Counter Party Risk Management and CVA Calculation: Concept and Methodology 
	In the wake of unprecedented financial crisis, many firms (financial and nonfinancial alike) have realized the importance of measuring and managing Counter Party Risk (CCR).  The need for quantifying CCR is also driven by new regulatory rules, which requires the fair valuation of the counterparty risk of derivatives positions.  
Against these backdrop, this course focuses on the measurement and practical treatment of counterparty non-performance risk. This is a three-day, intensive training program that will cover the quintessential knowledge and techniques in CCR management, with an emphasized on Credit Value Adjustment (CVA) estimation. CVA can be thought as the market price of CCR or the hedging cost CCR exposure.  This course aims to provide the interested professionals with key know-how in this area ---particularly for those working in CCR management and reporting, collateral management, CVA system (IT), auditing support, derivative accounting, internal compliance and risk management in general.  While it is impossible to encompass every element in the field, it is sufficient to say that the topics chosen here contain the essential knowledge needed for  a bona fide CCR analyst or manager.
 While this topic could be quite quantitative, we aim to strike a balance between conceptual exposition and technical discussion.  The intuitive and practical implications behind formulas are accentuated.  Advanced mathematical knowledge is not required as a prerequisite. Supplementary materials, however, will be given out in class if necessary. Excel/VBA will be used as auxiliary exposition. Detailed examples will also be given. 
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	Financial analysts,  auditing  support, internal compliance professionals,  OTC traders and  supporting staff  and business analysts, IT developers building  CVA  and counterparty  risk systems, credit officers, loan portfolio managers, regulatory  and compliance officers and credit risk managers in banks.
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	No advance preparation required.
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	Students will be able to: 

· Get a guided review of credit and counterparty risk measurement and pricing methodologies 
· Learn how to calculate  the  charges and reserves related to the  CCR exposure; 
· Understand alternative approaches in computing CVA for various OTC derivatives; 
· Get a close look at regulatory side of the  portfolio  counterparty risk, related to Basel II/III 
· Understand the challenges in modeling and managing counterparty risk; 
· Learn the  conceptual and technical aspects of  hedging counterparty risk;
· Understand the assumptions underlying each CVA model for different exposure types ; 
· Enhance Excel/VBA modeling  skills in setting up a counterparty risk calculation  sheet   
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	College-level mathematics and basic statistics. Understanding of basics of financial instrument   
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	  None 
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	Day 1 Morning
Counter Party  Non-performance Risk (CCR): an Overview 

    1.1 The concept of  exposure
· Potential  future exposure (PFE)
· Expected Exposure  (EE) 
· Exposure as a short option position

· Expected Mark to market value   

     1.2 Default probability

                (risk neutral vs real)
     1.3 Recovery rate and modeling
     1.4 Replacement cost

     1.5 OTC transaction and non-performance  risk 
      1.6 Counter party risk vs other  risk  categories                 

       1.7 Source of counter party risk 

     1.8 Bilateral  Counterparty Risk 

     1.9 Traditional means in mitigating CCR         
     2.0 Counterparty Risk at portfolio level      

Day  1  Afternoon
Quantification of  Counterparty Credit 
Exposure  
2.1. Exposure Estimation
·  Mark-to-market+ Add-ons
·  Monte Carlo Simulation
·  Semi-analytical method
·  Roll-off risk
   2.2 Examples:

· Swaps

· Review of  M tM valuation 

· future exposure 
· Using swaption  as proxy for   future exposure expected by the market

· Calculating Credit Value  Adjustment 
· Options
· (John Hull’s Approach)    
· FX products    

· Credit  Derivatives  
· Structured Products 

          TRS transaction

           Leveraged Super senior 
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 Day  2  Morning
Pricing , Hedging and managing  Counterparty  Risk

  2.1 Credit Value Adjustment     
· What is it?

· Unilateral and  bilateral 

· The CVA formula and  the Interpretation        
· CVA with collateral and netting
2.2 Deriving risk-neutral  Probability of default 

· From credit spread

· The recovery rate 

· Calculation of   CVA “Greeks”

· Pricing   new deal using CVA

2.3   Hedging methodology

· Static vs dynamic hedging of exposure     

· Hedging bilateral  CCR

· Impact of collateralization 

 Day 3   Morning

   Counterparty Risk under New    Regulatory framework (Basel II  and Basel III)

3.1. Exposure treatment under Basel II

· Fixed exposure

· Exposure at default 

· Treatment of repo-style transaction

  3.2 Basel II and double default 
  3.3 Economic  Capital 

    Day 3    Afternoon 
Day 2  Afternoon

 The Challenge in dealing with Counterparty  Risk
2.4 Wrong way risk

    What is it?

    Examples

    How to model wrong way risk?   
2.5 The double default issue

2.6 The issue of  cross dependency and 

       default  correlation 

2.7  Collateral Management 
2.8  The issue with a central counterparty 
                                      Managing  Counterparty Risk 

         3.4 The Counterparty risk team (organizational structure  and  responsibilities)                      
         3.5  IT  system and data collection 
         3.6  Calculating counterparty charge 

         3.7  Pricing incorporating risk mitigants

         3.8  CVA allocation
 



 
 
