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• Macquarie Group Limited – Sydney-headquartered, Australian Stock 
Exchange-listed (ASX: MQG),

• Top 15 ASX company; market capitalization in excess of US$17 billion

• Macquarie total assets under management, in excess of US$125 billion

• Macquarie have over 13,100 staff with around 7,960 Australia-based 
staff and over 5,140 international staff in 25 countries.

• 52% of operating income derived from international markets

• Macquarie Bank is rated F1/A+ by Fitch, P1/A1 by Moody’s, and A1/A 
by Standard & Poor’s

• Macquarie has a long history of serving clients  in the natural resources 
sectors:  Agricultural Commodities, Energy, Mining and Metals

Macquarie Group

Who We Are Energy Markets Division

• Client Focused Business , continuously 
servicing commodity producers and consumers 
since early 1980’s,

• In recent years, due to increasing demand, an 
active expansion has been undertaken in 
Energy Markets and Commodity Linked 
Investment Products,

• Energy Division headquartered out of 
London

• Currently employs in excess of 300 people 
worldwide

• Structured Hedging: Macquarie Energy 
Markets has built its market reputation through 
its ability to generate innovative and tailored 
hedging tools linked to more complex situations

• Active in all major time zones

– Price making in select commodities and 
derivatives inc. energy derivatives,

– Strong physical market expertise.
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Gas Services

UK NBP

• Shipper

• Beach Contracts

• Longer term gas contracts 
indexed on oil

• Physical and financial

• Supplier through Corona Energy

ZEEBRUGGE , TTF, BEB

• Member

• Physical & Financials (Swaps)

• Delivery at hub

• Structured Hedging of Gas 
formulae against oil e.g. (Belgian 
G Formula, Dutch CSS, Spanish 
CTEC & Italian CT)

EGT 

• Member (as at 1st June 2008)

• Physical & Financial

• Delivery at hub

Hubs and their associated 
activities Gas Trading and Marketing

• Physical trading 

• Financial trading on ICE and 
bespoke structured OTC 
derivative products

• 16 Strong trading and marketing 
team

• Storage positions at Rough

• Physical Sales to: 

•Pipeline operators

•Utilities and Large 
Industrials

• Combined wholesale and retail 
sales of 3 million therms/day 
(equivalent to 2.2mtpa of LNG
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Agenda

1 Introduction to Structured products

2 A Comparison of Strategies 2005 - 2007

3 Conclusions for Volatility and Price
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Building Blocks:  
Introduction to Structuring

In-the-money
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Strike

Short Call 

Call Options

� The buyer of a Call Option obtains the right, but not the 
obligation, to BUY at the pre-agreed strike price. For this 
right, a premium is paid to the seller of the Call Option

� The buyer of a Call Option would exercise their right to 
buy at the pre-agreed strike price if the market is higher 
than the strike price

� A Call Option is considered to be In-The-Money (ITM), if 
the market price is above the strike price

� A Call Option is considered to be Out-of-The-Money 
(OTM), if the market price is below the strike price

� The breakeven point of a Call Option is reached when 
the sum of the gross profit and the premium is zero In-the-money

Breakeven

Breakeven
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Building Blocks:  
Introduction to Structuring

Put Options

� The buyer of a Put Option obtains the right, but not the 
obligation, to SELL at the pre-agreed strike price. For 
this right, a premium is paid to the seller of the Put 
Option

� The buyer of a Put Option would exercise their right to 
sell at the pre-agreed strike price if the market is lower 
than the strike price

� A Put Option is considered to be In-The-Money (ITM), if 
the market price is below the strike price

� A Put Option is considered to be Out-of-The-Money 
(OTM), if the market price is above the strike price

� The breakeven point of a Put Option is reached when 
the sum of the gross profit and the premium is zero
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Underlying/Spot (S)

Intrinsic
Value

Extrinsic Value

Value of a Call Option

Building Blocks:  
Valuing Options

The value of an Option has two 
parts

� Intrinsic value : how much you 
would get if it was exercised today 
at prevailing prices

