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l. Introduction and Summary
Mr. Chairman and Members of the Committee:

Thank you for the opportunity to testify on the implications of Enron's collapse on
energy markets.

The bankruptcy of one of the largest energy providers in the country has stunned both
the energy and investor communities, and many employees and retirees saw their savings
accounts dl but vanish.

But the collgpse of Enron has not caused damage to the nation's energy trading or
energy supplies.  In the aftermath of Enron's collapse, prices in energy markets remained
dsable, trading within expected trading ranges, and, importantly, neither electric nor gas
deliveries have been disrupted. The Federd Energy Regulatory Commisson (Commission)
has monitored the effects of Enron's collapse on energy markets and has not found any
ubgtantid  soillover effectss  The nation’s eectric and naturd gas markets reslience following
the swift collapse of one of its mgor participants indicates a high degree of robustness and

efficency.

| disagree with those who dam that the Enron collgpse sounds the death knell for
competition in energy makets or judifies nationwide reimpostion of traditiond cost-based
regulation of eectricity. The facts avalable to date indicate that Enron's falure had little or
nothing to do with whether energy commodities and their delivery to customers are monopoly
regulated or competitive. Rather, Enron appears to have faled because of its questionable non-
core business invesments and the manner in which it reported on its financid pogtion to its
owner-investors and to the broader business community. Based on the facts as they appear
now, Enron's actions would have led to the same result whether its core business focused on
energy, grains, metas or books.



. Enron’sImpact on Gasand Electric Markets

Enron’s collapse had litle perceptible impact on the nation's commodity (wholesale)
eectric and gas markets, which are FERC's primary regulatory respongbility. Energy markets
have adjusted quickly to Enron's collgpse. The Commisson's monitoring of energy markets
indicates that there has been no immediae damage to energy trading or energy supplies.
Although Enron transactions comprised 15 to 20 percent of wholesde energy trades, its
demise has had negligble effects on trading. With a few exceptions, parties were generdly
able to rearrange the deals they had executed with Enron.

Market Monitoring and Reactions

From late October 2001, when news of a likdy formd investigation of Enron and its
auditors by the Securities and Exchange Commisson (SEC) firsd became known, to early
December 2001, after Enron's declaration of bankruptcy, spot market data indicates that there
was no change in naturd gas or dectric wholesde prices that could not be attributed to weether
or other fundamentals. (See Figures 1 and 2 in the Appendix for graphs of spot market prices).
As may be expected, Enron’s swift exit from trading may have increased voldility somewhat.
Our gaff is currently investigating this concern more thoroughly.

Following the news of a forma SEC investigation of Enron in October 2001,
Commission daff contacted market participants to learn whether any supply obligations might
be in jeopardy. Staff began monitoring EnronOnline more closdy, particularly any changes
in the magins between the bid-ask prices on EnronOrline, as a widening of these bid-ask
spreads migt sgnd less liquidity in the market; but there was no dgnificant change in the
margin between the bid and ask prices on EnronOnline.

Commission daff adso contacted counterparties and received assurances from them that
they were adjusting to Enron by "shortening” their postions and not entering into longer-term
arrangements with Enron.  In mid-November, when it gppeared that the Dynegy merger with
Enron might be jeopardized, daff observed no sgnificat change in the margin between the bid
and ask prices on EnronOnline; a the same time, there was a marked increase in the volume
traded on other online trading platforms, such as Dynegydirect and Intercontinental Exchange
(ICE). Commisson daff again contacted energy traders to determine whether maor supply
disuptions in wholesde markets were occurring, and was informed that Enron had "flattened
its books," i.e.,, made its portfolio of trades neither long nor short so that it could more easly
"step out" of transactions and not cause disruption. As events unfolded in late November and
ealy December, other market participants stepped into these deds. With the exception of
certan lightly-traded points, it appears that Enron's competitors have filled the void left behind
by Enron.



