
. .  . 
L 

e m .  s 1,560,417.00. 

The terms and cwdtiws of this schedule shall be Weci io Ihe ~asler 
Agr-. In the event d any conflict W e e n  ihk Schedule and the Master 
Agreement. this schedule sha# govern. 



. 
I 

The partes have each caused a duly authorized representative to execute this 

Schedule in dupliile. 

Peoples Energy Reswroes Corp. Enm Mw. L.L.C. 

By: 
Name: 
Tile: V 
Date: 

By: 
Name: Wilham E. k n o w  

01 PGL 094862 
CONFIDENTIAL 
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To: Enron MW, LLC 
Am: GreggpeMlan 
150 N. Michigan Am. 
Suite 3610 
Chicago, IL 60601 

r 

From: Peoples Energy Resources Corp. 
150 North Michigan Avenue 
Suite 3900 
Chicago, 1L 60601 

Statement Date: 
September 30,2000 

Invoice # 
090 100 

ryment Due By: Ionom 

Peoples Energy Resources Corp. 

I Consulting Services 

Chame Descriation 

Consulting Services 

Total 2 8 , 4 1 7 . 0  

Wire Tramocrions To: 
Harris Tmsi & Savings Bank 
Chicago, IL 
Account # 375-3 18-3 
ABA # 0710-0028-8 Phone: (312)762-1600 

Please Send Correspondme To: 
1 SO North Michigan Avenue 

Suite 3900-Peoples Energy Rmourcer Corp. 
Chicago, IL 60601 

Fax: (312)762-1614 

01 PGL 094630 
CONFlOENTlAL 
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Docket 01-0707 
The Peoples Gas Light and Coke Company's 

Responses to Staffs 8th Set of ACC Data Requests 

ACC-8.01 Referring to the document identified by bates number 01PGL094861, 
provide all journal entries, workpapers, and any other supporting 
information available to the Company or its affiliates to support the amount 
stated in item B. of the document. 

RESPONSE: 

Respondent objects to this data request to the extent it seeks information 
that is beyond the scope of this proceeding, which is the annual gas 
charge reconciliation of the costs and revenues that The Peoples Gas 
Light and Coke Company accounted for in its Gas Charge during its fiscal 
year 2001, the twelve-month period ended September 30, 2001. Without 
waiving the foregoing objection, Respondent states as follows. The 
question refers to a schedule that was apparently part of an agreement 
between Peoples Energy Resources Corp. ("PERC") and Enron MW, LLC 
("EMW). Respondent was not a party to this agreement, and there are no 
journal entries for Respondent's books. Consequently, there are no 
associated workpapers or other documents, with respect to Respondent's 
books, to support the amount stated in item B. of the document. 

SUPPLEMENTAL RESPONSE: 

For your information, Respondent requested that Peoples Energy 
Resources Company, LLC ("PERC") respond to the request. Without 
waiving the foregoing objections, Respondent forwards PERC's response. 
PERC stated see the attachment for the journal entry recording the 
amount. Also see the document identified as Bates number 01 PGL 
094632. 



Docket 01-0707 
The Peoples Gas Light and Coke Company’s 

Responses to Staffs 8th Set of ACC Data Requests 

ACC-8.02 Referring to the document identified by bates number 01PGL094861, 
provide the amount from ACC-8.01 that flowed through the gas charge. 
Explain why or why not such amounts flowed through the gas charge. 
Also, provide the amount that was transferred to Peoples Gas, and all 
supporting documentation and journal entries of such transfers if they 
occurred. 

RESPONSE: 

Respondent objects to this data request to the extent it seeks information 
that is beyond the scope of this proceeding, which is the annual gas 
charge reconciliation of the costs and revenues that The Peoples Gas 
Light and Coke Company accounted for in its Gas Charge during its fiscal 
year 2001, the twelve-month period ended September 30, 2001. Without 
waiving the foregoing objection, Respondent states as follows. The 
question refers to a schedule that was apparently part of an agreement 
between Peoples Energy Resources Corp. (“PERC) and Enron MW, LLC 
(“EMW). Respondent was not a party to this agreement. Respondent did 
not receive a transfer of any dollar amount, nor did any dollar amount flow 
through the Gas Charge. Consequently, Respondent has no supporting 
documentation or journal entries to provide. 

SUPPLEMENTAL RESPONSE: 

For your information, Respondent requested that Peoples Energy 
Resources Company, LLC (“PERC”) respond to the request. Without 
waiving the foregoing objections, Respondent forwards PERC’s response. 
PERC stated that it does not administer The Peoples Gas Light and Coke 
Company’s (Peoples Gas) Gas Charge, and it cannot state what dollars 
Peoples Gas flowed through its Gas Charge. 



Docket 01 -0707 
The Peoples Gas Light and Coke Company’s 

Responses to Staffs 8th Set of ACC Data Requests 

ACC-8.03 Referring to the document identified by bates number 01PGL094861, is it 
correct that the document identified by bates number 01PGL094630 is the 
invoice for this contract? If yes, explain why the invoice date of 9/30/2000 
is prior to the signature date on the contract of 10/19/2000. 

