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 The Ministry of Power, Government of India (GoI) has recently notified amended guidelines for procurement of power by 
distribution utilities (or the discoms) on short term basis (for a period of more than one day and up to one year) through a 
competitive bidding route. As per the amended guidelines which are effective from April 1, 2016, competitive bidding for 
procurement of short term power by the discoms shall be on an electronic platform based reverse auction system.      
 

 ICRA notes that implementation of e-bidding with reverse auction for short term power procurement would benefit the discoms 
and end consumers as procurement through such mode would result in a competitive price discovery in a more transparent 
manner. ICRA expects average traded bilateral price levels on all India basis to moderate by about 50-60 paise/kwh (which 
implies a decline by about 13% over the prevailing bilateral traded price level). Under assumption of cost-plus tariffs for discoms 
and a 10.5% share of short-term traded power (based on trends in the last 5-6 years) in the total procurement mix, this is 
estimated to provide a relief in the average retail supply tariff by about 4-5 paise per unit (or 0.8%) for end consumers of discoms 
on all India basis. For discoms with relatively higher dependence on short term power (especially discoms in southern India) the 
benefit could be even higher.  
 

 While the reverse auction based procurement of short term power is beneficial for discoms, in our view it is a negative for power 
generation capacity which sell a substantial part of their output through bilateral short term PPA contracts. This is primarily 
because of our expectation of moderation in bilateral tariff.  
 
 

 

  
Source: ICRA research, CERC’s Market Monitoring Report 
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Chart 1: Trends in Mix of Short-term Electricity Market 
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Chart 2: Trends in Tariffs in the short term trading 
market 
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 As seen in Chart 1 here, the share of short-term based power transactions in the overall electricity generation in the country has been in the range of 10-11% over 
the past 5-6 years. In terms of mix of short-term traded power, bilateral route based traded power continued to have the highest share in the range of 50-54%, while 
the share of power exchange transactions has increased from the level of 16% in FY2012 to 29% over the past three years, while the share of deviation settlement 
reducing from 29% in FY2012 to 18% in 11M FY2016. The higher share of bilateral based transactions can be attributed to the certainty of supply and tariff rates for 
the discoms. 

 As a result, the average tariff rate under the bilateral-based short-term traded power has remained higher in the range of Rs. 4.2 – Rs 4.3 per unit over the past three 
years as against the tariff rates of Rs. 2.7 to Rs. 3.5 per unit observed for transactions on the power exchange market. In addition to providing certainty in tariff as 
against the volatile nature of power exchange tariffs, the bilateral traded tariff also comprises of transmission losses/charges till the delivery point at the State 
periphery level resulting in higher average rates. 
 

Table 1: Average relief in retail tariffs at varying levels of mix of short term power in overall market and average tariff in the short 
term market for transactions under the bilateral route 

  Average tariff for short term power transactions through bilateral route (Rs./unit) 

% Relief in Retail tariffs 4.1 4.0 3.9 3.8 3.7 3.6 

% share of short 
term traded power 

in the overall 
generation 

10% 0.2% 0.3% 0.5% 0.6% 0.8% 0.9% 

12% 0.2% 0.4% 0.6% 0.8% 0.9% 1.1% 

14% 0.2% 0.4% 0.7% 0.9% 1.1% 1.3% 

16% 0.3% 0.5% 0.8% 1.0% 1.3% 1.5% 

18% 0.3% 0.6% 0.9% 1.1% 1.4% 1.7% 

 
 Table 1 here presents the extent of relief in retail tariffs at varying levels of tariff for short term transactions under the bilateral route along with varying mix of short 

term traded power in the overall generation. As the share of short term transactions in the overall generation mix varies from 10% to 18% at an average tariff rate of 
Rs. 3.8/unit, the relief in retail tariffs increases from 0.6% to 1.1%.  
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Key Highlights of the Revised Guidelines 
 

 On May 16, 2012 Ministry of Power, GoI notified the guidelines for procurement of power on short term basis i.e. for a period of less than year by electricity 
distribution utilities through tariff based competitive bidding with the objective to promote competitive procurement and lower the cost of power procurement for 
distribution utilities. The ministry also proposed introduction of an e-platform based reverse auction system, not later than 5 years from the date of notification of 
these guidelines. In line with this, Ministry of Power, GoI on March 30, 2016 has notified amendments to the aforementioned guidelines for introducing the e-
platform based reverse auction system.  

