
IS Openbare Vergadering 2014-2015 - 551

Scan nummer 2 van 2 - Scanpagina 1 van 58

Regering van Aruba 

Aan de Griffier der Staten van Aruba 
Mw. J.I. Williams, PLv. Griffier 

Volgnr. f) ecem/106// 

Ministerie van Economische Zaken 

Communicatie. Energie & Milieu 

L. Li Small 

Otanie.t.h1 \ 

2 

6211.0 
STATEN VAN ARUBA 

Ingek, 1 11 MAR 2015 

Onderwerp: Hedging Activities of Water- en Energiebedrijf Aruba N.V. 

Geachte mevrouw Williams, 

Oranjestad, 10 maart 2015 

Namens de minister van Economische Zaken, Communicatie, Energie en Milieu biedt ik u het 
rapport "Hedging Activities of Water- en Energiebedrijf Aruba N.V." inzake het feitenonderzoek naar 
de hedging activiteiten van WEB Aruba N.V. aan ter doorgeleiding aan de Staten van Aruba. 

Het feitenonderzoek is verricht door PricewaterhouseCoopers in opdracht van Utilities Aruba N.V. 

mr. drs. Richard A. Arends, stafche 
minister van ische Zaken, Comm 
Energie en Milieu 
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pwc 

PricewaterhouseCoopers Aruba 
L.G. Smith Boulevard 62, Oranjestad 

Utilities Aruba N.V. 
Schelpstraat 12 
Oranjestad, Aruba 

February 13, 2015 
Reference: 133143 / 28617 

Dear Sir, 

We present to you the report of our fact finding engagement performed at Water- en 
Energiebedrijf Aruba (W.E.B.) N.V. (WEB) during January 2015 on your request. The findings in this report are our factual observations based on the information provided to us at the time of 
our engagement. The findings presented in this report have been discussed with the relevant 
individuals at WEB. There commentary is attached as appendix to this report and, to the extent 
deemed necessary, adjusted. We did not perform due diligence investigatory work on 
Macquarie, Citibank, and Kase & Company. Furthermore, the accounting and/or tax related 
consequences of WEB's hedging activities were not a part of our scope. 

PricewaterhouseCoopers Aruba (PwC Aruba) can not be held responsible, as agreed in our 
engagement letter, for any clams arising out of this engagement. 

We would like to express gratitude to all parties involved for their cooperation during this 
process. 

Yours sincerely, 

PricewaterhouseCoopers Aruba 

T: +297 522 1647 
F: +297 582 4864 

PwC 
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1. Background and introduction 

For more than 8o years, Water- en Energiebedrijf Aruba (W.E.B.) N.V. (WEB) has been responsible for the generation of electricity and the 
production and distribution of water in Aruba. As the only company on the island with such capabilities, WEB enjoys a monopolistic position on 
the market. Given the challenges that the market for (crude) oil have always posed, WEB has always looked for ways to mitigate the risk of spikes in oil prices and in particular of Heavy Fuel Oil prices worldwide. The latter is not a recent problem but has already kept WEB busy in the past 
looking for risk mitigating options. 
The history of hedging activities at WEB can be split into two (2) periods. The first period which ended in 2009 and the second period that started 
in 2012. During the period prior to 2009, WEB, assisted by KPMG, developed a hedging strategy which was focused on mitigating the risk of 
fluctuations in fuel expenses. The strategy developed at that time was characterized as rather conservative as it only targeted at hedging the price of a maximum of 30% of the required HFO volume. Furthermore, this strategy focused on using swaps as the only instrument to be used during this period. Each time hedges were executed for a period of less than 3 months. WEB decided to halt all hedging activities per 2009 due to the fact 
that WEB had incurred opportunity costs of Awg. 14 million on its hedging activities from inception to date so the decision was made during 2009 
to halt all hedging activities in moving forward. 
On the 12th of June 2012, WEB's Management informed the Supervisory Board, given the low prices for HFO at that moment, of the opportunity to reinstate hedging and safeguarding instruments against excessive price volatility. The Supervisory Board was reminded of the strategy and 
procedures followed prior to 2009 and was requested by Management to consider amending these to reflect more modern conditions, such as the 
use of financial instruments that were not used by WEB during the period prior to 2009. In a second attempt to provide WEB with more price 
stability and the ability to forecast fuel expenses in the future, WEB once again reinstated their effort to start hedging again in 2012. 
During 2012 a social dialogue was held between the relevant stakeholders of WEB. This discussion was founded on concerns in the Aruban society 
regarding current and future fluctuations in the tariffs for electricity. As we understood from interviews held with the Hedge Team, Management and the Supervisory Board the desire to stabilize tariffs was already existent and discussed with various stakeholders prior to the `sociaal dialoog' and ratified during the 'sociaal dialoog' by the Government with the social and commercial partners. 
According to the Management of WEB this is also apparent due to the fact that WEB already hedged in July of 2012, which was one month prior to the `sociaal dialoog'. During the `sociaal dialoog' WEB presented the hedges it already had in place and its hedging strategy in moving forward. 
During that presentation, WEB explained how hedging can be used to offset market risk but also indicated that hedging in itself is a risk. 

