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"Any customer can have a car painted any colour that he wants so long as it is black". Henry Ford’s
statement in today’s world of automobiles with its multiple colour choices, models, shapes and
sizes may sound completely out of place. Similarly, when we look at power market models that
have been implemented across the world, we don’t see just one, but multiple market models.
Some of these being power pools, some power exchanges, of which some are voluntary, some
mandatory and so on. And in fact, while cursorily some of these models may look similar, they
actually have widely different characteristics.

The Indian power market too, is significantly different from any other power market, and more so from those developed
markets which have available generation surpluses, large number of participants and single control areas. The Indian
Power Market would only emerge strong if local issues are dealt with through locally developed solutions. You would find
in this newsletter an abstract from an article published in a leading industry magazine, which deals with this issue in great
depth.

We in PXIL believe that it is the choices we make today that determine our future, and in choosing to develop a power
market structure indigenously today we would be able to develop for the Country, the Power market it deserves.

Warm Regards,

Rupa Devi Singh
MD & CEO
Power Exchange India Limited

World Population Day: 11" July PXIL official Promoter of WFER IV
The World Forum on Energy Regulation is the world's
foremost conference on energy regulation. The World Forum
was created as a cooperative effort by the world's main
regional regulatory associations. It aims at providing a venue
where energy regulators and other energy market
stakeholders may discuss issues and experiences of common
interest.

The 4™ WFER conference is scheduled between 18" and 21* October 2009 in

population issues. The event was Athens and is expected to bring together more than 1,000 top-level energy

established by the Governing Council of stakeholders from across the globe. PXIL is official promoter of the WFER IV in

the UNDP in 1989 India and South-East Asia.

Trading data for the month of June - 2009

World Population Day

It is an annual event, which seeks to
raise awareness about global

Indigenization: Delivering what the
market wants
Indian power markets are significantly
different from any other developed
power markets in the world. Hence the
steps for development of power market
in India should be designed so as to take
care of requirement of local market and
market players...
(more on page 4)
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Bid to launch renewable energy certificates under way Jun 22, 2009

The forum of power regulators (FoR) has kicked off an exercise for introduction of renewable energy
certificates to promote renewable energy generation. As per FOR's report, renewable energy generators
with capacity untied in power purchase agreements (PPA) would have an option to sell electricity and
renewable energy certificates separatelyé

(source: http://mwww.financialexpress.com/news/bid-to-launch-renewable-energy-certificates-under-way/479508/)

Central Electricity Regulatory Commission for inter-state trade of wind power to attract more
investment in the renewable energy sector Jun 15, 2009

To attract more investment in the renewable energy sector, particularly in windpower, the Central
Electricity Regulatory Commission (CERC) has proposed that wind power should be freely tradable

across the countryé
(source: http://www.business-standard.com/india/news/cerc-for-inter-state-tradewind-power/361028/)

Non-availability of transmission corridors causes power congestion Jun 01, 2009
The country is facing a major problem of congestion in certain regions affecting the free flow of
power, even when the peak shortages have been hovering between 11% and 13% and energy deficit is

at around 9.5%...
(source: http://www.financialexpress.com/news/Nonavailability-of-transmission-corridors-causes-power-
congestion/468913/)

NLC wants market prices for its power Jun 20, 2009

Public sector Neyveli Lignite Corporation (NLC) Ltd is not too happy with the cost-plus tariff fixation
by the Central Electricity Regulatory Commission (CERC), as its depreciated plants fetch tariff that is
much lower than what it could get from the market. On an average, NLC gets about Rs 1.75 a unit for
the power it generates. (It will vary, albeit slightly, for the year 2009 to 2014 tariff period, for which
NLC will soon make an application to the CERC). But if the company were to sell power in the
market, it could get prices easily in the upwards of Rs 3. In fact, power exchanges sell power at

around Rs 6é
(source: http://www.thehindubusinessline.com/2009/06/21/stories/2009062151190300.htm)

Top News: International

X

Baltic countries to join EU internal power market Jun 22, 2009

Memorandum of Understanding in relation to the Baltic Energy Market Interconnection Plan
(BEMIP) was signed by the heads of state of Sweden, Poland and Finland and the Batic states
Lithuania and Estonia. The BEMIP is a step towards a future pan-European electricity grid in the

Baltic region, and extends the successful Nordic electricity market rules to the three Baltic States..
(source: http://www.modernpowersystems.com/story.asp?sectionCode=131&storyCode=2053356)

E.ON sees Europe power trade converging Jun 03, 2009
Western Europe's wholesale power market is on track to become a single trading area within five
years, as market makers and legislators push for the breakdown of barriers and unified price
discoveryé

(source: http://www.reuters.com/article/GlobalEnergy09/idUSTRE5523NQ20090603)

EEX launches power market transparency platform Jun 15, 2009
Ever since the electricity industry was transformed from a state monopoly into a market supplied by

four main generating companies, the four have been accused of exploiting excessive market poweré
(source: http://www.energyrisk.com/public/showPage.htm|?page=862706)
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Indigenization: Delivering what the market wants

Early during the days of globalization, major corporations from across the world believed that the route to greater
growth and higher profitability lay in tapping new markets across the world with the same products and services that
they had perfected in the developed markets. Whether it be car manufacturers or pizza delivery chains, most entities
tried to centralise design, development and production and use the economies of scale to increase profitability.

