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To:
Jeff Skilling, COO




Rick Buy, CRO

From:
Michael Moulton








Wade Doshier





Date:

October 31, 2000
Subject:
Request for  DRAM Trading Policy Limits 

Type of Trading Limit Request

· Interim Policy Limits for New Commodity


Products:

· Financial swaps against published index, term of swaps dependent upon forecast obsolescence curve, no longer than 3 years

· Types or quality of the underlying will change based on technology

· Eventually may consider options and physical transactions, but not during interim limit policy period.


· Commodity Group will be DRAM, separate and distinct from other EBS Commodity groups

Background and Commercial Rationale:

· See attached presentation

Book Architecture

· Books will be structured based on the underlying chip type
Authorized Traders

· Michael Moulton

· Steve Kim

Quantitative Risk Parameters:

· Proposed Benchmark measurement and Methodology

The proposed benchmark will be 128M (8Mx16) SDRAM PC 100.  The other chips will be converted into the benchmark using the following ratios


64M (8Mx8) SDRAM PC100

.35


64M (4Mx4) FPM 2K REF 5V

.47


64M (4Mx16) SDRAM PC 100

.47


64M (16Mx4) SDRAM PC 100

.37


128M (32Mx4) SDRAM PC 100
.64


128M (16Mx8) SDRAM PC 100
.69


128M (8Mx16) SDRAM PC 100
1.0

the conversion ratio is the ratio of the chip's annualized volatility (in $) divided by the annualized volatility (in $)of the benchmark chip.

· Proposed Net Open Position Limit


The position limit will be 2 million benchmark equivalent chips

· Proposed Maturity/Gap Limit


The maturity/gap limit will be 1.5 million benchmark equivalent chips [?]

· Proposed VaR and methodology

$1MM

(note that Daily Loss limit is 50% VAR, and Cumulative 5-day Loss Limit is 75% VAR)

VAR methodology will be simple “Riskmetrics” based approach (“position x price x 1.645 x volatility”)[?]

· Effect on Aggregate Portfolio Limits 

This commodity does not appear to exhibit strong correlation to existing commodities traded, hence it is anticipated that Enron’s corporate VAR limit will not require an increase in response to this new activity.

Risk Assessment
STRENGTH
· High Growth potential.  The demand for semiconductors especially DRAM has increased by 20% over the last three years and this trend is expected to continue in the future.

· Enron’s expertise in creating forward for highly volatile illiquid commodities.

· EBS’ technology and e-marketplace expertise  

· Fundamental building block to a traded market currently exists in technology.  

· Indices

· Volatility

· Fragmentation

· Large numbers of buyers and sellers (i.e. fixed and floating price payers)

· Active spot market, limited physical delivery and settlement risks 



WEAKNESS
· Enron will be the only player creating a forward market in the industry – some opaqueness in valuations / pricing. 

· Technology may make DRAMS redundant or the speed of new DRAMs coming into the market may speed up. Liquidity can decrease rapidly.

· The need for more product differentiation on the indices.



OPPORTUNITY
· First mover advantage.  Enron has no competitors.

· Ties in nicely with Enron strategy of creating new markets, especially technology, where Enron can leverage its core competencies (i.e. trading and hedging, technology relationships). 

· Create a B2B technology exchange engine



THREAT
· Can expect new entrants in the market once Enron creates a forward market that will cause margin erosion.



Conditions Precedent to Effective Date

· Need functional sign off as noted below – if open issues, then can sign subject to those

Approvals
The aforementioned limits are effective on _________, subject to completion of the items listed in the Conditions Precedent section, and shall remain in place unless amended by the signatories through the end of _____ (no more than 6 months for new commodity).  

Signature below signifies this function will have the infrastructure in place to handle this new business, unless noted above in the Conditions Precedent section.







          Approved



Date

Business Unit Head Trader
_______________________________               _____________


Michael Moulton 

COO or CEO – Business Unit
_______________________________               _____________


Kevin Hannon 




Market Risk Management
_______________________________               _____________




Ted Murphy

Research

_______________________________               _____________




Vince Kaminski

Legal


_______________________________               _____________




Robbi Rossi

Credit

_______________________________               _____________




Tonya Rohauer

Tax


_______________________________               _____________




Jim Ginty

Mid/Back Office

_______________________________               _____________




Barry Pearce

Enron Net Works

N/A____________________________               _____________

Regulatory

N/A____________________________            _____________

Corporate Approvals:

Rick Buy, CRO

_______________________________               _____________

Jeff Skilling, President/COO
_______________________________               _____________
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