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Important Notice 

We understand that this Report may be made available to third parties. If you are a party other than Synergy, KPMG: 

• owes you no duty (whether in contract or in tort or under statute or otherwise) with respect to or in connection with 
the attached Report or any part thereof; and 

• will have no liability to you for any loss or damage suffered or costs incurred by you or any other person arising out 
of or in connection with the provision to you of the attached Report or any part thereof, however the loss or damage 
is caused, including, but not limited to, as a result of negligence. 

If you are a party other than Synergy and you choose to rely upon the attached Report or any part thereof, you do so entirely 
at your own risk. 

Inherent Limitations 

This Report has been prepared as outlined in Appendix A - Scope and Approach. 

The services provided under our engagement letter (“Services”) have not been undertaken in accordance with any auditing, 
review or assurance standards. Any reference to ‘audit’ and ‘review’, throughout this Report, is not intended to convey that the 
Services have been conducted in accordance with any auditing, review or assurance standards. Further, as our scope of work 
does not constitute an audit or review in accordance with any auditing, review or assurance standards, our work will not 
necessarily disclose all matters that may be of interest to Synergy or reveal errors and irregularities, if any, in the underlying 
information. 

Synergy requested that we undertake an indicative valuation (limited scope) as part of this engagement, consistent with the 
approach taken in our September 2013 Report.  The following is an extract from the APES 225 definition of a limited scope 
valuation engagement: “An Engagement or Assignment to perform a Valuation and provide a Valuation Report where the 
scope of work is limited or restricted. The scope of work is limited or restricted where the Member is not free, as the Member 
would be but for the limitation or restriction, to employ the Valuation Approaches, Valuation Methods and Valuation 
Procedures that a reasonable and informed third party would perform taking into consideration all the specific facts and 
circumstances of the Engagement or Assignment available to the Member at that time, and it is reasonable to expect that the 
effect of the limitation or restriction on the estimate of value is material.” We note that if a formal valuation engagement had 
been performed (i.e. a “Valuation Engagement” as defined in APES 225), the results may have been different. 

In preparing this Report, we have had access to information provided by Synergy and other publicly available information. In 
addition to this, we have relied on Tony Andersen as a subcontractor and technical expert (refer to Appendix A – Scope and 
Approach for further details). We have relied upon the truth, accuracy and completeness of any information provided or made 
available to us in connection with the Services without independently verifying it. No warranty of completeness, accuracy or 
reliability is given in relation to the statements and representations made by, and the information and documentation provided 
by Synergy representatives consulted as part of the process.  

Any findings or recommendations contained within this Report are based upon our reasonable professional judgement based 
on the information that is available from the sources indicated. Should the project elements, external factors and assumptions 
change then the findings and recommendations contained in this Report may no longer be appropriate. Accordingly, we do 
not confirm, underwrite or guarantee that the outcomes referred to in this Report will be achieved. 

We do not make any statement as to whether any forecasts or projections will be achieved, or whether the assumptions and 
data underlying any such prospective financial information are accurate, complete or reasonable. We will not warrant or 
guarantee the achievement of any such forecasts or projections. There will usually be differences between forecast or 
projected and actual results, because events and circumstances frequently do not occur as expected or predicted, and those 
differences may be material. 

KPMG is under no obligation in any circumstance to update this Report, in either oral or written form, for events occurring 
after the Report has been issued in final form. The findings in this Report have been formed on the above basis. 

Electronic distribution 

Responsibility for the security of any electronic distribution of this Report remains the responsibility of Synergy and KPMG 
accepts no liability if the report is, or has been, altered in any way by any person. 
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SUMMARY OF FINDINGS 
 

Schedule 

The Muja AB Project was completed in late February 2014, approximately one month ahead of 
the agreed revised schedule, with all four units now operational. 

The original Project schedule had anticipated a completion date of no later than October 2012. 

Cost 

The actual total cost of the Project was $308.4 million, $27.6 million less than the revised budget 
approved in September last year. 

$12.0 million of the $27.6 million saving relates to untapped contingency provisions, while 
completing the works early also notably saved the Project $4.7 million in avoided capacity credit 
refunds. 