RESPONSE: 

Respondent objects to this data request to the extent it seeks information 
that is beyond the scope of this proceeding, which is the annual gas 
charge reconciliation of the costs and revenues that The Peoples Gas 
Light and Coke Company accounted for in its Gas Charge during its fiscal 
year 2001, the twelve-month period ended September 30, 2001. Without 
waiving the foregoing objection, Respondent states as follows. The 
question refers to a schedule that was apparently part of an agreement 
between Peoples Energy Resources Corp. (“PERC) and Enron MW, LLC 
(“EMW). Respondent was not a party to this agreement and, therefore, 
cannot state if the document identified by Bates number 01 PGL 094630 is 
the invoice for the agreement, nor can it provide an explanation regarding 
dates found on the referenced documents. Also, see the response to Staff 
data request ACC 8.01. 

SUPPLEMENTAL RESPONSE: 

For your information, Respondent requested that Peoples Energy 
Resources Company, LLC (“PERC”) respond to the request. Without 
waiving the foregoing objections, Respondent forwards PERCs response. 
PERC stated that it believes that the referenced document is the invoice 
for the schedule to a Master Consulting Services Agreement between 
Peoples Energy Resources Corp. and Enron MW, LLC (“EMW). PERC 
believes that the invoice date of 9/30/2000 is prior to the signature date 
(10/19/2000) on the schedule because the schedule was executed after 
the effective invoicing date. 

3 



Docket 01-0707 
The Peoples Gas Light and Coke Company's 

Responses to Staffs 8th Set of ACC Data Requests 

ACC-8.04 Referring to the document identified by bates number 01PGL094861, and 
if the answer to ACC-8.03 is yes, explain why the invoice date of 
9/30/2000 is prior to the date of analyzing the Manlove storage aquifer of 
September 2001, as stated in item A. 2. of the contract. 

RESPONSE: 

See the response to Staff data request ACC 8.03. 

SUPPLEMENTAL RESPONSE: 

For your information, Respondent requested that Peoples Energy 
Resources Company, LLC ("PERC") respond to the request. Without 
waiving the foregoing objections, Respondent forwards PERC's response. 
PERC stated that it believes that the item referenced in item A.2. refers to 
a potential, future-looking capability that the storage field may have, which 
would support a trading strategy, that PERC believes was referred to as 
"Hub Bailout." As a result, both of the stated months were after the 
invoice date. 



Docket 01-0707 
The Peoples Gas Light and Coke Company’s 

Responses to Staff‘s 8th Set of ACC Data Requests 

ACC-8.05 Referring to the document identified by bates number 01PGL094861, for 
each sub-paragraphs 1. through 5., of section A, describe which specific 
employees or departments, and organization (Le. PERC, PEC, Peoples 
Gas, etc.) performed each task. Also, for each sub-paragraph identified 
above, describe why or why not Peoples Gas did not perform the tasks. 

RESPONSE: 

Respondent objects to this data request to the extent it seeks information 
that is beyond the scope of this proceeding, which is the annual gas 
charge reconciliation of the costs and revenues that The Peoples Gas 
Light and Coke Company accounted for in its Gas Charge during its fiscal 
year 2001, the twelve-month period ended September 30, 2001. Without 
waiving the foregoing objection, Respondent states as follows. The 
question refers to a schedule that was apparently part of an agreement 
between Peoples Energy Resources Corp. (“PERC”) and Enron MW, LLC 
(“EMW). Respondent was not a party to this agreement. However, 
Respondent states that the analysis described in Section A.1. of the 
agreement bears similarities to those described in a January 2000 report 
entitled Manlove Enhancement Proposal - Project “38-Special”. This 
report was authored by Mr. Steve Richman, a PERC employee, and Mr. 
Richard Tomaski, an employee of Enron North America. This report was 
provided as the documents identified by Bates numbers 01 PGL 083489 
through 01 PGL 083497. Aside from this similarity, Respondent does not 
recognize the activities described in the other sub-paragraphs of section 
A. 

SUPPLEMENTAL RESPONSE: 

For your information, Respondent requested that Peoples Energy 
Resources Company, LLC (“PERC”) respond to the request. Without 
waiving the foregoing objections, Respondent forwards PERC’s response. 
PERC stated that it believes, for A. l ,  Respondent‘s answer set forth 
above accurately describes A.1, 

For A.2, PERC believes that PERC employees Mr. Tim Hermann and Mr. 
Steve Richman worked with various of Respondent‘s employees on this 
task, which PERC believes was an assessment of Respondent’s Hub’s 
ability to withdraw volumes during a future (November) month that would 
be re-injected during a future summer month (a strategy identified as Hub 
Bailout). 

For A.3. through A.5, PERC believes that PERC employee Mr. Tim 
Hermann performed most of the listed tasks. 



Docket 01-0707 
The Peoples Gas Light and Coke Company’s 

Responses to Staffs 8th Set of ACC Data Requests 

ACC-8.06 Referring to the documents identified by bates numbers 01 PGL094861 
and 01 PGL094632, explain the relationship between these two 
documents, specifically why the final amount in the document identified by 
bates number 01 PGL094632 is equal to the amount stated in section B. of 
the document identified by bates number 01 PGL094861. 

RESPONSE: 

Respondent objects to this data request to the extent it seeks information 
that is beyond the scope of this proceeding, which is the annual gas 
charge reconciliation of the costs and revenues that The Peoples Gas 
Light and Coke Company accounted for in its Gas Charge during its fiscal 
year 2001, the twelve-month period ended September 30, 2001. Without 
waiving the foregoing objection, Respondent states as follows. The 
question refers to a schedule that is appended to an agreement between 
Peoples Energy Resources Corp. (“PERC) and Enron MW, LLC (“EMW). 
Respondent was not a party to this agreement and, therefore, does not 
have sufficient knowledge to comment on the relationship, if any, of the 
document identified by Bates number 01 PGL 094681 to the document 
identified by Bates number 01 PGL 094632. 

