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Purpos� of En�rgy Trading

PGE activ�ly participat�s in th� whol�sal� mark�tplac� to achi�v� th� Company's principal goals . Whil� capitalizing
on arbitrag� opportuniti�s and taking sp�culativ� positions in th� mark�t, PGE balanc�s supply of pow�r with d�mand
to m��t th� n��ds of r�tail custom�rs, manag� pric� risk, and manag� positions r�lat�d to long-t�rm whol�sal�
contracts. Bas�d on d�tail�d analysis of mark�t indicators, PGE also cr�at�s customiz�d structur�d transactions to
addr�ss custom�rs' uniqu� n��ds .

R�gulat�d Load Manag�m�nt

PGE, as a r�gulat�d utility, is obligat�d to s�cur� th� pow�r n��d�d to s�rv� r�tail (�nd-us�) custom�rs within th�
s�rvic� ar�a . As a r�sult of this obligation to s�rv�, PGE has a natural short position r�lat�d to r�tail load and th�
ov�rall focus of th� group is to d�liv�r �n�rgy to PGE's mark�tplac�, wh�th�r whol�sal� or r�tail . -This short position
�xt�nds into futur� p�riods at l�ast as long as curr�nt r�gulation may b� �xp�ct�d to continu� within Or�gon (PGE
�xp�cts to b� providing pow�r to all �xisting r�tail custom�rs in a r�gulat�d �nvironm�nt at l�ast until Octob�r 2001
and to r�sid�ntial custom�rs for th� for�s��abl� futur�). Th� r�tail short position is partially offs�t by g�n�ration
capacity availabl� to PGE from plants, but a significant portion of PGE's load is cov�r�d by long-t�rm purchas�
contracts or purchas�s from th� mark�t

Puc� Risk Manag�m�nt

Pow�r Op�rations s��ks to minimiz� pow�r costs by 1) s��king th� most �conomic supply - wh�th�r purchas�d or
g�n�rat�d, 2) capturing arbitrag� profits through short-t�rm whol�sal� trading, and 3) taking sp�culativ� positions
within approv�d risk limits . PGE trading is p�rform�d 'around th� ass�ts', which is significantly l�ss risky than trading
p�rform�d by a traditional pow�r mark�t�r for s�v�ral r�asons . Purchas�s and sal�s ar� oft�n match�d to offs�tting
r�tail load or g�n�ration capacity availabl� . In this s�ns�, trading is g�n�rally p�rform�d to dos� r�tail load positions,
rath�r than cr�ating op�n positions .

PGE's trading is p�rform�d through th� utilization of a combination of physical forward contracts and financial products,
such as futur�s, swaps, and options, to h�dg� upsid� pric� risk and r�lat�d d�mand spik�s whil� arbitrag� and
sp�culativ� opportuniti�s ar� sought Furth�r mitigating PGE's risk is th� ability, as a g�n�rating utility, to cov�r
physical forward positions using low-cost g�n�rating ass�ts . In this s�ns�, g�n�ration acts as an in�xp�nsiv� call
option to cov�r forward commitm�nts .

Arbitrag� and Sp�culation

As PGE trad�s in diff�r�nt physical and financial mark�ts and commoditi�s, anomali�s may b� r�cogniz�d b�tw��n
corr�lat�d mark�ts . Th�s� ar� r�cogniz�d as arbitrag� opportuniti�s and offs�tting transactions b�tw��n th� mark�ts
ar� th�n p�rform�d, allowing Trading to lock in profits with minimal risk. PGE's g�n�ration and transmission ass�ts
allow mor� arbitrag� fl�xibility than pow�r mark�t�rs hav� availabl� .

Trad�rs may tak� sp�culativ� positions, so long as th� positions ar� within risk limits (cr�dit, volum�, valu� at risk)
provid�d for in this docum�nt Whil� PGE's trading activity is not primarily p�rform�d for sp�culativ� purpos�s, it is
r�cogniz�d that positions that ar� not p�rf�ctly offs�t by anoth�r transaction r�pr�s�nt sp�culativ� positions - th�s�
positions ar� unavoidabl� in a utility �nvironm�nt Furth�rmor�, PGE has had succ�ss with clos�ly controll�d and
monitor�d sp�culativ� positions . Trading staff should �nsur� that sp�culativ� positions ar� within limits and r�asonabl�
giv�n curr�nt and �xp�ct�d mark�t conditions .
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Risk Manag�m�nt Committ�� m�mb�rs includ� :

P�ggy Fowl�r

	

Pr�sid�nt & Chi�f Op�rating Offic�r

Walt Pollock

	

Sr. Vic� Pr�sid�nt, Pow�r Supply

Mary Turina

	

Vic� Pr�sid�nt of Financ�/Chi�f Financial Offic�r/Tr�asur�r

Mack Shiv�ly

	

L�gal

Dav� Carbon�au

	

Vic� Pr�sid�nt, R�tail S�rvic�s

Pam�la L�sh

	

Vic� Pr�sid�nt, Rat�s & R�gulatory Affairs

Th� Risk Manag�m�nt Committ�� m��ts at l�ast quart�rly or mor� fr�qu�ntly as n��d�d to r�vi�w k�y issu�s r�lat�d to trading
and risk manag�m�nt activiti�s .

•

	

Th� Risk Manag�m�nt Committ�� is r�sponsibl� to:

•

	

approv� corporat� polici�s and guid�lin�s for risk manag�m�nt and m�asur�m�nt

•

	

ov�rsight and r�vi�w th� risk manag�m�nt proc�ss and appropriat� l�v�l of s�gr�gation ;

•

	

approv� and r�comm�nd risk limits to th� Enron Risk Controls Group and Enron Board of Dir�ctors ;

•

	

und�rstand and approv� m�thodologi�s us�d to m�asur� and control risk taking ;

•

	

r�vi�w and approv� �xc�ptions and am�ndm�nts to polici�s ;

•

	

�valuat� PGE's risk app�tit� ;

•

	

r�vi�w profitability and p�rformanc� .

•

	

On a high�r l�v�l, th� Risk Manag�m�nt Committ�� provid�s a valuabl� communication link b�tw��n
op�rating manag�m�nt, p�rsonn�l, and Enron Corporat� manag�m�nt PGE's op�rating styl� and
philosophy ar� communicat�d via th� Risk Manag�m�nt Committ��, including risk l�v�ls, financial r�porting,
complianc� with polici�s and proc�dur�s, and th� optimization of ass�ts .

Enron Risk Controls Group

•

	

Th� Enron Controls Group is a subs�t of Enron Corporat� and is int�nd�d to b� mor� involv�d with day-to-
day activiti�s, to provid� dir�ction as n��d�d, and to act as a liaison b�tw��n trading activiti�s and th� Enron
Board of Dir�ctors .

Risk Manag�m�nt, R�porting & Controls (RMRC)

• Th� RMRC group provid�s a function s�parat� and ind�p�nd�nt of th� trading group . This function r�ports
dir�ctly to th� Vic� Pr�sid�nt of Financ�/Chi�f Financial Offic�r/Tr�asur�r and is physically locat�d on th�
trading floor. RMRC advis�s th� Risk Manag�m�nt Committ�� and Enron Risk Controls Group on daily
positions and trading risk .

Trading Busin�ss Structur�

Th� PGE trading structur� includ�s a Front Offic� (Trading), and Risk Manag�m�nt, R�porting, & Controls (RMRC) .

EC 000198234
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•

	

R�sponsibiliti�s of th� Front Offic� includ� :

•

	

�x�cution of physical, financial, and transmission transactions for PGE ;

•

	

manag�m�nt of th� ov�rall position of th� portfolio ;

•

	

portfolio h�dging strat�gy

•

	

manag�m�nt of tradng busin�ss within ov�rall corporat� risk limits ;

•

	

communication of mark�t pricing curv�s ;

•

	

custom�r r�lationship d�v�lopm�nt~ and

•

	

pr�-sch�duling functions.

