
C O N T R I B U T I N G
P A R T N E R S

Thank you for your interest in this inaugural issue of the Risk Benchmarking
Journal (RBJ), published in partnership with Alpha Insight, the energy risk
sector’s premier information provider and event organizer, and with the
Committee of Chief Risk Officers, an industry professional practices non-profit
comprised of the energy industry’s leading risk practitioners.
 
As its name implies, the RBJ was created to allow risk practitioners access to
information about how their industry peers are navigating the challenges facing
today’s energy trading companies. Each issue of the RBJ features a “deep-dive”
into an area of the market facing significant change, with in-depth articles
exploring the issue through the lenses of different risk disciplines including
physical, financial, quantitative, compliance/regulatory and operational risk
perspectives.  We look at the different technologies being developed to better
manage risk in these markets. We also interview senior executives at major
energy trading companies to get their perspectives on these issues and the role
of risk practitioners within the organization.
 
Most of our issues will also provide a unique benchmarking feature otherwise
unavailable anywhere else. Much of the research and data for our benchmarking
comes from the efforts of CCRO working groups that are delving into cutting-
edge challenges faced by risk professionals across the industry. This inaugural
issue focuses on LNG trading practices and markets, which are facing a period
of unprecedented change. As companies are moving away from long-term
trading agreements, spot market activity is heating up, and new market
structures and risk management tools and tactics are needed to manage volatile
price dynamics, shipment rates, gas prices and more.
 
We hope you find this inaugural issue interesting and informative! We look
forward to a long and successful relationship with the energy risk community
and hope you will consider subscribing and participating in our future risk
industry surveys and benchmarking initiatives.
 
Warmest regards,
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calling for a standardized contract for LNG similar to
the North American Energy Standards Board
(NAESB) gas and NGL contracts.
 
NAESB has received increasingly frequent inquiries
about developing one, says Jonathan Booe, NAESB’s
Executive Vice President.
 
“I believe it is only a matter of time before a formal
request is submitted to NAESB or the NAESB Board
of Directors directs development on its own initiative.
If the industry can leverage the NAESB process to
develop a standardized LNG contract as it did for the
creation of the NAESB Base Contract for Sale and
Purchase of Natural Gas, which has become the de
facto instrument used by the industry for short-term
natural gas supply arrangements, there is a real
opportunity for significant transactional cost savings
and risk mitigation for trading partners.”
 
Once a formal request is made, it could take 6-12
months for a standard LNG contract to be signed off
and ready to use, says Keith Sappenfield, who heads
NAESB’s gas contracts subcommittee. The contract
has to be flexible enough to cover all plausible
eventualities including a clear definition of force
majeure, with input from traders and contract
administrators. Having a standard contract would
herald a new level of maturity in the LNG market, and
is going to become increasingly important as more
long-term contracts roll off and cargoes change hands
under shorter-term deals.
 

Lead Story: Booming LNG Market Requires More

Advanced Trading Tools
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The COVID-19 pandemic has accelerated the trend
towards shorter-term and spot cargoes in the growing
global LNG market, but risk management tools have
not developed in step with the increased risks that
have emerged.
 
Despite its size, there is no reliable forward curve for
LNG and there is a lack of derivative products for
hedging as can be found in more mature sectors.
Exports from the US should bounce back to more than
7 Bcf/d in 2021 after 2020's COVID slump and then
continue to grow, according to the Energy Information
Administration. In the coming years, buyers and
sellers face a race against time to spur on the
development of more sophisticated trading tools
before they fall foul of the many operational, credit,
price and other risks along the entire value chain.

The pandemic has exacerbated the need for updated
contracts and new hedging tools as many more
shipments have been cancelled or locational arbitrage
sees the destination change during transit, sometimes
being delivered even before the new contract is
signed. Separation of responsibility for the cargo in
the event of something going wrong is not always
clear. Relying on bilateral long-term offtake contracts
may have been satisfactory when only 5% of cargoes
were sold on the spot market, but short-term volumes
reached 119 million tons or 34% of total trade
compared with 32% (99.3mt) in 2018, according to the
International Group of Liquefied Natural Gas
Importers, with 27% delivered less than three months
after the transaction date. As a result, some are 

Hitting the Spot

*Source EIA Data



players want to use them. This chicken and egg
situation will persist until a solution can be found to
boost transparency, which in turn will stimulate
liquidity, which should make traders less reticent to
share information for fear of moving the market
against them. The end game is to use algorithms in
system to match potential trades and enable traders
to focus on the deals with the highest probabilities of
being closed.

Continued - Booming LNG Market Requires More Advanced Trading Tools

Spinning Plates
The complexity of LNG operations involving the
liquefaction process, loading, shipping and offloading
means that negotiating terms is not straightforward
and so exchange trading for physically delivered
cargoes has not taken off. However, some online
transaction platforms with functionality for tailored
deals have emerged, including COMET developed by
TruMarx Data Partners.
 
Physical LNG traders are ‘spinning plates’ by
communicating on phones or by email and messaging
services, none of which are connected to each other
or to internal systems, and ‘it’s all very risky,’ says
Jon Olson, CEO, TruMarx Data Partners. 
 