SUPPLEMENTAL RESPONSE: 

For your information, Respondent requested that Peoples Energy 
Resources Company, LLC (“PERC) respond to the request. Without 
waiving the foregoing objections, Respondent forwards PERCs response. 
PERC stated that it believes that the amounts are equal because those 
listed on the document identified by Bates number 01 PGL 094862 formed 
the basis for the amount to be paid for services scheduled on the 
document identified by Bates number 01 PGL 094861. 



Docket 01-0707 
The Peoples Gas Light and Coke Company’s 

Responses to Staffs 8th Set of ACC Data Requests 

ACC-8.07 Referring to the document identified by bates number 
01 PGL094861, for each sub-paragraph 1, through 5,  of section A, provide 
all studies, calculations, analysis, and other workpapers to verify the 
contract provisions were completed as described. 

RESPONSE: 

See the response to Staff data request ACC 8.005. 

SUPPLEMENTAL RESPONSE: 

For your information, Respondent requested that Peoples Energy 
Resources Company, LLC (“PERC) respond to the request. Without 
waiving the foregoing objections, Respondent forwards PERC’s response. 
PERC stated see the response to Staff data request ACC 8.006. 



, 
I Doc.tme : DR I Customer invoice ) NO-1 document 

1 DOC. number 1800000000 Company code 1640 
I DOC. &Le 10/ll12000 Posting date 0 3 1 3 0 l 2 0 0 0  Period 
I Ref. doc. CONSULTING SERV 

I voc.currency USD Reversed by 1800000000 / 2001 I mc.head.text CONSULTING SERYICES 
L 

I 
l 

12 I 
I 
I 
I 

1 P a d e d  by maw posted mq 
Fiscal year 2000 1 

I I I  I I I I I I 1 -  , I l l  



Docket No. 01-0707 
ICC Staff Exhibit 9.00 
Attachment B 

Refinery Fuel Gas Purchases Diagram 
Deposition Exhibit #IO0 
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Docket No. 01-0707 
ICC Staff Exhibit 9.00 
Attachment C 

PEC/ENA Joint Venture Profit Sharing Diagram, Dep. Ex. #39 



PEC/ENA Joint Venture Profit Sharina 

enovate Transactions 

All Transaction Margins ’q, , 1- 
ENA 

EMW Transactions 

All Transaction Margins Restricted 
50% /”= 

PGL ”Hub” Transactions (FERC Hub ti 3’rd Party Exchanges) 

Restricted 
Activities 

All Transaction Margins 
p E r  

Offset 

Notes: The NSS Agreement is one example of an agreement between EMW and a customer, and has 
has its own defined sharing arrangement between EMW and its customer. Profits from 
this agreement flow as shown above for EMW. 

There are various agreements between enovate and the PGL Hub. In these agreements 
enovate is a routine customer of the Hub. As with any Hub counterpart, each agreement 
is unique, so there are different sharing arrangements between enovate and the Hub based 
on the nuances of each deal. The sharing is negotiated based upon when financial positions 
are reversed, resulting in financial gains for enovate, who then shares a portion of such gains 
witb PGL Hub. 

At the end of each quarter, the Restricted Activities Pool is netted out between the partners. 
This pool reflects the LLC Agreement concepts regarding which activities are to be done by 
the partners. To the extent that one ofthe entities enters into such agreements outside the 
partnership (such as EMW or PGL Hub), the participating partner owes the other partner a 
portion of such profits. Based on the transactions that occur each quarter as well as the 
total hub margin generated year to date, one partner owes a true up to the other. 

To the extent that Hub revenues exceed $4 MMIyr, the netting of restricted activities pool dolla 
occurs between PERC and Enron. If the Hub generates $6 million in a year, all of these dollars come 
in to PGL from the counterparts. Based upon the sharing arrangement, PERC will owe Enron $1.5 
million (Enron gets the entire fifth million; then the sixth is shared 50/50). Therefore, PGL gets all 
Hub dollars with PERC making any necessary adjustments out of its income. 



PGL keeps all HUB money, and it is PERC's responsibility to keep Enron whole on their share. This 
is done vie the netting. For example, let's say it is the end of the vlird quarter, and during that 
quarter the hub went from $3.5 million to $6 million. Let's also assume that EMW had a quarterly 
margin of $4 million. Based on the flow chart, Enron owes PERC half of the $4 miiiion (ie. $2 
million). PGL keeps the entire $2.5 million, but via the transfer arrangement PERC needs to keep 
Enron whole on $1.5 million ($1 million for the increment between $4 and $5 million, and half of all 
remaining increments). For the netting therefore, Enron owes PERC $2 million, but PERC owes 
EnrOn $1.5 million. The net is that Enron owes PERC $0.5 million. 
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ICC Staff Exhibit 9.00 
Attachment D Redacted 

enovate Profit Sharing Diagram, Dep. Ex. #2 
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Review of enovate, DR POL 15.1 7 and Dep. Ex. #3 
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. .  
I : I CONFIDENTSF& 1 The Peoples Gas Light & Coke Company 

WCKET NO. 01-0707 
RESPONSE TO DATA REQUEST: POL 15.017 

RESPONSIBLE WITNESS: NONE 

17.REQUEST: 

Please provide a copy of t h e  formal a u d i t  report dated on or before 
September 2001 to People's senior management as well as the 
PERC/enOVate response to the audit. Please provide all supporting 
documents. 

