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Weather Indices of Deutsche Borse

Group — On the Way to Eurex-Traded

Weather Derivatives

The economic success of a variety of different industries strongly depends on weather con-
ditions: for instance, the beverage and ice-cream industries sell less during a relatively cool
summer compared to a hot summer. A summer turning out to be too hot, too cool, too
dry or too humid influences, on the other hand, the quality and quantity of harvests in the
agricultural industry. Less fuel needs to be consumed during a mild winter than in years
characterized by heavy frost, and hoteliers in the mountains have to record earnings losses
in years with little snow.

eurex

Deutsche Borse Group has started to calculate a set of 180
weather indices to be retrieved from www.xelsius.com, ena-
bling market participants to access relevant weather data on a
free-of-charge basis. In the future — as soon as the market has
developed a certain maturity — these indices are also to serve as
underlying instruments for Eurex-traded weather derivatives.

Weather derivatives have been actively traded within the USA
since 1997. A total of more than 2,500 transactions had been
recorded by summer 2000, equaling more than 7 billion USD.
Market participants estimate that the nominal equivalent of
European weather derivatives in the summer of 2000 to be
worth 75 million EUR, which corresponds to little more than 1%
of the overall American volume. Hitherto, market participants
generating the highest trading volumes have been large invest-
ment banks, reinsurance companies and a number of important
utilities. Actively involved players do, however, also come from
the agricultural, manufacturing, leisure, food and beverage, as
well as textile industries.

Market restrictions still exist

The — in comparison to the USA — relatively low volumes regis-
tered in Europe and, particularly, in Germany are basically attri-
butable to a range of trade restrictions. The legal and tax treat-

ment of weather derivatives either
varies from country to country or
is not regulated at all. In addition,
and unlike with equity, interest
rate or currency derivatives, there
are no commonly accepted price
models facilitating the evaluation
of such weather derivatives.
Rather high costs and the rather
poor quality of historical and
recent weather data however,
currently form the main obstacle
on the way to a liquid market for
weather derivatives. Potential
users encounter difficulties when
determining the correlation of
their operating ratios on the basis
of this data — hence, the expan-
sion of today's user base has
made only slow progress.
Responding to this problem,
Deutsche Bdrse and Eurex have
developed European weather
indices, which allow to identify
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continued weather risks and to measure them accordingly. Moreover, Deutsche Bérse HDD and CDD
these indices may already be used as underlying instruments for indices

weather derivatives traded in the OTC market. Since December 1, 2000, wea-

ther indices for the following

‘Temperature’ as the most crucial parameter 30 European cities have been
Although weather derivatives may be based on a variety of different weather parame- provided by Deutsche Borse at
ters, such as rain or snow, wind speed and degrees of cloudiness, temperature is cho- www.xelsius.com:

sen as the underlying instrument for more than 95% of all OTC-traded weather deri-

vatives. In both the USA and also Europe, trading in weather derivatives started out
between the various power suppliers. Daily power sales volumes of most suppliers clo-
sely correlate with the difference between the average temperature of the current day
and a fixed reference temperature. Depending on how far the daily average tempera-
ture deviates from the predefined reference temperature, the respective power
demand may either be higher or lower. Variations in temperature have thus a more or
less significant impact on the profitability of power suppliers. The concept of so-called
“Degree Days" (DD *) has been designed to measure this risk arising with regard to
the daily average temperature, and now represents the standard measure for the vast
majority of all transactions, even outside the energy industry.

An “Energy Degree Day"” (EDD*) is equivalent to a one degree
difference of the daily average temperature above or below the
reference temperature of 18°C (= 65°F). 18°C has been chosen
as the reference temperature since many households turn on
their heating systems in times of lower temperatures and the
air-conditioning, particularly in the USA, when temperatures are
rising. In the event that the average temperature of a certain
day is lower than 18°C, the degree-days measured accordingly
are also called “Heating Degree Days" (HDD*). If, on the other
hand, the daily average temperature rises above 18°C, the
corresponding degree-days are called “Cooling Degree Days"
(CDD*).

