- Time-saving tips on using FEA’s @ENERGY (Storage)

Valuing storage contracts can be a time-consuming task. To apply FEA’s @ENERGY (Storage) more effectively, it may be worthwhile to understand what the contributing factors are speed-wise by first carefully reading the FEA @Energy manual and then follow these simple suggestions:

· Have a sensible “unit” definition.

Example: if one always trades in 100 mcf blocks, set 100 mcf  =  1 unit.

· Eliminate any redundant ratchet specifications in input.

Example: if the same information applies to different inventory ratchets and/or ratchet periods, simplify!

· Choose the appropriate pricing model.

Studies have shown, in general, energy commodity prices are much better described by the log-normal mean-reversion model than the Black-Scholes. In our numerical tree implementation, the former typically involves fewer tree nodes hence fewer calculational steps.

· Consider employing the built-in (value-interpolation) approximation scheme when dealing with large inventory capacities.

The scheme is invoked whenever max_state (under the “mod_param” input) is set to less than “capacity”. One can readily estimate the approximation error by comparing the results from calculating the intrinsic value once exactly and then again with the approximation.

· Update only results which are necessary.

Finally, please bear in mind, in the templates currently provided, each result is generated by a separate function call. Thus calculating the whole template can be rather wasteful if one is only interested in one or two particular results.
















































































































