Northern Natural Gas Company
Risk Management Policy


I. General Authorization

Northern Natural Gas is authorized to execute Gas Commodity Transactions and manage these Transactions within certain authorized Portfolios in support of its Transportation and Storage Service Agreements.

All Transactions covered by this policy must be conducted in compliance with all Enron Corp. policies, Federal Energy Regulatory Commission (“FERC”) regulations and policies as they exist from time to time and the FERC Gas Tariff of Northern Natural Gas Company (“NNG”).

II. Commodity Trading Portfolio

NNG is authorized to enter into Risk Management Transactions which create positions for NNG within the authorized limits, specified in Appendix I.  These positions shall be managed within the Commodity Trading Portfolio.

A.	Hedging Transactions

As a means to secure the maximum profitability of transportation services or to mitigate the financial risks associated with certain Transportation Service Agreements, NNG may enter into Risk Management Agreements with third parties to enable Risk Management Transactions.  These transactions are accounted for on an accrual basis, and are segregated from non-hedge Risk Management Transactions.  Qualifying Risk Management Hedging Transactions and the item being hedged are managed in the Commodity Trading Portfolio.  Designated hedging transactions must meet all of the following criteria. 

1. At the hedge’s origin, formal documentation exists of the 

a. Hedging relationship;
b. Risk management objectives;
c. Strategy for undertaking the hedge; and
d. Identification of the hedged transaction, the hedging instrument, the nature of the hedged risk, the method of assessing effectiveness and the components (if any) that are excluded (such as time value) from the effectiveness assessment.

2. Documentation must include 

a. All relevant details;
b. The specific nature of any asset or liability involved;
c. When (date on or period within) a forecasted transaction is expected to occur; and 
d. Currency amount.

3. The hedging relationship is expected to be highly effective in producing offsetting cash flows throughout the hedge period.  This relationship must be assessed at inception and at least every 3 months and each time financial statements or earnings are reported.  Highly effective is set at 80% to 125%.

4. If hedging with a written option, the combination must provide at least as much potential for positive cash flow changes as exposure to negative cash flow changes. 

In addition to all of the above, to be eligible for designation as a cash flow hedge, a forecasted transaction must meet additional criteria which changes from time to time.

Failure to meet anyone of the above criteria excludes the Risk Management Transaction from hedge accounting and the monthly fluctuations in the value of the transaction are recognized to income currently. 
  

III. Position and Loss Notification Requirements

The Gas Commodity Trading Portfolio is subject to a combination of limits.  These limits include, Net Open Position, Maturity/Gap Risk, Potential Exposure limits and Loss notifications, as appropriate for Gas Commodity Trading.

Limits will be applied on the Commodity Trading Portfolio as follows.

A. Net Open Position Limits, as specified in Appendix I.
B. Maturity/Gap Risk Limits, as specified in Appendix I.
C. Potential Exposure Limits using stress-testing and scenario analysis, as directed by the Enron Corp. Chief Risk Officer, and limits based on VAR, calculated daily or as appropriate to NNG.
D. Regulated Exchange Limits as imposed by regulated exchanges on which they transact.
E. Loss Notifications.  Daily and Cumulative Losses resulting from the Gas Commodity Trading Portfolio are subject to the reporting requirements as specified in Section IV.A.

NNG will formulate limits subordinate to approved limits, which will be monitored internally, and act as triggers for reference to and action by senior NNG Management.

IV. Limit Violation/Loss Notification Requirements

Any violation of limits must be reported to the Enron Corp. Chief Risk Officer.  Such report should be made prior to entering into a Transaction if there is sufficient reason to believe that a limit violation will occur.  Requirements for limit violation notifications, each accompanied by an explanation for all limit violations and a recommended course of action for Net Open Position, Maturity/Gap Risk and Value-at-Risk limit violations, will be as follows. 


A. Net Open Position Limits; Maturity/Gap Risk Limits.  If the limit violation is equal to or in excess of five percent (5%) of the applicable limit, the Enron Corp. 

B. Value-at-Risk Limits.  If the aggregate VAR limit is exceeded or if the VAR for any Commodity Group is equal to or in excess of five percent (5%) of the applicable limit.

C. Loss Notifications.  If at any time the Daily Loss of the Gas Commodity Trading Portfolio is in excess of 50% of the respective VAR limit as approved by the Board of Directors of NNG the NNG Control Officer shall promptly communicate the occurrence to the Enron Corp. Chief Risk Officer.

V.	Operations and Controls

A. Segregation of Duties.  NNG shall keep segregated from individuals entering into Transactions each of the following activities: recording and aggregation of Transactions; preparation, issuance and verification of NNG or third-party documentation; reporting of Gas Commodity position information; review of the reasonableness of prices and models, periodic validation of prices from independent market sources; monitoring of limits; physical and/or financial settlement of Transactions; reconciliation of accounts; and preparation of financial statements.

B. Position Reporting.  NNG shall prepare, distribute and make available data constituting a (“Position Report”) as may be required by the President or the Control Officer of NNG, including the Net Open Position, profit or loss, potential exposure and any other parameters as may be required. 

C. Stress and Scenario Testing.  On a monthly basis, or as markets dictate, NNG shall formulate and examine the effects of extreme changes in the market parameters relevant to exposures and positions.  Results of these tests will be made available to the Enron Corp. Chief Risk Officer, or his designee.

D. Valuation.  On a monthly basis, or as markets dictate NNG shall provide evidence of verification of all market parameters used in the calculation of risk metrics and profits and losses.  This should be made available to the Enron Corp. Chief Risk Officer, or his designee.

E. Transaction Approvals.  Only those employees designated by the Enron Corp. Chief Risk Officer or his designee will be authorized to enter into Gas Commodity Trading Transactions on behalf of NNG.  All Transactions must be entered into in compliance with current or future policies, prevailing at the time transactions are contemplated, of the Credit Group, Market Risk Group, Legal Department, and other relevant groups, as determined by Enron Corp. Chief Risk Officer.

F. Brokerage Accounts.  Authorization to open or revise a Brokerage accounts will be reviewed and approved by the Enron Corp. Chief Risk Officer or his designees.  The Enron Corp. Chief Risk Officer or his designees will also notify the borkers of the names of personnel authorized to trade futures, options or other contracts on regulated exchanges if the account has been designated for this purpose.

G. Calculation of the Net Open Position by Commodity Group.  Affiliate positions and any such other Transaction designated as a hedge of the Affiliate Transaction, shall be excluded from the Net Open Position calculation for purposes of limit monitoring.

VI.	Miscellaneous

Employee Trading.  No employee may engage in the trading of any Position for the benefit of any party other than an Enron Company (whether for their own account or for the account of any third party) where such Position relates to (I) any financial instrument, security, financial asset or liability which falls within such employee’s responsibility at an Enron Company or (ii) any other commodity,  included in any Commodity Group.

VII. Definitions

“Affiliate Position” shall mean the Position between a NNG and any other Enron Company (“Affiliate Transactions”), and any such other Transaction designated as a hedge of any Affiliate Transaction, in accordance with the Affiliate Policy.


(Continue with the Definitions)

