R

P Box 1108

Hewsten, TX 77250-1183
Far 7136468181
ferfakditin pflem riem v

Apnl 9, 2001

The Honorable Paul H. O Neill
Secretary of Treasury

U.S. Department of Treasury
1300 Pennsylvaniz Avenue, NW
Room 3330

Washington, DC 20220

Dear Secretary 0" Neill:

I appreciated the Opportunity to visit and to talk to you shout the West Coast energy
markets. As this debate continues 1o unfold, we stand ready to be a resource (o Yo
whether it 15 policy analysis, economic research or historical industry information,

I look forward 1o seeing vou soan,

Best persemal regards.

Sincerely,

Endless possibilities,™
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2001-SE-003680

Jeffrey K. Skilling
Fresident & Chisf Executioe Officer

"‘P s 1400 Sty
713553

B} RBox 1755
Heuston, TX 77250.2158
Far PR-685 B351
foreadid e e vy o

April 9, 2001

The Honorable Paul H. 0" Neill
Secretary of Treasury

U.S. Department of Treasury
1500 Pennsylvania Avenue, NW
Room 3330

Washington, DC 20220

Diear Secretary 0" Neill:

I appreciated the opportunty to visit and to talk o you about the West Coast energy
markets. As thiz debaie continues to unfold, we stand ready to be 4 resource to yoo
whether it is policy enalysis, economic research or historical industry information,

I look forward to seeing you soan,

Best personal regards.

Sincerely,

Endless possibilities.™
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DEPUTY SECRETARY DAM DAYBOOK FOR THURSDAY, APRIL 5, 2001

1. [OUTSIDE SCOFE]
2 [(B)E)]
3. JEFF SKILLING (ENRON)
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Jeffrey K. Skilling
President and CED, Enron Corp.

Jefirey K. Sldlling is president and chief executive officer of Enron and sits en its board
of directors. Jeff joined Enren in 1990 o further develop the company’s acnregulated
merchant business within Enron North Amgrica (EMNA), formerly Enron Cagpital & Trade
Resources. Under Jeff's leadership, Enron picneered the use of risk management
products and long-term contracting structures in the natural gas industry and has sinee
applied similar concepts to the l:ll:ﬂ‘:h'iﬂft:r' industry. Today, Enron is the largast
independent buyer and seller of natural gas and electricity in North America and is
extending its capabilities to Internet broadband services.

Prior to jeining Enron, Jeff was a senior pariner at McKinsey & Company, where he
oversaw the firm's woerldwide energy and North Amencan chemical consulting practices.
Jeff also served as a corporate planning officer with First City National Bank of Houston
and as an associate with MIH Mightingale and Company, Lid., &n investment banking
firm in London, England. Jeff received a bachelor’s degree from Southern Methodist
University, and an MBA degree from Harvard Business School.

In addition to his responsibilities at Enron, Jeff sits on the boards of directors for the
Greater Houston Community Foundation, the Houston Technology Center, and the
Houston Branch - Federal Reserve Bank of Dallas, He is also a member of the Advisory
Board for the North American Electric Reliability Council. In 1997, Jeff was recognized
by the New Yark Mercantile Exchange (NYMEX) as the first recipient of its Director's
Award for Global Vision in Energy.

Enron is one of the world’s leading electricity, natural gas and communications
.mmpaaﬁes. The company, with revenues of 3101 billion in 2000, markets clectricity and
natural gas, delivers physical commedities and financial and risk management seriess to
customers around the world, and has developed an intelligent network platform to
facilitate online business. Fo#fune magazine has named Enron “America’s Most
Irmovative Company™ for six consecutive years. Enron's Internet address is
www.coron.com. The stock is traded under the ticker symbol “ENE."

0321401
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lation experiment. Enm:n; powar prices have pushe-i the
state’y utilibes to the brmk :-:I'E..thup‘l:-u:.' ad foreed Thied

World-style blackeats scross the wosld's sbohelaspest ecano-
my. Enron and cther electrivity merketers and generators sre
being investigated by the sabe attorney penerad and sued by
constimers wmid accusations of profibeering and mariet ma-
mipulston. “Evers trading company in the couniry has besn
Tgstingr on Califormia, and Enron is the shrewdest of them all,
They wre like shorks jn a feeding frevay,” says Michael

Shmuu.mmeﬁm:-rnftthnhrﬂmmm A |
.n.li].'m'h..:n:l'{:n]'ﬁ‘lr-'

t::m Wetwork in San Diege. Enron, an
eda's deregubstion plam botly denbes those chargea,
FRICTIONLESS? The glaring spotlight on Californis’s botched
piiempt =t dere opets Enma in the unenmdorfable mis
of defendirg its rafien] bosivess model Though often groaped
with utilities, Enron

et ',;EE—_EI“'E-.-. =

produces little power
itzalf and swns rela-

tvely Hetle In the way
of hared assets, Instead i has ploneered the fnanclalf=ation of
eoergy, making the company mere aldn to Goaldmsan Sachs
t5an 'I:'qr.:g:nhl;:a.l;.p:d Edison [t impeesalve profits streasm g
5q-.||.m:q. pat of 2 btmrest of often low-margin trades, i
which it huys and sells a dassling varety of combracts. T]'I.-E
mare bavers and sellers, the better for Enron, which iz new
twiee the gize of its pearess compeditor

Enron exemtives pwint this ws nothing less than a holy
war o0 inefficiency, When the power pmnts are i up,
serappy Enrn believes it can theive by delivering just the
pEndaets and serviees pm-l.iuu.’l.a.l' cugbofmers wank moat. And
they're thinking way beyond jost energy. Sldlling, a former
WeEin=ey & Co. director (page 81, is now appiving the mod-
el to & elew of pew markets, including data storage, steel,
evin nehrertising spree. He believes the esmpany can thrave os
g ks maber “Whether it Enret or mot &= almost frele-
vant,” says Skilling. “Tt's going o happen.”

For now, though, California’s erisis hos abruptly stammad
the brakes on efferts to deregmelate ULE rewail elsehiict;
sabes, which asre wader nay In nesriy 25 cther stotes. More-

i BI.IEIHEE.'IT
] *-n_nr..:ntEHT&
= SHOR

i rom c ::m___a-.. ﬂﬂl&‘]‘.h-_

all
A EphETr "lﬂ—ti'-'..—l-'q-ﬂ- R Te e S

ower, that mess may prave Lo ke the dexth kmell for industey
hopes that retail deregulstion wonld spread far hevond the
20% of 1.5 businesses and homeowners who Dow can pame
their own electrdty supoller. “Decegulation has et & lot of
momentan,” asys Kemm C. Farney, viee-prasident for electric
| powers &b copunalling firm WEFA Ine "It hard to argue thas

this has resulted in bwer bitle ™ Even in oversens marksts,
whers Enren is coumding on hoge fitusse ghivg, supperters ars
watehing pervously. Big utilitias, partionlarly in the south
of Enrope, “want to uee California te slow dowmn libgeiiza:
tiom,” says Jan van Aken, seceetary gesesal of the Eusa-
pean Federation of Energy Traders,

I3 not hard 1o see why Bure, the old regulated syetem
wHE expensive, bt ad kast we Imew the Gghts would turs an
when we the switch. However, Bldlling and others ar-
gue that the o in Califeinia has obscored the ressons for
pushing deregulation in the first place, The old utdities, he
saFs, Swers i.:1ur=|:'|.i.|1|.:.' Eperte and ];lr:n-_-:led hormible sers-
fee %o thair sustomers,” Under the repalated model where
ntiEties could simply pass on costs to customers, thay lackad
mesrtives 1o whlss Snsaly maore efficiently or to oder in-
novative sarvlees. In Callfoesda for instance, business leadars
pushed for deregalation because ther were paying 205 mars
ior power than their coantorparts in other pares of che oo
. At the same tme, the utilities themseives were operating
high=cost plants with litthe acoess to capital to fx their prob-
berrs, sivs Farnsy The upside of deregulation? “We have a
oremendots awoant of new canstractien. In's a dives seeuly of
the industry having new aceess 1o eapital mabets” he soys

Cme of the bipgest proviems novw i5 that the ration i3 na
mixddled state: betvwess |'.-;l..|:'-'.|:.:. and derepralation. For in-
gtarce, freezing retafl pric
Califoeria whils deregul
utilities shop ledt the por
skyTocliaring SnerEy casts Jan
firancial codlapes, Panl W,

Al Wk
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TAE EMADN WAY
Enron makes money by frading commodities and
other comfracts, Em'e'sﬁ-:rw if works:

PSRN 011 1 ey
LT huamnmtn ]H'{m'li'l’. an aluminum smieltar
with electricity at a fxed priee for thres years, Enron
bays aluminum Eom the smeltes .
Prices move down for aluminom and up for electzicily,

Etiren pays the smeltar o shot dewn temporazily,
higying cheaper ahmminum in the maret to m&ﬂtm

smeltar's commitments,

Emnn&mnlh&ma[anﬁiﬂtre]amﬁmahlusﬁer
ma:ﬂ:etprm
N o A G :
..ﬁ!ﬂﬂﬂthlﬁﬂﬁtﬂﬂﬂﬂﬂlﬁﬁﬂﬂﬂtﬂml
' dematwempmfentugaumthntmﬂnﬂhﬂlmm
puirt, sales of winter clothes, |

