AUSTRALIAN ENERGY
REGULATOR

5 February - 11 February 2012
Summary

On 9 February, congestion issues in Queensland assw@t of real time changes to
transmission line ratings led to un-forecast prikectuations. The spot price reached
$333/MWh at 3.30 pm and -$20/MWh at 4 pm. Thidis fifth consecutive week that similar
rating changes have caused volatile market priocutgomes in Queensland.

Spot market prices

Figure 1 sets out the volume weighted average (VWAJes for the week 5 February to
11 February and the 11/12 financial year to dat€)¥across the NEM. It compares these
prices with price outcomes from the previous weatk year to date respectively.

Figure 1: Volume weighted average spot price by reg  ion ($/MWh)

Qld NSW VIC SA Tas
Average price for 5 Feb - 11 Feb 2012 29 27 25 25 36
% change from previous week* -20 -8 -11 -15 -2
11/12 financial YTD 30 30 27 34 32
% change from 10/11 financial YTD ** -21 -42 -7 -31 1

*The percentage change between last week’s average spot price and the average price for the previous week. Calculated on
VWA prices prior to rounding.

**The percentage change between the average spot price for the current financial year and the average spot price for the
previous financial year. Percentage changes are calculated on VWA prices prior to rounding.

Further information is provided in Appendix A whire spot price exceeds three times the
weekly average and is above $250/MWh or less t8a80/MWh. Longer term market trends

are attached in Appendix'B

Financial markets

Figures 2 to 9 show futures contraprices traded on the Australian Securities Exchang
(ASX) as at close of trade on Monday 13 February22@igure 2 shows the base futures
contract prices for the next three calendar yesanrd,the average over these three years. Also
shown are percentage charifiesm the previous week.

! Monitoring the performance of the wholesale maiked key part of the AER’s role and an overviewths
market’s performance in the long term is providedtee AER website. Long-term statistics can be tbthere
on, amongst other things, demand, spot pricesractrpprices and frequency control ancillary sersipgces.
To access this information go to
www.aer.gov.au -> Monitoring, reporting and enfenant -> Electricity market reports -> Long-term kysés.
2 Futures contracts traded on the ASX are listed fmyphaTrade (www.d-cyphatrade.com.aé futures
contract is typically for one MW of electrical eggrper hour based on a fixed load profile. A basal|profile
is defined as the base load period from midnightmidnight Monday to Sunday over the duration of the
contract quarter. A peak load profile is definedtlas peak-period from 7 am to 10 pm Monday to Frida
excluding Public holidays) over the duration cé tontract quarter.

Calculated on prices prior to rounding.
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Figure 2: Base calendar year futures contract price s ($/MWh)

QLD NSW VIC SA
Calendar Year 2012 41 0% 43 -1% 38 0% 43 -2%
Calendar Year 2013 54 0% 60* 1% 54* 0% 58 0%
Calendar Year 2014 57 0% 62 3% 57 -1% 69 0%
Three year average 51 0% 55 1% 50 0% 57 -1%

Source: d-cyphaTrade www.d-cyphatrade.com.au

* denotes trades in the product.

Figure 3 shows the $300 cap contract price for Q122and calendar year 2012 and the
percentage changéom the previous week.

Figure 3: $300 cap contract prices ($/MWh)
QLD NSW VIC SA
Q1 2012 (% change) 7* -21% 5* -16% 5* -13% 15 -17%
2012 (% change) 5 -9% 6 -3% 3 6% 7 -10%

Source: d-cyphaTrade www.d-cyphatrade.com.au
* denotes trades in the product.

Figure 4 shows the weekly trading volumes for bamsgk and cap contracts. The date
represents the end of the trading week.