Risk Manag�m�nt, R�porting & Controls (RMRC)

•

	

Th� RMRC has r�sponsibility for th� following activiti�s :

•

	

r�vi�wing and validating valuation algorithms within th� risk mod�ls ;

•

	

und�rstanding and approving risk m�asur�m�nt m�thodologi�s;

•

	

d�signing and monitoring int�rnal controls proc�ss�s ;

•

	

ov�rs��ing complianc� of trading polici�s and guid�lin�s ;

•

	

cr�ating and maintaining risk m�asur�m�nt mod�ls ;

•

	

participating with trading staff in th� r�vi�w of n�w products,

•

	

�ducating th� Risk Manag�m�nt Committ�� and oth�rs on risk manag�m�nt tools and m�thodologi�s ;

•

	

r�porting daily position and risk �xposur� to th� Risk Manag�m�nt Committ�� ;

•

	

r�vi�wing p�rformanc� and profitability ;

•

	

p�rforming varianc� and �xc�ption analys�s ; and

•

	

all 'back offic�' functions, including :

•

	

�nsuring th� prop�r r�cording of all transactions ;

•

	

confirming and affirming an transactions ;

•

	

p�rforming �nd-of-day portfolio valuation ;

•

	

p�rforming mark�t and cr�dit risk m�asur�m�nt ;

•

	

analyzing p�rformanc� ;

•

	

applying appropriat� accounting tr�atm�nts ;

•

	

p�rforming �xc�ption and varianc� analys�s ;

•

	

�nsuring s�paration of duti�s b�tw��n th� trad�r and th� RMRC activiti�s and r�sponsibiliti�s ;

•

	

calculating and v�rifying daily Mark-to-Mark�t (MTM) information ;

Y controlling and maintains all margin accounts ;

•

	

maintaining th� Count�rparty information databas�;

•

	

pr�paring custom�r billings ;

•

	

issuing paym�nt r�c�ipt and instructions ; and EC 000198235

•

	

supporting or p�rforming transaction s�ttl�m�nts .
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S�gr�gation of Duti�s

Th� Risk Manag�m�nt Committ�� �nsur�s ad�quat� s�gr�gation of duti�s with th� organizational s�paration of Trading and

th� RMRC at an �x�cutiv� l�v�l . Sp�cific s�gr�gation of duti�s for paym�nt, transaction valuations, trad� confirmations,
calculation and booking of profitslloss�s, and l aids monitoring ar� sp�cifi�d in this s�ction. Th� following critical functions ar�
th� r�sponsibility of th� RMRC and ar� organizationally s�parat� from trading .

Trad� Confirmations

Daily transaction c nfirmations ar� critical to th� trading proc�ss, providing proof of th� sp�cific transaction t�rm b�tw��n PGE
and count�rparti�s. Th� RMRC has th� sol� r�spons biity for al incoming and outgoing trad� confirmations and �nsur�s an
transactions on th� books hav� b��n confirm�d and acknowl�dg�d by th� count�rpa ty.

Transaction Valuations

Aft�r transactions ar� �x�cut�d, th� r�sponsility for valuing op�n positions r�sid�s with th� RMRC . PGE us�s option mod�ls
for t�rm trading to d�lta h�dg� trading positions . Th� RMRC runs mod�ls daily to �valuat� positions for �ach PGE busin�ss
s�gm�nt Th�s� s�gm�nts includ� g�n�ration ass�ts, custom�r r�tail bads, gas trading, and pow�r trading . Although trad�rs
cr�at� th� pric� carv�s us�d for this daily valuation, al trading curv�s ar� validat�d at l�ast twic� a month with supporting
docum�ntation r�port�d to Enron Risk Controls.

Limit Monitoring

Th� RMRC is r�sponsibl� for monitoring position and cr�dit limits on a daily basis . Th� Portfolio Manag�rs for both pow�r and
gas trading ar� r�sponsibl� for �nsuring th� position, VaR, and cr�dit Omits ar� not �xc��d�d .

Standard Physical Trading Products

Standard Physical Trading Products ar� gov�rn�d by sp�cific t�rms . Th�s� products ar� g�n�raly v�ry liquid and ar�

continuously quot�d by mark�t brok�rs, stat�d in t�rms of monthly tim� fram�s and standard quantiti�s .

Standard Physical Trading Products ar� g�n�rally off�r�d for a singl� month during th� forward p�riod, for combin�d months
such as January - F�bruary, or for quart�rly p�riods (m.�., January-March). D�liv�ry p�riods ar� stat�d in t�rms ofnumb�r of
days multipli�d by th� numb�r of hours p�r day. For �xampl�, a d�liv�ry p�riod of six days (Monday - Saturday) for 16 hours

p�r day would b� r�pr�s�nt�d as 6 x 16 .

Nonstandard Physical Trading Products

Non-Standard Physical Trading Products consist of transactions in which th� t�rms ar� not constant, or wh�r� d�liv�ry t�rms
vary by month, day, or �v�n hour . This typ� of transaction is g�n�rally structur�d to fit th� sp�cific n��ds of a custom�r and can
b� �x�cut�d by �ith�r th� trading group or through origination .

-7-
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Products

Curr�ntly, PGE is authoriz�d to trad� only physical and financial �l�ctricity and natural gas products and r�lat�d transportation

and transmission . Additional products may b� trad�d only aft�r following th� N�w Product Introduction proc�ss d�tail�d lat�r in

th�s� polici�s. Th� following ar� typ�s of products that could b� trad�d in th� commodity or structur�d mark�ts :

•

	

Firm or non-firm �n�rgy (�l�ctricity and/or gas)

•

	

Int�rfu�l (tolling) agr��m�nts

•

	

En�rgy �xchang� bas�d on diff�r�nt tim� or location

•

	

Firm or non-firm transmission/transportation of �l�ctricity and/or gas

•

	

G�n�ration capacity for �l�ctricity

•

	

Put and call options on physical �l�ctricity and/or gas

•

	

Futur�s, forwards and swaps on �l�ctricity and/or gas

•

	

Options on an �l�ctricity and/or gas ind�x (cash-s�ttl�d)

•

	

Options on options

•

	

EFPs (Exchang� for Physical)

S�� App�ndix B for th� curr�nt list of approv�d products trad�d by PGE.

Authoriz�d Trad�rs

Only authoriz�d trad�rs ar� approv�d to �nt�r into transactions in th� nam� of PGE . Any p�rsonn�l �ngaging in unauthoriz�d
trading activiti�s ar� subj�ct to significant disciplinary action, including d sm ssal. S�� App�ndix C for th� curr�nt list of

authoriz�d trad�rs .

N�w Product Initiation Proc�ss

Th� purpos� of this proc�dur� is to insur� th� appropriat� r�vi�w of transactions that ar� not curr�ntly authoriz�d . All staff in th�

trading and origination groups ar� r�sponsibl� for following th� r�quir�m�nts of this proc�ss prior to �x�cution of a n�w product

A *N�w Product" is d�fin�d as a transaction having two or mor� of th� following charact�ristics :

1 . Th� transaction is not a liquid product trad�d in th� cu r�nt �n�rgy mark�ts ;

2 Th� pricing m�thodology of th� transaction d�parts significantly from curr�nt approv�d products, and lacks ad�quat�

pricing data ;

3. Th� pric� quot� for a transaction is at a location not routin�ly �x�cut�d as �ith�r a pricing basis or d�liv�ry point

4. Th� transaction involv�s a pr�viously untrad�d, illiquid point or is of a volum� magnitud� which pr�s�nts a liquidity probl�m
at an unfamiliar trading point

5 . Th� transaction pric� is bas�d on som� oth�r commodity or product than pow�r, natural gas or a combination of th� two ;

6 . Th� transaction do�s not hav� an �xisting pric� curv� and is not accommodat�d by th� �xisting Trading and Risk

Manag�m�nt information syst�ms ;

7. Th� final d�liv�ry t�nor of th� transaction is outsid� th� tim�fram� of th� approv�d PGE Risk Limits .
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R�sponsibiliti�s: Th� RMRC, in coordination with Trading Manag�m�nt, is r�sponsibl� for th� r�vi�w and r�comm�ndation of

N�w Products to th� Sr. Vim Pr�sid�nt of Pow�r Supply . Th� Sr. Vic� Pr�sid�nt of Pow�r Supply will r�vi�w th� n�w product

and d�t�rmin� wh�th�r to proc��d with th� following proc�ss .

R�vi�w Proc�ss: Upon r�qu�st for th� approval to �x�cut� any n�w product Trading Manag�m�nt in coordination with th�
RMRC will pr�s�nt th� risk �xposur�, �stimat�d volum�s and m�thodology for th� us� of any n�w product to th� Risk

Manag�m�nt Committ�� . If th� Risk Manag�m�nt Committ�� approv�s th� n�w product, th� following st�ps will b�

impl�m�nt�d:

Th� Structuring Group in coordination with th� RMRC will b� r�sponsibl� for th� d�v�lopm�nt, calculation and docum�ntation of
th� following :

•

	

d�finition of th� N�w Product

•

	

pricing m�thodology for th� N�w Product ;

•

	

br�akdown of th� transaction into its compon�nt parts for inclusion in th� position manag�m�nt syst�m .

•

	

d�t�rmination of th� n��d for oth�r int�rnal r�vi�ws (Sch�duling, L�gal, �tc .)