2 hmqmmmﬂmwmﬂ:hﬂﬂ .
mngtpnythnmtﬂhramhmmnunt ﬁ:nrem‘.rﬁegma

ar | UESTIGATIUH of efec 1 rie }h» markefers

'-:lu:lfl![mmt,m.;w'n
w5 made m the 1970 with the
oo, whin paping laih m e
mertgages, whils paying r Tatés an ferm
dapasits, "There's 1 widespread opisiom in the amdemic worid
that regulation {s had bot partial and phesed-in dersgulation
iz ruch worse," says Macdwoy,
Ehiﬂmgargumthmﬂmvn’:::pﬂi’mtﬂﬂmthﬂmm-
ifornin is minimad, T biggest besiness is I the wholesale
Mmmammhmdmﬂmm-
der federal law slready have tr
tririty suppliers. And whalessle markets In Enrope and Japsn
are rapidly opeaing thédr doors, That explaing why meet ab-
gervers believe that Enron will emerge with its earnings
emgine intact, *We o nob expect the Califoenia sitnation to
have amy slpnificant fmpact on Enron's finaneial cotlook,”
gays Skillimg, whao iz set o take over the cEO title from En-
*anﬂh]mmmitmnﬁennﬁhLLarmFeb.E In the

that ta ﬂrhlundﬂthﬂreg-
in longtorm amsera, ke

{ federal rules for maving

fourth quartar, Encse’s sore wholesale trading and serviess
bimsiness reparted Meorne of 5757 million bafare nierest gnd
taxes, nearly tople that of a sear carller Enron’s tomal ner in-
carne exchuding nomeeamring tems shee up 22% for Al of lp=
wear, to 3127 billicn, on sales of S10ME billiom, op 1505,
Physical volumes of g=s amd elecricty deliversd jumped
35, beosted in part by EnronOeline, the company’s yaar-old
Web-based trading aperabion.
FOWERFUL ALLIEZ. Dnder a rew Repmblizan Adminisirs-
ticn and s President with strong tles to Law (page 750,
Washington isn™t likaly to derail deregulation. i anything,
Enron will be using the crisis to push for mare favorabls
electricity from state to state,
which eonld hoost its fexibility and trading options. Cee-
tainly, Cuart L. Heébert, the new chairmsn of the Foderal En-
ergy Regulstory Commisgon (FEZC), is a free-market ad-
veate fHendly to Enron's views. “T don't think California (3
galng to be any lessom that stops Ameriea from wanting
ehodee. IFe going to be a leazen that allows Americs to
learn what not to do," he says.

24ill, Skilling apd Lay will have to spend precions tima
ad energy on & deregulation baitle that Enron sesmed
wall on its way to winming, Already, Oregon, Arkarsas
ard Nevada are considering a slowdown in their deraguls-
tian planz, while mortheasters states kave put in place
whelgsale price caps. Some Westarn want Con-
greds to foree reglonal price caps o8 the wholssile slectric
ity mariet. And Represemtative Petar A DeFade (D-Ore.)
i5 ready to infroduce an “energy re-regulation” bill that

h HHFIHI way

wod overfarn the 1558 1.5 Energy Policy Act, "Elec-
tricity i not o commodity Bt for the eompetitive market-
place. Private nvestors don't have poblie safety in mind.”
zays Doug Heller, consumer sdvoeata with the Foundetion
for Taxpayer & Constumer Fights in Samta Mo, Calif,
which is pashing for o referendum to have California take
over muach of the power systeim

If that kind of redical sentiment spresds bayond the Cali-
fornia horder, Enran epuald fnd its growth prespects, even in
the £220 bilfon wholessle market, sharply curtailled. And it
wionld sarely be bad news for Enron's latest effort o creck
the retail markst: a separately owsed company farmed last
May with then-America Online Inc. and MM called the Mew
FPowar Ca, Enmon toisd four pears ago Lo enter the residential
merket in Californin bat queekly becked oot whes it found the
state's new rules woukdn't let it turn & prodt.

The hyperconfident Skiling is wnrepentant aboot his come
pan}’ulnngrnlaundmphh.ﬂummdf:mtmﬂa
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fror walatility, not high prices, be says, In Califar-
rii, whers Enron doesn't own pHrwEE p.i.a.]'l'LE. e
company issists ik i dealing ip thin margins, "De-
peating how markets are swinging eround day
to day, we're efther making a Bttle monay or losing
& little mon-

ey an that,”
::% says Lay, al-

‘i'--

Lymch & Ca., opersting marging are getting thin-

. — s o

[ — S —

15 THERE ﬂHT’ﬂiiHE THEY GAAT TAADE?

mmwmq&mm@mmm
o sales bo wbiliies and other wholssale cuslomers showld grow af
@ 85 fo #0% ennial pacs for ot lexst several years, i saps. Bowever

the compay &2 ale branching out fndo entirely new marketz | -

= though  be T e
won't break out specifie for California If :"E]rm
. A ; mdmmﬁcﬁwﬁhilﬁhlﬂjmlﬂmmm
anything, says anslyst Dooato J. Eassey of Merrill w i ﬁ:rbigl st comers }

nar—in the entire whelesale bosiness they were -
24T last yans, #8, 4.7% in "0 and 3.56% im "9E.
That's (LK, says Bassey: “T1 take that margin
mmﬁthaﬂ%mmgnmwﬂtntemthﬂ

[wholesals] business."
In its glesming Heoston office tower, Enron has
ing markets in T
s

keep its markets Higaid. o )
A big part of the valne Enron provides is heiping

*-Ita.liﬁl]b:.'l]imwuﬂ&mde
ms.:‘urﬂtﬁlrmmmm[ﬂmm
Hﬂthmdiugandmnm]qm.:':_ -

f.:tumstn amrelhh]eﬂlreﬂ.ﬁ.

L oL oY e L2 ey T

enmpanies mansge Halk e the risk of big —
pries swings or delivery snafis, exnple Tn 1800, Pee-
plea Gas, Light & Cole Co. of Chicagn, 3 locsl distribation
company, signed & fve-year ges procurement desl with Enron
Enron took pver Peoples’ scheduling of gas pipelines and
siorage, asseks that Enron thea conld use to meet commit-
ments for & brosd soruy of other customers. In tha meantime,
it procures gas deily as Peoples needs i, provides working
capital, handies pecounts receivable and payehle, munages
glorage, and finences the gas in starage, fa our distine-
Eive compeben ing the whole thing to the table”
gays Slalling, “MNao apes.our equsl in thet.” And Enron hag
cnested pantrasts to manage other kinds of risk too, indnding
weather,

Exron's derogulation roots remch back to the earfy 70s,
when Lay, an escnormist by traising, began prometing opening
gus markets as an Under Becretary of the Intsrior in the
Mizon Admintstration. In 1986, Lay tock over Enron, the
product of 8 merger between fwo pipeline smpanics. He
warned federnl regulabors that pipelines ke his were in denger
af sinking under rules that crippled their abitity to cmpete
with low-priced oil The FERC finally changed the nies starting
in 1955, fresing ubifities to shop Gor gas and the pipefines o

rapidly becoming the largest hoyer and seller of gns in North
America, 15 then puzhed nust 28 agpressively to open whelesale
nd refail elecricity mackets, Lo the chagrn of the natoeds en-
trenched utftes, In Ohio, & offered comavmmess conpees for fies
plesteiciby to buld polified soppart for devegubstinn. In Cal-
furnda, it felded an army of egalatory attormeys o battle the
shabe’s wilities aver the roles of an
sEmIcUs PLAWS. The zeeds of Califtrmia’s energy debacle
were planted long before deregalation set in, thoogh, Thanks
to efvironmentsl concstns, poor planming, and uneertainty
ghout the rales of deregulation, California’s power supply in
recent yearz has been prowing far slower than demand,
which was driven by an expsnding population and its bn-
creasing use of energy-sucking tachnology: The badly Bawed
1954 daregulation seheme—anme terme of which Enron and
others fought from the starmt—only exaeerbated the prob-
beme. Tt incloded a pricng system that prevented wtlities
frnm loeking in long-term sapolies at foved preiees and from
passing o higher fuel coets to mustomars. Withoat rising
pricea, eonsamers hed oo ineemtve to wdues demomd and wil-
ities emzldn® pay bheir saamag ol tolasnle pir 2F Lkl

Q0100000000393
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seared] aWay 2omwe power sunolisks acd ereatad the Anamcial
erisis from which the state iz ztill tmring to dp ot

By pow there is pesxdy universsl agreement that the biggest |
faw m Lalifmmia’s deragulation péan w=s the decsion to forea |

their power needs one
diy in mdvanes from a
newly ormed estity

ealksd the Califermia Power Exchange. The theory was that the |
exchage woukl provide the mest tanspament prices, sl |
weiry Buper and seler kad to operate theough & Whatevar |

power dida® get bowght through the exchange wonbd be pae-
chased on a last-rdnute basls the follewing day by another en-
tity eafled the Independert System Operstor (o)