 
 
 
 
 
 
Conducting business via an online platform
streamlines the negotiation process, providing
transparency and a rigorous audit trail, he says.
 
“You’ve really got to be able to manage the physical
commodity before you can offer financial services that
are useful. But now the training wheels are coming
off, there’s very fertile ground for more financial
trading.”
 
The wisdom of using more formal communication
methods was highlighted recently, when after an
investigation into a dispute four BP crude traders
were fired for improper use of WeChat to hold
commercial discussions with Singapore's Hontop
Energy. The continued trend in allowing remote
working makes digital communications tracking even
more imperative.
 
COMET CEO Jon Olson and former Tullet Prebon
LNG broker Melissa Lindsay agree that the key to
building a deeper financial market, and a more robust
risk management framework, is to encourage greater
transparency on the physical side to enable the
formation of trusted indexes. “There’s huge scope for
other LNG derivatives markets to emerge.” 
 
Brokers can help by taking orders anonymously from
market participants who are often reluctant to openly
show bids and offers, but still only about half of active
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Shaping the Hedge
As it comes of age, the market is starting to trade
according to its own fundamentals. Traditionally LNG
was pegged to oil prices, particularly for delivery into
Asia. Oil benchmarks still dominate—16 of 24
contracts for 17 million tons/year in the first half of
2020 were priced against crude, almost all of them
linked to Brent, according to Poten & Partners. But as
the market develops it is beginning to take on its own
dynamics and pricing, particularly at the front, and
has decoupled from crude, with more counterparties
optimizing in the spot market where LNG prices are
visible. The International Energy Agency predicts that
the share of oil-indexed LNG volumes will drop from
70% in 2018 to just above 50% by 2025 in export
contracts, and as one third of active LNG contracts
(around 200 bcm/year) will expire in the next five
years, there is a window of opportunity to negotiate
more flexible contracts with more diverse pricing.
 
The US Henry Hub price can be an effective marker
for exports into Europe as US supply has started to
respond to the European TTF index, particularly as
the cancellation rate reached almost 50% over the
summer during the pandemic when netback prices fell
below the cost of feedstock gas. The correlation
between European hubs and Asia-bound LNG has not
been strong enough for effective hedging, however.
Activity in the Intercontinental Exchange (ICE) and
CME Japan/Korean Marker (JKM) exchanged-traded
futures contracts for Japan, South Korea, China and
Taiwan has increased significantly in the past two
years. Open interest in JKM futures on ICE has
continued to rise this year, with a record of 94,634
lots set on 12 June, and as many as 80 companies
active over the course of a month. But they are set
based on Platts' market-on-close trading window,
which while a welcome development as it shines a
light on bids and offers, has a limited number of
participants during that narrow timeframe. New, more
credible indexes based on actual trade data could be
on the horizon, Lindsay says.
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"THERE’S A HUGE SCOPE FOR OTHER LNG
DERIVATIVES MARKETS TO EMERGE."
Jon Olson, CEO, COMET TruMarx Data Partners
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The old model of 20-year contracts from producer to
supplier is going away, and now it is difficult to secure
even 7-10 year contracts, says Robert Stibolt,
Managing Director at HamiltonClark Sustainable
Capital, a boutique investment bank focused on low
carbon energy technologies.
 
A large chunk of new US supply will come from
expansion at existing facilities, as greenfield projects
can no longer guarantee they will be able to ride on
the balance sheet of prospective buyers and some of
them do not have a high likelihood of getting built, he
adds. But new risk management tools should help.
 
“If you don’t have price transparency you don’t have a
reliable valuation of your portfolio, so how do you go
about managing risk or even quantifying the risk? I
think we can get there but it’s going to take a little bit
more development in the market.”
 
Having the back office covered will free up traders to
concentrate on what they do best, says Olson.
 
“You focus on the next transaction and we’ll sweep up
behind the elephant.”

Continued - Booming LNG Market Requires More Advanced Trading Tools
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US LNG exports may triple in the coming years, but
new supply will come predominantly from the
expansion of existing terminals rather than greenfield
projects. Although European and Asian gas prices
have recovered from the COVID slump, the outlook for
new projects on the US Gulf Coast looks uncertain,
industry insiders say. With the Platts JKM spot marker
for Asia dipping sub $2/mmBtu in the summer of 2020
as many as 100 US cargoes were cancelled.
 
LNG exports may return to pre-pandemic levels of
around 9 Bcf/day, according to the US Energy
Information Administration, but as around one third of
active LNG contracts expire over the next five years,
exporters are increasingly exposed to short term price
shocks.
 
The traditional business model of building facilities
backed by long-term offtake agreements is coming to
an end. New ‘portfolio’ projects based on a ‘build it
and they will come’ model face a risky future colored
by factors such as a possible shaky economic
recovery, efforts to reduce carbon, increased reliance
on renewables, and likely fracking restrictions under
the new Biden administration.
 
