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Introducing myself

• Former Academic and Rocket Scientist• Former Academic and Rocket Scientist 
(Cambridge and US Office of Naval Research)

• Former Derivatives Quant• Former Derivatives Quant
• ‘Proven risk management’ - a Quant’s view

G f th Cit l dl i ht– Go away from the City on a cloudless night
– Look up at the sky 

S th Milk W ( l )– See the Milky Way (our galaxy)
– Contains 1010 stars

$ 0 f– $70 for each star
– Risk management problem solved



Introducing Brady Plc

• Commodity Software solutions• Commodity Software solutions 
– integrating trading, risk, operations, logistics

53 clients worldwide and over 800 users• 53 clients worldwide and over 800 users
• System of choice for Market professionals

% f– 50% of LME ring-dealing companies use a Brady 
solution

S t f h i f t l P d &• System of choice for metal Producers & 
Fabricators 

50% f– 50% of revenue



Some challenges in Metals

• Market professionalsMarket professionals
– LME is going electronic (SMART, SELECT)
– Enables new volume-based business models

P b d t l d t– Paper-based systems no longer adequate
– “For every two new customers, I need to hire an extra back-

office person”
• Producers

– Industry re-structuring to a global scale
Stand alone systems not integrated– Stand-alone systems not integrated

– Logistics tied in with risk management
– “I have $500M worth of metal ….
– … somewhere around the world”
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Finance meets real transactionsFinance meets real transactions

Risk management Challenges in the supply chainRisk management Challenges in the supply chain

•Large percentage of value is raw materialg p g
•Need to hedge



Challenge 1
Regulation and Accounting 

standards



Specific standards framework

Exchange 
Regulations

LME
Comex

L l h

Internal 

Local exchanges

A ticompliance
Best practice risk 

management

Domestic
Requirements

Accounting 
Standards

IAS39 FAS133
IAS32

Regulators 
in other 
marketsmarkets

FSA
SEC etc



IAS39 standard vs risk management

Common objective: don’t inadvertently have
Exchange Compliance Components

Common objective: don t inadvertently have 
exposure to the hedge instrument

IAS adds specific tests:p

Many to many linkages of hedge to physical 
transactions

Ability to designate & de-designate hedges

Hedge gains and loss report for IAS 39 
compliant reporting



Other accounting requirements

All transactions captured at source with
Exchange Compliance Components

All transactions captured at source with 
comprehensive audit trail

Ability to trace all reported figures back to y p g
source within the application

Elimination of spreadsheets & other ad hoc 
systems

Comprehensive reporting tools to support 
regulatory requirementsregulatory requirements



Challenge 2
Operational Riskp

“Doing More with Less”



Typical risk management environment

Disparate data sources spa ate data sou ces
Spreadsheets
– Databases

Inefficient processes 

O li k l

Potential to streamline

Over-reliance on key personnel

Data entered into multiple systemsData entered into multiple systems
Risk of errors

Inefficient use of time
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Commodity Risk – key differenceCommodity Risk key difference

Similar to risk for moneySimilar to risk for money
• Track daily/monthly/yearly P&L changes
• Stress testing
• Counterparty exposure
• VaR etc.
But add delivery issuesy
• Location, quantities, dates not fungible



Daily P&L



Position Maturity Summary



Position Revaluation



LME Market Card



COMMODITY SOFTWARE SOLUTIONS

Implementing a proven risk management strategyImplementing a proven risk management strategy

Dr Robert BradyDr Robert Brady
Founder and CTO
Brady plcy p