But many observers believe this two-step setup ancour-

L alo T
er to the exchange snd nstead ﬁ!—l H-I-“-l]“- 11—‘
b0 wait until the last minute to
sell power bo the 150, whish ot of desperstion wouald hawa
to pay higher prices. In three lawsuits, sonmimer groups,
muricipal wster districts, and the City of Ban Francises
allepe that Brron and other electridty mareters engaged In
uslawfil macket manipalation. Several investigations so far
have failed to prove collusion by Eorcn or otbers. But dme
gtudy sald that the soaring prices eouldn't be explained by
guch factors &= high demand and rising fuel and envicon-
mental posts. “We eoncluded that power wis being withbeld
inexplhicably, at the exact time at which prices were mesl
vulnerable to mamipulation™ =says Edward Ezhn of the
Analvsis GronpEconomics, & eo-gither of one atady backed
by the parert of otilify Southern California Edizen. Adds eo-
suthor Psul L. Joskow, & professor of ceonpmics at Massa-
chusetis Instituta of Techoology: “It was bad regmlation, bad
market design, bad tock, and greed.”
=T ROLLMG OYER Enrvn dismisses the stndy a2 Sewed and
1led to fiover the atility that pald for it. Meaowihile, the

Aarney generals offfee, gtate Publie Utility Commission, |
and FERC are all continuing to investigsts. Califrnia’s cur- |
| cluding a gas production plant in Indis and a wind-power
| eompany in Californis, In the fourth quartar, the compory

rent plems to fix the problem inwalve the stats becomdirg the
leaid bugyper, throweh long-Lewtn eonbraeta that take tha un-
certainty ont of pricing. The Power Exchange s being

ubilities to buy all of |

competition more aggressive:

| phased oui, Enron spplaads that move, And avam some of
harclpst-hit. pows asers in Calfirnin haven't gives up ea
deregalaiion. Caillfornis Steel Industdes Ine, a Fontana
(Calif)-bazed steel peoduess, lost power 14 Hmes in Jastar,
n::st::ng it millions of dollars. Yet Logarenco Gomealves. its
| president and cEo, is not sdvocating o return bo repalaticn:
| “Deregulstion is & good idea,” he sy *We just need to
| tzeat this like a buzinesz and fix what went wroog™

The energy erisss comes just a5 Enron bs vigorously pach-
iry its promise of afficlency and lower priees into 2 shew of
naw eofisgodines, *“Look at ]:-";'ll'F- and paper [aok at all
| emews HovsToN ;{:um: salesmen wia play golf all day.

TRADING FLOGR: at a eommedity, for eeving eut loed.

THIN MARGINS AND Fou don't nesad to play golf o zell 5

GROWING VOLUMES  commedity,” blarts Sldling in his typ-
ically blunt style. In these new
arenss Enren won't face the kded
of regulatory obsteeles it must
eliminate in energy. Bul it's oo
wonder that many players will re-
sist what they Bee & an drrogant ]
ared menasng middleman, The Cal i
Wrrnia experience gives them new
ammanition, Eoron and ofher
traders “qurs az hel haves't done
p very good job of protesting the
American pobbic from the rising
price of matarsl gas or electrcity, 1 h
don' see that they brimg any real i
value ko the steel markstplacs” ;
says Dhandel B. DiMiceon, cEo of
Musaor Corp, one of the nstiopt
le-:ading: steelmalers,

In ome of his fizst big beta cat-
gice of the energy patch, Skilling
e attacking the telesammunien
tions indusiry. In the past year
Enron has spent pearty 3500 mil-
lon to crestz itz own high-spesd
fiher network. But the goal i= mot
toe be a taditional telecom player
[nstead Enron wants to erpoate o

TP

o

5 IS sure

" vast spot marke! for high-speed sommumicstions capacity,
and uitimately 2 futures market. Considar its deal with
Bloelchuster Ine, The two signed 3 30-veur pact for Encom to
deliver movips-on-demand to Blodiester sostomers, & sary-
ice that’s now in four test marketa, Instead of having to
biild 5 o%n network and coordinate 3 multinde of agres-
ments with loeal high-speed communications providers,
Blackhuster tarned the whole thing over to Enron, It pays
Enson per movie, getbing only the capacty it needs, when 5
peeds it For now, these movics are moving mestly on En-
ron's 13,500-mile fiber network. Bal as a rebust macket for
trading beandwidth develops, Enson conld phock the esacity
it popds from other communisibons O, It LY &V
gell its fiber netwerk when [t ne bnger peeds the physieal
capacity to ensure delivery to It castomers. “The misuate [
don't nead ik, it gone,” says Skilling.

Indeed, Enron's new GEO has alresdy demonstrated that
he doesn't Hnger over troabled assets. To help fund its vast

smhbitions, Enron axpects to shed moee than 32 billion in
plants and pther properties aroend the werld this yaar; in-

K1 Bk

teok n FE26 millicn aftertax charge o cover probiems ak
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Azurix Ceorp., its failed water business that's Hkely to
be busted up. Under Skilling, Enran i5 essentially sban-
doming %5 onee-ambitious plan to build power plants,
papalines, and other feilities around the globe
Now,
build aszetr

Eoren will
whirs

i _ ) tha trading opsea-
bons, mcluding places ke Spain and Japan, Rival eseegy

they clearly suppost |

murketer and producer Dynegy Ine. of Houston questions |

Just how competitive Erren cas be without o significant
physical presence in ita new commodities “to give yon that

_Ll-_u-.. "rou don't really have a campetitivs sdvantsapa " Buc
vesters don't saem worvied, Indeed, Enren's stock 45 un
about 173% in the past two years, “Ome thing shout Enren
5 theyre incrodibly well managed, very smart, and epbre-
prenenrial” says partfolio manager Robert [. Shess of
:_I'a:ehu'.d-':r A Lapital Managemant Ine “Therve |::-n-.-|::-|
they deserve the beneft of the doubt.”

As Enoron gets bigges, meinkxining its entreprapeyrial
salture and =0 rb-management contrals will surely prove
i_l:-iggwa*: challesyre, And more sampatition fom steong [—jn!{,
ie Dynegy, means *a lot of the margins are Eving to go

wwny," BRYS one ottty analyst. “Eardy entrants pet peneegis

neremental mtaltigence,” says cea Choek Watson, Without

w3

——

EMRON'S BIG WHEEL HAS

= =

rargins that attract other eompedtars™ Ome of

the biggest

S

ftself om #5 "ean-do” atttude. But

when £ coenes to prodding gov-
eroment. palicymakers o ackion, no-
hody comes close to Eneme Carp, cE0
Eennwth L. Lay. “In recent vears,
that has become Een-do,” says Chase
Untermeyer, dirwetar of government
afairs at Coripayg Ceemputer Corp,
and chairmen of the Texns State
Board of Edurstion,

Bo what ke Ken done? [ Hous-
tan, Lay Jed the fight for a mew base-
ball stadiumn, which opened last Apeil
undar the Enron name snd with 2100
milfion of it funding, As chairman of
the Goremor's Business Counel un-
der frmer Goveroor Gaorge W, Buak,
Lay pushed for amd won state eduea-
tinn redorm, Btgation eurbe, and tax

T:nﬁ buginess bss always prided
1

'Lay was PRESIDENT BUSH

miiE In Washington, Lay's armory of
lebbyists has sonpht everything frum
elevirizty deregulation to tax break=
Now, with Bush in the White
House, Lay stands to becnrms con of
the most infloential corporate players
in the couztry. With the publiz feree
aver Californin’s power crisis, he'll
wTUEE iy stave all eries for rg]'e-g;:a-
don of electricity, Says Craip Meloo-
s, exesstwe director of Texans for
Public Josties, a Eheral eorsiomer ad-
wogacy groups “Enroa is at the top of
the tap group of corporations that bas
the ear of George W, Bush™
“PICMEER" Indesd. the tdea haiwesn
thé Texans run deep. They share a
backpround in the epergy business
and a Dree-market worldview Lay
was & big backer of the first Presi-
dent Bush, whoze Secrotary of State
Jamess A, Baker TI1 and Commeros
Eeepatary REobert A, Mosharher waps
hired 55 Enmon esnsiultants affar
Eush's B2 defeat, Enron was the

= =y -
s
o S

2K e

younger Bush's leading patron in
Anstin, donating mere than 350,000
to the governor, accarding to the
Center for Public Integrity, a Wash-
Ington watchdog group. When Bush
set his sights cn the White House,
Lay was ane af 212 "picnesrs" wha
raised more than $100,000, and En-
ran wad the campaijm’s top suppiies
af carporate jetz. Enron danated
250,000 for the Repuhlisn nautional
aonvection In additien, Lay sent tha
maximam 33,000 to the Flerida re-
coant legal fund, and gave 100,000
Lo the ingugarzl comméittes,

Lay, whn steps down &8 Encon's
e enosth bat will remsin chair
man, intends to slay plapred n. Dae
ing the Pregidentia! sampnign, he
witk & key Bush adviser on anergy,
He has sinee been pamed a s
tion adviser™ o the Enargy Dapt.

