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EOTT ENERGY OPERATING LIMITED PARTNERSHIP
And EOTT ENERGY CANADA LIMITED PARTNERSHIP
RISK MANAGEMENT POLICY
Approved by EOTT Energy Corp. Board of Directors
on
September 6, 2000, effective October 1, 2000


I.	General Authorization

EOTT Energy Operating Limited Partnership, through its General Partner, EOTT Energy Corp. and EOTT Energy Canada Limited Partnership, through its agent, EOTT Canada, Ltd. (collectively "EOTT") is authorized to execute Transactions and manage these Transactions within the authorized limits in support of its businesses.

All Transactions covered by this policy must be conducted in compliance with all EOTT Energy Corp. policies, as each may be amended, supplemented or restated from time to time (collectively the "EOTT Policies").  

II.	Positions

EOTT is authorized to enter into Transactions which create Positions for EOTT within the authorized limits, specified in Appendix I and Appendix II.  The employee who executes a Transaction is responsible for ensuring that all Transactions authorized under this policy are input into EOTT’s trading system on the day on which the Transaction was executed.  These Positions are designed to capture and manage risks related to physical delivery of energy commodities, to provide energy related risk management services, and to take advantage of market arbitrage opportunities. 

III.	Limits

Generally, EOTT's business activities are subject to a combination of limits. These limits include, but are not limited to, Net Open Position Limits, Maturity/Gap Risk Limits, Potential Exposure Limits and Loss Limits, as appropriate for the type of business activity under consideration.  

Limits will be applied at the Commodity Group level.

A.	Net Open Position Limits.  EOTT's activities are subject to the Net Open Position limits at the Commodity Group level, as specified in Appendix I.  

B.	Maturity/Gap Risk Limits.  EOTT's activities are subject to the Maturity/Gap Risk limits at the Commodity Group level, as specified in Appendix I.

C.	Potential Exposure Limits.  EOTT's activities are subject to potential exposure analysis using stress‑testing and scenario analysis, as directed by the Risk Officer of EOTT Energy Corp., and limits based on VAR, calculated daily or as appropriate to the business activity under consideration at the Commodity Group level.

D.	Loss Limits.  Daily and Cumulative Losses resulting from EOTT's activities are subject to the reporting requirements, as specified in Section IV.C.

E.	Regulated Exchange Limits.  EOTT may be subject to limits imposed by regulated exchanges on which it transacts.  EOTT shall comply with any such limits imposed on it, as such limits may be modified from time to time.  

IV.	Limit Violation Notification Requirements

Notwithstanding the other provisions of this Policy, any violation of limits must be reported by the EOTT Energy Corp. Risk Officer to the President or his designee of EOTT Energy Corp., along with a justification of a limit violation from the party who violated the limit and a recommended course of action from the EOTT Energy Corp. Risk Officer. Such report should be made prior to entering into a Transaction if there is a sufficient reason to believe that a limit violation will occur. Additional limit violation notification requirements, each accompanied by the justification and recommended course of action, 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 EOTT Energy Corp. Risk Officer shall promptly communicate the occurrence to the President or his designee of EOTT Energy Corp.  If the limit violation is equal to or in excess of ten percent (10%) of the applicable limit, the EOTT Energy Corp. Risk Officer shall promptly communicate the occurrence to the Chairman or his designee of EOTT Energy Corp.

B.	Value‑at‑Risk Limits. If the Aggregate Value-at-Risk [VAR] limit is exceeded, the EOTT Energy Corp. Risk Officer shall promptly communicate the occurrence to the President or his designee of EOTT Energy Corp.  If the Aggregate VAR limit violation is equal to or in excess of ten percent (10%) of the applicable limit, the EOTT Energy Corp. Risk Officer shall promptly communicate the occurrence to the Chairman or his designee of EOTT Energy Corp. 

C.	Loss Limits. If at any time the Daily Loss in any Commodity Group is equal to or in excess of 50% of the respective VAR limit as approved by the Board of Directors, the EOTT Energy Corp. Risk Officer shall promptly communicate the occurrence to the President or his designee of EOTT Energy Corp.  If at any time the Daily Loss in any Commodity Group or all Commodity Groups in the aggregate is equal to or in excess of 75% of the respective VAR limit as approved by the Board of Directors, the EOTT Energy Corp. Risk Officer shall promptly communicate the occurrence to the Chairman or his designee of EOTT Energy Corp.