RESPONSE : 

Respondent objects to this data request as beyond the scope of this 
proceeding, which i s  the reconciliation of Peoples Gas' recoverable gas 
costs and revenues for the reconciliation period. However, without 
waiving t h e  foregoing objection and for your informsiton, attached is a 
copy of the referenced report and response to the audit report. 

e 
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DEPARTMENTAL CORRESPONDENCE P E W L E S  
E N E RGY= CONFIDENTIAL 

Subject: Audit Opinion - Rwiew of enovate Operations Date: October 11.2004 

To: T.Nardi From: K. Naughton 

(Assignment #5740) 

Copy T.Hemann 
To: W. Morrow 

T. Patrick 
ArthurAndemclnLLP 

Audfting issued the final repod of tho Review of enwPts opentionr Audy 
(Asfgnrnent H740) on August 24, 2001. A COP)' of the R~POII  k atbchod For YOW 
reference (Attachment #l). Auditing made several recommendation$ h the repat that 
will: 

Reduce PECs financial and leeaf risk expasure: . Improve daily profit and loss repcdting; . Formalize enovate's working capital needs and cash distributbna; end - Improve enovate'a compliance with, and reporting related to, the R k  
Management and Credit Polkies. 

PERC's responses (Attached #2) dated September 7, 2001, M i  that they 
accept and agree to impIem8nt. or attempt to implement our rec~mmwdatkm. 

AudiUng has a concern with PERC's response to the recommend.tiDn reoatdhg 
the execution of a written contract for transactions between the Hub and enmate. PERC 
states that 'other considerations may favor continuation of the existing stnrctrm) 
an agraemnt.' Mile Audiing agrees that 'other considerations' mnd to be 
amsidered, the failure to execute a contract leaves the Company wibh an addi(knal kwl 
of risk that would not exist if the m t m c t  were complete. When an ag- b mt 
documented. current and long-tarm financial risks to the Company adst. Audsthg 
conhues to recommend that the arrangement be formalized in an executed ambad. 
However. If the Company determines that the risks asaociatod with opsreding wilhcut an 
executed contract are acceptable, Audmng wiY conskier the recommenddon dosed. 

Mer the audit was completed, a key Enron employee that was assigned to e m a t e  
resigned. The employee's responsibilities involved the daily settlement and finendal 
position reporting. The current proposal for replacing the departed smpbyee indudas 
di i ing the responsibilities betmen an Enron employee in Houston and a PERC 
employee in Chicago. Auditing believes as long as the duties are perfornred either in 
enovate's Chicago Office or are split between Enron and PERC that an adequate level of 
internal control for segregation of duties will be maintained. 

Auditing considers this audit complete and, as part of its normal procedures. will 
follow up on the status of the implementation of the recommendations. 0 
Attachments 
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T E U P L E S  
0 E N E R G Y  

Subject: Review of enovate (5740) ' 

To: T.Hcmann 
J. Hengtgen 
R. Dobson 

DEPARTMENTAL CORRESPONDENCE 

CONFIDENTIAL 
Date: August 24,2001 

From: Audang /& 

Copy T.Patrick 
To: W. Morrow 

J. Luebbm 
ArthurAndemmLlP 

Background 

enovate, LLC.  (enovate), a 5W50 joint venture between Enmn Corporation (Enron) and P e q b  
Energy Corporation (PEC), is managed by the Board of Managers (the Board) of enovato. The Bosrd is 
composed of two memben, one from each of the parent firms. enovate was fafnmd as a llmihd lip#llty 
company, created April 26,2000. As such. PEG'S liabilii is limited to: (1) ita invwtment (arnntly 
$106,OOO); (2) any parenfal guaantess (as of July 17,2001 emvats had $36 milRon outstMding in pamntal 
guarantees with the exposum divided equally between Enron and PEC); and (31 its sham OferKnmte'S 
revenues. 

Enron is the managing member and i!~ responsible for enovate's general menaganlent, amimt, and 
@edminlstratbn of operadions. The front oflice is composed of PEC and Enmn tradan. The middb and bpck 

office operations use Enron's system and staff. Two of enovate's primary purpowr am nrprka(hg of Hub 
services and development of Md-Stream products and services. m a t e .  in many aspects, b treated as a 
tradm book on Enron's systems and therefom benelifs from lhe maturity of Enron'e mamgemd 8nd 
systems expertise. Through June 30,2091, enovate's fiscal 2001 net income totphd +pmimb& $19 
million. 

enovate commenced trading m June, 2000. In consideration of this relathre)y shat tkrw pwlod, 
enovate team has done an outstanding job of creating a welCorganbed and protitah knlmwa V#J fand 
that enovate's and Enmn's staffs were extremely helpful, knowledgeable and willing to lg durlng tha 
coursed the audit 

Scope and Purpose 

Thtr review of enovate, which was requested by the PEC Audit Committee, encanpau4d the trading d 
finandat a m i  for the period January 1,2001 through March 31,2001. The reporth~ ploceS8 conlmb wet8 
reviewed through July 31, 2001. 

The purpose of the audi ~ 8 8  to: 
&sure whethw protit allocation is accurate, timely and in compliance with the LLC. 
agreement: 

Verify adherence with policies and procedures adopted by enovate to mitigate risk m n  
established limits; 
Review the enovate control environment to ensure established controls are et%ctive and 
effdent: and 

Determine if reports created and distributed to PEC's management provide the 
necessary information to make informed decisions. 



