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INTRODUCTION

The heating fuel industry is heavily dependentwen factors that are out of the industry’s contfogl prices
and the weather. Fuel prices are determined bgldtml market price of crude oil and natural g&sce
fluctuation, which affects demand and volume, isiptetely beyond retailer control and extremely titdaFor
example, fuel and gas prices in 2008 fluctuatechfroore than $140 a barrel to less than $50 withsha few
months. Highly volatile fuel prices make it extrdyndifficult to budget and predict for expenses amakgin per
gallon during the winter. Because of heavy competiand a weak economy, heating fuel dealers cannot

increase returns by passing on the price increafiesl costs to customers.

A recession has put household budgets under tightisy and, as a result, affected the heatingifwistry.
Additionally, homeowners are reducing expensesrbifihg heating and switching to alternative energy
sources, which weakens heating fuel and propanaiégmationwide (keep in mind that nearly half dfhaiat

and propane revenue comes from household use).

Decades ago, price hedging became a successftibadior the heating fuels industry and is a compyaace
financial tool to this day. Companies routinely gegbrices — both by buying fuel in advance as azby
selling fuel at fixed prices before the start af thinter season. However, volume hedging has biffissull
since it is highly influenced by the weather. Weattoverage changes that fact, allowing heatingréiailers
and wholesalers to protect revenue from weathetuations. Now revenue can be more predictablerdéess
of volume fluctuations that affect profit margingrohg warm winters or extreme cold snaps.

Like price fluctuation, the weather was once unngaiahle, but today weather coverage can enablengdag!
retailers to protect their revenue by hedging weratWeather coverage can also help businesses indbstry

grow sales.

Although the concept of weather coverage is netherheating fuel industry, it has been embracethi®tast
decade in the electricity market. The popularityvefither coverage is growing as businesses face new
economic and climate challenges. This paper igewritor an audience of oil heat, natural gas, ligde
petroleum, and other fuel retailers whom, througlbal sales and deliveries, cater to residentidl@mmercial

clients.

The objective of this paper is to provide examplesew ways these retailers can protect revenuaysowl
sales with weather coverage in an increasing ¥elationomy and changing climate. It is our hopétthia
paper will benefit not only the retailers, but thestomers that rely on heating fuel and purchasdyats

through businesses that utilize weather coverage.
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(A VERY SHORT) HISTORY OF WEATHER COVERAGE

In the 1990's, electric companies began using weathverage to make their profits more predictadlen
when the weather wasn't. These companies found fargncial risk takers who, in exchange for a puem
would pay for bad weather. Electric companies watebe paid for mild winters when consumers weren'
turning up their heat, and cool summers when thesew't turning on their air conditioning. If weathstations
in the energy companies' coverage areas indicaédtmild winter had occurred, then the energypaomes
would be paid and thus meet their profit expecteidf the bad weather didn't happen, the financséltakers
would keep the premium, and the energy companie$heapeace of mind that they would meet theiriprof

expectations.

The most common types of weather coverage contirath® energy industry are Cooling Degree DaysED
and Heating Degree Days (HDD). The contracts cdeemand for energy, which is mostly driven by
temperatures. The number of degree days is therelif€e between a day’s recorded average temperature
(average of maximum and minimum temperature) andegfsfees Fahrenheit - which is considered the
temperature at which both heating and cooling dehimminimized. For example, if the average temjpeea
was 55 degrees, there would be 10 Heating Degrge @aorded. If the daily average temperature \Bére

degrees for particular date, 20 cooling degree denygd be recorded.

HDD coverage can use a fixed payout amount foryeMeiating Degree Day calculated during a seasoweabo
or below, a specified threshottPay me $5,000 for every HDD above 450, as measatacdiGuardia Airport,
with a maximum payout of $1,000,000.”

