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Gas supply outlook
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. Forward prices reflect more positive outlook
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Forward prices may not equal out-turn prices
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Price movements beyond GB
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Electricity supply
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Elec margin manageable in severe conditions
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Phase Il of EU ETS (from 1 Jan 2008)
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Gas network capacity
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Gas entry capacity for this winter - overview
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Gas entry capacity— implementation of transfer
and trade arrangements for this winter
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Gas entry capacity — beyond this winter

need for improved and enduring arrangements to be in place ahead
of next winter

substitution gem reconsulting
facilitate on price control
permanent transfer baselines to apply
of unsold entry from 1 Apr 08
capacity
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Gas network capacity - exit

« Competition Commission upheld EON appeal in part

— key area of concern on flexibility product

~ Decision to be retaken by Authority

* Next steps

— Ofgem to consider scope of re-decision — NGG and EON proposal or
broader?

~ Ofgem to publish open letter on scope of re-decision

~ UNC Review Group 166 considering way forward



ofgem Promoting choice and value

for all gas and electricity customers

Norwegian flows




ofgem Promoting choice and value

for all gas and electricity customers

Norwegian flows

© Concerns raised by industry about the impact of Langeled flow
pattern on WD and DA gas prices

~ is Langeled price-setting or price-responsive?
“ Constraints on ability of Norwegian producers to respond to NBP
prompt prices

— supply (eg upstream flexibility and availability, annual production
permits)

— demand (NCS also directly connected to 3 other European countries)

» Constrained optimisation muddies the link between flows and WD
gas prices

« Higher prices in mid-summer also coincided with number of factors
~CATS, IUK exports, unseasonably high demand, UKCS maintenance
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Building integrated European markets
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“3rd Package” - Timetable

Jan 2007 — Commission publish Sector Inquiry and “Strategic Energy Review”:

Blueprint for future EU energy policy to achieve “sustainability, security, competitiveness”
- J

e )
March — Spring European Council

Heads of Government endorse Commission plans, including 3@ package and 2020 targets
- )

October — formal negotiations between European Parliament/Council begin
No fixed time limit. Crunch points in Member State discussions expected
in December 07 and June 08

-
N\

~
J

June 2009 - Final agreement before European Parliamentary
elections/end of Commission mandate?
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Highlights of the “3rd package”
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GB Markets work on wholesale issues

e o e crory (0
y g - Gain a better understanding of

Solillelons gl mcentl_ves difficulties faced by DE and look into
e New scheme must be in place : :
potential solutions

from April 2008 _ _ _
« Dec 2007 - Initial Proposals (and = Aim to publish consultation
document in November 2007

thoughts on long-term scheme)

[——
GB Markets
: Cash out Review
Gas Quality -Wide ranging review to simplify Infrastructure
= Reviewing current arrangements <Exemptions
industry e Mod proposals in latter stages Anti-hoarding

SEROIlEEE of industry assessment process
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Next Steps
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What happens after today?

26
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Calmer summer for electricity prices
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Energy Markets Outlook (EMO)

» Analyse potential . -
developments in gas and » Provide industry participants

electricity markets with credible long term market
over next 15 years scenarios

nnual report to be launched in th_
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Summary

© Gas supply-demand outlook for this winter appears
more positive than in previous years

~ big challenges surround network capacity this winter and beyond

- Elec margin looks manageable even in severe winter
— EU ETS Phase Il and LCPD both kick in from 1 Jan 08

= Significant developments expected in Europe

— EC have adopted 3rd Package of liberalisation legislation

= Going beyond Winter Consultation
-~ what do you want from the Winter Consultation process?

~ first Energy Markets Outlook report to be published next month
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