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Appendix B – Credit Risk E-Ratings

DESCRIPTIONS OF ENRON RATINGS

	ENRON RATING
	S & P RATING
	MOODY’S RATING
	INVESTMENT GRADE DESCRIPTION

	1
	AAA/AA+
	Aaa/Aa+
	· Exceptional degree of stability and substance
· Significant balance sheet and cash flow demonstrated throughout business or industry cycle with positive trends and long-term outlook.
· Significant size and strength in industry
· Very high quality assets
· Capacity to pay interest and principal vary strong
· Low financial leverage with substantial debt capacity
· Unquestioned access to global markets

	2
	AA/AA-/A+
	Aa2/Aa3/A1
	· High degree of stability and diversity
· Balance sheet and operations slightly more susceptible to adversity with the business or industry cycle
· High quality assets
· History of strong earnings and cash flow with excess interest coverage levels
· Modest financial leverage with ample debt capacity
· Ready access to capital markets under normal market conditions

	3
	A/A-
	A2/A3

	· Strong market and financial position with a history of successful performance, but more susceptible to economic changes
· Assets are good quality with little reliance on intangibles. CAPEX is reasonable
· Strong cash flow and interest coverage levels with trends generally consistent
· Financial leverage is satisfactory with sufficient debt capacity
· Access to capital markets under normal market conditions

	4
	BBB+/BBB
	Baa1/Baa2
	· Satisfactory earnings, cash flow and interest coverage although trends are occasionally inconsistent
· More concentration of business risk - by product or market - may be present. Susceptible to cyclical changes
· Assets are of average quality which may require significant CAPEX. Intangibles may be material in nature
· Highly experienced/qualified management
· Access to capital markets will generally be available under normal market conditions

	5
	BBB-
	Baa3
	· Higher degrees of susceptibility to cyclical trends due to industry position, less diversification etc.
· Assets and cash flows are reasonably sound with adequate coverage levels
· Financial leverage is slightly above average and assets may require significant CAPEX
· Access to capital markets may be available under normal conditions

	6
	BB+
	Ba1
	· Higher degree of volatility of earnings, cash flow, interest and overall performance
· More long term uncertainty, but with less near term vulnerability than other speculative grades
· Financial leverage is high with some debt capacity remaining
· Adequate coverage
· May have “above average” risk elements relative to industry
· Less access to public markets, reliant on bank financing



Appendix B – Credit Risk E-Ratings

DESCRIPTIONS OF ENRON RATINGS - CONTINUED

	ENRON RATING
	S & P RATING
	MOODY’S RATING
	
INVESTMENT GRADE DESCRIPTION

	7
	BB
	Ba2
	· Earnings, cash flow and interest coverage may be volatile with trends subject to erratic swings
· Outlook contains factors which may lead to unstable conditions
· Assets are below average quality but are expected to maintain value
· CAPEX requirements could be significant due to asset quality/ Possible material reliance on intangibles
· Financial leverage is high with some debt capacity remaining
· Adequate financial controls
· Experienced management but depth of management is less certain
· Access to financing primarily available from banks or other private sources. Less access to public markets

	8
	BB-
	Ba3
	· Pronounced risk elements with uncertainty of future performance
· Earnings and cash flows are volatile
· Assets are below average quality. CAPEX spending requirements could be significant
· Marginal interest coverage levels
· Less access to public markets

	9
	B+/B
	B1/B2
	· Earnings and cash flow will generally be strained
· Trends are unfavorable and the outlook is difficult
· Adverse economic market or other event may in the future affect the company’s financial performance
· Assets are significant value to provide a “second way out”. Significant intangibles exist
· Financially, over leveraged with minimal sources of financing available
· Management turnover or lack of experience or stability may result in deterioration of financial performance

	10
	B-
	B3
	· Adverse business, financial or economic conditions will likely impair capacity to repay interest and principal;
· Assets are insufficient value to provide a “second way out”. Warrants more than normal levels of supervision
· Financially over leveraged
· Weak interest coverage levels Management turnover or lack of experience or stability may result in deterioration of financial performance

	11
	CCC
	Caaa/Ca
	· Poor quality in most respects
· Likely to be in arrears interest with principal payments in danger
· This rating may be used to cover a situation where a bankruptcy petition has been filed, but debt service payments continue

	12
	D
	
	· Payment default, Interest and/or principal payments have not been made on due date, even if applicable grace period has not expired
· This category is also used when the Company has filed a bankruptcy petition and debt service payments are jeopardized
· Repayment in full is highly questionable


Enron Corp.		4

Risk Management Policy		
Proprietary and Confidential		
Draft – 7/31/01 v1
			 








Appendix C – Credit Risk Procedures

Once the credit risk management function determines the E-Rating, certain approvals must be obtained.  If the assigned E-Rating is consistent with the public credit rating, the credit risk management function has the authority to approve the internal rating.  The credit risk management function approves counterparts whose public ratings are not consistent with the assigned E-Rating.  Rating equivalents are based upon the scale found in table below.  The credit risk management function approves E-Ratings assigned to all non-publicly rated counterparts.  Approved E-Ratings are captured and maintained in CAS.  

