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Competitive efficiencies create traction for product and service providers to develop new products,
services and technologies. This gives consumers greater choice of products as well as higher quality of
products. Availability of options typically causes prices for the products to reflect their demand and supply
balance and thus result in fair and market based pricing.

The Electricity Act 2003 and subsequently the National Electricity Policy (NEP) have detailed out the need
for and the benefits from the development of a competitive power market within the country. The NEP -

2005 goes to the extent of envisaging “A competition that is expected to yield efficiency gains and in turn increasing the
availability of quality supply of electricity to consumers at competitive rates, resulting in consumer benefits”.

In view of the policy guidelines, efforts have been made to bring in competition across the electricity value chain by reducing
entry barriers and incentivizing investments. Marketplaces, in the form of power exchanges, have also been setup for entities
involved in the power sector to interact with each other. However, multiple issues still remain in consolidating all such
activities which would enable competition to operate in a seamless and efficient manner in electricity markets of the country.

Initiating the discussion on this issue of national interest, PXIL had organized a round-table-conference (RTC) on “Developing a
competitive power market in India” in July 2009. The overwhelming participation during the discussion reinforced the need for
comprehensive plan for development of competitive markets in electricity in the country. A brief of the issues discussed during

the RTC is also being presented in page-3 of this news bulletin for wider readership."
Warm Regards,

Rupa Devi Singh
MD & CEO
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Top News: India

Indian government to foster competition in power sector July 11, 2009

Mr. Shinde said “The center’s initiative to establish power exchanges in the country has benefited
the country by ensuring payment security, competition among stakeholders and a reduction in
transaction costs by providing a common platform for trading. Also, empowering demand side

response to price signals and bringing about efficiency is being achieved @
(source:http://www.steelguru.com/news/index/2009/07/11/MTAxNzAz/Indian_government to foster competition in pow

er_sector.html)

Central Electricity Regulatory Commission starts framing power market regulations in a bid to fulfill
the mandate of Electricity Act 2003 July 09, 2009

The Central Electricity Regulatory Commission (CERC), in a bid to fulfill the mandate of Electricity Act
2003, has started framing power market regulations. The meeting of the Central Advisory Committee

of the commission, held on 6th July...
(source: http://www.financialexpress.com/news/cerc-initiates-consultations-for-power-trading-norms/486867/)

Central Electricity Regulatory Commission reviewing power trading margin cap to assess if it is
impacting viability of trading business in India July 27, 2009

The Central Electricity Regulatory Commission (CERC), the apex power sector regulator, is reviewing
the 4 paise per unit cap on power traders’ margin to assess if it is impacting the viability of power

trading business in India...
(source: http://www.business-standard.com/india/news/cerc-reviewing-power-trading-margin-cap/364922/)

Government examining a proposal to allow trading of its discretionary quota of power totalling to
about 6000 Mw July 09, 2009

In what could be a major blow to power deficit states, the government is examining a
proposal to allow trading of its discretionary quota of power totalling to about 6000 Mw. The
central government has a discretionary quota of 15 per cent of the capacity of central power

generating stationsé
(source:http://www.business-standard.com/india/news/govt-mulls-trading-in-centre/s-unallocated-quotapower/363411/)

Top News: International

GGC countries to sign power exchange pact July 7, 2009
The six countries of the Gulf region will enter into a power exchange agreement tomorrow, an
official of Gulf Cooperation Council's Interconnection Authority (GCCIA) has said. The six nations of

the Gulf Cooperation Council...
(source:http://www.business-standard.com/india/news/ggc-countries-to-sign-power-exchange-pact/66868/on)

FERC: No Market Manipulation in NY Power Market 'Loop' Issue July 16, 2009

The Federal Energy Regulatory Commission said Thursday irregularities in how power was routed in
New York's market last year wasn't the result of manipulation. Regulators were investigating a
practice where market participants scheduled power to be delivered over circuitous routes...

(source: http://online.wsj.com/article/BT-CO-20090716-710361.html)

Nepal-India Power Exchange Meet in August: July 13, 2009 July 13, 2009
India and Nepal have agreed to hold the much-delayed Power Exchange Committee meeting in the
first week of August. The meeting will decide how the two sides will utilize the 30 MW additional

power supply from Indiaé
(source: http://www.energybangla.com/index.php?mod=article&cat=India&article=1923)
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Developing a Competitive Power Market in India

PXIL organized a round table conference to discuss the issues related to 'Developing a Competitive Power
Market in India', in association with Infraline Energy, on 24th July 2009 at New Delhi. The idea behind this
RTC was to Identify and create a focused discussion on the key issues which continue to come in the way of
developing a vibrant power market in India.

The discussion was presided over by eminent panelists including Mr P K Mishra (Chairman, GERC), Mr Alok
Kumar (Secretary, CERC), Mr Shashi Shekhar (Director, PTC India Limited) and Mr S K Soonee (ED, NLDC). The
discussions were co-ordinated by Mrs. Rupa Devi Singh (MD & CEO, PXIL).

The discussion highlighted the crucial points related to development of competitive market in India,
presented below are the most important discussion issues

Sufficiency of participation- India is the only country to have embarked on the journey of creating a power
market despite being in a deficit situation with lack of adequate participation on the supply side. It was felt
that other than technical issues of connectivity, it would be Open Access at all levels, which would allow all
types of entities to participate in the development of the market. Furthermore, technical and scheduling
issues related to allowing wind power development etc. should also be considered such that greater variety
of generation assets can be brought in. The role of financial institutions as also the need to fund on the basis
of the thriving power market was also emphasized.