Indicative Valuation 

As at 31 March 2014, the Project is indicatively valued at $88 million assuming a continued 
operation over the next 10 years in accordance with the proposed operating strategy, excluding 
sunk costs and fixed overhead cost allocation. If the operation of the station is extended to 15 
years, the indicative valuation increases to $132 million. 

From financial close to completion in February 2014, Synergy was required to contribute $158 
million of additional funding over and above contributing the existing Muja AB power station to 
the Project.  This indicative valuation indicates that Synergy may potentially realise $88 million to 
$132 million of value back from the Project. 

Operating Strategy 

Muja AB will generate, or purchase where commercial to do so, to cover the requirements of the 
third party offtaker and some merchant operation during periods of high system demand. 

The operating strategy includes the flexibility to capitalise on favourable market conditions where 
seasonal or time of day factors create a differential between the market price and the cost of 
running Muja AB. 

The short-term operating strategy focuses on ongoing commissioning and testing along with a 
network support arrangement with Western Power. 

A short-term bilateral contract has been entered into with Synergy to provide supply to the 
Project’s third party offtaker while Muja AB is undertaking this network support role. 

IMO Certification 

M1 and M2 achieved IMO certification in February and January 2014 respectively. 

All connection tests have been completed and there are no restrictions to the ability of the units 
to operate in the market. 
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Future Divestment  

Now that Synergy has 100% control of Vinalco, it will be important to review the Project to see 
where there may be opportunities to restructure the contractual arrangements to optimise the 
outcome both from a Project and Synergy perspective for the event of a potential sell down. 

Moreover, the overall saleability of the Project needs to be assessed in light of the recent history 
of the Project with a level of flexibility retained in order to establish what may be an appropriate 
risk allocation, sale structure, timetable and retention value. 

 

 

 

This Summary of Findings should be read in conjunction with the 
balance of this Report, including our Scope and Approach outlined in Appendix  A.
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1 Project Background 

1.1 Project Description 
Vinalco Energy Pty Ltd (“Vinalco”) as the trustee for the Vinalco Energy Trust (“Trust”) recently 
completed a major program of work involving the refurbishment, upgrade and recommissioning of 
the Muja AB Power Station (the “Project”), near Collie, in Western Australia. 

Vinalco was originally established as a 50/50 joint venture (“JV”) between the State owned Verve 
Energy (“Verve”) and privately owned Inalco Energy Pty Ltd (“Inalco”). Kempe Engineering 
Services (Australia) Pty Ltd (“Kempe”) was the principal contractor engaged to deliver the Project 
on behalf of Vinalco. Kempe and Inalco are related entities, having a level of common ownership. 

In April 2013, an arrangement between Verve, Vinalco, Inalco and Kempe was agreed which 
resulted in Verve assuming 100% ownership of Vinalco and the Project. 

On 1 January 2014, Verve merged with Synergy, to form a single entity which trades as Synergy. 

1.2 Project History 
The Muja AB Power Station (“Muja AB”) is a 240MW coal-fired power station which is connected 
to the South West Interconnected System (“SWIS”) and is part of the Western Australian 
Wholesale Energy Market (“WEM”). 

Muja AB was operated by Verve (and Western Power prior to disaggregation in 2006) from 1965 
until April 2007 when it was retired from service. Muja AB was partly returned to service from 
June 2008 in response to the explosion and subsequent disruption at the Varanus Island gas 
processing facility, before being retired again in April 2009. 

The plant is configured with four separate 60MW units which have been predominantly operated 
in base load to mid merit mode throughout the plant’s life. 

Following the initial retirement of Muja AB in 2007, Verve called for proposals from third parties 
regarding the future use of the power station. As part of this process, Inalco submitted a proposal 
for the recommissioning of the power station in a JV with Verve.  

Verve and Inalco subsequently worked together to assess feasibility, develop and negotiate 
related contractual arrangements, raise financing and refurbish the power station with an original 
completion date of no later than October 2012. 

