A
Agricultural commodities
corn production, 262-263
exchange-traded futures, 266
over-the-counter derivatives, 267—268
price drivers, 264—-266
sugar production, 262
supply chain, 261
wheat production, 262
Allowances supply and demand, emissions
market price drivers, 249-250
Aluminum
consumption and production of, 70 f
hedges for consumers in automotive sector,
86-87
NASAAC see North American Special
Aluminum Alloy Contract
primary futures contract specification, 77¢
primary options contract specification, 78t
regional demand for, 72 f
Western world demand by end use, 72 f
world smelting output, 71 f
American style option, 5
APPI see Asian Petroleum Price Index
Arbitrage, 127-128
Asian Petroleum Price Index (APPI), 124
Asphalt, refined products of crude oil, 104
Asset allocation benefits, commodities within
portfolios, 270
Associate broker clearing LME members, 78
Associate broker LME members, 78
Associate trade clearing LME members, 78
Associate trade LME members, 78
ATM (at-the-money) option, 5
Automotive sector, hedges for aluminum
consumers in, 86—87

B
Backwardation, 10—-11

Index

banks, risk management, 32
Barrier options
Knock-in, 67
Knock-out, 6
reverse, 6
standard, 6
summary of, 6 f
Base metals
aluminum, 70-73, 77
borrowing and lending in, 88
business cycle impact of, 83 f
copper, 73-75
forward rates as predictors of spot rates,
86 f
three month forward price, 85 f
derivatives applications, 86—87
forward curve description, 83—85
forward purchase, 87—88
LME see London Metal Exchange
aluminum prices for settlement, 87
associate broker clearing members, 78
associate broker members, 78
associate trade clearing members, 78
associate trade members, 78
clearing house, 78—80
contract specification, 77
delivery, 80-81
exchange-traded metal futures, 76
exchange-traded metal options, 76
overview, 74-75
primary aluminum futures contract
specification, 77t
primary aluminum options contract
specification, 78t
ring trading members, 78
trading at, 77-78
market prices structure, 83—-86
price drivers
balance between industrial demand and
supply, 83
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Base metals (Continued)
capital spending and exploration, 81-82
Chinese and Indian demand, 81
exchange rages, 81
government fiscal and monetary policy, 81
investment demand, 82—-83
production costs, 82
production disruption, 82
substitution, 82
production, 69—70
reactivity, 69
structured option solutions
basket options, 97-99
bonus forward contract, 96—-97
forward plus contracts, 96
knock-out forwards, 95-96
vanilla option strategies
min-max structure, 93-94
ratio min-max structure, 94
risk reversal, 95
selling options for forward purchase price,
90-92
synthetic long put, 89-90
three way structure, 92—-93
Basket options, 97-99
Bermudian option, 5
Binary options, 6
Black-Scholes-Merton model, 17
Blow molding, 216
Bond (The Energy Revolution), 250
Bonus forward contract, 96—97
Bonus note, 280
Brent Forwards contracts, 130
Brent Futures contracts, 134
Brent Weighted Average (BWAVE), 134
Business risk, 27
BWAVE see Brent Weighted Average, 134

C
Call option, 4
Capital guaranteed structures, 277-278
Carbon cycle, global warming, 242-243
Cash markets, gold market, 60—61
Cashflows, 15¢
CBOT see Chicago Board of Trade
CCGT see combined cycle gas turbine
CCO see collateralised commodity obligation
CDM see clean development mechanism, 248
Central bank services

gold market derivatives, 60—67

physical gold market, 42
CERs, 259 f
CFDs see Contracts for Difference
Cheap to fair value, 11
Chicago Board of Trade (CBOT), 264
China, gold market and, 51