A HEAVY TREAD

'S leading
patron during his years in Austin 3

SomEy HEN LAY AT THE OPEN-
ING GF ENACM FIELD
WITH PRESIDENTS
FORMER AND CURRENT

High cn Enrom's list of
priarites s federml su-
tharity o approve intee-
state aleciricty rammis-
Zon Unes. Lay s be
was willing to serva ina
key Push Cahinet pest
but dide Iebby for & fak,
and no offer e *Towe
got & job, and I tan sup-
]p:lrt’Pre;ldem Hush in g
ol of cther weys, |
ke T did his fashar™
Beyond the White
Hmss, Earen has & vast
kabbrying opesabion thas
gﬁq‘m mmues ch as
tlatinm, tax breaks,
telecnen, trade, smd eovi-

rmmental quality. Whils Enron tits
toward Repuiblicens, it gives penerons-
Iy to both parties, In the 2000 election,
the compeny 2nd its top execs fun-
raled §1085,350 in salt money 10 Re-
pubfcan Party conmmitiess and $519,565
ta Democrsts, says the sonpartisan
Centir for Eesponsive Palitics,

Theee who have been subjested ‘o
Enron's kebbyieg efforts =y the s
pany is parsistent bat not overbearing
in pushing its agenda, *They are fores
ful ard they are persmssive" saya for-
mer Hill staffer Diavvd M Nemtzow,
nonw pregident of the Allianee to Save
Enargy, & noopeaflt eoalition of comps-
naes and governmesnt officials, With
(riends in high plnses, the nest fow
rromths will determine just bow much
Honstor's Ken-do ear da,

Sy mchert & Diotlam gad

Lowre Cofoie o Waskin o
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szl is thet Enren simply ean’t ceeate the open meckets it
neads, Callfornia scands 3= 2 star'k veminder of that. Tf the
stace goes back o & “cost-ni-zervice” wiility medel, whers
utities simply pass through thelr costs to eonsaeeers, "that

woald eoge B teoo-

bia," says GHiling.
Wer Star I - But Skiling  snd
ather indostey players
dom't think thats likely to happen, as other states soch as

Pennsylvania prove thels deragulation models csn work, In-
daed, some believe that the aton's moddled effort to move |
toward deregulation 5 the best of all worlds for Eoron "I |
the mareat wers ceally coen and very, very efficient, there |

len a lot of need For these tuding intermedipcies,” 5BF3
Lavwrance J. Makowich, 8 sendor dirsctor of decorle poser b
zearch for Cambridge Energy Reseazch Azseciates, Lackiy
for Skilling and Erron, that's one vizios that's Hhedy to remain
a pipe dream for some time

By Wendy Zallner in Honslon, wifk Chrigfopher Palter
it Loz Amgelaz, Pater Coy in Nae Fork, ond Lowm Coke in
Washington, LLC.

For #a Etereiew with Shilling, go to the Feb. 12 tsue caling 22
wiw.Lusinessweskcon

DERRING-DO I THE CORMER CFFICE

sl Jeffray K. Skilling’s Eriends

:rz:&.l:t.".ﬂjl'! Skilling, with no trase

tom, first in operstions and then in ss-

shout the soon-to-be chied of En-  of modesty st and hebility management. Aftar

n Corp., and you're Bkely to Aftar gradusting with a degrenin be left, the bank went bust when oil
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“In every business we've been in, we're fhe zood guys”

£* ABFI'HMEM Jeffroy K. Skilling prepares to taks the reins of Earen Corp. an Feb. 12, he acknowledges that
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his new role of CEQ may require him to be a little "less blunt.” Interviaws with Bkilling at his Houston
hnﬂqnn.rtmm make clear doing so will be a challenge for one of the most innovative, provoeative playees in the
Energy pateh.

Thanks to Skilling and hiz more diplomatie countarpart, current CEO and Chafrman Kenneth L. Lay, Enron
has quickly transformed itsel? from a lumbering pi inbo North Ameries’s largest buyer and seller of nabural
s and efectricity, along with a slew of anergy- finacial derivatives. And it's quickly conquering E

and heading for Japan. While California’s troubles witk sloctricity deregulation have canght Enron in the
epotlight, Bkilling hasn't lost faith in free markets and how the %ﬁrmb&mﬁh&mm them. Here are adited
excerpts of his conversations with Dallas Burean Chiaf Wendy BT

@ When did you see that your trading model eould be applied in s much broader way than just naturs] gas,

where Enron started? ] ] e

&z The real breakthrough for us was electricity, Everyone tol 4 wa were erary, that this just absolutely

wouldn's apply, that gas and electricity were different.... I used to remember thinking, well, o what? [t3 a
 for crying out loud. 'We had the burden of proaf, but we wore right. We were able to create s markes -

Vary to the market in nataral gas. ¥

We'd hear talk about what business-to-business people were gaing to do in these vertizaly [bandwidth, wlae],

pulp, and paper]. It was almast naive, Wa've created markets, and we kmew what it took, And it's not as simple
as pu u sereen up and saying, O.E., everyone, come and buy and sell the stuff. Tt's logisties, the hack o .
the schedoling, the nsk managament, the credit — all the things that make markets operate. We've dopeitin
gis, we'va done it in electrielty, we're doing it in bandwidth, .

E But doesn't market knowledge count for sometking?

: Most of the B-te-B guys weren't bringing the market knowledge. Most of them wera from outaide the i ¢
[#nd were forming alliances with Industry players). We'd seen in the gas and the e]u:m-l-:itﬁahm-us that the
Ineumbents will fight you to the desth. Anyone trying to ereate an open, transparent market is [their] warst
nightmare, right?

@ What's different about taking on the ineumbents in these new arenas V8. energy, where you had some nssets
and market kmowledge?

A: We'll see.... Mayhe we're juat erasy encugh to think the parallels are pretiy clear, I think the challenge is
exactly the same. You'va got to ereate liquidity, and yoa have to creats s transaction infrastracture that allows
people ta [be certain] that if they need the produet they can transact for [it] at a price. Onee you'va got that,
then yoa see these markets explode. At least, that's baen our experience in gas and electrisity,

&Wﬁgﬁitmdﬂﬁmﬂhfmﬂmhgﬁnmﬂaﬁr&hrmhﬁnmn? i
A I you look at this whole eoneept of eresting marketa, the fundamental advantage of a virtuslly integrated
system vs, & physically integrated system is you need less eapital to provide the sames reliability. How do you
da that? [t a financial theory. Noadelivery is a nonsystematie risk. If a pipeline hlows up or a EGIOETass0r QOEs
down or a wire breaks, the bigger yoar portfolia, the greater your ability to wire around that.

S, I for example, I'm just starting in the gas merchant business and I'm selling gas from central Kansas to
Hansas City, if the pipeline [hatween those places] blows up, I'm out of business, For Enron, if that plpeline
blewes up, Il back haul out of New York, or Tl bring Caradian gas in and spin it through some storage fpcdities,
If you ean diversify your infrastructurs, you can redoes nonsystematic risk, which says there’s . Very strang
tangible network effect.... But you've got to get big, you've g0t to pet that inftial mariket share, or you've toast. |
That's why we'll comtinue to see shakeouts in this business, It's impossible to manaze Hak if vou're o littls player ¢

Q: Do yoo ses yoursel oz sart of trustbuestars in other industries?

A: If you walk around the halls here, people have a mission. The mission is we're on the side of angels. We're
taking on the entrenched monopolies. In evary business we'va been in, we're the good guys. That's why they
don't like us, Costomers love us, but the incumbents don't Hke us, We're bringing the benefits of choice and
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Tee markets to the world. You have no idea how frustrating it was in the early days of gas, They had built all
che rules to protect their monopolies. )

Q: Haz your broadband business developad the way vou thought it weald?

Az When I look at the bmadband bitsiness, we're way ahead of whers we wera at thiz [stage] in alectricity. W
did over 300 trangactions last year, which is great. The first year i eleetricity, I'd be surprided if we did 540....
There's a huge, hoge glut [of high-zpeed communications capacity]. This s exactly our environment. This is
oatural gas in 1988,

Look at the telecom business. What's the price of throughput? It's epllapeing. Tt's like gas prices did They're
all abzolutely leveraged to the hilt, and they need money. [He Agures that gives Enran an opening to créste
forward contracts that will allow such players to get Gnancing, &5 it did in the gas business.]

Q:Eut-inﬂaalmli udmw,thmaphmahnehmwuhngﬁmeudgmmmmmm
commedity ﬁmmmhﬂﬂmwwmmﬂﬂhﬂﬂmmmwﬂm
mar

:I!.' The old way they reduwced the risk Is they'd vertieally i_ulﬁ'mba. If you were Exxon in the old days, you
intagrated scroas the whaole chain... If you were afraid erude-cil pricas would go down, you'd own the refinery,
bag, becauze you liked it if crude prices went down.... That made a lot of sense.. because It was very pxpansive
ta make sure you could get relinble supplies of crude cil to go inte a refinery i you didn't own the erude ofl,

Well, now you go an yoar computer and get it instantaneously.... have somebody who comas along and
says hay, look, I'm going to virtnally vertically integrate because it's a whole lot cheaper, you're oot going to
ke cost-compatitiva, .

Q: Do you have a different strategy when it comes to assets than some of yoor eompetitors who are buying up

lanta? . .
E Ri El:uuw,it'amt a bad thing to have, but two years or three years from now... Electricity is a tatally
erentiated product. It's guizg to be worse than the commodity chemieal buginess, The last thing you want,
in my view, is & gigantic navy of power plants.

