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Risk Management: In few 
words

What Is Risk Management?

Dealing in energy trading and the existence of price volatility exposes traders to RISKS.
This is why it is imperative to execute risk management strategies to mitigate and
manage the risks associated with trading positions for investment or hedging purposes.

Risk managers but also the traders themselves need to have a consolidated view of these
risks
- understanding market swings,
- quantifying net exposures and
- determining specific trading limits and trading mandates
serve to establish a firm handle on these energy trading risks and how to effectively
manage them.

Essentially, risk management means reducing uncertainty by controlling those factors
that can be controlled since it is impossible to predict the outcome of an uncertain event!
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Types of Risk in general



Types of Risk in energy trading

Energy traders are likely to be exposed to any of, or a combination of
the following commodity risks:

Price risks: These arise as a result of adverse movement in the prices of
oil/gas/power that are determined by macroeconomic factors
(supply/demand).

Quantity Risk: Quantity risks arise due to changes in the availability of
the commodities or in the fluctuation of the demand.

Cost risk: Costs risks are a result of an increase in the costs of
commodities (or the transportation).

Regulatory risk: When laws and regulations have the potential to
impact on the prices or availability of commodities, then there is a
regulatory risk.



Sectors exposed to Risk

Which Sectors are More Exposed to Commodities Risk?

While risk is a part of commodity trading, traders in the following
sectors of the commodity markets are mostly exposed to commodities
risks.

• Mining and Minerals sector like Gold, steel, coal

• The agricultural sector like wheat, cotton, sugar

• Energy sectors like Oil, Gas, Electricity



Risk Management Governance

Which should be the main elements of our Corporate’s 
“Risk Management Governance”?

1. Exposure identification and recognition

2. Exposure aggregation and consolidation

3. Hedging transaction execution

4. Risk mitigation/ performance assessment
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Price Benchmarking

Benchmark/ Reference Prices in Commodity Markets 

In the commodities markets, a benchmark is defined as an external reference price
(i.e. outside of the control of the contracting parties) that are acceptable to both the
buyer and seller to be used directly or as a base for establishing the agreed price in
the contract. Crucially, for a benchmark to be recognized and adopted, it needs to
reflect actual prices being agreed / traded across the marketplace. Fluctuations in
commodity prices most often has a direct impact on the structured margins i.e.
profitability of an entity.

Where pricing benchmarks are transparent and similar benchmarks are available in
derivative markets, commodity price risk may be managed through hedging the
exposures.

Source: Commodity Price Risk Management | A manual of hedging commodity price risk for corporates, Deloitte.



2020 – what a year globally!

Source: https://oilprice.com/oil-price-charts/

2020 has been an excellent year…for 
educational purposes in terms of RISK!

The pandemic has caused:

1. Extraordinary drop of demand

2. Extraordinary drop of commodities 
prices

3. Plenty of trading companies which 
cannot survive



2020 – what a year for us!

Source: https://e-ntelligence.eu/

In EEX the Month Ahead power 
contract for the Greek Index has:

1. Lost almost 50% of its value 
from Jan to April

2. Gained almost 66% of its value 
from May to Sept

3. Extraordinary price fluctuation
a) Extreme cash flow 

pressure
b) Extreme need for margin 

calls 
c) Hell for Risk Managers
d) Heaven for…some Traders
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Effects of price Ups 

A rise in commodity prices can

• Increase sales revenue for producers or suppliers if demand is not impacted by the
price increase. This in turn can lead to an increase in the value of the business.

• Increase competition as producers increase supply to benefit from price increases
and/or new entrants seek to take advantage of higher prices

• Reduce profitability for businesses consuming such commodities (if the business is
unable to pass on the cost increases in full), potentially reducing the value of the
organization

Source: Commodity Price Risk Management | A manual of hedging commodity price risk for corporates, Deloitte.



Effects of price Downs

A fall in commodity prices can

• Decrease sales revenue for producers and suppliers, potentially decreasing the 
value of the organization, and/or lead to change in business strategy

• Reduce or eliminate the viability of production (mining or oil/gas upstream) and 
primary producers may alter production levels in response to lower prices 

• Decrease input costs for businesses consuming such commodities, thus potentially 
increasing profitability, which in turn can lead to an increase in value of the business 

• Affect new investments and maintenance operations which are vital for the 
continuation of the processes

Source: Commodity Price Risk Management | A manual of hedging commodity price risk for corporates, Deloitte.



Effects of price Ups & Downs

Source: Commodity Price Risk Management | A manual of hedging commodity price risk for corporates, Deloitte.
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We are.

An experienced team of Energy and IT experts operate under E-ntelligence ltd 
umbrella since 2013. 

The founder & Owner:

- Ioannis Psarros, Power Trader since 2008

Linkedin profile:

https://www.linkedin.com/in/ioannis-psarros-
85017712?lipi=urn%3Ali%3Apage%3Ad_flagship3_profile_view_base_contact_details%3BK7uO%2FQ7uTeG2TrMP5ScAOA
%3D%3D

👤



We do.We do.



We do.

ETRM 
Solutions & 
Evaluation

Power Trading 
Analytics

Price 
Forecasting

Power Supply 
Analytics

X-Energy 
Commodities 
Conference

Trading KPIs



Thank you!
14/11/2020

ip@e-ntelligence.gr

https://www.facebook.com/entelligenceconsulting/

https://www.linkedin.com/company/e-ntelligenceconsulting

Our Knowledge. Your Value.