CHP see combined heat and power
CIF see Cost, Insurance and Freight
Clean development mechanism (CDM), 248
Clearing house, LME, 78-80
Climate change
argument against, 245-246
CDM see clean development mechanism
Earth Summit, 246
format of IPCC, 246
history of human action against, 246-249
Kyoto Protocol, 247-249
Coal
bank participants, 232
basics of, 225-226
demand for supply of, 226-231
derivatives
exchange-traded futures, 236-237
over-the-counter solutions, 237-239
prices, 235-236
exporters, 229 f
factors affecting price of, 233-235
flows of hard coal, 230 f
futures specification, 237¢
importers, 230 f
industrial company participants, 232
mining company participants, 232
price of, 232
production of hard and brown in million
tonnes, 228 f
regional coal reserves, 227 f
regional consumption of, 229 f
regional production of, 228 f
reserves to production ratio, 227¢
steam, 231 f
supply chain, 231-232
swaps, 237-239
swaptions, 239
total primary energy supply by fuel,
226 f
utilities companies participants, 232
Collateralised commodity obligation (CCO),
282-285
Combined cycle gas turbine (CCGT), 184
Combined heat and power (CHP), 184
Commodities within portfolios
benefits of, 270-271
bonus note, 280
capital guaranteed structures, 277-278
CCO see collateralised commodity obligation,
282-285
correlation coefficients between financial
assets, 270t
excess return index, 272
gold-linked notes, 277
half pipe copper note, 278-279
himalaya note, 281-282
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investment methods, 271-272
investment structure analysis,
285-286
investor profiles, 269-270
roll yield, 273-274
spot index, 272
total return index, 273
TRS see total return swap
Commodity market participants, risk
management, 29-30
Commodity risk, 28
Commodity trading advisors commodity
investors, 269
Consumer hedges, crude oil, 144—147
Contango, 8
Contract specification, LME, 77
Contracts for Difference (CFDs), 130—-133
Convertible forwards, 58
Copper, 73-75
consumption and production of,
74f
demand by usage, 73 f
forward rates as predictors of spot rates,
86 f
global min output, 75 f
three month forward price, 85 f
Corn production, 262-263, 267
Corporate risk, 31-32
Correlation risk management, 33-34
Cost, Insurance and Freight (CIF), 123
Covered call strategy, 66 f
Credit risk, 27, 29
Credit Support Annex (CSA), 80
Crude oil
Brent Forwards contracts, 130
Brent Futures contracts, 134
CFDs see Contracts for Difference
chemistry of, 102—103
consumption of, 108, 109 f
Dated Brent contracts, 129
demand and supply for, 106—114
density, 102
examples of, 103
flow properties, 102—-103
frequently traded and refined product swaps,
141¢
heavy and sour crude, 103
hedges
consumer, 144—-147
producer, 137-142
refiner, 142—-144
imports/exports, 111-112
Jet fuel, 146—147
light and sweet crude, 103
naphthenic properties, 103
net trade in, 113 f

NOCs see national oil companies
North Sea, 128—-129
oil refining capacity, 109-111
paraffinic properties, 103
plastic production, 215
pour point, 102-103
price drivers
forward curve analysis, 121
geopolitics, 120-121
macroeconomics issues, 114—117
supply chain considerations, 117-119
prices
defining, 121-122
delivered price, 122—123
evolution of, 122
exchange for physicals, 125
fixed, 124
floating, 125
futures, 125
marker crudes, 123-124
official selling, 124
pricing sources, 124
term structure of, 125
production of, 108, 108 f
proved oil reserves, 106, 106¢
refined product demand, 109
refined products from, 104, 104¢, 105
R/P ratio, 106, 107¢, 108
security of supply, 112-114
sulphur content, 102
supply chain, 103-104
swaps, 139-142
trading crude oil and refined products,
126-137
US markets, 135-137
value of, 101-103
viscosity, 102
CSA see Credit Support Annex
Customers, natural gas supply chain, 153