Iﬂutmmhutnmﬂmplumhrmrﬁtw,ﬂuwwldﬂmthﬂﬂ

: Financial inatitutions, insurance companies, and persion fends. They have the lowest cost of capital. What
wa should be doing as an industry is packaging them in a way where we take away the risks that they don't
hku.lgﬁdun'ﬂilm to oparate thingz. They don't like o take the risk on commudity prices. We ought to do
that stuff and them sell the underlying asset with kind of aa annuity return.

E Is there any kind of commediby that doesn't fit what Enron doea?

: Things that are really unique, one of 8 ind, knickkoacks. And any traly financtal eommedities Jon't do much

for us. I don't want to compete with Geldman 3achs becanse I'm not geod st what they're good at. They're not

ﬂmd &t what I'm good at. I want to foens oo things where there teénds to be 3 dedicated, unique delivery and
Eg&ahis system atiached to the commodity and a quasi-comummedity, If it doesnt have either of those, I'm not

real interested. '

Q: How much growth [potential] is in the energy side of the business? -

& If you lock at the wholesale zide, between the T1.8., Europe, and Japan, probably only about 20% af the
market has comvertad from regulated to nonregulated. I we just hang on to our market share, wa'll grow by
a factor of five over the oext couple of years.... Our investors should be watehing sarefully how we do in pulp
and paper and metals, If wa're successfil thers, that's ironelad proof the model translates bevond pure network
businesses, like gas and electricity and bandwidth, Then there's really no stopping.

Eﬁumﬁrm&amnﬁn&ymﬂwntmthﬁ,gimhwm is left in the core business?

: I really don't., I think it's just the opposite. [Enron is oot of exploration and development and international
development of pagets in BT countries,] Two years from now, we'll be making markets in & sumber of diffarent
commaodities, but we'll be making markets — and that's it.... In a lot of ways we're concentrating, getting more
focuzed as time poes on. !

i What did you learn from the Asurix fop? [Water company Azurix i an Enron spin-off that it recently bonght
back, after the company failed to meet earnings expectations and the share prics plummeted.]

A: It reinforeed the realization that it's very hard to earn a compensa rabe of return on 2 Wraditional ssset
investment.... In todays world, you have to bring intallectual sontent ta produst, or you will oot sarn a fair
rate of return.

3t How do you gee outgoing CEO Eon Lay's role changing? [Lay remains as chai=man ]

A: Een has always been in a lot of ways the face of Enren to the ootside world, and thats prest becanse Ken
is & tremendons representative of the company with the government, the regnlstors, the customers, I hope Een
will l:;ep doing that. To be honest, [ den™ think there's going to be a whale Lot of change in the way we work
togather

Reprinten b BesinessWeek Cakine Fobweary 12 ZTH11, copeesghil by The HeDure-Hell Corsmparied, Inc, mith gl righes mossrme,
Thit Hpbal on i, du e dGrpraect, Baie 3 oF g rd il # 3 CRTRINR. aredtuct. sorecl of ek cpcortae b
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Jamuary 17, 2002
Diear Secratary Paul O'Neaill:

This week, govemmentsponsored enterprise (GSE) Famnie Mae announced
record profits for 2001, with net income nsing to $5.9 billion - 339 higher than in
2000, While such anncuncements bode very well for sharsholders, American taxpayers
face far greater risks in view of startling rise in debt being acquired by GSEs,

I encourage you w take 1 few moments to review the attached document, which
outlines the potential risks the GSEs could place upon on the US. finsncial system. For
additional information or to discuss these issues, please contact us at (202) 637-828] or
visit our website at worw fmwatch org
Sincerely,

PR st
hiike House
Executive Directar
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FMAYATCH

January 17, 2002
TO: Secretary Paul O'Neill
FROM: Mike House, Executive Director - FM Watch
SUBJECT: Fannie Mae’s Record Profits Pose Unprecedented Risk to American
Taxpayers

FMWATCH
Fannie's Record Profits Pose Record Risk for U.S. Taxpayer

CGevemmant-sponsered enterprise (GSE) Fannie Mae announced on Monday, Tanuary 14, recerd profits for
2001, with net income rising te 55.9 billion - 33% higher than in 2000, Whils such announcements bode very
well for shareholders, American taxpayers face far grester risks in view of Fannie Mae's startling rise in debr,
according 1o 3 new feport on GSE debt issued by FM Watch, For years, the GSEs have been permirted 1a
operate on thin capital cushions built for best-of-times assumptions.  Recent developments illustrate the
problem has prown:

At the end of September of 2001, the value of Fannie Mae's sharehalder equity was 55,6 billion lower than
where it had been at the end of June 35 3 result of ritky hedging in the derivatives market. This reduced the
company’s equity by $10.6 billion, Fannie MMae's debt/equity ratio then stood at 33:1, five times more than the
average for commerzial banks, Monday's release from Fannie Mae reveals that shareholder's equity at the end
of 2001 was still $1.3 billion lower than where it was at the end of June, a5 a result of jis nisky hedging. Its
debt/equity ratic was 42:1. Truth be wld, if Fannie were regulated like a commercial bank, it wouold face
serious nck of clasure,

Smce September 11, the nation has learned that risks once deamed mprobable can guickly becoma passible
With the nation in 3 recession, all financial institutions risk baing advessely affected but none more than
Fanmue Mae.  Excesses of this type are bad in good times - but they are unconscionable and dangerous in bad
tmes. The savings and loan crisis taught America that under-regulated financial instinations can impose
painful costs on U.S. taxpayers in an economic downmm. IMore recently, the collapse of Enrom has
underscored the riskiness of derivatives and the need for sufficient oversight ThiF i particularly trae whers,
a3 in the case of the GSEs, market perteption of an implicit government guarantee presents s substantial sk of

a txkpaver bailour B .

The Size and Growth of GSE Deht

In recont yoars, the dramatic growth in GSE debt has significantly increased the risk to U.S. taxpayers. Fanmis
Mae and Freddie Msc have increased their debt six-fold since 1952, from 5196 billion o $1.26 trillien in the
third quarter of 2001 In 3 decade when Treasury bamrowing dropped dramatically, uncontrolled GSE debt
was moving in the oppesite direction.  Almost unbelwvably, the GSEs now guarintes mere debt and
mortgage-backed securities (MBS) than all comparable U 5. Treasury debt.

= Coantimued -
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PAGE 2

This debt has been issued chiefly to fund a lucrative investment portfolio, which was undertaken salely to
grow profits for GSE shareholders. Here's how it works: the G5Es bomow fands cheaply becanse of their
mmplicit government guarintes, and then irvest them. The above-market retums are highly prefitable - but de
nothing to increase American hemeowneship. In 2000, both GSEs reported that this arbitrage investing
accounted for approximately 60 percent of their net income. That's like 2 local govemment ISUiRg 3 revenue
bond to build a schoolhouse, and then using part of the money to pley the stock market. If the GSEs bst right,
thewr shareholders profit. If they're wrong, the U.S, taxpayer loses.

Excessive Leveraging

Compounding this debt growth, the GSEs are also leveraged far beyond what would ba permitted for other
financial mstitutions. At year-and 2000, the GSEs' debt-to-equity leverags for on-balance sheet lisbilities was
3001 versus 11:1 for commarcial banks.  If the GSEs were to meet the standards imposed on commercial
banks, they would have had to hold $82 billion in capital - or double the amount at that time. In their Clurren
condition, the Federal Reserve would deem them “significamtly under-capitalized” - and they would face
serious risk of closure  These institutions simply are woefully undercapitalized - 3 situation that bacomes
mare perilous during a recession,

Risky Derivatives Hedging

The GSEs amtampt to mitigate the risk associated with their debt through extensive reliznce on derivatives.
From 1993 to 2000, the GSEs' dervatives axposure increased over 400%. At the end of 2000, the GSEs had
5749 bullion in such exposure.  This is a massive amount of derivatives EXpasure.

In the third quarter of 2001, Fannie Mae reported 3 startling write-dewn of $10.6 billion in sharehalder equity,
reducing it equity by 29 percent from whege it stood just three months earlier, Fannie took s big position in
the derivatives market and bet wrong, As a result, their debt/equity ratio shot up to 53:1, This approaches a
doubling of the GSEs’ year-end 2000 leverage ratio of 30:1.

With such low capital, the GSEs simply do not have room to gamble in the complex derivatives markets.
Allowed 1o operate on extremely thin capital margins, the GSEs muss be right almost all of the time 1o hedge
their huge portfolios. However, if Fannia Mae's interest rate foracasts are wrong - and many forecasts by
reputable companies prove to be wrong in rbulent times - continued losses could spell serious trouble.

Check the facts: Please visit hup-‘orww fovwvatch org for additional information on the GSEs practices and
activities, and their potential implications upon the U.S. finaneia] systam and EXpOsiure to American taxpayers,
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FMWATCH

Yanuary 17, 2002
Diear Mr. Kenneth Tam:

This week, government-sponsored enterprise (3SE) Fannie Mae anmonnced
record prefits for 2001, with net income rising to $5.9 billion - 33% higher than in
2000. While such snnouncements bode very well for shareholders, American taxpayers
face far greates risks in view of stantling rise in debt being acquired by GSEs.

