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The Rock Garden restaurant protects against a poor summer.

The first weather risk management contract for a restaurant has been completed on behalf of The Rock Garden by Speedwell Weather Derivatives Limited. The deal, that will protect revenues against the adverse effects of a cold summer this year, has been arranged with Enron.
This deal, the latest in a series of deals arranged by Speedwell for weather affected businesses in the Capital, signifies the growing use of weather risk management products by companies other than within the energy sector.

The Rock Garden is situated in the piazza in Covent Garden, part of London's West End. It is ideally situated to take advantage of both tourists and local business clientele. Like many businesses in 2000 it saw its revenues affected by the unusual weather experienced by the UK. Philip Matthews, Managing Director of the Rock Garden said "Our location and the nature of the site, which has a significant proportion of our tables outside, means that we are to some degree affected by unfavourable weather. We have known for some time that we are affected by changes in the weather but we now have a detailed understanding of our exposure. Now that weather risk management products are available we have decided that it is in the interests of our business to use them". 

Enron, one of the leading providers of weather risk management instruments both in Europe and worldwide, wrote  the contract that begins in March. Thor Lien, Vice President, Weather Risk Management said "Companies have begun to recognise that the weather can have a significant impact on revenues. What is new is that companies are now realising that they can do something about it. Weather Risk management tools empower companies to protect themselves from the unpredictable nature of the weather".

Rob Preston, Director of Speedwell Weather Derivatives, said "Clearly last year had a significant impact on many companies earnings but most have been aware of the risk they face from the weather since they began trading. What we are observing now is the increasing awareness of managers of weather risk management as a method of eliminating this risk. Now they can concentrate on producing the products or providing the services that they are skilled at. Despite the limited number of deals completed at present we are experiencing a rapid growth in the demand for our weather risk analysis, the first step in mitigating weather risk, and we expect the number of deals to increase steadily as a result".

The deal protects the Rock Garden from a summer that has too many days below a certain temperature between March and June. Once a number of days has been reached the Rock Garden will receive a payout for each further day below that reference temperature. The payouts have been weighted to reflect the greater earning potential in some months compared to others. 
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