•

	

th� initial calculation of th� risk impact and MTM of th� propos�d transaction .

•

	

ov�rall manag�m�nt of th� r�vi�w proc�ss ;

•

	

insuring that th� r�vi�wing parti�s (includ�d any additional r�vi�ws r�quir�d) r�c�iv� th� n�c�ssary data in a
tim�ly fashion;

•

	

communication of th� n�w product and appropriat� adjustm�nt of risk limits with th� Enron Risk Controls Group.

Any n�w products approv�d via th� abov� proc�ss will b� add�d to th� list of Approv�d Products, and will b� distribut�d to
Trading, Structuring, Origination and RMRC. In addition, copi�s will also b� s�nt to m�mb�rs of th� Risk Manag�m�nt

Committ�� and Enron Risk Controls .

Mark�t risk �xposur� is dir�ctly r�lat�d to a chang� in th� valu� of th� portfolio du� to chang�s in th� busin�ss �nvironm�nt .

Chang�s includ�, but not limit�d to, pric� fluctuations, chang�s in bad andlor g�n�ration capabiliti�s, and fluctuations in import

or �xport volum�s via transport or transmission constraints . Th� ov�rall Mark�t Risk Exposur� is th� risk PGE's portfolio will

d�viat� from th� curr�nt MTM valu�, r�sulting in an impact on �arnings and cash flow . Th� RMRC us�s a vari�ty of tools to

manag� and m�asur� mark�t risk �xposur�.

Forward Pric� Curv�

Forward curv�s ar� a aitical part of th� MTM proc�ss . Forward curv�s r�pr�s�nt th� fair mark�t pric� of a commodity to b�
d�liv�r�d at points in th� futur� and ar� us�d in th� MTM proc�ss to g�n�rat� �xp�ct�d valu�s of carmitrn�nts to

r�c�iv�/d�liv�r a commodity in th� futur�. All forward curv�s ar� cr�at�d �ach day by PGE's trad�rs and us�d in th� daily
valuation proc�ss. Th� midpoint of th� forward curv�s r�fl�ct th� pric� PGE could clos� out curr�nt positions. This proc�ss

r�sults in mark�t valu�s for as physical and financial op�n trading positions by busin�ss s�gm�nt
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PGE's �l�ctricity and natural gas forward pric� curv�s ar� t�st�d and validat�d by PGEs RMRC. Th� curv�s ar� t�st�d at l�ast
twic� a month and ar� compar�d to s�v�ral sourc�s of third-party information obtain�d duly by th� RMRC . Th� ind�p�nd�nt
sourc�s includ� brok�rs, NYME)( and ECT W�st to �nsur� �ach month's pric� for �ach d�liv�ry point is within 5% of th� pric�s
ind�p�nd�ntly obtain�d. Th� trad�rs ar� ask�d to �xplain any variations gr�at�r than 5%, and trad�rs ar� �xp�ct�d to hav� a
v�ry d�ar lin� of r�asoning if th�y f��l th� PGE curv�s should not b� adfust�d to within th� 5% thr�shold. h addition to th� 5%
t�sting, th� PGE curv�s ar� graph�d against th� ECT W�st curv� to look for inamsist�nci�s . Trad�s p�rform�d th� day b�for�
and th� day of t�sting ar� also compar�d to th� arm to v�rify accuracy. Th� r�sults from �ach am validation ar� provid�d to
Enron Risk Controls for r�vi�w.

S�nsitivity Analysis

S�nsitivity analysis is us�d to m�asur� a shift in th� pric� of th� commodity . Although this analysis do�s not incorporat�
chang�s in oth�r factors (�.g., volatility), it is a good �stimat� of th� s�nsitivity of th� portfolio to chang�s i n th� pric� of �l�ctricity
and gas. This analysis is p�rform�d by shifting th� �l�ctricity forward pric� curv� on� dollar and th�n r�vahring th� portfolio .

Str�ss T�sting

Str�ss t�sting m�asur�s PGE's �xposur� to giv�n pric� mov�m�nt sc�narios . For �xampl�, PGE may want to d�t�rmin� th�
profit or loss r�sulting from a 10% incr�as� in �v�ry ar� against curr�nt positions . Th� main str�ngth of str�ss t�sts is in
pr�dicting th� possibl� �xposur� to d�vastating (s�v�ral standard d�viations) pric� mov�m�nts that may not b� captur�d by th�
VaR analysis. Str�ss t�sts for PGE's trading position ar� p�rform�d at l�ast quart�rly or as n��d�d giv�n mark�t �xp�ctations .

Valu� at Risk

Th� Valu� at Risk (VaR) m�asur� assum�s a normal distribution and quantifi�s, within a 95% confid�nc� l�v�l, th� maximum
�xp�ct�d loss�s from adv�rs� mark�t mov�m�nts . VaR allows PGE to combin� and quantity diff�r�nt mark�t risks such as
�l�ctricity, gas, int�r�st rat�s, and for�ign �xchang� rat�s. How�v�r, VaR do�s not provid� a good m�asur� of th� loss�s
possibl� giv�n an unusual mark�t mov�m�nt Th�s� mark�t mov�m�nts ar� b�tt�r �valuat�d through str�ss t�sting .

PGE us�s th� most common m�thod to m�asur� VaR, which is a M�an-Covarianc� approach . In this m�thod, historical r�turn,
pric� volatility, and covarianc� m�asur�s ar� us�d to m�asur� �xp�ct�d loss�s within a giv�n confid�nc� l�v�l. VaR r�ports
ar� calculat�d daily and compar�d to approv�d risk limits. Th� RMRC r�sponsibl� for monitoring of VAR limits on a daily basis.

PGE Risk Limits & R�porting

Trading positions ar� aggr�gat�d daily for pow�r and gas positions and compar�d to approv�d N�t Op�n Position and VaR
limits . S�� App�ndix A for th� curr�nt approv�d N�t Op�n Position and VaR limits. Th� following r�ports ar� us�d to monitor
PGE limits and r�lat�d risks :
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R�port Fr�au�ncv Distribution

N�t Op�n Position (NOP), MTM and VaR Daily Book Manag�rs, Trad�rs & Trading Manag�m�nt

W��kly Summary of NOP, MTM & VaR W��kly PGE Manag�m�nt, Enron Controls Group,
Trad�rs

Mark�t Risk and R�gulatory Updat� Quart�rly PGE Manag�m�nt, Enron Controls Group

PGE Sc�nario Analysis Annually PGE Manag�m�nt, Enron Controls Group



Comput�r Op�rating Syst�ms

PGE's information t�chnology syst�ms provid� valuabl� information r�lat�d to manag�m�nt of risk . By id�ntifying n�t
op�n positions (which r�pr�s�nt an �xc�ss or d�ficit of gas or �l�ctricity in a giv�n month or d�liv�ry point), trading may
know �xactly what purchas�s or sal�s ar� n�c�ssary in ord�r to balanc� supply and d�mand . Valu� at Risk (VaR) and
Option valuation mod�ls allow th� pr�cis� quantification of risk and valuation of transactions . This mark�t int�llig�nc�
cr�at�s opportuniti�s to g�n�rat� profits by comparing pric�s of natural gas, fu�l oil, and whol�sal� �l�ctricity. PGE
has r�cogniz�d th� n��d for robust information t�chnology syst�ms to support trading ; as a r�sult, PGE continu�s to
d�v�lop syst�ms as th� industry chang�s.

Physical and �l�ctronic acc�ss to �ach syst�m is r�strict�d in ord�r to maintain data int�grity and saf�guard mark�t
int�llig�nc�. Data is routin�ly r�concil�d and r�vi�w�d for accuracy by th� Risk Manag�m�nt, R�porting & Controls
group, �nsuring that th� information accurat�ly r�fl�cts individual risks, mark�t data, positions h�ld, and valuation .

Risk Manag�m�nt Syst�m (RMS)

•

	

RMS "Books"

In ord�r to allocat� risk capital �ffici�ntly b�tw��n trading portfolios, PGE n��ds to m�asur� th� r�lativ� p�rformanc� of
�ach portfolio . Th� Risk Manag�m�nt Syst�m (RMS) addr�ss�s this n��d by �stablishing transf�r pric�s b�tw��n
�ach group and r�cognizing valu� add�d and additional costs incurr�d by �ach group . Th� RMS books' quantify
individual risk compon�nts such as int�r�st rat� risk, pric� risk, for�ign �xchang� risk, and oth�rs . This allows PGE to
assign th� manag�m�nt of th�s� risks to sp�cific groups who th�n manag� th� risks on a `portfolio' basis .