Currently, there are six LNG export facilities in the
US; one in Maryland, one in Georgia, and four along

 the Gulf Coast. Two additional LNG  terminals along
the Gulf Coast are under construction. But newly
proposed projects on the US Gulf Coast now have a
slim chance of reaching a financial investment
decision any time soon, as on top of price uncertainty
there is also the constraint of having to pass through
the Panama Canal to reach Asia, says Bob Stibolt,
Managing Director at HamiltonClark Sustainable
Capital.
 
The observed increases in spot contracts means that
prices are responding to supply elasticity in the US,
effectively making Henry Hub a soft floor for the LNG
market. Cancelled cargoes from North America
amounted to about 10 million tons or around 3% of
global supply, compounding the shortfall from an
unplanned outage at Chevron’s Gorgon facility and
the fire at Equinor’s Hammerfest plant in Norway.
 
"New US LNG projects need to achieve a levelized
cost of production that is competitive with long-term
LNG forward pricing. This is quite a challenge,” says
Tamir Druz, Managing Director of Capra Energy
Group.
 
Unless backed by big portfolio players such as
ExxonMobil, Shell, and Total which are naturally

Physical Markets: Uncertainties for US LNG Projects

Indicate Perspectives on Risk
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hedged with integrated downstream assets, a new US
terminal needs offtake of around two-thirds covered
with customers and to see a forward curve above the
levelized cost of producing, around $5/mmBtu. There
are around 500 mtpa under development around the
world but only 103 have taken positive FID and are
under construction. Countries that can produce at a
lower cost structure such as Qatar are more likely than
the US to proceed with new export capacity additions.
 
The promise of reasonably priced supply has
prompted a doubling in the number of LNG importing
countries in the last decade to around 45, with another
five new entrants joining the market imminently. Last
year Japan, South Korea, Taiwan, India and China
accounted for 90% of total Asian LNG imports, with the
rest mainly from Thailand, Singapore, Malaysia,
Pakistan, Indonesia and Bangladesh. Myanmar, Hong
Kong, Vietnam, Philippines, Sri Lanka and Cambodia
have, or will join that list soon. But these new
importers do not have a large appetite for long term
contracts and will shy away if prices rebound too far.
 
Total LNG imports to the seven emerging Asian
markets were projected to be around 44 bcm in 2020
and could reach 200 bcm by 2050 although there is
considerable uncertainty in the forecasts, according to
the Oxford Institute for Energy Studies. The
emergence of floating storage and regasification units
(FSRU) means that new entrants can respond
relatively quickly to favorable price signals: while
onshore terminals can also take three to five years to
build, converting an existing vessel to an FSRU can
take as little as 18 to 24 months.
 
With a change in administration in the US, further
uncertainty has been cast on LNG market prospects.
Environmental concerns were already weighing on
decision-making, as seen recently when, following
pressure from environmentalists, ENGIE pulled out of
a potential long-term supply agreement with US LNG
developer NextDecade which is developing the Rio
Grande LNG facility in Texas.
 
Longer term, if fracking is impeded in the US but more
Canadian projects go ahead, there could be a
compelling argument to shift from Henry Hub to the
AECO index as the more representative price index for
North American LNG, Stibolt suggests. Although the
LNG market is facing great uncertainty, the 
investment outlook remains robust enough to attract
the interest of alternative asset management firms.

Continued - Physical Markets: Uncertainties for US LNG Projects Indicate
Perspectives on Risk

Berkshire Hathaway recently bought a 25% stake in
Dominion’s Cove Point LNG terminal in Maryland and
Brookfield Asset Management bought around 41% in
Cheniere Energy Partners from Blackstone Group.
 
Despite the inherent risk, exacerbated by the COVID-
19 pandemic, a change in administration and the
threat of hurricane disruption, LNG infrastructure
projects offer significant upside potential that is
enhanced for existing terminals if new projects do not
get built.
 



LNG Project Update
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Source: HamiltonClark Sustainable Capital



Trades have to be funded
Trades have to be able to move enough volume

Kevin Kindall, Senior Data Scientist at Hartree
Partners, says his experience with the importance of
liquidity goes back to his first days in industry. His
company had to unwind a long position in asphalt
when prices fell, but the size of the holding meant it
had to be sold over two weeks, during which the price
continued to fall. By assuming it could sell quickly, the
company was clearly understating its risk. Kindall had
to quantify that risk. (For his discussion of the
outcome see his CCRO talk available in the CCRO
library at this link: https://library.ccro.org/1gt1jbc/)
 
In discussing whether markets have enough liquidity,
Kindall breaks these assessments into two parts:

1.
2.

Financial Markets:  Fast Entry and Exit: What’s

Behind Market Liquidity?

Moving Enough Volume
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As for volumes, “Most of the time it is a function of
tenor – the further out in time you go the less willing
people are to do large deals,” although Kendall’s
asphalt experience shows that time to execute may
also be a factor. Understanding liquidity risk has an
established methodology, Kindall says. The
methodology involves doing many simulations of how a
portfolio behaves under different scenarios.
 