While HDD and CDD coverage remains a fixture inénergy industry, the concept of weather coverage i
quickly expanding to other weather-sensitive indestin need of profit protection and sales grov@he of the
first companies to use this new form of weatherecage was very dependent on seasonal snowfall: B,
a Canadian transportation and recreational equipgiant. During the winter of 1996, Bombardier offé a
$1,000 rebate on its Ski-Doo snowmobiles to Miderstustomers in 16 cities. If the customer’s |eraiwfall
was less than half the average of the past thraes ythey would be refunded $1,000. That winter[#lo sales
increased 38% compared to the previous year. Castoatso purchased snowmobiles months earlier than

normal, breaking traditional sales patterns.
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Today, weather coverage is utilized by weatherifgadusinesses large and small, including farmers
municipalities, outdoor concerts, professional gptgams, ski resorts, golf tournaments, car wasimnes
heating fuel retailers. Businesses of any size wiphofit risk related to the weather can purclaserage for
any amount — from $1.00 to millions of dollars. Detibles are optional and weather coverage carutEhpsed
up to four days before the risk period. Weatherecage provides immediate payment without proobe$! If

the weather happens, you get paid.

WEATHER COVERAGE & INSURANCE

Weather coverage is an important addition to tiawltl risk management tools, designed to coveratapted
weather risk and fill gaps left by traditional inance. Similar to insurance, weather coverage foayean
anticipated loss and can be purchased from insaragents and brokers. However, it is not insurahlcere are

two main ways weather coverage differs from insoean

Payout is Based on Weather, Not L oss.

While insurance pays out based on demonstrated lossuamainhassessment of damages, weather coverage pays
based on a measurable weather event, such ashaofirain, which eliminates claims and waiting flayment.
Weather coverage can be created for rain, drohglt, cold, or snow. Weather measurements are &ken

secure weather stations near a business’s desivetdage location (or locations). These stationgyaieally

operated by the government and the results aréealoy an independent third party. If the bad weath

stipulated in the coverage contract happens, teméss gets paid — it's that simple.

It is important to note that since weather covenaauts are based on weather measurements, thenaaio
payout may be more or less than actual lossesca@lypithe weather station providing the settlendats is not
located directly on the business property. This nesylt in weather measurements that are differemt the

weather experienced on site.

No Underwriting & Deductibles are Optional.

Since weather coverage pays out based on weatlasuneenents, it requires no underwriting. This ekpsdhe
guote process, allowing fully customized quotebda@ompleted and purchased in minutes. Coveragbecan
customized based on type of weather, location, atnafucoverage, and time period. Weather-sensitive

businesses of any size and income level can gaatii
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The Weather Is Changing

One-third of the United Statestonomy, or $3.8 trillion, is at risk due to theatreer, according to the.S.
Department of CommercMleteorologists in the UK estimate that 80% of gldhssiness activity is weatt-
dependentClimate is changing and weather is becoming inangisunpredictable, increasing the need
weather risk management. WeatherBill's researah30tyear |.S. weather trends found:

* 57% of cities are warmer in the wir

* 15% of cities are warmer in the sum
The heating fuels industneeds to actively manage their risk of warming Wweatrends and seek new tools
grow and protect profits.

Climate trends in the United States are, for thstrpart, not favorable for the heatifuel market. Most of the
U.S. is getting warmer during the winter monthse Warming trend is illustrated thelong-term temperature
trend map created by tiNational Weather Servi. The map also indicates that #neerage winter temperatur
are rising nationwide. Durinthe past O years, every U.S. state, exchfaine, has grown warmin the winter.

Map: Thirty Year Temperature Trendsin the United States (NWS)

+0.10ta +0.25
+0.25 ta +0.40
+0.40to +0.20
+0.80to +1.20
=+1.20
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Warming temperatures are important because they daubstantial impact on heating demand, whibigtsy
seasonal. Current warming temperatures threatetitease the frequency of years with weak demamiting
financial strains on dealers. Winters that stde &nd end earlier than anticipated can also biéydosheating
fuel retailers. During extremely cold winters iretbnited States when fuel prices spike, governreebsidies

can increase demand (residential sales are thestamarket for heating fuel, about 46% of revenue).

Winters may be warming, but winter temperaturesaiemanpredictable year over year, making it diffi¢a
anticipate demand and purchase the appropriatditiesiof fuel at less expensive advance prices. Th
following two tables represent average winter terapees over the past thirty years for cities inntéma and
New York.

