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3. The economic, environmental and energy scenario

3.1. The world economy continues to
show signs of weakness

With five years having passed since the out-
break of the still ongoing global crisis, the
world economy continued to show disturbing
signs of weakness in 2012, The indications of
economic recovery that seemed apparent at
the end of 2011 have undergone a signifi-
cant slowdown, the markets are once again
suffering from a crisis of confidence, while
the global outlook has worsened. As shown
by recent OECD and IMF reports, a double-
dip recession at a global level unfortunately
cannot be ruled out.

A number of combined causes led to the
downturn in the global economy in 2012, The-
se include the austerity policies that have been
implemented in many advanced countnes - es-

=10 -

pecially in the euro zone, high levels of unem-
ployment in those countries, and a drop in in-
ternational trade. In short, the lack of policies
that stimulate the economy and thereby rees
tablish a favourable investment climate has led
the world economy to its worst moment since
the fall of Lehman Brothers.

Far from inspiring confidence, the policies
carried out by the industrialised economies
seem to have postponed the recovery, at
least over the medium term. These econo-
mies showed weak growth in 2012 - around
1.3% - compared to the 1.6% figure from
the year before. The long-term viability of
the Euro, along with concerns over fiscal
stability in the USA, greatly influenced mar-
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ket behaviour in 2012, The growth forecast
for advanced countries in 2013 is 1.4%/, and
as a result, OECD countries will continue to
shed jobs over the coming year.

Emerging economies, meanwhile, have
been affected by the downturn in activity
and the negative outlook for industrialised
economies in 2013. The falloff in global
trade activity has also served to undermi -
ne growth in non-0ECD countries.

According to the IMF, world economic
growth reached 3.2% in 2012, compared
with 3.9% in 2011. The forecasted rate for
2013 is 3.500

Europe

Although the European Union continued to
move ahead in agreeing upon joint economic
stimulus mechanisms in 2012, delays in the
decision-making process and in the imple-
mentation of concrete measures continues
to hamper European economic recovery.

This has led to significant increases in cre-
dit spreads and has served to extend distrust
across the continent. Consequently, accor-
ding to Eurostat” data, the eurozane closed
out 2012 mired in recession, with GDP shrin-
king by 0.5%, underperforming the IMF's la-

-N -

test estimates from January by one tenth.

It is important for those European econo-
mies having problems with excess deficit,
and the consequent difficulties in attaining
financing for their government debt, to move
ahead with their fiscal reform and consoli-
dation programmes.

Nevertheless, in an environment of near-zero
growth - or even recession - they must con-
tinue to receive support and flexibility from
the central and northern European countries.
Clearly, effective intervention in European
Central Bank secondary markets will ease fi-
nancing tensions for countries as well as for

Eurozone closed

0, out 2012 mired in
Y | recession

the European banking system as a whole.
Moreover, the accommodative mone-
tary policy carried out in 2012 should
be maintained in order to stimulate do-
mestic demand, given the low threat of

1. Warld Econamic Dutiook, update de 23 de enero de 2013,
2 Infarme de Eurostat 24/2013 de 14 de febrero de 2013
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inflationary risk over the medium term.
According to ECBE projections, this risk re-
mains low despite the rise in excise taxes,
requlated prices and an expected jump in
the price of oil.

On another front, the banking union and
fiscal harmonisation must continue to be
common goals for eurozone members, so
that the eurozone economy - which, accor-
ding to IMF forecasts will shrink by 0.2% in
2013° - can regain a strong growth rate in
coming years. Support for banking recapi-
talisation must also be completed, thereby
definitively reinforcing the balance sheets
of those entities that still need it and laying
the groundwork for a banking union.

Recent agreements for the creation of a

The bankin

union and fiscal
harmonisation
must continue to
be common goals
for eurozone
members

&
R

Europe-wide supervisory body are a step in
the right direchon. Harmonised requlation, a
pooled guarantee fund and a common crisis
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resolution mechanism supported by all mem-
bers - such as that proposed by the IMF -
would provide greater credibility and stabilr
ty to the European project.

The measures being taken - all of which
should be quickly implemented - must beco-
me deeply rooted in the Monetary Union so
that the deficiencies uncovered during this
crisis can be successfully remedied.

2013 should be the year for removing any
doubts about the political ability of eurozo-
ne countries to carry out the kind of reforms
that can guarantee needed adjustments
and economic growth. One would also hope
that European monetary institutions are
capable of effectively implementing the
mechanisms set up to restore trust in the
single currency project.

Spain and Portugal

Economic conditions on the lberian Pe-
ninsula continued to decline throughout
2012.The Spanish and Portuguese econo-
mies are shrinking at a higher rate, with
GDP drops of 1.4% and 3.2%, respecti-
vely. Domestic demand has continued to
fall off, due partly to reductions in pu-
blic spending and an increase in taxes,
both of which have significantly cut into

WraEn

the purchasing power of households and
businesses. Job loss continues to be one
of the most serious problems facing both
countries, with unemployment rates the
IMF cites at 25.1% for Spain and 16%
for Portugal in 2013.

