Enron North America – Equity Comparables

Business Risk Management (BRM) Project Reporting Format

Project Objective

The purpose of our review was to understand the process by which the equity comparable basket is developed and subsequently updated during deal execution and quarterly revaluation.  Our review was designed to identify and to test significant policies, procedures and controls that ensure the comparable basket properly reflects investment characteristics and is developed in a consistent manner.
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Equity Comparables
Financial Markets
Valuation Activities – Model Development, Application and Maintenance (FV)
Procedures and methodologies are in place to develop, review and approve comparable baskets for new investments and perform subsequent quarterly revaluations of these comparable baskets.
No
· CTG Management reviews the individual spreadsheets and the accompanying values for reasonableness prior to e-mailing them to RAC.

· To prevent the comparable basket from being skewed by outliers, companies with multiples greater than 15 or lower than 4 are excluded from comp analysis and calculations.


· The following are not formally documented:

(a) The Commercial Transaction Group’s (“CTG”) processes and procedures for deriving a comparable basket for a new investment

(b) CTG’s processes and procedures for updating and reviewing the comparable baskets during the quarterly revaluation process

(c) The Risk Assessment and Controls’ (“RAC”) processes and procedures for reviewing and approving the comparable basket for a new investment

(d) RAC’s processes and procedures for reviewing and approving the comparable basket during the quarterly revaluation process


· Formally document these processes and procedures to ensure consistency during the new deal valuation and quarterly revaluation process. 




Financial Markets 
Valuation Activities – Model Development, Application and Maintenance (FV)
Comparable baskets are monitored to determine selected entities remain applicable to assigned investments.  Changes to the comparable basket are appropriately approved and documented.
No
· The Investment Valuation Group reviews the information provided by CTG.  The values are checked on a scope basis and the multiples for each company are compared with those from the previous quarter to ensure consistency.
· There is no evidence or documentation of a detailed, quarterly review of the comparable basket to ensure that each comparable company is still applicable to the investment.

· For one of the investments reviewed, we noted a discrepancy in the comparable basket provided by CTG and the comparable basket used by RAC for a separate analysis.
· CTG and RAC should perform and document a detailed, quarterly review of each comparable company to ensure the comparable companies used in the comparable basket are still applicable. 

· RAC should ensure that the companies included in the comparable basket are still the most relevant comparable companies




Financial Markets
Valuation Activities – Model Development, Application and Maintenance (FV)
Information used to calculate comparables is accurate and complete, updated timely and properly safeguarded. 
No
· None.
· Information used to derive and update comparable baskets by CTG is contained in a number of Excel spreadsheets (Factset Prices, IBIT Cal, Multiples Reval and the E&P Database) which are not password protected.

· The retrieval of information to populate Excel spreadsheets used to derive and update comparable baskets by CTG includes excess information (i.e., information on companies that are no longer included in comparable baskets as well as information not used in determining quarterly multiples).

· Based on our review, there were discrepancies between the information used to calculate the comparable basket during the quarterly revaluation process and the corresponding source data (i.e. SEC Filings).


· To mitigate the risk of unauthorized access to the sensitive information contained within these databases, CTG should implement password protection.

· To reduce the risk of calculating the comparable baskets with improper data and to increase efficiency, CTG should delete all information related to companies that do not pertain to the current comparable baskets.

· Documentation should be maintained by CTG and RAC to support the information used in calculating the comparable basket.


Financial Markets
Valuation Activities – Model Development, Application and Maintenance (FV)
Approval of the comparable basket is documented during deal execution and investment revaluation.
Yes
· Management signatures on the DASH and RASH provide implicit approval.
· None.
None.
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