Each of the described HDD and CDD indices is calculated for every above-mentioned city on a daily, monthly and seasonal
basis (October through until March and April through until September). Overall, 180 European weather indices are thus avail-
able to market participants on a free-of-charge basis, with historical data dating back until 1969. The various cities selected
for the indices have been determined in such a way that the whole area of Europe is covered in the best possible way, and
that those cities most frequently used for weather derivatives within the OTC market are taken into account accordingly.
Since, for decades, changes due to urban development have had less impact on the results of measuring stations located at
airports, these stations have been preferred to those located at the city center. The index calculation is based on the checked
weather data supplied by the German meteorological service.

Outlook

With those weather indices becoming sufficiently accepted and the market for weather derivatives
within Europe showing the necessary maturity, contract Eurex will develop specifications for exchange-
traded weather derivatives in collaboration with active and interested market participants. In this
context, the above-described weather indices are to serve as underlying instruments. More detailed
information about weather indices as well as characteristics and possible applications of weather deri-
vatives can be retrieved from the websites www.xelsius.com and www.eurexchange.com, respectively.
For further information on weather indices, please contact Ralf Huesmann, T +49 (0)69-21 01-54 43,
e-mail: Ralf_Huesmann@exchange.de.

Holger Stirtz, T +49 (0)69-21 01-52 54, e-mail: Holger_Stuertz@exchange.de, will be happy to answer
any questions in respect to weather derivatives.
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Leading Platform for German

Bond Trading

In October 2000 Eurex Bonds, the
electronic trading platform for fixed
income trading, was successfully
launched as a Joint Venture of leading
financial institutions (ABN Amro,
Barclays, BBVA, BNP Paribas, Caboto,
Credit Suisse First Boston, Commerz-
bank, Deutsche Bank, Dresdner Bank,
Goldman Sachs, Morgan Stanley
Dean Witter and West LB) and Eurex
Frankfurt AG. The goal is to build up
the most liquid electronic market for
German and European federal bonds
and implement the integration of cash
and derivatives trading at the same
time.

Since introduction, Eurex Bonds has
seen a continuing rise in turnover
with a peak daily volume of EUR 1
billion in December. The trading plat-
form which is operated as an ECN
“Electronic Communication Network"
is advancing to become the leading
platform for German Government
bond trading.

Eurex Bonds is utilizing the function-
ality of the “Integrated Clearer” for
processing and clearing bonds and
futures through the Eurex Clearing AG.
The Eurex clearinghouse, which stands
as the counter-party between all trans-
actions by the participants, assumes
the risk of settlement for the buyers
and the sellers, who have to put up
margin collateral in return. At the
same time, the central counter-party
functionality provides the desired
anonymity for trading and settlement.

The competitive advantage of Eurex
Bonds is further enhanced by the com-
mitment of the Deutsche Bundesbank
to Eurex Bonds. The Bundesbank has
been performing its market-manage-
ment operations through Eurex Bonds
since October.

Bundesbank Welteke
emphasized the role of Eurex Bonds in

President

his speech at the Bundesbank's year-
end press conference. The Bundes-
bank expects that — in the medium
term — Eurex Bonds will establish its
position as the leading electronic plat-
form for bond trading in Europe. A
large part of the trading in German
federal securities that has been based
abroad until now will then take place
on Eurex Bonds, Mr. Welteke com-
mented.

To keep expanding its leading posi-
tion, Eurex Bonds will open up its
platform for further participants to
join. Shortly, the Joint Venture will
update its market model enabling. All
Eurex Bonds participants to enter
orders as well as quotes. The liquidity
will continue to be secured by the
Joint Venture partners. In the future,
Eurex Bonds intents to expand the
product line further to include
Pfandbrief issues and Basis instru-
ments on securities, not included in
the basket of bonds deliverable into
the Eurex futures contracts. Eurex
Bonds has had 17 active participants

trading on the platform by end 2000.