•

	

Valu� at Risk (VaR)

RMS includ�s a Valu� at Risk (VaR) calculation mod�l, which �stimat�s th� maximum loss �xp�ct�d within a singl�
day within a 95% confid�nc� int�rval . Th� VaR mod�l consid�rs historical pric� volatiliti�s and r�gional corr�lations
and appli�s this statistical information to curr�nt positions valu�d on a mark-to-mark�t basis . This mod�l is run daily,
allowing PGE to k��p dos� watch ov�r th� risks inh�r�nt in th� curr�nt portfolio.

•

	

Spr�ad-option Mod�l

RMS also includ�s a 'spr�ad-option mod�l" which calculat�s th� optimal l�v�l at which to dispatch �ach plant bas�d on
th� comparison of fu�l costs to th� cost of pow�r in th� whol�sal� mark�t This mod�l allows PGE to tak� advantag�
of th� fl�xibility of r�sourc�s availabl� (�.g ., hydro�l�ctric pow�r, coal, natural gas, fu�l oil, whol�sal� pow�r, �tc .) in
ord�r to procur� �n�rgy at th� low�st cost .

Cr�dit Exposur� Tracking Syst�m and Cr�dit Aggr�gation Syst�m (CAS)

PGE has d�v�lop�d an int�rnal tracking syst�m call�d th� Cr�dit Exposur� Tracking Syst�m to aggr�gat� count�rparty
cr�dit �xposur� from curr�nt syst�ms including RMS, GMS, PSAS (r�al-tim� sch�duling syst�m) and Platinum (g�n�ral
l�dg�r syst�m) . Th� ability to quickly d�t�rmin� cr�dit �xposur� with a count�rparty allows Cr�dit to r�act v�ry quickly
if �xposur� �xc��ds th� l�v�l at which th� Cr�dit Manag�r f��ls comfortabl� . It also pr�v�nts situations in which
trad�rs inadv�rt�ntly �xc��d cr�dit limits du� to th� fact that th�y do not know what th� curr�nt �xposur� is .

PGE is in th� proc�ss of incorporating th� Cr�dit Aggr�gation Syst�m (CAS) d�v�lop�d by Enron so Enron's �xt�nsiv�
cr�dit data may b� incorporat�d into th� Cr�dit Exposur� Tracking Syst�m .

Global Count�rparty Syst�m and Global Contracts Syst�m

Global Count�rparty is a syst�m d�v�lop�d by Enron which s�rv�s as a c�ntraliz�d data r�pository to hous� �xt�nsiv�
volum�s of data on �v�ry count�rparty with which Enron has transact�d . It stor�s count�rparty information for natural
gas, financial, and pow�r count�rparti�s, pip�lin� compani�s, and banking institutions . It allows cr�ation, maint�nanc�,
and r�tri�val of count�rparty addr�ss�s, r�lationships (infra-company links), alias�s, Dun & Bradstr��t information,
contacts, wir� information, and mor� .
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Global Contracts iS a r�lat�d syst�m d�v�lop�d by Enron that is a d�tail�d accumulation of all typ�s of custom�r
contracts by count�rparty and th�ir t�rms . Th� t�rms includ� contract typ�, status, t�rm typ�, start dat�, d�al limits,
paym�nt t�rms, s�rvic�s provid�d, commoditi�s allow�d, quantity obligations, p�nalti�s, and r�c�ipt/d�liv�ry points .

Pow�r Sch�duling and Accounting Syst�m (PSAS)

PSAS is th� primary tool s�t us�d by th� En�rgy and Transmission Sch�dul�rs, G�n�ration Dispatch�rs, Pow�r
Accountants, and Manag�m�nt r�sponsibl� for sch�duling and op�rating PGE's �n�rgy and transmission ass�ts as a
Control Ar�a Op�rator. P�ak transaction volum�s occur daily at about 3 :00 -4:00 p.m . (n�)t day pr�-sch�dul�) ; �v�ry
hour on th� hour (dispatching); and month-�nd (r�conciliation) . PSAS op�rat�s 24 hours p�r day, 7 days p�r w��k,
proc�ssing ov�r 150,000 transactions p�r day .

Altra Gas Manag�m�nt Syst�m (GMS)

GMS is a v�ry popular dr-lh�-sh�r natural gas trading syst�m us�d for data captur� of gas purchas�s and sal�s and for �nd-
of-th�-month accounting and r�porting. i int�grat�s a contrail administration modul� and allows position r�porting .

Cr�dit �xposur� is th� risk that a count�party will b� unabl� to fulfil is financial obligations to PGE . As a r�sult, PGE had
d�v�lop�d a Cr�dit D�partm�nt r�sponsibl� to assign a cr�dit rating for �ach count�rparty . PGE has �stablish�d individual
cr�dit �xposur� limits bas�d on that rating . S�� App�ndix D for th� curr�nt cou nt�rparty cr�dit limits . This cr�dit �xposur�
�xt�nds to co unt�rparti�s that �x�cut� physical and financial transactions with PGE. Th� industry standard orbs for s�ttl�m�nt
accounting, or paym�nt aft�r d�liv�ry has b��n mad� in full . Also, substantial gains a loss�s may accru� in physical contract
prior to actual d�liv�ry. Cr�dit �xposur� also �xists for OTC d�rivativ� transactions, as th� valu� of any outstanding contracts
can �scalat� substantially ov�r tun� .

Managing cr�dit �xposur� is an important compon�nt in PGE's ov�rall risk manag�m�nt program . Th� cr�ditworthin�ss of
trading partn�rs b�com�s a function of both qualitativ� and quantitativ� factors, focus�d on th� cr�dit rating assign�d to a
count�rparty by th� major cr�dit rating ag�nci�s or PGE's �valuation of th� count�rpartys ability to pay. Information r�lating to
th� cr�dit standing of any trading partn�r is d�t�rmin�d using publish�d cr�dit ratings, mark�t int�llig�nc�, �l�ctronic n�w
r�l�as�s and oth�r public information.

Count�rparty Cr�dit Standards

Cr�dit �xposur� to a count�rparty is m�asur�d using th� curr�nt accounts r�c�ivabl�, th� cost of r�placing th� transaction in th�
mark�t d�fin�d as th� MTM valu� and, an �stimat� of th� futur� r�plac�m�nt cost of th� transaction using a probability analysis
ov�r th� r�maining t�rm .

Th� r�plac�m�nt cost of a transaction �valuat�s th� actual risk to PGE that a count�rparty will fail to p�rform on its financial
cornrndm�nts. This is th� curr�nt valu� of th� transaction bas�d on a pric� mov� in th� und�rlying mark�t which can b� positiv�
or n�gativ�. Pot�ntial �xposur� to any oount�rparty involv�s a probability compon�nt taking into account that th� mark�t will
hav� som� amount of volatility in th� p�riod during which th� transaction is op�n . PGE's Cr�dit D�partm�nt us�s th� Enron
Cr�dit Aggr�gation syst�m to �valuat� both th� r�plac�m�nt cost and th� pot�ntial cr�dit �xposur� with all count�rparti�s.

Th� Cr�dit D�partm�nt �stablish�s cr�dit limits b�for� transactions occur with a n�w count�rparty . Daffy monitoring of trading
busin�ss compar�d to limits is don� on a daily basis in th� RMRC ind�p�nd�nt of th� Trading group .
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Cr�dit Proc�ss

PGE manag�m�nt has approv�d th� following proc�ss to impl�m�nt a�dit polici�s:

1) All qu�stions from Trading r�garding count�rparty a�dit ar� dir�ct�d to th� RMRC r�pr�s�ntativ� on th� Trading floor.
Information will b� diss�rninal �d bas�d on th� *owing :

a) Normal Priority Notifications - R�qu�sts to trad� with n�w count�rparti�s and count�rparti�s ov�r th�ir knits will b�

communicat�d by th� RMRC to Cr�dit for r�solution. Each trad� r�qu�st�d b�yond authoriz�d t�nor r�quir�s

approval b�for�hand by th� Sr. Vic� Pr�sid�nt of Pow�r Supply and th� Vic� Pr�sid�nt of FmancalChi�f Financial
Ofic�rfTr�asur�r.

b) Cr�dit Violation Notifications - Cr�dit violations will b� docum�nt�d by th� RMRC and notification will b� mad� to

Ex�cutiv� Manag�m�nt, Tradng, and Cr�dit . Th� Sr. Vic� Pr�sid�nt of Pow�r Supply and Vic� Pr�sid�nt of

Fmanc�Di�f Fmandal Offic�r/Tr�asur�r will d�rid� on th� appropriat� dsapfnay action in d�aling with cr�dit

violations. Trading, Cr�dit, and th� RMRC will provid� input

c) Em�rg�ncy Notifications -Th� RMRC will docum�nt d�v�lopm�nts in th� mark�t that may r�quir� �m�rg�ncy action

(L�., pot�ntial d�faults) and inun�dat�ly notify Ex�cutiv� Manag�m�nt Th� RMRC Will th�n cal an impromptu
m��ting in which a plan of action is d�v�lop�d This m��ting will includ� r�pr�s�ntativ�s from Trading, Crack and

th� RMRC .

