
1.0 Introduction

This policy details the processes Enron Europe will adopt for opening any type of commodity or financial trading accounts with new counterparties. The policy excludes Physical Freight trading, secondary cost transactions and any counterparties associated with these costs e.g. inspection fees, port charges or other logistical costs. 

The processes are driven by current external regulatory requirements that are summarised in Appendix A.

The regulatory requirements in relation to the opening of accounts can be summarised as “know your counterparty”. There are three main reasons why this requirement needs to be met:

· Anti-money laundering: Enron is required to have in place procedures aimed at preventing money laundering.  

· Classification of counterparties: Enron is required to classify counterparties into one of three categories for trading.

· Suitability: Enron is required to ensure that the business carried out with counterparties is suitable for the counterparty in question.  

Even though some of the above requirements are regulatory, it is important to “know your counterparty” because it may help to identify further commercial opportunities. Aside from external regulatory requirements, Enron also requires that the Risk Analysis and Control Group (“RAC”) authorise any trading with new counterparties.
2.0 Policy and Procedures

Below is a flowchart which shows the workflow that must take place when account opening is required for a new counterparty.

2.1. Workflow of Regulatory & Process Requirements




2.2. Process Requirements by Departmental function


 Local Trading Requestor:  

The first step in the process requires that the business unit trading requestor completes Steps 1 - 3 of the Account Opening Form. This Form can be accessed directly from the Account Opening button on the Enron Europe Homepage. 

The business unit trader then has the choice of completing Step 4 of the Form or forwarding it to Client Services, via the electronic workflow, to do this on his / her behalf. 

If the business unit trader completes all 4 steps of the form, he / she may be forward it to GCP via the electronic workflow. 


 Global Counterparty Group:

On receipt of the completed Account Opening Form, via the workflow, GCP open the account in their database and the counterparty is marked as “Inactive”.

GCP advise the business unit Client Services that the new counterparty account has been received and set up as inactive.  The status of this counterparty will remain as “Inactive” until all the procedures detailed below have been completed. 

On receipt of confirmation from the Compliance Dept and RAC that the checks and procedures detailed below have been completed satisfactorily the counterparty status will be changed to “Active”. Only then is Enron is in a position to undertake trading with the counterparty.

Business Unit Client Services:

On receipt of the part completed Account Opening Form from the business unit trading requestor, Client Services complete the Form and forward it to GCP via the electronic workflow.

On receipt of the advice from GCP that the new counterparty has been set up as inactive, the business unit Client Services Dept is then responsible for completion of the Anti Money Laundering Form and the FSA Classification Check Form. They will liaise with the counterparty and / or business unit trading requestor in order to obtain the necessary information for completion of the documentation. On completion of the appropriate forms the documentation will be forwarded to the Compliance Dept.

The responsibility for sending, monitoring receipt and maintenance of counterparty files containing receipts as well as evidence of compliance with all the above procedures is with the business unit Client Service Dept.

  Compliance Group:

On receipt of the Anti Money Laundering Form and FSA Classification Check Form the Compliance Group will be responsible for checking it and authorising / rejecting the application to trade with the new counterparty.

If the Compliance Group authorise trading with the counterparty, they are then responsible for notifying the counterparty of the classification and, in certain circumstances, providing risk warnings.

The Compliance Group is also responsible for the documentation related to regulatory requirements in terms of its content and updates. 

.

  RAC Group:

On receipt of the advice from the Compliance Group that an application to open a new counterparty has been authorised RAC is responsible for applying a trading credit limit to the counterparty.

RAC will complete a legal entity review for each counterparty. They may use external information searches in their assessment of counterparties and may seek further information from the counterparty.

RAC must advise the local trading requestor of the trading credit limit. RAC also reserve the right to reject the application outright.


 Operational Credit:

Operational Credit will coordinate the flow and distribution of information to the relevant departments and oversee the account opening process for new counterparties.

All counterparties need to be reclassified for FSA purposes at least annually and Operational Credit are responsible for ensuring that this is completed. If for any reason information needed to complete this annual check is not made available the counterparty will be made “Inactive” within the GCP system

Operational Credit own and operate the account opening process for all trading counterparties and the policy surrounding this process.

3.0 Exemptions and Non -Compliance

The procedures above are relevant to Enron’s business whilst we continue to be regulated by the FSA. Enron takes these regulations seriously and as a result, where the checks and compliance sign off described in Section 2 have not been completed, under no circumstance may trading with the counterparty be undertaken. 

Any application for exemption to the checks and compliance sign off described in Section 2 must be authorised by the Business Unit Head and the Enron Europe Chief Operating Officer or Chief Executive Officer.

Failure to comply with these requirements can result in criminal or regulatory enforcement action being taken against Enron and is likely to lead to disciplinary action being taken against the individual/s concerned.

Appendix A
 Summary of relevant external regulatory requirements

i. Anti-Money Laundering Identification Procedures

A body known as the Joint Money Laundering Steering Group (JMLSG) has produced detailed guidance to help organisations comply with these requirements.  Organisations following this guidance will be deemed to be complying with industry best practice.

The JMLSG’s guidance in relation to obtaining identification evidence makes clear that differing degrees of evidence are required depending on which of the following categories the counterparty falls into:

· A regulated credit or financial institution

· Quoted on a UK recognised investment exchange, designated investment or approved exchange or a subsidiary controlled by a quoted company

· Unregulated and unquoted

· Individuals

The degree of evidence required also differs depending on whether the counterparty originates from a country which has equivalent money laundering legislation to the UK, (a low risk jurisdiction) or from a country which is deemed to have inadequate money laundering controls (a high risk jurisdiction).  


Evidence of identity has to be held on file in order to demonstrate to the FSA that the necessary procedures have been complied with. A checklist attached at Appendix C, which is in line with the JMLSG guidelines, must completed for each counterparty. 

ii. Counterparty Classification

Regulated entities are required to classify counterparties with whom they intend to transact investment business prior to the business being undertaken. The category of classification determines the degree of protection owed to counterparties under FSA’s conduct of business rules. All counterparties will need to be reclassified at least annually.

Appendix D is a questionnaire, which deals with classification under the FSA’s rules. As from 1st December 2001 the categories of counterparty classification for FSA purposes will be:

a. Market counterparty

b. Intermediate customer

c. Private customer

iii. Suitability

Knowing a counterparty’s business and trading strategy is important as unusual trading patterns could be an indication of money laundering. Part of assessing a counterparty’s suitability will involve Credit approval and a trading credit limit being applied for Enron’s business.

iv. Documentation

Under the FSA’s rules, Enron will have to send terms of business to all counterparties with which it conducts investment business other than market counterparties. Based on the regulatory requirements, it is customary to have a suite of standardised documents based upon classification. Thus all market counterparties receive the same documentation, as do all intermediate customers.  

Enron has two suites of standardised documentation: one for Enron Metals and one for Enron Europe Finance & Trading Limited.
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