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CRA can help you develop and validate your CfD bidding strategy

Bid “flexibility” rule
introduces additional
dimensions to bid

formation

Limited budget for a
large number of
projects

Competitive

Uncertainties
around other
bidders present a
strategic challenge

Success depends
on other’s strategies

Why bid development and
validation are important

m The GB CfD Auction aims to allocate a limited
budget across different renewable technologies

= However, participation in the auction presents some
significant challenges:

- Itis complex, providing multiple bidding
options

- It is competitive, with many bidders and many
different CfD valuations

- Information on rival bidders is limited

- Success is contingent on the bidding
strategies of rival bidders

= This means that ‘passive’ bidding risks:
- Failing to secure a contract despite having a
price competitive project
- Securing a contract project but at less than
the achievable Strike Price

— How CRA can help

m CRA has tools and methodologies to help participants:
- Position bids within a range of acceptable IRRs
- Develop bidding strategies to improve the probability of success

- Enhance understanding of the regulations and rules governing the CfD

- Validate bidding strategies by providing a comprehensive, external review

2 Private and Confidential

Charles River
Associates

C




An aggressive bidding strategy can change the results of
a merit-order solution

Auction rules allow participants to

No Strategic Bidding respond strate.g'ically to

opportunities
- Budget
9
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3 Y o = “A” clears the m CRA’s analysis shows that the auction
< auction with a design and bidding rules give participants
[©] commissioning B .
@ Other Generators = Neither “B” nor . . .
——— “C” are successful = Our simulations show that small changes in
el fesl 2|l ] el submitted bids can alter the results of the
Delivery Year auction. This flexibility could be used by
bidders to increase the chance of success
“B” bids aggressively low and for projects in their portfolio

causes “Year 1” to close*®
m In light of the possibility of strategic

el
————SS—————_—_—_—— need to carefully consider their bidding

Budget strategy and ensure they are optimising
their “bidding space”

m “C’ clears the

tion with . .
Sommissioning = Even under a tight range of target strike
date of “Year 2" prices, the appropriate use of “flexible bids”

Other Generators Neither “A” nor can protect against undesired outcomes
“B” are successful

Budget Allocation
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Delivery Year

* More details available from CRA
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CRA has developed a methodology to determine the robustness of
Individual bidding strategies across a range of potential outcomes

Our methodology follows
three steps

0 Construct industry supply curve and
assess market positioning

Fundamental Drivers Bid Flexibility Bid Strategy

= Analysis of projects in the pipeline to
establish baseline supply curve

m Scenarios on capital costs, development
timeline, and choice between RO and CfD

= Relative position of client’s projects to
assess marginality (bidding head room and
pivotal points)

! m DeIivew year
capacy e Formulate bidding options and strategy
= Market supply curve - Py ks ot
P hasil | ] er . . . . ..
= Cost uncertainties Z..ffJZ?.RR participant' ] Analyts,ls.of portfollqs, strategic priorities,
e range strategies and bidding strategies

= Project cost of capital

= Construction costs = Own Strategic m Development of flexible bids based on

= Load factor Priorities » . N

I — « Risk appetite solution space” and allowed IRR range

» Required IRR = Portfolio strategy

a Simulate bids and review pay-offs

= Dynamic testing of client’s bid performance
against industry supply curve and bidding
strategy scenarios

» Risk/reward analysis of bid strategy
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CRA brings together deep expertise in auctions and competitive
renewable markets

Deep electricity market knowledge: We have

— How our team can help

deep expertise in electricity markets and renewable
support schemes. Our team has experience = Industry supply curve with
L advising UK regulators on the CfD design and capability to run multiple cost,
assessing potential price outcomes in various delivery year, and participation
international renewable markets. scenarios
Framework to systematically
Extensive auction experience: Ourteam Eggfg z?r(;t';e;tezotentlal
includes auction specialists with experience in the
design and evaluation of auctions. Our auctions Methodology to analyse each
Why CRA? team advises businesses, governments, bidders strategy based on competitor
and other market participants on auction strategy SEERTELT e 1_‘ur_1damenta|
and market monitoring. market uncertainties
Models to help you test the
Modelling expertise: Our team has extensive g'csr;{cz(;?:;lt radecfis otiey
expertise in the modelling of renewable markets, _
° project financial models, and auction simulation :::je?gzrgﬁgltyi\i/:ma“on aryl
tools. We can provide you with the flexible and
dynamic tools you require to evaluate your bidding

strategy.
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Disclaimer

This report shall not be construed as providing legal or financial opinions or guidance. Any opinion expressed herein shall not be interpreted as any
form of assurance or guarantee with respect to future events or circumstances, and the content of this report may not be relied on for investment
purposes. To the extent the information in this report is to be used to make legal or financial determinations, you should seek advice from your own
legal counsel and/or financial advisors.

Your use of this report, including any reliance on it, are your responsibility. CRA accepts no duty of care or liability of any kind whatsoever to you,
and you waive and release CRA for all claims, liabilities and damages, if any, suffered as a result of decisions made, or not made, or actions taken,
or not taken, based on this report.

Detailed information about Charles River Associates, a registered trade name of CRA International, Inc., is available at www.crai.com.

Copyright 2015 Charles River Associates
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