
Energy Credit Risk 

Energy MAS

Energy Management Advisory Service:  a consulting organization dedicated to improving an organization’s bottom line through effective risk 
management tools and downstream marketing applications. 



The Credit Dilemma within the Energy Industry

• Energy volatility is here to stay and in many cases growing at an alarming rate within 
seasonal cycle periods during a calendar year.

• Exposure to commodity and cash flow risk is greater than ever causing companies to 
rely more and more on the OTC market to execute trades and manage risk.

• The growth in the OTC market is causing an increased exposure to counterparty 
credit risk.  Overall commodity risk is placing additional pressure to an organizations 
cash flow, banking collateral requirements, and external credit rating.

• Linking the initial risk exposure directly with on going commodity price movements 
and changes in an organization’s overall working capital situation are key.

• The exposure and mismanagement of these various factors has caused some large 
investment grade companies to sell off assets at inopportune  periods to raise cash. 
Some companies had no option but to eventually filed for bankruptcy protection and 
distribute losses to their counterparties.

• Today its more important than ever to implement an effective Real Time Credit 
monitoring  and reporting process.



Energy Volatility  is Growing 
Historical Natural Gas Volatility Yearly High – Low

OVER $(5.50)  to date

Over $21.065 in the absolute price movement from the cycle highs and lows.

Natural Gas a Quick Look:

OVER $5.50 to date



The OTC Derivative Market relationship to the Energy Industry is 
growing. 

What are some of the issues that impact your risk?
Over-the-Counter Hedging - managing price risk off-exchange with a financial contract

• Advantages per a Bank America Financial Desk presentation
– OTC transactions are highly tailored (basis, volume, structure).
– Longer trading maturities are available in the OTC markets than are available on the futures 

market.
– The financial benchmarks available include NYMEX crude oil (WTI) as well as Brent crude 

and for natural gas include NYMEX natural gas as well as more than 60 other indexes.
– The OTC market may offer better liquidity in the medium and long term (beyond six months).
– Confidentiality can be assured.  
– No additional commissions, fees, and potentially no  initial/maintenance margining.
– Management of an OTC program can be much easier than an exchange-traded program.

• Disadvantages per EnergyMAS
– You would be exposed to the credit quality of your counterparties.
– There is little price transparency (no screen) that  limits your ability to receiving fair value and 

latter contributes to MTM verification and reporting limitations. 
– Usually a market maker generates execution margins ranging from 3 – 6 percent from the 

counterparty thereby reducing your ultimate net back price
– Contractual rights and obligations as to credit assurances in the agreement are not standard.
– Market liquidity is limited during extreme volatility periods.
– Off balance sheet corporate obligation is not reported until material price changes set in.
– Planning and anticipating margin requirements to hold position open in the future.



Real Time Monitoring and Evaluation Process

• Real time market information on 
counterparties

– Credit swaps and bond market
– Commodity volatility
– Stock and Financial Markets
– Counterparty networking & news
– Internal Ranking system
– Charting and portfolio analysis
– Committee oversight and review

• Contractual Status and Rights
– Financial assurances
– Netting agreements
– Financial obligations in the future MTM
– Settlement rights

• Historical information
– Account receivable balances
– Account payable balance
– Current activity
– Financial MTM instruments
– Netting agreements
– Financial MTM obligations
– Payment history
– Financial statement review

• Internal Analysis
– Establishment of credit limits
– Change in trends or results
– Counterparty setup and approval
– Implementation of  a Credit Policy and 

procedures
– Credit modeling

Involves creating a formal policy and implementing procedures that takes information 
and analysis from different sources and consolidates the data into a discipline 
evaluation that provides daily insight to your ongoing credit exposure. 

Traditional Monitoring



Credit Policy and Procedures. 
Getting paid what you have earned - the goal

• A goal of any policy should be to heighten the awareness of credit 
risk through documentation and formally linking the front, middle, 
and back offices in a effort to actively manage the exposure.

• Proper reporting to management provides effective oversight as to 
overall exposure.

• Incorporating real time information through an internal rating system 
reflects not only a current status but anticipated changes.

