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	To:
	John Sheriff
	
	

	From:
	Ankush Sen
	Department:
	ECT-Europe

	CC:
	Ted Murphy, Mike Farmer, Mike Hutchinson, Mike Jordan
	
	

	Subject:
	Risk Management Trading Policy Violation 
	Date:
	13 November, 2001


Please note the occurrence of a Risk Management Trading Policy violation with respect to the Enron Metals – VaR Limit - as of business day 13th November 2001.

Occurrence: The VaR for Monday the 13th November 2001 of $8.95m exceeded the limit of $8m by $0.95m (an increase of $0.94m from the previous day’s VaR of $8.01m)

The increase in VaR can be explained by the following: 

1. An increase in metals prices caused by:

· Short covering.

· Rumours regarding Enron.

· Fundamental news, for example Codelco’s reduction in Copper production.

2. This resulted in

· a rise in calculated volatility for Aluminium and Copper.

· an increase in the nominal value of positions used in the VaR calculation

3. Increasing exposures in Aluminium.

Explanation:

Aluminium
· There was an average increase of 3.2% points of volatility (approximately a 27% relative increase) across the first 12 months between 8th November and 13th November. 
· There was a $99 Cash price increase in Aluminium during the above period.
· The Net Open Position (NOP) for Aluminium is short 157,000mt increasing by 56,000mt from 12th November.
The rise in price had caused an increase in the value of the positions held. This change in position value and size combined with greater volatility led to an increase in Aluminium VaR of $1,380,000 (inclusive of portfolio effects) from 9th November.

Copper

· There was an average increase of 3.2% points of volatility (approximately a 22% relative increase) across the first 12 months between 8th November and 13th November. 
· There was a $124 Cash price increase in Copper during the above period.
· The Net Open Position (NOP) for Copper is short 84,000mt decreasing by 38,000mt from 12th November.
The rise in price had caused an increase in the value of the positions held. This change in position value and size combined with greater volatility led to an increase in Copper VaR of $1,076,000 (inclusive of portfolio effects).
Nickel
· There was an average increase of 11.5% points of volatility (approximately a 32% relative increase) across the first 12 months between 8th November and 13th November. 
· There was a $1,481 Cash price increase in Nickel during the above period.
· The Net Open Position (NOP) for Nickel is short 8,800mt decreasing by 2,300mt from 12th November.
The increase in Nickel VaR was largely driven through price and volatility increases. The rise in Nickel VaR inclusive of portfolio effects was $754,000

Action Taken: Risk Management have performed a number of scenario tests to establish the effect of various positional changes on VaR and have advised Commercial of the results. Having considered the results and the overall trading strategy, Commercial will take appropriate action in an attempt to reduce the Metals VaR.

On 13th November Commercial reduced the Copper and Nickel exposure by 38,000mt and 2,300mt respectively.

Approval:

Joe Gold

President, Enron Europe Metals 

Andrew Cornfield

Director, Trading Support
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