
Southern Hydro Partnership hedge exposure to drought with Credit Lyonnais Rouse Derivatives

Southern Hydro Partnership (SHP) last month entered into a 3-year contract with Credit Lyonnais Rouse Derivatives, a division of Credit Lyonnais SA, (CLRD) – soon to be known as CALYON - to protect themselves against the risk of low rainfall.

SHP lowered the cost of the hedge by entering into a precipitation collar, where they receive payments if rainfall is lower than a theshold amount, but pay CLRD in years where there is a lot of rainfall.

David Foster, Head of Weather Derivatives at CLRD said, “Victoria has seen rainfall levels significantly below the 10-year average in recent years, and for a hydro-electric company this can be very problematic.  By structuring this deal as a collar, it was possible to provide protection at a reasonable cost, and thus remove the volatility in earnings caused by the elements.

SHP were one of the first hydro-electric companies to realise the benefit of weather derivatives for their business, and we were pleased to be able to provide them with the most competitive price for protection.  By customising the structure to reference it to the most local weather station we were able to create a hedge that very closely matched SHP’s exposure.

Darryl Flukes, General Manager of Energy Trading at SHP said, “Southern Hydro places a premium on cashflow and revenue stability.  This transaction further protects us from production variability inherent in hydro generation.”  He further added that “the weather risk management industry again provided us with excellent service in developing a tailored solution with competitive offers from a number of providers.  A significant aspect of this particular transaction is it being referenced to a more remote location (Lake Eildon), rather than the traditional major cities, so eliminating any geographical basis risk.” 

Southern Hydro owns and operates 600MW of renewable hydro-electric facilities in South East Australia, most of its assets, staff and economic activities being located in rural Victoria and New South Wales.  Southern Hydro is owned by Meridian Energy Ltd of New Zealand which is a global leader in hydro-electric and renewable power generation. 

For further information, please contact Darryl Flukes on (61) 3 9616 1001 or at dflukes@southernhydro.com.au
Credit Lyonnais Rouse Derivatives offers weather derivatives on any weather variable at any location worldwide.  It’s client base draws on numerous other industries as well as the energy sector.  CLRD is happy to create customised structures to match the risks of individual companies, and these can be as simple or complex as customers require.

For further information, please contact David Foster on +44 20 7214 6436 or at david.foster@creditlyonnais.co.uk