The reason for this overal camness in commodity prices is basic. Although Enron was
a donificat player in dectric and gas markets — as a pipeline, as a commodity trader, as a
futures contract trader, and as a market maker — there were many other players in these large,
established commodity markets, and a great deal of market diverdty. Once it became apparent
that Enron might not be a stable counterparty, its trading partners began to systematicaly adjust
ther pogstions and practices in the marketplace, moving to other trading platforms and
patners. A dmilar process occurred among the counterparties to Enron’s longer-term,
untraded gas and eectric contracts. Thus, over only a few weeks time, the gas and electric
markets sysemdicdly minimized Enron's role in the marketplace and the likdihood tha a
company-specific falure could ggnificantly affect the underlying commodities | beieve the
cdm but viglant reaction of the Commodities Futures Trading Commisson, among others,
during this period dlowed time for this unwinding to take place.

The flexibility of today's energy markets allows a buyer losing its supply to replace the
energy in red-time (at least briefly) through imbaance services offered by transportation
providers. With more time, such as an hour or more before a supply will be lost, a buyer
genedly can arange dterndive supplies from a wide range of sources. Thus the risk of a
buyer having insufficient energy because of a sdler's default appears to be managesble, as
evidenced by the recent experience with Enron.

The more subgtantid risk in these circumstances is the loss of an advantageous
contractua price for energy. Even this risk, however, depends on market conditions. When
a dler defaults, market conditions for buying energy may be better or worse than when a buyer
entered into its contract with the sdler. If better, the buyer actudly may benefit from not
having to buy under the exiging contract and instead being ale to buy at lower prices
elsawhere.

Enron’s market role

Enron’s role in the gas and dectric markets was primaily in the trading of financid
assets (commodity and futures contracts) rather than physcd assets (with the exception of its
naturd gas pipdines, which continued operation rdativey untouched by the events affecting
the parent and dfiliated companies). Less than 10 percent of the contracts traded in these
markets involve the initid producer or fina wholesde customer for the product — well over
90 percent of commodity contracts and futures are between intermediate holders who are
managing risk and fadlitating connections between initid producers and ultimate customers.
Adjusments in the finandd asset marketplace — as to the length of a contract or the identities
of the counterparties — rardly affect the flow of the physicad gas and dectricity underlying
those contracts. Thus, while the commodity markets were shortening the length of contracts
and moving more trade to non-Enron partners, gas and eectric ddiveries continued unaffected.



Enron does control a number of naturd gas pipdines, but its financid falure has had
litle apparent impact on their operations. But even if it had, it is worth noting that the gas and
eectric markets have demonstrated their &bility to react to and manage around problems that
could affect thar ability to deliver dectricity and gas. When a pipeline breaks, a compressor
dation fals, a transmisson line collapses, or a lage power plat goes off-line, the parties in
the market adjust immediatdy to acquire other supplies and delivery routes. Having a
auffidently robust energy infragtructure makes this so. In these instances, prices may well rise
and, occasondly, ddiveries to retal customers may be dowed — but the wholesale market
reacts swiftly and minimizes the impact to wholesale and retail customersdike.

In response to the Enron crigs, Moody's has raised the credit standards for generators
and traders. This has forced energy concerns to rebaance their debt-to-asset ratios, forcing
many to reduce debt and cut back investments in new gas processing, pipelines and power
plants. During December 2001, stock prices of severa energy companies hit yearly lows.
Enron's problems, in combination with the recesson and reports of potentid overbuilding,
appear to have eroded confidence, making investors more cautious about putting money into
the energy indudry. This dowdown in infrastructure investment could be problematic in some
regions as the economy recovers and demand for energy grows. For that reason, the
Commission has acceerated its efforts to complete the trangtion to a more competitive
wholesale power market in order to provide investment certainty.

Enron and Compstition

The markets reaction to Enron's collgpse demonstrates what good, working competitive
markets do best — a diverse group of market participants with adequate market information
about the players and commodities act individudly to produce a result that works for dl. The
nation's wholesde dectric and gas markets showed great reslience and swift reaction time,
and demondrated that they are much dronger than any individuad player in the marketplace.