For further information, please contact
Patrick Deierling,

T +49 (0)69-21 01-74 68,

e-mail: Patrick_Deierling@exchange.de
or the Eurex Bonds Helpdesk

T +49 (0)69-21 01-12 22,

e-mail: Eurex_Bonds@exchange.de



New Eurex Workshops for Private Investors

After a successful seminar program offered during 2000, Eurex — in cooperation
with Borse Online — will be launching yet another set of training courses on options
and financial futures for the first half of 2001. In addition to the various starter
seminars, a range of corresponding advanced courses will be introduced for the first

time from February 2001.

On two evenings in each location, basic knowledge will be
imparted on options and financial futures, indicators for option
valuation as well as trading strategies. Building on the contents
of these first two evenings, advanced trading strategies and
option combinations will be demonstrated with the aid of prac-
tical examples and exercises during the third evening.

All of these events will be held in various German cities, as well
as Zurich, and are intended for the interested private investor
who has already gained some experience in the field of securi-
ties trading (e.g. equities). The purpose of the fundamentals
course is to impart basic knowledge on the use of options and
financial futures. The advanced course, on the other hand, has
been designed to consolidate this basic knowledge and to dis-
cuss more demanding applications for options.

The respective courses will be run by experienced Eurex trainers
and moderated by a member of Borse Online's editorial staff.
Eurex staff will be available to answer any questions arising with
regard to trading and Eurex products.

Banks, discount brokers as well as other financial services provi-
ders will also attend the events, utilizing them as an opportunity
to present their related offers on futures and options trading to
the audience.

Workshop locations and dates

Course contents
The following topics will be discussed during the first
two days:
e Introduction to derivatives markets and trading
practices
e Basic information on Eurex options and financial
futures
e Profit and loss valuation
e Risk/reward profiles
¢ Fundamentals of option pricing
e Strategies for hedging and yield increase
On the subsequent third day,
which builds on the contents of
the first two days, more advanced
trading strategies will be discus-
sed and various possible option
combinations explained using
appropriate practical examples.

Workshops begin at 4:30 p.m. and end at around 9:30
p.m. Participants may inform themselves about various
services offered by the exhibiting institutions from 3:30
p.m. on.

Location Starter course Advanced Course
Frankfurt am Main February 21-22, 2001 February 23, 2001
Stuttgart February 28 — March 01, 2001 March 02, 2001
Munich March 13-14, 2001 March 15, 2001
Dusseldorf April 10-11, 2001 April 12, 2001
Berlin April 17-18, 2001

Hamburg April 24-25, 2001 April 26, 2001
Leipzig May 08-09, 2001

Mannheim May 15-16, 2001

Cologne June 06-07, 2001

Zurich October 25-26, 2001 October 27, 2001

Further information on the various courses, including registration forms, can be accessed on
www.eurexchange.com/retail/seminar_de.html or T +49 (0)69-21 01-12 90 or T +41 (0)1-229-29 48.

For any further information on exhibition opportunities, please contact
Lothar Kloster, T +49 (0)69-21 01-72 89, e-mail: Lothar_Kloster@exchange.de or
Claudia Behlen, T +49 (0)69-21 01-80 42, e-mail: Claudia_Behlen@exchange.de



Launch of New Eurex Website Eurex Clearing Supports Efficient Clearing

Solution in Europe EEX Derivatives Market Starts in First Quarter 2001

Changes in the Calculation Interval and Distribution of the NEMAX®50

De-listing of Finnish Stock Options

Launch of New Eurex Website

Release 2.0 of the Eurex website, www.
eurexchange.com, went live on December
19, 2000. The main features of the new
release are an improved navigation and
updated design. The goal was to achieve a
user-friendlier site and to meet the requests
of all user groups. Updated Company infor-
mation, training dates, and links to other
Eurex marketplaces are new additions to
the site. For more information please visit