Today’s greater problem may be that the energy
industry is undergoing a revolution led by policy, not
market fundamentals. Policy can change quickly.
Kindall says policy-sensitive trades should be designed
in such a way that the risk of a policy change is passed
on.
 
“It takes a bit of work to design your trades that way
but if you have a portfolio that is very sensitive to
policy and you are not willing to wear the risk you try to
design it in a way … where that risk of policy change is
passed on to someone else.” But contracts, and risk
allocations, are being agreed in a competitive
market. “Will it be passed on to consumers, or will
companies be willing to take that on in order to win the
business? That’s quite a question,” says Kindall.
 
Can market liquidity be increased? Kindall suggests
that is a natural outcome of market conditions. “The
ultimate liquidity driver is high prices – the existing
participants are well-capitalized, and it allows new
participants to get into the business,” he says. Rising
prices may reflect shortages or genuine economic
growth.
 
He adds, “Often the investment banks are the first to
see the turn coming and you will see them staff up
their commodity trade finance units and start doing
deals with existing producers for project financed on
terms favorable to the bank.”
 
But watching bank actions is a strategic activity. The
tactical approach, day to day, is “Make sure you
understand your positions and your position size limits
- every company should have internal controls to make
sure that positions don’t get too large.” If a position
starts to deteriorate and represent a potential collateral
call, it should be quickly elevated so it gets the
attention it deserves. “You don’t want any surprises,”
he says.

Funding Trades for Liquidity
Funding is a question of collateral. Under some
circumstances the counterparty can ask for more
collateral but “what you don’t want is some adverse
market move forcing you to go out and borrow large
amounts of money just to post collateral” or have to
tie up extra capital that could be put to good use
elsewhere in the business. Kindall points out that
most physical LNG trading is bilateral and for that
type of trade credit officers usually attempt to do a
systematic review of all counterparties.  This can be a
real challenge because “it’s not uncommon to have
thousands of counterparties.”
 
When markets move and create a collateral call it is
seldom a sudden change. Instead, “it’s a trending
market, where week after week you have a gradual
price rise” that would usually fall back after a period.
 
However, if it does not fall back, there will be a call
for collateral that is expensive to finance. “If it gets
too expensive you either have to unwind the trade or
try to renegotiate terms and conditions with the
counterparty, which many times they are unwilling to
do.” There is an administration cost – and a
reputation risk to this situation, he says. If word gets
around that you are trying to renegotiate terms and
conditions people are going to ask why, and “In the
competition for deals they will likely look at other
firms… If you are not careful people will demand a
premium for doing business with you.”

https://library.ccro.org/1gt1jbc/
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gas pipelines and the outlook for US investment in
shale gas.
 
Another risk consideration is LNG market
“commoditization” which is occurring as the industry
moves from long-term one-to-one contracts to a more
flexible model. One consequence of shorter-term
flexible contracts is that the risk modeling has to
encompass different investment structures: for
example, should the capital employed in building
regasification terminals be regarded as sunk cost?
The flexible LNG market also has the timeline to
consider: there is little benefit in accessing spot
markets to source and ship cargoes if it means the
cargo misses a short gasification window at the
terminal.
 
From a modeling perspective, LNG differs from other
types of energy portfolio risk analyses. In an LNG
business portfolio, “because of linkages to each other,
you will find that you have exposures all the parts of
the energy complex.” That includes exposure in
purchase and sales contracts in different parts of the
world, in shipping, in Brent, and elsewhere.
 
A traditional trading business might not take-on this
analysis approach, he says. Even a larger supplier
might think of an LNG trade as a one-to-one contract
that would offset risk on the offtake side. “The trading
organization - including risk managers - have to get
used to modeling long term prices while also
understanding the risks involved in that modeling
itself."
 
He says the tools are there, but alignment is needed
between the individuals who work in price modeling
and the individuals in the trading sector who use these
inputs in their analysis. “The LNG business creates a
need for traders to have a much deeper understanding
of what comes out of these long-term models.
 
Jain adds, “Outturn prices are modeled but they are
not necessarily what drives profitability.  Decisions
taken along the way are actually driven by the forward
curve, that’s a massive part of the complexity.” A risk
manager has to understand not only the long-term
prices but what other factors could have a big impact -
hence Jain’s example of green hydrogen. That could
just as well have been a decision over a wholesale
switch to electric buses in China, or some other broad
change with a material impact.
 

Risk Modeling:  How LNG Portfolio Risk is and is-

not Modeled Today
Might so-called ‘green’ hydrogen displace some part
of the market for LNG over the next two decades?
That is a complex question that opens up a range of
uncertainties, from the cost of renewables to the
amortization of port infrastructure – not to mention the
willingness of business or domestic gas customers to
replace familiar natural gas with hydrogen.
 
Green hydrogen may be an extreme example, but Sid
Jain, Risk Manager at EnBW Energie Baden-
Württemberg, chooses it to highlight just how widely
risk managers have to work to model and manage the
portfolio risks in LNG.
 