Some dam that Enron’s demise is due to the failure of deregulation and competition
in the dectric indugry, of which it was one of many supporters. | srongly disagree.
Wholesdle competition in the gas industry has spurred gas production, encouraged pipeine
condruction, driven down commodity prices for the past decade and lowered retail prices
accordingly. In the dectric sector, wholesde compstition, athough it is in its infancy, has
enabled the congtruction of thousands of megawatts of new power plant capacity across the
country, resulting in lower commodity and retail eectric prices in mogt regions, and in a
cleaner generation fledt.

[Il.  TheCommission's Regulation of Enron Subsidiaries



The Commisson does not regulate the parent corporation, Enron Corporation, as it
does not engage in activities which are under FERC jurisdiction. FERC does regulate eleven
of Enron's gpproximately 100 subdidiaries. Our authority, and the specific names of the Enron
subsidiaries subject to our jurisdiction, are described below.

The Commisson has jurisdiction over sdes for resdle of dectric energy and
transmisson service provided by public utilities in interstate commerce. The Federd Power
Act indudes energy marketers and traditiond verticdly integrated dectric  utilities in its
definition of public utilies The Commisson must ensure that the rates, terms and conditions
of wholesdle energy and transmisson services are judt, reasonable, and not  unduly
discriminatory or preferentid. FERC dso is responsble for reviewing proposed mergers,
acquidtions and dispogdtions of jurisdictional facilities by public utilities, and must approve
such transactions if they are condstent with the public interest. We dso regulate the issuance
of securities and the assumption of ligbilities by public utilities not regulated by States.

The Commisson dso has jurisdiction over sdes for resde of naturd gas and
trangportation. However, FERC jurisdiction over sdes for resde is limited to domestic gas
sold by pipdines, locd didribution companies, and ther dfiliates, (incduding energy
marketers) Consgent with Congressond intent, the Commisson does not prescribe prices
for these sdles.

FHgure 3, in the Appendix, illudraes the didinction between physcad and financid
assets in the energy sector and highlights the market segments of several Enron subsidiaries.
It further identifies which subsdiaries and market ssgments fal under FERC regulation.

A. Energy Marketers

Competitive trading of energy by "marketers’ generdly began about two decades ago.
Marketers do not usudly own physcd fadlities, but take tite to energy and re-sdl it at
market-based rates. Natural gas marketing began with the deregulaion of the price of natural
gas in 1978 and expanded with the Commisson's 1992 open access rue for naurad gas
pipdines, Order No. 636. In the decade since Order No. 636, natural gas marketing has
deveoped into a large, robust eactivity with many maketerss.  The Commisson lacks
jurisdiction over sdes of naturd gas by many gas marketers. To maximize competition we
have granted "blanket authorization” for those marketers under FERC jurisdiction so they do
not have to file for and obtain individua approvasto sdl gas at wholesde.



In the dectric arena, wholesdle power marketers began sdling dectric energy as early
as 1986. The Energy Policy Act of 1992, and the Commission's 1996 open access rule for
eectric transmisson owners and operators, Order No. 888, further spurred the development
of competitive eectric power trading.

The Commisson regulates the following power marketers affiliated with Enron:  Enron
Power Marketing Inc., Enron Sendhill Limited Partnership, Milford Power Limited
Partnership, Enron Energy Services, Inc., and Enron Marketing Energy Corporation.

EnronOnLine

Before its collapse, Enron was the largest marketer of natural gas and dectric power.
Enron's Internet-based trading system, EnronOnline, was until recently the dominant Internet-
based plaform for both physicd energy (dectricity and natural gas products) and energy
derivatives.  (Derivatives ae financid indruments based on the vaue of one or more
underlying stocks, bonds, commodities, or other items. Derivatives involve the trading of
rights or obligations based on the undelying product, but do not directly transfer property.)
Although EnronOnline was the leading Internet-based trading platform for naturd gas and
eectric power, it faced competition from other Internet-based trading platforms, such as
Dynegydirect and Intercontinental Exchange (ICE).