On the other hand, the competitiveness
of the Spanish economy continues to
improve with implemented reforms and
a current account balance remaining on
a course of readjustment. Accordingly, in
2012 the economy achieved a monthly
surplus for the first time since 1998,
allowing the country to finish out the
year with something close to a balanced
budget that could foreseeably allow the
country to reach a surplus in 2013, In
Portugal as well, competitive improve-
ments and a drop in imports will allow
the nation to achieve a trade balance in
coming years - particularly with impro-
vements in exports to non-EU member
countries.

The clearing up of regulatory uncertain -
ties in the EU after recent agreements
reached in the European Council, along

with banking sector recovery are both of
vital importance for economic growth,
leading to improved credit terms for our

financial systems. An increase in credit

amie

Is a8 necessary condition for once again
setting off on the path to growth.

The outlook for 2013 would indicate a
recession scenario, due to fiscal conso-
lidation efforts and an unemployment
situation that will continue to worsen
- although at a slower rate. IMF fore-
casts estimate GDP shrinkage of 1.50
for Spain and 1% for Portugal.

Increasedcompetitivenesswillcontinueto
positively affectexports. However, econo-
mic decline amongst central EU countries
will not allow sufficient growth in the trad
surplus for an environment more favou-

-13 -
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rable for economic growth. In any case,
the Banco de Espana estimates that
2013 will see a current account balance
surplus of 2% - an indication that the
Spanish economy is beginning to dele-
VErage.

Improvements in the employment and
economic growth situation are expec-
ted in the last quarter of 2013, with this
process maturing throughout 2014 as
the measures taken at the national and
European level regarding the financial
system begin to have an effect on the
real economy.

3.2. The energy and environmental
scenario.

The international energy scenario is mar-
ked by profound changes waiting on the
horizon, resulting from new geostrategic
challenges along with new dynamics in
certain raw material markets and in world
trade in general.

In the years to come, developments in the
international energy sector will be marked
by an increase in oil and gas production

MARKET REPORT
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in the United States (which will place it
as the world's top producer by 2020, ac-
cording to the International Energy Agen-
cy), the uncertainty felt in many countries
about the future of nuclear energy, the
unstoppable expansion in installed capa-
city of renewable energy generation, and
finally, increased production of non-con-
ventional gas.

Although there has been a slight improve-
ment in energy intensity at the global level
- with a 0.6% decrease in 2011 - world
energy consumption continues to grow at
an unsustainable rate of close to 50. Ac-
cordingly, the IEA estimates that by 2035,
consumption will have grown by 33% over
the current figure, with China and India
accounting for 60% of that increase.

Each day it becomes more obvious that raw
materials markets serve as the best indicator

|EA estimates
that by 2035, corn-
sumption will have

s
4 grown by 33%

of the international situation in terms of
tensions and demand - and how they are
reflected in prices. The best example can

e
ran

be seen with natural gas - lower gas pri-
ces in the United States have reduced coal
use, which has thus become available for
export. Europe, meanwhile, has increased
its use of imported coal while decreasing
gas consumption, given that the price of
the latter has spiked due to its being in-
dexed to the price of oil, and also due to
Japan's large demand for that commaodi-
ty. In 2012, the price of natural gas in the
United States was very low - 80% lower
than the import price paid in Europe, and
one eighth of the import price in Japan®.

Regional raw material markets are increa -
singly more interconnected, making trade
in those commodities more flexible while
expanding the wvariety of contracts used
in that trade. This will have the effect of
transferring price impacts from one mar-
ket to others at 8 much faster rate than in
the past.

Regarding the environmental scenario,
and more specifically the fight against cli-
mate change, it is important to note the
agreement reached at the Doha Summit in
December 2012,

From among other issues, it is worth
highlighting the agreement to extend the
Kyoto Protocol for a period of eight years
(until 2020), starting from 1 January, 2013,

e

thereby avoiding an international legal

vacuum. Thanks to this agreement, instru-
ments such as clean development mecha-
nisms (CDM), joint implementation (JI) and
the emissions trading scheme (ETS) will
continue from 2013 onward. Governments
also agreed at Doha to review their emis-
sion reduction commitments for 2014, and
to make a sernous effort to adopt a new
international climate agreement by 2015
at the latest, setting higher goals starting
from 2020. The 2015 summit will be held
in Paris, with work being done in the in-
tervening vyears (2013-2014) to prepare
the ground for reaching an agreement on
a new, post-2020 framework.

In the European scenario, the economic

-15 -
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crisis has led to a generalised reduction
in energy consumption and a sharp drop
in investment in new electricity capacity
- especially acute in renewable techno-
logies. Nevertheless, the European Com-
mission remains optimistic about mee-
ting emissions reduction goals, as well as
targets for the development of installed
renewable technology capacity by 2020.

