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PROJECT X

CONCEPT


Risk management and credit enhancement services to an Australian-based trading technology SPV in which Enron would be the controlling equity partner

OVERVIEW

Team X, currently residing within an international bank in Sydney, has developed leading edge systems for automated trading of electronic markets.  Through the application of advanced technology to investigate, execute, and capture trades, Team X has developed an unique technology-based competency and platform for trading on multiple global electronic marketplaces. 

Trading is currently in the Eurex DAX, German Equities, LIFE FTSE, French CAC, and Bund contracts using multiple technical algorithms.  A feature of the systems is that the computation frequency and execution finesse requires fully automated straight through methodology from computer order generation to exchange execution.  While Team X has been moderately profitable, the Bank is not focused in this area and may be considering exiting all of its Australian operations.  Enron Australia has been approached on behalf of the creator of Team X and held subsequent discussions leading to the structure proposed below.

The fundamental opportunity is for Enron to acquire world leading applied trading technology for immediate application to Enron Online as well as existing and emerging electronic exchanges.

Structure

Enron contributes:
Real time risk management services including dynamic VAR monitoring




Credit enhancement for SPV 

Access to trading platforms / IT to facilitate activity in Enron commodity trading

Enron Receives: 
Controlling equity in SPV




SPV intellectual property

Team X contributes:
Key IT and trading personnel

Trading and execution within SPV

Intellectual property for the explicit and exclusive use of Enron and the SPV equity holders

Team X receives:
Equity in SPV




Access to Enron trading platforms / IT

The SPV would develop trading technology for SPV and for the explicit and exclusive use of Enron.  The trading aspects of the business would be operated conceptually as a hedge fund under Enron risk and credit control.  Limited risk capital would be allocated to SPV for application in the areas of technical development and trading.  SPV trading would be monitored through the development of real-time VAR mechanisms that would be developed for wider application within Enron. In terms of the technology, the SPV would have a finite period of underwritten overheads with explicit deliverables on systems applications for broader Enron use.  

	ISSUE
	RESPONSE / MITIGANTS

	Enron could develop similar capability in-house
	SPV provides technology now with immediate application

Limited existing internal resources 

	What’s the incentive to promulgate and develop technology for broader Enron application?
	Controlling equity position can direct

Specific performance deliverables can be contractually agreed



	Isn’t this just an avenue for allocating risk trading capital to an outside entity?
	SPV structure is under Enron direction but resides off balance sheet

Structure provides incentives to technology/trading team without the attendant issues of wind-up should goals not be met

	What controls will operate?
	Enron risk management services; real-time VAR

	How will traded markets be determined?
	All accessible electronic marketplaces are targets

Market must have sufficient liquidity and depth

	How scalable is the system?
	Exponential capability

Over 50 markets within 3 years

	What if the returns are not forthcoming?
	Explicit benchmarks established upfront

Enron support withdrawn if SPV does not perform


Lead Time

Depending upon the take-out strategy e.g. direct buy-out of the Bank’s operation, as little as 3 months to be fully functional with electronic trading activities. 

SPV Funding 

All the above actual and contingent costs could be achieved via either a direct capital injection or by Enron providing a commitment to overheads and risk capital requirements. 

Access to risk capital funding for trading will be a feature of the credit enhancements to be provided by Enron.  There remains scope for accessing outside funds under management.

Summary

While located in Australia, SPV would have direct and immediate application to Enron’s global on-line trading activities. In addition, the SPV would provide, at a relatively low investment, the potential for high levels of financial return and technology development.  

In the event that appropriate value in technology, trading performance, or effective market innovation was not forthcoming, SPV fades away without the normal attendant complications of redundancy within a bigger corporation.
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