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A Brief History of the Market

Winter 1997/98 - Strong El Nino provides catalyst for weather
market as warm forecast worries energy
producers/distributors/traders

Summer 1998 - Strong heat across Texas and South leads to
price spikes in wholesale electricity markets. Limited number
of market participants but primarily energy marketers.

Winter 1998/1999 and 1999/2000 - Warm winters lead to
iIncreased awareness to weather-induced energy demand
destruction. Slow but steady growth of market.

Winter 2000/01 - Intense cold leads to natural gas spike.
Increasing embracement of weather market by utilities and
energy marketers (preferred species). The weather vs.
commodity relative value proposition gains significant
momentum as participants surge into the marketplace and
liquidity/depth of market accelerates.




Fall 2001 - Market reaches its peak as Enron files for
bankruptcy and credit vacuum develops.

MASS EXTINCTION ensues over the course of the next year
and few survive intact. New shops, however, are initialized
through fragmentation and cross fertilization (a new preferred
species emerges). Recently developed European market
resists credit/economic downturn.

Participant List Pre 2002 Extinction: Accord, AEP, AlG, Aquila,
BNP Paribas, Castle Bridge, Commercial Re, Constellation,
Coral, Dominion, Dreyfus, Duke, Dynegy, El Paso, Enron,
Exelon, Hess, Entergy-Koch, J. Aron, Mieco, Mirant, PGE,
Reliant, Society General, Sorema, Swiss Re, Systia, Tempest
Re, Vitol, Williams, and XL.

Surviving Entities T Accord, Constellation, Hess, Entergy-
Koch, J. Aron, Swiss Re, and XL.

Note: Company lists not necessarily complete (estimates)



A New Preferred Species Emerges

A 2003/04 - Market transitions from OTC to CME centric to
mitigate credit risk. US market rebounds as banks (e.g. Merrill
Lynch, Deutsche Bank, etc.) and hedge funds (Ritchie,
RQSI/GuaranteedWeather, HBK, DE Shaw, etc.) enter and
revitalize the space primarily through weather/commodity
linkages. Traditional reinsurance companies such XL and
Swiss Re also provide a firm foundation for the market.

A Late 2004/2005 - European weather market reaches its peak
with slow steady decay observed to present.

A 2006/mid 2007 - Hedge funds continue to gain momentum in
the space; however, turnover is quite high. Weather market
appears to reach its pinnacle.

A 2007/08 - Macroeconomic conditions deteriorate. Weather
and commodity prices begin to decouple as commodity bubble
develops. By late summer 2008/winter 2008-09, weather a
limited factor in commodity price determination. Weather
market compresses.
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Season by Season Comparison of Trade Volumes and Total Tick Size for the Last
Five Winter Seasons (Approximations)

Winter
Season

2004/2005

2005/2006

2006/2007

2007/2008

2008/2009

Number of
Trades

2556

3558

3229

2762

1809

Total Tick
Size

$6.46mm

$11.11mm

$7.34mm

$7.88mm

$4.21mm

Season by Season Comparison of Trade Volumes and Total Tick Size for all

Summer Trades to Date as of May 26, 2009 (Approximations)

Summer
Season

2005

2006

2007

2008

2009

Number of
Trades

904

614

551

693

330

Total Tick
Size

$2.82 mm

$2.21 mm

$2.67 mm

$3.78mm

$1.57mm
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We Have Seen This Before and
NnWeat heredo t he

A Current Players: Arcim, Constellation, ConAgra, Coriolis,
Cumulus, CSFB, De Shaw, EDF, Fortis, Galileo, Hess, KG
Capital, Merrill Lynch, MSI-GW, Nephila, Paris Re, Ren Re,
RWE, Southstar, Susquahanna, Swiss Re, Tudor, TXU, and
Whiteside

A Departed participants since previous mass extinction: ACE,
Amaranth, Hellesponte, Centaurus, Cargill, Citadel, DTE,
DRW, HBK, Hudson Capital, J. Aron, Munich Re, PSEG,
Pyrenees, Ritchie Capital, Saracen, Sempra, Sirius, Tower
Research, UBS, Wolverine, and XL

A How does the market evolve throughout the current economic
) Y . .
N oM extinction event?

:
o ol A What is the new preferred species?



Dominant Species at Present

I Hedge funds
A Embrace a multi-strategy, portfolio approach
A Weather only one of many instruments in multi-dimensional portfolio
A Trade weather to add alpha or optimize broader portfolio
A Liquidity essential across entire temporal continuum
A Model of commoditization

i Financial/Insurance participants

A Write large volumes (typically short volatility) in advance of season for
ingestion into their broader insurance or insurance-like portfolio

Less interest/motivation to optimize weather intraseasonally since
they are relying upon broader portfolio diversification

A

A Don6t usually trade weather to opt.i
stem from the evolution of an aggregate portfolio

A

Model of insurance/securitization

Market Diffluence

Volume 674165.00 Open Interest 67035500

AW A - krooos, Financial/ Insurance Hedge Fund
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We at her Mar ket Ch al

I Macroeconomic risk aversion/capital preservation

I Broader markets in a constant state of flux due to
constant government (s) perturbation
(s)eregulation, monetary p

I Current macroeconomic industrial demand
destruction overwhelming any incremental weather-
Crrerrerererrre | nduced energy demand i1 ncr
3l a secondary or tertiary factor (red days and green
WEVS))

5000 String Generated Wx and Feb NG Trajectories: LGA
Nov-Jan HDDs vs. NG Settlement Price
*

ymies fell as much as 16% this winter despite unusually
bal Insight.
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