Figure 4: Number of exchange traded contracts perw  eek
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* Calculated on prices prior to rounding.
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Figure 5 shows the prices for base contracts fon gaarter for the next four financial years.
Figure 5: Quarterly base future prices Q1 2012 - Q4 2015
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Figures 6-9 compare for each region the closinty de@ise contract prices for the first quarter
of 2007, 2008, 2009, 2010, 2011 and 2012. Also shigvthe daily volume of Q1 2012 base
contracts traded. The vertical dashed line signifiee start of the Q1 period for which the
contracts are being purchased. To understand #granns, the dark-blue line in figure 6
demonstrates that throughout the middle of 200F ntlarket had an expectation of very high
spot prices in the first quarter of 2008.

Figure 6: Queensland Q1 2007, 2008, 2009, 2010, 201 1 and 2012
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Figure 7: New South Wales Q1 2007, 2008, 2009, 2010 , 2011 and 2012
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Figure 8: Victoria Q1 2007, 2008, 2009, 2010, 2011 and 2012
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Figure 9: South Australia Q1 2007, 2008, 2009, 2010 , 2011 and 2012
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*The daily volume scale for South Australia is smaller than for other regions to reflect the lower liquidity in the market in South Australia.

Spot market forecasting variations

The AER is required under the National ElectridRyles to determine whether there is a
significant variation between the forecast spoterpublished by the Australian Energy
Market Operator (AEMO) and the actual spot pricd,anhthere is a variation, state why the
AER considers the significant price variation ocedr It is not unusual for there to be
significant variations as demand forecasts vary angarticipants react to changing market
conditions. There were 56 trading intervals thraughthe week where actual prices varied
significantly from forecasts This compares to the weekly average in 2010 ofdikts and
the average in 2009 of 103. Reasons for thesena@saare summarised in Figuré.10

Figure 10: Reasons for variations between forecast and actual prices

Availability = Demand Network  Combination

% of total above forecast 2 11 1 0

% of total below forecast 82 4 0 0

® A trading interval is counted as having a variatibthe actual price differs significantly from tHerecast
price either four or 12 hours ahead.

® The table summarises (as a percentage) the nushltienes when the actual price differs significgriilom
the forecast price four or 12 hours ahead and th@mmeason for that variation. The reasons arssidlad as
availability (which means that there is a changé¢him total quantity or price offered for genera}jotlemand
forecast inaccuracy, changes to network capahiityas a combination of factors (when there is not o
dominant reason). An instance where both four ghtidur ahead forecasts differ significantly frore #ictual
price will be counted as two variations.
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Demand and bidding patterns

The AER reviews demand, network limitations andegator bidding as part of its market
monitoring to better understand the drivers behpnide variations. Figure 11 shows the
weekly change in total available capacity at vasiquice levels during peak peridd$or
example, in Queensland 463 MW less capacity wasraxdf at prices under $20/MWh this
week compared to the previous week. Also includeithé change in average demand during
peak periods, for comparison.

Figure 11: Changes in available generation and aver age demand compared to the previous
week during peak periods

Between Change in

MW <$20/MWh $20 and $50/MWh Total availability average demand
QLD -463 165 137 269

NSW -315 163 80 -387

VIC -412 352 -222 -236

SA 221 102 269 10

TAS -7 -88 23 10
TOTAL -976 694 287 -334

Ancillary services market

The total cost of frequency control ancillary seed (FCAS) on the mainland for the week
was $323 000 or less than one per cent of energgyar on the mainland.

The total cost of FCAS in Tasmania for the week $%&85 000 or two and a half per cent of
energy turnover in Tasmania.

Figure 12 shows the daily breakdown of cost fohdaCAS for the NEM.

Figure 12: Daily frequency control ancillary servic e cost
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" A peak period is defined as between 7 am and 16pmweekdays.
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Appendix A

AUSTRALIAN ENERGY
REGULATOR

5 February — 11 February 201

Queensland:

There was one occasion where the spot price ini@le®d was greater than three times the
Queensland weekly average price of $29/MWh and el$@50/MWh.

Thursday, 9 February

3:30 PM Actual 4 hr forecast 12 hr forecast
Price ($/MWh) 333.03 30.01 26.46
Demand (MW) 7340 7462 7338
Available capacity (MW) 11 486 11 569 11 604

Conditions at the time saw demand and availablaagpclose to forecast.