D
Dark spreads, 193—-195
Dated Brent contracts, 129
DEFRA see Department of Environment, Food
and Rural Affairs
Delivery
LME, 80-81
trading physical natural gas, 167-168
Delta, 19-21
Demand side natural gas price drivers, 164
Density, crude oil, 102
Department of Environment, Food and Rural
Affairs (DEFRA), 253
Deregulation and re-regulation, natural gas,
154-156
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Derivative building blocks
forwards, 2
futures, 2
options, 4—7
pricing, 7—8
put-call parity, 18
spot-forward relationship, 8—10
spot-forward-option relationship, 16—18
spot-forward-swap relationship, 11-16
swaps, 3—4
Derivatives
coal
exchange-traded futures, 236-237
over-the-counter solutions, 237-239
prices, 235-236
emissions trading
trading allowances, 254255
transaction examples, 255-259
gold market
cash markets, 60—61
central bank strategies, 60—67
convertible forwards, 58
covered call strategy, 66 f
flat rate forwards, 57-58
floating rate forwards, 57
forward positions revaluation, 58—-59
forwards, 55-57
FRA see forward rate agreement
lease rate swaps, 64—65, 65 f
option strategies, 65-67
options, 59-60
producer strategies, 55—-60
spot deferred transactions, 57
yield enhancement, 60
metals, 8687
natural gas
exchange-traded futures, 169-171
financial/cash-settled transactions, 176—180
OCM, 168-169
OTC contracts, 173-176
trading natural gas in UK, 168
plastic, 219
Diesel fuel, refined products of crude oil, 104
Distribution businesses, electricity, 186
Documentary and legal risk, 27

E

Earth Summit, 246

Economic expansion, coal price factors, 234

Economic expansion, emissions market price
drivers, 249

EDSP see exchange delivery settlement price,
79

EFET see Energy Traders General Agreement,
211

Elasticity of supply, agricultural commodity

price drivers, 266

Electricity

coal price factors, 233
commercial production of, 184
conversion of energy sources to, 182—183
distribution businesses, 186
flow diagram, 182 f
forms, 181
forwards, 207-209
generation, fuels used in, 183¢
generators, 185
global generation, 188 f
measurements, 184—185
Nord Pool
characteristics, 197
Elspot market, 198
financial market, 199
real-time operations, 199
spot market, 199
price drivers of
electricity demand, 190
load, 187
regulation, 188—190
spark and dark spreads, 193—-195
spot and forward prices, 193
supply of electricity, 191-192
supply chain, 185-186
swaps, 209-211
trading, 196197
TSO see transmission system operator
UK
contract prices and valuations, 207
contract volumes, 206—207
load shapes, 205
NETA see New Electricity Trading
Arrangements
traded product examples, 206
trading conventions, 204-205
USA, 200-202

Elspot market, 198
Emissions trading

CERs, 259 f
climate change
argument against, 245-246
CDM see clean development mechanism
Earth Summit, 246
formation of IPCC, 246
history of human action against,
246-249
Kyoto Protocol, 247-249
derivatives
trading allowances, 254255
transaction examples, 255-259
EU ETS trading scheme, 252-254
global warming
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carbon cycle, 242-243
consequences of, 243-245
feedback loops, 243
fourth assessment of IPCC, 244-245
greenhouse gases, 241-242
science of, 241-243
Stern Report, 244
market price drivers, 249-252
swaps, 257
Energy
conversion to electricity, 182—183
primary sources of, 183—184
Energy market linkages, emissions market price
drivers, 250, 252
Energy Revolution, The (Bond), 250
Energy Traders General Agreement (EFET), 211
Environmental considerations
coal price factors, 233
crude oil price drivers, 119
natural gas price drivers, 162
Equity risk, 28
ESGM see European Spot Gas Market
ETFs see Exchange Traded Funds
Ethanol, 263-264
exchange-traded futures, 266
futures contract specification, 267¢
EU ETS emissions trading scheme, 252-254
Europe
crude oil imports, 113
electricity markets, 188
natural gas market, 155—-156
European Spot Gas Market (ESGM), 162
European style option, 5
Excess return index, commodities within
portfolio, 272
Exchange delivery settlement price (EDSP), 79
Exchange Traded Funds (ETFs), 51
Exchange-traded agricultural and ethanol
derivatives, 266—-267
Exchange-traded crude oil futures, 137—139
Exchange-traded futures
coal, 236-237
Exchange-traded metal futures, 76
Exchange-traded metal options, 76
Exchange-traded natural gas futures, 169-171
Exotic options, 6
Exports
crude oil, 111-112
natural gas, 160
Extrusion, 216

