Memorandum


To:	Michael Hutchinson

Cc:	Philip Bacon
	Marcelo Parra
	Thomas Pimpinelli
	Alfred Pennisi

From:	Craig Young

Date:	September 25, 2000

Re:	Enron’s Futures Business

Objective is to solicit Enron’s clearing business and leverage Enron On Line (EOL) into an order routing client platform. We met 35 people over several days with management, legal, treasury, finance, risk and commercial traders. The critical issues are regulated capital, competing free credit lines and EOL resources to meet demand. A Houston study will allow us to analyze current clearing firms and rates. From this study we can prepare a financial analysis and return with a proposal early October. 

Increasing client business would allocate the cost of regulated capital over a larger base of business. The regulated system allows an equal amount of client business with the same regulated capital base as proprietary. Leveraging EOL into an exchange order routing system would provide a source of clients and increase dollar flow through EOL.

Current brokers provide $300 million margin lines at no direct cost to Enron. We will analyze the fee structures from the Houston study, however, my guess is that the fee structure does not account for the difference; therefore clearing firms are buying information. This includes open positions and order flow that can be hidden by Enron Trading Services.

EOL would provide a platform to expand Enron Trading Services. We can outsource a secure and scalable web infrastructure through Rolfe & Nolan RANweb modules. These modules provide users and clients with a front-end system built into EOL with order entry and account access over the Internet. Outsourcing a complete software package would require limited staff time and risk.

Observations:

· Enron’s futures diversification and growth are expanding
· Internal structure is segmented by commodity or group
· Current brokers provide $300 million free margin lines
· Supportive of centralized control, reduced risk, efficiencies and potential 
Concerns:

· Brokerage return on capital
· Competing with the “free” margin lines
· EOL resources to meet demand


Action plan & study:

· Houston (David Dupre) operations

· List of global exchanges
· Current Clearing firms and focus
· Commissions and fees by firm 
· Margin credit lines and cost
· Volume of trade by firm
· Average margin requirements
· Special services

· Houston (Sarah Wesner Soong) global finance 

· Centralize clearing margin reduction
· We provide “Risk Arrays” model

· Houston (Andrew Zipper) EOL

· Houston (Mark Taylor) legal and regulation 

· New York (Marcelo Parra) financial analysis 


Net Works creates an opportunity for us to service a large diversified internal and external flow. The Enron Net Works/EOL model effectively diverts traditional exchange liquidity into Enron’s filter and offset system before residual hedge enters the exchange. This system is more efficient and cheaper than historical methods, but dramatically increases Enron flow into the exchange. By Enron Trading Services interfacing, we can expand our business with an easy-to-use order entry and blend proprietary/client orders into the exchange. On the NYMEX, we would hire a couple of people to give electronic orders to floor brokers, return fills and gather information. Chicago exchanges are simpler and electronic exchanges are seamless. 

As you know, almost all large trading firms and banks own a clearing firm. By leveraging EOL client business we can create a platform for choice, capital efficiencies, increase information and centralized control. The ability to outsource technology alleviates resources concerns.




Details of Al and Craig’s Visit to Enron Houston
Wednesday September 13th through Friday September 15th, 2000.


The visit included meeting with the following people:

LEGAL 

Alan Aronowitz, Mark Taylor, Marcus Nettelton and Jeff Hodge
Issues:  
· Position limits for clearing energy trades
· Material Affiliated Persons – financial statements
·  Risk Management Procedures
· Letter to NYMEX on change of ownership

- Sending US customer base list with ISDA agreements
- Copies of the Rudolf Wolf Opening Account Papers
- Sample of an amendment to a Subordination Loan
- Unconditional Guarantee for MG London Capital increase

ENERGY TRADERS

John Wilson, David Botchlett, JimGoughary, John Arnold and Jeff Shankman       
Issues: 
· Structure of energy team
· Lots of interest to quote
· Current clearing is transparent 
· Welcome additional flow and supportive

CREDIT

Bill Bradford, V.P. Risk and Control
Issues:
· Reports directly to Richard Buy
· Discussed structured deals 
· Supportive of central clearing 
· NY will have a credit person 







OPERATIONS

Sheila Glover and David Dupre
Issues:
· US futures & options 
· Both will be key to integration 
· Study should be complete by the end of September


FINANCE

Joseph Deffner V.P. and Regional CFO, Sarah Wesner Soong, Manager
Issues:
· Financing margin with clearing entities 
· Demands on margin financing has dramatically increased
· Providing Risk Arrays for calculating NYMEX margins for energy position
· Sarah will be doing the calculation to compare the total vs. the sum margins

PAPER AND PULP

Bob Crane, VP, Brandon Wax, Mgr, and Steve Kleege the trader
Issues:
· Interested in outsourcing logistics, storing and transport 
· Clearing CME futures contracts on lumber 
· MG Ltd to handle their PulpX Europe Rotterdam contracts
· Following up on the logistics and the clearing 

TREASURY

Mary Perkins V.P. and Asst Treasurer, Paul Garcia and Marcus Pellicino
Issues:
· Need to understand the financial side of the FCM 
· We will be speaking in the next two weeks on cash management
· Want to change central banking from Chase to Citibank 
· Sending them proposed rules on investing customer funds