[ encourage you to take a few moments to review the antached document, which
outlings the potential risks the GSEs could place upon on the US. financizl system, Far

additional information or to discuss these issues, please contact us at (202) §37-8281 or
vizit oy website at www, fmwatch.org.

Smeerely,
S W

Ivhke House
Executive Dizector
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FMAYATCH

January 17, 2002
TO: Mr. Eenneth Dam
FROM: Mike House, Executive Director — FM Waich
SUBJECT: Fannie Mae’s Record Frofits Pose Unprecedented Risk te American
Taxpayers
FMAWATCH

Fannie's Record Profits Pose Record Risk for U.S. Taxpayer

Government-sponsored enterprise (GSE) Fannis Mae announced on Monday, January 14, record profiss for
2001, with net income rising to $5.9 billion - 33% higher than in 2000. While such announcements bogds Very
well for shareholders, Amenican taxpayers face far greater nsks in view of Fannie Maa's starthng rise m debi,
according to a new report on GSE debt tssued by FM Watch, For years, the GSEs have been permitted to
operate on thin capital cushions built for best-of-times assumptions. Recent developments illustrate the
problem has grown:

At the end of September of 2001, the value of Fanaie Mae's shareholder equity was $5.6 billion lower than
whese it had been at the end of June a5 a result of nsky hedging in the denvatives market. This reduced the
company's equity by $10.6 billion. Fannie Mae's debt/equity ratio then stood at 33:1, five times more than the
average for commercial banks. Menday's release from Fannie Mae reveals that sharshalder's equity at the end
of 2001 was suill £1.3 billion lower than where it was at the snd of June, as a result of its risky hedging. Its
debt'equity ratio was 42:1. Truth be told, if Fannia were regulated like 3 commerzial bank, 3t would face
senions nisk of closure.

Since September 11, the nation has learned that risks once deemed improbable can guickly become possible.
With the nation in a recession, all financial institutions risk being advessely affectsd bot none more

underscored the riskiness of derivatives and the need for suffizient eoversight This is particulasly troe whare,
a3 in the case of the GSEs, market percoption of an implicit government guarantes presents 5 substantial risk of
& taxpaver batlout

The Size and Growth of GSE Debt

In recent years, the dramatic prowth in GSE dehe has significantly increased the sk ta U 5. taxpavers. Fannie
Mae and Freddie Mac have increased their debt six-fold since 1557, from 5196 billion te $1.26 tullion in the
third quarter of 2001. In a decade when Treasury bomowing dropped dramatically, uncontrelled GSE debt
was moving in the opposite disection.  Almost unbelievably, the GSEs sow guarantes more debt and
mongage-backed secunties (MBS) than all comparable 1.5, Treasury debt.

= Continwed -
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This debt has been ssued chiefly to fund a lucrative investment portfolio, which was undertaken solely 1o
grow profits for GSE shareholders. Here's how it works: the GSEs borrow funds cheaply because of their
implicit government puarantee, and then invest them  The above-market returns are highly profitable - but do
aothing to meresse Amencan homeswnership.  In 2000, both GSEs reported that this arbitrage investing
acceunted for approximately 60 percent of their net income. That's like a local government issuing a revenuae
bond to buaild a schoolhouse, and then wsing part of the money 1o play the stock market. If the GSEs bet right,
their shareholders profit. If they're wrong, the U5, taxpayer loses.

Excessive Leveraging

Compounding this debt growth, the GSEs are also leveraged far beyond what would be permitted for other
fmancial mstitutions. At year-end 2000, the GSEs' debt-to-equity leverage for on-balance shest Liabilities was
30:1 versus 11:1 for commercial banks, I the GSEs were to meet the standards imposed on commercial
banks, they would have had to hold $22 billion in capital - or deuble the amount at that tieme, In their curent
condition, the Federal Reserve would deem them “significantly under-capitalized” — and they would fice
serons sk of closure. These mstnitions simply are woefully uadercapitalized - a situation that becomes
more perilows duning a recession.

Rizky Derivatives Hedging

The GSEs attempt to mitigate the risk associated with their debt through extensive reliance on derivatives.
From 1555 to 2000, the GSEs' denvatnves exposure increased over 400%. At the end of 2000, the GSE: had
5749 billion in such exposure.  This it 2 massive amount of derfvatives exposure,

In the third quarter of 2001, Fannie Mae reported a startling write-down of $10.6 billion in shareholder equity,
reducing ifs equity by 2% percent from where it stood just three months easlier. Fanmie took a big position in
the derivatives market and bet wrong.  As a result, their debt/equity ratio shot up ts 53:1. This apgroashes 3
doubling of the GSEs' year-end 2000 leverage ratio of 30-1.

With such low capital the GSEs simply do not have room to gamble in the complex derivatives markets.
Allowed to operate on extremely thin capital margins, the GSEs must be right almaost all of the time to hedge
their huge portfolios. However, if Fannie Mae's interest rate forecasts are wrong - and many forecasts by
reputable companies prove to be wrong in tarbulent times - continued losses could spell serious trouble.

Check the facts: Flease vant hiip:‘'worw fmwatch orp for additional mformation on the GSEs® pracuces and
activities, and their potential implications upon the U.S. financial system and exposurs to American LAXpayers.
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bl lncamoraint It is my pheasure to invite you to attend the Fifty-first Annoal Horatio Alger Awards Activities
Pryaidens & P2 homoring Kenneth L. Lay 23 a recipient of the 1998 Horatio Alger Award. [ know you will

Koosbe Fuss, ik Adsacisies, s 16 join us in honoring Ken on this very spegial evening.

Ermeeib L s
[ R e
wamh On Friday evening, April 24, Ken will reccive the Horatio Alger Aoward at the 1998 Awards
atived Lormar Ceremony in Washington, D.C., which will be recorded fior a nationally broadeast special on
iyl PES television. He will join the nearly 500 members of the Horatio Alger Association of
Fordesish B Frics Distinguished Americans who have been chesen over the past 50 years. The Members of the

Pomrd bomde Association, all recipients of the Horatio Alger Award, symbolize that any American can rise
fram humble beginnings and triumph over adversity.

Judin Frusth Bamshint

o, Tty

i Hermes Ity addition to the Award recipients, we will recognize the Horatio Alger Mational Scholarship
tomoraet of Wistaie recipients—exceptional young people who have faced and overcome extreme hardships.
R Proceeds from this cvent support the Association’s scholarship and educational programs,
pe—y which will resch over 80,000 students across the nation this yeas.

[ Tapoer Baslog

K e i p o

smtesng Wabiars Enclosed is information on the Association and the Awards Activities. You can make your
e 8 {51 reservation by completing and retuming the enchoged reply form.  Should you hawe any

questions, please feel free to contact our Awards Activities Commimee at (20Z) 382-6200,
I look forward to sceing you in Washington on April 23-25, 1998,

With best wishes,

William F. Farbey

Awards Activities Chairman

Horabio Alger Awands Activities Commillse
i Pgnns.}'ll.lania Avohoe, WW. Suie 175, Wiiskinglom, LUl 20008 Tel: |_EI.II] SR2-6200 Fax: (202} sR2-p00%
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FirrFry-FIrRrRST

A WARDS

I am pleased to participase in the 1998 Awards Ceremaouy by pledging a tax-deductible confribotion of:

0 $100,000—PLATINUM Sponsership of ten students to afiend the Natiomal Scholars Conference and Awards
Aciivities; ome table of ten with prefemed seating at the Awards Ceremony & Dinrer; ten seats at the Inaugural
Ceremony at the L5, Supreme Cous, Inangural Dinner at the Library of Congress, Awardes Forum at Foed's Theatre,
Chairman's Reception, and Breakfist Saluting the Nathonal Scholars; and prominent recognition in the Awards program
and ather printed material.

O $50,000—GOLD Spensorship af five students w0 sttend the National Schotars Canference and Awards Activifies;
o table of ten with preferred scating at the Awards Ceremany & Dinner; ten seats af the Inaugural Ceremony al the
LS, Suprerme Court, Inaugural Dinner &t the Library of Congress. Swprdes Forum @ Ford"s Theatre, Chairman’s
Reception, and Breakfest Saluting the Natioral Scholars; and prominent recognition in the Awards program and olher
prrirrted miaberial.

O $25,000—SILVER One table of ten at the Awards Ceremony & Dinner, ten scats at the Awardee Forum st Ford's
Theatse and Chairman’s Reception; two seats at the Inaugural Ceremony a the U5, Supreme Count, Tnanigural Diinmer at
the Library of Congress, and Breakfast Saluting the National Scholars; and prominent recognition in the Awards
program and other printed matcrial,

O $15,000—0re table of ten at the Awards Czremony & Dinner; ten seats at the Awardes Forum at Ford's Theatre and
{halrman's Reception; and prominent recogniticn in ihe Awards program and other printed material,
£5,000)-—0ne seat at the Awards Ceremony & Dinner, Inaugural Ceremmony at the U5, Supreme Court, Inaugural
Diinner 8 the Library of Congress, Awardes Forum at Ford®s Theatre, Chairman’s Reception, and Breakfagt Saluting the
Matinnal Scholars; and prominent recognition in the Awards program and other printed material.
Number of Seqrs:

O 2. 500—One seat at the Awards Ceremony & Dinner, Awardes Forum at Ford's Theatre, and Chairman’s Reception,
ardd promisent recognition in the Awands program and other printed material,

Number of Seaty:
O § am unahle b atfend the dwards Ceremony, bur wich o pledae a tav-deductible contribution
of § _ ta suppont the Assoctation s educational programs,

O A ixx dedsciible coniribation made payable to the Horatie Alger Association is enclesed. Tax identificetion #13- 1668975,

I Please semd an invaice b my aibenlioa.