2) No trad�s will occur with a sp�cific count�rparty until both of th� following hav� b��n satisfi�d :

a) Cr�dit Lin� -An authoriz�d cr�dit n� is �stablish�d. D�p�nding on th� count�rparty, Cr�dit may authoriz� a limit�d
uns�cur�d fin� for a c�rtain p�riod of tim� p�nding n�c�ssary collat�ral docum�ntation .

b) Contract -Contract Administration will follow through with th� count�rparty and �x�cut� th� appropriat� �nabling

agr��m�nt or PGE tariff Until final �nabling agr��m�nts hav� b��n �x�cut�d, Contract Administration may allow
trading und�r int�rim agr��m�nts such as long-f rm confirmations . Contract Administration will work with Trading

and Cr�dit to prioritiz� which count�rparti�s should b� giv�n th� high�st priority for �x�cution of �nabling
agr��m�nts.

3) Each w��k, or mor� fr�qu�ntly as chang�s occur, Cr�dit will issu� a Cr�dit Watch r�port to th� RMRC and
Trading indicating th� status of �ach count�rparty (trad�/no-trad�) and th�ir maximum t�nor (S�� App�ndix E for

an �xampl� of th� Cr�dit Watch R�port) . No trad�s may occur with a count�rparty with a 'no-trad�' status .

Approval of trad�s b�yond th� normal t�nor or cr�dit lin� may b� r�qu�st�d as d�scrib�d in it�m 1)a) abov� .

4) A cr�dit �xposur� r�port will b� issu�d daily by th� RMRC showing MTM cr�dit �xposur� including accounts
payabl� and accounts r�c�ivabl� (S�� App�ndix F for an �xampl� of th� Cr�dit Watch R�port) . This r�port will

includ� �xposur� for �ach count�rparty on a n�tt�d basis only if th� agr��m�nts in plac� provid� for n�tting .

5) Th� RMRC will r�vi�w th� r�port daily to �nsur� no singl� count�rparty accounts for mor� than 15% of th� total
cr�dit �xposur� (in dollars and in MWhs) . An �xc�ption to th� 15% t�st will b� mad� for th� Bonn�vill� Pow�r

Administration (BPA). Any violations will b� communicat�d as d�scrib�d in it�m 1)b) abov� .

6) If a cr�dit lin� has b��n or is about to b� �xc��d�d, th� RMRC will contact Cr�dit and r�qu�st an incr�as� in th�

cr�dit lin� . Cr�dit wi11 th�n tak� th� following action :

a) R�vi�w th� count�rparty and discuss with Trading Manag�m�nt to d�t�rmin� th� possibility of an adjustm�nt

to th� cr�dit lin� .
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b) For thos�-count�rparti�s whos� cr�dit cannot b� incr�as�d, th�y will b� add�d to th� Cr�dit Watch 'no-
trad�s' list Th� n�w list will th�n b� issu�d imm�diat�ly to th� RMRC and Trading.

C) Upon r�vi�w, Cr�dit will contact th� count�rparty to r�qu�st an �arly paym�nt, guaranty or a L�tt�r of Cr�dit

7) If a trad�r h�ars any information that may hav� an adv�rs� impact on th� financial h�alth of a count�rparty,
trad�rs should imm�diat�ly conv�y that information to th� RMRC th�y will work with Cr�dit to r�-�valuat� th�
count�rparty .

Th� RMRC will imm�diat�ly notify Cr�dit of any count�rparty that has ov�rdu� paym�nts. Cr�dit and th� RMRC will
work tog�th�r to d�t�rmin� wh�th�r th� count�rparty should b� put on no-trad� status until paym�nt is r�c�iv�d .

Th� Cr�dit Watch r�port pr�par�d by th� Cr�dit D�partm�nt also incorporat�s all cormt�rpa li�s for whiff Contract
Manag�m�nt has prohthit�d trading . As a r�sult Trading n��ds only to look at th� Cr�dit Watch r�port to d�t�rmin� if th�r� ar�
any trading r�strictions r�lat�d to cr�dit or contracts .

POE has approximat�ly 100 activ� pow�r, gas and financial count�rparti�s . Pow�r transactions by PGE vary from hour ah�ad
to in �xc�ss of 20 y�ars . Contracts ar� in plac� with id�ntifi�d financial count�rparti�s. Purchas�s or sal�s of pow�r or gas for
p�riods of gr�at�r than on� y�ar ar� subj�cts of s�parat� contracts . Pow�r purchas�s and sal�s with a duration of on� y�ar a
l�ss ar� primarily don� und�r th� �nabling tariff of W�st�rn Syst�ms Pow�r Pool (WSPP) and incr�asingly, PGE's mark�t-
bas�d tariff.

K�y r�asons for moving to th� mark�t-bas�d tariff for sal�s inducts th� ability to d�scrib� with mor� sp�cificity busin�ss t�rms
and conditions for pow�r transactions, d�ar�r languag� on what do�s and do�s not �xcus� p�rformanc�, and indusion of cr�dit
t�rm and conditions. Cr�dit t�rms and conditions in PGE's mast�r contracts, wh�th�r l�ss than or mor� than on� y�ar, inducts
paym�nt n�tting, margin r�quir�m�nts, mat�rial adv�rs� chang� languag�, iquidat�d damag�s provisions and cross-d�fauf
languag� . Wh�n warrant�d, PGE also s�gu�s par�ntal guarant��s or l�tt�rs of cr�dit

Trading & Origination (Front Offic�) Proc�dur�s

Transaction Ex�cution

Trad�rs and Originators shall only �nt�r into transactions that fail within th� approv�d guid�lin�s d�scrib�d in this Policy Manual .

G�n�ral transaction �x�cution guid�lin�s applicabl� to all p�rsonn�l ar� :

•

	

Only authoriz�d p�rsonn�l, as d�t�rmin�d in writing, can �nt�r into a trad� on b�half of PGE ;

•

	

Trad�rs shall us� only authoriz�d and approv�d trading and risk manag�m�nt products ; and

•

	

Trad�rs and Originators must abid� by th� proc�ss d�scrib�d in this manual b�for� �x�cuting and n�w

products.
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Transaction Approvals and Authorization

A9 transactions �x�cut�d by Trad�rs must fall within strat�gy guid�lin�s, d�t�rmin�d by Book Manag�rs . In addition, �ach
transaction �x�cut�d must fall within sp�cific approv�d limits and involv� only approv�d trading products and oamt�rparti�s .

Th� RMRC will provid� Accounting, Cr�dit, Stiucturthg, Brok�rs and all coimt�rparti�s with th� nam�s of thos� individuals
authoriz�d to trad� on b�half of PGE, including updat�s as n�c�ssary. k addition, ths notification of autora�d trad�rs wil
stat� that PGE trad�rs ar� not allow�d to trad� �l�ctricity, natural gas, or oth�r �n�rgy products for th�ir own p�rsonal account

Approv�d Count�rpartti�s

All count�rparti�s must b� approv�d by Cr�dit with appropriat� docum�ntation in plac� prior to a trad� . Th� folowing
counthrparty guid�lin�s must b� follow�d by all p�rsom�l mvohr�d in th� transaction �x�cution:

•

	

only approv�d count�rparti�s may b� us�d to facilitat� a transaction;

•

	

th� approv�d count�rparty must hav� suffici�nt cr�dit capacity und�r th� approv�d lin� b�for� th� trad�r

�x�cut�s th� trad� ; and

•

	

a trad�r may �nt�r transactions only with thos� count�rparb�s who satisfy docum�ntation r�quir�m�nts

d�t�rmin�d by Contracts and Cr�dit

Trad� Ex�cution

All p�rsonn�l involv�d in trad� ord�r �x�cution will :

•

	

�nsur� that comp�titiv� pricing is obtain�d by r�qu�sting quot�s from a numb�r of count�rparti�s ; and

•

	

�nsur� trad�s ar� �x�cut�d only with count�rparti�s on th� approv�d cr�dit list

Transaction R�cording

P�rsonn�l involv�d with trad� �x�cution will :

•

	

r�cord all d�tails of th� transaction on th� appropriat� trad� tick�t ;

•

	

dilig�ntly r�cord all �ss�ntial �l�m�nts of th� transaction with �ach count�rparty without d�lay .

