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Dear Reader,

Welcome to the third edition of “Watt’s the story” – Alpiq’s monthly update
on the current market flows.

You’re receiving the update slightly earlier than usual this month. Christmas is
right around the corner, and we wanted to make sure our ‘gift’ of information
arrived in time before many of you take a well-earned break over the
festive season.

In this edition of Watt’s the story, we take you on a deep-dive into the
world of energy trading. Why do we need it? What does it have to do with
security of supply? Why is it sometimes called ‘speculation’ rather than ‘risk
mitigation’? You’ll get answers to all these questions and more by watching the
video interview below with our Head of Trading, Navin Parasram. But as
always, let’s start with our update on the markets.
 
Market update
 
As we approach the year-end, it’s only fitting that we take a look back over
the past 12 months. It was exactly one year ago, right before Christmas
2021, that the markets first started to go crazy. In the year since, we have
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experienced three big spikes. First came the Russian invasion of Ukraine on
24 February. Then, in late April, we saw the strong decoupling of French
prices and the risk that the availability of French nuclear power would remain
low for longer than originally anticipated. However, the biggest, most
unprecedented spike took place in July and August when the gas flows through
the Nord Stream 1 pipeline from Russia stopped completely. This situation
was exacerbated by the dry summer, which heavily reduced run-of-river power
production, and by the even tighter availability of nuclear power in France. The
resulting all-time high prices triggered a discussion about regulatory
measures, causing even more uncertainty in the energy markets. 
 
By the end of August, prices started to ease. Electricity and gas-saving
measures were put in place and the concerted action began to take effect.
The pressure has eased further thanks to better weather conditions and the
near-full gas storage levels in Western Europe.
 
Current price levels are very similar to the front-year prices for power
and gas compared to the highs just before Christmas 2021. What’s the
difference? Why are we not seeing the same nervousness in the markets? The
answer is simple: while last year’s price spike was unexpected, the markets
are now more experienced with high volatility. We can all still remember the
extreme price spikes at the end of August but, thanks to the ‘sedatives’
administered, the market is now more resilient to turmoil and the situation
is more predictable.
 
The cold temperatures in early December briefly set pulses racing in the market
but several factors have calmed nerves again:
 

French nuclear power availability increased from 32 GW to 40 GW
within one month (as per 22.12.22)

The power demand has been structurally reduced – notably by approx.
up to 6 GW in France.

Gas storage levels in Western Europe are still high compared to
previous years, also thanks to the extremely warm weather in October and
November.

LNG send-outs from the Western European gas grid are at an all-time
high and can thus offset the demand increases during the cold spells.

 
The current situation therefore seems slightly less fraught and the prices
for winter 22/23 are losing premium. This will change for the following
year, however. Prices are converging and the challenge will soon be to fill
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European gas storages during 2023. This uncertainty is reflected in the
pricing. It will be interesting, and crucial, to observe the market closely in
2023. A special focus will hereby lay on the gas price cap mechanisms, that
the EU just agreed on the week before Christmas. Of course, we will do
this on your behalf by providing monthly updates in this newsletter. 
 
Liquidity status
 
What about our liquidity? Due to one-off price and time shifts, our
operative liquidity dipped temporarily to approx. CHF 0.6 billion per 30
November 2022 (back to approx. CHF 1.2 billion per 20 December 2022), and
the headroom dipped to approx. CHF 1.2 billion (back to approx. CHF 1.6 billion
per 20 December 2022). Large drivers responsible for the dip were the
measures taken in summer 2022 to reduce sensitivity to various stress
scenarios by trimming the margined portfolio in the most sensitive locations
by using EFPs (Exchange Futures for Physical). These EFPs allowed Alpiq to
generate an immediate cash-inflow via Initial Margin and lock-in Variation
Margin in summer and as the over-the-counter contracts (physical) went into
delivery in November, they generated cash outflow.

These measures, combined with the skill of Alpiq’s employees, enabled
our company to weather the liquidity crisis very well in 2022. More detail
will be provided when we report our Annual Results on 23 February 2023,
when we will hold a press conference and an analyst and banking information
session. Please mark that date in your calendar if you’re interested in
hearing more!

Impacts of prices on potential impairments

It is worth noting the impact of the higher energy prices on the value of our
production assets. The valuation of assets depends on many input factors
such as prices, currency developments or valuation approach – and it is
also influenced by management judgment and estimation uncertainties.
The current energy markets are impacted heavily by uncertainty and short-
term factors that are driving up prices, which can be seen as a lasting
development or only a temporary effect. Higher short-term prices therefore
don’t necessarily imply a reversal of past impairments, since the valuation
also depends on the assessment of long-term input factors that can differ
among companies in the same industry. The assessment as to whether a
triggering event for an impairment exists or a reversal of impairment can be
booked has to be made on each balance sheet date (i.e., 31 December).
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Four facts you should know about Alpiq impairments:
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Deep-dive: What’s the purpose of energy trading?

Switzerland is long in summer and short in winter. That is, we produce
more electricity than we can use in summer and less than we need in
winter. As electricity is not easy to store, it makes sense to sell the excess
electricity in summer and buy the electricity we lack in winter. In other words,
trading electricity is necessary to secure the power supply in
Switzerland. Swiss utility companies participate in the energy markets e.g., via
the EEX, where they buy and sell electricity to balance their portfolios. There is
no specific marketplace in Switzerland. Such a market would be too small
to be “liquid”. 

Marketplaces have been introduced in Europe to increase transparency and
provide security to the market participants. Electricity can be bought and sold
in advance (forward) as well as on the spot market (day ahead, intraday). It is
common for market participants to buy and sell electricity several years in
advance in order to hedge against potential falls (producers) or rises
(consumers) in price.

However, trading is often viewed negatively by some sections of society and by
many politicians. Along some parts of the political spectrum, it is regarded as
pure speculation and as the cause of the crisis or as the sell-off of Swiss
electricity on the European wholesale market.
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Navin Parasram, Head Trading at Alpiq and Member of the Executive
Board, sheds more light on the topic of trading in the following video:

https://hmmh.scnem.com/goto.php?l=h1u79.2i4gmem,u=8ccc717101048a39,n=6eoj.2q1t12o,art_id=6ep0.2p0ct8g
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In the next edition of Watt’s the story, we’ll talk about asset optimisation. As
an asset heavy company, it’s crucial that Alpiq optimises its assets in the
market. We’ll outline how this is done in the next edition. 

We’d like to conclude this month by wishing a very Merry Christmas to those of
you who celebrate and a joyful and peaceful end of the year to every one of
you. We wish you a relaxing time with your friends and families and a smooth
start to 2023!

Best regards,
Your Investor Relations Team @Alpiq

PS: Next month’s Watt’s the story will appear at the end of January 2023 –
same time, same channel. Please feel free to forward this newsletter to other
interested parties, who can also sign up to receive it directly HERE. All previous
editions will also be available HERE.

PPS: Please send us your feedback, thoughts and requests for future deep-dive
topics to investors@alpiq.com. Thank you.

www.alpiq.com/investors
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