

















Innovations in risk analytics

months out, then there is no reason
why another trade 6 months out will
increase the exposure at the 2 year
horizon thereby leaving the position
under limit. It might also highlight that
closing the 2 year exposure position to
lock in the profit could be an
advantageous strategy.

One common method for measuring
credit risk at multiple horizons is
potential future exposure. The potential
future exposure can be derived by
analysing the upper tail in the
distribution of mark to market at these
future horizons.

The results obtained provide an
overview of the replacement value of
the transactions in the portfolio of any
counterparty.

The role of technology in

risk quantification
Technology can play an important role
to help companies to address the risk
quantification challenges described with
the ability to:

e Calculate, model and simulate risks
that are characteristic of the energy
markets accurately;

e Draw data from a variety of
different  sources/systems, and
allow the creation of a holistic view
of risk;

e Integrate simply and work
effectively with other IT systems;

e Provide auditability to comply with
international regulatory
requirements for risk reporting
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Conclusion

In today’s more volatile, faster moving
commodity  markets, sophisticated
valuation, sound risk management and
accurate risk reporting is more
important than ever. As a result,
companies engaged in commodity
production and distribution; need to
reassess the rigor of their valuation
methods, risk management processes
and financial reporting practices.

General energy trading and risk
management systems are unable to
provide the range of risk measures and
level of accuracy to achieve these
goals. Based on acclaimed pioneering
research in energy risk modelling,
Lacima has built software to specifically
address pricing, valuation and risk
management of complex contracts and
physical assets across multiple
commodities and regions, without the
cost of replacing other systems.
Lacima’s combination of software and
advisory expertise can help energy
companies to deal with this challenging
area more effectively. Visit
www.lacimagroup.com to learn
more.
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