


a Correlation between Hydro Ltd s contribution margin and cumulative rainfall:

Hydro Ltd found that the amount of MWh in the reser-
voir is highly correlated with the cumulative rainfall
measured in the region. The correlation lies at 94%
which is in line with the industry benchmark of 90-96%.

Hydro Ltd multiplies the MWh with an average sales
price to appr oximate the contribution mar gin.

The graph shows the correlation between Hydro Ltd s
contribution margin and the cumulative rainfall in mm
measured at the local weather station for the months
August - October for the years 1993 - 2008.
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4 Regression between Hydro Ltd s contribution margin and cumulative rainfall:

Hydro Ltd calculates its contribution margin variability
with a regression. In this case their rainfall related vari-
ability is EUR 4.5m. The variability per mm is about EUR
6'000.

Hydro Ltd wants to reduce its earnings sensitivity to
rainfall. They decide to hedge the downside risk with a
Dry Season (35, =&#8 protect a minimum earnings
of about EUR 3.7m.
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Unprotected: Best case: 7.0m, Worst case: 2.2m
Protected: Best case: 6.73m, Worst case: 3.73m
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