Writeup on Weather Derivative:

General Structure:


Term:


Jun-02 – Sep-02


Location:

Long Beach, CA


Max Payout:

$250,000


Payout/Degree day:
$7,000


Strike:


20 Degree Days


Degree day Base:
95 degrees


Premium:

$55,000

Average Number of degree days above 95 for the last 10 yrs  = 15

Standard Deviation of degree days above 95 for the last 10 yrs = 15

This is a structure that will look at the cumulative number of degree days above 95 during the term.  The payout will be calculated by taking the cumulative number of degree days  times the Payout per Degree day.  

Benefits:

1. Provides protection against hot weather in Southern, CA

2. A more liquid instrument

3. Limited up-front capital

Negatives:

1. Location is on the shore of the Pacific and not inland CA

2. Structure is not designed to correlate with cuts in gas flow