PwC 
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1. Background and introduction (continued) 

The advisor in this case (Kase & Company) was approached in order to develop a strategy in line with the (i) risk appetite of WEB and (2) the 
goals preset by WEB. In June of 2012, the Management of WEB discussed with the Supervisory Board and gained approval to proceed with the 
plans. The strategy developed by WEB and Kase & Co was drafted in September of 2012 and made final in December of that year. This proposed 
strategy by Management of WEB was not formally approved as presented, but was adjusted by the intercession of the Supervisory Board (we refer 
to chapter 5). Several elements of the draft hedging strategy such as only hedge when opportunities arise and when triggered by the hedge model 
(in the scales or the bands) and legging into the hedge were used by Management and Hedge Team during the execution of the hedges. 
During this second period of hedging a hedged volume of 90 -95% was chosen compared to the lower percentage during the previous hedging 
period. This percentage was based on the wishes of WEB to take the most advantage out of the hedging possibilities which were available at the 
time and further to minimize the risks related to a HFO price rise as much as possible over an extended period of time. 

PwC 
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2. Work performed (continued) 

The work performed during our engagement was agreed with Utilities during a meeting where the areas of interest were discussed and 
determined (refer to Appendix B for more information). 
The work performed during our engagement consisted of the following main components: 
(1) A desk review of the documents made available by WEB related to the hedging activities at WEB, which consisted of contracts, electronic 
correspondence, memoranda and other forms of communications. For an overview of every document reviewed we refer to appendix D. 

(2) Interviews held with the relevant parties that included the following individuals: 
The WEB Hedge Team consisting of M.J.M. Janssen (team leader), V.M. Werleman, L.J. Reyes, M.R. Croes; 
The General Director of WEB, O.J. Boekhoudt and the manager of the Finance division L.M. Beukenboom; 
The Supervisory Board of WEB consisting of J.R. Every, C. Timmer, A.F. Lade and G.B. Ras (D.E. Cijntje was excused); 
WEB's independent advisor Kase & Company (Kase & Co); 
The counterparty Macquarie Group Limited (Macquarie). 

* The counterparty 06 was not interviewed, as we were able to gather the necessary information through documentation review. Moreover, 
the majority of hedge instruments was executed with Macquarie as counterparty. 
We furthermore assessed the completeness of the documents received and reperformed the calculations received from WEB using the core data 
available. The scope of the investigation performed was discussed and agreed in cooperation with Utilities. 
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3. Timeline of developments of hedging activities at WEB 

Based on the information gathered and the interviews held with the relevant individuals we have compiled a timeline which to our understanding 
depicts the timeframe of the developments regarding the hedging activities of WEB since 2012. This timeline covers relevant events during the 
period of June 2012 until the moment of signage of our engagement letter (16th of January 2015). 
June 2012 In June of 2012, the first presentation held to the Supervisory Board of WEB using general hedging information 

provided by Citi. Information was brought forward regarding different instruments available. Hedge Nr. 1 was 
approved by the Supervisory Board of WEB. A collar (costless collar or a low cost collar with a premium up to 
$ 1.00 per barrel) was requested on the 21st of June 2012. This was approved by the Supervisory Board on 25th 
of June 2012. 

August 2012 

August 2012 

September 2012 

A `sociaal dialoog' took place with common stakeholders. During the `sociaal dialoog' the stakeholders 
agreed on stabilizing the electricity tariffs. WEB presented the hedges already executed at that time, mainly those executed in June and July of 2012 

Second presentation held to the Management of WEB. The need for a Hedge team was brought forward by 
Management, which needed to be trained to protect WEB against the volatility of HFO prices. The need for 
additional hedge partners was also raised by the Management of WEB. 

The draft strategy developed in cooperation with Kase & Co in September of 2012. The strategy was based on 
WEB's risk appetite and goals. This strategy was presented to WEB's Management for review and discussion. 

November 2012 The draft strategy developed in cooperation with Kase & Co was presented to WEB's Supervisory Board for 
review, discussion and approval. 
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3. Timeline of developments of hedging activities at WEB (continued) 

December 2012 Final strategy developed with Kase & Co. The initially hedged volume was determined at 90% of the forecasted 
HFO volume for each corresponding year (In 2012 this was equivalent to approximately 3,000 barrels per day). 
We understood from management and Supervisory Board that the Supervisory Board preferred to give approval 
each time a before hedge took place (`close control') rather than relying on only triggers (we refer to chapter 5). 

April 2013 In April of 2013 Management of WEB requested approval to hedge the volume for 2014. This occurred on the 
16th of April 2013. The hedges were approved on 16th of April by the Supervisory Board. As we understood from 
Management of WEB they then applied its strategy by legging into the hedges, in order to get the lowest average 
price, which resulted in hedges 8-13 for the total volume for 2014. 