However, in the second half of 2012, during the recommissioning phase of the first two of the four 
units, M3 and M4, a boiler tube failure occurred. Upon investigation, external corrosion was 
discovered. Engineering review and testing progressively revealed the issue to be more 
extensive than first anticipated, with all four units affected. 

Consequently, unanticipated capital calls were made on each of the JV parties in the second half 
of 2012 and again in the first half of 2013, principally to cover the additional costs associated with 
the ensuing boiler repair works. Verve funded these capital calls in their entirety.  
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Units M4 and M3 were returned to service in February and March 2013, respectively. Work 
continued on units M1 and M2 until the time the Project was suspended by Government in 
June 2013. At that time, Verve estimated that the work on the remaining two units, M1 and M2, 
was 72% and 69% complete, respectively.  

KPMG was commissioned in July 2013 to assess whether Verve should proceed with completing 
the remaining works associated with returning units M1 and M2 to service (the “September 2013 
Report”). This September 2013 Report recommended that Verve proceed with the completion of 
the refurbishment works, as doing so was assessed the best value proposition at that point in 
time.  This report was released publicly in September 2013. 

Following a Government decision to proceed with the completion of the refurbishment works, 
Verve remobilised the Project in September 2013, completing the return to service of units M1 
and M2 in late February and late January 2014, respectively. 

KPMG was subsequently recommissioned to prepare this second report which focuses on 
analysing whether the Project was completed in line with the revised schedule and budget 
approved in September 2013 (the “Report” or “April 2014 Report”). This Report draws upon and 
assumes a level of understanding established through the September 2013 Report. 
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2 Project Schedule and IMO Certification 

2.1 Project Schedule 
The Project was suspended in June 2013 at the direction of Government. At that time, Verve 
estimated the work on the remaining two units, M1 and M2, was 72% and 69% complete 
respectively. 

Remobilisation to complete the boiler repair works on M1 and M2 commenced in September 
2013 with a scheduled completion date in March 2014. Both units were completed approximately 
one month ahead of schedule. 

Figure 2-1:  Project Timeline 

 

2.2 Network 

IMO Certification 

The Independent Market Operator (IMO) is the authority which regulates all market participants. 
Vinalco as owner of Muja AB had an obligation to achieve certain plant performance outcomes 
prior to being permitted to connect, operate and trade in the market. 

Following remobilisation in September 2013 to complete the boiler repair works, M1 and M2 
achieved IMO certification in February and January 2014 respectively. 

Table 2-1: IMO Certification 
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1 25 Feb 2014 

2 30 Jan 2014 

3 31 Mar 2013 

4 17 Feb 2013 
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Connection 

The Muja AB units need to demonstrate their ability to meet system connectivity requirements. All 
connection tests have been completed and there are no restrictions to the ability of the units to 
operate in the market. 
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3 Financial Update 
This Chapter of the Report compares the actual costs to complete with the estimates set out in 
KPMG’s September 2013 Report as well as providing an updated indicative Project valuation. 

3.1 Project Costings 

3.1.1 Project Cost 

Table 3-2 on the following page shows that the Muja AB Project was completed in late February 
2014 at an actual total cost of $308.4 million, $27.6 million less than the revised budget approved 
in September last year. 

Overall, at $308.4 million, the Muja AB refurbishment ended up costing $137.0 million more than 
anticipated. 

The unanticipated costs of $137.0 million include costs associated with the boiler repair works 
and other costs incurred as a consequence of the schedule overrun less the net operating 
position after accounting for the fact that units M3 and M4 have been operating since March and 
February 2013, respectively. 

The most significant unanticipated costs are the $66.8 million required to repair the boilers and 
the capacity credit refunds of $49.4 million incurred across both the 2012-13 and 2013-14 IMO 
years as a consequence of the delay in returning the units to service, noting that the operating 
revenues do include capacity credit revenue associated with all four units. 

From a funding perspective, the original debt funding of $150.1 million funded almost all of the 
refurbishment works as planned with an additional $158.3 million of Synergy funding required to 
fund the EPC variation payments, boiler repairs and schedule overrun costs after accounting for 
the positive net operating position of $19.5 million.  