At 2.49 pm, effective from 3 pm, CS Energy rebid 38W of capacity at Gladstone from
prices below $48/MWh to above $10 900/MWh. The oeagiven was “1448A G/stone
intraconnector constraint 855-871 slI”. This wasresponse to forecasts that indicated the
generation was to be “constrained on” out of mandier.

From 3.05 pm, a constraint used to manage thergadfithe Calvale to Stanwell line for the
loss of the Calvale to Wurdong line bound when dy@amic rating of the Calvale to
Stanwell line was reduced from 805 MVA to 759 MVAhis constraint (which is very
similar to the 855-871 constraint quoted by CS Byeeffects the majority of generation in
Queensland as well as flow across the QueenslaNdwoSouth Wales (QNI) interconnector.

The 5-minute dispatch price reached $1473/MWh @% Pm as low priced generation was
ramped down causing higher priced generation wis@atched.

From 3 pm to 3.30 pm flows were being forced intewNSouth Wales across QNI,
counter-price, leading to the accumulation of atb#70 000 of negative settlement residues.

There was no other significant rebidding.
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Appendix B

DeIalled NEM Prlce

and Demand Trends

for Weekly Market AnaIySIS Ly
- 5 February - 11 February 2012

AUSTRALIAN ENERGY
REGULATOR

Table 1: Financial year to date spot market volume weighted average price

Financial year QLD NSW VIC SA TAS
2011-12 ($/MWh) YTD 30 30 27 34 32
2010-11 ($/MWh) YTD 38 52 29 49 31
Change* -21% -42% -7% -31% 1%
2010-11 ($/MWh) 34 43 29 42 31

Table 2: NEM turnover

Financial year NEM Turnover** ($, billion) Energy (TWh)

2011-12 (YTD) $3.645 123
2010-11 $7.445 204
2009-10 $9.643 206

Table 3: Recent monthly and quarterly spot market volume weighted average price and turnover

Volume weighted Turnover
average ($/MWh) QLD NSW VIC SA TAS ($, billion)
Oct-11 28 29 24 43 33 0.421
Nov-11 35 40 27 32 31 0.512
Dec-11 26 26 23 25 26 0.369
Jan-12 35 26 25 28 39 0.447
Feb-12 (MTD) 28 26 25 27 36 0.148
Q12012 33 26 25 28 38 0.654
Q12011 107 156 57 143 27 2.728
Change* -69% -83% -56% -81% 41% -76.01%
Table 4: ASX energy futures contract prices at end of 13 February 2012

QLD NSW VIC SA
Q1 2012 Base Peak Base Peak Base Peak Base Peak
Price on 06 Feb ($/MWh) 37 54 32 44 30 44 45 85
Price on 13 Feb ($/MWh) 35 50 30 38 30 41 42 77
Open interest on 13 Feb 1318 323 2517 619 2147 307 294 5
Traded in the last week (MW) 69 1 106 28 48 30 0 0
Traded since 1 Jan 11 (MW) 11446 419 13711 1572 | 10382 1308 498 5
Settled price for Q1 11($/MWh) 57 96 68 118 35 51 53 93

Table 5: Changes to availability of low priced generation capacity offered to the market

Comparison: QLD NSW VIC SA TAS NEM
December 11 with December 10

MW Priced <$20/MWh -767 -1462 -931 -239 -401 -3799
MW Priced $20 to $50/MWh 65 971 767 134 164 2100
January 12 with January 11

MW Priced <$20/MWh 77 609 76 -291 -211

MW Priced $20 to $50/MWh 168 131 226 57 -8

February 12 with February 11 (MTD)

MW Priced <$20/MWh 136 -707 -528 -391 67 -1422
MW Priced $20 to $50/MWh 339 232 183 -13 -302

*Note: These percentage changes are calculated on VWA prices prior to rounding

** Estimated value