Subj�
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Exc�ption R�porting

RMRC staff must docum�nt �xc�ptions. Th� d�tail should includ� what th� �xc�ption was, how it occurr�d and why. If
r�m�dial action was tak�n, th� r�sult of that action must b� docum�nt�d . Exc�ption r�ports wil b� copi�d for and r�vi�w�d by
th� Sr. Vic� Pr�sid�nt of Pow�r Supply and th� Vic� Pr�sid�nt of Frnanc�/Chi�f Financial Offo�rlrr�asuur�r .

Exc�ptions to b� r�port�d includ� :

•

	

trading b�yond authoriz�d limits (position or cr�dit) ;

•

	

trading with count�rparti�s not y�t approv�d ;

•

	

failing to r�cord trad�s actually compl�t�d ;
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• trading in-unauthoriz�d instrum�nts and/or unauthoriz�d commoditi�s ;

•

	

significant diff�r�nc�s not�d in th� trad� r�conciliation proc�ss ; and

•

	

trad� am�ndm�nts or r�v�rsals not prop�rty docum�nt�d .

Transaction Input

Th� RMRC will b� r�sponsbl� for inputting th� r�l�vant d�tails of th� transaction into th� Trading Syst�m, which will g�n�rat� a
num�rically s�qu�ntial numb�r for th� transaction .

Sp�cific Daily Trading Proc�dur�s

Sp�cific daily trading proc�dur�s ar� docum�nt�d in App�ndix G of this manual .

Structur�d Transactions Origination and. Structuring)

PGE's Origination and Structuring groups bl�nd an advanc�d und�rstanding of financial products with th� innovativ� ability to
provid� a custom�r with a customiz�d product d�sign�d to addr�ss uniqu� n��ds . By using fl� dbl� d�liv�ry points and
�xp�rtis� in managing volatil� �n�rgy pric�s, PGE may off�r custom�rs both physical and financial products, including volum�,
options, commodity, and pricing packag�s .

Structur�d transactions ar� s��n as gr�at opportuniti�s for profit sinc� custom�rs ar� g�n�rally willing to pay mor� for a product
built to th�ir sp�cifications . Th�s� compl�x transactions l�v�rag� PGE's mark�t �xp�ri�nc�, div�rs� g�n�ration mix, fl�xibl�
transmission ass�ts, and analytical �xp�rtis� . PGE �xp�cts th� industry to d�v�lop growth opportuniti�s for structur�d
transactions in a numb�r of ar�as, including industrial co-g�n�ration, full r�quir�m�nts contracts, distribut�d g�n�ration, and
custom options to cov�r p�aling toads .

In th� unr�gulat�d mark�t (larg� Or�gon industrial and comm�rcial custom�rs wilt b� abl� to choos� suppli�rs in Octob�r 2001),
PGE �xp�cts custom�rs to includ� aggr�gators, r�tail industrial and comm�rcial custom�rs, pow�r mark�t�rs, g�n�rat�s,
distribution compani�s, and oth�rs. Until Octob�r 2001, PGE is d�v�loping a d�ar strat�gy r�garding th� us� of structur�d
contracts and will mark�t th�m to whol�sal� and larg� r�tail custom�rs .

•

	

Structur�d Transaction Proc�ss

A structur�d transaction will b� transf�rr�d b�tw��n groups as follows (also s�� diagram on th� following pag�s) :

Origination and Structuring

Following th� corporat� sal�s strat�gy, Originators id�ntify pot�ntial opportuniti�s among th� curr�nt and prosp�ctiv� PGE
custom�r bas�. Th�y m��t with th�s� custom�rs and d�t�rmin� th�ir n��ds and th� amount th� custom�r would b� willing to
pay to fulfil his/h�r n��ds . Th� Originator and custom�r outlin� a rough id�a of a structur�d product that may addr�ss th�
custom�rs n��ds and may d�v�lop a R�qu�st for Proposal (RFP). Th� Originator shar�s this product outlin� with th�
Structuring group .

Aft�r und�rstanding th� Originators outlin�, th� Structuring group p�rforms a pr�liminary �valuation in whidi th� product is
id�ntifi�d as a coll�ction of compon�nts, which may b� th�n bifurcat�d into standard products and non-standard products.
Standard products may includ� mark�tabl� commoditi�s or liquid financial products . Non-standard products may includ� illiquid
commoditi�s for whichh a trading mark�t do�s not �xist or financial products for which valuation is not r�adily d�t�miinabl� .

Prot�ct�d Mat�rials
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F��dback will th�n b� solicit�d from plant op�rations to id�ntify any plant and transmission op�rating oonstroints and d�t�rmin�
how th�y may b� circumv�nt�d, if possibl� . Cr�dit will also b� consult�d Oo d�t�rmin� th� cou d�rpa1 s financial standing and
quantify s�ttl�m�nt risk .

Aft�r id�ntifying th� compon�nts, �ach is valu�d bas�d on quot�d mark�ts for liquid c rnpon�nts and compl�x statistical
mod�ling for th� illiquid pi�c�s . Th� mod�ling may b� p�rform�d using stat�-of-th�-art aption and pricing mod�ls d�v�lop�d by
Enron. Th� pricing is aggr�gat�d, compar�d to th� approximat� pric� th� custom�r may b� willing b pay, and quot�d to th�
custom�r.

If th� custom�r r�quir�s a low�r pr�, PGE may d�cid� at this point th� structur�d d�al is not profitabl� �nough, in which cas� ft
may b� susp�nd�d b�for� significant tim� and �xp�ns�s hav� b��n incurr�d

Contract D�v�lopm�nt

Aft�r n�gotiation with th� custom�r, th� Contracts group will draft a contract, which w8 b� r�vi�w�d by Lagai and String to
�nsur� th� t�rms ar� appropriat� b�for� ft is shar�d with th� custom�r . Wh�n th� custom�r signs th� �x�cut�d contract, a copy
is forward�d to th� Stru ring group for furth�r br�akdown into manag�abl� compon�nts .

Transaction Br�akdown

Bas�d on th� final contract t�rms and conditions, Structuring �xpands th� pr�liminary �valuation p�rform�d during th�
pr�paration of th� proposal . A l �mb�dd�d options, forwards, swaps, physical positions, �tc . ar� bifurcat�d and allocat�d to
portfolios in th� Risk Manag�m�nt Syst�m (RMS) . S�l�ction of appropriat� pric� curv�s or d�rivation of pin�s for illiquid points
will b� p�rform�d using th� pricing mod�l d�v�lop�d by Enron. Physical ass�t constraints and qty ramifications
(i.�., corr�lation) will b� incorporat�d into th� Enron.d�v�lop�d option mod�ls for a r�fin�d und�rstanding of �ach portion of th�
transaction .

Bas�d on this und�rstanding, Structuring and Origination docum�nt financial assumptions and id�as as to how th� transaction
should b� trad�d. Th�y conv�y th�s� assumptions to Trading and th� Plant R�sourc� Coordinator in ord�r to allow Trading b
maximiz� th� valu� of th� transaction. Th�s� assumptions and a synopsis of �ach functional ar�a's principal r�sponsibiliti�s
r�lat�d to th� d�al ar� includ�d in a d�al summary pr�par�d by Structuring . Th� d�al summary is th�n distrthut�d to th� Pow�r
Supply portfolio manag�r and to Risk Manag�m�nt, R�porting & Controls to �nsur� th� coordination of trading, risk
manag�m�nt, baling, and r�porting activiti�s . At that tim�, th� transaction is mak�d4o mark�t and transf�rr�d to th� trad�rs'
portfolios at mark�t pric�s . This allows th� quantification of valu� add�d by �ach part of th� strucftuur�d transaction proc�ss .
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ORIGINATION &
STRUCTURING

CONTRACT
DEVELOPMENT
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Structur�d Transaction Proc�ss

STRUCTURING
•

	

Pr�liminary financial
�valuation

•

	

D�v�lop risk
manag�m�nt and
booking strat�gy
Financial Mod�l- D�al
Evaluation

CREDIT

TRADING

PLANT
OPERATIONS

Proposal D�v�lop�d 3
D�liv�r�d

CONTRACT
DEVELOPMENT

Ex�cut� Contrail b
D�liv�r to Custom�r

STRUCTURING
•

	

V�rification of
t�rms r�lativ�
to proposal

if no
significant

	

L�gal R�vi�w
chang�s
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TRANSACTION
BREAKDOWN

IMPLEMENTATION

PLANT
OPERATIONS

•

	

Id�ntify
op�rational
r�quir�m�nts
D�v�lop
proc�dur�s

•

	

Impl�m�nt
r�quir�d
infrastructur�
Sch�dul� and
d�liv�r pow�r

PORTFOLIO MANAGER

D�v�lop portfolio
trading strat�gy &
instruct Plant
Op�rations & Trading

i
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Structur�d Transaction Proc�ss
(Continu�d)

TRADING
Coordinat�
with Plants,
Quart.
Analysis,
and Ass�t
Planning
Ex�cut�
trading .
strat�gy

STRUCTURING
Br�akdown d�al into basic compon�nts :

•

	

Bifurcat� and allocat� to books: options, forwards,
physical positions, strik� pric�s, �tc.