 
 
 
 
 
 
 
The growth of the flexible traded LNG market is
accelerating as most traditional long term contracts
reach their end.  Many external factors have changed
in recent years that require some strategic decisions
to be made by participants, he says.
 
There are massive increases in gas consumption in
Asia. Faced with that, companies have to ask whether
they want to be a big player. “Do we move away from
being a developer and supplier of LNG to our core
markets or do we trade in other markets and have
global exposure?” Is our company’s institutional set-
up well suited for profiting from LNG trading, as
opposed to long term tolling contracts?
 
This requires sophisticated self-awareness in market
participant companies. Jain says, “The challenge is to
identify the role your company can play. What is the
portfolio you can build that really builds on the
strengths that you have as a company – your vision,
your risk appetite, and your strategic position in the
market?”
 
What questions should companies be asking in
putting together their own portfolios? In a recent
presentation, Jain listed some of the key risk
considerations that must go into constructing the right
portfolio. Among them are geopolitics, which in itself
raises risks as diverse as European support for new 

“IN ORDER FOR THE APPROACH TO CAPTURE
REQUIREMENTS FROM THE COMMERCIAL SIDE
AND THE RISK SIDE, YOU HAVE TO
ORGANIZATIONALLY HAVE THESE TWO UNITS
WORKING A LOT CLOSER TOGETHER.”



Continued - Risk Modeling: How LNG Portfolio Risk is and is-not Modelled Today

He says, “In order for the approach to
capture requirements from the
commercial side and the risk side you
have to have organizationally these two
units working a lot closer together.” The
same thought processes should be
behind the stress scenarios applied to
the modeling.
 
Whether and how that consistency is
achieved depends on the organization.
These groups may have organizational
distance and have different reporting
hierarchies, Jain says. Bringing these
functional groups together “is often
uncharted waters and requires careful
development. It might even require
hiring of some people who have
intermediate or bridging skills.”
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business, can identify to try to stop the losses.”
 
The ability to act, and taking the action, may be the
key to survival. “No one can predict the future but it is
worthwhile to have a plan," Rodriguez says. That does
not mean the predictions can be relied on. Instead,
“You have to plan on being wrong about these things
… what matters is that the company can survive if
things go really wrong.”
 
Rodriguez says, “In the past, risk people would just
come up with the scenarios and business people
would look at them and think it will never happen. So
now, we include them all in developing the scenarios.
If they are in the same room and they understand the
discussion, they will come up with an impact analysis
that will affect what they have to do, ”Rodriguez notes
a problem seen across most businesses, “There is
often asymmetry in the minds of management.  If you
do something, you are more likely to get blamed than
if you do nothing. So, there is a tendency for
management to prefer to do nothing.  However, as a
risk professional, you have to trust your leading
indicators (KRIs) and be prepared to execute things
take reasonable outcomes that will mitigate the
downside.” If people have had the ability to change
the scenarios or the assumptions behind them – and if
the people creating the scenario do an honest job of
addressing those concerns – they are more likely to
choose to take action when it is needed.
 
That is why it is vital that the people who will be the
actors in managing any real-world actions are involved
in stress scenarios. “Work the competencies within the
business. It improves the quality. No one can predict
the future, but at least what is being predicted is more
robust than before and has the buy in of
management.”
 
With these indicators, Rodriguez says, “These are
long dated scenarios so usually there is time to act.”
The action might be to securitize risk: “Be prepared to
offload the risk to other participants who will benefit
from or at least be better suited to manage the
scenario you are concerned about. There are often
people who would be happy to take that position from
you."
 
Most important, Rodriguez says “If you see that
leading indicator (KRI), you should take action
according to the scenario you have – and be the first
to do it, before the market reacts and you are left with
no options to mitigate the risk.”

Addressing Risk at the Back of the Curve
The LNG traded market has a short time horizon, with
visibility only around three years out. In contrast, the
majority of the physical LNG industry is locked into
long term contracts and new deals are still being done
on a 10-15 year time horizon.
 
That far along the curve, “Everything has to be
modeled,” says Fabian Rodriguez, Risk Manager and
Member of the Leadership Team at EnBW Trading,
and “Any model is an approximation. Models are
representations of the world and they can be useful,
but they can be wrong.” So investors, too, “Have to be
prepared to be wrong.”
 
A lot of the physical industry’s exposure is not
managed, leaving much at-risk Rodriguez says. He
discussed transparency about the value at risk, and
how risk moves, in a presentation at the Energy
Trading Risk Summit Europe, in September 2020
(see the presentation here
https://library.ccro.org/EuroConf_BackoftheCurve/).
 
How can the risk at the back of the curve be
managed? Rodriguez says the answer is to create
stress scenarios, which should not only provide a
wider range of possible outcomes but also identify
leading indicators (the CCRO calls them Key Risk
Indicators, or KRIs) for action. This is not the same as
utilities modeling, what happens to prices if, for
example, a power plant is cancelled or retired –
something they do routinely, says Rodriguez. Beyond
that, there are a lot of human factors that will change
the eventual outcome but can’t be modeled, like
political risk, or regulatory risk. “In the end it is an
approximation – it just might be less wrong than your
earlier model,” he says.
 