Credit Limit Authority
($Millions)
	Credit Risk Management Personnel Authority
	E 1-2
	E 3-5
	E 6-8
	E 9-12

	Analyst Level I
	$10
	$5
	$2
	$0.25

	Analyst Level II
	$20
	$15
	$10
	$2

	Manager
	$50
	$35
	$20
	$5

	Director
	$100
	$100
	$50
	$25

	V.P.
	$200
	$200
	$100
	$50

	Chief Risk Officer or Office of the Chairman of Enron Corp.
	Over $200
	Over $200
	Over $100
	Over $50



Tenor Limits 
	Credit Risk Management Personnel Authority
	E 1-2
	E 3-5
	E 6-8
	E 9-12

	Analyst Level I
	2 years
	1 year
	1 year
	3 months

	Analyst Level II
	5 years
	5 years
	3 years
	6 months

	Manager
	7 years
	7 years
	5 years
	1 year

	Director
	10 years
	10 years
	7 years
	3 years

	V.P.
	15 years
	15 years
	10 years
	5 years

	Chief Risk Officer or Office of the Chairman of Enron Corp.
	Over 15 years
	Over 15 years
	Over 10 years
	Over 5 years
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Appendix D – Transaction Approval Process
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REVISED 8/13/01

Appendix D – Transaction Approval Process - Continued

Approval AuthorityREVISED 8/13/01
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Appendix D – Transaction Approval Process - Continued
REVISED 8/13/01
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Appendix E – Guarantee Approval Process

Guarantee Approval FlowchartREVISED 8/13/01
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Appendix F – Fundamental Operating Standards

<NOTE> These standards may be updated periodically.
[bookmark: OLE_LINK1][bookmark: OLE_LINK1]


Quantitative
Transactions are recorded accurately and timely (completeness, accuracy)

· transactions are recorded with 100% accuracy and valued appropriately in an approved risk system for the applicable product
· transactions are input into appropriate risk system on date of trade
· All trades executed on the telephone must be executed on telephones that are recorded electronically, and all trades executed over the internet must be executed with appropriate recording back up

Daily Profit and Loss position reporting is accurate and timely (completeness, accuracy)

· reports are 100% accurate at time of issuance (no revisions)
· daily positions and profit and loss have been approved and signed off by trading
· reports issued on next day of trading at a commercially pre-determined time
· trading limit violations noted and communicated to management on next day of trading

Timely confirmation and execution of transactions (completeness, accuracy, existence)

· confirmation of all brokered trades with brokers by close of business trade date 
· confirms sent to counterparties (non-exchange) within 24 hours of trade execution and agreed to risk system data
· confirms received from counterparties (non-exchange) within 48 hours of trade execution and agreed to risk system data
· confirms executed with counterparty within 7 days of trade date with exceptions noted and communicated to management with the associated level of risk for non-execution (ie. master agreement in place, number of trades unexecuted)

Settlements with counterparties occurs accurately and timely (non CACS, non Dash deals)

· invoices/payments agree with contractual terms
· all invoices/payments sent to counterparties are resolved within 30 days of dispute date with material exceptions noted and communicated to management
· overdue cash collections followed up with counterparties within 48 hours of due date




Appendix F – Fundamental Operating Standards - Continued


Operating system data matches risk systems and general ledger data

· flash to actual variances and prior month adjustments cleared within 30 days of identification
· [bookmark: OLE_LINK1]all trading general ledger accounts are reconciled and outstanding items cleared within 7 workdays subsequent to month-end 

Qualitative
Establish and implement business and controls infrastructure 

· business unit head has ultimate responsibility to ensure operating standards are met (working in conjunction with GRMP and RAC)
· full functionality and interfaces for market risk, credit risk and corporate reporting, and/or a systems roadmap for that development
· appropriate involvement in business for specialist services (Legal, Tax and HR)
· sufficient resourcing both in quality and quantity for all processes
· global databases are in place and updated to accommodate business counterparties
· trading/origination activities and trading limits have been approved and authorized by Enron management
· credit limits have been defined and approved and capabilities exist to monitor credit exposure by counterparty 
· transaction approval process has been defined and communicated

Define functional responsibilities across business/offices and ensure segregation for the following duties

· Execution (Commercial)
· Controls (Commercial Support)
· Review (RAC)
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Appendix G – Operational Risk Considerations


People

· Incompetence
· Fraud
· Excessive dependence on a few top level employees
· Lack of institutional memory

Organizational

· Improper segregation of duties
· Lack of governance
· Operational constraints
· Efficiency risk
· Scalability or transaction volume risk

Process Risk

· Model risk
· Wrong algorithm
· Misuse of a correct model
· Wrong inputs to a correct model
· Control over changes to model
· Combination of above

· Position and P&L Reporting
· MTM error
· Risk Books, Infinity, RisktRAC, CAS and DPR do not reflect correct positions
· Limit Violations

Transaction Specific Risk

· Pricing error
· Execution error
· Product complexity/transaction complexity misperception
· Booking error
· Settlement error
· Documentation/contract risk
· Unexpected cost – legal or other transaction fees
· Unidentified risks
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Appendix G – Operational Risk Considerations

Technology

· Computer system failure
· Programming error
· Communication infrastructure breakdown
· Blind acceptance of system-generated valuations

External

· Regulatory 
· Legal





Appendix H – Sample Documentation of Employee Acknowledgement of Policy


Enron Corp.
Risk Management Policy
Acknowledgement of Review and Compliance



I, 					, do hereby acknowledge that I have read and understand the Enron Corp. Risk Management Policy.  I hereby certify compliance with such policy statement since my employment, or since I last so certified.  I will continue to comply with such policy statement. 

I understand that I may not engage in the trading of any position for the benefit of any party other than Enron Corp. and its affiliates (the Company), whether for my own account or for the account of any third party, where such position relates to (a) any financial instrument, security, financial asset, asset contractual or liability, or commodity which falls within my responsibility for the Company or (b) any Commodity Group, other than the Commodity Groups listed under the heading “Financials” in the Concentration Limits in Appendix 1.



							Date:				
Employee Signature


					
Employee Name Printed


											
Enron Business Unit				


Any exceptions noted below:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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