F

Fair value pricing, 9

Fear factor, crude oil price drivers, 120

FERC see Federal Energy Regulatory
Commission

Financial institutions, natural gas supply chain,
153-154
Financial market, Nord Pool, 199
Fixed pricing method, crude oil, 124
Flat rate forwards, 57—-58
Floating price method, crude oil, 125
Floating rate forwards, 57
FOB (Free On Board), 123
Foreign exchange rate risk, 28
Forward curve analysis, crude oil price drivers,
121
Forward curve description, base metals,
83-85
Forward plus contracts, 96
Forward prices, electricity price drivers,
193
Forward purchase, metals, 87—88
Forward rate agreement (FRA), 62—-64
Forward risk management, 33
Forward starting swaps, 3
Forward trading strategies, 35
Forwards
convertible, 58
electricity, 207-209
flat rate, 57-58
floating rate, 57
gold market derivatives, 54-56, 61
initial margin, 2
spot-forward relationship, 8—10
spot-forward-option relationship, 16—18
spot-forward-swap relationship, 11-16
FRA see forward rate agreement
Free On Board (FOB), 123
Freight costs, coal price factors, 233-234
Fuel prices
electricity price drivers, 191-192
emissions market price drivers, 250
Fuels
conversion of energy sources to electricity,
182
ethanol, 263-264
Futures
exchange-traded, 137-139
gold futures contract specifications, 2¢
plastic, 218¢
settlement of, 3
Futures exchange roles, plastic, 219-222
Futures price method, crude oil, 125

G

Gamma, 21-22

Gas see Natural gas

Gases, refined products of crude oil, 104
Gasoline, refined products of crude oil, 104
GDP see gross domestic product
Generators, 185
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Genetic modification, agricultural commodity
price drivers, 266
Global warming
carbon cycle, 242-243
consequences of, 243-245
feedback loops, 243
fourth assessment of IPCC, 244-245
greenhouse gases, 241-242
science of, 241-243
Stern Report, 244
GOFO (gold forward offered) rate, 45
Gold
central bank gold holdings, 49 f
central bank sales/purchases, 50 f
central bank services, 42
components of gold demand, 48 f
components of gold supply, 45 f
demand for, 48 f
derivative applications
cash markets, 60—61
central bank strategies, 60—67
convertible forwards, 58
covered call strategy, 66 f
flat rate forwards, 57-58
floating rate forwards, 57
forward positions revaluation, 58—-59
forwards, 55-57, 61
FRA see forward rate agreement
lease rate swaps, 64—65, 65 f
option strategies, 65-67
options, 59-60
producer strategies, 55—-60
spot deferred transactions, 57
yield enhancement, 60
fixing the price of, 44—45
futures contract specification, 2¢
GOFO (gold forward offered) rate, 45
investment back services, 42
jewellery demand, 50
lease rates, long-dated, 53¢
leasing market, 51-54
London gold market, 42—44
market rates for, 52¢, 64¢
monthly price of, 44 f
physical supply chain, 41-45
price drivers
Chinese effect, 51
demand for gold, 48-51
supply of gold, 45-48
price of, 44
supply of, 45 f
transaction sizes, 55¢
Gold-linked notes, 277
Greeks, 18
Greenhouse gases, 241-242
Grid Trade Master Agreement (GTMA), 211