During this period approximately $16 million of debt has been paid down from the original debt 
facility of $150 million. 

Table 3-1: Project Funding 

Item Funding ($m) 

Anticipated Funding 

Debt Funding 150.1 

Unanticipated Funding 

Synergy Funding 158.3 

Total Funding 308.4 
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Table 3-2: Project Cost 

Item ($m) Actual Budget Variance 

Anticipated Costs  

Refurbishment 

EPC* 131.3 131.3 - 

Transmission access 4.8 4.8 - 

O&M Support 12.0 12.0 - 

Capitalised Interest 12.6 12.6 - 

Commitment Fee 1.8 1.8 - 

Agency Fees 0.1 0.1 - 

Transaction Costs 6.0 6.0 - 

Net GST Movement 0.1 0.1 - 

Coal Stockpile & Ramp up 2.7 2.7 - 

Subtotal  171.4 171.4 - 

Unanticipated Costs 

Boiler Repairs  

Boiler Repair Works 66.8 81.7 14.9 

Project Management 7.4 9.2 1.8 

Additional Commissioning 2.0 2.0 - 

Sub-total  76.3 92.9 16.6 

Schedule Overrun 

Capacity Credit Refunds 49.4 54.1 4.7 

Bilateral Energy Purchases 25.2 24.6 (0.6) 

Delay De-Mob and Re-mob 2.3 3.8 1.5 

IMO Security 3.3 3.3 - 

Sub-total 80.2 85.8 5.6 

less Net Operating 
Position    

Operating Revenues 169.4 184.0 14.6 

less Operating Costs 149.9 169.9 20.0 

Sub-total 19.5 14.1 (5.4) 

Project Cost  308.4 336.0 27.6 

*   Includes $21.3 million in EPC variation payments which were not anticipated at financial close but do relate to the 
refurbishment works and have been categorised accordingly. EPC variation payments are not uncommon in practice. 

  



Post completion review of the Muja AB Project 
6 April 2014 

 

 7 © 2014 KPMG, an Australian partnership and a member firm of the KPMG network of  independent 
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.  

All rights reserved. KPMG and the KPMG logo are registered trademarks of KPMG International. 
Liability limited by a scheme approved under Professional Standards Legislation. 

3.1.2 Costs to Complete 

The September 2013 decision to proceed to complete the refurbishment of units M1 and M2 was 
made in the context of the status of the Project’s financial position at 31 August 2013.  At this 
time, the cost to complete was conservatively estimated to be $46.2 million over the remaining 
period between 1 September 2013 and 31 March 2014, including $12.0 million of contingency. 

Table 3-3 shows that actual net costs of just $18.6 million were incurred through to the 
completion of the Project in late February 2014, representing a saving of $27.6 million.  $12.0 
million of the $27.6 million relates to untapped contingency provisions, while completing the 
works early also saved the Project $4.7 million in avoided capacity credit refunds.  It should be 
noted that, in addition to usual actual versus forecast variations, the difference in the net 
operating position also reflects one less month of operating cashflows due to completion the 
refurbishment works earlier than anticipated. 

Table 3-3: Costs to Complete 

Item ($m)  Actual Budget Variance 

Boiler Repairs  17.2 33.8 16.6 

Schedule Overrun  20.3 25.9 5.6 

less Net Operating Position  18.8 13.5 (5.4)(b) 

Costs to Complete  18.6 46.2 27.6 

3.1.3 Boiler Repair Works 

At project suspension in June 2013 the M3 and M4 units had been successfully refurbished and 
recommissioned. The M1 and M2 units were 72% and 69% complete, respectively. 

The September 2013 Report presented an estimated total boiler repair cost of $81.7 million, 
including $12.0 million of contingency.  This estimate accounted for costs already incurred 
through to 31 August 2013 of $51.3 million and a further $30.4 million forecast to be required for 
completion.   

