Approval Process for Prepays and Embedded Financing

Related to Gas, Electricity, and Other Commodity Trading Activities

All trading transactions with prepay or embedded financing features require approval through either the Standard DASH/Transaction Approval Process or, for selected transactions, through an Expedited DASH or “E-DASH” Approval Process.  The Approval Amount will be the sum of the greatest unrecovered amount advanced plus projected termination amount on any day from the approval date to the termination date of the transaction.

1 E-DASH Process

Transactions meeting criteria set forth in the attached E-DASH Matrix with regard to size, duration and credit quality of counter-party and using standard documentation, as determined by RAC, for embedded financing transactions may be approved prior to confirming a transaction with a counterparty via an “E-DASH Process.” The E-DASH requires the approval from the Business Unit CFO with respect to liquidity and RAC with respect to counter-party exposure and pricing.  The process RAC will use in determining the availability and capital price for an embedded financing transaction is as follows:

1.1 Determination of Structured Liquidity Availability and Price:  Determination of structured liquidity availability must be obtained from the Business Unit CFO.

1.1.1. If structured liquidity is available, the cost of structured liquidity will be quoted by the Business Unit CFO.  Cost of structured liquidity is the price Enron would have to pay to raise a similar amount of structured funding for a similar duration.

1.1.2.     If structured liquidity is NOT available, no transaction can be executed.

1.2 Determination of Credit Reserve Amount:  If 1.1.1 above is satisfactorily completed, a Credit Reserve Amount (CRA) will be determined by RAC-CRM.  The CRA will take into account counter-party credit quality, volatility and value of transaction profiles, and structural adequacy of documentation. 

1.3 Determination of Liquidity Premium:  Based upon the liquidity and tenor of an individual transaction, RAC-CRM will add a Syndication Premium.  The Syndication Premium will be determined by RAC-Underwriting on the basis of market conditions and will be provided to RAC-CRM.

1.4 The IRR of the transaction, taking into consideration all cash inflows and outflows, should be compared with the sum of 1.1.1 and 1.3 above.  For economic evaluation purposes, the CRA should be considered a negative cash flow at T0.

1.1.1. If the IRR of the transaction exceeds the Capital Price, the transaction is approved upon signature of the Business Unit CFO and RAC-CRM or RAC-Underwriting Management.

1.1.2. If the IRR of the transaction does NOT exceed the Capital Price, the transaction should be rejected or re-priced.

A summary of all E-DASHs approved will be provided to the respective Business Unit Managers and to Global Finance at least weekly.

2 Standard DASH Process

If transaction does not meet the criteria of the E-DASH matrix or will not be documented using standard documentation for an embedded financing transaction, the Originator must prepare a standard DASH for submission to RAC-Underwriting prior to confirming a transaction with the counter-party.

[FORM OF E-DASH]

ENRON RISK ASSESSMENT AND CONTROL

 EXPEDITED DEAL APPROVAL SHEET (E-DASH)

DEAL NAME:

Counterparty: 

Credit Rating:  

Business Unit: 

Business Unit Originator:


Date DASH Completed:  

Transaction Start Date:

Transaction Maturity Date:

Approval Amount:



1. DEAL DESCRIPTION

2. PRICING AND RETURN SUMMARY

Risk-Free Rate (LIBOR):

X.xx%
(must be for period relevant to length of transaction)

Cost of Structured Liquidity:

X.xx%
(provided by Business Unit CFO)

Syndication Premium:


X.xx%
(provided by RAC-Underwriting)

Credit Reserve Amount:

$XXX
(provided by RAC-Credit Risk Management)

Implied Capital Price:


X.xx%
(calculated by RAC)

Transaction IRR:


XX.x%
(calculated by RAC)

3. APPROVALS



Name

Signature

Date

Originator







RAC

Dave Gorte/Bill Bradford





Business Unit CFO























PLEASE ATTACH CONFIRMATION
E-DASH Matrix


Approval Amount and Maturity







 <= $5.0MM
<= $10.0MM
<= $15.0MM
<= $20.0MM
<= $25.0MM
>$25.0MM

Rating*







AAA-/Aaa3 or higher
 <= 7 years
<= 7 years
<= 5 years
<= 5 years
<= 5 years
DASH

AA-/Aa3 or higher
<= 6 years
<= 5 years
<= 4 years
<= 3 years
DASH
DASH

A-/A3 or higher
<= 5 years
<= 3 years
<= 2 years
DASH
DASH
DASH

BBB+/Baa1 or higher
<= 4 years
<= 2 years
DASH
DASH
DASH
DASH

BBB/Baa2 or higher
<= 3 years
DASH
DASH
DASH
DASH
DASH

BBB-/Baa3 or higher
<= 1 year
DASH
DASH
DASH
DASH
DASH

BB-/Ba3 or higher
<= 6 months
DASH
DASH
DASH
DASH
DASH

B+/B1 or lower or unrated
<= 3 months
DASH
DASH
DASH
DASH
DASH

*In the case of split-rated entities, the lowest applicable rating level shall apply (e.g., an A+/A2 counterparty is classified as A-/A3 or higher and a BBB-/Ba2 counterparty is classified as BB/Ba2 or higher)

