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and hedging analysis, allowing risk managers 
to measure and understand the impact of 
stress scenarios not only on potential losses, 
but also potential changes in risk as well as 
capital requirements. 

Stress-tests can be defined at the risk factor 
level, with the system providing a simple 
user interface for defining new scenarios. 
Additionally, historic scenarios that utilise 
the stored market data time-series from 
any period in the past can be defined. This 
powerful feature ensures that these traumatic 
historic events can be fully captured, including 
all factor movements and break-downs in 
correlations, and the impact over a period of 
weeks or months.

Counterparty Potential Future Exposure 
(PFE) and Credit Value at Risk (CVaR)
Adaptiv 360 also provides credit risk analysis 
using the same underlying trade information 
and market data as is used for market risk. 
Adaptiv’s credit analytics are specifically 
designed to handle the unique challenge of 
simulation based PFE calculations. Calculating 
potential future exposure using Monte 
Carlo simulations – the industry standard 
approach - requires many millions of valuations 
over hundreds of future time horizons, 
incorporating “ageing” of deals, requiring 
suitable stochastic risk factor models to evolve 
rate and prices through time and taking 
exposure mitigants such as netting, collateral 
and guarantees into account. 

The solution uses a combination of a globally 
configured, user-specified base time-grids 
(of an unlimited number of points) and 
dynamically generated time grids. The solution 
analyses each portfolio and dynamically 
generates an appropriate grid of time points 
on which to simulate into the future. This 
approach has several advantages over a 
constant fixed grid of future points:

Increased accuracy by ensuring all profile   • 
inflection points are captured

Reduces the number of future points used  • 
for smaller and shorter maturity portfolios 
whilst maintaining accuracy.

Deals are only revalued on appropriate • 
forward dates ensuring redundant 
revaluations are not performed.

Basel II requirements for internal model 
approval for Counterparty Credit Risk are also 
supported by Adaptiv 360, with the following 
measures produced:
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ADAPTIV’S CREDIT ANALYTICS ARE SPECIFICALLY DESIGNED 
TO HANDLE THE UNIQUE CHALLENGE OF SIMULATION BASED 
POTENTIAL FUTURE EXPOSURE CALCULATIONS. 
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As Value at Risk (VaR) is a widely used 
framework for market risk exposure, Adaptiv 
360 has extended the same proven concept 
to credit risk. The Credit VaR (CVaR) report 
combines the expected exposure profiles 
and simulated credit events and calculates 
the simulated losses, the value at risk, 
and the expected shortfall and its risk 
contributions. These calculations are based 
on a counterparty and issuer credit rating 
transition matrix, expected credit risk recovery 
rates and a highly flexible credit spread curve 
setup, e.g. based on countries, industries or 
sectors. In Adaptiv’s credit VaR framework, 
the «unexpected credit loss» is calculated for 
an extreme loss percentile, e.g., a loss due 
to counterparty defaults or rating migrations 
that is estimated to have no more than 1.0% 
probability of occurring in the next year. This 
advanced solution takes full advantage of 
the amalgamation of market and credit risk 
analysis, leveraging further the award-winning, 
high performance calculation core of Adaptiv 
Analytics.

Summary 
In a financial services landscape defined by 

ever increasing volumes and complexity, 

institutions are being pressed to ensure that 

risk management practices and operational 

processes address all risks faced by the 

organisation. Adaptiv 360’s modular 

design allows organisations of varying size 

and complexity to deploy best of breed 

functionality within their own budget, 

operations and technological parameters. 

Proven in over 100 client installations, 

Adaptiv 360 is addressing the needs of 

today’s financial institutions whilst being 

ready to meet the challenges of tomorrow.
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