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RE:	Risk Assessment Reporting Requirements for FCMs

	Set forth below is a summary of the Commodity Futures Trading Commission (“CFTC”) risk assessment reporting requirements applicable to Enron Trading Services Inc. (“ETS”) and a list of the information we need from ETS.
 
I.	Updated Risk Assessment Report

	Within 60 calendar days after the end of the fiscal quarter in which a material change in an FCM’s information or status has occurred, the FCM must file with the proper regional office of the CFTC:
A. An organizational chart for the FCM.  In accordance with CFTC Rule 1.14(a)(1)(i), this chart must include for both the FCM and each of its affiliated persons, a designation of which:
(1) affiliated persons are Material Affiliated Persons (“MAPs”) (defined below);
(2) MAPs file routine financial or risk exposure reports with the Securities and Exchange Commission, a federal banking agency, an insurance commissioner or other similar official or agency of a state, or a foreign regulatory authority; and 
(3) MAPs are dealers in financial instruments with off-balance sheet risk and, if a MAP is such a dealer, whether it is also an end-user of such instruments; and
B. Written policies, procedures, and systems concerning the FCM’s:
(1) method(s) for monitoring and controlling financial and operational risks to it resulting from the activities of any of its affiliated persons;
(2) financing and capital adequacy, including information regarding sources of funding, together with a narrative discussion by management of the liquidity of the material assets of the futures commission merchant, the structure of debt capital, and sources of alternative funding; and
(3) establishing and maintaining internal controls with respect to market risk, credit risk, and other risks created by the FCM’s proprietary and noncustomer clearing activities, including systems and policies for supervising, monitoring, reporting and reviewing trading activities in securities, futures contracts, commodity options, forward contracts and financial instruments; policies for hedging or managing risks created by trading activities or supervising accounts carried for noncustomer affiliates, including a description of the types of reviews conducted to monitor positions; and policies relating to restrictions or limitations on trading activities. 
· Assuming that Enron’s purchase of MG Plc occurred on July 17, 2000, ETS must file its amended risk assessment report on or before Wednesday, November 29, 2000.

II.	Financial Information 

	Within 105 calendar days after the end of each fiscal year, an FCM must file the following financial statements with the proper regional office of the CFTC: 
A. Fiscal year-end consolidated and consolidating balance sheets for the highest level MAP within the FCM’s organizational structure, which shall include the FCM and its other MAPs, prepared in accordance with generally accepted accounting principles, which consolidated balance sheets shall be audited by an independent certified public accountant if an annual audit is performed in the ordinary course of business, but which otherwise may be unaudited, and which consolidated balance sheets shall include appropriate explanatory notes.  The consolidating balance sheets may be those prepared by the FCM’s highest level MAP as part of its internal financial reporting process; 
B. Fiscal year-end annual consolidated and consolidating income statements and consolidated cash flow statements for the highest level MAP within the FCM’s organizational structure, which shall include the FCM and its other MAPs, prepared in accordance with generally accepted accounting principles, which consolidated statements shall be audited by an independent certified public accountant if an annual audit is performed in the ordinary course of business, but which otherwise may be unaudited, and which consolidated statements shall include appropriate explanatory notes. The consolidating statements may be those prepared by the FCM's highest level MAP as part of its internal financial reporting process; and
C. Upon request, any additional information that the CFTC determines is necessary for a complete understanding of a particular affiliate's financial impact on the FCM’s organizational structure. 
· 	ETS should file these materials on or before April 15, 2001.     

III.	FCM and/or MAPs Under the Supervision of Other Regulatory Authorities

	If the FCM or any of its MAPs are subject to supervision by the Securities and Exchange Commission, a Federal Banking agency, or an insurance commissioner or other similar official or agency of a state, they may be able to meet at least the financial statement filing requirements using the filings they must make to such agencies.  

· 	Please advise whether any of ETS’s MAPs are subject to such supervision.

IV.	MAPs Under the Supervision of a Foreign Regulatory Authority
	If the FCM’s MAPs are subject to the supervision of a foreign regulatory authority, the FCM is deemed in compliance with the CFTC reporting requirements if the FCM furnishes, or causes the MAP to make available, copies of any financial or risk exposure reports filed by the MAP with the foreign authority, provided that:
A. The FCM agrees to use its best efforts to obtain from the MAP and to cause the MAP to provide, directly or through its foreign futures authority or other foreign regulatory authority, any supplemental information the CFTC may request and there is no statute or other bar in the foreign jurisdiction that would preclude the FCM, the MAP, the foreign futures authority or other foreign regulatory authority from providing such information to the CFTC; or 
B. The foreign futures authority or other foreign regulatory authority with whom the MAP files such reports has entered into an information sharing agreement with the CFTC which is in effect as of the FCM’s fiscal year-end and which will allow the CFTC to obtain the type of information required herein.  The FCM shall file a copy of the original report and an English translation. 
· 	Please advise whether Enron, Ltd. files any such reports.

V.	Determination of Which Affiliates are MAPs 
A. The determination of whether an affiliated person of an FCM is a MAP involves a consideration of all aspects of the activities of, and the relationship between, both entities, including without limitation, the following factors: 
(1) The legal relationship between the FCM and the affiliated person; 
(2) The overall financing requirements of the FCM and the affiliated person, and the degree, if any, to which the FCM and the affiliated person are financially dependent on each other; 
(3) The degree, if any, to which the FCM or its customers rely on the affiliated person for operational support or services in connection with the FCM’s business; 
(4) The level of market, credit or other risk present in the activities of the affiliated person; and 
(5) The extent to which the affiliated person has the authority or the ability to cause a withdrawal of capital from the FCM. 
· We will need to discuss these issues with you in preparing ETS’s risk assessment report.

VI.	Information we need from ETS
	Please provide us with the following information as soon as possible: 
A. Current Organizational Chart of Enron Corp.;   
B. A list of affiliates filing routine financial or risk exposure reports with the regulators referred to in Section I.A.2. above; 
C. A list of those affiliates that are OTC derivatives dealers and/or those that are end-users;
D. A list of affiliates maintaining accounts with ETS; 
E. Copies of any written financial, operational, and risk management policies, procedures, and systems of ETS (see Sections I.B.1-3 above)  [Please confirm that we have the latest version];
F. Most recent audited and/or unaudited Financial Statements and/or Statements of Financial Condition [Not needed until April 15, 2001, for financial statement filing but may assist us in determining which ETS affiliates are MAPs];
G. A description of the financing arrangements for each affiliate, including whether any will provide credit, financing or capital to ETS; 
H. A description of the relationship to each affiliate and whether any will be providing operational support or services to ETS; and
I. Any other documents demonstrating the presence or absence of the relationships or authority discussed in this Section VI. (e.g., an internal memorandum analyzing the market risk assumed by a MAP).
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