TABLE 1: Avg.Winter Temp for Glasgow, MT
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WEATHER COVERAGE SOLUTIONS

Weather coverage can help grow and protect hehteigrofit in three waysStabilize volume and income
control costsacquire and retain customers. Heating fuel mr&iho longer have to leave their revenue to the
mercy of bad weather. Weather coverage enableadsssbowners to adapt their strategy and get paithdéo
weather that historically made revenue unpredietdblthe following pages, we will examine how weat

coverage can accomplish these two objectives artdda some examples of how coverage works.

Stabilize Volume & Income

Heating fuel retailers can get paid for warm wistgust as electric utilities have done for mor@ntla decade,
locking in revenue with weather coverage that palysn winter temperatures are warmer than expettes.
makes revenue predictable and also ensures thahisync with costs. Weather coverage also pes/jgkace of

mind and enables favorable pricing that attracts oestomers and satisfies existing ones.

EXAMPLE: Stabilize Volume & Income from Mild Winter

Problem: A residential heating fuel retailer worries thatvarm winter will hurt revenue.

Coverage Type: The heating fuel retailer creates and purchasedher coverage for the
November to March season. If the total heatingeedays fall below a typical seasonal level,
4500 in this case, the retailer will be paid $1,06@0every degree day shortfall. If it was a warn
winter and the heating degree days only totaled42@ coverage would pay out $300,000
dollars. Cost will depend on where in the counttyarage is based, but is typically bought at

level equivalent to 5-15% of the maximum poterpiayout.

EXAMPLE: Stabilize Volume & Income during Peak Rel$

Problem: A residential heating fuel retailer worries abauwvarm spell during a peak period.

Coverage Type: After a very warm December, a heating fuel retaskeates and purchases

weather coverage for the month of January to preigainst any further seasonal shortfalls in
revenue and profit. The retailer wants to be p&i@0Hor every heating degree day below 850
that is accumulated in the month. The retailermanthis coverage during the last two weeks of

December when seasonal profits are already trencinegr.
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Control Costs

The largest cost for the heating fuel industryuisl fourchases. Inventory costs cause the singledavariability
in gross margins. Bather coverage can be designed to protect agaiespected cost increases due to the

weather, reducing gross margin volatility per galmld.

EXAMPLE: Controlling Costs Seasonally
Problem: A heating fuel retailer is concerned that extrgneeld weather will cause a sharp
increase in demand and necessitate expensive al®gzot purchases at any given point during

the winter.

Coverage Type: The retailer purchases coverage for the Noveridobtarch season. The retailer
wants to be paid $100,000 for every consecutivetdayemperature falls below 20°F after the

first three days. The maximum payout is $1 milldwoilars.

This coverage typically costs between 1-5% of tl&imum potential payout, depending on

location.
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The heating fuel industry is extremely competitarel the need for new customers is constantly grgpwin

Acquire and Retain Customers

Historically, the industry has taken advantageaditional forms of differentiation like marketimgmpaigns,
supply reliability, service, and location. Regianigh especially tough competition sometimes relysapply

reliability as their only way to differentiate.

Weather coverage can also be used to grow sasglition to preventing revenue loss. This is doith w
weather refund promotions. These promotions arefactive way to differentiate from competitorseate
customer loyalty and inspire great word of mouthey are flexible and can be customized to fit amgdet or
goal. Weather promotions typically cost between ameg seven-percent of total coverage. Every pathisf
promotion can be customized. You can make the gedmmperature 10 degrees or 50. You can set tregage
period for a day or six months. This allows yowteate a promotion to your exact location, custonase and

budget. All of your risk associated with the progris covered by purchasing weather coverage.

EXAMPLES: Attract New Customers with Free Fuel Pobions
Monthly Temperatures. Offer free fuel for January after the first 10dligns or 200,000 cubic

feet of natural gas if the average temperaturéi®month is less than 20 degrees.

Seasonal Temperatures: If the seasonal average is less than 20 degus¢smers receive free

fuel or gas after the first 500 gallons or 1 millicubic feet of natural gas.

