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Rainfall [mm] at Madrid & Valencia

Hydro power production in GWh
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Why do firms manage weather risk?

Weather drives supply ... .. ...and demand

Volatility of rainfall . . .

©
o
o

Monthly demand versus temperature — gas distributor
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What volatility looks like m

Half Hourly Raw Data Market Data between 1/10/2009 and 12/09/2010
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Why do firms use weather protection?

N
Reduce risk of financial
distress
Weather Demand risk .. . Which y
drives creates spot firms manage N
demand price for various o
exposure . . . reasons Lower volatility in
operating profits
J
)
Align exposure to
stakeholder preferences
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Sometimes it looks obviously better
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Impact of 11/16TWh collar
Operating profit assuming €50/MWh in margin
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Are we hedging consistently?

Risk tolerance
Impact of 1 standard deviation move on profit - 2008
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Some common objections

e It's expensive
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mmmw My competitors aren't doing this

e My demand problem is the economy

smmwl \Ve don't speculate

mmaw | he market is intransparent and illiquid

mamwl \Veather risk is diversified

mber 2010
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Legal notice

©2010 Swiss Re. All rights reserved. You are not permitted to create any
modifications or derivatives of this presentation or to use it for commercial
or other public purposes without the prior written permission of Swiss Re.

Although all the information used was taken from reliable sources, Swiss Re
does not accept any responsibility for the accuracy or comprehensiveness of
the details given. All liability for the accuracy and completeness thereof or
for any damage resulting from the use of the information contained in this
presentation is expressly excluded. Under no circumstances shall Swiss Re
or its Group companies be liable for any financial and/or consequential loss
relating to this presentation.