Traditiond exchanges, like the NYSE and the NYMEX, determine price by matching
the buy and sdl orders of many traders in a many-to-many trading format. In contrast,
EnronOnline uses a one-to-many trading format, where an Enron affiliate is dways on one sde
of each energy transaction, either as a sdler or a buyer. The price of a commodity or
derivative on EnronOnline is determined when a buyer or a seller accepts an offer or bid price
posted by an Enron trader. In the wake of Enron's downfal, the many-to-many platforms such
as ICE have helped to fill the void, and create a more robust market by reflecting the bid and
offer values of myriad different energy buyers and sdlers.

Market-based Rate Authorization

To sl dectricity a market-based rates, public utilities (including power marketers)
mug file an application with the Commisson. The Commisson grants authorization to <l
power a market-based rates if the power marketer adequately demonstrates that it and its
dfiliates lack or have mitiggled market power in the rdevant markets. FERC conditions
market-based rate authority on power marketers submitting quarterly reports of their purchase
and sdes ativities and complying with certan redrictions for the protection of captive



customers agang dfiliste abuse.  There are currently 1200 electric power marketers
authorized to sell energy at market-based rates.

The Commisson generdly grants waver of certan regulaions to power marketers
which receive market-based rate authorizetion. For example, these marketers do not need to
submit  cost-of-service filings because the rates they charge are market-based. The
Commission aso exempts power marketers from its accounting requirements, because those
requirements are desgned to collect the information used in setting cost-based rates. In
addition, unless others object, FERC grants power marketers requests for blanket approva for
al future issuances of securities and assumptions of lighility.

Because the Commisson's reporting and accounting requirements are desgned to
address a limited set of concerns, and apply only to the jurisdictiond subsidiary at issue, it is
unlikdy that requiring power marketers to comply with these requirements could prevent a
future Enronlike falure.  Neverthdess, in our current rulemaking proceeding on accounting
rules, we have invited comments on whether the current exemptions for power marketers from
such requirements remain gppropriate.

B. Electric Utilities

A few years ago Enron acquired Portland General Electric (PGE), a verticdly-integrated
utility subsdiary of Enron that handles dectricity generation, purchase, transmission,
digribution and sde in eastern Oregon. PGE's real rates and practices are under the
jurigdiction of the Oregon Public Utility Commisson. PGE dso s energy to wholesde
customers in the western United States. FERC has granted market-based rate authorization to
PGE for certan wholesde sdes.  Although the Commisson waves some of its reporting
requirements for power marketers, it requires continued reporting from franchised eectric
utilities such as PGE, so we can monitor whether its wholesde transactions are inappropriately
favoring its dfilistes or haming its captive customers.  Although Enron’s collapse has had
tragic impacts upon PGE's employee retirement accounts, we have not yet seen any negdive
impacts on PGE's ability to meet its obligations to customers as a result of the Enron
bankruptcy. | should aso observe that the sale of PGE to Northwest Natura, announced prior
to Enron’s collapse, is pending before FERC and other regulatory bodies.

C. GasPipdine Subsdiaries
The Commission has limited jurisdiction over sdes for resale of naurd gas in

interstate commerce.  The Commisson has jurisdiction to regulate only sdes for resde of
domestic gas by pipdines, loca didribution companies (LDCs), and their affiliates.



Consgent with the Congressonad god of dlowing competition in naturd gas markets, the
Commission does not prescribe the prices for these sales.

The Commisson has authority over the rates, tems and conditions for pipeline
trangportation in interstate commerce of naturd gas and al. The Commission regulates
severd naturd gas pipdine dfiliates of Enron, namdy, Florida Gas Transmission, Midwestern
Gas Trangmisson, Northern Border Pipeline Company, Transwestern Pipeline Company, and
Northern Natural Gas Company.

