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Enron has tight requirements on what is and what is not a Trading Office. This was prompted by recent losses in Helsinki. One fundamental requirement is that wherever trading is carried out with the outside world, there is an independent person permanently on site. It is difficult to support the costs of such a person, or have much for them to do, unless the trading business is of a substantial size. Smaller offices are therefore only entitled only to Originate, i.e. they can discuss prices with external parties, but cannot commit the company - the price at which a deal is accepted must be given by a Trader in a Trading Office. All correspondence relating to the trade (confirmation, invoicing etc) must be direct between the external party and the Trading Office.

MG has a large number of small offices which do currently trade. Typically they buy and sell physical cargos locally, hedging off some of the risks with trades on exchanges or OTC. We must find a way to implement the Enron requirement for tight control over which offices are authorised to trade, and which are not, while providing the flexibility for an effective Commercial function. Recent losses in MG New York illustrate that we are addressing a risk which is tangible, not just theoretical.

Possibilities are:

Move all traders to regional hubs: London, New York, Tokyo.
Personnel are likely to be unwilling to move. Loss of knowledge of local market.


Put independent Risk Managers in every Trading Location.
This can be done but would be expensive (USD 300k pa per office) and it would be difficult to retain suitable people because the duties would not fill a complete job. There is also a danger that a sense of isolation would lead to loss of independence by the Risk Manager and so rotation would be necessary.


Close operations in smaller locations.
We are looking to expand activites rather than contract them.


Change the role of Commercial personnel in outlying offices from Trading to Origination.


Existing trading personnel may find this somewhat restrictive, but it has to be recognised as a cost associated with the access to a larger balance sheet which is a benefit arising from working for Enron.

Enforcement will be to some extent dependent on the cooperation of external parties. It will be necessary to make a very clear and credible statement that breaching this rule after a certain date will result in disciplinary action. Credibility will require that if any such unauthorised activity is detected, such action is effected, however profitable the activity.
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