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Scope of Works

Defined Scope of Works on the 5-minute settlement rule
change request

Potential impact of the proposed rule change on:

e competition in markets for financial risk management
instruments;

* financial intermediaries; and

e participant’s risk management policies, banking obligations,
accounting and/or corporate governance arrangements.
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Financial Markets Contracts

Implications exist between 5-minute and 30-minute
settlement periods when:

e There are different volumes for the six 5-minute periods;
and there are different prices for the six 5-minutes periods.

e |f volumes are the same, there is no implication.
e |f prices are the same, there is no implication.
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Swap Contracts

Firm Swaps: Primary Financial Market Contract

e Swap: Fixed Price for Floating Price for a predefined volume
for a time period (e.g. Quarter or Year; Flat or Peak)

e Rationale: rather than paying or receiving variable price,
counterparties agree on a fixed price outcome
e Gen: price risk management for high capacity factor
e Retail: price risk management for base consumption

e Swaps have fixed volume for six 5-minute periods and
therefore are UNAFFECTED by change of settlement period.
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Cap Contracts

30—min Cap Contract: Alternative Financial Market Contract

e Cap: Automatically exercising half-hourly call options with
associated Call Premium and $S300/MWh Strike Price

e Rationale: Contract that is exercised during periods of high
price and therefore volume is alighed with “peaking”
generation capacity.

e Gen: price risk management for low capacity factor generators
e Retail: price risk management for demand flex

e Cap have price dependent volume for each of the six 5-
minute periods and therefore are AFFECTED by change of
settlement period.
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Cap Contract Payout

Cap Contracts only exercised during prices greater than
S300/MWh for the Settlement Period

e Contract Settlement Period will align to underlying
electricity spot market otherwise there is market basis risk

e Therefore, 5-min Cap Contracts will convert to auto-
exercising five minute call options with associated Call
Premium and S300/MWh Strike Price
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Cap Contracts Payoff

5-min Cap Contracts

$1,300 dispatch price pays
out for $1,000 x 1/12MWh
for S300 5-min Caps

Whereas $258/MWh does
not payout

During half hour with six
exercisers: same outcome
because volumes consistent
between 5 & 30
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Generation Coverage of High Prices

OCGT from Rest
e (0% for first 5-minute
e 50% for 30-minute

Pump Storage from Rest
e 33% for first 5-minute
e 89% for 30-minute
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Cap Contract Suppliers — By Region

Queenslandhd

e Dominated by OCGTs
New South Wales A

e Dominated by Hydros
Victoria@

e Dominated by Hydros
South Australia<)

e Split across gas assets
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Cap Contract Suppliers — By Region

Calculated Reduction in Reduction in Projected

underlying ability to sell cap volume volume of caps
traded volume caps under a 5- under a 5- sold by natural
of caps for FY minute minute sellers

16 settlement settlement (MW flat

(MW flat (%) (MW flat equivalent)
equivalent equivalent

Queensland
NSW
Victoria 470 24% -115 355
South Australia 280 30% -85 195

Total 2,650 23% -625 2,025
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The information and advice contained in this document has been prepared by Energy Edge Pty Ltd (“Energy Edge”) in
accordance with the Consultancy Agreement (“the Terms”) between you or your company (“You”) and Energy Edge and
should be read and acted upon in accordance with these conditions and the Terms.

In preparing this document, Energy Edge has relied upon information and variables provided by You and its accuracy

and suitability is dependant upon such information. Where information provided by You is inaccurate or incomplete,

Energy Edge will not be liable to any extent where such deficiency adversely affects the viability or correctness of the
contents of this document.

While exercising all care in the preparation of this advice, Energy Edge does not make any representations or warranties
in relation to its content and expressly excludes all terms implied by legislation or otherwise, except to the extent that
such implied term cannot, pursuant to law, be excluded. Liability in respect of such an implied term is, however,
restricted to the extent as provided for in the Terms and You use the information and advice contained in this
document at your own risk.

Except as is expressly provided for in the Terms, Energy Edge retains all intellectual property rights in relation to this
document including, without limitation, copyright in its contents. You are granted a licence to use this document as
provided for in the Terms, but to no other extent.

This document is supplied on these conditions, which you expressly accept and agree to by retaining this document or
acting upon its contents. If you do not agree with these conditions, you must not act on the contents of this document
and must return it to Energy Edge immediately.

Nothing in this document is intended to constitute financial product advice as defined by the Financial Services Reform
Act. This document should not be used to make decisions on financial products or specific derivative transactions. You
should seek specific financial product advice prior to making any decisions relating to such transactions.
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