	If at any time the Cumulative Loss in any Commodity Group is equal to or in excess of 75% of the respective VAR limit as approved by the Board of Directors, the EOTT Energy Corp. Risk Officer shall promptly communicate the occurrence to the President or his designee of EOTT Energy Corp.  If at any time the Cumulative Loss in any Commodity Group is equal to or in excess of the respective VAR limit as approved by the Board of Directors, the EOTT Energy Corp. Risk Officer shall promptly communicate the occurrence to the Chairman or his designee of EOTT Energy Corp.

D.	Audit Committee of the Board of Directors Notification. The Risk Officer shall communicate to the Chairman of the Audit Committee violations of the Aggregate VAR Limit of 25% or greater and any Daily Loss for all Commodity Groups in excess of the VAR Limit. These and other limit violations and a summary of EOTT's market risks will be reported to the Audit Committee of the Board by the Risk Officer of EOTT Energy Corp. at all regularly scheduled Audit Committee meetings.

V.	Operations and Controls

A.	Segregation of Duties.  EOTT shall keep segregated from the regional business units or divisions or individuals entering into Transactions each of the following activities: recording and aggregation of Transactions into the Position report; preparation, issuance and verification of EOTT or third‑party documentation, reporting of Positions and Commodity Group 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.  EOTT shall prepare and distribute a daily report ("Daily Position Report") showing Commodity Group Net Open Position, profit or loss, potential exposure and any other parameters as may be required by the President, applicable Vice President or the Risk Officer of EOTT Energy Corp.  The Daily Position Report will also report various limits compared to their respective actual amounts. The President, applicable Vice President and Risk Officer of EOTT Energy Corp. shall designate individuals who are authorized to approve the Daily Position Report on behalf of EOTT.  After approval, the Daily Position Report shall be distributed to the President, the applicable Vice Presidents, and the Risk Officer of EOTT Energy Corp. and others as designated by the President, the applicable Vice Presidents or the Risk Officer of EOTT Energy Corp.

C.	Transaction Approvals. The EOTT Energy Corp. Risk Officer or his designee will monitor those employees authorized under this Policy to enter into Transactions on behalf of EOTT. The Risk Officer must also approve and maintain a record of those employees responsible for the Commodity Group.  All Transactions must be entered into in compliance with current or future policies, prevailing at the time transactions are contemplated, of the Credit Group, Legal Department, Trading Controls Group and other relevant groups or departments.

D.	Brokerage Accounts.  EOTT is authorized to open trading accounts with brokers to facilitate the conduct of its business. All openings or revisions of trading accounts with a broker or brokers will be reviewed and approved by the EOTT Energy Corp. Risk Officer or his designees and the Credit Group. The EOTT Energy Corp. Risk Officer or his designees will also notify the brokers 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.  

E.	Calculation of the Net Open Position by Commodity Group. For purposes of monitoring the Net Open Position Limits, as specified in III.A., all Positions within a Commodity Group shall be aggregated.  

VI.	Policy Amendment Authority

A.	Position Measurement Parameters.  Any changes to parameters used in the aggregation and measurement of Positions must be approved by the EOTT Energy Corp. Risk Officer. This includes, but is not limited to, VAR parameters, Maturity/Gap Risk periods, conversion ratios, volatility factors and correlation factors. Any substantive change will be communicated to EOTT Energy Corp.'s Board at the next regularly scheduled Board of Directors' meeting.

B.	Interim Policy for New Commodity Groups.  The President, applicable Vice Presidents and Risk Officer of EOTT Energy Corp. may approve positions in the Commodity Group(s) prior to ratification by the EOTT Energy Corp. Board of Directors, provided that the new positions do not increase the respective Commodity Group limits.  