� Extrinsic value: represents 
premium value attributable to 
uncertainty, funding costs and time 
to expiration of the Option  (aka 
“hope value”)

Five factors contribute to an Option’s value  / pre mium

� Underlying Price (S) Intrinsic Value   S � => Call Value� , Put Value �

� Strike Price (K) Intrinsic Value    K � => Call Value � , Put Value �

� Volatility (� ) Extrinsic Value � � => Call Value � , Put Value �

� Time to Expiry (t) Extrinsic Value t � => Call Value � , Put Value �

� Interest rates (r) Extrinsic Value r � => Call Value � , Put Value �

Strike Price (K)



STRICTLY CONFIDENTIAL  All pricing is indicative only and based upon market conditions prevailing at the time of preparation and assumes a flat load

Details of Structured Products
Vanilla structures

Source: 
Macquarie Bank

Source: 
Macquarie Bank

� An absolute ceiling is secured for gas prices while maintaining 100% 
participation in the downside

� A consideration of this strategy is that there is a premium paid to secure 
this protection 

� This premium is proportionate to the level of the protection sought and the 
volatility of the market

� The graph on the right compares a Call to an unhedged position and 
highlights when the purchaser would be better or worse off
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� A Zero Premium Collar secures an absolute ceiling on prices through the 
purchase of Call Options

� To finance the Call Options, Put Options are sold at a lower level resulting 
in a net position where no premium is to be paid

� These Put Options add a floor to the price achievable

� The graph on the right again compares a Zero Premium Collar to an 
unhedged position and highlights the differences

Zero Premium Collar
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Details of Structured Products
Selling Optionality

Swap with partial participation

� This product provides an absolute ceiling on prices. The actual price you 
pay is a function of where the day ahead outturns relative to the swap

� These strategies benefit a consumer who needs budget certainty near 
current price levels but who believes that there may be a big shift down. 

� Considerations are that the fixed price is higher than in a standard fix. 
Break-even is the price below which the structure delivers better value than 
a standard fixed price.

� The graph on the right compares the Partial Participation swap with the 
day-ahead Source: 

Macquarie Bank

Source: 
Macquarie Bank

� The price secured is discounted to the forward price by locking in a forward 
rate then selling a Call Option

� The caveat to this strategy is that because of the Call Option the price 
protection stops at a predetermined level 

� Above this level the strategy holder participates in movements in the 
market price

� The graph on the right compares the Capped Swap to a forward contract, 
not the unhedged position, and shows where the strategy holder would be 
better or worse off in comparison to the forward
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Details of Structured Products
More Advanced Strategies: 3-Way Contract

� A 3-Way contract is similar to a Zero Premium Collar with the exception 
that there is upside participation in price movements above a 
predetermined level beyond the ceiling

� The addition of this participation finances either the lowering of the ceiling 
(as shown in both graphs on the right) or the lowering of the floor

� The strike price of the participation above the ceiling determines how much 
favourable change in the floor or ceiling can be accommodated while 
keeping the strategy premium free

� The first graph on the right demonstrates whether the product holder would 
be better or worse off at different market prices in comparison with a 
unhedged position

� The second graph compares the 3-Way contract to a Zero Cost Collar and 
shows how a lower ceiling can be obtained over a certain range by adding 
upside participation beyond a certain market level

� Note: the addition of this upside participation can also offset the addition of 
downside participation below the floor at certain market levels. This is 
called a 4-way and can be discussed if so desired

3-way contract - re-participating collar

Source: 
Macquarie Bank

Source: 
Macquarie Bank
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Agenda

1 Introduction to Structured products

2 A Comparison of Strategies 2005 - 2007

3 Conclusions for Volatility and Price
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Flexible Physical Strategies
Sample assumptions

Assumptions used throughout illustrated 
examples

� The consumer has a flat 25,000 th/day profile 
365 days a year 

� Contract renewal is October each year

� The consumer has a risk policy sanctioning a 
maximum risk limit of 10% above marked-to-
market  (M2M) on budget setting day

