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To ensure you know about the weather hedging and trading 
opportunities available across Europe (and beyond)

To prevent problems like this:

Dong Rating Suffers as Wind Riskier Than Nuclear: Nordic Credit

 May 1 (Bloomberg) -- Dong Energy A/S, the world’s biggest builder of offshore 
wind farms, is a riskier investment than Nordic peers more reliant on nuclear energy 
as its wind business threatens to hurt cash flow, Moody’s Investors Service said.

      Dong, which aims to increase its wind-turbine capacity threefold by 2020, is 
rated Baa1 at Moody’s, three steps above junk and two levels below the A2 grade 
that Vattenfall AB of Sweden and Fortum Oyj of Finland enjoy. Fortum and Vattenfall 
are both betting on nuclear energy and hydro power.

      “The main risk to Dong is the wind factor as it could be unpredictable and 
make cash flow more volatile,” Paul Lund, an analyst at Moody’s in London, said in an 
interview. “Dong may have an expectation of how much the wind will blow, but if it 
doesn’t in a particular year, they will make less money on them than they anticipate.”
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Why Are We Here?

Source: Bloomberg, Peter Levring, 1 May 2012
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Cumulus is a weather and energy trading group, based in London but active 
globally 

It expresses its award-winning expertise in two strategies - weather 
derivatives in the Cumulus Fahrenheit Fund and energy futures in the Cumulus 
Energy Fund

The nine-strong team has  a combined 120 years of experience - 40 of it in 
weather derivatives 

We are the market-maker for European weather derivatives on the CME and 
are an active member of the Weather Risk Management Association

The Cumulus funds are managed on the PCE Investors platform
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What is PCE Investors / Cumulus?
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Peter Brewer

I’m here to share experiences from very different perspectives:

PCE Investors (2005 onwards)
CIO, Cumulus Funds

Rabobank International (2003-2005)
Director of Environmental Financial Products

Credit Lyonnais (2002-2003)
Head of Weather Derivatives

Aquila Energy (2001-2002)
Weather Origination Manager

Weather Risk Advisory Ltd (1999-2001)
Founder and CEO

Weather Risk Management Association (2009 onwards, part-time)
Director
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A Wide Variety of the Most Relevant Locations is Available on the CME

European Cities

London,   Paris,   Amsterdam,   Berlin,   Essen,   Stockholm, 
Barcelona,   Rome,   Madrid,   Oslo,   Prague

24 US cities

6 Canadian cities

3 Japanese 
cities

3 Australian
 cities

11 European
 cities
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744,560 

CME lots
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Temperature Futures on the CME - 2010 & 2011 data

Monthlies v Seasonals

Futures v Options

47%
53%

Monthlies

Seasonals

28%

72%

Futures

Options

CME weather derivative volumes in 2010 & 2011, sources: CME and PCE / Cumulus
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10%

Rest of 
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Temperature Futures on the CME - 2010 & 2011 data

CME weather derivative volumes in 2010 & 2011, sources: CME and PCE / Cumulus

77,814 European contracts traded on the CME in 2010 and 2011 
(despite the absence of a market-maker at the time)

Again, most related to energy (5,750 in summer, 24,599 in winter)•	

This equals  ~1,500 standard clips (50 lots, as that makes £1k /€1k •	
per degree Celsius per day, given the ‘tick sizes’ of £20 or  €20)

Paris  40.1%

London 39.2%

Amsterdam 
8.1%

Oslo 7.4%

Essen 4.8% Berlin 0.3% Prague 0.1%
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Temperature Futures on the CME - 2010 & 2011 data

12%

88%

Europe

Rest of World

CME weather derivative volumes in 2010 & 2011, sources: CME and PCE / Cumulus

8%

92%

PCE / Cumulus

Rest of Market
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Many European Energy Companies Now Manage their Weather Risk

In the year-ending March 2011, there were at least 634 OTC weather 
trades in Europe

Energy companies represent a good portion of these trades (consistent 
with the seasonal breakdown: 123 summer and 511 winter)

The total risk transferred through these contracts was ~$1.5bn
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Sources: PwC (on behalf of the Weather Risk Management Association) and PCE / Cumulus
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Many European Energy Companies Now Manage their Weather Risk (2)

Europe is a solid 64% of the global OTC weather market                                              

However, it’s currently only 10% (up from 7%) of the global weather 
futures market, so only 21% (up from 18%) of the overall global 
weather market, leaving plenty of room for growth

It’s particularly important to note that the market depth is far larger 
– if the parties like the price and face a large risk then hundreds of 
millions of euros of capacity is available for single OTC trades

Data from year ending March 2011
Sources: PwC (on behalf of the Weather Risk Management Association) and PCE / Cumulus
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Market Conventions

           

