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4 Correlation between Pellet Ltd ! ("!

Pellet Ltd found that the wood pellet sales correlates
highly with the Heating Degree Days (HDD) reported for
the region. The correlation lies at 95% which is in line
with industry benchmark.

Pellet Ltd multiplies the pellets sold with an average
sales price and an average margin to approximate the

pri=5 /ghi3

The graph shows the correlation between Pellet Ltd s
24 1 =#h8 the number of HDD measured at the local
weather station for the winter seasons 00/01 - 07/08.
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4 Regression between Pellet Ltd ! ("! N

Pellet Ltd calculates its earnings variability with a re-
gression. In this case their temperature related earnings
variability is EUR 600'000. The earnings variability per
HDD is about EUR 600.

Pellet Ltd wants to reduce its earnings sensitivity to
temperatures. They decide to hedge the downside risk
with a HDD Put (35, = &$8 protect a minimum pr1=5
of about EUR 2.5m.
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Pellet Ltd has 4,*0, =& $ffFoved their earnings pro-
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Unprotected: Best case: 2.9m, Worst case: 2.3m
Protected: Best case: 2.87m, Worst case: 2.53m
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64,-( The graph shows the earnings pr 1 =.¢f Pellet Ltd. Pr1 = 5afe

reduced by the premium and increased by the payouts (green).
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