Table 3-4 reveals that only $17.2 million in boiler repair costs were incurred in completing the 
works on M1 and M2 between September 2013 and February 2014.  In total, actual boiler repair 
costs came to $66.8 million which is broadly consistent with the budget of $69.7 million before 
contingency.  
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Table 3-4: Boiler Repair Works 

Project Estimates ($m)  Actual Budget Variance 

TWPS  55.6 52.1 3.5 

Verve  1.1 3.5 (2.4) 

Metallurgy incl. Subcontractors  3.9 7.1 (3.2) 

Materials/ Freight  6.3 7.0 (0.7) 

Sub Total  66.8 69.7 (2.9) 

Contingency  - 8.0 (8.0) 

Project Total  66.8 77.7 (10.9) 

Commissioning Contingency  - 4.0 (4.0) 

Direct Boiler Repair Works Total  66.8 81.7 (14.9) 

3.2 Indicative Valuation 

3.2.1 Key Assumptions 

The indicative valuation presented in this section of the Report is based on the cashflows to 
equity from 1 April 2014 and does not include costs or revenues prior to this date. These costs 
and revenues are treated as sunk. This is referred to as a stand-alone incremental indicative 
valuation. Please note that it is not a formal valuation and is simply a calculation based on the 
assumptions set out below and in Appendix  B.  

As was the case in the September 2013 Report, the indicative valuation assumes: 

• Potential Synergy portfolio related benefits excluded. 

• Proposed proportionate allocation of Synergy’s fixed costs to Muja AB excluded. 

• Adjustment of the peak generation volume to reflect independent forecasts provided by 
ACIL Tasman. 

• Synergy’s estimated after tax cost of equity. 

• No terminal value beyond the forecast period, 10 and 15 years respectively. 
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KPMG has developed the indicative valuation based on discounted cash flow (“DCF”) analysis. 
This calculation represents a high-level assessment of the potential value of the Project, 
assuming Synergy retains 100% of the Project equity.  

This indicative valuation is not suitable for estimating the potential value that may be derived from 
a future full or partial sell down of the Project. Neither should this indicative valuation be taken to 
represent the value of Muja AB from an accounting perspective. 

Indicative valuations have been undertaken for both a 10 year and 15 year Project life. The 10 
year indicative valuation is more reliable given the greater revenue and cost certainty surrounding 
existing contracts during this period. Recontracting assumptions had to be made to support the 
15 year indicative valuation which make it less reliable, but it is nevertheless considered 
important in order to demonstrate the potential upside beyond the initial contracting period and, in 
particular, following the full repayment of the Project debt. Whether the project life is extended 
to15 years will depend on a number of commercial and technical factors at that time. 

Key financial model assumptions are outlined in Appendix  B.  

3.2.2 Base Case - Indicative Valuation 

Figure 3-1 below illustrates the build-up of the indicative valuation by the key value components 
and shows a 10 year Base Case indicative valuation as at 31 March 2014 of $88 million. 

Figure 3-1: Indicative Valuation 

 

  

73

15

44

88

132

-

20 

40 

60 

80 

100 

120 

140 

Base Case excluding 
Merchant Generation

Merchant Generation Base Case Merchant Generation 
yrs11-15

Base Case + 5yr

$
m



Post completion review of the Muja AB Project 
6 April 2014 

 

 10 © 2014 KPMG, an Australian partnership and a member firm of the KPMG network of  independent 
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.  

All rights reserved. KPMG and the KPMG logo are registered trademarks of KPMG International. 
Liability limited by a scheme approved under Professional Standards Legislation. 

In addition to the analysis presented above, noting the Base Case indicative valuation includes a 
carbon price, consideration was given to what impact the removal of the carbon price would have 
on this valuation. 

The removal of the carbon price increased Muja AB’s valuation by $6 million and $15 million in 
the 10 and 15 year scenarios respectively.  This valuation uplift is due to the differential between 
the Muja AB merchant generation emission intensity and the emission intensity of the broader 
market. 

The value impact of carbon on Muja AB is limited as a result of the existing carbon pass-through 
arrangement with the Third Party Offtaker. 

Table 3-5: Summary of Indicative Valuation Building Block 

Item Value ($m) Comment 

Base Case 
(excluding 
merchant 
generation) 

73 The NPV of the Project equity on a stand-alone basis excluding 
merchant generation, calculated from 31 March 2014, including a 
consideration for fixed, variable and coal costs, debt service 
requirements and other Project costs. 