Enovate Audit RepMt 
Page2of7 C O W  IDENTIAL " 

Findings and Recommendations 

Profit Sharing and Repor'tQ 

1) Finding - Umvritron Agreements 



hovate Awdii Report 
Bane 3 of 7 CONFIDENTIAL - a s h  Distribution Sc..sdule 

As reported on enovate's June 30,2001 balanca sheat. over $14 million of cash resides in tha paNlenJlip. 
Ths LLC agreement provides that cash distributions are made at the discretion of the managing membsn. 
To datu, enovate has not made any cash dimbutions to the pamnt compank. Actordhg to PEFtC, wsh is 
m n g  b e i i  retained to meet normal working capital needs in lieu of loans or capital finam from its 
ParenttanpPnka 

Recommenddon 

PERC management should recommend that the Board define enovate's worldng capital n w d ~  Ona, that 
OCCUR, the Board should estaMsh a methad of dlstributlng funds on a periodic bas& backto the pprb#n. 

Finding - PEC Management Interface 

During the course ofthe audit, tsrs audit team found a lack of definition of rdss and rssponsibiEtkrnrWI 
respect to various PEC am= and their relatknshlp to enovate adivities. 7lle middle and back oftlee 
fundiona at m a t e  have. in effacL been 'outsourcad' to Enmn. Given thie relationship, some amas at 
PEG do not have the same functional nsponsibtWes as their Enron counterparts. and th. roks those 
am to parfonn haw not beendefined 

decommenda~on 
PERC management nesds to m m  formally define and comrnunlcate the roles and mpodbilltk. d h  

m S  thst 6upp0rt ell-. 

Trade and Tiansadon Review 

) Finding - Tmdlng 

Gum maintains all system data for enovato's trades. The enovate Risk Policy stater that any m-of 
the Risk Committes or parent% internal audit barn 13 eothoriPed to request a dbwnkad q detailed Ikt of dl 
enovate transactions and open positkna When the audit team requested a Ikt of (rpdsr -3 
ending March 31,2001, Enmn did not fuwll the request for 10 day% In addition, the exbact flhr 
povided contained incomplete data on the trades. Files lacked trade dates and trader names, 
W~difficultyindetenniningthetimingandMwceofthetrsdea 

Recommendation 

enovate trades are not maintained on a separate 'enovate' system. enovate trade data is gathmd and 
stored on various systems and in varying formats within Enron's transaction systems. Given that Enmn is 
the "book of r e d  for enovate's tradw activity, to satisfy Mure data requests. PERC mnagament sharkl 
request thal Enron develop a method to provide reports in compliance with the *Audit Right# daum of 

vate's Risk Management Policy in a timely and complete manner. IC" 
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1 Findfng - Third Party Coftfirm9tWlS 
ENTl AL 



._ 

. ,  

:Enovate Audit Report 
Page 5 of 7 

aecommendations 
CONFIDENTIAL 

enovate's policies and procedures should be formally strengthened to ensure e m a t e  and the parent 
mrnpanies have informed, timely and complete information as required by enovate's credtt pdicy to mdtor 
asdi risk, violations of credit limits and colateral requirements. In order to achieve these requkemds. 
enovate shwkl develop an approved counterparty listing for disbibution to the tred8n. E m  thou@ an 
enovate countefparty list is not required by the credit policy. this list would enheme tha credit procsg 
pmviding enovakt8 traders WWI a necessary tool to make better decisions about whkh mw&parh they 
can transact deais with and if there Is enough available aedtt exposure remainim for that ded. 

PERC management should reqVea that Enran complete and disbibute the credit expo6wa mportforweekly 
issuance to PEG Thk will allow PEG to indude its sham afenavatds guerante8, mark40 mprkd and 

enovate should develop detailed procedufW for reportMg and monitoring credit violations sl w d  81) dwebp 
detailed coUateral policies. Enhancement of the polidtn should define a timely and qutanah method for 
enovato's CRM to MI hk responsibilbs under the procedures by addressing In detail who wil colbct 
collateral, where it wiy be housed, and WitW be repmied to EC. 

6) Finding - International Swaps and Derivative Association (ISDA) Master Agreement 
Between enovate and Enron 

was determined that the maprity of enwote'n tinandal barmadims todate have been pocsrred thmugh i nmnOnline (EOL). f i i d a l  deals done on EOL carry a mlnLnwn amount of risk and am pmmed by the 
EnmnOnlim EkLronk T n d q  Agreement and the Generel Terms and Condwm pocummb) whi& 
gown both physical and ffnanda! transadiofm. It ki the opinion of PEc's Legal Depalmerd that if- 
is going to partidpate in trades with EJUDII. them Doanants am insufficient to form n badsfortmdhg 
ectivity. In fact, the Enron Documents raviawed by PEC's Legal Department Indimto thst a countsrputy 
t r a d ~  through EOL will have executed, or be in the procass of negotiating, an ISDA Master Agmemd wilh 
Enmn shory efbx engaging in MY online Wing acthrity. As such, PEC's Legal De- that 
ths prudent risk management ptadke would be for enovate to enter into an lSDA Master Agreement d 
related iSDA documents with Enron. 

Recommenddon 
enovate and bron should executa an ISDA Master Agreement. An lSDA would provtda ceitain pmtbctbnr. 
such as rwhg prwisionr, cuHateral postiw, and credit support obligations. wh& the ridc of Enmn 
defaulting on an enovate deal is minimal, these features, if obtained, would protect enovats rhou# a dcf.un 

reCekabfG eXp08UfB8 hl b lwCl n m .  

occur. 

