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Subject:
Value at Risk Violation
Date:
March 8, 2000

  Please note below the occurrence of the following limit violation as of the close of business March 7, 2000.

Occurrence –Financial Trading, Equity Trading
Violation:

Value at Risk 

Limit:   

$4 Million

Value at Risk: 

$5.287 Million
Explanation
The Net Open Position has been reduced to $31.0 million, a net reduction of $15.4 million since March 2, 2000 (the first day of Equity Trading’s VAR limit being reached). However, the VAR has not reflected a corresponding reduction.  The Energy Book’s position was increased $2.8 million during this period with offsetting S&P hedges.  The continuing violation has occurred as a result of recent increased volatility in the Energy sector and deterioration in the correlation between the Energy Sector and the S&P.  The S&P is being used to hedge the energy position.  Per discussions with Research, including V. Kaminski, the correlation between natural gas and the S&P has decreased by 31.3% and the correlation between oil and the S&P has deteriorated by 34.8% over the past week.  The increased volatility in the energy sector and the deteriorating correlation between the position and the hedge has resulted in an increasing VAR despite a significantly reduced Net Open Position.  

Recommended Course of Action

Increase Position


Decrease Position


No Action

Approvals:

Trader    ____________________________                     Risk Assessment and Control   __________________________
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