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Energy companies face an increasingly complex energy ecosystem
to reach net-zero
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Volatility only to increase going forward
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Texas freeze with power prices Massive increase of negative price UK record power prices
up to 9°000 USD/MWh in Feb. ‘21 events driven by distributed solar of >2’°000 GBP/MWh
Power prices and administrative Count of trading intervals with Power prices on 15.11.2021, 18:00
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Price volatility only expected to increase further due to higher penetration of intermittent renewables




4 steps towards becoming

antifragile
Step 1

Risk taxonomy definition to align an understanding

of “portfolio” and “positions”

1. Risk taxonomy: Critical starting point is to define risks and align

on metrics to measure
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Risk exposures are
connected with one
another, where
interdependence can
lead ta:

+  Lower risk when
aggregated—e.q..
renewables
production volumes
are negatively
comrelated with
pawer prices

+ “Concentration of
risk” due fo the
compounding effect
of risks materializing
at the same time
(particularly in
extreme events)
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Step 2

Mapping risks along dimensions of risk factor and
positions type by market

2. Risk heatmaps: Building Risk Heatmaps helps to understand
portfolio and where to focus modelling effort
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Assess materiality in detailed model (step 3)

0 Contract parametrization @ Risk factor simulation G Gross profit computation
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Each asset/position characteristic is

parametrized in a configuration dictionary Results ST

inClUding:, e.g.,. 10y Economic Gross Profit@Risk, USD mn

* Asset parameters: e.g. market,
installed capacity, load factor, COD
dates, etc.

* PPA parameters: e.g. PPA type, PPA
price, volume, start & end date, etc.

e CfD parameters: e.g. type, CfD price,
% of volume applicable
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Making the right portfolio choices to
enhance value (step 4)

lllustrative - Each investment opportunity with unique risk-return profiles

Expected Return', %

11
L
o U
8 e :
7 RN
6 h o S
5 ©
4
3 Optimized merchant portfolio
typically results in higher IRR
2 spread over risk adjusted WACC
1
0

1 Internal rate of return (IRR) of base-case scenario

2. Expected IRR vs P5 IRR (IRR@Risk)
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Volatility?, in %, i.e., Risk

Source: McKinsey CapEx/OpEx assumptions & market scenarios; PexaPark PPA benchmarks
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2022 Cambridge-McKinsey Risk Prize
Announcement of Finalists and Winner

Rob Glew Aditya Panse
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