Merchant 
Generation: 
1-10 yrs 

15 The equity NPV of the estimated merchant generation including a 
consideration of the variable and coal costs associated with the 
additional generation from years 1-10.  

Base Case: 

1-10 yrs 

88 The total Project equity value on a stand-alone basis before any 
beneficial impacts to Synergy’s broader business over the term 
of the ECCA 

Merchant 
Generation: 
11-15 yrs 

44 The equity NPV of the estimated merchant generation including a 
consideration for the variable and coal costs associated with 
additional generation from years 11-15.  

Base Case: 
1-15 yrs 

132 The total Project equity value on a stand-alone basis before any 
beneficial impacts to Synergy’s broader business over the 15 
year term 

The revised 10 year Base Case indicative valuation of $88 million compares with the previous 
indicative valuation of $52 million presented in the September 2013 Report.  The vast majority of 
the difference in the two valuations is explained by the sunk costs, including the original 
contingency provision, associated with the anticipated cost to complete not being included in the 
revised valuation due to the revised valuation date. 

Otherwise, as shown in Figure 3-2 below, updated operating costs and in particular direct 
management and overheads of $1.7m p.a. have reduced the valuation by $11 million. 
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Figure 3-2: Build-up of Base Case Valuation 

 

3.2.3 Sensitivity Analysis 
As noted in Section 3.2.1, the valuations presented in this Chapter include a number of 
assumptions which are subject to judgment. Analysis testing the sensitivity of the 10 year Base 
Case valuation to a set of selected assumptions is summarised below in Figure 3-3. 

Figure 3-3: Sensitivity Analysis 
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The sensitivity analysis illustrates the valuation implications of a number of the key assumptions 
with operating costs, capacity credit revenue and heat-rate among the key value drivers. While 
the sensitivity analysis demonstrates how individual assumptions have valuation range 
implications of up to plus or minus $17 million, the valuation is consistently positive. 

The table below provides a brief summary of the sensitivity analysis assumptions. 

Table 3-6: Summary of Sensitivity Analysis 

Sensitivity Value Comment 

Operating Cost: +/- 20% +/-$17m Operating costs (excluding coal costs) are flexed 
up/down by 20%. 

Capacity Credit Revenue: 
-10% 

($14m) Given the technical issues associated with the Project 
and the uncertainty surrounding the ongoing operating 
performance, the capacity credit revenue downside 
sensitivity models the potential impact on net capacity 
credit revenue of reduced availability and/or reliability of 
the plant. In this sensitivity it is assumed the N-2 
redundancy ensures the ECCA energy volumes 
continue to be generated. 

Heat Rate: +/- 5% +/-$12m Heat rate is flexed up/down by 5%. 

Merchant Generation 
Price: +/- $10/MWh 

+/-$6m The Reference Case energy price received by the 
Project for merchant generation is flexed up/down by 
$10/MWh. 

Pre-tax cost of equity:  
+/- 1% 

+$4m/($4m) Pre-tax cost of equity is flexed up/down by 1% 

Merchant Generation 
Volume: +/- 10% 

+$2m/($2m) Merchant generation volume is flexed up/down by 10%. 
This sensitivity assumes that capacity credit revenues 
are as per the Base Case valuation. 

Coal Price Escalation:  
+/- 10% 

+/-$2m Coal price escalation is flexed up/down by 10%. 
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3.3 Other Considerations 

3.3.1 Operating Strategy 

The operating strategy includes the flexibility to capitalise on favourable market conditions where 
seasonal or time of day factors create a differential between the market price and the cost of 
running Muja AB. 

The short-term operating strategy focuses on ongoing commissioning and testing along with a 
network support arrangement with Western Power. 

A short-term bilateral contract has been entered into with Synergy to provide supply to the 
Project’s third party offtaker while Muja AB is undertaking this network support role. 

Muja AB will generate, or purchase where commercial to do so, to cover the requirements of the 
third party offtaker and some merchant operation during periods of high system demand. 