The European Council's conclusions from
3 December, 2012 highlighted the sup-
port provided by renewable energies for

the
Commission's roadmap, aimed at mee-

reaching the goals set out in
ting the Commission’s 20-20-20 targets.
The Council’'s conclusions also stressed
the technology industry’s contribution
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to employment and growth in the energy
and electricity field, with special empha -
sis placed on the area of renewable ener-

ay-

However, aware of the challenges the
industry is currently facing, the Council
expressed concern over integrating the-
se new technologies into the grid. They
encouraged the harmonisation of public
and private finance support mechanisms
for those renewables in the process of
technological maturation, recommen-
ding more extensive use of market ins-
truments for strengthening their deve-

lopment.

The European Council once again insis-
ted in 2012 on the need to eliminate cu-
rrent barriers to proper market functio-
ning, to offer requlatory certainty and fo
improve regulations in order to favour
the market integration of renewables.

3.3. Towards an internal electricity
market in the EU

The creation of a true Internal Energy
Market (IEM) is one of the key aspects

of the EU's integrated energy and en-
vironmental policy. In February, 2011,
heads of state agreed that "..We must
establish an internal energy market bet-
ween now and 2014, in order to assure
the free circulation of gas and electri-
city..." Thus did the European Council
strengthen its political support for an
effective integration process, specifying
a deadline and speeding up the imple -
mentation of the so-called "Third Legis-
lative Package” from 2009 on the inter-
nal electricity and natural gas market.

Within this scenario, in line with the
roadmaps” set out at the end of 2011
by the Agency for the Cooperation of
Energy Regulators (ACER) and the Eu-
ropean Commission - with the help of
other interested parties - 2012 was
a year of close cooperation between
market operators in the following
projects:

®* The coupling of daily European markets
to the same algorithm for the purpose of
matching purchase and sale orders throug-
hout the EU - known as "Price-Coupling of
Regions" (PCR), and

® The launching of a pan-European platform
enabling the establishment of a continuous
market (implicitly assigned with cross-border

-17 -

capacity) on an intraday basis, a platform that
will be compatible with sub-regional intraday
auctions. One example is MIBEL (Iberian Elec
tricity Market), which has much higher mar
ket liquidity than the rest of Europe.

2012 wWas a year
of close
cooperation
between market
operators

£
A 4

Although the roadmaps laid out for mee-
ting 2014 targets included plans for the
coupling of daily markets in the northwest
region (NWE] - which comprises central
Europe (CWE), the Nordic countries and
Great Britain - by the end of 2012, the pro-
ject was postponed until the third quarter
of 2013 due to technical problems. Given
that the ACER plan included the coupling
of Spain and Portugal at the same time as
the NWE, our own integration will have
to wait until the end of 2013, despite the
fact that, at a regulatory level, the MIBEL
is ready to couple with the rest of Europe
much sooner.

E httpf{wew acer europa.cufBlectricity/Regional_initiatives]
Cross_Regional_Roadmaps/Pages/Cross-Regional-Roadmaps. aspe
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These inter-regional wholesale market in-
tegration projects are supported by Euro-
pean institutions and associations within
the context of ACER's Regional Initiatives,
as an effective way to create a true in-
ternal electricity market by 2014. The pro -
jects are progressing alongside the formal
process of drawing up a network code for
capacity allocation and congestion ma-
nagement - the first draft of which was
presented by ENTSOE to the Electrnicity Re-
qulator Forum (Florence Forum) in Novem-
ber, 2012, In December of that year, ACER
announced its opinion on the ENTSOE pro-
posal, and the EC is expected to submit
its final text for comitology procedure by
mid-2013.

In November
2012 the ECi
ssued a report
entitled
"Making the
internal energy
market work”

0
s

2013 will be a very important year in the
effort to assure the compatibility of the
mentioned integration projects, and for the
development of European regulations cove -
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ring the technical and economic adminis-
tration of the interconnections offered by
the network code for capacity allocation
and congestion management.

MNevertheless, as the European Commission
has pointed out, although great progress
has been made, much work remains to be
done in order to take full advantage of the
potential of a truly integrated European
market.

More specifically, among other problems,
some Member States have yet to incorpo-
rate the 2009 energy legislation into their
own legal systems. Many Member S5tates
maintain requlated energy prices for final
consumers, and only a third of European
CONsumers can compare service offers in an
environment offering them easily accessi-
ble and clear information.

With these concerns in mind, in Novem-
ber 2012 the EC issued a report entitled
“Making the internal energy market work”,
aimed at providing solutions to these pro-
blems. The report includes EC proposals for
assuring that community legislation is pro-
perly implemented in all Member States,
that energy companies can operate under
equal conditions throughout the EU, that
consumers can benefit from the effecti-
ve liberalisation of retail markets and that

instruments for safequarding their rights
- and for protecting the most vulnerable
consumers - are put into place. The report
also proposes measures aimed at provi-
ding new investment in interconnection
infrastructure and at incorporating re-
newable energy generation technologies
into the market.