The Honorable & Mrs. Boben E. Rubin
15ih & Pennsylvania Ave , N
Washington, WS 20320
Phaone Fhx

O ¥ am wiable fo participae af s fme, KLL

- T3

N = L
B e AT b

Flegse mai or flay i Fl.'llil'f_ﬁ'lﬁl-l'ﬂ [
Haoratio Alger Awards Activities Commities
2000 Penresy lvania Avenue, MW, Suite 175, Wastingion, DO, BHEW Tel- (212) 3826200 Fax: (202) SH2-5008
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Fagruary 25, 1388

The Honaorabie Robert E. Rubin
Deparimant of the Treasury
Office of the Secretary

1500 Peanneylvania Avenue, NW
Room 3330

Washinglon, D.C. 20220

Dear Mr, Secretary.

Ve are writing In follow-up to Jim Thomeon's letter of January 20. 1999 (copy
attached) inviting you to address the forthcoming meeting of the Russian-
Amarican Business Leaders Forum en May 15-18 in New York.

As founding members of the Forum and active participants in its thrae preceding
maestings, we believe that the Forum has played a unique role in fostenng
sustained and meaningful dislogue with the most politically influential members
of Russia’s emergent business elite on issues of utmost imponanca not only for
U.S -Rugsian sconomis relations bul for U.S -Rusaian relations more generally.
Despite Russia's failure to create a functioning market economy of a palitical
consensus on behalf of ecanomic reform, we believe that tha Farum has played
a very constructive role in fostering a fuller and deapar understanding by Russian
businessmen and entreprensurs of what must be done o abilize and
modemize the Russian econamy and why the creation of such an econamy & In
their own and their country's vital interest, as wall as in the interest of the United
States.

At a time when the aconomic policy of the new Russian government is still in flux
{if not non-existent), when the divisions within the Russian pelitical slite are baing
exacerbated by preparations for the forthcoming election, including efforts to
stoke the fires of Incressingly evident anti-Amancanism, and whan tha country is
in the midst of a deepening and possibly devastating economic crisis, il seems to
us that forthright conversatien with Russian entrepreneurs of the sort who will ba
attanding the May meeting of our Forum is urgently importam. Furthermore, we
are convinced that your leadership of such a discussion could make a major
diffaranca in the crucial role these businessman declde o play in resglving the
policy and elecioral uncertainties that will determine Russia's near- and mid-term
fulure and therety ihe near- and mid-tarm fulure of .5 -Russian relations.

Q0100000000544
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The Honorable Robert E. Rubin
February 25, 1988
Fage Two

O, 211 Fa3

Hara g,

“TENNECH

We very much hope that you will be able o join us in New Yerk and look forward
to hmaring from you at your earbest convaniance.

Co-Signatories:

Kiammatt . Lu-( o

Kanneth L. Lay
Chalrman and CEDQ
Enran Corporation

Wt W ONeL,

Paul H, O'Meill
Chairman and CED
Alcoa, Inc.

T €. Tepp

John E. Pepper
Chaimman of tha Board
Practer & Gamble

Dmnﬂal—ﬁ. ﬁ“"""b"o""“?su

Donald H. Rumsfeld
Chairman of the Board
Gilead Scienoes, Inc.

”;,m%f”'”%

Director and Senior Advisor
Lucent Technologies

Respactfully,

w:.m.r'"‘lﬁ 8"‘:‘1'["‘1;.’,

walter V. Shipley
Chairman and CEO
The Chase Manhattan Bank

e
J.mmlz Go., Incorporaled

M‘wa
Maudca Tempealsman

Chairman of the Board
Lazare Kaplan Intemational, Inc,

— '
Jonhn L, Yogelstein
Vics Chairman and Prasident

E. M, Warburg, Pincus & Co., LLC

Q0100000000545
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January 20, 1688

The Honorable Robert E. Ruban
Emrlmmt of the Traasury

of the Secretary
1500 Pennsylvania Avenus, NW
Washingtlon, D.C. 20220

Daar Mr. Secratary:

I am writing 1o invite you o give the
annusl meeting of the RAND-sponsored an-American Business
Leaders Forum. This will take place on Saturday 15 and
Sunday May 18, 1998 at The Mark Hate! In Naw York. A brief description of
the Forum and kst of s current members s anachad, along with repons on
its first and second meetings and @ short account of its third meetin
meetings al which Ihen-Prime Minister Viktor Chernomyrdin, Paul olcker,
and First Deputy Prime Minister Yurl Maslyukav, respectively, were the
keynola speakers,

A5 will be immediately apparent from these attachments, the Forum is a
membership nization that bri a highly select group of
American and Fussian corporate CEQ's and chairmen for regular, in-depth
discussions of strategic Issues on the international and national economic,
litical, and security agendas of the two countries. The of the

orum |s not only 1o foster preductive bilateral financial and commercial
relations but to promote America's (and Russia’s) vital national interests by
accelerating Fussia's transformation into a *normal® country and reducing
the clear and present danges of a failure that could result in gefious regional
and global instability.

Since the leadars of Russia's emerging privele secior are playing and will
continue to play a major role Ind%uuﬂpm of that eoun
current and emergent econcmic and political crisis, the case for 8
tham In serous dialogue seams compelling. In short, we believe that your
address 1o the Forum would come al @ particularly cruclal time when it could
have significant influence on Russia’s near- and longer-term development.

Ideally, we would Ike 1o smmlynurnddm iofiowing a reception and
dinnar for Forum members and & few seﬁ:::am invitad guasts that will begin
al 7:00 p.m. en Emwdquwrﬂnu May 15. If your schedule makes tis
inconveniant or impossible, however, we would be 1o hear you speak

at sithar a breaklast or luncheon maealing on Sunday 16,

| address at the fourth, semil-

| and all of the other memkers of the Forum very much hope that you will ba
abie to join us. | look forward to hearing from you as 800N 85 possible and
o saeing you in May.

r&ly,

Tehv
Attachments

Q0100000000548
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Greenwich, Connecticut 06831

TENNECO

1275 King Street

Tel 203 863 1111
Fax 203 863 1110
i ——

FACSIMILE COVER SHEET

DATE:

FROM:

SUBJECT:

February 25, 1999

Tha Honorabla Raobart E. Rubin
Department of the Treasury
Office of the Sacretary

1500 Pennsylvania Avenua, NW
Ragm 3330

Washington, D.C. 20220

202.822.0054
202.822,0073

Dana G. Mead
Chairman and Chief Executiva Officer

Attached Lefter

TOTAL NUMBER OF PAGES INCLUDING COVER SHEET: 4
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Decambar 22, 2000

Mr. Paul O'Meili
[(baE)]

Daar Paul:

Kanneth L Lay
Chatrmain amd
Chief Execitive Officer

Enron Corp.

P . Bex 1188
Howston, TX 77251-11588
T13-853-6773

Fax F13-853- 5313

Eevevrthy LayBureres. com

| am pleased that President-elect Bush has named you to
be his Secretary of the Treasury. You will do an outstanding job

in that position.

| and Enron stand ready to assist you in any way that we
might be able to. In the meantime, | wish you and your family the

bast of Ihe Christmas season.

Warm regards,

/g{ﬁ.s

Endless possibilities.™

0100000000578
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ENRONI WASHINGTON

1775 EYE STREET, NW

Suite M0

Washington, DC 20006

202-466-9145

202-628-3372 (fax)

EAX COVER SHEET

DATE: 3~4F0H 4:47 PM
NAIE: fax number:
TO:

Attention: Mancy (Scheduler)

The Honorable Paul H. O"Neill
Secretary of Treasury

LS. Department of Treasury
1500 Pennsylvania Avenue, NW
Foom 3330

Washington, DC 20220
202-622-1100

202-622-0073 (fax)

PROM: Linda Robertson, Vice President, Federal Government Affairs

Lora Sullivan PHONE: 202 466.9142
FAX: 202-828-3372

Number of pages: 1

Re: Request for a meeting with the Secretary on April 5 in the aftemoon
Dear Nancy:
Jeff Skilling, President and CEO for Enron would like to schedule a meeting

with the Secretary to discuss West Coast enemy crlsls [ssues. We would like to
schedule a short meeting sometime after Noon on Thursday, April 5, 2001, If

this is possible, please call me at the number listed below,
Thank you for your assistance in this regard.