Market Risk Management 

1 Finding - Market Risk Measurement 

Market Risk for enovate is governed by a Risk Management Policy established by enovate's Board. l lw  
Board has delegated the implementation of the policy to enovate's Risk Management CommiUee (RMC). 

is committee is currently composed of two members. one from each parent firm. As with transaction % sing, the risk management function has, in effect, been outsourced to Enmn. Implcmntation d the 
Poky is accomplished through pmcedwas, monitoring activities. reporting and risk measurement 
methodologies primarily led by Enran's Risk Management Group in Houston. 
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The enovate policy delegates s w c  ovensight of risk measurement methodologies to the.RMC. At @l@ thl 
of the a u a  theenovate RMC was not able to fully meet its oversight responslbllWes as requid 
enovate p o l i  due to a lack of knowledge and understanding of the quantitative m e k & b g b s  form 
various risk metrics as defined in the policy. The lack of specilic knowledge and understandm oftha h k  
metrics exmes PEGS management io the risk of uninformed decisions. This situation slso impedes Um 
ability of the inwdual risk managers to hrifil their oversight responsibilities to the respecthm pmnt boamJ8 
of dkedors. 

Rewmmendatlon , a  

To ensure compknco with the risk management policy, both rnemben of the RMC need to hava accem to 
the quantitathro risk measurement methoddogie8 used to manage the markst rkk of .IIov.b. cOmplsnc4 
would imfuda a M undentendlng of risk mod&. back testing methoddogm and part#pntlan h stmu 
testing samarbs. It Is retommended that the eno~ats RMC research and document ths qudidvo 
underpinnings of the risk me- used by Enron's middle office as they relate to enweb markat rkk 
expowrar 

the 

IO) flndlng - Market Rkk - S h s s  TestMg 

Stress testing should be performed to determine the effect of abnormal merket moves on ltmvahm of 
enovate's pOrtroH0 and the magnitude of events lying outside the bounds of the valubdrirrk WAR) madd 
Altho@ s h s s  testfng b part of enovate's risk management procedures, it appean rtreg testtng haa not 
h W *  

Recommendation 

To strengthen risk monitotfng. it k recommended that the enovate RMC develop pmaduma to lmplmnmt 
periodic stress t a m  on the m a t e  portfolks. 

1) Finding - Risk Management R e p o w  

Trading Umit usage. P& and 'one-day VAR' along with the designated aggregations are repmted PI 
required by the fIt& Management Policy in the format of the "daily posttion report' (DPR). Tha Poky dosr 
not detail procedure8 concerning the format, timeliness and h l t  violatton n o t i f ~ d o n ~  ofUteso requLd 
rsportr. 

Fcr example. the Poky requims that the enovate Board be notified when the net open poatkn of any 
commodity b equal to or greater than 75% of the commodity limit. During OUT review, numomus 75% trlggu 
events occumd. enovate believed noatiiWtiOn was accomplished simply by sen- out tho DPR with 
accentuation of tho trigger event. 

In addtian. there is no performance standard for timely distribution of the daily position report. There wem 
numerous occwrences when the report was distributed later than trade+one day or not at aW. 

Recomrnendatlon 

a t It is recommended that the RMC members develop a performance standard to induds a reporling deadline 
and an effective notificath of bigger events and limit violations that enables full compliance with the Risk 
Management Poky. 
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+tinding - Risk Management Policy Compliance 

lhe Risk Management Poky requires that the RMC meet monthly and that quarterly reports an? Wivered to 
the Boafd. Compliance with vlis POHcy is not bein$ met. Communications among the RMC members end 
the Board la conducted informally. Only two formal meetings of the RMC have been held since startup. In 
addhion, them have been no formal quart* reports to the enovate Board. 

Recomrnendatlon 

enovate's RMC members should establish procedures to ensure that the enovate Board hpr timely end 
complete Information to comply with the quarterly reporting,provision of the policy. Fu~thm, the m e m h  d 
ttm RMCshouldmeet montMyw~redbythepollcy~ 

Other Comments and Concerns I 

Enron Is the managing member of enovate ard Is enovate's IafQesI trading partner. Ennm eho manages 
PEGS gas suppty funUion. Additionally, Enron's subsldlaty. Enron MW, has gas supply and pipeline 
capadtyarntractswith POL while PECbenefita fmmthewwking and contrachwl- wllh Enon 
and its various subsidiaries, management should not lose sight of the fact that Erron can haw potmud 
&cts when managing their Interests agalnst those related to PEC and therefore shou# a d d y  monll# 
thkburine8sreldmmp. 