D. Transactions and Activities Not Regulated by the Commission

The Federal Power Act does not gve the Commission direct, explict jurisdiction over
puredly finanda transactions, such as futures contracts for eectricity or natura gas. The
Commisson has asserted jurisdiction over such transactions only when they result in physica
deivery of the energy which is the subject of the financid contract, or when such transactions
or contracts affect or relate to jurisdictiona services or rates (eg., financid contracts
affecting firm rights to interstate transmission capacity or the pricing of such capacity).t
While Enron and its subsdiaries engaged in many eectricity futures contracts and other
energy-related derivatives, it does not gppear that these transactions have played a significant
rolein Enron's demise.

V.  FERC Initiativesin Energy Markets

In response to rgpidly evolving energy markets, the Commisson has implemented a
number of new initidives to improve its market-monitoring abilitiess The Commisson's new
drategic plan, adopted September 26, 2001, encompasses three mgor areas of activity in
overseeing the energy indudtry:

. Infrastructure — working with others to anticipate the need for new generation and
trangmisson facilities, determining the rules for cost recovery of new energy

11n 1996, the Commission addressed the issue of whether an electricity futures
contract gpproved for trading by the CFTC would fal under its jurisdiction, pursuant to the
FPA. New York Mercantile Exchange, 74 FERC 161,311 (1996). The Commission found
that the CFTC possessed exclusive jurisdiction over the trading of such futures contracts,
and that the Commission would assert jurisdiction, pursuant to the FPA, only if the
electricity futures contract goes to ddlivery, the dectric energy sold under the contract will
be resold in interstate commerce, and the seller isa public utility. 1d. at 61,986.
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infragtructure, encouraging the condruction of new infrastructure, and licensng or
certificating hydrodectric facilities and naturd gas pipelines;

. Market rules — ensuring clear, far market rules to govern wholesde competition that
benefits dl participants, and assure non-discriminatory transmission access in the
electric and naturd gasindudtries;

. Market oversght and investigation — understanding markets and remedying market rule
violations and abuse of market power.

This ladt, third drategic goad is new, and reflects the present Commisson's commitment to
enauring that markets continue to work for cusomers. The draegic plan is avalable on our
website at www.ferc.gov.

To give substance to this third drategic god, the Commisson is cregting a new Office
of Maket Ovesght and Invedigatiion (MOI), which will concentrate the Commisson's
market-monitoring resources into one workgroup and endble the Commisson to better
underdand and track wholesde energy markets and risk management by andyzing market data,
measuring market performance, invedigaing compliance violations, and, where necessary,
pursuing enforcement actions. MOI's work will provide an early warning system to dert the
Commission of potentialy negative market developments and let us act more proactively to
address any problems that may arise. We are currently taking applications for the Director of
this Office, who will report directly to me.

In mid-2001 the Commission created the Market Observation Resource Center (MOR)
to better observe market developments and to enable us to grasp quickly the dgnificance of
changes in market conditions. MOR's computer hardware, software and subscription web
services give us access to historical and redl-time data about energy markets.

The Commisson has launched severa other initigtives within the past year to ensure
viglant and far overdght of the changing energy markets. In July 2001, the Commission
proposed in a ruemaking to amend the filing requirements for public utilities. The proposd
would require dl generators, public utilities and power marketers to file dectronicaly with
the Commisson and post on the Internet an index of customers with a summary of the
contractua terms and conditions for market-based power saes, cost-based power sales, and
tranamisson sarvice. These companies would aso have to report transaction information for
short-term and long-term market-based power saes and codt-based power sdes during the
mog recent cadendar quarter. This proposad will give the Commisson and the public more
complete and ble information on jurisdictional transactions.