•

	

Id�ntify pric� curv�s
•

	

Non-trad�d risks
•

	

Transmission
•

	

Physical ass�t constraints
•

	

Cross-commodity ramifications
•

	

Financial assumptions us�d in d�al valuation

From Contract D�v�lopm�nt
S�ction of Flowchart

V

DEAL SUMMARY
Outlin� r�sponsibiliti�s of all major ar�as :

•

	

Portfolio Manag�r
•

	

Plant Op�rations (R�sourc� Coordination)
Trading

•

	

Risk Manag�m�nt
•

	

Back Offic�
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DOCUMENTATION

Id�ntification of
structur�d
d�als in th�
trading syst�m
L�gal follow-up
on contract
t�rns

FUNDAMENTAL
QUANTITATIVE
ANALYSIS

•

	

Us�s
information to
support
Plants,
Trading,
Options, &
Portfolio
Manag�m�nt

PRICING
V�rify that
th�
appropriat�
pric� curv�s
ar� us�d for
s�ttl�m�nt &
MTM

RISK
MANAGEMENT

Ability to
g�n�rat�
structur�d
d�al
sp�cific
r�ports

ASSET
PLANNING

•

	

Us�
financial
mod�l to
track
p�rform-
anc�



RiskManag�m�nt; R�portin & Controls (RMRC) Proc�dur�s'

Th� RMRC should r�vi�w th� following points aft�r a n�w trad� is input into th� Trading Syst�m :

Trad� Input

Th� d�tails of th� transaction ar� input by th� RMRC and confirm�d with th� count�rparty via fax within 24 hours of th�
transaction. Th� trad� d�tails for �xchang� trad�d transactions ar� v�rifi�d to a Cl�aring Hous� brok�r's stat�m�nt th�
following busin�ss day by th� RMRC . Each trad� is ch�ck�d to �nsur� that th� trad� is within approv�d limits and th� input
match�s th� count�rparty d�tails .

RMRC wiiH contact th� Trad�r to r�vi�w any dscx�pand�s . Th� Trad�r w r�vi�w th� information provid�d by th� count�rparty
and indicat� in writing on th� trad� tick�t th� appropriat� chang�s and initial, indicating his/h�r approval .

Confirmations

RMRC is r�quir�d to provid� writt�n confirmation of r�l�vant busin�ss t�mps and conditions for all PGE sal�s and
to v�rity all

incoming confirms for purchas�s . Th� following confirmation proc�dur�s ar� to b� compl�t�d by RMRC p�rsonn�l :

•

	

g�n�rat� writt�n confirmations for �v�ry OTC transaction;

•

	

v�rify confirmations against PGE's r�cords upon r�c�ipt ;
EC 000198249

•

	

maintain a r�cord of outstanding confirmations ;

•

	

maintain r�sponsibility of minimizing any confirmation backlog; and

•

	

communicat� outstanding confirmations which ar� mor� than on� w��k old to Trading Manag�m�nt for
furth�r action.
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Physical Futur�s OTC

•

	

Dat� and tim� Dat� and tim� Dat� and tim�

•

	

Count�rparty Cl�aring brok�r Count�rparty

•

	

Buy/S�ll Buy/S�ll Buy/S�ll

•

	

Volum� or notional quantity Quantity or numb�r of contracts Volum� or notional quantity

•

	

Commodity r�f�r�nc�' Commodity and month Commodity r�f�r�nc� and/or

•

	

T�rm param�t�rs (start & �nd Pric� contract typ�

dat�s •

	

Trad�r •

	

T�rm param�t�rs (start & �nd

•

	

Pric� dat�s)

•

	

S�ttl�m�nt instruction/dat�s Pric�

•

	

D�liv�ry or r�c�ipt point S�ttl�m�nt instructions and/or

•

	

Trad�r dat�s

•

	

Trad�r
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Confirmation R�conciliation

Th� RMRC is r�sponsibl� for confirmation r�conallation, including :

•

	

r�vi�w of th� confirmation, v�rifying that trad� d�tails match trad� data input;
•

	

�xamination of th� confirmation to �nsur� th�r� ar� no unusual t�rms or conditions;

•

	

�nsur� that �ach confirmation falls within th� t�rms approv�d by th� ISDA mast�r agr��m�nt or Enabling
Agr��m�nt;

•

	

follow-up imm�diat�ly with th� count�rparty to corr�ct any discr�panci�s within th� confirmation b�for� th�
first s�ttl�m�nt dat�; and

•

	

maintaining a control proc�
•
ss to �nsur� r�solution of outstanding issu�s

Confirmation Signing Authority

AD moon ng confirmations that hav� b��n r�vi�w�d and v�rifi�d by th� RMRC will b� sid�d by th� d�signat�d signatori�s and
r�turn�d to th� count�rparty as soon as possibl�. Th� fist of signatori�s for PGE is in App�ndix H of this manual . Whil� th�
numb�r of signatori�s on th� fist should not b� larg�, th� list should b� brad �nough b avoid d�lay .

Valuation R�porting

Ail books w b� mark�d b mark�t and r�port�d to s�nior manag�m�nt on a daily basis . Th�r� port will includ� th� folowing :

•

	

n�t dollar position (positiv� or n�gativ�) ;

•

	

n�t position in th� form of numb�r of contracts or physical volum� long or short ;

•

	

n�t chang� on th� day; and

•

	

n�t chang� for th� curr�nt cal�ndar month and y�ar .

Th� PGE RMRC p�rforms th�s� valuations which ar� r�vi�w�d by Enroll Risk Controls .

S�ttl�m�nt R�sponsibiliti�s

Th� RMRC is r�sponsibl� for aft�r-th�-fact activiti�s in support of th� trading proc�ss, including th� following :

•

	

maintain custom�r information ;

•

	

p�rform r�aliz�d P&L r�condliations ;

•

	

pr�par� custom�r billings :
EC 000198250•

	

issu� paym�nt r�c�ipt/instructions ;

•

	

support or p�rform transaction s�ttl�m�nts ;

•

	

compl�t� �n�rgy transaction journal �ntri�s into th� g�n�ral l�dg�r by th� accounting d�adlin� ; and

•

	

supply transaction data n�c�ssary to appropriat� d�partm�nts for S�curiti�s & Exchang� Commission,

F�d�ral En�rgy R�gulatory Commission, and oth�r r�gulatory ag�ncy filings.
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R�conciliation and Accounting Transactions

Exchang� Tri�d Activity R�conciliation

Futur�s �xchang�s r�qu'v� a d�posit of funds, r�f�rr�d to as th� Initis Margin, against pot�ntial loss�s on op�n positions Th�
Initial Margin amount is a function of th� r�quir�m�nts s�t by th� �xchang�, subj�ct b chang� at th� �uad>ang�'s csa�bon .
Th�s� margin d�posits must b� s�nt to th� Cl�aring Hous� no cat�r than th� day following th� transaction .

Th� RMRC is r�sponsibl� for brok�r stat�m�nt r�conciliation and variations of th� margin account onc� th� �xchang� trad�d
transad ions ar� v�rifi�d by th� Mid-Offic� .

Brok�r Stat�m�nt R�conciliation

Th� calculation of �quity associat�d with maintaining op�n tru�s positions will b� ch�ck�d daily . Th� RMRC mountains an
ind�p�nd�nt v�rification of op�n futur�s positions, margin account, and cash with �ach brok�r with whom PGE has a futur�s
account Th� following st�ps ar� compl�t�d daily

• Th� brok�r provid�s RMRC with an account summary stat�m�nt which is compar�d to an int�rnally
g�n�rat�d stat�m�nt to �nsur� that th� daily trad�s, trad� offs�ts, and cash r�c�ipts or paym�nts ar�
accurat�ly r�fl�ct�d .

•

	

Th� RMRC v�rifi�s op�n positions with Trading, mak� any adjustm�nts and corr�ctions, and �nsur� th� total
�quity balanc�s ar� in agr��m�nt daily .

•

	

Any �xc�ptions to a prop�r r�conciliation in th� abov� proc�ss ar� not�d in an �xc�ption r�port .