Weather refund promotions reduce customer expdewggtreme heating bills by cushioning customergeitsl
when extremely cold weather hits. They offer cugtsmelief from higher costs, making a powerful &opon
your brand and customer loyalty. Customers wilhsig and remain loyal due to your ability to redaastomer
cost volatility.In all cases, weather coverage can be purchasadl atf the season, as supply contracts

are signed, to ensure that all of the risk assediaiith the refund program is hedged.

EXAMPLES: Grow Sales with Weather Refund Promotions
Seasonal Promotion: Offer customers a $1,000 refund, good towardsimsing future fuel, if
the seasonal average temperature is 20% below horma

Monthly Promotion: Offer customers a $100 refund if the monthly gemperature is 10
degrees below normal.

Daily Promotion: Offer customers a $25 refund each day the angpéeature in January is 20
degrees or below.
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Conclusion

Weather coverage has come a long way since itgtiocein the energy industry. New economic and atien
challenges are increasing the need for new finheolations. Businesses and their customers cdanger
afford to be at the mercy of the weather. As thalakility and affordability of weather coveragepaxds, the
use of weather coverage is growing in all weatlegisiive industries, including heating fuel. WeaBik is

making that possible.

Weather coverage enables business owners to dapstrategy and get paid for the weather thaotically

made revenue unpredictabWeather coverage can help grow and protect profit.

Weather coverage guarantees profit by paying bssagefor unusual seasonal temperature deviati@hs an
covering costs associated with short-term temperawings. Weather coverage can help grow buskmess
offering customers refunds and weather promotiai@ts. Making revenue predictable as well as enguhat
it is in sync with costs provides peace of mind andbles favorable pricing that attracts new custsrand

satisfies existing ones.

With WeatherBill, weather coverage can be creatdith® or over the phone for snow and rain, droulgbat or
cold. Coverage is easily customized based on lmtatioverage period, the type of weather that érigg
payment (rain drought, heat, cold, snow, frostjl payout amount. WeatherBill is different from iresoce
because payout is based on weather, not humarsassgs There’s no proof of loss, claims processyaiting

for payment.

Weather is unpredictable. Heating fuel revenueongér has to be.
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ABOUT WEATHERBILL

WeatherBill is the first service to provide affobdiaand easy-to-use weather coverage, to proteehue and
control costs, for the millions of businesses inipddy the weather. We distribute our weather cuyer
through insurance agents and brokers, industryia@ss, such as agribusiness vendors servicingers, and
direct to businesses of all types and sizes.

WeatherBill's unique platform makes weather coveragcessible, affordable, and transparent. Users ca
customize, price, and buy coverage online or bynphin a matter of minutes at www.weatherbill.com. B
streamlining customization and pricing, WeatherBih cost-effectively provide coverage from $100 t
millions of dollars. WeatherBill also provides ligt payout charts so buyers can find the bestevduthe best

price.

WeatherBill coverage can be created for snow aimg deought, heat or cold. Coverage is easily austed

based on four elements outlined in a weather ccintra

e Location — Over 6,000 weather stations in sevemic@ms (more locations available by phone)
* Coverage Period — Hourly, day, weekend, season, g&a
* Type of Weather that Triggers Payment — Rain, dnguggat, cold, snow

» Payout Amount - $1 to $100 million or more

Unlike insurance, WeatherBill payout is based oativer measurements, not human assessment of loss.
Once the defined weather happens, customers autathateceive a check for the payout amount iew f

business days. There’s no proof of loss, claimsgss, or waiting for payment. Deductibles are oatio

Coverage can be created online or over the phoaariatter of minutes and implemented as few asdays
before the desired coverage period. WeatherBilfarfcial risk partner, Nephila Capital Ltd., is arfahe
world's largest and most respected weather riskcatabtrophe reinsurance fund managers, with @& éilifon
in capital. In order to make sure that any paynaeret to our clients is available, in full, at anyéi, Nephila

fully collateralizes each contract WeatherBill sellith cash held in trust at the Bank of New York.
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