In September 2001, the Commisson proposed in a rulemaking to revise its restrictions
on the relaionships between regulated transmission providers (such as Portland Generd
Electric) and their energy dfiliates, broadening the definition of an afilite to indude newer
types of affiliates, such as éffiliated trading platforms (e.g., EnronOnline).

Also, in September 2001, the Commisson daff began a comprehensive review of the
information the Commisson needs to cary out its datutory obligations in the current and
evolving markets in dectricity and naturd gas. Presently, much of the information we require
relates to the higoric rate-setting functions of the agency. The review so far indicates that
some of this may no longer be necessary, while other information is now more essential to
provide trangparency in a competitive marketplace.

In December 2001, the Commisson proposed in a rulemaking to update the accounting
and reporting requirements for jurisdictional public utilities, naturd gas companies and ol
pipdines. FERC proposes to establish uniform accounting requirements and related accounts
for the recognition of changes in the far vaue of certain security investments, items of other
comprehensve incomes, derivative ingruments, and hedging activities. The proposad is amed
a improving the vighility, completeness and consstency of accounting and reporting changes
for these items. It invites comments on whether entities that are currently exempted from
these accounting and reporting requirements, such as power marketers, should be subject to
these proposed regulations.

While | have an open mind on whether the Commisson should continue to exempt
power marketers from its accounting requirements, our accounting requirements are not aimed
a the kind of activities dlegedly undertaken by Enron. Based on our higtorica
responsibilities, FERC's accounting requirements are focused on providing useful and accurate
information for determining cost-based rates. Cost-based ratemaking encourages utilities to
maximize ther cdamed costs and minmize ther expected revenues, to judtify the highest
possble rates. The Commisson's accounting rules and auditing are desgned to ensure that
utilities with cost-based rates do not overstate costs or understate revenues. On January 22,
2001, the Securities and Exchange Commission proposed additiona accounting-related
disclosures from a broad universe of companies, including those exempt from FERC's
reporting requirements.  Adoption of that proposa could eiminate the need for the FERC to
dter its reporting requirementsin this regard.

V. Additional Statutory Authority
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Before we can understand how to prevent another Enron-like collgpse, we must first
understand what internd actions and externd events caused Enron to fal. That effort is now
underway by this Committee and elsewhere. Then we must ask whether those actions and
events can and should be prevented in the future.

Whether the Commission needs any additiona statutory authority depends on the role
Congress intends for the Commission. Higoricaly, the Commisson's economic regulation
has focused on ensuring that energy markets deliver adequate energy a reasonable prices. The
demise of Enron has had little or no effect on the supply or price of energy. Instead, Enron's
collapse has primaily harmed its investors and employees. Since it appears that few of
Enron’s problems affected the narrow scope of wholesde energy markets, it is not clear that
gving the Commission additional authority within its current scope would prevent further
Enron-like problems.

To encourage gredter efficencies in the energy markets and to ensure that wholesde
competition expands its ability to ddiver reasonably priced, adequate energy supplies to more
cusomers, the Commisson is moving forward to complete its effort to create competitive
nationd wholesdle power markets as it did with natura gas markets in the late 1980s and early
1990s. Congress endorsed wholesde power competition in the Energy Policy Act of 1992
and further endorsement of this effort would certanly be hdpful. In particular, Congress
should give the Commisson explicit authority to require regionad trangmisson organizations
(RTOs) where it finds RTOs to be in the public interest. RTOs will broaden regionad energy
markets, dlowing greater market effidencies and limiting possble discrimination in grid
operations. Congress should dso remove tax digncentives to trandferring trangmisson assets
to RTOs and to use of public power transmission lines.

Price Transparency

Greater price transparency will hdp improve the efficdency of energy markets, by
providing buyers and sdlers with better information about market conditions. The credtion and
operation of broad regional energy markets with a widely-traded set of energy products will
do much to make this happen. Once RTOs over broad regiond markets are established,
operating under far, clear, dable market rules price trangparency will improve dggnificantly,
even without a Congressonad mandate. This has aready happened to an extent in the regions
now served by Independent System Operators (1SOs).