'8 system am used to calarla& enovate's income. These system indude the bode capture systems fmn AGO and SITARA, the ORACLE pricing system, the UNIFY settlement system and Enrm's SAP 
accorrnting system. Since these fhctbns havs been '0- to Enmn, PEGS mnagemont 
hove access to these systema Therefore, PEC cannot dk0Ct)y attest to UIO aauocy dthe firrpmw 
statements or related Income. PEC must rely on Enm's Internal procew CDnbdO pndextemal1sslpndpI 
audita. as required by the U C  agreement, to pmvido assurance that enovate's finandel statements arm 
corred. 

not 

Conclusion 

The audit found that the general managemant of enovatg's business pp~cessw waa wry good. and 
exceeded that d many entities that had been h business for several years. OU rwlew of enovate fwnd tha 
tradlng actfvity to be well monitored with adequate segregation of duues between t h e m ,  m- 
end wpport functions. TIIO Impkmentation ofthe obbve mamme&tiom WN imprwo ammunicatkn a 
wdl as enhance PECs ability to manage Ior aks assodated with enovate. A W i  appmciates PERC's 
and Enron's cooperation and assistance during tho audit 

Audang reweski that PERC management respond, in writing, to the recommendatians by August 31,2001, 
setting firth a timetable for implementation. 

e Report Approved: Y?Zl/& 
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Below are PERClsnoVate'6 formal responses to the Audit Report recommendations issued Auslgt 24.2001. 
Generally, PERWenovate is satisred that the audR found few problems and those identH&d, a8 dbcustsd 
below, wiW be addressed a8 promptly a8 poasibk. 

Prufit Sharing and ReporUng 

I) Finding - Unwritten Agreements 

Recommendation 
A written agreement that fonnaliizrr the relationships and accommodates any regulatory conco~p~ .  between PGL. (the 
Hub), EMW, F'ERC, E m  and cnovate, should be created and approved by all patios. This fond agr&me& 
reduce PEC's financial risk ucporurr. 

Response: 
The financial risk exposure is minimized by completing the appropriate transfer of reven- kan fMwto 
enovate on short intervals. This was done annually during WOO and quarterly during the flrst lhrme quarters 
of FYO1. The frequency of these transfers has been increased to monthly, and this wir cantinue to be tho 
ongoing practice, Nonetheless, PERC, Enran and enovate will renew the dleloguo W regam4 &I 
completing a revenue sharing contract document. A completion date of January, 2002 ia t a m .  It 8- 
be noted that a possible outcome is that other considerations may favor continuation of- existing slruchr% 
without an agreement 

2) Finding - *Top Level" P&L Reporting 

Comctivt Artion 
According to cnovatc managmmt, the "top Iwcling" process has been discontinued. Auditiig strongly sappom 
enovatc's decision to discontinue the "top leveling" process. 

Response: 
As noted in the corrective action. 'top levding" has ceased as a routine function, From time to time there 
will be a need to correct ~rrors that may have occurred in the daily PLLL. On these occ~sbns, and for any 
other reasons, future top leveling, with proper approval, will have an explanation to darlfy ita neturn as well 
as why it is necessary and appropriate. 
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' , ? Finding - Cash Distribution Schedule 

Recommendation 
PERC managemart should mommend that the Board defme movatc's working capital ne&. Once drat oc~un, the 
Board should establish a method of distributing funds on a periodic basis back to the parmen. 

Response: 
To date, the current cash surplus has been enwate's only significant source of worldng capital sinct, vue do 
not have an established method of funding cash shortfalls. PERC and E n m  management penomd 
responsible for enovate operations will develop a workihg capital strategy for review and rubaequsnt 
approval by enwate's Board. Discussions will start In September and target a final draft clWtdon 
strategy for Peoples and E m  management approval by November, 2001. Approval by en~~ato's Board 
wiwfdlwv. 

I 

4) Finding - PEC Management Interface 

Recommendation 
PERC management needs to more formally define and communicate the roles and rcsponsibflitisr of the PEE MU 
that support cnovate. 

esponse: a ack room functions such as risk management and accounting have been wtswrce!d to Enron The 
respective PEC areas are responsibfe for ongoing monitoring of these adivities for eomptianee PEC 
policies. Legal and credit fundions are shared 0.e. both Enmn and PEC provide ongoing mmagmmt, 
oversight. decision making and resources for these processes). PERC management will communlcata this 
information. as needed, to the respeetlw areas. 

Trade and 7'ransaction Review 

5) Finding - Trading 

Recommendation 

systems and in varying formats within Enron's transaaion systems. Given that Enron is the "book of record" far 
enovate's d i n g  activity, to satis@ future data requests, PERC management should quest  that Emun dcvohp a 
method to provide reports in compliance with the "Audit Rights" clause of monte's Risk Management Policy in a 
timely and compkte manner. 

' enovate trades are not maintained on a separate "cnovatc" system. enovate trade data is gathaed and stared oa various 

Response: 
enovate is committed to providing reports in compliance with the Risk Menagement Poky, kn would like 
input from PEC as to the design Of such reports to assure that the reports are used and USeM. 
scope of work has been determined, a time line will be estabdished to modify the transaction systems, as and 

possible. with a goal of being able to provide compliance reports no later than during the second quarter of 

OnCa the 

J s y o 2 .  
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E )  Finding - Third Party Confirmations 

: 

a CO NFlDENTl AL 
Recommendation 
To strengthen the controls over trading activity, enovate should develop a confirmation process for physical acbnage 
deals to e m  adequate and accurate documentation of the physical trading activity. 

