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ELECTRICITY

Bank bailout bolsters

UK power Annual prices are slightly down on where they were at the
start of the month, having dropped in the first week as oil slumped
beneath $100/barrel, only to bounce in the second week as European
bank bailout plans boosted global financial and commodities markets.

News that SSE, t bower gdreratsr, issoaed al isd
electricity output on the hitherto limited Day-ahead auction market by
the end of the current financial year, received an active and mixed
response from the industry, although it had no impact on prices.

move “the most
mar ket since RODOWWoul GSEsisgmidf
l'iquidity, depth and credibili
new suppliers to enter the market. But critics have argued that it will
have little real effect on improving competition and do little to
improve liquidity on the forward market, where it is most needed. In
any case, it is a major new market development, the impact of which
could be multiplied if other large generators follow suit.

Calling the

Short-term UK power prices meanwhile came under pressure in the
first week of October, with Day-ahead dropping as low as £42.50 — an
eight-month low — in the face of healthy supplies. They have since
scuttled higher again, towards £49.00/MWh, helped up by a tightening
short-term gas market and an unscheduled shutdown at the Wylfa
nuclear plant. At the same time Month-ahead prices have oscillated in
a narrower £53.5-£55.5/MWh range.

Further forward, Ap r i | 12 Annual and Oc
struggled to stay above £54/MWh and £55/MWh respectively. Oil and
stock markets have rebounded hand-in-hand, and strongly, but gas and
power markets have shown some reluctance to follow them higher.

Part of this may be because of the coal market applying some pressure:
2012 price tags have fallen beneath $120/tonne for the first time since
February, as high inventory levels worldwide continue to weigh on
discussion and expected post-monsoon buying from India has failed to
kick in as yet.

EUAs (emissions allowances that generators factor into costs)
meanwhile have slipped to a new 32-month low, trading briefly below
EUR 10/TCO2 for the first time since February 2009. Record low prices
on UN carbon allowances, amid concerns that recession-ravaged
manufacturers are reducing output and therefore will need fewer
allowances, have contributed.
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€ Refuelling outages at several nuclear plants are likely to tighten
supply margins for the next month, analysts say.
Ger many, Europe’s b,iisg emterimgt its frsw we
0 \birger withodt Zhe sévenmutleat plarisahdteverdstout dbwn following
the Fukushima disaster. This may increase its demand for power, coal
and gas imports over the coming months, applying upwards pressure to
general European prices.

SSEE' s pl an t o thedover it genarades via Day-aheadh | |
auction within the next few months may improve market transparency
but could have little effect on prices, analysts say.

“UK nuclear facilities have
We i g ht ma n chieftnliclear itdgectos has concluded in his final
industry review following the Fukushima meltdown. However he added
that there were 38 areas where lessons could be learned, including
reducing reliance on the power network in the case of an emergency.
The government is likely to use the review to restart its push for new
nuclear plants to be built.

no

D Global economic confidence remains poor, with markets
hypersensitised to any sign of recovery or deterioration. Any further bad
news could scare energy prices lower.

National Grid has raised its estimate of available generating capacity
this winter by 900 MW, in its Winter Outlook report.

Key Power indicators:
Long-term UK (E/MWh)
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Key Other indicators:
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All changes (chg) are compared to last repcrt.
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GAS

Annuals flatten; LNG stocks hit record o ,
UK Annual Gas Prices (six-month view)

75

Short-term (Day-ahead) prices have surged by 45% over the last
fortnight - as supply has tightened markedly, while longer term 74
levels have generally eased - after being buffeted up and down
again by the changing winds of economic sentiment. 73

72

At the same time there has been a dramatic change in longer- \
term prices over the last few weeks, with the premiums future 71

seasons and annuals have been carrying to nearby seasons and \l \W
annuals being completely wiped away. All annuals have now 70 v
flattened to similar levels. Even Apri |l Annual . A A
in line with Apr i |discAssedatanls.5 I"A|
p/th premium in August. 68
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Increasingly steep backwardation (the way in which prices step 67 w"v

lower going forward) on the oil markets has been one major 66 “

driver of this; North Sea oil for delivery next December is V

currently valued at $7.5/barrel below prices for this December, 65 : : : : :
on expectations of improved supply. Reduced fears about 15-Apr  15-May  15-un  15-Jul  15-Aug  15-Sep  15-Oct
future gas supplies, as shale gas and other developments
gather pace, have also contributed to the levelling off.
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Short-term prices have been helped higher by reduced UK
production in the wake of production glitches at the giant Elgin-
Franklin field and the turn-down of output at the South € The current constrained availability of LNG ships could be
Morecambe field, alongside a drop in imports from Norway made worse next year when Qatar starts refitting 45 tankers
and UK demand increasing with the onset of cooler to enable them to run on LNG instead of fuel oil, Reuters
temperatures. On top of this, exports through the main reports. LNG tanker scarcity could help drive freight costs and
interconnector (between the UK and Belgium) have ramped up global gas prices higher.

to near maximum levels, on the back of strong pre-winter Middle-East LNG demand could increase over the next few
Continental buying. years as Oman and Bahrain are both mulling plans to import
LNG; Kuwait and the UAE are already importers.

Outlook:

Inventory levels at UK LNG storage facilities have reached a
record of just over 1 billion cubic metres over the last few days
— equivalent to 83% of capacity — although this has done little
to dampen the uptrend in short-term prices, as LNG supply
concerns remain while Qatari maintenance is ongoing.

Two major new LNG production projects are expected to
come on-stream in Q1 2012 — in Angola and in Australia.
However, some analysts predict that these new volumes
could be mopped up by persistently strong Asian demand.
Month-ahead (November) prices meanwhile have not followed .
the Day-ahead market higher and, along with other winter D UK gas demand from December to February is forecast to
months, have taken their cue more from weaker sentiment be 10% lower than for the same period last winter, according
further forward and from National Grid comments that supplies to Nation a | Grid’s Winter Outl o
should be comfortable this winter. November has slipped to lower power station demand (as coal is likely to be a more
just over 65 p/th, although all months from December to March economical feedstock), higher prices and improved energy
remain above 70 p/th. efficiency.

Key Gas indicators:
Long-term UK (p/th) Short-term UK (p/th) 9 dzNE LIS | y  =Crude Oil
Apr '12 Annual chg Oct '12 Annual chg Month-ahead ir chg Day-ahead indechg TTF 2012 chg Qil (Brent) $/bk chg
-0.70 IEEREY -o.s0 INEEEY] o7+ ENNTEYT 1s.05 IENNEGEE o 52 7.86
All changes (chg) are compared to last report.
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