C.	Limit Changes and Other Policy Amendments. Any modification of limits or other amendments, supplements or updates to this Policy, including revisions to Appendix I or Appendix II, unless covered by VI A, VI B or VI C, must be either (i) approved by the EOTT Energy Corp. Board of Directors or (ii) approved by the EOTT Energy Corp. President and ratified by the EOTT Energy Corp. Board of Directors at the next regularly scheduled Board of Directors' meeting.

VII.	Miscellaneous

Employee Trading.  No employee of EOTT Energy Corp. may engage in the trading of any Position for himself/herself or for the benefit of any party other than EOTT (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 EOTT or (ii) any other commodity included in any Commodity Group.

Trades at other than Market Prices.  No employee of EOTT Energy Corp. may enter into any Transaction at a price which does not reflect the then current market price, based on a reasonable bid/ask price, or any Transaction which has the effect of deferring any cash gain or loss at some future date, without the express written authorization of the President of EOTT Energy Corp.  

Employee Review of Policies.  An employee of EOTT Energy Corp. participating in any activity or transaction within the coverage of this Policy shall sign, on an annual basis or upon any material revision to this Policy, a statement approved by the EOTT Energy Corp. Risk Officer that such employee (i) has read this Policy, (ii) understands such Policy, and (iii) has and will comply with such Policies and Procedures. Any violation of this Policy by an employee shall be grounds for immediate termination.

Supersedes Prior Policies. This Policy supersedes and replaces all previous Policies of EOTT Energy Corp. approved by the EOTT Energy Corp. Board of Directors concerning risk management or trading.  This Risk Management Policy was approved by the EOTT Energy Corp. Board of Directors on September 6, 2000, to be effective as of October 1, 2000.  

VIII. 	Definitions

"Aggregated VAR Limits" shall mean the sum of all Commodity Groups’ VAR (defined below).

"Commodity Group" shall mean a collection of Positions having sufficient relationship and correlation (as recommended by the EOTT Energy Corp. Risk Officer and subsequently approved by the EOTT Energy Corp. Board of Directors) that allow for aggregation.  

"Cumulative Loss" shall mean a 5‑day rolling total of the change in value of any Commodity Group on a daily basis, exclusive of originations and prudence. The Cumulative Loss will be calculated using the mark‑to‑market method on a net present value basis.

"Daily Loss" shall mean the loss in value of any Commodity Group on a daily basis, exclusive of originations and prudence. The Daily Loss will be calculated using the mark‑to‑market method on a net present value basis.

"Maturity/Gap Risk" shall mean the risks related to non‑parallel changes of forward prices.  For purposes of this Policy, the Maturity/Gap Risk related to commodity Positions with forward prices shall be measured using a rolling total of the net open position per period.
 
"Net Open Position" shall mean the aggregate of the open Positions in a Commodity Group.  

"Position" shall mean, collectively, the risk components (including, but not limited to, price risk, basis risk, index risk, credit risk and liquidity risk) of all commodities which have been authorized and approved for trading in this Policy and any amendments thereto and any of the EOTT Energy Corp. Policies.

"Potential Exposure" shall mean the potential change in value of a Position or Commodity Group resulting from changes in, but not limited to, market prices, interest rates, currency rates, counterparty credit condition, liquidity, funding and settlement risk.

"Transactions" shall mean, collectively, forwards, futures, swaps, options, any combination of these instruments and any other derivative or cash market instruments creating a Position.
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"Value‑at‑Risk" shall mean the Potential Exposure related to a Commodity Group or Position calculated using the EOTT adopted VAR methodology at the 95% confidence interval using a 1‑day time horizon. Any recalibration or modification of the VAR methodology or parameters that take into account observed or anticipated changes in market factors or developments in VAR technologies and must be approved by the EOTT Energy Corp. Risk Officer or his designee.
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APPENDIX I
to
EOTT ENERGY OPERATING LIMITED PARTNERSHIP
RISK MANAGEMENT POLICY


EFFECTIVE DATE OF APPENDIX:  OCTOBER 1, 2000

COMMODITIES:  Crude, Refined Products, Natural Gas Liquids ("NGL's")

LIMITS  (TBD = To be determined)

	
	Net Open 
Position Limits

	Maturity/Gap 
Risk Limits
	Potential Exposure 
Limits
	Loss Limits
Daily/Cumulative