2012 was also the first year that the new
EU Regulation 1227/2011 on Energy Mar-
ket Inteqrity and Transparency (REMIT)
was applied. This regulation, which esta-
blishes requirements for avoiding market
manipulation and the use of insider in-
formation, came into force at the end of
December 2011.

REMIT introduces an integrated fra-
mework for the monitoring of European
wholesale energy markets - the group
of spot as well as forward markets with
physical or financial liquidation for elec-
tricity and gas - in each Member State.
Currently within this scenario, steps are

being taken to strengthen cooperation
mechanisms between energy and finan-
cial regulators in each country, between
national requlators and the European coo-
peration authorities (ACER and ESMA), as
well as between those institutions them-
selves across Europe.

We can confidently say that 2012 brought
with it a new, Europe-wide institutional
architecture for monitoring wholesale
markets, an architecture that will affect

all market operators.

-19 -

Report 2012
MARKET REPORT



4.1. The consolidation of the Operador del Mercado Ibérico (OMI)
4.2. OMIE activities
4.3. Main figures for the year
4.4. Leading the EU market integration process
Qur corporate culture
. At the cutting edge of technology
_First rate human resources
.Dialogue with stakeholders
Training and information activities
4.10. Open to society

£n

i
(o 00 =1

4. Omie activities

:

= 2= Bepori=2042
MARKET REFORT

0

MARKET REPORT =)~ o~
Benert 2012 " AR



4. Omie activities

4.1. The consolidation of the
Operador del Mercado Ibérico

OMI's corporate structure consists of
the Spanish company OMEL and the Por-
tuguese company OMIP SGPS, 5.A. The-
se parent companies have 10% cross-
shareholdings, while holding 50% of
the shares of the electricity spot market
management company OMI-Polo Espa-
fiol S.A. [OMIE) and of the forward mar-
ket management firm OMI-Polo Portu-
gués SGPR, 5.A. (OMIP).

The following figure shows the above
described corporate structure, as laid out
in the Santiago International Agreement
between the Kingdom of Spain and the
Republic of Portugal, drafted in January
2008 in Braga. Operating below the two

OMIClear,
which 15 a clearinghouse and central
counterparty for the settlement system.

management companies Is

The shareholders of OMI companies are
largely financial institutions and corpo-
rations in the European energy sector.
Mo individual shareholder may have a
holding of more than 5% of the capital
of OMEL or OMIP 5GPS, with the excep-
tion of the two electricity system opera-
torsin Spain and Portugal (REMN and REE),
for which this ceiling is raised to 10%.
Furthermore, the aggregate holding of the
shareholders in the sectors of electricity -
excluding the two system operators - and
natural gas may not exceed 40%.

2012 was a key year for the consolida-
tion of OMI. The year saw the group suc-
cessfully tackle its first complete year of
operation under its new corporate struc-
ture, while taking on new strategic busi-
ness challenges.

Specifically, the MIBGAS, 5.A. company
was incorporated in June, 2012. This firm,
the shares of which are held equally by
the OMIP 5GPS and OMEL holding com-
panies, was set up to operate as a natural
gas wholesaler on the |berian peninsula.
The start-up of this firm should provide

Lt
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Figure 1. OMI corporate structure.

us over the medium to long term with
an important operator position in the
southeast Europe gas market.

In an environment marked by new, ever
more demanding European regulations,
the companies comprising OM| must con -
front new challenges, the overcoming of
which will place us in an ever more com-
petitive position internationally.

2012 also saw OMIE make a great effort

in coupling the spot market it manages
with the European market. The coupling

(10

100% OMEL
> Diversificacion

100%0

W

OMEL
Mercados
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4. Omie activities

of the MIBEL daily market with the other
European markets surely brings with it a
strategic opportunity for our company, in
terms of implementing solutions that will
allow us to maintain our technological
leadership in the management of markets.

Within a very short time, OMIClear will
have to address new financial requlations
in the European environment. With this in
mind, OMIClear is already taking steps to
adapt itself to the new requlations, rema-
king itself as southeast Europe's leading
clearinghouse.

4.2 OMIE activities

OMI-Polo Espafiol 5.A. (OMIE) is the com-
pany responsible for managing the daily and
intraday spot electricity market in Spain and
Portugal. The firm also manages the billing
and settlements for the energy purchased
and sold in the aforementioned electricity
markets.

Owver 800 agents are currently operating in
the market. They can act as ordinary and

MARKET REPORT
Report 2012

special regime electric power producers,
resellers, resellers who supply electricity to
consumers covered by the |ast resort tariff,
consumers wishing for such coverage, repre-
sentatives of sales agents as well as repre-
sentatives of purchasing agents.

Participation in the market is carried out
through a simple computer system using
the internet, enabling the simultaneous par-
ticipation of a large number of agents. The
system also makes it possible to manage a
substantial amount of purchase and sale bids
within a short period of time, along with the
preparation of their corresponding economic
settlements.