In contrast, stress scenarios try to imagine the
unpredictable and how it could be signaled.
Rodriguez says that the process is more important
than the outcome. The value comes from the analysis,
and from, “Making sure that even if you have the
worst outcome you can survive it, or alternatively you
can make it someone else’s problem.”
 
Rodriguez says, “In a liquid market you can always
set a level at which you would get out, but with these
long-dated LNG contracts you don’t have that
liquidity."
 
"That’s why in a stress event you should have
something else lined up as a ‘stop’. These are the
kind of things that the risk manager, working with the

https://library.ccro.org/EuroConf_BackoftheCurve/
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She agrees that the LNG market is at a point similar
to the oil industry 20 years ago. “The market wants
flexibility without penalties,” to respond to Covid and
other short-term fluctuations in the growing LNG
trade, she says. In 2020 McArdle joined the advisory
committee for one developing platform, TruMarx’s
COMET, which already plays that independent
platform role in a number of other commodity markets. 
 
McArdle says the value of platforms is two-fold. First,
they are more efficient than bilateral negotiations.
Whether two or ten potential counterparties respond,
they all “know you are going to other people, so you
will get realistic numbers.”
 
Second, they can help manage risk. For example, with
a limited number of market players credit
management might require exposure to individual
companies to be limited. By setting appropriate
contract terms, “you can pick companies on the
platform to offset product issues and risk issues
together.”
 
In the future, the contract terms will likely be
expanded and combined with options traded in other
markets, she says, such as carbon. Risk questions
such as “What are the ‘Scope one’ and ‘Scope two’
emissions associated with the carbon and what do I
have to report on?” can be incorporated into the
contract terms.
 
McArdle thinks the combination of a widely used,
robust transaction platform and growing contract
flexibility will increase market liquidity. Those market
resources allow companies to have more confidence
to take a risk on cargoes. They also allow companies
to innovate, such as in reducing transport risk.
 
However, there is a risk for the emerging platforms
themselves. The booming LNG market has attracted
other platforms. Alongside COMET, Papa names
Emstream Singapore based GLX, and OCTO LNG. 
 
That is too many for McArdle. She says, “The market
doesn’t need three or four platforms. Too many
means none can reach the level of liquidity needed.
Users will migrate to one, as they need liquidity and
depth, which can only come with consolidation.” It
remains to be seen which platform market participants
will ultimately choose. 

Technology:  A New Market Trading Platform Offers a

Springboard for LNG Markets
Today’s LNG market broadly resembles the global oil
market in the days before electronic trading and
derivatives instruments. In the past decade it has
moved from a predominantly long-term contract
market with prices rigidly indexed to crude oil, towards
short-term and spot markets with more diverse and
creative pricing. According to a survey conducted by
Deloitte in 2018, spot and short-term LNG volume
grew from 20% to 30% of export volume between
2008 and 2017.
 
The Covid-19 pandemic has accelerated the change
because the market needs to react to a glut of LNG
cargoes that are surplus to requirements in 2020's
year of depressed demand. The market will want to
retain that option: spot and shorter-term contracts
help manage risk. They make for a more dynamic and
competitive LNG market, where portfolio management
will be as important as trading.
 
Simon Papa, a UK-based LNG expert with 20 years of
origination and trading experience, says there is
growing activity on the spot market, driven by the
need for flexibility, increased demand from China, and
an oversupply of LNG during recent years. But, he
says, at the moment, “there are not many participants
so liquidity is limited and it has been hard for screens
(traders) to play a role.” Physical cargoes still need to
be negotiated because the cargoes have so many
parameters, so “It is more like origination,” he says.
Software options have been “seen as more of a tool
for tenders or a bulletin board.” However, with new
players coming into the market things are beginning to
change and we have seen financial derivatives, such
as JKM, being traded more and increasingly used for
hedging physical transactions.
 
Janine McArdle, chief executive and founder of Apex
Strategies views this as a key strength, because “You
can put out a tender for physical gas and be able to
get it to a lot of people simultaneously.”
 
McArdle was involved in setting up the
Intercontinental Exchange (ICE) energy market
platform in 2000. At that time, she says, the industry
learned from the Enron experience, when that
company was both the platform owner and the major
counter party, which allowed it to move the market. 
 Industry recognized then that an independent
platform was needed to create conditions that would
support more robust market growth.



In this issue, Bob Anderson, Executive Director of the Committee of Chief Risk Officers (CCRO), interviewed Ken
Robinson, President and COO of ENGIE North America.  Ken’s prior roles include CRO positions at BP and Engie,
where he oversaw their risk operation in Paris.  He has recently returned to Houston to take up his new leadership
position.
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ANDERSON:   What do you see as a success factor for
CROs today and for in the future?
 
ROBINSON:  I think I can cover it in probably three
steps. One, you need to have a seat at the table. 
 Second would be risk control versus business
enabling. Third would be providing insight versus data.
So, a seat at the table, that just means that I'm there,
along with all the other key leadership, making a
decision as a risk officer. I'm not there just to provide
information, I'm part of the decision. And I think that's
something that’s not just given to you. You must earn
that seat at the table and show that you are capable of
making decisions. And that takes time. 
 
