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Date:
May 2000

To :          Distribution

From:
James New and Hector Godoy

Re:
 UK Power – Spread Options Profit and Loss Report for April 2000
The purpose of this memorandum is to analyse the reported profits of the Spread Options Books for the month of April 2000.

Eastern 1 / Sutton Bridge Book

Total Eastern 1/Sutton Bridge spread book profit MTD for April 2000 is £ 54.19 MM. This is shown in the table below:
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Power
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MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP

(7.21)
(0.01)
(0.12)
0.01
1.43
(0.01)
(0.38)
131.97
(58.94)
0.07
0.95
(12.99)
(0.58)
54.19

The notable movements were: 

· Origination, Transfers and Provisions: Project Repeat was booked on the 5th of April, with a total profit of £55.3MM. The breakdown of the net movement of + GBP £60.1 MM is as follows:

1. Reversal of SB CTA




£129.2 MM
Origination

2. Associated Reserve Releases


£     9.0MM
Provisions

3. Unwind of Gas Deal with NAGB (Repeat)

£(    1.0MM)
Origination

4. Half Hour Reserves




£(  14.0MM)
Provisions

5. GTC RPI Escalator Reserve



£(    3.0MM)
Provisions

6. EFA to Calendar month Reserve


£(    4.0MM)
Provisions

7. MGI – SAP Reserve




£(    1.0MM)
Provisions

8. Transfer of Prudency to Power Book


£(  58.9MM)
Transferred

9. New Hedges Booking (Gas +£4.1MM, Power –£0.3MM)
£     3.8MM
Origination

TOTAL






£   60.1MM

· P&L from Gas prices, a loss of £7.21MM, is offset partially by the origination of new hedges
 with the NAGB, generating a profit of £4.09MM, leaving a remaining gas-related Loss of £3.12MM. The breakdown of this loss is as follows:

1. Gamma and Residual Delta


£(   2.10MM)

2. MGI Related Delta (MGI timing difference)
£(   0.73MM)

3. CTA / GSA Volumes (offset by VPL)

£(   0.29MM)

TOTAL




£(   3.12MM)
· Power price P&L, a loss of £0.12MM, is increased when the origination of new hedges with the Power Book is included (a loss of £0.33MM), generating a total loss of £0.45MM. The P&L due to Gamma and Intramonth Delta fully explained this loss, Gamma accounts for £0.25MM loss and intramonth P&L £0.2MM.

· Time value experienced an increase due to project Repeat due to the unbooking of a long spread option position (which generates negative time value). The value per day increased from £0.03MM to approx. £0.05MM.

· Prudency levels increased by £0.58MM. Project Repeat accounted for a  £1.0MM increase to cover potential transition period losses and increased gamma exposure. The rest being MGI timing difference prudency.

· The Virtual Plant Line was £0.95MM. This amount offsets partially gas and power price P&L, due to differences between actual and predicted volumes and prices.

· Cross terms are expected when big movements in the power/gas spread occur in different directions due to the assumed positive correlation between both commodities; this occurred this month as gas prices moved sharply and power prices were relatively stable.

Eastern 2 Book

Total Eastern 2 spread book P&L MTD for April 2000 is £(0.69) MM. This is shown in the table below:
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MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP
MGBP

(1.20)
(0.03)
(0.04)
(0.03)
0.85
(0.04)
(0.04)
(0.66)
0.11
0.26
0.13
(0.69)

· P&L from Gas price, a loss of £1.20MM, is increased when the Origination from new hedges with the NAGB is included, generating a loss of £0.60MM, leaving a remaining gas-related Loss of £1.80MM. The breakdown of this loss is as follows:

1. Gamma and Residual Delta


£(   1.47MM)

2. MGI Related Delta (MGI timing difference)
£(   0.23MM)

3. CTA / GSA Volumes (offset by VPL)

£(   0.10MM)

TOTAL




£(    1.80MM)
· Similarly to E1/SB Power price P&L, loss of £0.04MM, is increased when the Origination losses (£0.06MM) from new hedges with the Power Book is included generating a total loss of £0.10MM. The P&L due to Gamma and Intramonth Delta fully explains this loss.

· Time Value was as expected at £0.85 MM (time value per day was approximately £0.03MM).

· Virtual Plant Line P&L is due for the same reason as E1/SB.

· Cross terms were as above for E1/SB.







� When new deals are booked flat, i.e., no P&L, with the NAGB and UK Power book against the same curve used by the Spread Options, i.e., D-1, and there are price movement in the following trading day, the P&L is accounted for as Origination for new deals in the hedges with other books, but E1SB and E2 capture this P&L in Delta.
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