Definition of marketplaces where power transactions can be effected in terms of both geography and tenure,
was discussed. It was felt that power markets should be national in nature as of now and should be
implemented at the Regional or State levels only when there is adequate liquidity and participation from
smaller players. In terms of tenure of trades, it discussed that contracts and commensurate Open Access
should be available for various tenures ranging between 25 years to 1 day. The discussions also called for
proper definitions of participants and regulations of all kinds.

Need for development of products and services in line with Indian market conditions was discussed. It was
felt that the role of market participants need to be detailed and they should be allowed to conduct their
business with due commercial considerations. It was also deliberated that presently there should be focus on
developing products on the exchanges which are similar to those existing in the market in a form where they
are similarly traded. Over time, new products which allow participants to manage their price and quantity
risks appropriately, ought to be introduced.

The methodology for arriving at prices across different market segments was discussed. It was deliberated
that different segments have different prices depending upon the inherent risks of contracts traded in such
segment. For fair pricing in any segment, it was felt that pricing mechanism in the power markets should be
given attention to. Further deliberations were held on the need to move to explicit pricing of different power
market segments from the current method of implicit pricing, especially related to transmission pricing.

Given all components of power markets being there, the absence of information availability may create
distortions. With this view, the panelists felt that the flow of information has to be improved and it was time
to enable a universal database of power markets in India.

The conference saw wide participation and a healthy discussion ensued. The panelists and delegates raised
various issues. Thoughtful insights from noted speakers helped to streamline the solutions to the pertinent
issues of the power markets in India. Mrs. Singh acknowledged the fact that the discussion provided the
essential platform to take the issues forward to a national level.




Infrastructure needed for successful operations of Power Exchange

Effective Trading

Trading as an activity has been taking place almost since mankind has evolved. However, in the last few
decades, use of technology has brought a revolution in the trading sector, whether it is the exchange related to
finance, commodity, environment or power none of them have remained untouched by the technology.

In the fields of trading the major breakthrough was in the form of establishment of Bombay Stock
Exchange (BSE) in 1875. Post Harshad Mehta scam a need for development of a transparent system was felt, which
would eradicate the problems pertaining to lack of control on process and system and create a secure system to
imbibe confidence in all investors. It led to the formation of an online, National Stock Exchange (NSE) in 1992,
demutualised since initiation. Both NSE and BSE are well respected globally and continue to be amongst the largest
ones in the world.

A Power Exchange (PX) provides platform for trading of power on a transparent basis in a neutral manner.
The direct stakeholders of the Power Exchange includes: The Regulators, Buyers of electricity, Sellers of electricity.

Role of IT in Power Exchanges

Using IT, internet connectivity, members can instantaneously get connected to the Exchange trading
system for bidding to buy or sell electricity. IT enables users with sessions and multiple authentications, data
transfer between the trading system and the end user on anonymous basis, by a system driven approach. At the
Exchange end, core of the trading system is the electronic matching engine where bid matching takes place and
trade is cleared. The cleared trades are then sent for confirmation to National Load Despatch Center (NLDC), the
apex body controlling grid operations in the country. Based on the final schedules, reports are immediately
available to each bidder on the volumes and prices duly confirmed by the NLDC. These reports provide information
related to payment obligations and Margin utilization to each bidder. Risk Management system would not allow for
a trade to be matured unless necessary and sufficient margins are available from the bidders. This would also
include all the payments due by the exchange to the Grid Operator etc. The systems - bank interface allows
immediate transfer of money using RTGS/ NEFT.

Finally, what is important is the flexibility of an electronic system that it brings to the members in terms of
products, services and maximization of dispatch with minimum required formalities. IT systems therefore play a
key role in improving the efficiency of the PXs apart from meeting the business requirements.

Conclusion:
PXIL believes that Indian Power Markets are different from other Global Markets and are still evolving. Though the
operating model of PXs in India would basically remain the same, newer challenges will have to be handled by PXs
hence customizations as per local market requirements would be necessary. PXIL has therefore ensured scalability
& robustness of its exchange infrastructure to cater to the need of the evolving power market in India.

(Detailed write-up available at: http://www.powerexindia.com/download/PXIL-July2009-article.pdf)

Did you know?

1. India presently has close to 14,000MW of grid connected renewable based power
sources
North-eastern states of India alone have generation potential of more than 59,000MW
of hydro-based power plants

N Y,
f POWER EXCHANGE INDIA LIMITED \
Exchange Plaza, Bandra Kurla Complex, Bandra (E), Mumbai — 400 051, India
Tel: 022 2653 0500 / 0511, Fax: 2659 8397,
email: info@pxil.co.in, website: www.powerexindia.com

Disclaimer: The information as provided above is to the best of our knowledge. However PXIL does not guarantee the accuracy of
information taken from secondary sources. In no event shall PXIL be liable for damages of any kind, including without limitation, direct,
incidental or consequential damages (including, but not limited to, damages for lost profits, business interruption and loss of programs or

information) arising out of the use of or inability to use PXIL's newsletter, or any information provided in the newsletter.



http://www.powerexindia.com/download/PXIL-July2009-article.pdf
mailto:info@pxil.co.in
http://www.powerexindia.com/