The second is more around risk control versus
business enabling, or what I call commercial enabling.
So, your traditional risk role in an organization would
be typical risks control, reports, policy limits.  I think
that the CRO today, as the risk leadership, is moving
towards this more commercial function. How do we get
business done? How do we say yes? How do we think
about risks, reward, cost, benefit? It’s about finding
that right balance between the two. Some have
suggested there's a natural conflict there and that
maybe a problem, but both can be done. I think that's
where you really grow and are able to help the
organization grow in a disciplined manner by having
that balanced view.
 
And lastly, it’s important to provide insight versus data.  
Don’t just produce reports – give insights.  You need to
be looking at what’s going on and giving me insight,
not just generating something that I could basically spit
out of the system.  You need to have an impact and be
more involved. It helps you to make more of an impact
when you understand what's going on, and you provide
insights.  Sometimes these insights may be counter or
complimentary to the commercial perspective.
 
ANDERSON:  How did you go from being a CRO to
leading a commercial organization?
 
ROBINSON:  Putting aside motivation, internal
sponsorship and being at the right place at the right
time, I think this relates to some of the comments I
made earlier. If you are focused half your time trying to
build a business, and in my case, I was spending a lot
of time on investment committees, talking about credit
approvals, market risk - and you're always 

"WE'RE ALL MOVING TOWARDS A MORE DIGITAL WORLD.
I THINK IT'S ONLY GOING TO GET BETTER FOR MANAGING
RISKS."
Kenneth Robinson, President and COO, ENGIE North America

ROBINSON (cont.):  trying to figure out “how do we say
yes?” “How do we get it done?” “How do we control the
organization?”
 
And so naturally I was put in a position where I was
always, as the CRO, having to make decisions based on
what the risk is.  I was challenged many times by
colleagues saying, “It's not your job to tell me how much
money we should make, or we can't do this.” It's quite
challenging, but I think I stepped out, and I think others
would do the same.
 
And, in the end, you end up doing some of the same
activities as a commercial person. And I just felt like at
this time in the career, I think that CRO or risk experience
is a great, great experience to lead you into that,
assuming you want to do that. You're already doing it a
lot of times as a risk person, so it's just taking a step
further. Sometimes it's a bit safer being a CRO. But you
can step out and build a business. And if you've got the
leadership skills and the ability to motivate and build
passion, I mean, I think it's ... a lot of times I'm talking the
same topics on risk and reward.
 
ANDERSON:  Yes, in a commercial role. In fact, I'd add
that it's got to be wonderful to have commercial
leadership that actually understands what risk
management's all about, and what the duties of a risk
officer are. I bet that helps communication a lot.
 
ROBINSON:  We start talking about having transparency
and understanding our risks when we make a decision.
And having the discipline to know when to get out or get
in, or whichever action, it's the same thing. Yes – being a
CRO gave me good support and foundation.
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ANDERSON:  In the risk operations area, what are the
major risks that you think CROs should be thinking
about today?
 
ROBINSON:  Many times, it's particular to a company,
but I think, given the recent elections, politically,
there'll be changes, especially for energy. We'll have to
think about some things, whether it be shale and
fracking, whether it be renewable energy. There might
be regulatory changes. I think that we're just going to
have to all sit down and look and see what it means for
us, and what kind of risk, as well as what kind of
opportunities that may come across. Intermittency and
power, renewable power.  We really can't move from a
transmission gas or an LNG, whatever you believe, as
far as the transitory commodity into renewables until
we cracked the nut on how do we manage
intermittency, the difference between what's produced
and what's consumed. And batteries may be a solution
around that. So, obviously gas peaking plants can do
that, but I think figuring that out is going to be key. But
that's not a risk that just came up, it's been there for
us.
 
ANDERSON:  For quite a while, just not talked about a
lot, yet.
 
ROBINSON:  Yes. You're always trying to look at your
environment going forward and what's changing.  I
think we understand that a little bit and dealt with it,
but I think there's going to be a big regulatory change.
And we'll have to be willing to adapt. Market risk is
always going to be there. We saw some challenges in
the credit markets, but it may be different next year.
We'll see.
 
ANDERSON:  What's your view on the impact to
industry that climate risks are going
to be having?
 
ROBINSON:  Climate is a big risk. And I'm not talking
about what sea levels will be, or hurricanes, or some of
the fires. We're going to have to start considering, and
some of us already are, the impact on our business
and what we're doing. I don't know if you've heard of
Scope 31, but methane and carbon emissions, we can
somewhat control in our own business. We’re starting
to think about our supply chain, and what others, our
counterparts, are doing and what impact we're having
as a result of them. I'll give you an example. If a
company provides natural gas and I'm moving it to a
power plant or a utility that owns a power plant, now,
you have to think about that plant’s carbon footprint.
So, there's all sorts of challenges there. And I think
you're starting to see a lot of the metrics come out
around, what are we doing about climate? We’re not
just looking at it from strictly a P&L or people 

perspective, but, in our case, we're looking at the planet –
the climate.  And we may be making choices that run
counter to an earnings standpoint in favor of climate or
environment or social-type of governance. You're seeing
more and more of it. The rating agencies are pushing on
ESG ratings - environmental, social governance. It's
forced, and in some cases, banks are not going to do the
same financing that they would have done. I don't think
it's completely there yet, but it's something that we've got
to watch.  It’s slowly moving and it's going to impact us all
at some point. It just takes some time.
 
