 (For internal discussion only)

SPREADS TRADING FUNCTIONAL SPECIFICATIONS 

1. Objective

To offer Spreads as products on the EnronOnline web-site and to manage the process (requiring two transactions on the given deal) in such a manner that traders are only concerned with bids/offers of the spread.

2. Overview

This document describes the functional specifications for offering Spreads as individual product based on:

1. Location differential 

            or

2. Time differential (between spot  and forward market) 

The objectives are:

· The ability to create product type and products specific to either location or time differential in the Static Data/Product Manager

· Traders should be able to create Spread products and then manage them through the Stack Manager 

· Customers should be able to hit/lift orders on EnronOnline web-site, which would then 

result in two transactions on each deal. The details on each deal would be shown in Today’s Transaction window.

Please note that the use of Screen Mock-ups, throughout this document, is intended for descriptive purposes only.

3. Functional Specification

3.1 Product Characteristics

The existing structure of the Static Data /Product Manager supports Spread products. Therefore, Spread products will be displayed on EnronOnline in the same format as that for existing products. The long and short descriptions on the EnronOnline web-site will be used to differentiate Spread products from others.

· For location spread

While setting the PAI for location in Static Data, the long description field will be used to define the details about spread with respect to relevant locations. 

For example, if the product type is US Gas Physical and the spread is between Chicago (being the first leg) and Ventura (being the second leg) then the short description under location can read Chic-Vent (the number of characters used for abbreviation can be changed as per the system limitations).  And the Product Long Description to be shown on the web-site will incorporate the attribute described in the Location field.
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· For time spread

To define the time-spread product, Reference Period (using tokenized reference period)

can be used to describe the time spread in a similar manner as noted above “for the location spread”. The illustration below is for the monthly contract for spreads between months of Dec2000 and Jan2001
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ISSUE:  Every time there is a change in the Reference Period it will mandate changes in the tokenized period, mapping, etc.

3.2 Stack Manager (Traders perspective)

For illustration purpose in this section, US Gas Physical Spread between Chicago and Ventura for the term Dec00 is used. The first leg is Chicago (the product at this leg would read as US Gas Phy Chicago Dec 00 and is also referred to as Base product). The second leg would be Ventura (the product at this leg would read as US Gas Phy Ventura Dec 00). 

· Log into the stack manager

· Select the desired product, “ US Gas Phy Spd Chic – Vent Dec 00” from “All Products” to manage it under “My Products”. 

· Once the product is in “My Products”, go into “Product Properties”

· Select Spread Link by clicking on the dropdown button as shown below 
· Select Base product (the product at the first leg) by clicking on the dropdown button as shown below  
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· Select the product at the second leg by clicking on the drop down button in the field “Leg 2”. The information in this field would only be used to generate information on the second transaction in  “Today’s Transactions” report. Therefore this product does not have to be active (however this product has to be created in the product manager prior to the above step).
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ISSUE: There is a risk that traders may select a product in Leg 2 which is not consistent with the Base product, and this error could only be found after the transaction report generates information on transaction involving such product.

· After having set up the spread link, traders can insert bids/offers for the product. These bids and offers will only be differential (spread) values.  And upon activation they will be shown on “ as is” basis (i.e. Base product bid/offer will not be added to these numbers) on the EnronOnline web-site. 

For example, if the Spread product bid/offer is 0.4/0.6. The trader will insert bid/offer of 0.4 and 0.6 in the stack manager and the following will be shown on the web-site

[image: image5.wmf]Today's Transactions

11.02.05

B

US Gas Phy Chicago

Dec-00

USD/mm

5

10

11.02.05

S

US Gas Phy  Ventura

Dec-00

USD/mm

5.4

10

The activation of the above spread product will be contingent upon the Base product being active, if the Base Product is not active, then the traders can not activate the child (Spread Product).  Similarly, if the Base Product is deactivated in the process, while the child is being displayed out on the web-site then the child will be suspended automatically.

3.3 Transaction Process

Once the customer hits/lifts the order for the Spread product, it will result in two transactions, which are described below. For the purpose of this illustration, it is assumed that the Base product (US Gas Phy Chicago Dec 00) is at 4.9/5.1.
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· If customer hits the bid for the Spread product then following actions will be triggered.

· The system will grab the mid of bid/offer of the Base Product. In this case it will be 5.0

· The first  transaction will be that the customer bought the Base product at  mid of its bid/offer i.e. 5.0 (volume 10)

· The second transaction will that the customer sold at (mid of bid/offer of Base Product plus the bid of the spread) i.e. 5.4 (5.0+0.4) (volume 10)

· In Today’s Transaction window, the customer will see the following

[image: image7.wmf]Product Type

Location

Reference Period

Unit

Volume

Price

Price

Volume

US Gas Phy Spd

Chicago

Dec-00

USD/MM

10

0.4

0.6

10

Bid

Offer


The important point about the above illustration (Today’s transaction) is that the system will pick the short product description from the Base link for the first transaction (as identified in the stack manager), and from Leg link for the second transaction (as identified in the stack manager)

· If the customer lifts the offer for the spread product then the following actions will be triggered.

· The system will grab mid of bid/offer of the base product. In this case it will be 5.0

· The first  transaction will be that customer sold the base product at  mid of bid/offer of the base product i.e. 5.0 (volume 10)

· The second transaction will that the customer bought at (mid of bid/offer  of base plus the offer of the spread) i.e. 5.6 (5.0+0.6) (volume 10)

· In Today’s Transaction window, the customer will see the following
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By using the above logic, traders will not be concerned about Base Product prices. They only have to make sure that the Base Product is activated.