Variation Margin Account Paym�nt

Th� amount of varianc� in th� margin account as a r�sult of futur�s mark�t pric� fluctuation is variation margin. Th� RMRC is
r�sponsibl� for maintaining a r�cord of op�n positions for �ach Cl�aring Hous� account carri�d by PGE Afl transactions
aff�cting th� futur�s account ar� r�cord�d and maintain�d Th� RMRC us�s this r�cord to ch�ck against th� brok�rag�
stat�m�nt s�nt daily by th� Cl�aring Hous� to �onfrm account �quity and op�n positions . Th� RMRC is r�sponsibl� for
ind�p�nd�ntly d�t�rmining th� margin r�quir�m�nts and comparing th�s� to th� margin account on a daily basis .

Aft�r daily r�conciliation with th� brok�r, th� RMRC d�t�rmin�s wh�th�r an amount should b� s�nt from or r�c�iv�d by PGE to
s�ttl� th� Cl�aring Hors� account Th� RMRC r�concil�s this stat�m�nt and any diff�r�nc�s positiv�ly r�solv�d by th� �nd of
�ach busin�ss day.

RMRC has th� following daily margin account r�sponsibiliti�s :

•

	

paym�nt initiation for all margin account d�ficits ;

•

	

�nsuring that Tr�asury handl�s all paym�nts (at no tim� will anyon� from PGE's Trading or RMRC group b�
involv�d with paym�nts or th� r�c�ipt of paym�nts) ; and

•

	

r�taining copi�s of paid invoic�s .
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In ord�r to �nsur� that p�rsonn�l ar� complying with th� �xisting pofid�s and proc�dur�s, th� RMRC r�vi�ws curr�nt proc�ss�s
and controls with Ext�rnal Auditors n support of th�ir r�vi�w. Such awls shall b� p�rfomr�d at l�ast onc� a y�ar. Th� RMRC
wilt conduct p�riodic transaction t�sting to �nsur� complianc� withal pois�s and procur�s.

Findings from audits shall b� shar�d with th� appropriat� d�partm�nt manag�m�nt and r�sponsibl� oth�r so that corr�ctiv�
actions may b� tak�n. Th� RMRC n coordination with Tracing wrl mak� th� n�c�ssary nrprov�m�nts b �nsur� complanc�
with al audit issu�s .

Al �mploy�� activiti�s shat ac9w�r� to th� l�tt�r and int�nt of Enmn's Cod� of Conduct. Only th� Sr. Vic� Pr�sid�nt of Pow�r
Supply, n coordination with th� Vic� Pr�sid�nt of Fnaric�/Chi�f Fnandal Offic�dir�asur�r, may authoriz� �xc�ptions b th�
Polici�s contain�d h�r�in on a cas� by cas� basis. Exc�ptions shall b� docum�nt�d and a copy distribut�d to th� Risk
Manag�m�nt Com iti��. No �mploy�� shaft �ngag� n any trading practic�s that constitut� fraudul�nt d�c�ptiv�, or
manipulativ� acts or practic�s und�r applicabl� lawns and r�gulations .

Conduct Violations

Activiti�s constituting violations of conduct ndud�, but ar� not limit�d to:

•

	

Trad�r to Count�rparty Limitations

•

	

Trad�r may not act in an advisory capacity to a count�rparty .

•

	

D�rivativ� risk advic� is not to b� provid�d to a count�rparty .

•

	

Sc�nario or s�nsitivity analys�s may not b� provid�d to a count�rparty.

•

	

Trad�r may not provid� assistanc� �valuating any typ� of risk to a count�rparty.

•

	

Trad�r may not r�comm�nd third party Futur�s Commission M�rchant and/or financial advisors to a
count�rparty .

•

	

Insid�rTrading

•

	

No Trad�r shall trad� any �n�rgy d�rivativ�s for p�rsonal or third-party b�n�fit Such d�rivativ�s
includ�, but ar� not limit�d to: �l�ctricity, gas, oil, coal, and �mission cr�dits .

•

	

Induc�m�nts

•

	

No �mploy�� shall off�r, solicit, or acc�pt induc�m�nts to or from �mploy��s or r�pr�s�ntativ�s of oth�r
institutions in �xchang� for conducting busin�ss .

•

	

Ent�rtainm�nt and gifts of nominal valu� off�r�d and acc�pt�d in th� ordinary cours� of busin�ss do not
n�c�ssarily constitut� induc�m�nts .
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• Propri�tary Information

•

	

All En�rgy Transaction information acquir�d during th� cours� of Company busin�ss is th� sol� prop�rty
of PGE.

•

	

No En�rgy Transaction information or int�llig�nc� gain�d during th� cours� of Company busin�ss may
b� diss�minat�d without sup�rvisory approval.

•

	

G�n�ral mark�t obs�rvations of th� typ� normally shar�d with industry publications may b� conv�y�d
without prior approval .

•

	

Conflict of int�r�st

No �mploy�� �ngag�d in En�rgy Transactions shall �ngag� hn activiti�s constituting a conflict of int�r�st Such activiti�s
inducts, but ar� not limit�d to :

•

	

�ngaging in En�rgy Transactions for th� �mploy��'s b�n�fit and risk ;

•

	

ind�p�nd�ntly providing �n�rgy trading advis� to thud panti�s ;

•

	

ind�p�nd�ntly providing �n�rgy trading analys�s to third parti�s ; and

•

	

ind�p�nd�ntly providing any En�rgy Transactions Futur�s Commission M�rchant functions to third
pi�s .

•

	

Rumors

•

	

Employ��s shall r�frain from spr�ading rumors or misinformation that th� �mploy�� knows or b�li�v�s
to b� fals� or misl�ading .

Disciplinary Actions

Disciplinary actions ar� n�c�ssary to �nsur� adh�r�nc� to th� pdid�s and Standards of Conduct outlin�d in this manual . Th�
form of disciplinary action tak�n will d�p�nd on th� �xt�nt ct th� violation.

•

	

R�porting of Violations

•

	

Violations ar� to b� r�port�d to th� party's imm�diat� sup�rvisor and th� Sr . 'lic� Pr�sid�nt of Pow�r
Supply and th� Vic� Pr�sid�nt of Financ�/Chi�f Financial Offic�r/Tr�asur�r . Violations of a significant
natur� will also b� r�port�d to th� Risk Manag�m�nt Committ�� .

•

	

Sanctions

•

	

Sanctions in r�spons� to a violation will b� d�t�rmin�d by th� Sr . Vic� Pr�sid�nt of Pow�r Supply, th�
Vic� Pr�sid�nt of Financ�/Chi�f Financial Offic�r/Tr�asur�r and/or th� Risk Manag�m�nt Committ�� .

•

	

Sp�cific sanctions ar� to b� d�t�rmin�d in a cas� by cas� mann�r d�p�nding on th� s�v�rity of th�
violation .

•

	

S�v�r� violations may r�sult in t�rmination and/or civil action .
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Policy R�vi�w

Th�s� po&i�s will b� d��m�d �ff�ctiv� upon th�ir format approval by th� Risk Manag�m�nt Committ�� . Onc� approv�d, th�s�
polici�s w~ b� in �ff�ct for am �npby��s of PGE b ord�r b �nsur� that al n�c�ssary �mploy��s ar� awar� of th�s� poid�s,
�ach m�mb�r of th� d�patrn�nts fist�d b�low must sign th� C�rtificat� of Admowl�dgm�nt (rndud�d in th�s� pois�s) and
r�turn it to th� int�rnal Trading Controls Manag�r. S�� App�ndoc G for �~o�ait�d C�rtificat�s of Adcnowl�dgrrr�nt

•

	

Trading and Origination

•

	

Structuring

•

	

RMRC

•

	

Cr�dit

Policy Mod-rficatt ons

All modifications must b� approv�d by th� Risk Manag�m�nt Committ�� and distrrbut�d to all staff m�mb�rs r�quir�d b
acknowl�dg� th� polici�s as d�salt�d in th� pr�vious s�ction . ModIfications must b� adaiowl�dg�d in th� sam� mann�r as
th� original manual .
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C�rtificat� of Acknowl�dgm�nt

of th�

PORTLAND GENERAL ELECTRIC
TRADING POLICIES MANUAL

I c�rtify that l hav� r�ad and und�rstand th� Trading Polici�s Manual for Portland G�n�ral El�ctric
and agr�� to abid� by th� polici�s s�t forth in th�m . I furth�r und�rstand that th� rul�s s�t forth in
this Manual may not b� chang�d without following th� proc�dur�s s�t forth th�r�in, and I am bound
to follow th�s� rul�s (and any authoriz�d chang�s) r�gardl�ss of any contrary instructions giv�n to
m� .

Agr��d and acc�pt�d :

Nam�

	

Signatur�

Dat�
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