Respon8e: 
PERC will disarss with enovate and Enmn the need for formal confirmation of physical exdmngeade& and 
the abiri to adually provide for such eonfirmations during September. 2001. Where posdbk, a pma3ss for 
pravidhrg doarmentation will be developed and implemented during the first quarter of Fwn. hbm It k 
determined that providing documentation is not pradicabk, due to deal compkxily or othemrkq thaw, 
limitations will be idenWied along with what documentation is possible and this information WiA be included h 
the deal documentation. Implementation of this Will also during the first qua* of NO2 

Credit Risk Management 

I) Finding - enovate Credit Management Procedures and Reporting 

Recommendations 
cnovatc’s policies and procedures should be formally strengthened to ensure enovate and the parent campdoshrw 
informed, timely and complete information as rquiml by enovatc’s credit policy to monitor d risk, viohtiolu of 
d i t  limits and collateral requirements. In order to achieve these requirements, enovate should develop m rpprared 
countcrpMy listing for dihbutim to the traders. E v a  thou& an enovate countcrpsrty list is not mq&d by the 
credit policy, this list would enhance the credit process by providing enovate’s lradera with a measmy tool to nuke 
better decisions h u t  which counterpattics they can trenaact deals with and if thnt is arough avail& adit 
exposure mnaining far that dat. 

PERC managanent should request that Enron complete and distribute the c d i t  exposum report &weekly issuame to 
PEC. This will allow PIX to include its share of enovate’s guafantce, mark-to marite d receivable crrpasurcs io its 
CorporPtc level reporling. 

enovate shodd develop detailed procedures for reporting and monitoring credit violations u d l  sa develq detailed 
to l latmi poliiiet. &bccrnenI o f  the policies should dcfm a timely and systematic mcthod Mr -to’s to 
fulfill his responsibilities undcs the procedures by addressing in detail who will collect collatcnl, Wficro it witl k 
hwscd, and how it Will be r;cported to PEC. 

Response: 
enovate has been periodlcally issuing credit exposure reports, but will begin issuing such reports 
beginning October. 2 0 0 4 .  enovate has made approved counterparty lists available to its traders psrioaicanv. 
and now updates the list immediately upon execution of a new agreement (i.e. any Ume there is a change). 
This list is maintained on a common (shared) directory for traders to view at any time. DLlring the 
quarter of N02, Enron and PERC will explore further development of the Credit poli i  to indude further 
procedures for collateral as well as procedures for reporting and monitoring &it violations. 
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lndfng - Risk Management Reporting CONFl DENTIAL 
hommead8tion 
It is mommended that the RMC members develop a performance standard to include a reporting deadline and m 
effective notifmtion oftrigger events end limit violations that enables full compliance witb the Risk Manrgement 
Policy. 

Response: 
enovate will develop a performance standard for the timing of Its daily risk management report aa W a8 its 
no t i t i i on  process for triggering events and limit violations. These standards and proc%ssus will be 
dawbped In the first quartsr of W02. 

1 

12) Finding - Risk Management Polity Compliance 

Rccvmmen&Hon 
enovate’s RMC membcrs should establish pmcedurts to ensure that the enovate Board has timely and c c m p b  
infomation to comply with the quarterly rcporIing pmvision of tbe policy. Further, the manban oftho RMC should 
meet monthly as r e q u i d  by the policy. 

Response: 

reporting should commence formally in the first quarter of FYO2. 

ERC win recommend to enovate’s Board and RMC that regularly scheduled meelings ofthe RMC shwM a held effedivc in the first quartw of M02. Additionally, PERC will recommend to enwate that quarterly 

Other Comments and Concerns 

Enmn is the managing member of enovate and is enovatc’s largest trading partner. Enron a h  m- PEC’r p a  
supply function. Additionally, Enm’s subsidiary, Earon MW, has &as supply and pipciinc capacity contrnss with 
PGL While PEC h e f a  from the Working and conbaCNal relationships witb ENon and Its various subsididea, 
management should not lose sight of tho fact that Enron can have potential conflicts whcn managing tbeir inmcsts 
apinst those dated to PEC and therefore should actively monitor this business relationship. 

Earon’s systems are used to cakulatc emvale’s income. ‘These systems include the trade caplure systems TAW and 
SITARA, the ORACLE pricing system. tbc UNIFY scnlcmart system and Enron’s SAP .“oUnting system. S h e  
t b  functions have been “outsourced” to E m .  PEC’r managanent docs not have acfxsa to t k c  lydcmr. 
arcfore, PEC cannot directly attest to the accuracy of the fmancid statements or relarsd income. PEC mwa rely on 
Emn’s  infernal plocas controls and extanal fmancial audits, l l ~  rcquired by the LLC agreement, to provide assumwe 
that enovrte’s financial statements are wnwX 

Response: 
PERC actively monitors Enron’s commercial activities with enovate and PERC. All of enoVae’s commercial 
actwiies are conduded out of an ofice located in Chicago. with fw PERC employees working side by side 
with the Enron members of the enovate team. PERG‘s Managing Director of Midstream meets with U enovate’s Commercial and General Managers daily. Nonetheless, the Audit Team accuratefy nopcs that 

’ 
while both Enron and PEC each have potential conflicts of interest, Enron is positioned such that PEC’s 
exposure associated with potential conflicts of interest is greater. Measured trust has been a key 
assumption in the development and suuzss of enovate. and PERC recognizes the risk that is inherent to 
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this bust PERC also recognizes the particular importance of an effective audit process for e m %  and 

With respect to calculating enovate’s income, whife the functions have been outsourced, Enm has end WM 
likely continue to pmvide full access to the deal initiation tickets, daily P&L statemem, dab position laporb, 
monthly accounting information, including supportjng detail, and other data and infOmr* a8 mquhd. 
Wih this information in hand, PERC has the ability to audit and veriry enovate’s financial W 
not the same as control of the process, this capability should provide PERC and PEC with a Mgh level of 
comfort regarding accuracy and the ability to defend itseff in any legal proceeCrmg. 

actively sqpport the AudP Team’s recommendations. * 
I ’  
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