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Why ETRM Will Prove its Worth in 2009

 ETRM systems support business 
processes in different areas ranging from 
the front offi ce (deal capture, positions, 
market data, trader tools), middle offi ce 
(risk management, risk reporting, model-
ing and quantitative analysis), back offi ce 
(settlement, accounting, invoicing, credit, 
AR/AP and GL), and operation manage-
ment (scheduling, nomination, dispatch 
and load management). Users of ETRM 
systems include all types of market par-
ticipants such as utilities, producers, in-
vestment banks, hedge funds, merchants, 
marketers, and large end-users (commer-
cials and industrials). Since their inception 
in the early 1990s, ETRM systems con-
tinued to evolve and adapt to emerging 
needs and requirements (such as the Sar-
banes-Oxley Act); for the most part, they 
provided a much-needed service and fa-
cilitated transactions management, a fun-
damental and basic requirement for any 
market participant engaged in bilateral 
and/or ISO transactions. From this per-
spective, 2008 was another year in which 
ETRM systems fi lled a market need.
 Events and developments during 
the last seven years highlighted the im-
portance of the second need that ETRM 
systems are supposed to meet – risk man-
agement. The 21st century, which started 
with a big bang that drove many players 
into retrenchment and caused bankrupt-
cies, shakeouts and restructurings, has 
highlighted the importance of this rather 
fundamental function. Recent develop-
ments in software and Internet technolo-
gies led to a signifi cant increase in data 
availability and processing needs, a situ-
ation that introduced new challenges to 
the corporate world, including enterprise 
risk management and integration. Un-
fortunately, the slow evolution of legacy 
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systems was not able to meet these revo-
lutionary changes in business needs – as 
a result, ETRMs started to fall short of 
expectations, a situation explained by 
their continued high replacement rate of 
over 50 percent. The average market par-
ticipant in the energy industry continues 
to use fi ve to 15 systems in the trading 
and risk management function, including 
a number of homegrown spreadsheets 
developed to fulfi ll missing critical func-
tionality in commercially available ETRM 
systems.    
 Looking forward, ETRM sys-
tems will be increasingly challenged to 
address the emerging needs of the energy 
industry. User requirements are becoming 
broader and more demanding; integrated 
enterprise risk management is quickly 
moving to the forefront as more and 
more companies realize that poorly inte-
grated systems are very costly to maintain 
and inadequate to meet the challenges of 
the 21st century. The following is a list of 
functionalities that are quickly becoming 
required capabilities (instead of “nice to 
have” features) in the energy transaction 
and risk management space:         
 
1. Footprint: A broad footprint is re-

quired to facilitate an integrated 
corporate perspective. An integrated 
ETRM system needs to cover seven 
key building blocks: markets, genera-
tion, trades, loads, fi nance, credit and 
ISO.

2. Data Acquisition: Users access volu-
minous amounts of data from differ-
ent sources on a daily basis; the data 
acquisition process needs to be effi -
cient, fl exible, fast, reliable and easy 
to use. 

3. Data Mining: Data mining is a crucial 
step in the risk management value 
chain. It is a very important process 
to transform data into knowledge. 
Generation production, markets data 
and loads are three of the most com-
mon areas where users spend a signif-
icant amount of time analyzing past 
records to discern trends, statistical 
information and meaningful insights. 
ETRM systems often exclude this 
functionality and require users to rely 
on plug-ins or their own tools to per-
form these calculations. 

4. Data Analysis: Most ETRM systems 
remain transaction-focused and do 
not include much-needed quantitative 
analytical simulation and optimization 
such as market price simulation, gen-
eration optimization, load analysis, 
credit risk simulation and portfolio 
management. Integrated risk manage-
ment systems require these quantita-
tive analytics and must embed them in 
a well-designed setup; using plug-ins 
is often a major source of mismatches 
and misleading fl awed results.

5. Data Management: Modern data 
management architecture and tech-
nologies are needed to meet the 
emerging needs of the energy in-
dustry. Effi cient data processing re-
quires structured, well-designed data 
retrieval, cleaning, organization and 
storage. 

6. Transaction Management: Effective 
transaction management features 
must include templates, a user-friend-
ly confi rmation process and various 
risk management controls such as the 
ability to set different trading limits. 

7. Data Security & Integrity: Modern 
data management systems offer ad-
vanced data security and integrity 
features including user authentica-
tion, access authorization, audit trail 
and extensive data validation.

8. Reporting & Presentation: Most leg-
acy ETRM systems offer inadequate 
reporting and presentation capabili-
ties; many use infl exible third-party 
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systems. Recent advances in communication technologies 
enable effective reporting and presentation features such as 
dashboards and several sharing and collaboration capabili-
ties. 

9. Decision Support: A key objective of risk management sys-
tems is to help users process a large amount of data and 
transform it into useful information that helps decision-
making. Legacy ETRM systems rarely offer decision-sup-
port capabilities -- a defi ciency that has diminished their ef-
fectiveness and limited their ability to fully meet customer 
needs. Good decision-support capabilities require advanced 
problem-solving and consulting skills; unfortunately the 
need for improved decision-support capability only be-
comes obvious at later stages of the deployment process as 
users start to realize system limitations and shortcomings in 
meeting their business management needs. 

10. Application & Use: An integrated ETRM system needs to 
offer several broad applications including markets analysis, 
generation management, asset management, fi nancial plan-
ning, credit management, business planning, operations 
planning, asset valuation, investment analysis and risk man-
agement to a broad range of users including traders, ana-
lysts, managers and executives. 

11. Architecture: Advances in the CPU technology in the past 
30 years hit a wall in 2003, as performance gains through 
faster clock speeds became increasingly diffi cult to achieve. 
Recent performance improvements are achieved through 
multi-threading (running two or more threads in parallel 
inside a single CPU, a process that requires careful software 
design and development), multi-core (running two or more 
CPUs on one chip) and 64-bit computing, which can ad-
dress very large amounts of memory – signifi cantly larger 

than the four-gigabyte limit of 32-bit processors. Modern 
architecture enables additional performance boosts through 
optimized data storage and retrieval (balancing disk and 
memory usage) and optimized hardware confi guration 
(through dynamic allocation). Software applications need 
to be carefully designed to benefi t from concurrency and 
64-bit computing – a task that’s easier said than done. Leg-
acy systems, which use a sequential control fl ow, will require 
major changes – possibly a complete re-engineering – be-
fore they can benefi t from recent computer performance 
improvements. This can be a very serious shortcoming as 
users try to accomplish new levels of scalability (both verti-
cal and horizontal) in computing-intensive procedures such 
as stochastic simulation, generation optimization and port-
folio optimization (such as effi cient frontier analysis). 

12. Enterprise Services: Integrated systems need to provide at 
least basic enterprise services to facilitate enterprise com-
munication and coordination including document manage-
ment, portal collaboration, data warehousing, user forum, 
usage analysis and messaging. 

 Users are becoming more sophisticated, increasingly 
critical and more aware of integration needs. As a result, ETRM 
vendors can expect increasing software scrutiny and continued 
high replacement rates. Legacy systems are aging and quickly 
becoming outdated; software patches are stopgap measures with 
limited value and very short useful lives. With the Internet be-
coming readily available everywhere at any time, the increasing 
use of handheld devices will make Web-enabled tools the sys-
tems of choice.
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