Gross domestic product (GDP), 114
GTMA see Grid Trade Master Agreement

H
Half pipe copper note, 278-279
Health, agricultural commodity price drivers,
265-266
Hedges
for aluminum consumers in automotive sector,
86-87
commodity investors, 270
crude oil
consumer hedges, 144—-147
producer hedges, 137-142
refiner, 142-144
offset, 221-222
plastic, futures exchange roles, 220-221
price-fixing, 221
risk management, 30-31
sources of value in, 18—19
Himalaya note, 281-282

I
ICE see InterContinental Exchange
Implied volatility, 36—39
Imports, crude oil, 111-112
Independent System Operators (ISOs), 189
Industrialising countries, agricultural commodity
price drivers, 266
Inflation hedge, commodities within portfolio
benefits, 271
Inflation risk, 28
Initial margin, 2
Injection molding, 216
Interconnectors
electricity supply, 191
natural gas supply chain, 152
InterContinental Exchange (ICE), 134, 167
Interest rate risk, 28
Intergovernmental Panel on Climate Change
(IPCC), 243-244, 246
International Swaps and Derivatives Association
(ISDA), 80, 211
In-the-money (ITM) option, 5
Investment bank services
commodity investors, 270
physical gold market, 42
Investment structure analysis, commodities
within portfolios, 285-286
Investor activity
agricultural commodity price drivers, 265
crude oil price drivers, 116—117
IPCC see Intergovernmental Panel on Climate
Change
Iran, proven oil reserves level, 108
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ISDA see International Swaps and Derivatives
Association, 80, 211

ISOs see Independent System Operators

ITM (in-the-money) option, 5

J

Japan, crude oil imports, 113

Jet fuel, 104, 146147

Jewellery demand, gold market and, 50

K

Kerosene, refined products of crude oil, 104
Knock-in barrier option, 6-7

Knock-out barrier option, 6

Knock-out forwards, metals market, 95-96
Kuwait, proven oil reserves level, 107
Kyoto Protocol, 247-249

L
LBMA see London Bullion Market Association
LDC see local distribution company
Lease rate swaps, 64—65, 65f
Leasing market, gold, 51-54
Legal and documentary risk, 27
LIBOR see London InterBank Offered Rate
Line-packing, 152-153
Liquefied natural gas (LNG), 160—161
Liquidity risk, 28
LME see London Metal Exchange
LMEX index contract, 76
LNG see liquefied natural gas
Load, electricity price drivers, 187
Load shapes, 205
Local distribution company (LDC), 151
Loco London price, 43
London
gold market, 42—-44
Ioco London price, 43
London Bullion Market Association (LBMA),
42, 45, 52t
London InterBank Offered Rate (LIBOR),
13-14
London Metal Exchange (LME)
aluminum prices for settlement, 87
associate broker clearing members, 78
associate broker members, 78
associate trade clearing members, 78
associate trade members, 78
clearing house, 78—80
contract specification, 77
delivery, 80—81
exchange-traded metal futures, 76
exchange-traded metal options, 76
overview, 74-75
plastic futures contract specification, 218¢

primary aluminum futures contract, 77¢
primary aluminum options contract
specification, 78¢
ring trading members, 78
trading at, 77-78
Long-dated exposures, 30

M
Marker crudes, 123-124
Market in backwardation, 10—11
Market in contango, 8
Market rates
for gold, 52t
gold market, 64¢
Market risk, 27-28
MASP see Monthly Average Settlement Price
Maturity
long-date exposure, 30
medium-dated, 30
short-dated, 29
swaps, 3
Medium-dated maturities, 30
Metal Flow Rate (MFR), 218
Metals see Base Metals
MEFR see Metal Flow Rate
Mining related issues, coal price factors,
234-235
Min-max structure, metals market vanilla option
strategies, 93—-94
Monomer production, plastic, 215
Monthly Average Settlement Price (MASP), 76