� The consumer sets their budget seven months 
prior to the start of physical supply (March 1st)

� The Consumer is not unwinding positions

� All numbers used are based on Heren closing 
prices
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Flex, Spot & Structured for ‘05

1. Flexible Purchasing through 
the Physical Contract

� Winter stopped out Day 3 
of strategy, Summer 
stopped out Day 7 of 
strategy

� Result: 39.38p/th

2. Capped Price, Budget 10% 
above market 

� Annual Cap established 
based on 10% above 
market levels

� Result: 40.9p/th
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Day-ahead 
average 
50.95p/th

Annual Budget of 
41.14p/th to board

Out-turn with a cap 
of 10% above 
market of 40.9p/th

Stopped-out physical 
strategy price of 
39.38p/th

The Market for Annual Oct 2005 delivery

Source: Macquarie 
Bank

3. All volume run to the day 
ahead

� Result: 50.95p/th

Budget at M2M plus 10%
� 41.14p/th

Budget at M2M plus 10%
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Flex, Spot & Structured for ‘06
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Day-ahead 
average 
25.81p/th

Annual Budget & 10% Tunnel 
Cap of 64.67p/th to board

Out-turn of Tunnel with a cap of 
10% above market of 49.10p/th

Stopped-out physical 
strategy price of 
62.95p/th

Capped Price for the 
12.5% tunnel of 66p/th

The Market for Annual Oct 2006 delivery

Source: Macquarie 
Bank

1. Flexible Purchasing through 
the Physical Contract

� Winter stop out Day 10, 
Summer stop out Day 31

� To avoid the stop out 
needs +28% CaR

� Result: 62.95p/th

2. Collar Price, Budget 10% 
above market 

� Annual Collar established 
based on 10% above 
market levels

� Result: 49.10p/th

3. All volume run to the day 
ahead

� Result: 25.81p/th

� 64.67p/th

Budget at M2M plus 10%
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Flex, Spot & Structured for ’07**

**Statistics up to and including the 20 th

June at time of going to print

Day-ahead 
average 53.12p/th

Out-turn of Tunnel with a cap of 
12.5% above market of 47.72p/th

Annual Budget of 
43.37p/th to board

Out-turn of Tunnel with a cap of 
10% above market of 46.84p/th

Stopped-out physical 
strategy price of 43.04p/th

Source: Macquarie 
Bank

1. Flexible Purchasing through 
the Physical Contract

� Winter stop out Oct ’07, 
Summer stop out Sept ‘07

� Result: 43.04p/th

2. Collar Price, Budget 10% 
above market 

� Annual Collar established 
based on 10% above 
market levels

� Result: 46.84p/th

3. All volume run to the day 
ahead

� Result: 53.12p/th

� 43.37p/th

Budget at M2M plus 10%
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Agenda

1 Overview

2 Flexible Physical Strategies 2005 - 2007

3 Conclusions for Volatility and Price
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Out-turn prices for 05-07 compared
Simple Structured vs. Flexible Physical (FP)

2005

� Budget - £3,754,000

� FP Strategy - £3,593,000

� 10% Cap - £3,732,000

� 12.5% Cap - £3,747,000

� DA Float - £4,649,000

2006

� Budget - £5,901,000

� FP - £5,744,000

� 10% Tunnel - £4,480,000

� 12.5% Tunnel - £4,343,000

� DA Float - £2,355,000

2007 to date

� Budget - £2,862,420

� FP - £2,840,750

� 10% Tunnel - £3,091,745

� 12.5% Tunnel - £3,149,450

� DA Float - £3,505,826

Fiscal Out-turn Oct ‘05 – Dec ’07**

� Budget - £12,517,420

� FP - £12,177,906

� 10% Strategy - £11,304,521

� 12.5% Strategy - £11,240,921

� DA Float - £10,510,413

**We definitely do NOT recommend a pick-
and-choose strategy from year to year NOR 

do we suggest that a Cap and Tunnel 
strategy is the only way to manage price risk

Source: Macquarie 
Bank
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A Comparison of Volatility
Simple Structured vs. Flexible Physical (FP)

Eliminating Volatility

� Flexible Physical Strategy led 
to large swings in excess of 
35% around the mean of the 
four strategies illustrated.

