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This memo documents the review of price curves in use on November 30th, 2000. 


1. Scope

The November 2000 curve review included validation of curves in each of the following portfolios:


Australian Power – 4 curves

Coal - 8 curves 

Continental Power – 1 curves

Global Liquids - 14 curves 

Interest Rate/FX  - 117 curves

North American Natural Gas - 10 curves
North American Power - 5 curves
Norwegian Power - 1 curve

NOX – 1 curve
Paper - 5 curves 

U K Gas - 1 curve
U K Power - 3 curve

SO2 - 1 curve

2. Methodology

The curves validated were selected based upon prior month red classification, potential P&L impact or random selection.  The selected curves were reviewed using at least one of the following criteria:

Broker quote/new deal variance
Curve shift impact
Curve construction

3. Issues

Curves that harbor significant open long-dated positions and limited means of market validation continue to present concern.  The following curves are of particular concern and will be subject to further review:


· U.K. Gas 

· European Power (PPP)

· NOX – The trader’s information has not reflected the significant down shift in the market to the degree that it should, although it is catching up.  This is apparently done in order to avoid a drastic P&L impact in case the market recovers. 

· SO2 – The trader’s information has not reflected the significant down shift in the market to the degree that it should, although it is catching up.  This is apparently done in order to avoid a drastic P&L impact in case the market recovers. 

4. Summary


Based upon the information we obtained during our review, we conclude that, in aggregate, the price curves appear to be 
reasonable as valuation inputs on the review date.  In general, comparisons to available broker quotes and/or new deal information resulted in insignificant variances. This analysis confirmed that, in general, curves continue to have a reasonable curve slope and seasonality over time. Increased dialogue on curve staleness and P/L impact of new trades will continue to be a focus in future curve validation analyses.  The lack of readily observable market information regarding some key curves (particularly in the long-dated curves) continues to highlight the need for improvements in collecting independent market data, generating systematic curve analysis and documenting curve assumptions.  
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