 

 Key highlights of the amended guidelines include: 
 The amended guidelines state that power procurement on short term basis would mean procurement for a period of more than one day and up to one year as 

against the earlier meaning of procurement for a period of less than or equal to one year. Under the earlier guidelines, power procurement for less than 15 days 
and from energy exchanges were excluded from competitive bidding. However, the amended guidelines only exempt procurement from energy exchanges and 
mandates use of competitive bidding through the e-bidding platform for any procurement more than one day. 

 The e-bidding platform has been developed by MSTC Limited and is available at www.mstcecommerce.com. As per the amended guidelines, all future short-
term power procurement by the distribution utilities must be conducted electronically through this e-bidding platform. Each e-bidding event shall comprise of 
two parts – e-Tender and e-Reverse Auction. The procurers can have multiple requisitions in an event i.e. independent power requirement at different time 
slots or places.  

 While participating in the e-bidding process, the bidders are required to provide technical bid comprising of acceptance to general terms & conditions and 
source of power and financial bid i.e. initial price offer (IPO) comprising of total quantum to be supplied, price and minimum threshold quantum acceptance to 
the bidder for each requisition. Also, the bidders will have the option of providing multiple bids through separate logins either from same or different sources.  

 The bidders will be ranked based on the tariff quoted in the IPOs from highest to lowest. In case the total quantity offered by the bidders is greater than twice 
the quantity requisitioned by the procurer, the highest bidder shall be eliminated provided that the total quoted quantity after elimination is not less than or 
equal to twice the capacity requisitioned. The shortlisted bidders after elimination will be eligible to participate in the reverse auction, which would start within 
120 minutes of opening of the IPOs and shall continue for a period of next 120 minutes without any extension. During the reverse auction, the bidders will have 
the option of reducing the tariff quoted in the IPO and to increase the quantum quoted. The bidders will be able to see the prevailing lowest tariff during the 
reverse auction process. Post the completion of the reverse auction process, the bidders will be ranked in ascending order based on the tariff quoted and based 
on these rankings, bidders offering the quantum of power up to the requisitioned capacity would be declared as successful bidders. In the event of two or more 
bidders quoting the same tariff during IPO and reverse auction, the time of submission of the bid shall be the deciding factor for assigning the ranking. 

 The procurer shall have the right to issue the letter of award (LoA) to the successful bidders and this can be lower than the requisitioned capacity, but not lower 
than the quantum of the lowest bidder. In case the procurer fails to issue the LoA within 15 days from the close of reverse auction, the successful bidders shall 
have the option to exit without forfeiting the earnest money deposit. Also, if the quantity allocated is lower than minimum threshold quantity quoted by the 
bidder, the bidder shall have the option to exit without forfeiting the earnest money deposit. Post issuance of the LoA and acknowledgement by the selected 
bidder, the procurer will have to sign the PPA within 15 days from the close of reverse auction. In case the procurer fails to sign the PPA within this timeline, the 
successful bidders shall have the option to exit without forfeiting the earnest money deposit. The guidelines note that the process of bidding for procurement 
on short term basis must be preferably completed within 10 days.  

 

 Post issuance of the new guidelines, Kerala State Electricity Board has come out with a tender notice on April 22, 2016 for procurement through the e-bidding 
platform for 100 MW during peak hours and 50 MW during non-peak hours for supply during the period from May 5, 2016 to May 31, 2016. As per tender notice, the 
deadline for submission of request for proposal (RfP) is April 28, 2016 following by opening of IPOs and reverse auction on April 29, 2016. The LoAs to the selected 
bidders would be issued on April 30, 2016 followed by signing of PPAs by May 2, 2016. The process from the issuance of tender and signing of PPA is proposed to be 
completed within 11 days from the date of issue of the tender notice. 

http://www.mstcecommerce.com/
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