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WRMA supports CFTC’s proposed regulatory framework but points out key areas of concern

In response to pressure from the business community, the US Congress, the US Treasury and the Securities & Exchange Commission, the Commodity Futures Trading Commission issued a proposed new regulatory framework at the end of June.  This “regulatory reinvention” by the CFTC means that the Commission is trying to move away from the current rigid rules-based regulation to a more flexible process based on “core principles.”


According to Daryl L. Rice, an attorney with McDermott, Will & Emery, the CFTC is proposing three new levels of regulation for derivatives markets. Says Rice: “The least restrictive level of regulation applies to what is called an ‘exempt multilateral transaction facility’ (‘exempt MTEF’).  Markets subject to this level of regulation need only comply with the most basic requirements, such as the anti-fraud provisions of the Commodity Exchange Act.   The CFTC will only permit certain types of commodities to be traded on an exempt MTEF, such foreign currency, interest rate derivatives, and contracts based upon an occurrence or contingency beyond the control of the parties to the contract.  These may be traded on the least regulated exchange in part because the CFTC regards them as not susceptible to manipulation.   For this reason, weather derivatives are likely to be included in this category.  In addition, only institutional traders may use an exempt MTEF.” 

The next level of regulation applies to the "derivatives trading facility" or DTF. “Among other requirements, a DTF must comply with seven core principles such as market oversight, transparency and recordkeeping,” says Rice. “The highest level of regulation is called the ‘recognized futures exchange’ (RFE).  This will apply to traditional futures exchanges, such as the CBOT and NYMEX.  RFEs must comply with fifteen core principles, but are open to nearly any commodity and any trader,” Rice explains.


In a letter dated August 7, 2000, WRMA Executive Director Valerie Cooper told the CFTC that “WRMA supports the Proposed Regulations and commends the Commission’s move toward regulation based upon ‘broad performance standards in the form of core principles.’” WRMA concurred with the Commission’s suggestion that weather derivatives should be placed under the category of exempt MTEFs. 

But, WRMA expressed concern that “the participation of brokers, who are vital to the functioning of the weather derivatives market, will be inappropriately limited by a provision of the Proposed Regulations.” According to the proposed regs, WRMA stated, “eligible participants, ‘either trading for their own account or through another eligible participant,’ may trade on an Exempt MTEF.  Thus, it appears that brokers, if they are eligible participants, will be able to trade on an Exempt MTEF for the accounts of their clients (if the client is also an eligible participant).  However, the proposed definition of ‘eligible participant’ appears to preclude many brokers from taking advantage of one of the main provisions for qualifying as an eligible participant. “ WRMA urged the Commission to modify its the definition of eligible participant so that brokers may more easily qualify, and therefore will not be precluded from trading on an exempt MTEF. 

The Association also supports the portion of the regulation “which provides that counterparties to contracts traded on an Exempt MTEF can not claim that such contracts are void or unenforceable due to a failure to comply with the regulations.  It is unclear, however, why the Commission should still apply the anti‑fraud and manipulation provisions of the Act to weather derivatives when the Commission has already acknowledged that such products may not be susceptible to manipulation.”

According to attorney Rice, it will be less expensive for companies to trade an exempt MTEF.  “Regulation equals cash spent for most firms,” he points out.  In addition, Rice expects that the Commission will realize brokers were overlooked when the regulations were written. 

The comment period closed on August 21. Final regulations should be issued by the CFTC either later this year or in early 2001. The CFTC regulation is: A New Regulatory Framework for Multilateral Transaction Execution Facilities, Intermediaries, and Clearing Organizations; 65 Fed. Reg. 38986; (June 22, 2000).  http://www.cftc.gov/foia/fedreg00/000622d.htm
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President’s Message, continued from page 1


More “intermediary” players have  ventured into weather market.  I’ve personally spoken to a number of investment banks in the past few months as the banks explore the market’s possibilities. At the same time, we’ve seen a limited contraction in the number of energy brokers handling weather derivatives. Whether we like it or not, this contraction is part of the market’s natural evolution.  Also, a number of market participants have introduced electronic trading systems.


The market is evolving outside of North America, too. The European and Asian weather markets continue to grow as the concept of weather derivatives is accepted. As you know, this growing interest has led the Board to establish separate European and Asian Committees which will seek to address the unique standardization challenges in those areas of the world. Our European committee is preparing to host a one-day conference which is scheduled to be held on  November 8 in Paris. More information will be provided to the membership very soon.


Within WRMA, change is also taking place. At our business meeting in June, we discussed rewriting our bylaws to clarify certain issues. We considered the revision of the bylaws to be a high priority and therefore saw to it that they were rewritten promptly.  The revised bylaws have been developed by outside counsel, reviewed by the Board,  and have been sent to the membership for their approval. 


The WRMA website is undergoing a makeover, too. We received a lot of feedback from members regarding the website and how it should be upgraded. I’m pleased to report that we have found an outside vendor who will be making many of the suggested improvements to the site. The new version of the website will be up and running quite soon.


With all the changes happening in the market, it’s sometimes difficult to measure how far the market has grown without having benchmarks in place. To that end, WRMA has contracted PriceWaterhouseCoopers to gather basic benchmarking information about the weather derivatives markets by using a survey. We are finalizing the survey questions and PWC will be launching the survey in the near future. Since WRMA will greatly benefit from the data produced by the survey, I urge all members to complete the survey and return it to PWC by the deadline. 