US Europe

Active since 1996 1998

CME-listed since 1999 2003

Execution Brokers and CME screen Brokers, Auctions and CME screen*

Main Winter index Heating Degree Days Heating Degree Days

Main Summer index Cooling Degree Days Cumulative Average Temperature

Temperature measure Fahrenheit Celsius

Threshold 65F 18C

Tick size USD 20 GBP 20 / EUR 20
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* since Cumulus became the market-maker in 2011
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Auctions are a Major and Expanding Part of the European Weather Market
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ET 2008  Feb Barcelona & Madrid

  Apr Rome
  May Rome, Barcelona & Madrid
  Oct Paris
  Oct London & Amsterdam

2010  Mar London
  Apr London, Paris, Essen & Amsterdam
  Nov Paris
  Nov Oslo
  Dec Oslo

2009  Oct London
  Nov London

This list excludes a number of other auctions, often in even larger size, 
conducted privately in the OTC market

2012  Jan Essen & London
  Feb London 
  Mar Amsterdam & Essen

  

2011  Jan Amsterdam
  Feb Amsterdam
  Jun  Paris
  Sep Amsterdam
  Oct  London
  Nov Amsterdam & London
  Dec Essen
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Why is the US Weather Market 4 Times Larger?
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Energy consumption (population and intensity)

Cultural differences (sources of finance drive hedging behaviour)

Less credit risk (preference for futures over OTC)

More weather volatility (really?)

Liquidity breeds liquidity

Who cares anyway? (cf equity market volumes)

US natural gas trading (speculators are active risk managers)

Maybe it isn’t? (different views on comparing OTC and CME trade sizes)
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UK Natural Gas Hedge

UK Gas Suppliers offer a fixed-price tariff to domestic customers 

Winter gas consumption depends on temperature so the Supplier has 
to buy extra gas on cold days and sell surplus gas on warm days

Prices are generally correlated with demand which increases the risk

Some Suppliers hedge via a combined weather and gas product

Gas Supplier
pays us

We Pay 
Gas Supplier

We Pay 
Gas 

Supplier

Gas Supplier
pays us

Temperature

Gas price

“Normal”

Tariff Price
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These structures have been very effective hedges this winter, with gas 
prices jumping through the threshold during the only seriously cold 

period

UK Natural Gas
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Source: UK Met Office and Bloomberg
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Get Involved

The weather market is large, growing and can accommodate any client need

For further information:
Attend WRMA events (Barcelona, September 17-19)•	
Refer to wrma.org, including the recent webinar at wrma.org/weather-markets-webinar.html•	
Visit cmegroup.com/trading/weather•	
Interact with market participants•	
Get advice from independent experts•	
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Peter Brewer - Chief Investment Officer
Phone +44 20 7451 9634
Cell  +44 7921 363132
Email  peter.brewer@pceinvestors.com

John Mortimer - Weather Derivatives Trader
Phone +44 20 7451 9638
Cell  +44 7968 008221
Email  john.mortimer@pceinvestors.com

Contacts
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This document has been written for illustrative purposes and as such is neither a solicitation nor a recommendation 
with respect to the purchase or sale of any securities nor does it contain the necessary information to form the 
basis of a decision to invest in any investment product. Any offering is made only pursuant to the relevant offering 
document, together with the current audited financial statements of the relevant fund, if available, and the relevant 
subscription application, all of which must be read in their entirety. No offer to purchase securities will be made or 
accepted prior to receipt by the offeree of these documents and the completion of all appropriate documentation. 
PCE Investors Limited its affiliates, their respective officers, directors, agents or employees do not recommend or 
solicit any investment from readers of this document. 

The material contained herein is based upon proprietary information and is provided purely for reference and as such 
is confidential and intended solely for those to whom it has been provided by PCE Investors Limited.  PCE Investors 
Limited has not had the information contained herein independently verified, nor does it represent it as necessarily 
accurate or complete. PCE Investors Limited makes no warranty, express or implied, regarding this information and 
shall not be liable for any losses, damages, costs or expenses relating to its adequacy, accuracy, completeness or use 
for any purpose. Readers should not rely upon this document to make any investment decisions, and should note 
that past performance is not an indication of future performance. 

The material contained herein is for private use only. Its text, statistical data and graphs or any portion thereof may 
not be stored in a computer, published, rewritten for broadcast or publication or redistributed in any medium, 
except with the express written permission of PCE Investors Limited.  PCE Investors Limited will not be liable for any 
inaccuracies, errors or omissions in the material or in the transmission or delivery of all or any part thereof or for any 
damage arising from any of the foregoing. 

PCE Investors Ltd (Registration No. 3477951) is incorporated in England and Wales, with its registered office at Charles 
House, 5-11 Regent Street, London SW1Y 4LR, and is authorised and regulated by the Financial Services Authority.
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