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Introduction to IST

Houston

Chicago

London

Singapore

IST’s purpose is to enhance 
the Group’s performance 
through supply and trading 
across the whole value 
chain:

− Optimising BP’s assets
by securing optimal 
supply and off-take;

− Engaging in controlled 
trading around assets
and supply positions;

− Applying risk 
management and 
commercial expertise

4,000 employees and contractors, operating 

from 35 offices in more than 20 countries
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Crude Production

Crude Transport

Refinery

Locations/
Markets

Storage Facilities

Product 
Transport

Crude with grade A or B?
Intra-commodity spread 

options or quality 
spread options 

Produce Product X or Y?

Crack spread options

Transport to location P or Q?
Geographical 

spread options 

Sell forward at month 1 or 2?
Calendar 

spread options 

Location, time, quality: physical dimensions 
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Chicago

Houston

London

Singapore

Tokyo

Cape Town

Dubai

Example: a European refinery needs crude…
source how far away? when required? what spec?

Calgary

La Palma
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Summary of relevant issues…

• Arbitrage with "frictions“

• Frictions plus relative illiquidity give rise to e.g. volume limits 

• These frictions also result in fragmented, localised markets for well-

specified products e.g. various grades of crude.

• A price is not the only determinant of best execution - also need to 

consider speed, ability to fill, likelihood of delivery, etc.

• Finally, the physical delivery infrastructure considerations influence 

risk management – market, credit and operational risk (e.g. bad 

weather).
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Consequences for risk management…

• You still have the usual risk management categories:

− Market risk

− Credit risk

− Operational risk

• But supplemented with physical/volume limits

• Also term limits due to illiquidity etc.
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Grade

Time

Location

Market risk: “price” determined by 
quality, term structure and distance 



8

Credit risk: 
non-rateable and rateable exposure 

Non-Rateable

Rateable

Mtm Settlement

Deal Done
Date

Discharge
Start

Payment
Due Date

Discharge
End

Gross

Gross

Settlement

Deal Done
Date

Discharge
Start

Payment
Due Date

Discharge
End

Mtm

Max
(Mtm,

Settlement)  

Sum
(Mtm,

Settlement)  
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Supply 

Planning

Optimise use

of Economic 
Resources

Relationship

Management

Market & Web 

Intelligence

Trading 

Automation

Infrastructure & integration

IST functions

Front office

Transaction Processing
• Customer 

back office

• Clearing & 
settlement

• Storage & 
transport

Trade control: mark-to-market;  position p/l and cash reporting

Deal
Setup

Trade
Capture

Confirm/
Contract Schedule Deliver Actuals Price Invoice Settle-

ment
Account-

ing

Credit
Risk

Market
Risk

Performance 
Management 

& Planning

Cash &
Working Capital 

Trading 
Regulation

Prices &
Curves

• Customers

• Counterparties

• BP Partners

• Exchanges

• BP Group

• Market & financial 
regulators

Operational risk: transaction processing and 
movement of product must stay synchronised  
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Conclusion: physical delivery affects all 
aspects of risk management…

airports

retail

domestic

manufacturing

tank farm

grid

chemical farm

oil-fired 

power 

plant

gas-fired 

power plant

processing 

plant

terminal

refinery
wellhead oil

wellhead

oil

wellhead 

natural 

gas

transport/logistics

production manufacturing, refining & power distribution consumers