Feedback from our members has been and continues to be an important part of the association process. In launching this quarterly newsletter, WRMA hopes to provide a forum for news and ideas for members. We welcome your suggestions about topics or issues that you think the newsletter should explore. 


--Pete Gakos








Name This Newsletter 


and Win!


This is the first issue of WRMA’s quarterly members’ newsletter and it needs a name.  What’s in a name? Plenty.  Especially if you are the lucky winner of the Name This Newsletter contest!


The name could be ironic, funny or very erudite.  It’s up to you.  Submit your suggestions to Executive Director Valerie Cooper no later than September 22.  The Board will make the final decision on the name. 


 The winner will receive a free registration at the 2001 WRMA Annual Convention. 


The results will be published in the Fourth Quarter issue of the newsletter.








A Message from the President 





As we head into the autumn here in North America, we are seeing a transition in the season and in the marketplace. 


Weather and energy prices continue to be volatile, leading many analysts to expect prices for heating oil and natural gas to remain very strong during the upcoming winter. However, early forecasts for the winter season are predicting a mild winter in many areas.  These mixed signals should make the upcoming  HDD trading season very challenging as end users try to evaluate the nature and extent of their hedging strategies. 


We’ve already seen new demand for weather derivatives from new entrants into the market, including Louis Dreyfus, Dynegy and new European players. 


continued on page 2
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Committee News 





The European Committee is hosting its second meeting on Wednesday, November 8 at the Societe Generale offices in Paris, France.  The focus of the meeting will be on European data issues (Germany, Spain, Finland and others) as well as European tax and legal concerns.  This one-day meeting is open only to WRMA members.  If you have some ideas or contacts for speakers please contact Martin Jones of Societe Generale, head of the European Committee, at (44) 207 676 7172 or Philippe Chauvancy of United Weather at (01) 201 798 8831. 





The Asian Committee is looking to broaden participation in the Asian region.  The committee is planning a meeting to be held in early 2001 in Tokyo.  For more information, contact John Polasek of Koch Industries at 713-544-5592.





The America’s Committee is continuing to work on contract issues.  At this point, there are three areas under study.  First, identify within the confirmations what is standard and therefore not negotiable.  Second, identify which portions are negotiable.  Third, provide some sample language for the negotiable elements of the confirmations.  If you would like to be involved in this process, please contact Jeff Porter of  HETCO at 212-536-8982.

















Call for topics! 


Call for volunteers!


Planning is underway for WRMA’s Annual Meeting to be held June 5-7, 2001 at The Fairmont Southhampton Princess Hotel in Bermuda.  WRMA’s Board of Directors would like to hear your thoughts about topics for the sessions. 





Many members expressed an interest in having an analysts session again and that is being explored.  In addition, volunteers are needed to identify and contact speakers, and moderate panels.


 Please contact Executive Director Valerie Cooper to volunteer or to submit your ideas for topics and themes for the meeting.





Weather Data Survey Planned with PriceWaterhouseCoopers





The importance of good data is well recognized by everyone in the weather risk management community.  Data on the weather market is becoming as important as good temperature data. 


In an effort to compile data for benchmarking purposes, WRMA has contracted with PriceWaterhouseCoopers’ National Economic Consulting Group, based in Washington DC, to survey members regarding weather data.  


The survey, developed by WRMA’s Board of Directors, will determine the size of the market, the size of trades and the types of trades (swaps, precipitation, HDD, etc.), notional values and the regions where trades were done.  The data will be collected by season starting with Summer 2000, Winter 1999, Summer 1999 and so forth.  All data will be collected confidentially and will be totally aggregated.  


Members will receive a letter from PWC with instructions and a paper copy of the survey.  The completed survey will be returned to PWC for processing.   Keep an eye on your mailbox for the survey!














Member’s Spotlight





TFS Energy, LLC is a new company formed by the joint venture of TFS and Sakura Dellsher Inc.  TFS Energy will be headquartered in Stamford, Connecticut and will operate out of TFS’s existing offices in Stamford and on the floor of the New York Mercantile Exchange.  


	According to the company, the deal ”will merge over 70 brokers and support staff to cover OTC physical and derivative products and exchange traded futures and options in most energy related fields, including electricity, natural gas, coal, emissions and weather.” 


	Alan Kurzer, president of TFS Energy, says that “By combining the expertise and resources of two groups that have specialized in energy derivatives for over 10 years each, we have built a new top tier player in the OTC and exchange traded energy brokerage industry.  The critical mass created by this merger will enable us to provide improved market coverage to current clients and to aggressively expand the products and services we offer in the energy related emerging markets.”
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Revised Bylaws Up for Members’ Votes


Following discussion at the 2000 annual business meeting, WRMA’s bylaws have been rewritten to clarify a number of issues and provide for a nominations process.   The bylaws have been amended to add an associate member to the Board, to add a new membership category for end-users, and to confirm that the membership will have the sole responsibility for amending the bylaws.  


Copies of the revised bylaws have been mailed to the Regular members.  Voting deadline is September 8th.