• Advance Modeling with a  Credit Var calculation is neat but more 
important is the  identification and documentation of real time 
information. The formal discussion of counterparty rankings between 
groups creates an open dialog and improves the sharing of 
information.

• Understanding your portfolio along with your contractual rights and 
how future marketplace volatility impacts your exposure is the 
ultimate goal.



SemGroup Case Study - Just a simple review

Consistent reporting of the 
quarterly results by the 
SemGroup on their web site 
came to an end on November 
2007.

August 2007 SemGroup 
discloses a large margin 
holding balance.

Accessing real time data with a focused and discipline approach is invaluable in identifying potential 
working capital items at risk with your counterparties.

Like with the development of a major storm, most credit casualties show early signs and clues of the 
troubling exposure that lies ahead. A discipline approach with  consistent monitoring would have 
provided proper lead time to manage the SemGroup credit risk.

March 2008 a  new 
CFO is brought in. 
SemGroup in the 

market for additional 
financing 

Crude Rallies to $99 
before falling back to the 
low $80.

Crude Rallies to 
$115.



SemGroup Financial Statement Review 
Balance Sheet August 2007



SemGroup Financial Statement Review 
Income Statement August 2007



SemGroup Credit Rating Situation

Bankruptcy 

07/22/08
August 2007

2nd quarter 
filing

Changing of the credit score develops over time.

3.5                 3.8                3.9                 4.0  4.5 – 5.0

November 2007

3nd quarter filing

February 2008

2007 filing

May 2008

1st Quarter

filing

May 2007

1st quarter 
filing

Investment grade counterparty     Require Letter of Credit    Require Prepayments

05/22/08

Creditor’s 
window



Risk Management Credit Implementation 
The goal is to develop formal steps that empowers employees to work together in 

building a  repeatable process that eventually becomes a competitive asset advantage.



Enhanced Credit review is a real time process 

Proper process designed is key in order to successfully link several aspects of the back office 
accounting and cash flow management systems.

Executive Summary page



Standard & Poor's Moody's Fitch IBCA OGE
Credit Rating Credit Rating Credit Rating Credit Rating

AAA Aaa AAA 1
AA+ Aa1 AA+ 1.2
AA Aa2 AA 1.4
AA- Aa3 AA- 1.6
A+ A1 A+ 1.8
A A2 A 2
A- A3 A- 2.2

BBB+ Baa1 BBB+ 2.4
BBB+ Baa2 BBB 2.6
BBB- Baa3 BBB- 2.8
BB+ Ba1 BB+ 3
BB Ba2 BB 3.2
BB- Ba3 BB- 3.4
B+ B1 B+ 3.6
B B2 B 3.8
B- B3 B- 4

CCC+ Caa1 CCC+ 4.2
CCC Caa2 CCC 4.4
CCC- Caa3 CCC- 4.6
CC Ca CC 4.8
C C C
D D 5

Source: BIS (April 30,2001)

Internal

Developing a Internal Rating System is the first step 

towards evaluating your credit risk in a portfolio



Real time reporting improves results 
Your credit counterparties cash flow position can change in a very short period of time. Linking your 

current receivable balance to your contractual right is critical in minimizing any future default exposure. 

We can assist you in creating a proprietary process and reporting structure in order to avoid surprises.

Executive Summary page



How does EnergyMAS add value?
• Fee based consulting service willing to under take projects on a turn key 

basis to completion.
• Improve your monitoring, reporting  and management effort through a three 

phase process review and implementation schedule.
o Phase I  Review, Documentation, Compliance, Contractual Review and Bench Marking.
o Phase II   Implementation, Over sight, Compliance, Monitoring, Reporting and Training.
o Phase III  Enhance Reporting, stress testing  and report automation.

• Eliminate the surprise effect if not the outright impact of a major credit loss.
• Implement  processes that reviews and improves your contractual rights 

and lessens your outright credit exposure.
• Link the front, middle, and back offices into a team effort in managing 

ongoing credit exposure through real time information flow.
• Additional training and follow up service review under a discount fee 

structure with a long term retainer agreement.



Improve the flow of information



Service LLC

EnergyMAS

ENERGYMANAGEMENT ADVISORY
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