N
Naphthenic properties, crude oil, 103
NAPs see National Allocation Plans
NASAAC see North American Special
Aluminum Alloy Contract
National Allocation Plans (NAPs), 254
National oil companies (NOCs), 103
National Transmission System (NTS), 150
Natural disasters, crude oil price drivers, 119
Natural gas
consumption of, 157
demand and supply for, 156-161
deregulation and re-regulation, 154—-156
derivatives
exchange-traded futures, 169—171
financial/cash-settled transactions,
176-180
OCM, 168-169
OTC contracts, 173-176
trading natural gas in UK, 168
energy consumption by region, 157¢
exporting, 160
formation, 149
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Natural gas (Continued)
importance of, 156—157
LNG (liquefied natural gas), 160—161
measurement, 150
Natural Gas Act of 1938, 154156
plastic production, 215
price drivers
definitions of price, 161-162
demand side, 164
price of oil, 164—166
supply side, 162—164
production of, 158, 159, 159¢
proven reserves, 158t
reserve to production ratio, 159-160
reserves of, 158
supply chain
customers, 153
financial institutions, 153—154
interconnectors, 152
production, 150
shippers, 150—151
storage, 152—-153
transmission, 151-152
swaps, 176-178
trading, 166—168
NERC see North American Electric Reliability
Council
Net present value (NPV), 16
NETA New Electricity Trading Arrangements,
203-204
New Electricity Trading Arrangements (NETA),
203-204
NOCs see national oil companies
Noncompliance penalties, emissions market
price drivers, 250
Nord Pool
characteristics, 197
Elspot market, 198
financial market, 199
real-time operations, 199
spot market, 199
North American Electric Reliability Council
(NERC), 189-190
North American Special Aluminum Alloy
Contract (NASAAC), 87
North Sea crude oil, 128-129
NPV see net present value
NTS see National Transmission System
NYMEX source
crude oil contract specifications, 136¢
gold futures contract specifications, 2¢

(0]

OCGT see open cycle gas turbine

OCM see on-the-day commodity market
Official selling pricing method, crude oil, 124

Offset hedge, 221-222
Oil see Crude oil
Oil prices, natural gas price drivers, 164—166
On-the-day commodity market (OCM),
167-169
OPEC see Organisation of the petroleum
exporting countries
Open cycle gas turbine (OCGT), 184
Operational risk, 27
Option strategies
gold market, 65-67
plastic, 222-223
Option-based trades, 36—39
Options
American style, 5
ATM see at-the-money
barrier, summary of, 6 f
Bermudian, 5
binary, 6
call, 4
cancellation or granting of, 6
delta of, 19-21
derivative products, 4—7
effect of time on, 22¢
European style, 5
exotic, 6
gamma of, 21-22
gold market derivative applications, 59-60
greeks, 18
ITM see in-the-money
OTM see out-of-money
Plain vanilla, 6 f
pricing parameters, 17¢
profit and loss profiles for, 5 f
put, 4, 6
risk management, 19-25, 33
spot-forward-option relationship, 16—18
TAPOs see Traded Average Price Options
theta of, 22-23
vega of, 23-25
Organisation of the petroleum exporting
countries (OPEC), 121
OTC see over-the-counter contracts
agricultural derivatives, 267-268
natural gas, 173-176
OTM see out-of-money option

P
Paraffinic properties, crude oil, 103
PE see polyethylene
PET see polyethylene terephthalate
Plain vanilla option, 6 f
Plastic
applications of, 216
chemistry of, 213-214
derivatives applications, 218
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futures contract specification, 218¢
futures exchange roles, 219-222
monomer production, 215
option strategies, 222-223
polymerisation, 215
price drivers, 217-219
production of, 214
source of supply/disposal of inventory, 222
supply chain, 217
Polyethylene (PE), 216
Polyethylene terephthalate (PET), 216
Polymerisation, plastic, 215
Polypropylene (PP), 216
Polystyrene (PS), 216
Polytetrafluoroethylene (PTFE), 216
Polyvinyl chloride (PVC), 216
Portfolios, commodities within
benefits of, 270-271
bonus note, 280
capital guaranteed structures, 277-278