The Commisson is moving forward with further transparency, as discussed above.

Without question, Congressond endorsement of this effort would be helpful. Proposed
Senate legiddion, S. 1766, would improve market transparency through better electronic
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disssmination of information about trades in the energy markets and the transfer capabilities
of the tranamisson infragructure. These measures will help the Commisson establish sound
competitive wholesdle markets by vaidating and broadening the agency’s authority to compel
such reporting and information dissemination.  They will dso hdp FERC and financid market
regulators and players to better monitor individual companies participation and diminish the
ability of any individua player to misbehave or misrepresent in the marketplace.

| offer two cautions, however:

. Firgt, while the transparency provisons of S. 1766 address actual trades, they do not
appear to address at least two of the issues at the heart of Enron’s Stuation — how they
handled and reported the risks and vauaion underlying the trades they were conducting,
and how they represented the vdue of the trades flowing through their platforms as
corporate revenue. Those are broader financiad reporting and regulation issues that are
outside the scope of FERC' s jurisdiction.

. Second, there is a difficult balance between information that must be disclosed to make
markets work and information that is commercialy proprietary. It is clearly to the
public benefit to implement rules that disclose more information and improve market
trangparency, but it is not dways easy in practice to find the appropriate point between
reasonable information disclosure and protection.

But these resarvations do not detract from the value that a provison like Section 208 of S.
1766 may bring to the nation's energy markets, and | support adoption of an appropriate
transparency provision.

Creditworthiness

The responghility for ensuring creditworthiness of participants in - wholesde energy
trades lies primarily with the parties involved in those trades. Creditworthiness provisons are
included in some contracts or taiffs filed a the Commisson to date, and the Commisson is
likdy to indude some broad creditworthiness provisons in the standard tariffs that will be
developed for dl transmisson providers and customers (to prevent the use of individud
creditworthiness terms as discriminatory measures in narrow  geographic areas or against
specific players). But, market participants seem best equipped to develop sophisticated risk
managemet measures and narrow creditworthiness concerns, and those provisons may be
subject to Commission review for justness and reasonabl eness.
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To the extent creditworthiness issues are raised before the Commisson, we act
expeditioudy. For example, shortly after Enron declared bankruptcy, the Participants
Committee of the New England Power Pool (NEPOOL) sought to implement aternative
payment and finanda assurance arrangements with Enron Power Marketing Inc., Enron Energy
Marketing Corporation, and Enron Energy Services, Inc. Within a week of the date of filing,
the Commisson accepted and suspended these arrangements (subject to review of the finaized
agreement), to protect NEPOOL participants while enabling the Enron subsidiaries to stay in
the market and continue serving their customers.

| do not think there is any need to legidaively address creditworthiness issues specific
to energy markets.

Public Utility Holding Company Act

If Congress policy god is to promote wholesde energy competition and new
infrastructure congtruction, then reform of the Public Utility Holding Company Act of 1935
(PUHCA), supplemented with increased access by the Commisson and dtate regulators to
cetan books and records, will hdp energy customers. Energy markets have changed
dramaticdly since enactment of PUHCA, and compstition, where it exids, is often a more
effective condraint on energy prices. In the 65 years snce PUHCA was enacted, much greater
sate and federal regulation of utliies and greater competition have diminished any
contribution PUHCA may make toward protecting the interests of utility customers. State and
federa ratemaking proceedings, for example, are very effective in ensuring that activities of
unregulated businesses do not increase regulated rates. For this reason, the provisons of S.
1766 which give broad access to a regulated company’s holding company’s books and records
is important if PUHCA is to be repedled. But some have argued that certain provisons of
PUHCA may reman vduade in protecting the interests of shareholders and employees in
other regards, and | defer to others on that point.

As dways, | will be happy to provide further information or answer any questions you
may have and offer the services of my colleagues and staff to the Committee’ s efforts.
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