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more positive than
last winter

even in severe
winter

be implemented
for this winter

price not security
of supply?
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Gas Supply
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Outlook more positive than 06/07
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Gas — EU and global interactions

51

49

47 ”

45 /

43

p/therm
= - "

41

\
39 S

N
<

e mamm ==

37

35 ! f T T
Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08

—_— UK == Netherlands Belgium = US




ofgem  Promoting choice and value

for all gas and electricity customers

Gas — weather key factor for demand
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Electricity supply
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Electricity margin sufficient in severe conditions
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European interaction
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Environment interactions

£/MWh
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Large Combustion Plant Directive

~Restricts around 12 GW of coal and oil
WhaF generation to run for 20,000 hours from 1 Jan
does it 2008 to 2015

?
mean: ~1hr of allowance used up whether 1 unit (500

MW) or 4 units (2 GW) run

~Volume effect

~No impact on
security of supply-
generators will still

Generators will
want to get revenue
for 4 units rather

than 1 be available to
run... but at what
Implications - Price price?
Opportunity cost for ~ Effect may be
generators, so price higher price spikes
may reflect in BM

expectation of
prices to 2015
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Gas network capacity
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Background

Existing regime gives long term investment signals to NGG about
where additional capacity is needed on the NTS

Transfer and Trade
arrangements to be
iImplemented for this
winter

Demand for entry
capacity at each
terminal can
change quickly

constantly changing
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Entry Capacity - NG’s role and obligations

Ofgem

=Ability to sell
additional firm and eMonitor NG
interruptible capacity > -Investigate and take
before or on each

action where

gas day necessary

eEntering into
forward or options
contracts to “buy

back” capacity j

signed up to as part
of TPCR

15
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Scenario analysis of system constraints

e A merit order was used to determine which supply sources would be
used to meet 3 different levels of demand

— A merit order for each scenario was constructed as follows:
1) observed outturn flows during winter 06/07
2) falling global LNG prices
» Supply totals for each zone, have been
— compared to TPCR baseline, and

— Compared to the max and min zonal capability data provided by
NG
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Merit order scenarios
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High Demand
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Medium Demand
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Low Demand
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Other policy developments
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Government and European Energy Policy

~The Energy White Paper indicates the Government’s commitment
to using markets and independent regulation as the cornerstone of

energy policy:

““independently regulated, competitive energy markets, are the most
cost-effective and efficient way of delivering our objectives”

~“effective markets will ensure that the world’s finite resources are
used in the most efficient way and ensure that we make the transition
to a low carbon economy at least cost. Further liberalisation of EU
energy markets is an important part of this”

~The EWP lent a lot of support to reducing our use of energy
through demand-side measures:

““the starting point for our energy policy is to save energy”

“Are we already seeing the impact of environmental concerns? Peak
electricity demand forecast for winter 07/08 is 0.5 GW lower than for
winter 06/07.
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Energy Markets Outlook (EMO)

e Stakeholder engagement will be key
» Consultative process
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What Ofgem is doing

SO Review Distributed Generation
<Full review of electricity and ePotential to increase security
gas SO functions and incentives and reliability of supply
eNeed for multi-year incentive eEnsure fair treatment in
schemes to increase long-term network operation/regulation
investment
eConsultation in July m

Cash out Review Gas Quality
\Wide ranging review in 2007 ePotential supply constraint
<Aim to simplify current eMarket participants need to
arrangements consider need for investment
eIndustry input key (Mods <July update document
P211/212)
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European Outlook
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European Transmission System Operators
(ETSO) Winter Review for 2006707

eUnplanned outages and changes to maintenance periods drive variation between
forecast and actual capacity on the day

«Co-operation between TSOs and operations is crucial to manage power shortage
situations

) Reliance on
Key risks Weather Unexpected  Levels of wind  ross-horder
for 07/08 outages generation exchanges
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Summer 2007
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Summer O7 — good news so far

Day ahead electricity prices
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Next steps

Winter
07/08 Final

Winter 07/08 Report

SEEoe | published Ofgem
Consultation Consultation .
) Winter
Published period ends e
(August 3) :
Seminars
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