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ofgem i Introduction to Ofgem

About us v
» Office of Gas and Electricity Markets (Ofgem)

* Independent regulator for both gas and electricity markets in Great Britain (separate
regulator for Northern Ireland, The Utility Regulator)

* Chairman, Chief Executive, and board lead approximately 700 staff

Our statutory Principal Objective and general duties
* promoting value for money

* promoting security of supply and sustainability, for present and future generations of
consumers, domestic and industrial users

* the supervision and development of markets and competition
* regulation and the delivery of government schemes

National Regulatory Authority and National Competition Authority

* Regulation of the network monopolies through licences and domestic and EU legislation;
price controls; economic and efficient tests

* Suppliers in competitive market. No price controls but some regulation of behaviours
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ofgem ki ot Monitoring: all things to all people
. . v
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ofgem iz Why do we monitor:

v

The rationale to monitor a market and the choice of what data to collect depends on the:
e structure of the market in question

e priorities of the regulator

* resources available

At Ofgem, we monitor for three main reasons:
* Remit

* To inform policy (development and impacts of existing policy)
* Market surveillance/ horizon scanning

We will briefly look at GB’s market structure and how this informs our choice of what data we
collect
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ofgem - Trading gas and power in GB

| v

Over-the-Counter (OTC) Exchanges

* Bilateral agreements

* ‘Opaque’ market

* Facilitated by brokers and Price
Reporting Agencies

e Act as an intermediary between
parties
* Transparent market

; , . * Counterparties have to post
* Counterparties won’t necessarily
collateral
post collateral

& AN )

Financial flow [ Party A ] [ Party B

[ Party A ](:)[ Party B ]

Exchange

Delivery of
commodity




Wholesale Market Structure

ofaem vz s
9 > Electricity

After Gate Closure

¢ National Grid actions

Within Day
® APX Spot market

Day Ahead
e Auction on APX and

Up to day ahead

¢ Over-The-Counter
(OTC) traded (mostly)

on the Balancing
Mechanism

NPS exchanges
e OTC traded

The GB electricity market can be described as operating in three phases:

*  Forward markets — operate from a year or more ahead down until Gate closure (one hour before real
time)

* The balancing mechanism — operates from Gate Closure through to real time, managed by National
Grid as the System Operator

* Imbalance exposure — any difference between notified contractual positions and what was physicially
delivered or taken determines the imbalance. Participants are exposed to the imbalance or ‘cash out’

price
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for energy consumers . .
> Electricity

I v I
 Power demand is highly volatile, albeit predictable, based on a set of drivers like:
* Time of year, day, temperatures, economic activity, special events, etc

* GB has a varied mix of generation technologies. Increasing intermittent generation requires
very good forecasting.
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ofgem s Price Formation

v
The merit order shows the cost of electricity production against cumulative power

capacity. Capacity is grouped by fuel type.

Able to identify the marginal fuel and cost of production.

Change in marginal fuel drives power price.

Putting supply and demand together gives as a clearing price for the market

Cé

Renewables
& Nuclear

Interconnectors

Maximum Export Limit (MW)
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ofgem s What do we monitor ?

: . 1. . . v
We monitor key indicators to understand market conditions, potential market abuse, and
security of supply in the short and longer term, for example —

>

Y VYV

Plant available to the market (including availability factors, outages), particularly the
amount of renewable capacity available (wind and solar)

Prices — elec and gas - forward and spot prices (day ahead, intraday), and balancing market
prices

Supply side factors — spark and dark spreads to see what the marginal source of fuel will
be, Margins — short term and forecast margins for future winters.

Demand - in particular, the difference between outturn demand and forecast at peak, and
the components of demand

Market trends — for example, negative prices (system or balancing)

Specific indicators to understand policy impacts and the market, e.g. churn, market share
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ofgem iz What data do we collect :

: . : v
 What we choose to monitor in the market surveillance team depends on the cost, the
complexity, the availability, and its usefulness for different monitoring. Both market and
fundamental data are essential to monitor security of supply and compliance.

* Data comes from public and confidential sources and includes:
— Webportals
— Subscriptions
— Bloomberg terminal
— Databases

* Ofgem receives Remit data from GB brokers and exchanges. Ofgem will shortly begin to
receive standard ACER Remit data, including bilateral contracts and non-standard bilateral
contracts. Ofgem will also receive EU fundamental data from ACER in the upcoming
months.

* Datais stored in a secure location and we have the necessary tools to process it —usually
excel, but we also use plexos and stata, for example.

* Data can be accessed using the platform’s protocol and imported into excel or a database.