our website www.eurexchange.com

Eurex Clearing Supports Efficient Clearing
Solution in Europe

Eurex Clearing AG emphasized its willing-
ness to collaborate on a meaningful clearing
solution for Europe. The responsible Eurex
Executive Board member, Otto Négeli, said
that Eurex Clearing would be available as a
partner for the market in order to improve
clearing and netting efficiency in Europe.
Eurex Clearing currently functions as the
central counterparty for trading in financial
derivatives at Eurex and for cash-market
trading in German federal bonds on the
ECN Eurex Bonds, which Eurex has been
operating with leading international bond
trading houses since October 2000. During
the second quarter of 2001, the clearing-
house will be open for clearing repurchase
agreements (repos) that international mar-
ket participants have been able to trade via
the ECN Eurex Repo since the beginning of
October. Clearing and netting for equities
will follow.

"We have the tried-and-tested technology
and also have the critical mass that no
other European clearinghouse has to offer
today," said Négeli. This combination posi-
tions Eurex Clearing as the best solution for
the market, he added.

For more
Alexander Merkelbach,

T +49 (0)69-21 01-50 34, e-mail:

information please contact

Alexander_Merkelbach@exchange.de

EEX Derivatives Market Starts in First
Quarter 2001

On December 13, 2000 the European
Energy Exchange (EEX) announced it would
begin derivatives trading in electricity in
the first quarter of 2001. The two futures
contracts will be based on the electricity
indices for base-load and peak-load blocks
that EEX computes and publishes since
December 11, 2000, and will have terms of
one to 18 months. Trading will be carried
out on the Eurex trading system. Trading
hours will be from 10:00 a.m. to 3:00 p.m.
"We built up the main market for electricity
in Germany with our spot market in record
time,” as the two EEX Executive Board
members Christian Geyer and Hans E.
Schweickardt pointed out. "Based on this
success, we will also establish German deri-
vatives trading in electricity."

EEX is expecting the group of participants
to expand again considerably when the
derivatives market is launched. According
to EEX, the derivatives market is also attrac-
tive for participants outside the energy
sector who want to expand their business
activities with trading in electricity futures.
Currently, there are 29 participants from six
countries trading in the spot market who
essentially come under the heading of
energy producers and consumers as well as
energy traders. Roughly 1.5 million-mega-
watt hours (MWh) of electricity have been
traded at EEX since the spot market was
launched on August 8, 2000.

For more information please contact the
EEX-Hotline, T +49 (0)69-21 01-18 90,
e-mail: EEX@exchange.de

Changes in the Calculation Interval and
Distribution of the NEMAX® 50

The calculation interval and distribution of
the NEMAX® 50 Performance Index value
has been changed after the December 2000
expiry. The NEMAX® 50 index, which is
the underlying index for the NEMAX® 50
Futures (FN50) and NEMAX® 50 Options
(ON50), was calculated once per minute. As
of December 18, 2000 the index value is
computed and distributed every 15 seconds.
For more information please contact Olaf
Hummels, T +49 (0)69-21 01-52 54,

e-mail: Olaf_Hummels@exchange.de

De-listing of Finnish Stock Options

Eurex, in cooperation with HEX Helsinki
Exchanges, took the decision to de-list the
following Finnish
Underlyings: Fortum (FOT), Huhtamaki
(HUKI), Metsa-Serla (MSRB), Metso (VLM)

and Sampo Insurance (SMPA). Furthermore,

stock options on

the stock option on Elisa Communications
will be transferred into the expiration group
B (contract terms up to max. 12 months) by
March 19, 2001 at the latest.

As part of the de-listing process, no new
series will be introduced in the above-
named options as of the December 2000
expiration date, and the product status for
each option will be set to ‘Halt’ as soon as
all open positions have been closed. The
five stock options to be de-listed from trad-
ing on Eurex are available for trading on
HEX Helsinki Exchanges since December
11, 2000 when series for March 2001
expiry will be introduced.

For more information please contact
Christine Heyde, T +49 (0)69-21 01-56 98,

e-mail: Christine_Heyde@exchange.de
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