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This summary highlights selected information described more fully elsewhere in this Enron Corp. Risk Management Policy (the “Policy”)
.  This summary does not contain all the information necessary to fully understand and comply with the risk management framework described herein.  Employees should read the entire Policy, including the Appendices
, to ensure they are in compliance.

Enron Corp. and its subsidiaries (the “Company”) are exposed to market, credit, operational and liquidity/funding risks in the normal course of its business activities.  This Policy establishes a framework under which the Company’s exposure to risks shall be evaluated, managed and controlled, and pursuant to which capital will be allocated and preserved.  The Policy focuses on four major types of risk: (a) market risk; (b) credit risk; (c) operational risk and (d) liquidity/funding risk.

As described in Section 5 of this Policy, these risks shall be managed on a portfolio basis for standard transactions via various market risk limit structures and credit approval processes, and for non-standard transactions via the Transaction Approval Process described in Appendix D and the Guarantee Approval Process described in Appendix E.   This Policy provides an overview of various risk measurement tools and limits to be applied to these risks, and the roles and responsibilities for the key participants of the risk management framework.  

Market Risk

No single risk statistic reflects all aspects of the risk that value will be lost due to a change in some market variable. Therefore, different risk metrics shall be used individually or in combination to provide a comprehensive view of market risk exposure.  The Company manages its trading activities by segregating different types of risks in each position, and aggregating risks along Commodity Group lines across each Portfolio.  The methodology and parameters employed in the application of specific risk metrics are described in this Policy, and may be updated by Risk Assessment & Control (“RAC”) periodically to ensure best practices are employed in the Company’s risk management processes.  The Company’s market risks are reported to the Board of Directors of Enron Corp. (the “Board”) at all regularly scheduled meetings.  Specific Loss Notification and Limit Violation reporting requirements are described in Section 4.1.2.3 of this Policy and summarized in the table below.

Credit Risk 
Credit risk is a function of: (a) the value of the position exposed to default; (b) the proportion of this value that could be recovered in the event of a default and (c) the probability of default or shift in credit quality of a counterparty.  RAC manages the limit structure for credit risk and reviews all credit exposures throughout the Company.  The Company’s credit risks are reported to the Board at all regularly scheduled meetings.

Operational Risk

Operational risk is defined as the risk of direct or indirect loss from inadequate or failed internal processes, people and systems, or from external events.  An operational risk event may increase the Company’s exposure to market, credit, liquidity, reputation, regulatory and legal risk.  The Company’s primary objective for monitoring its exposure to operational risk is to (a) identify the derivation of operational risk exposures and (b) to improve the Company’s systems and processes to mitigate such risk.  The Company shall develop systems and processes that enable it to better evaluate its operational risk.

Liquidity / Funding Risk

Liquidity/funding risk focuses on whether the Company is able to raise enough capital to meet its cash and collateral requirements.  Margin activity under the Company’s Trading Portfolio has a significant impact on the Company’s funding requirements, and is often determined by changes in commodity prices.  Consequently, the Trading Portfolio’s Potential Future Cash Requirements based on a Monte Carlo Simulation of margin exposure is compared to the Future Available Cash and Borrowing Capacity across the Company to calculate the Liquidity Ratio.  The Liquidity Ratio is the primary metric of the Company’s liquidity/funding risk.  A Liquidity Ratio Advisory Limit shall be implemented to act as a trigger for senior management’s review and action.

Portfolios and Limit Structure

Risks shall be managed across the Company in the following Portfolios, with market risk limits established by either: (a) the Board of Directors of Enron Corp. (the “Board”) or (b) the Chief Executive Officer of Enron Corp. (the “CEO”), as noted below:

	Portfolio
	Portfolio Limit
	Concentration Limit
	Enron Business Unit Limit

	Commodity Group Limit

	Trading
	Board
	Board

· Americas Natural Gas

· Americas Electricity

· European Natural Gas and Electricity

· Products

· Financials

· Emerging Businesses


	CEO

· Enron Americas

· Enron Europe

· Enron Global Markets

· Enron Industrial Markets

· Enron Broadband

· Portland General Electric

· Enron Transportation Services
	CEO

	Merchant
	N/A
	N/A
	N/A
	N/A

	Capital
	N/A
	Board

· Enron Stock transactions
	N/A
	N/A

	Regulated
	Board
	N/A
	CEO

· Portland General Electric

· Enron Transportation Services
	CEO

	Other Assets & Contracts
	N/A
	N/A
	N/A
	N/A


Market Risk and Liquidity Risk Limit Violations and Loss Notifications

Limit Violations and Loss Notifications are reported within one day after the occurrence of any of the following:

· VaR Limit Violations – if the actual VaR is in excess of the respective VaR Limit

· Expected Tail Loss Notification – if the actual Trading Portfolio Expected Tail Loss is greater than that implied by the Trading Portfolio VaR Limit

· Liquidity Ratio Advisory – if the Liquidity Ratio is less than 3.0 at 50% confidence level, or less than 1.5 at 99% confidence level

· Daily Loss Notifications – if the Daily Loss is in excess of the respective VaR limit

· Cumulative 5-Day Loss Notifications – if the net sum total of five-days of profit or losses is in excess of 225% of the respective VaR Limit 

· Position Limit Violations – if the actual position is in excess of the respective position limit

The following table summarizes the authority to be notified upon the occurrence of each type of Limit Violation, Loss Notification or Liquidity Ratio Advisory as either: (a) the Board, (b) the CEO, or (c) the Risk Management Committee (“RMC”).  All Portfolio and Concentration Limit Violations and all Portfolio Daily Loss Notifications are also reported to the Board at regularly scheduled meetings.

	Limit Type
	VaR
	Expected Tail Loss
	Liquidity Ratio
	Daily Loss
	Cumulative 5-day Loss
	Net Open or Maturity/Gap Position

	Portfolio
	Board
	CEO
	CEO
	Board
	Board
	N/A

	Concentration
	CEO
	N/A
	N/A
	CEO
	CEO
	N/A

	Business Unit
	RMC
	N/A
	N/A
	RMC
	RMC
	N/A

	Commodity Group
	RMC
	calculated, but no limit
	N/A
	RMC
	RMC
	RMC


Roles and Responsibilities

Individuals or groups that play a key role in the Company’s enterprise-wide risk management framework, as described in this Policy, are listed below.  Their primary responsibilities are described in Section 6 of this Policy.

· Board of Directors of Enron Corp.

· Audit & Compliance Committee of the Board of Directors

· Finance Committee of the Board of Directors

· Chief Executive Officer of Enron Corp.

· Chief Risk Officer of Enron Corp.

· Risk Management Committee

· Enron Business Units

· Global Risk Management Operations (or other middle-office function)

· Accounting

· Legal 

· Risk Assessment & Control

· Treasury/Global Finance

· Internal Audit
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	(  These are guidelines and may be updated periodically.
	

	
	
	


� Defined terms appear in this Policy with the initial letter of the term capitalized.  Each defined term is listed alphabetically   and defined in the Glossary of this Policy (see Section 8).


� Excluding actual market risk limit amounts due to confidentiality.


� Enron Business Units and corresponding limits can be changed at any time by the CEO.
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