� Purchasing Day Ahead led to 
positive and negative swings 
in excess of 18% from mean

� Both Cap/Tunnel strategies 
deviated 6% or less from 
mean.

Budgeting & Cash Flow

� Budgeting and cash flow 
requirements typically indicate 
a preference for reduced 
volatility of price

� A key deliverable of a 
structuring strategy is one of 
improved price stability Source: Macquarie 
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Key UK Contact

Guy Thompson
Energy Marketer

Email: guy.thompson@macquarie.com
Business: +44 (0) 203 037 4704
Mobile: +44 (0) 791 239 4540
Fax: +44 (0) 203 037 4301

Macquarie Bank
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Disclaimer

This presentation has been prepared by Macquarie Ba nk Limited ABN 46 008 583 542 (‘Macquarie’) for the  general use of its wholesale clients only. The 
presentation is not intended to create legal relati ons and is not binding on Macquarie under any circu mstances whatsoever in law or in equity or otherwise . No 
part of the presentation is to be construed as a so licitation to buy or sell any product, or to engage in or refrain from engaging in any transaction. To the extent 
permitted by law no member of the Macquarie Group a ccepts any responsibility for errors or misstatemen ts, negligent or otherwise, nor for any direct, 
indirect, consequential or other loss arising from any use of this information and/or further communic ation in relation to this information. The informat ion may 
be based on assumptions or market conditions and ma y change without notice. If those underlying assump tions or market conditions change, the opinions 
and strategies will change. International investors  are reminded of the risks inherent in international  investments, such as currency fluctuations and 
international stock market and economic conditions.  Macquarie or its associates, officers or employees may have interests in the financial products referre d 
to in this information by acting in various roles i ncluding as investment banker, underwriter or deale r, holder of principal positions, broker, lender or  adviser.  
Macquarie or its associates may receive fees, broke rage or commissions for acting in those capacities.   In addition, Macquarie or its associates, officer s or 
employees may buy or sell the financial products as  principal or agent and as such may effect transacti ons which are not consistent with any 
recommendations (if any) in this information. Macqu arie is authorised by The Australian Prudential Reg ulation Authority in the Commonwealth of Australia 
and The Financial Services Authority in the United Kingdom, to carry out banking business or to accept  deposits in those respective jurisdictions. Macqua rie 
and its related bodies corporate (the ‘Macquarie Gr oup’) are not otherwise currently authorised to car ry out banking business or to accept deposits in an y 
other country. Macquarie Bank Limited maintains Rep resentative Offices in New York, Texas, Washington,  California and Illinois and is not licensed to con duct 
banking business in the US.  With respect to matter s pertaining to US securities laws, and to the exte nt required by such laws, Macquarie Bank Limited an d its 
worldwide subsidiaries consult with, and act throug h, Macquarie Capital (USA) Inc., a registered broke r-dealer and member of FINRA, or another US broker-
dealer. In the UK, Macquarie is authorised and regu lated by the UK Financial Services Authority. This document is only being distributed to and is only 
directed at professional clients and eligible count erparties, as defined in the rules of the Financial Services Authority. It is not intended for retail cl ients and 
such persons should not rely on the information in this document. The transmission of this document to  any other person in the UK is unauthorised and may  
contravene the Financial Services and Markets Act 2 000. In the European Economic Area, this document i s distributed by Macquarie Bank International 
Limited (“MBI”) which is authorised and regulated b y the UK’s Financial Services Authority.  This docu ment may not be released, issued or distributed to the 
public. The presentation may not be copied or distr ibuted in whole or in part to any third party witho ut the prior written consent of Macquarie.

© Macquarie Group 2008


