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5-7 December 2007, WMO Headquarters, Geneva, Switzerland

Case Study Documentation Template

Annex I


“Case Study No.: 9  (NB delivery time to be changed to 14:00 Day 2)
“Simple HDD Program”

“Warren R. Isom”
“Willis Re”

I. Short background and Synopsis of the Case Study (Sector, impacts, purpose of the financial product and how it works, stakeholder segmentation, beneficiaries of the contract, etc.) 

Case study gives an example of the first basic weather risk management programs, designed initially to manage effect of adverse weather on economics of energy supply (distribution) companies.  Stakeholders are the distribution companies and their investors, energy consumers and government utility regulators.   
The example treats the exposure of a natural gas distribution company and provides compensation for warm weather during the temperate heating season.  
· The risk of warm weather is transferred from the gas distribution company to the risk taker on the basis of historical weather patterns.  
· The risk taker is obligated to pay to the gas distribution company when the number of heating degree days (HDDs, in this example base 65ºF) aggregated during the risk period falls below a pre-agreed level (attachment).  
· In the example the amount of payment is calculated in relation to the amount that the number of HDDs aggregated during the risk period is less than the attachment.
· The example transaction relies on robust historical temperature data and on the prompt reporting of current temperature readings.
 II.  
Risks associated with meteorological, hydrological and climate conditions 

The climatological and meteorological risk is temperature.

II. Segmentation of the customers for the meteorological, hydrological and climate products and services

Market makers, consultants, utilities and regulators require temperature data for risk management, structuring, pricing, evaluation and portfolio management activities related to the program.

III. Customer requirements for meteorological, hydrological and climate products and services

a. Observed parameters and value-added data products (please fill in Annex 1 and add any additional parameters and indices relevant to the case) see Annex 1
i. Content (Parameters, frequency of observation, years of historical records, horizontal and vertical resolution, real-time updates, Metadata)

ii. Format

iii. Quality assurance

iv. Data improvement (Filling the gaps and homogenization)

v. Indices

vi. Delay in delivery of different levels of value-added data (raw data quality assured, improved data)

vii. Delivery methods and data management and access interfaces 

viii. Technical data support services 

b. Requirements for statistical analysis of historical data

Historical data is one of the three pillars of weather risk management.  The analysis of historical data is fundamentally important to managing weather risk.  Statistical analysis usually is left to the buyers and sellers of risk transfer who have to take responsibility for economic decisions.  Differing analytical views, combined with portfolio considerations, result in increased choice for buyers (structure, price). However, given complexity of the subject it is fruitful for both the private and public sectors to discuss and compare differences in analysis.  Additionally, certain participants in the weather market require extensive data beyond the immediate requirements for a given risk management project in order to understand general conditions and interrelationships (e.g. climatologlical teleconnections).  Such advanced analyses often are proprietary to individual risk takers.
c. Requirements for weather and seasonal to inter-annual climate forecasting and decadal products

i. Content (Parameters, probabilistic, temporal resolution, horizontal and vertical resolution, update frequency, etc.)

ii. Consensus forecasts

iii. Format

iv. Delivery methods and access interfaces 

v. Technical forecast support services 

Consistently with “b” above, the sophisticated participants in the weather market have substantial appetite for a variety of esoteric data and forecasting products – which they use in support of and in conjunction with their proprietary work.
d. Other requirements for service delivery

Rapid, prompt, dependable, consistent and low cost, with ease of access to providers to answer questions
IV. Other relevant issues
Please note that Annex 1 was completed with respect to the narrow parameters of the example transaction.
	
	Horizontal and vertical resolution
	Frequency (observing cycle)
	Min and Max Years of historical records
	Need for real- (or nearly real- time  observations)
	Delay in availability
	Level of Quality Assurance
	Meta Data 
	Data improvements 

- Filling gaps

- Homogen-ization

	surface air temperature


	
	Minimum daily
	Min: 30 years
Max: open, but require data about measurement
	low
	24 hours
	Able to accept preliminary data and reasonably prompt quality control cycle
	Station history, instrumentation, data capture policy and procedures
	Currently done by private providers.  Transparency about methods and procedures

	Surface pressure
	
	
	
	
	
	
	
	

	Wind (Speed and Direction)
	
	
	
	
	
	
	
	

	Rainfall
	
	
	
	
	
	
	
	

	Snow cover, depth and water equivalent
	
	
	
	
	
	
	
	

	Humidity
	
	
	
	
	
	
	
	

	Surface vegetation type and cover
	
	
	
	
	
	
	
	

	Cloud cover
	
	
	
	
	
	
	
	

	Soil moisture
	
	
	
	
	
	
	
	

	Soil Temperature
	
	
	
	
	
	
	
	

	Snow melt (Run off)
	
	
	
	
	
	
	
	

	Frost
	
	
	
	
	
	
	
	

	Hail
	
	
	
	
	
	
	
	

	Surface water discharge
	
	
	
	
	
	
	
	

	Ground Water storage and fluxes
	
	
	
	
	
	
	
	

	Evaporation
	
	
	
	
	
	
	
	

	Sea surface temperature
	
	
	
	
	
	
	
	

	Wave height, direction and period
	
	
	
	
	
	
	
	

	Below sea surface (boundary layer) temperature
	
	
	
	
	
	
	
	

	Tropical Cyclone (Path, land fall location, circumference of damaging wind, wind direction and speed, etc.)
	
	
	
	
	
	
	
	

	Other (please specify)
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