ANDERSON:  Fascinating.  Yes, as an objective function
for the company, it certainly becomes possibly another
metric to track risk against, much like some utilities do
with rate at risk. That sort of thing.
 
ROBINSON:  As far as our company, it's already there for
us. In some cases, I've had some deals that looked fine,
but they may not be as good from a, let's say, climate
perspective.
 
ANDERSON:  How has work from home during this
COVID time? How has that affected the business models
you have going forward?
 
ROBINSON: I think the biggest risk is getting people back
to work, the other 50 to 75%. We'll see how that works
with hopefully the vaccine, and how things evolve this
year. But my sense is people have gotten used to it. I
know that initially we looked at whether we had the right
control environment, whether we had the right
compliance, making sure that something didn't go wrong.
But I think people have gotten very good at doing their
jobs at home. I think probably, for me, commercially, it's
not quite as easy. It's better when you can build off each
other, and you can't necessarily do that in a video or a
phone call, and you need face to face. I don't know when
they'll come back. It's still being discussed. Maybe for
some companies never, or for others just extended. It’s a
different work environment now, so we'll have to see how
that goes.
 
ANDERSON:  What do you see as opportunities for
digitalization in our industry?
 
ROBINSON:  I think with data and digitalization, there's
opportunities, commercial opportunities that you're just
not going to get with the human eye. Whether it's a risk
group or IT, that they're going to want to be able to look
at those opportunities. And there's just so much data
being moved around, like in the forecasting models, the
CRRO markets, FTR, just overall energy markets that I
just can't pick up and make choices. So, I think
digitalization, machine learning, blockchain - we're all
moving towards a more digital world. I think it's only going
to get better for managing risks.
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Continued - Executive Perspective:  The Evolving Role of the CRO as a Member of the

Executive Team
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Benchmarking Metrics: CCRO Members Actively

Benchmarking Key Risk Indicators

It visibly reveals any need for improvement
Provides the CRO with visible evidence of
improvement over time.

A group of our CCRO members wants to invite you to
join them in benchmarking Key Risk Indicators (KRIs)
for trade area operations. This initiative started in late
2017 as a “proof of concept” for what is now emerging
as a very valuable and on-going CCRO program.
Designed to help members advance management of
operative risks, benchmarking with real data in this
way is available to all companies that participate in
our KRI program.
 
KRI benchmarking supports the CRO in numerous
situations, consider a common two:
 

 
We’ll use just one of our KRIs here to illustrate these
points. The KRI here is the percent of total trades that
fail to get entered into the transaction system the
same day (“Late Trades”).  Risk officers know that late
trades can be a significant risk in reporting an
accurate VaR or P&L, can test the integrity of the
confirmation process, and bring risk of a financial
reporting weakness or deficiency. One participant
adds ”...a flurry of physical transactions in late
December qualified for derivative accounting 

treatment but were not captured properly or timely,
causing our year-end to slip ten days, with a domino
effect on all our other deadlines...” 
 
The chart below shows actual transaction data from
participant companies with varied sizes of trading
operations.  It is interesting that we have found the
scale of operations seems to be correlated to the error
rates found thus far in the program.  The operations
that are in the mid to small range clearly show higher
average rates and a much wider variance than larger
operations.  Our members are recognizing that
especially if they fall in these ranges, they need to
take a careful look at their “Trade Log Process”,
especially how trades find their way first into the
system.
 
Where would your trade area operations fall-in? 
 
Our next chart takes a close look at three specific
participants. We got started with the program in late
2017 with historic data. Once benchmarks were first
available in our on-line viewer, three of our members
implemented improvement programs, using the
benchmark data from CCRO as a guide.  The
programs included trader incentives, system
improvements, and communications with senior
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Continued - CCRO Members Actively Benchmarking Key Risk Indicators

management and the Board.  It is clear that their focus
on benchmarks has worked! One has gone from
quartile 4 to quartile 1 this year, the other two are on
their way to quartile 1 this year.  In addition, these risk
officers are happy to say that if it weren’t for their
participation in the CCRO program, this KRI would not
have come to their attention. What’s more, they would
not have had the evidence needed to gain
management support to take action.

JOIN US! AS WE GROW OUR REPOSITORY OF UNIQUE BENCHMARKING
DATA AND EXPAND THE ON-LINE VIEWER THAT MEMBERS CAN ACCESS.

 
FOR MORE INFORMATION, CONTACT BANDERSON@CCROMEMBERS.ORG.
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