However, most soon realized the futility of try
impact of this understanding in the way a large burger chain makes burger especially for India to cars being
designed and developed specifically for Indian roads, conditions and customer tastes. Whether it be in the way
sachets of shampoos are sold in remote Indian villages to major multinational banks creating local solutions, the

f oc us glocalizatoro , i i n o,tthinking glolab andcacting local. PXIL believes that a similar approach
needs to be adopted while evolving solutions (products as well services) for the Indian Power Markets

Indian power markets differ significantly from the fully developed power markets in many ways largely because of

the following:

B Obtaining Non-discriminatory Open Access remains an issue in many states, hence discouraging multi-buyer
and multi seller models, which is an essential requirement for the development of competitive market

R Electricity is in the concurrent list where central and state government both can make laws; on occasions it
leads to delay in the processes of developing a competitive power market
Most of the electricity transactions are done on long term agreement basis hence limited quantity of electricity
is left for short term transactions
The power market continues to be in deficit with very little participation, especially in the day-ahead, from
entities in the power market
The utilities themselves have low level of preparedness to operate on electronic exchanges
Transmission pricing and loss allocation rules necessitate creation of point to point contracts via exchanges
which need to be specifically performed by initial parties thereto only, thereby ruling out possibility of
employing continuous trading methodologies

Since, Indian power markets are significantly different from power markets elsewhere in the world, the product
design, auction methodologies and the pace of introduction of new products should not only be tailored to the policy
and regulatory structure of the market but should also be in line with the capability, level of understanding and
preferences of the participants in the local market. In view of that the following need to be addressed appropriately

7 With the markets in deficit with very low liquidity, the products and trading methods need to keep price
volatility in check. This can happen only if an auction methodology with pay-as-bid pricing is adopted

B Power procurement and payment processes of utilities are currently capable of only handling bilateral trading,
auction methodologies thus need to provide enough decision making time to participating utilities. This would
also allow for documenting of decisions for subsequent audit scrutiny
Till the time that utilities participating in the power market are completely trained, familiar products with low
level of complexity ought to be introduced
A national market operating across India is akin to market coupling across whole of Europe; contract structures
for Indian markets thus need to be able to function across multiple control areas.

PXIL has therefore developed the trading system, matching algorithms and other related infrastructure in-house
after a major local consultative process involving athke holdersof power market in India. The auction
methodology so developed, offers market participants the products they are already familiar with, in a standardised
risk free, exchange led environment. The in-house proprietary software that is locally developed would ensure that
the auction and trading methodologies can be improved upon as required in line with the changing commercial
needs as well regulatory requirements of the Indian power market. While, this choice required tremendou
research and dexlopmental effort in the short run, it does however, enable PXIL to stay true to its commit|
to help Develop for the Country, the Power market it deserves.

(Detailed write-up available at: http://www.powerexindia.com/download/Powerline-PXIL%?20article-June-1ssue.PDF)




Why MAAuction Methodo is prefemwded for t
An auction is a process of buying and selling goods or services by offering them up for bid and then selling
the item to the winning bidder. In economic theory, an auction may refer to any mechanism or set of trading
rules for exchange.

There are several variations on the basic auction form, including time limits, minimum or maximum limits on
bid prices, and special rules for determining the winning bidder(s) and sale price(s). Types of Auction which
are used worldwide are English Auction (Open Ascending Price Auction), Dutch Auction (Open Descending
Price Auction), Vickrey Auction, Uniform Price, Pay-as-bid, Soft Cap Auction, Simultaneous Ascending
Auction. Participants in an auction may or may not know the identities or actions of other participants.
Depending on the auction, bidders may participate in person or remotely through a variety of means,
including telephone and the internet. The seller usually pays a commission to the auctioneer or auction
company based on a percentage of the final sale price. Some useful types of Auctions are explained in detail:

0 Vickrey Auction

V  Closed Auction wherein bidders simultaneously submit sealed bids. The highest bidder wins, but the
price paid is the second-highest bid.

V Is useful only when there is high liquidity, such that participants cannot predict the prices quoted by
anybody else

Uniform Price

V  Multiunit auction in which units of a commodity are sold at the same price. Buyers in the auction
bid maximum price they are willing to pay per item, and the number of units they want to purchase
at that price. Auctioneer then serves the highest bidder, followed by second highest and so on,
giving them the number of units requested.

V  Can escalate prices for all in deficit situation due to high prices of one bidder

Pay-as-bid

V  Multiunit auction in which units of a commodity are sold at different prices. Buyers in the auction
bid maximum price they are willing to pay per item, and the number of units they want to purchase
at that price. Auctioneer then serves the highest bidder, followed by second highest and so on, but
at the prices as bid by different bidders.

V  Is usually utilized for auctioning in a deficit market for electricity with limited supply

Auction methods are easy to operate at bidders end, give sufficient time and information to bidders to plan
their strategy and encourage best price discovery and steady price movements.

-

S

Did you know?
1. In 1947, India had a power generating capacity of 1,362 MW and generation and
distribution of electrical power was carried out primarily by private utilities.
. China’s wind power generation capacity at the end of year 2008 was 12,210 MW,
which is double of the capacity at the end of year 2007.
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