Enron North America – Investment Portfolio Analysis

Business Risk Management (BRM) Project Reporting Format

Project Objective

The purpose of our review was to understand the process by which the Investment Portfolio is updated and reported during daily and quarterly revaluation.  Our review was designed to identify and test significant policies, procedures and controls to ensure the information reported properly reflects investment values and is updated and distributed to the appropriate parties timely and accurately.
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Risk Area
Target Activity
Specific Risk Objectives
Objective Met?
Existing Control(s)
Findings
Recommendation,

Person & Target Date

Investment Portfolio Activity Reporting and Analysis
Financial & Operational Completeness & Accuracy
Revenue Recording Activities
Information relating to Enron’s Merchant Portfolio is properly captured and reported on the Merchant Portfolio Report (MPR).
Yes
· Financial Reporting reconciles the MPR and Midas on a weekly basis.  

· Information is received timely from the different business units and the MPR is updated accordingly.

· Any changes to the MPR are recorded in a log for future reference.

· Daily price, US and Canadian yields, and Canada exchange rate information from Bloomberg is compared to Yahoo!


· The MPR currently reports 96.12% of the JEDI market value that is based on economic ownership percentages (which comprises 60% of ECT and 36.12% of ECM).

· Information provided by Enron International is typically sent monthly and in many cases, information is received on a one-month lag.


· Due to disproportionate sharing within the JEDI structure, information should be reported based on current beneficial ownership percentages based on hypothetical liquidation.  At June 30, 2000, this percentage was 93.12%.

· To ensure that the Merchant Portfolio Report is updated as timely as possible, a formal process should be implemented that designates an individual or group of individuals within Enron International to send an e-mail (at a minimum weekly) including the following information:

1. New investments

2. Additional fundings/distributions 

3. Any shares received as a payment-in-kind

4. An e-mail stating that no new activity occurred during the past week


Financial & Operational Completeness & Accuracy
Revenue Recording Activities
Information reported on the MPR relating to finance investments, is accurately reported on the Enron Corp. Daily Position Report (DPR).
Yes
· Daily procedures for developing the MPR are documented.

· Once the DPR is complete, the Merchant Assets group receives a copy of the Merchant Portfolio page and the DPR Summary page.  A manager in the Merchant Assets group reviews these documents and subsequently signs before filing.
· None 
· None


Financial Markets
Portfolio Monitoring, Analysis, & Management
The policies and procedures regarding the hedge strategy of the Merchant Portfolio Report are formally documented and approved.
No
· None
· There are no documented policies and procedures regarding the hedge strategy of the Merchant Portfolio.  Currently, the Merchant Portfolio is not hedged and there is no documented approval of this strategy.
The policies and procedures regarding the hedge strategy of the Merchant Portfolio should be formally documented and at a minimum include the following:

· Who is responsible for developing the strategy

· Approvals required to implement and change the strategy


Financial and Operational Completeness and Accuracy
Revenue Recording Activities
Information is reported timely to management and other appropriate parties.
Yes
· The MPR is e-mailed to the various business units each day around noon after tie-out with the Corporate DPR.
· None


· None


Systems
Access and Security
Sufficient security controls are in place to ensure only appropriate use.
Yes
· The directory where the MPR files are stored restricts access to only the Merchant Portfolio Reporting Group.  The business units receive custom e-mails containing specific information from the MPR.
· None
· None
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