Over 800 agents
are currently
operating in the
market

Py
A 4

OMIE also carries out auctions for ener-
gy products related to electricity (CE-
5UR auctions and Spain-Portugal price
difference auctions) and to natural gas
(TUR auctions, storage capacity auc-
tions, gas for operation auctions, etc.]
through its subsidiaries, OMEL Diversi-
ficacion and OMEL Mercados.

0

Operations in daily and
intraday markets

The following graph shows the time sequences
of the markets and processes undertaken in the
Spanish and Portuguese electricity market, where

the forward markets are managed by OMI-Polo
Portugués, SGMR [OMIP) and the daily and
intraday markets by OMIE.

DAILY MARKET (D-1)
Reference Price

TECHNICAL
RESTRICTIONS

TECHMICAL
MANAGEMENT

-1 D

Figure 2. Time sequence of MIBEL markets and processes
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The daily market i1s the primary electricity
contracting market on the Iberian Peninsula,
operating 365 days a year. Each day it receives
bids for the purchase and sale of electricity up
until 10 a.m.%, which is the closing time for
receiving tenders. These are then processed in
OMIE's computer systems (SIOM), with OMIE
then publically disclosing the hourly prices
and energy that will be produced and purcha-
sed on the following day. The daily market in
2012 traded on average 73.12% of the energy
consumed in the lberian market.

28 hours
24 hours
20 hiours

15 hours

INTRADAY

13 hours
3 hours

28 hours

Once the daily market has closed, and
through 12:45 p.m. the next day, six ba-
lancing (or intraday) markets are held to
enable purchasers and sellers to submit
bids for the purchase and sale of electrici-
ty in order to adjust their generation and
consumer schedules to their latest needs
forecasts in real time. The intraday mar-
kets in 2012 traded on average 22.49%
of the total energy managed in the daily
market.

DAILY

ool od oS oEoTIE DB 101112 1 WA BT E 820 2 R 230D 1 ok o3 o nS OB OT OB 08 10 11 12 13 WAS1B 1T 1B 082D 21 72

DAY D-1

Figure 3. MIBEL intraday market. Time distribution of the six sessions.
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4.3. Main figures for the year

The turnover in the electricity market ma-
naged by OMIE in 2012 amounted to 13.602
billion euros and the figure for energy was
280 TWh. Over 124,000 invoices were 1ssued.

suul© o

The wyear saw the holding of 366 sessions
in the daily market, and 2,196 in the intra-
day market. Close to 15 million transactions
were handled over the course of the year.

At vyear-end 2012 there were 803 agents
operating on the market, 635 of which were
producers and 168 purchasers. 146 of the
latter were retailers (6 of them last resort
retailers) and 22 direct consumers.

f Plans are for the daify market closing time fo change o 1200
in 213,
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4.4, Leading the EU market
integration process

OMIE's participation in European integra-
tion projects is one of the company's most
important areas of activity. Throughout
2012, OMIE intensified its participation in
European daily market coupling projects,
as well as its activity in a project to imple-
ment a new, continual cross-border trade
platform in an intraday horizon, compa-
tible with auctions in those regions with
greater liguidity.

Daily market coupling is among the main
objectives of European institutions wor-
king under the 2014 commitment. Re-
garding this, Nord Pool Spot, APX-Endex,
Belpex, EPEX 5pot, GME and OMIE have
launched a project known as Price Cou-
pling of Regions (PCR). The project aims
at the coupling of daily markets, through
the joint matching of all bids with a single
algorithm, in MIBEL, central Europe, Great
Britain and the Mordic countries. The Czech
market operator (OTE) has formally joined
this initiative in the first quarter of 2013.

This project, which is backed by EURO-
PEX, currently covers a geographic area
with over 80% of European electricity

MARKET REPORT
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consumption. The PCR is a market opera-
tors initiative, totally open to new opera-
tors, with the aim of being implemented
throughout the entire EU.

OMIE was a founding member of the PCR
and actively participates in its various
work groups.

To complement this, work is currently being
undertaken Europe-wide towards the im

OMIE actively
participates in
the work group

setu IEI%’X

EUR
plementation of a pan-European, intraday
cross-border platform. At the end of 2012,
European market operators agreed upon

e
A~ 4

the bases for launching a call for tenders
in Europe and to select a supplier for this
project.

In July, 2011 ACER published the framework
guidelines for capacity allocation and con-
gestion management. The document esta-
blished that “...The CACM Metwork Codels)
shall also envisage that, where there is
sufficient liquidity, regional auctions may

nmi
L A B N |

e

complement the implicit continuous allo-
cation mechanism...". OMIE actively par-
ticipates in the work group set up by EU-
ROPEX, offering its experience in intraday
market management. As can be seen in

Com¥erc-based
intraday markets

Auction-based
intraday market

o

the following figure, intraday market li-
gquidity i1s much higher than that of the
other EU markets.