Lora Sullivan
Federal Government Affairs Representative

Q0300000000022
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Fox, William

From: Aufhauser, David

Sant: Wednesday, January 16, 2002 7:38 PM
To: Faox, Wiliam; Wolfe, George

Subject: FWy: FYI1

Fyi

-----Driginal Message-----

From: THassingerd@doc.gew [mailts:TEassingerddoo.gov]
Sent; Wednesday, January 16, 2002 7;01 FM

To: David, Aufhauserdds. creas.gov

Subject: FYI

----- Porwarded by Ted Kassinger/HCHB/Osnet on 01/16/02 07:06 BM -----

Erooke

Vosburgh To: Ted Kassingsr
[

D1/16502 Q6137 Sulbject; FYI

FM

Q1000000000909



Additional Information on Briefing Question

In the wake of media reports on the sericus problems at Enren, The
President

f
E:nnnwfc team, led by Larry Lindesey, Chairman of the National EBcanomic
E::ﬂgi;;n Hubbard, Chairman of the Council of Eccnomle Advisers, clasely
manitored the fimancial and energy markecs. Mr. Lindsey publicly reported
L

§:$iaw ait CHN'a Howvak, Hunt and Shields last Saturday, January 12th. They
:::?tnring because of their cocncern absut the potential effects of che
:EEETemE on households that rely on nabtural gas and other snergy products
:E: ggtantial impact on the maticnal econamy.

Their monitoring consisted of cbhbaerving the spreads in the enecgy markets
to see

if they widened to the polnt of where natural gas dissuptions could occur
or thes

naticnal economy could be harmed., They alsc locked at currency markets,
equity

markebs, bond markets and other financial indicators to decermine if there
Were

indieations of a shaortage of liguidity that might signal a more widespread
problem. In addition, the White House coordinatbed with the Departments of
Treagury and Enerdgy. While che gpreads did widen, other players entored
the

markets, and che spreads returned Lo more normal conditions. Their
monltoring

wag begun in mid-October and continued for a number of weeks as BEnron's
financial situation sharply deteriorated. At oo time did they see any
gicuatien

that eould disrsupk energy supplis=s for families or harm the national
ECOTOEY .

Thelr judgment was correck; even ag Enron eventuslly coallapsed, these
gpecific

problems did not materialize.

At the sama time, the Department of Labor and the Securities and Exchange
fommission had identified sericous problems that could affect Earon
employeoes and

shareholders. For this reascn, the Department of Labor undertosk an
imvestigation in the pension situation at Enron and the Securities and
Exchangs

Commission began an investigation into Enren.

These actions demonstrate that as publie reports showsd that Enrean was
suffering

from severe financial deterioration, the Administration acted to protect
people's pensicne and analyze whether broader markets would be affected.
The

government did exactly what the government should do.

Q1000000000210
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Setting the Standard

Teleconference: January 11, 2002, 10:00 AM Eastern Time
Assessment of Major Global Banks' Exposure to the Argentine Crisis

Standard & Poor's Ratings Services will hold a teléphone conference call on Friday, Jamoary 11, 2002, 10:00 Ad
Eastzm Time. This call will featurs a discussion of how the crisis in Argentina will be felt by North Amencan and
European banks with direct andior indirect intereat in Argentina. The discussien participants will include Standard
& Poor's Financial Senvices Rating analysts; Carina Lopez of the Buenos Aires ofice, Jesus Martinez of the Madnd
office, Amaud De Toyiot of the Paris office, & well a1 Robert Swanton and Tamya Azarcha of the New York offics.

Standard & Poor’s recently published a rélated article on the frag:le Argentne finencial system entitled “More
Questons Than Arswers for ﬂ.rg:mm: Financial E\'ab:m T|'I.I.!- article i .wulahl-r on oug webste. Toacoess it
please go to hitp. vy 5 i 3 lingtions and select the
article fram the libng n!'w:d.ma arhicles. Plu.-'.l '-.1!.|‘t Et.m::]ir-i & Foor's website to check hr updates on the
Argmnnc r.m|s To access Smrd.lrd -ﬂ‘. Fmr § CUITE press reloases, go o

A g g Ratinpetews and gslect Financial Institutions and'or Soversigns

ﬁm Ihe listing qf.r.-'u.l.'ln'bJE u|:1.:|1-:

Call Confrmation# [(D){2), (D){4)]
Passcode: [(b)(2), (b){4)]
U.5sCanada Nombers: 1-T12-257-
0429

TK: 44-20-T943-5370)

Thecall will begin promptly at thetime indiated, Pleme call at lexst 12 minwes before the scheduled sta of the
call to complote the pre<all rogntration procas.  The Call Confrmation # i3 “66521897 and Passcode; SANDF
Participants will be mskad fo provide thee name compeny afilistion and fax rembers or e-mal addsese. The entire el
will last approximatdy onehous and afte brief présentations by the analysts, participant will be able to =k queshons
directly abod this opic,

Replays: Kecorded replavs of the call are mads available abow an houws ofter the call condudes. This recading 13
available urtil Fridey, Tanuary 18, 2002 Callers will be asked for their nams compeery, phone and fax number.

L. 8/Canadn Replays: 1-402-598-17%7

Realdudio™ Avalable from Sandand & Poor's Workl Wide Web Slie The call will also be svalabls live in
“"ligten-anky" made from the Standard & Poors Hame Page for liseners worldwide with PCa equipped with the Real
Play=r™ softwars, sound card and speskers. Pourt your web browser at <http://wenw standardandpooms. com>  and
fallow the link for “Evenis.” The RealAudio™ pn-demeand pleybeck 15 avalablc untd Fridey, Febosary B, 2002

Standard & Poor's usea web usage, billing, and contact data from subscribers for billing and order fulfillment
purposes, for mew produst development and occasionelly to inform subscrbers 2bout products or services Irom
Stardard & Poor's and The McOraw-Fill Companies, For more informaton please visit cur Brivacy Motice

huttpud e m o greey < hill. com/ privesy . himl]

If you have any questions about the congrence call pleme c-mal: telecon ferences@standardand poors. com.
Flame send arp addrss cormctions via p-ma| to senunarsi@stan dordan dpoors. com or wa far to + 121 24 185838

01000000000933



Lebryk, David

From: Roberisan, Linda
Sant: Friday, Movember O, 2000 4:31 PM
To: Ceartar, Tad,; Arkin, Steve; Baker, Ros; Conly, Sonia; Cumby, Robert; Davie, Bruce;

DelaVina, Lynda; Flanagan, Rosemary, Gerardi, Geralding, Holtzbiall, Janel; hwry, Mark;
Einopf, Kevin; MceCubbin, Janet; Mikrut, Poseph; Taksman, Jon; Vandivier, David; Walker,
Deborah; Atkinson, Caroling; Baukol, Andrew; Budinglon, Michele; Celina, Jill, Chaves, Mary;
Eichenberger, Jog, Fall, James, Gesthner, Timothy; Gelpem, Anna; John, James; Lee, Nancy;
Lowery, Clay, Lucden, Ken; Schuerch, Willkam; Stedman, Lousller; Truman, Ted; Walsh,
Helen, Alagir, Priva; Andress, Lisa: Srnold, Thamas, Boedofl, Jason; Cameron, Arl; Carer,
Jana; Cohen, Alan; Comstock, Meal; Decker, Larry; Desler, Anne; Egolf, Brian, Eizenstal,
Shuart; Fant, William; Flandars, Stephania; Gathers, Shirlay; Grayson, Cherry; Harvey,
Reavie, Harold, Valarie; Johnson, Linda; Jones, Janet, Joseph, Verdens, Keene, Cardlyn;
HKaller, Alan; Kim, Carol; Klasky, Helaing; Levine, Marne; Longbrake, John; Luce, Ed; Matera,
Cheryl; McAuliffe, Lawra; Mejia, Annabella; Moore, Haolly;, Muldeon, Lara; Nisana, Didem;
Powell, Linda; Roberson, Linda; Sandberg, Sharyl; Smith, Michelle A.; Starks, Ora; Starm,
Todd: Summers, Lanry; Toohay, Frank; Valantlc, Marsha; Barber, Francine: Barbowr, Gavlen;
Bieger, Peler, Carre, Richard, Cohen, David; Edsall, Alexandra; Greana, Michella; Joy,
Cravid; Kellogg, Cliff; McGivern, Tom; McHale, Stephen; Molnermey, Roberta; Sachs, Les:
Walin, Meal; exmail JOMESM, ex.mail VIJORSTAD, Adashek, Jonathan; Afleck-Smith, Joan;
Baer, Gregory. Barr, Michael; Bell, Rochelle; Beresik, Michasl, Bresees, ENsabeth; DeMarco,
Edward, Foole, Morman;, Gensler, Gary; Johnson, James; Lebnyk, David; Ross, Lisa
Subject: Thanks

Taday is my last day at Treasury. As | was walking back from my lunch thisz
aftarcoan, I must say it was with enormous sadness that T reentered the
Treasury building this last time as a mesber of Team Treasury. This
Department and the very special friends I have gained over the last sight
vears will always be a highlight of my professiconal experiences. It has been
a great honor to work with you, We have shared some of the most Important
achievements of the Clinton Administratisn, and cur Department will farever be
locked upon as one of the primeary reagong we had so many successes during chisg
pericd, economically and in soclal justiee. I truly will miss showing up here
next Monday morning. But mest of all I will miss our professicmal and
perscnal relacionships, althowgh I know they are not ower, but that they will
gimply naw be from a bit further distance.

I will be starting werk next Menday at Enron. When I have my new telephons
number, E-mail, and mailing info, I will have Janet forward it to you. In che
meantime, my home telephone number ia [(B}E)] . Agailn, thank you wery
much for being a part of my professlcmal life,

01100000000013