CCO (collateralised commodity obligation),

282-285
correlation coefficients between financial
assets, 270¢
excess return index, 272
gold-linked notes, 277
half pipe copper note, 278-279
himalaya note, 281-282
investment methods, 271-272
investment structure analysis, 285-286
investor profile, 269-270
roll yield, 273-274
spot index, 272
total return index, 273
TRS see total return swap
Pour point, crude oil, 102—-103
PP see polypropylene
Premium against pricing, 20 f
Price drivers
agricultural commodities, 264—266
base metals
balance between industrial demand and
supply, 83
capital spending and exploration, 81—-82
Chinese and Indian demand, 81
exchange rages, 81

government fiscal and monetary policy, 81

investment demand, 82-83
production costs, 82
production disruption, 82
substitution, 82

crude oil
forward curve analysis, 121
geopolitics, 120-121
macroeconomics issues, 114—117
supply chain considerations, 117-119

electricity
demand for, 190
load, 187
regulation, 188—190
spark and dark spreads, 193-195
spot and forward prices, 193
supply of electricity, 191-192
emissions markets, 249-252
gold
Chinese effect, 51
demand for gold, 48-51
supply of gold, 45-48
natural gas
definitions of price, 161-162
demand side, 164
price of oil, 164-166
supply side, 162—-164
plastic, 217-218
Price-fixing hedge, 221
Prices
of coal, 232
crude oil
defining, 121-122
delivered price, 122—-123
evolution of, 122
exchange for physicals price, 125
fixed prices, 124
floating prices, 125
futures price, 125
marker crudes, 123-124
official selling prices, 124
pricing sources, 124
term structure of, 125
Pricing
cheap to fair value, 11
derivative, 7—8
fair value, 9
gold, 44-45
option pricing parameters, 17¢
premium against, 20 f
put-call parity, 18
relative vale, 8
swap pricing inputs, 14¢
Producer hedges, crude oil, 137-142
Producer strategies, gold market derivatives,
54-60
Production
metal, 69-70
natural gas supply chain, 150
of plastic, 214

Profit and loss profiles for options at expire, 5 f

Protectionism, agricultural commodity price
drivers, 265

PS see polystyrene

PTEE see polytetrafluoroethylene

Put option, 4, 6
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Put-call parity, 18 Risk reversal, 95