OMIE also actively participates in the

Eibas-based
intraday markets

Other pletform or no organised
intraday markets

"
—

Means of intraday arbitrage:
memmn  Sutomatic implicit

e Manual, without
capacity constrains

Manual, with
capacity constrains

S0 EEEEE

Figure 5. Intraday electricity trade in the different European markets.
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work groups set up by ACER related to the
implementation of the new EU Requlation
12272011 on integrity and transparency
in the wholesale energy market.

On the international front, OMIE collabo -
rates and offers its experience in the ma-
nagement of integration projects in the
international environment, specifically in
APEX

4.5 Our corporate culture

OMIE's corporate culture, geared towards
providing society with a reliable and effi-
cient service, is based on the principles of
independence, transparency and objecti-
vity that inform all the company’s opera-
tions and are the inspiration for the Code
of Conduct approved by the company's
board of directors, which came into force
on 15 May 1998.

The electricity market managed by OMIE
1s essentially somewhere for the agents
involved to buy and sell under conditions
of equality. They are all treated in exactly
the same way, being governed by the
same rules, and they all trade the energy

that has been matched on the market at
the same price, regardless of their size or
nationality.

In turn, the conditions of confidentiali-
ty and transparency laid down by the re-
gulations regarding the operations of an
organised market serve the purpose, on
the one hand, of upholding the necessary
condition of anonymous contracting for
those involved and, on the other, of ensu-
ring the full transparency of all the ope-
rations undertaken by the agents once
the reqgulatory timeframes have elapsed.
This means that for a maximum period of
three months as of the end of a market
session all the data corresponding to that
session are public.

This way of operation allows us to pre-
sent ourselves as a very open institution
in terms of providing information, main-
taining a transparency regime in our ac-
tivity, and to widely disseminate the re-
sults of our work and activities.

Accordingly, OMIE actively collaborates
with the market's supervisory authori-
ties in Spain, the Spanish Energy Com-
mission (CME) and the National Compe-
tition Commission (CNC), through legally
established channels. On a monthly ba-
sis, OMIE sends the CNE and the Minis-

try of Industry monitoring reports on the
agents’ activities, the behaviour of in-
ternational prices and the technologies
that set prices. In addition, weelkly in-
formation is submitted to the CNE that
may be of use in the requlator's super-
visory duties. Furthermore, OMIE coo-
perates with MIBEL's Requlatory Board,
providing it with all the information it
requests.

OMIE's independence is assured by its
shareholder structure and the source
of its income. Along these lines, OMIE's
stock is held in equal shares by OMEL
(Spanish holding company) and OMIP
SGPS (Portuguese holding company),
with these two holding companies being
subject to the shareholding ceiling laid
down in article 4 of the MIBEL Agree-
ment. In turn, the source of its income is
statutorily requlated by the Ministry of
Industry, Energy and Tourism.

4.6. At the cutting edge of technology

The Spanish electricity market is designed
as a fully electronic market. An ever-evol -
ving electricity industry and information

technologies require OMIE to continuously
adapt 1ts systems in order to maintain its
technological leadership, catering to all our
agents’ needs.

The IT system designed by OMIE (SIOM), ba-
sed on internet use, opens the market to
agents with very different needs and re-
quirements. The pillars of the system are
operational excellence and straightforward
access, with no need for users to have ad-
vanced computer skills.

The SI0M system is the basis for all the
operations undertaken in the market, that

OMIE cooperates
with MIBEL's Re-
& qulatory Board,
W | providing it with
all the informa-
tion it requests

I, the matching processes, settlements, the
disclosure of information, invoicing and co-
llection and payment processes. |n addition,
it allows the agents themselves to be the
ones managing their registration and the
review of their details.

In 2012, besides the IT developments linked
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to the publication of the market requ-
lations and to the tireless process of
improving the functions and features
provided, significant Improvements
were made, which included the new

market agent website.

The new website meets our objectives
of updating the baseline software plat-
form, as well as improving the menus,
appearance and interface use, along
with adding new functions. This has
all been attained through the policy of
reusing existent business modules. For
example, the current web services ac-
cess remains practically unchanged.

The graphic design now includes control

M | new market
W |agent website

panels which, in contrast to the earlier
site, are based on menus displaying the
overall scenario - making it possible to
execute the most common actions in a
more user-friendly way. Mewly added
functions include a new version detec -
tor, novel graphics and a downloading
centre.
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Finally, improvements have been made
to the OMIE computerised auction sys-
tem, used for undertaking the different
energy product tenders
2012,

throughout

Thanks to the continuous improvement
policy applied to our computer sys-
tems, OMIE's current technology, which
has been exported to various European
markets [APX Holland, the Portuguese
trading system and the Czech Republic
electricity market), maintained an ad-
vanced level of development and per-
formance throughout the year.