Asset management considerations will also need to be taken into account.  In the mean time 
however, Synergy intends to cycle the duty and standby units so that no one of the four units 
would be on standby for longer than six weeks. 

3.3.2 Future Divestment 

It should be noted that the indicative valuation in this Report is at a point in time. It is not suitable 
for estimating the potential value that may be derived from a future full or partial sell down of the 
Project. Neither should this valuation analysis be taken to represent the value of Muja AB from an 
accounting perspective. 

By Synergy taking 100% ownership of Vinalco, from an accounting perspective, Vinalco is now 
consolidated by Synergy, including in relation to the current $134 million of outstanding debt. A 
future sale of 50% or more of Vinalco could potentially once again see this Project off balance 
sheet at the Synergy and State level. 

Now that Synergy has 100% control of Vinalco, it will be important to review the Project to see 
where there may be opportunities to restructure the contractual arrangements to optimise the 
outcome both from a Project and Synergy perspective for the event of a potential sell down. 

Moreover, the overall saleability of the Project needs to be assessed in light of the recent history 
of the Project and other known constraints such as the fact that Muja AB is embedded within the 
broader Muja site. To maximise value, a clean operating record should be established over the 
next six to 12 months prior to sale. 

Consequently, a level of flexibility needs to be retained in order to establish what may be an 
appropriate risk allocation, sale structure, timetable and retention value. 
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Appendix  A Scope and Approach 
 

Objective 

The objective of this Report was to provide a high level financial update for public release in 
relation to the current status of the Muja AB Project, as a follow up to KPMG’s September 2013 
Report. 

Scope 

This Report focussed on analysing whether the Project was completed in line with the revised 
schedule and budget approved in September 2013. 

This Report draws upon and assumes a level of understanding established through KPMG’s 
September 2013 Report.  In particular, the Report was to cover: 

• Overall project cost 

− Costs to complete (including boiler repair works) 

• Indicative valuation 

It should be noted that our scope did not include legal, accounting, taxation, formal valuation, 
solvency or regulatory review components – any reference to these areas in this Report are for 
context for our commercially focussed assignment and are based on advice from Synergy 
representatives. 

Please note the assumptions outlined in this Report, including related to financial models, and 
note that we have not reviewed the integrity of financial models provided by Synergy. Whole of 
government or market considerations (such as potential over generation capacity) have not been 
considered.  

Approach 

Our approach was based on considering project documentation and interviews with Synergy 
executives/personnel. The fieldwork for this assignment was primarily performed over the four 
week period ending 4 April 2014. 

In addition to the above, the Report also relied on the input of technical expert Tony Andersen 
(BE(Mech)) (acting as a technical sub-contractor to KPMG). Tony is a nationally recognised 
specialist in the operation of large scale coal fired electricity generation. 

Synergy executives/personnel were consulted as part of the preparation of this Report and, 
where applicable, reviewed its factual accuracy. 

In respect of the indicative valuation presented in this Report, as opposed to a formal valuation, 
we note that such a valuation generally involves a less detailed analysis and review of a 
business, including: 
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• Greater reliance on information provided by on or behalf of Synergy with limited 
independent and objective review and analysis of assumptions, financial information and 
forecasts 

• Limited external research of the industry in which Synergy operates 

• The preparation of a less detailed report supporting our opinions, including disclaimers to 
indicate the limited scope. 

This is consistent with the approach taken in our September 2013 Report. 
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Appendix  B Key Financial Model 
Assumptions 

Input 
This Report 

(March 2014) 

Previous Report 

(September 
2013) 

Comment 

Valuation Date 31 March 2014 31 August 2013 The valuation analysis is based on a 
valuation date of 31 March 2014. 

Completion Date 28 February 2014 31 March 2014 The remaining works on units M1 and 
M2 were completed by 28 February 2014 
and the units are fully operational at this 
time. 

Term 1 April 2014  
to 

30 September 2027 

1 September 2013 
to 

30 September 2027 

Two terms have been valued. A ~9 year 
valuation through to 2022 (i.e. the end of 
the existing ECCA contracting period) 
and a ~14 year valuation including a 
further 5 years out to 2027. 