* Our methodologies are fully transparent and are explained on our site, e.g. the formula
used for dark and spark spreads is clearly explained

12
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Ofgem Making a positive difference ReSUItS Of monitoring - case StUdieS

e ‘Secure and Promote’, a policy to improve liquidity in the GB power market
(introduced in March 2014)
e To monitor the impacts of the policy, we collect a range of data from the
market, (e.g. bid offer spreads)and also get data from participants (e.g.
trading volumes)

* Ofgem now publishes a range of interactive data charts on its site in an effort to
make the energy market as transparent as possible. Ofgem data portal (wholesale

and retail market data):

https://www.ofgem.gov.uk/data-portal/overview




ofgem s Liquidity Dashboard

Secure and Promote Monitoring - Q3 2014 [ooemlzr 2 ‘ Secure and Promote Monitoring - Q3 2014 November 2014
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ofgem s Liquidity monitoring - example

for energy consumers

I v I

Churn

140 5.0
120
* The churn shows how
100 - often a unit of generation
is traded before it is
c 80 delivered.
E *  The graph shows churn by
60 - .
month over the previous
40 - 12 months.
* The left hand axis shows
20 the volumes generated
and traded in TWh
0 i

* The right hand axis shows
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Liquidity monitoring - example
ofgem i

Electricity bid-offer spreads

" S&P comes into effect —>

= Baseload M+ 1 = Baseload S+1 - Baseload S+4
= Peglk]load M+ 1 = Pegkload S+1

Spreads are assessed at 4.30 pm

Source: ICIS Energy
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Liquidity monitoring - example
ofgem sz

Trading during the day
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Shows what time
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throughout the day in
each of the first three
quarters of 2014 in
terms of volume.

+ The grey sections
show the market
making windows.
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Data portal

Overview All charts Retail indicators Wholesale indicators Customer service indicators

Welcome to the Ofgem data portal for the energy markets in Great Britain

We're making the energy market as transparent as possible so consumers, market participants and other interested
parties can see how it is working. This portal gives direct access to all of our interactive data charts in a single location,

alongside indicators we consider key to our performance monitoring.

Select from the below to view a library of all data charts, or for a detailed view of indicators against our monitoring

themes for the retail and wholesale markets and customer service. These include links to our annual reports.

Our interactive charts and indicators

» .. “
® N 0
il Ul T 1l
I | ( "/ |/
& ® il G A A A
All data charts Retail market Wholesale Customer
market service
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Showing page 10of 9

%

Breakdown of a dual fuel bill
(SMI data April 2015)

T

Average switching time for
domestic customers (GB)

Large suppliers: Pre-tax squly
margins on domestic duel fuel
tariffs (GB)

J‘“‘W

Electricity prices: Day-ahead
baseload contracts — monthly
average (GB)

Large suppliers: Internal and
external switching rate by fuel
type (GB)

Cheapest available tariffs by
payment method: Typical
?(gg}lestlc dual fuel customer

Gas prices: Day-ahead
;:(gg;racts - monthly average

o 1h
T
Number of domestic
customers switching supplier
by fuel type (GB)

Number of available tariffs by
type and suppliers offering
them: Domestic (GB)

Proportion of energy
customers satisfied or very
s(gtlsﬂed with their supplier
(GB)

Large suppliers: Domestic dual
ﬁée\ bill breakdown over time
(GB)

A=

Retall price comparison by
company and tariff type:
Domestic (GB)

next »
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ofgem iz Data portal - Gas trading and churn
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ofgem Vaing  psitve diference Data portal — Electricity supply shares

for energy consumers
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ofgem s Data portal — EBIT margins

for energy consumers

I v |
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Data portal — Dark and spark spreads

Making a positive difference

for energy consumers

ofgem

v

== w = = Spark (low eff)
Spark
======= Spark (high eff)

Dark

— Power price (baseload)

120

100

YMIN/F d9D

e, I
% N
% N
N )
< . v’
% R]
" ’
N U
N d
: N
H 1
o F\
“ \
H |
5 |
) \
o¢ r ’
. 4
. y
: I
: F
B N
. y
. r
00' \s
'00 \ B
% 1\
. 1 L
. I
. ]
. / -
I
s L
M
v ‘ |
o

-20

ST-4dy
qT-uer
¥1-10
vT-Inr

yT-1dy
yT-uer
€1-10
€T-Inr

€1-1dy
€T-uer
Z1-10
rasll)

¢1-4dy
zT-uer
T1-20
TT-Inf

11-1dy
TT-uer
0T-%0
otT-Inf

0T-4dy
oT-uer
60-120
60-Inf

60-1dy
60-uer
80-1°0
80-Inr

80-1dy
80-uer
L0-P0




ofgem iz Summing up

N

Market monitoring means different things to different people.

Key tools to understand market include:
* Forward curves
e Spark spreads
* Merit order

Monitoring in short- medium and long term often focus on different
market aspects

Horizon scanning is important for Ofgem and the industry as the
market adapts to change
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Ofgem for energy consumers I n S

http://www.bmreports.com/ - Balancing Mechanism data, latest forecasts etc

https://www.elexonportal.co.uk/ - Historical Data including generation, system prices

https://www.gov.uk/government/collections/total-energy-statistics - Government data and commentary on
historical trends

http://www2.nationalgrid.com/UK/Industry-information/Future-of-Energy/ National Grid publications,
scenarios

https://www.ofgem.gov.uk/monitoring-market/wholesale-market-indicators Ofgem wholesale market indicators

https://www.ofgem.gov.uk/electricity/wholesale-market/electricity-security-supply Ofgem electricity security of

supply
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of em Making a positive difference
for energy consumers

Ofgem is the Office of Gas and Electricity Markets.

Our priority is to protect and to make a positive
difference for all energy consumers. We work to
promote value for money, security of supply and
sustainability for present and future generations.
We do this through the supervision and
development of markets, regulation and the
delivery of government schemes.

We work effectively with, but independently

of, government, the energy industry and other
stakeholders. We do so within a legal framework
determined by the UK government and the
European Union.

www.ofgem.gov.uk