4. 7. First rate human resources

OMIE is committed to the professional
development of its human resources by
means of ongoing training activities
and the proper management of their
needs. The following are some of the
highlights of the main areas of action
in these fields:

WraEn

Quality employment

In a difficult economic scenario, OMIE con -
tinues to press on in the task of optimising
its human resources, in order to assure pro-
per market operations.

OMIE seeks a workforce made up of highly
skilled professionals who are committed to
meeting company objectives and who cons -
titute the firm's most valuable asset.

Consistent with the requirements of today's
organisational structure, the workforce has
around 57 permanent staff, of whom 37 are
men and 20 are women. The staff has an
average age of approximately 42.

Five-year degree holders account for 77%
of the workforce and three-year degree
holders 9%.

Health and safety at work

Throughout 2012, OMIE upheld its commitment
to health and safety in the workplace by nur-
turing a culture of prevention and launching a
variety of traming plans for the staff.

The management system, based on health mo-
nitoring and nsk prevention, i1s developed by a
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workplace health and safety committes. Said
committee, which is made up of staff delega-
tes from the social partners, coordinates inter-

nal and extemnal duties, especially as regards the
implementation and development of evacuation
plans.

Policy on staff training and career
development

With a view to bringing the workforce up
to speed with new technologies and foster
each individual's professional and personal
development, OMIE encourages staff to at-
tend training courses of both a general na-
ture and specific to each field, and especially
those involving languages. OMIE promotes
schemes designed to uphold and improve
each employee's knowledge according to
their position of employment.
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4.8. Dialogue with
stakeholders

The mainstay of OMIE's social responsibi-
lity is the maintenance of a free-flowing
and transparent dialogue with stakehol-
ders, that 15, with shareholders, market
agents, suppliers, employees, the media
and, in general, with the social environ-
ment related to the electricity market the
Company manages.

OMIE's relationship with its stakeholders
is orchestrated through a policy of trans-
parency when the company reports its bu-
siness and when responding to any inqui-
ries that may be received about it and its

operations. The following are some of the
procedures and channels used:

Public website

OMIE's website at www.omiees is the
main tool used to provide all our stake-
holders with information, which means
that anyone with an interest in the mar-
ket can access the same information on a
level playing field.

Specifically, it provides:

® Information on the company, its ope-
rations and its governing bodies. This con-
tent includes OMIE's duties, its company
bylaws, the legal framework applicable to
OMIE and the electricity sector, the code
of conduct that affects the members of
the board of directors and the company’s
senior management and employees.

® |Information on how to become a market
agent and on market players, as well as detar
led information on the duties, structure and
compaosition of the Market Agents’ Commit-
tee - Comite de Agentes del Mercado.

® Information on the markets managed
by OMIE, and on the different products
managed at the auctions organised by the
company's subsidiaries.

@ Information on legislation with a bearing
on the market.

® Monthly reports on market activities.

® Annual report on the market and the
company's annual financial report.

® All the figures for the daily and intraday
markets managed by OMIE, such as prices,
aggregate curves of supply and demand,
contracting volumes, efc. organised accor-
ding to several timescales (daily, monthly,

yearly...).

Market Agents Committee

In order to supervise the operations
of the daily and intraday markets and
propose measures for the manage-
ment of both of them, market agents
are represented by the Market Agents’
Committee, which meets on a reqular
basis.

The Market Agents’ Committee held
six ordinary sessions in 2012, along

The mainstay

of OMIEl;S Is:}cial
responsibility Is

—e— thepmaintengnce

¥ of 5 free-flowing

and transparent

dialogue

with three extraordinary sessions.
Among the matters discussed at the
ordinary meetings, the more notewor-
thy were as follows:

® Analysis of the market's operation and
the settlement of transactions.

@ lncidents ansing in the operations of the
daily and intraday markets, the settlement of
the purchases and sales of energy, and the co-
llection and payment processes.

@ S5Situation and incidents in the system's
operation.

® Developments in the Price Coupling of Re-
gions (PCR) project that OMIE is heading in
conjunction with other European market ope-
rators.

@ Matters addressed in the European institutions
regarding the daily and intraday markets.
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® |Information on the meetings of the
Florence Forum held in May and November
2012,

The following matters were taken up at the
extraordinary sessions:

@ Proposal for modifying the daily and
intraday Market Operating Rules for elec-
tricity production, aimed at complying with
the items set out in the Second Additional
Provision of Royal Decree 16232011, from
14 November.

® Requirements that must be met by
guarantor institutions.

® Analysis and evaluation of system ad-
justment service prices.

The media

OMIE maintains ongoing contact with
the media, providing them directly
with pertinent information on the

market.

® Daily emails sent to the media informing
them of the results for the energies and pri-
ces, broken down by hours, of daily market
matching for Spain and Portugal.

MARKET REFORT
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® lssue of press releases to the media
both in Spain and abroad on the outco-
mes of the electricity and natural gas
auctions managed by OMIE's subsidiary
companies.