For simplicity, and consistency with the 
September 2013 Report, these continue 
to be referred to as the 10 year and 15 
year valuations throughout this Report. 

Generation and 
Pricing 

(Short-term) 

Contract generation Contract and 
merchant 
generation 

For the period 1 April 2014 to 30 
September 2014 the generation volumes 
and revenues are updated to reflect the 
anticipated generation profile, Western 
Power network support and Synergy 
bilateral arrangements. 

Generation  

(Medium to Long 
Term) 

Contract and 
merchant 
generation 

Contract and 
merchant 
generation 

The analysis assumes peak period 
generation is based on independent 
merit order economic dispatch modelling 
forecasts prepared by ACIL Tasman. 
The ACIL Tasman forecasts indicate that 
Muja AB generation will exceed the 
contracted volume during peak periods.  

For modelling purposes it has been 
assumed that during off peak periods 
Muja AB generates as per the contracted 
volumes under the ECCA. Beyond the 
term of the ECCA there is no forecast off 
peak generation.  

Based on a merit order dispatch Muja 
may not be dispatched to the contract 
volume however for modelling purposes 
we have assumed that the Project does 
not purchase energy in the STEM to 
settle the ECCA. This is a conservative 
modelling assumption. 
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Input 
This Report 

(March 2014) 

Previous Report 

(September 
2013) 

Comment 

Pricing (Medium 
to Long Term) 

ECCA pricing and 
independent STEM 

price forecast 

ECCA pricing and 
independent STEM 

price forecast 

The contracted energy and capacity 
credit prices are based on the terms of 
the ECCA. The merchant generation is 
valued based on independent merit order 
economic dispatch modelling of the 
forecast STEM price prepared by ACIL 
Tasman. There is the potential for 
Synergy to contract the merchant energy 
at a premium to the STEM price. 

Carbon Pricing Independent STEM 
price forecast 
includes an 

assumed carbon 
price 

Independent STEM 
price forecast 
includes an 

assumed carbon 
price 

There is considerable uncertainty 
surrounding the future carbon price and 
scheme. Based on the modelling 
assumptions and given the relatively 
high emission intensity of Muja AB any 
reduction or removal of the carbon price 
is likely to have a positive impact on the 
Project. 

Debt  As per the terms of 
the Syndicated 

Facility Agreement 
(SFA) 

As per the terms of 
the SFA 

The Project’s cashflows are expected to 
be sufficient to satisfy the debt service 
profile in the SFA.  

Basis of 
Valuation 

Stand-alone equity 
interest of the 

Project to Synergy 

Stand-alone equity 
interest of the 

Project to Synergy 

The indicative valuation is of the Synergy 
equity interest based on the stand-alone 
equity cashflows i.e. after financing costs 
and tax (see note below, tax calculated 
on a consolidated basis).  

Tax Calculation Simple tax 
consolidation 

calculation based 
on Synergy 
modelling 

Simple tax 
consolidation 

calculation based 
on Synergy 
modelling 

KPMG has not undertaken a review of 
the tax and accounting treatment of the 
Project. Further analysis and advice is 
required to fully assess the tax and 
accounting implications of the 
restructure. 

Treatment of 
Sunk Costs 

Not included in  
Reference Case 

Not included in  
Reference Case 

The valuation analysis does not include 
sunk costs i.e. costs incurred prior to 31 
March 2014. While it is important to 
acknowledge the investment Synergy 
has made in the Project, it is standard 
practice to exclude sunk costs from 
valuation analysis used to inform an 
investment decision.  

Maintenance 
Reserve Account 
provisioning 
(to 2027) 

$51m (nominal) $51m (nominal) The maintenance reserve account 
reflects the assumed sustaining 
maintenance to 2027. 
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In addition to the assumptions outlined above, Synergy have updated the estimated operating 
costs including transmission access, insurance, direct management and overheads costs. The 
indicative valuation impact of these changes is highlighted in Figure 3-2. 

 



  
 
 

 

 