PVC see polyvinyl chloride Roll yield, commodities within portfolio,
273-274

R R/P ratio, crude oil, 106, 108

. . RTOs see Regional Transmission Organisations
Ratio min-max structure, 94

Reactivity, metals, 69

Real money accounts commodity investors, S
269 Saudi Arabia, proven oil reserves level, 108
Real-time operations, Nord Pool, 199 Selling swaps, 4
Refiner hedges, crude oil, 142-144 Shippers, natural gas supply chain, 150-151
Refinery margins, crude oil price drivers, Short-dated maturities, 29
118 SMP see System Marginal Price
Regional Transmission Organisations (RTOs), Solar energy, 182
189 Spark spreads, 193-195
Regulation Spot deferred transactions, 57
electricity price drivers, 188—190 Spot index, commodities within portfolio,
emissions market price drivers, 250 272
Reinvestment risk, 13 Spot market, Nord Pool, 199
Relative value, 8 f Spot price, 6, 193
Reserves, crude oil price drivers, 114—115 Spot-forward relationship, 8—10
Resource nationalism, crude oil price drivers, Spot-forward-option relationship, 16—18
120 Spot-forward-swap relationship, 11-16
Retail sector commodity investors, 269 Spot-trading strategies, risk management,
Return enhancement and diversification benefits, 34-35
commodities within portfolio, 270 Stern Report, 244
Reverse barriers, 6 Storage
Ring trading LME members, 78 crude oil price drivers, 118
Risk management natural gas supply chain, 152—153
bank, 32 Strategic reserves, crude oil price drivers, 115
business risk, 27 Strike price, 4
commodity market participants, time Substitution
dimension, 29-30 agricultural commodity price drivers, 265
commodity risk, 28 crude oil price drivers, 115-116
corporate risk, 31-32 Sugar production, 262
correlation, 33-34 Sulphur content, crude oil, 102
credit risk, 27, 29 Supply chain
equity risk, 28 agricultural commodities, 261
foreign exchange rate risk, 28 coal, 231-232
forward, 33 crude oil, 103-104, 117-119
forward trading strategies, 35 electricity, 185-186
hedges, 30-31 natural gas
inflation risk, 28 customers, 153
interest rate risk, 28 financial institutions, 153-154
legal and documentary risk, 27 interconnectors, 152
liquidity risk, 28 production, 150
market risk, 27-28 shippers, 150—151
operational risk, 27 storage, 152—153
option, 33 transmission, 151-152
option-based trades, trading volatility, 36—39 plastic, 217
options, 19-25 Supply side natural gas price drivers, 162—164
physical swaps, 35 Swaps
risk categories, 27 cashflows, 15¢
spot-trading strategies, 34—35 coal, 237-239
strategic considerations, 31 crude oil, 139-142
swap, 33 electricity, 209-211

tactical considerations, 31-32 emissions market, 257
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forward starting, 3

lease rate, 64—65, 65 f

maturity, 3

natural gas, 176—-178

pricing inputs, 14¢

risk management, 33

selling, 4

single or multi-period financially settled,

35-36

single period physically settled, 35

spot-forward-swap relationship, 11-16

TRS see total return swap, 274-276
Swaptions, coal, 239
System Marginal Price (SMP), 169

T
TAPOs see Traded Average Price Options, 76
Taxation, crude oil price drivers, 116
Terrorism and war, crude oil price drivers, 120
Theta, 22-23
Title Transfer Facility (TTF), 168
Total return index, commodities within portfolio,
273

Total return swap (TRS), 274-276
Traded Average Price Options (TAPOs), 76
Trading

electricity, 196—197

implied volatility, 36—39

at LME, 77-78

natural gas, 166—168

option-based, 36—39
Transaction sizes, gold market, 55¢
Transmission, natural gas supply chain,

151-152

Transmission system operator (TSO), 186
Trigger, 6
TRS see total return swap
TSO see transmission system operator
TTF see Title Transfer Facility

U
United Arab Emirates, proven oil reserves
level, 107
United Kingdom
electricity markets, 204-207

NETA see New Electricity Trading
Arrangements
trading natural gas in, 168
United Kingdom, natural gas market, 155
Upstream production capacity, crude oil price
drivers, 117
USA
crude oil imports, 113
crude oil markets, 135—137
electricity markets, 188—189, 200202
natural gas market, 154—155

\Y
Vanilla option strategies, base metals market
min-max structure, 93-94
ratio min-max structure, 94
risk reversal, 95
selling options for forward purchase price,
90-92
synthetic long put, 89-90
three way structure, 92—93
Vega, 23-25
Very large crude carriers (VLCCs), 119
Viscosity, crude oil, 102
VLCCs see very large crude carriers
Volatility, trading, 36—39

W
War and terrorism, crude oil price drivers,
120
Weather factors
agricultural commodity price drivers, 264
electricity demand, 190
emissions market price drivers, 250
Western world demand by end use, aluminum,
72f
Wheat production, 262, 267
World Gold Council and GFMS source, 49 f

Y

Yield enhancement, 60

V/

Zero coupon instruments, 13