® Customised response to the market is-
sues raised by media professionals.

Mechanisms required
to respond to all

the questions

raised

&

Entities and institutions interested in
specific ISSues

The liberalisation of the electricity mar-
ket on the lberian Peninsula is generating
growing interest regarding the different
1ssues involved, so since its incorporation
the market operator has furnished its orga-
nisation with the mechanisms required to
respond to all the questions raised through
two procedures:

® A written response to queries sub-
mitted wvia the contact email on our
website. In 2012, answers were given

to over 700 emails received.

® Specific face-to-face meetings for brie-
fing on the operations of the institutions
regarding specific aspects of the activities
undertaken by OMIE.

4.9. Training and information
activities

OMIE collaborates on training schemes both
at home and abroad, both with organisations
in the energy sector and with education cen-
tres in general.

In 2012, OMIE continued to promote training
and information activities through courses
for electricity market operators and inter-
ested firms, taught on OMIE's premises, and
through i1ts involvement in masters degrees
and special symposia for collaborating with
public and private institutions and other
academic bodies interested in the electricity
sector.

Specifically, over 100 energy sector profes-
sionals participated in electricity market
oriented courses offered in 2012, OMIE offe-

red informational briefings, as well as tra-
ining sessions and dummy runs for CESUR
electricity auctions, contract auctions based
on the price differences on the Spain-Portu-
gal interconnection, LRT auctions of natural
gas, gas storage auctions, auctions for the
purchase of natural gas to be used for ope-
rating purposes and the minimum filling le-
vel for facilities involved in transport, regas-
fication and underground storage, as well as
a cushion gas auction.

In addition, several masters classes were
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organised within the framework of agree-
ments or in collaboration with the Carlos
Il University, Cremades & Calvo Sotelo, the
Pontificia University of Comillas, the Spanish
Energy Club (Club Espafiol de la Energia), the
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School of Industrial Organisation (EDI) and
the Association of Civil Engineers.

Finally, OMIE took part in symposia related
to economic-financial, legal and techno-
logical matters affecting energy markets,
in cooperation with the Spanish Energy
Club, The Rey Juan Carlos University, the
|ESE business school, the Energy Techno-
logy Institute (ITE), the Basque Institute of
Competitiveness (Orkestra) and Zaragoza
University.

OMIE's “International Workshop™

The electricity sector has had to con-
front serious challenges for years now, in
an ever more international environment.
Aware of this, in 20012 OMIE introduced
an International Workshop meant to ad-

MARKET REPORT
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dress vital affairs related to energy mar-
kets with that context in mind.

The first international seminar, entitled
“Capacity Markets Design with a Growing
RES Penetration”, was organised in July
2012. This was followed by a second ses-
sion the following November called "The
future of wholesale electricity markets in
Europe™ The seminars brought together
internationally prestigious academics,
top executives from Spanish and Portu-
guese energy companies and European

regulators.

In 2012 OMIE
introduced an
@Y | national Workshop

4.10. Open to society

Inter-

OMIE is actively present in national and in-
ternational organisations and associations
working in the energy sector field - in the
|berian peninsula as well as throughout Eu-
rope.

In 2012 the company - together with the
CNE - organised technical symposia co-

s W
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vering the electricity sector, working with
energy consumer associations, such as the
ACE (Electricity Consumers Association)
and the AEGA (Association of Large Energy
Consumer Companies), as well as with the
Murcia Chamber of Commerce. Informative
meetings with representatives of consumer
associations were also held.

Additionally, OMIE works with social organi-
sations and institutions in order to meet the
needs of different groups.

Our company is a trustee of the Energy
Without Borders Foundation. This humani-
tarian organisation, which boasts 150 vo-
lunteers, has the mission of providing access
to energy services and drinking water, on an
uninterrupted basis, for groups that are cu-
rrently without them, or have them under
precarious circumstances or use rudimentary
and inadequate methods.

Activities that were initiated and fully ca-
rried out with Energy Without Borders in
2012 were highlighted by projects in Came -
roon [2), Guatemala, Peru and the Democra-
tic Republic of Congo. These projects bene -
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fited over 95,000 people. In the case of the
Democratic Republic of Congo, the contri-
bution of solar panels needed for supplying
electrical energy was locally developed at a
professional training centre.

In addition to the abovementioned projects,
seven other initiatives were underway as of
year-end 2012 - in Benin, Cameroon, Gua-
temala, Kenya and Peru. These projects were
aimed at improving drinking water and elec-
tricity service for over 16,000 people.

It should be pointed out that the Energy
Without Borders Foundation, which to date
has undertaken 28 water and electricity pro-
jects that serve 300,000 people, is commit-
ted to assuring that these projects continue
to function over time. Towards that end, the
foundation encourages the creation of coo-
peratives that can lay the groundwork for
the future sustainability of the systems.

Finally, OMIE contracts not-for-profit worl
with social welfare companies, designed to
foster the social integration of disadvanta-
ged people.
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