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Instruments (eg Ris
e Corporate Environment:

— concerned with company shareholder value and key
financial results such as earnings and cashflows /

e CorporateMetrics enables companies to:

— forecast financial results for a range of projected m
rates and prices

— from the range of forecasts, calculate market rj
measures



management

e Complement existing market risk management techniques /

Vi

Stimulate a dialog with clients on risk management issues



e Risk Management practi
analysts, investors and rating agencies

e Increasingly companies interested in using VaR measures
focussed on corporate risks

7

Companies increasingly need transparent risk man ent

to handle external factors and account for<..



earnings, fair valu

o CorporateMetrics risk measures and methodo
applicable in relation to SEC Rules.

... THE TREND TOWARDS RISK-BASED /

DISCLOSURE /

Risk disclosure is well developed in the fimancial
environment, based on accepted risk models




e The CorporateMetrics Frame

e Sample Applications

e Implementing CorporateMetrics

AGENDA

How do we measure financial market Value-at-Risk?
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ANALYSIS HORIZON

Market Uncertainty:
Volatility
and Correlation
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ldeal forecasting system for long-term VaR
No more zero-expected return assumption
Joint distribution of all relevant asset prices or market factors

Correlations omon? asset price: across asset classes, across time horizons,
and across asset classes and time periods

CorporateMetrics includes a long-term forecasting
methodology called LongRun




Portfolio Return
Distribution

For a one month horizon, 95% confidence,
a VaR of $10m means that there is a 5%
chance that the portfolio will lose more
than $10m over the next month.

Loss Profit

e AT-RISK

N@(ﬁ}%‘l’gE&etrics uses VaR concept. However, i1#

IS not portfolio value but earning and cas



Parameter Financial Environment Corporate Environment

Accounting Treatment

'7/,
wlelg¥dely Monthly, Quaters, Annual
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e The CorporateMetrics Frame
e Sample Applications

e Implementing CorporateMetrics

AGENDA

How does CorporateMetrics work”
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CorporateMetrics does this analysis in 5'steps...



L/

Comp

Scenario Generation » Generate the possible values
rate at each horizon

« Using the scenarios and exposure maps,

VellEielr calculate the distribution of financial results

oA TEMETRICS FRAMEWORK

ribution of frnancial results £6

Risk Analysis :
calculate risk measures

CorporateMetrics

Simulation based framework including long-term forecasting



* Earnings per Share-at-
* Cashflow-at-Risk (CFaR)
* Balance Sheet Translation Risk (BSTR) /

.Si%nﬁ:m;ﬁg)g SPECIFICATION /



Exposure Mapping

°* Pro forma statements,

* Mathematical formulae

e.g. you wish to model the relationship between earnings and

foreign exchange rates: /
* If business volumes are fixed:
STER Mg XRNUS R bf MaRP PIdd@bprice * FX Rate

* if business volumes are dependent on exchange rates:

earnings = F(FX Rate) * nominal sales



Scenario Generation

STEP 3: SCk
J
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Scenario Generation

STEP 3: sc:j[ ARIO GE ERATION. /

115 145

We need to build many thousands of these cenarios..



Scenario Generation

® Current Market Data (forward price

* Econometric forecasts based on macroeconomic
fundamentals

* User defined scenarios

STEP 3: SCENARIO GENERATION
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These simulation results can now be pldtted...




Risk Analysis
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We can generate a variety of risk informatjgn from
the simulation results




e The CorporateMetrics Frame
e Sample Applications

e Implementing CorporateMetrics

AGENDA

What can you do with CorporateMetrics?



*EPSaR, 12 month hori
°The company has 5m ordinary shares
° Step 2: Exposure Mapping

Q1 Q2 Q3 Q4
Revenue (JPY '000s) 200,000 | 199,800 | 199,800 | 200,200

Budget FX 140 142 145 150
U | ‘00 1,429 1,407 1,378 1,335
A SI‘| g Do) 5,549
200,000 199,800 199,800 200,200
Revenue = + + +
qusd,jpy,ql FXusd,jpy,qZ qusd,jpy,qS /IZ Xusd,jpy,q4



95%Earnings
(5.2m) Target Earnings

\ (5.548m)

* Find the 95% confidence in earnings am 6m 8m

A S3APusd EXAMPLE //

* With 95% confidence, the maximum shortfall in earnings
= 5.548m - 5.2m = 348,000 USD
=0.07 USD EPSaR

* Step 5: Risk Analysis




e The CorporateMetrics Frame
e Sample Applications

e Implementing CorporateMetrics

AGENDA

What can you do with CorporateMetrics?



Fooo

Clothes

Financial Products

Mail Order

We could look at this in 2 dimensiovs./







$0.20 EPSaR
Japan, Financial
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RETRUINES Food Financial Products

Cosmetics Clothes Mail Order

Marginal Risk analysis allows for concentration
and diversification of risk



50% of commodity risk,
70% Euro FXrisk,
Rates swapped to USD Libor

RISK VS RETURN ANALYSIS

0 10 20

Better trade-off analysis allowing for market risk factors
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50% of commodity risk,
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