	Commodity Group
	
	
	TBD
	$1,000,000/$2,000,000

	Positions:
Crude-Price
	
1,000,000 bbls
	
500,000bbls/12 months
	
TBD
	
$1,000,000/$2,000,000

	Crude-Posting Plus/Spreads
	5,000,000 bbls
	3,000,000 bbls/month
	TBD
	$1,000,000/$2,000,000

	Crude-Grades
LLS
WTS
HLS
RMS
Foreign
	TBD
	TBD
	TBD
	TBD

	Crude-Posting*
	TBD
	TBD
	TBD
	TBD

	Refined Products-Price
	200,000 bbls
	100,000bbls/12 months
	TBD
	$200,000/$400,000

	NGL's-Price
	100,000 bbls
	50,000 bbls/12 months
	TBD
	$100,000/$200,000



*  Non-EOTT postings or prices


NOTE:  Categories for limits will be added to this policy as the information to assess these different risk categories is available.  These limits currently exclude lease volumes for crude oil. 
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APPENDIX II
to
EOTT ENERGY OPERTING LIMITED PARTNERSHIP
RISK MANAGEMENT POLICY

TRANSACTION AUTHORITY LIMITS

EFFECTIVE OCTOBER 1, 2000

	CONTRACT/TRANSACTION TYPE
	CONTRACT TERM
	CONTRACT VOLUME
	AUTHORITY LEVEL


		Commercial Transactions
	
	
	

		1.	Crude Oil

	
	
	

			a.	Spot (prompt month)
	
	Up to 5,000 bpd

Up to 20,000 bpd

Over 20,000 bpd

	Director or above

Regional Business Manager or Vice President

President

			b.	Evergreen (no term)
	
	Up to 2,000 bpd

Over 2,000 bpd, Up to 
20,000 bpd

Over 20,000 bpd

	Lease buyer or above

Director or above


President

			c.	Term Contracts
	Up to 3 months

Up to 3 months
	Up to 20,000 bpd

Over 20,000 bpd

	Regional Business Manager or Vice President

President

	
	Over 3 months, up to 12 months

Over 3 months, up to 12 months

	Up to 10,000 bpd


Over 10,000 bpd

	Regional Business Manager or Vice President

President

	
	Over 12 months, less than 25 months

Over 12 months, less than 25 months

	Up to 2,500 bpd


Over 2,500 bpd

	Regional Business Manager or Vice President

President

			d.	Any transaction
	25 months or more
	Over 20,000 bpd
	President


		2.	Natural Gas Liquids
	
	
	

	
	
	
	

			a.	Spot (prompt month)

	
	Up to 25,000 bbls per month

Over 200,000 bbls per month

Over 200,000 bbls per month
	Director or above

Regional Business Manager or Vice President


President


			b.	Term Contracts
	Up to 3 months

Up to 3 months


Up to 3 months
	Up to 50,000 bbls per month

Up to 100,000 bbls per month

Over 100,000 bbls per month

	Director or above

Regional Business Manager or Vice President


President

	
	Over 3 months, up to 1 year
Over 3 months
	Up to 25,000 bbls per month

Over 25,000 bbls per month

	Director or above

President

	
	
	
	

	
	
	
	

	
	Any term
	Over 50,000 bbls per month
	President


	
	
	
	

		3.	Refined Products

	
	
	

			a.	Spot (prompt month)
	
	Up to 200,000 bbls per month
	Director or above


	
	
	Over 200,000 bbls per month
	President


			b.	Term Contracts
	Up to 6 months
	Up to 100,000 bbls per month
	Director or above


	
	Over 6 months,
Less than 1 year
	Up to 25,000 bbls per month
	Director or above



	
	Over 6 months
	Over 50,000 bbls per month
	President


	
	1 year or more
	Over 25,000 bbls per month
	President


	
	Any term
	Over 100,000 bbls per month
	President


		4.	Third Party Transportation
		(all commodities)
	Less than or equal to 1 year
	
	Regional Business Manager or Vice President



	
	Over 1 year
	
	Vice President or above
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