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Background
PwC has responsibility for populating the Natural Gas Curve template with ERMS data for every location that had positions as of 12/3/01.
Currently, all ‘Basis’ and ‘Index’ curves (as defined by Enron) are populated with Enron mid-office curve data from ERMS and reside in O:\CurveValidation\Estate Reporting\Gas\Basis and O:\CurveValidation\Estate Reporting\Gas\Index.  The ‘Basis’ and ‘Index’ subdirectories each have five regions based on data pulled from ERMS: Canada, Central, East, Texas, and West.  The trading desk classification combines Canada and Central into the Central region.
Trader Responsibilities 
· Obtain available broker quote information for all curve templates from 12/3/01 – 1/25/02
· Populate the templates with those broker quotes in the designated fields; broker mid price quotes, whether directly provided by the broker or calculated by the trader from broker’s bid/ask spread, must be present in the template.
· Validate the broker quotes against the Enron ERMS forward curve data
· Provide a reconstructed curve in the event that broker quotes are not available or differ substantially from the ERMS data
· Exercise judgment and confirming the appropriate forward curve for each location and each date
· Approve the completed curve template by entering trader initials in appropriate cell; forward the template to supervisor for sign-off
· Coordinate with Kathy Kelly in providing daily progress updates

Template Completion Procedure
	Enron Corp
	1. Entering Broker Data
· File location and maintenance: Each trader should open the Gas Curve Template for the designated curve.  For example, to validate the East Basis Transco Z6 curve, open the file located at O:\CurveValidation\EstateReporting\Gas\Basis\East\IF-TRANSCO-Z6.  Only those areas shaded in yellow should be used for trader input.  Other than blue-shaded Column D, Prior Day ‘Enron Price ($),’ all non-yellow cells are write-protected and cannot be changed.
· Quote instructions: Every ‘Basis’ and ‘Index’ curve on the O:\ drive had positions as of 12/3/01.  If broker quotes can or have been obtained, enter the broker name in the designated space (i.e. ‘{Broker 1}’).  A minimum of one broker quote must be obtained to perform the validation, with quotes sufficient to validate the transparent time horizon of the given curve.  If more than three quote sources are available for the given curve and effective date, then input broker quotes that are most similar, disregarding outlier quotes.  
· File all existing and newly acquired broker quotes to facilitate review of broker data by PwC.
· If broker quotes include a bid and ask price, enter them directly into the ‘Bid’ and ‘Ask’ cells for the given reference date.  Next, the trader must input the average of the bid and ask in the ‘Mid’ column. 
· If the broker only provides the mid price, then input it directly into the ‘Mid’ column, leaving the ‘Bid’ and ‘Ask’ columns blank.
· Quotes should be entered as month-specific prices.  If strip quotes are obtained for any given time period, the trader must exercise judgment to shape the curve.  Specifically, the trader must shape the monthly forward prices so that the average of the shaped portion over the strip horizon equals the strip quote.  For example, if provided a quote for Jan.-Mar. of $2.70, the trader should shape the quote to month-specific dates (i.e. Jan.=$2.80, Feb.=$2.68, Mar.=$2.62) so that the average of the forward prices equals $2.70.  The same principal applies to daily or yearly strip quotes.
· Traders should enter broker quotes through the quoted liquid horizon.  However, most gas curve templates extend beyond the liquid horizon.  For those points beyond the liquid horizon, day-to-day comparisons must be made by the trader in order to detect significant forward curve deviations in the illiquid horizon.  If broker quotes are not entered in the “Broker Quotes ($)” section, the Gas Curve template automatically populates Column N, “Broker Quote Unavailable,” with the Prior Day’s ERMS forward curve data in Column D.

	Enron Corp
	2. Review Calculations
· Compare the differences between the Enron and ‘Market’ forward curves in the summary columns, ‘Price Difference’ (Column P) and ‘% Price Difference’ (Column Q).  These variance columns automatically populate the summary boxes at the top of each sheet.
· Determine the appropriate deviation threshold for the quoted and illiquid ranges in Column Q.  Suggested deviation benchmarks are 5% for the quoted horizon and 10% for the illiquid horizon.
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	3. Perform Analytics
· Analyze curve data for anomalies, looking for deviations or variances in both the quoted and illiquid horizons.
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	4. Determine Whether Curve Is “Validated” or Should Be “Revised”
· If the Enron curve is within the tolerance limits for the prompt and forward months, list the curve as Validated.
· Mark that day’s curve as ‘V’ (Validated) in the designated cell (G12) of the Gas Curve template.
· Input comments as necessary in the ‘Comments’ field to support conclusion.
· Obtain signoff in the Gas Curve template (G14).  Signoff should be input by ______ after review.
· If the Enron curve is outside the tolerance limit for the prompt or forward months, then either:
· Determine other supporting data/rationale to corroborate the Enron curve (e.g. transacted prices).
· Document the rationale for the Enron curve in the ‘Comments’ section of the Gas Curve template, including any necessary additional support.  Additional support can be maintained as hardcopy and referenced from the ‘Comments’ section or by inserting a worksheet into the Gas Curve template.
· Revise the curve:
· Clear decision to revise the forward curve with the ‘Signoff’ designee.
· Manually input the new pricing points in the ‘Revised Price’ column (Column R) and update the Prior Day ‘Enron Price ($)’ curve (i.e. Column D) on the next day’s worksheet.
· Review the difference between the revised curve and the market curve in Column S, ‘Revised vs. Mkt % Price Difference.’  Ensure the % differences in Column S between the ‘Revised Price’ and the ‘Comparative Market Price ($)’ curve are within designated tolerance levels.
· Ensure that the revised curve is used in the next day’s Gas Curve template for the Prior Day ‘Enron Price ($)’ curve (i.e. Column D).  Contact Tim Bowler or Mike Barone, PwC, for assistance.
· Mark that day’s curve as ‘R’ (Revised) in the designated cell (G12) of the Gas Curve template.
· Obtain signoff in the Gas Curve template (G14).  Signoff should be input by ______ after review.
· Save the Gas Curve template.

	Enron Corp
	5. Upload Revised Curves
· Ensure any revised curves are uploaded into ERMS and marked as such in the Gas Curve template.





[bookmark: Closing]Regards,



[bookmark: Closing][bookmark: Closing]
Tim Bowler



(5)
oleObject1.bin



image1.wmf

oleObject2.bin



image2.wmf

