Talking Points for Ken Lay’s Call to incoming Treasury Secretary Lawrence Summers on Over-The-Counter (OTC) Derivatives Regulation

We understand that, at a conference of the National Economic Research Association the week of July 5th,  Treasury Department assistant general counsel John Yeutter made some troubling comments concerning over-the-counter (OTC) derivatives regulation and Enron.   He apparently stated that the President’s Working Group on Financial Markets in its pending study on Hedge Funds and Derivatives considered OTC derivatives regulation an “open issue”, and it may recommend regulation of “otherwise un-regulated entities,  such as Enron.”

(Note: the President’s Working Group on Financial Markets is comprised of representatives from Treasury, SEC, Federal Reserve, FDIC, CFTC)

1) While Enron certainly does not appreciate being singled out, we are even more troubled by the notion that financial regulators are considering ANY regulation of OTC dealers, particularly in the energy field, where derivatives are truly customer-based risk management tools.

Enron believes there is no need for any additional regulation of OTC derivatives dealers, because:

· The OTC derivatives markets are functioning very smoothly today and there is no evidence of any need for further regulation.

· There have been no problems in the energy derivatives market that warrant regulation.  In fact, derivative products provide a useful and important risk management tool for our customers in the energy industry and many other business areas.

2) In addition to expressing deep concern about Mr. Yeutter’s comments, your phone call should seek some clear answers from Treasury as to:

· Why is Treasury even considering OTC derivatives regulation?

· Who within Treasury or the other members of the President’s Working Group is interested in regulating OTC markets?   Our ongoing concerns have been with the CFTC, who has repeatedly suggested regulation of OTC derivatives markets but has been steered away from that course by Congress and by many other members of the working group.   Is the CFTC the instigator?

Hopefully this was a misunderstanding that Larry Summers is unaware of and he will be willing to work to clarify the situation and to follow up with insight as to the reasons for the comments.