August 2014 In August of 2014 Management of WEB requested approval to hedge the first part of the volume for 2015. The 
hedges were requested on the 14th of August and on the 28th August 2014. Management obtained approval of the 
Supervisory Board on the 29th of August 2014. As we understood from Management of WEB they then applied its 
strategy by legging into the hedges, in order to get the lowest average price, which resulted in hedges 14-15 for 
the first part of the total volume for 2015. 

September 2014 Management of WEB requested approval to hedge the remaining part of the volume for 2015 on the 2nd of 
September 2014. The request was approved by the Supervisory Board on the 2nd of September 2014. As we 
understood from Management of WEB they then applied its strategy by legging into the hedges, in order to get 
the lowest average price, which resulted in hedges 16-18 for the remaining part of the total volume for 2015. 

September 2014 The Management of WEB requested approval to hedge the volume for 2016 on the 30th of September 2014. The 
request was approved by the Supervisory Board on the 30th of September 2014. As we understood from 
Management of WEB they then applied its strategy by legging into the hedges, in order to get the lowest average 
price, which resulted in hedges 19-20 for the volume for 2016. 
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3. Timeline of developments of hedging activities at WEB (continued) 

October 2014 In October of 2014 the tariffs charged to customers were increased. We understood from our interviews with 
members of the Hedge Team, Management and the Supervisory Board that WEB increased the tariffs as a result 
of a number of factors mainly reduced sales, the effect of the delivered price, higher than forecasted HFO 
consumption and funding of investments to accommodate in the electrical grid additional green efficiency 
projects. This occurrence coincides with the execution of hedges 19 and 20 against a price of $ 82.10 per barrel 
for 2016. We refer to chapter 8 for more details 
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4. Relations between parties and agreements involved 

The relations between the different parties involved in the hedging process at WEB can be categorized in the following diagram: 
In Scope: 

Monitoring 
of FIFO 
Pricing 

Input: Kase 
& Co 

Management 
WEB 

Source: PwC based on interviews with parties involved 
On a regular basis, the Hedge Team monitors the HFO prices and reviews the Kase & Co hedge model to determine if a hedge window (a moment 
in time when is it advisable to hedge against a favorable price) has presented itself. The consultants at the Kase & Co call center are then contacted 
by the Hedge Team to validate whether it is advisable to hedge at that particular time or whether to hold off and get even better prices. If a hedge window presents itself, the communication increases between the Hedge Team, Kase & Co and Management. 
Once the Hedge Team has agreed with Kase & Co on a proposition (for hedging execution) to bring to Management, this is done on a short term 
basis. The approved proposition by management is then presented to the Supervisory Board for approval. However no formal signed documentation of Managements approval is available, Management sending the proposition to the Supervisory Board was seen as formal 
approval as we understood from Management of WEB. Also Management is included in all observed e-mail correspondence to the Supervisory 
Board. In all cases the Supervisory Board provides final approval to execute a hedge contract. 
According to our assignment we analyzed only the lines of communications as depicted above with the exception of communication with and 
information provided to Utilities as shareholder and the Minister in question. 
We mapped the knowledge and experience levels of all parties involved in the hedging process at WEB. On the following pages we display the 
knowledge and experience level of each of the parties involved. 

Supervisory 
Board (WEB) 

Management 
execute the 

hedge 

111111111 RIM 

Out of Scope 
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1 ii. Recommendations 

Based on the facts observed we have compiled a number of recommendations that might be of interest to you: 

We recommend Utilities and WEB to finalize on short term the action plan currently being evaluated by WEB that should aid in the mitigation of the adverse effects of the hedge contracts still active for 2015 and 2016 

We recommend WEB to improve and standardize the decision making process regarding hedging 

We recommend WEB to amend the formalized and agreed hedging strategy to coincide with the activities as being performed in practice at the 
moment including the formal documentation of role and responsibilities of the Hedge Team, Management and Supervisory Board regarding 
hedging activities 

We advise WEB to consider the set-up of a review of approval processes regarding hedging in comparison to the formalized procedures 

We advise WEB to implement periodic moments of transparent information delivery and/or discussion to inform the stakeholders of WEB's 
(hedging) activities and it's consequences rather than doing so when questions arise 

We advise WEB to consider the employment of a hedging specialist or alternatively look for a second opinion to validate the advices of Kase & 
Co 

PwC 
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D. Overview of hedge results per year - 2012 until 2014 

Hedge 
Forecasted 

consumption 
in bbls/day 

Hedged 
consumption 
in bbls/day 

Coverage % 
based on 
Forecast 

Max. Price 
for hedged 

consumption 
Hedge result 

2012 4,033 3,000 75% $93.01 1 3,037,867.20 

2013 3,614 3,118 

3,350 -I 87% 

94% 

$93.87 

$88.64 

177,471.00 

(6,508,002.42) 2014 3,584 

Net hedge result in AWG (3,292,664.22) 
(Source: WEB overview of hedge results per year) 
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