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The purpose of this Memo is to summarize our advice to you regarding the legal aspects of financial trading in Australia. This Memo incorporates and supercedes our prior memo of July 13, 1999.

Background

You asked us to investigate the possibility of setting up a trading operation in the Sydney office whereby a trader located there would enter into non-commodity hedging transactions such as the purchase/sale and repurchase of governmental and corporate debt obligations (“Bonds”) as well as futures, forwards and derivatives on Bonds, interest rates, currencies, foreign exchange and equities (“Transactions”) on behalf of wholly-owned non-resident Enron affiliates (e.g., ECT Houston). The Transactions could be cash or physically settled. The primary purpose would be to hedge the interest rate, equity, foreign exchange and currency risks of these companies whilst Enron operations in Houston and Europe are closed as well as the same risks of the Enron Australia companies.

Other than the futures transactions, the counterparties to these transactions would be banks and other dealer institutions operating in Australia as well as foreign banks and dealer institutions with no presence in Australia.    

Legal Advice

Based on the above and advice of local counsel, our advice is that there are no Australian legal or regulatory restrictions to entering into such Transactions so long as: 

· the purpose is to hedge existing risks to which the Enron entity is exposed as a result of its other business activities.

· the Enron entity for which the hedge is being implemented transacts as principal (and not as broker, agent or trustee for a non-Enron entity).

· all futures trading must be done through a broker.  

· the Transactions are individually tailored to the risk profile of the Enron entity and not “standardized”.  

· any equity derivatives transaction would be cash-settled. (Please note that a physically-settled equity option would be considered a “security” under Australian Corporations Law and may require us to obtain a local securities license and implement certain procedures/training. You indicated at the meeting that in light of this advice, you would not be entering into such transactions.)  

Please be advised that if Transactions are entered into other than to hedge existing risks, Enron could be considered to be conducting a “business of dealing in securities” and thus be required to obtain an Australian Securities Dealer’s License. 

Equity Securities

With regard to the purchase/sale of physically-delivered equity securities, at your instruction we will not look into these until advised otherwise.  

Tax Advice

Susan Musch (EI Tax) will advise you separately on this.     

Please let me or Alan know if we can be of further assistance.  

Natural gas.  Electricity.  Endless possibilities.
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