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Power marketers, generators, and retailers take different positions on 

wholesale electricity trading

The Economy, Trade and Industry Ministry announces it finds no problems with forward agreements

Players take quick action on the market
The hot topic of conversations among those who have an appetite for wholesale electricity trading is the Economy, Trade and Industry Ministry (METI)’s opinions on forward agreements, released recently.  The ministry has concluded that electric power companies, independent power suppliers, and marketers need no new permissions or registrations according to the Electricity Utility Industry Law when they sell or purchase electricity to be supplied in the future.  In other words, METI gave the green light to make forward agreements under the current regulatory system.  Sales and purchase prices had already been presented before the ministry released its opinions.  This article analyzes whether a wholesale market will be established under the current system, which is to be put under review soon.

(By Masahiro Maniwa, editor)

No permissions needed

Taking advantage of the procedure for confirming the application of laws to a planned business (no-action-letter system), Morgan Stanley Japan asked METI about the interpretation of the Article 17 of the Electricity Utility Industry Law regarding the operations of marketers.  The article, which lays out rules about power supply under special conditions, stipulates that an entity must obtain approval from the Economy, Trade and Industry Minister when it runs a power supply business, unless the electricity supplied by the entity is used for the businesses of general electric power companies, special-purpose electric power companies, or independent power suppliers.

METI judged in its answer document that no permissions were necessary for marketers’ operations.  The decision was made on ground that even though the power marketing business defined by Morgan is aimed at providing electricity, electricity is provided to general and other kinds of electric power companies at the end.

This is sufficient as an answer to the inquiry from Morgan.  However, METI included in the answer document a supplement – the interpretation of power marketers, sellers, and purchasers under the Electricity Utility Industry Law.  The ministry concluded in the supplement that no new permissions or registrations were needed to sell or buy electricity through marketers under forward agreements.  This is an official go-ahead on making forward agreements under the current regulatory system.

The ministry’s answer is expected to activate electricity trading.  Among the expected players in the market are (1) general electric power companies, independent power suppliers, and the owners of onsite power generators, which would sell electricity or buy it for retailing on the market; (2) marketers such as Morgan, Enron Japan, Shell Gas and Power Japan, and trading houses, which are likely to act as marketers in the future; and (3) brokers that go between sellers and buyers, such as Natsource and Prebon.

Some players took quick action on the market.  Before METI released its opinions, prices related to peak-hour electricity for FY2002 and beyond had already been presented to concerned parties.  Morgan, the submitter of the inquiry, is drawing special attention.  The company seems to be positive about establishing quoting prices.  Sources say independent power suppliers are also offering prices.  Quoting prices are gradually being formed. 

An ironical result

Meanwhile, three months have passed since July, when a price was offered for the first time for FY2002 contracts.  However, the fact that no transaction has been made so far implies that forward agreements will not easily become common in this industry.

Among the offers that were made so far, buy orders were placed first for near-term contracts.  This is natural because the procurement of electricity is the most important task for independent power suppliers, which newly launched electricity businesses.  No one has responded to the buy orders even though the purchase price was raised, and ironically, the fact proves difficulty in power procurement better than anything else does.

Electric power companies, independent power suppliers, and the owners of onsite power plants are the parties expected to sell electricity in response to buy orders.  Among them, the owners of onsite power generators are most likely to sell electricity under near-term contracts.

Morgan says, “the owners of onsite generators are never negative about this type of trading.  They regard it as one of options.”  The company predicts that the surplus of electricity generated by onsite facilities, currently sold to electric power companies, may be put on the market depending on conditions.

The way to forming the market will be visible after an agreement is made

However, for the owners of onsite generators, risk may increase even if they can sell electricity under favorable conditions in FY2002 if they do not know conditions for FY2003 and subsequent years.  Marketers consider alleviating the risk by making multiple-year contracts.  But an independent power supplier is a little skeptical. “We have struggled to find a surplus of electricity generated at onsite facilities, but few owners wanted to sell it.  Will anyone be able to easily find power to be sold on the market?”  Some people in the industry insist, “we should establish a marketplace after implementing a system to promote power plant construction.”
No new permissions and registrations are required to make forward agreements under the current regulatory system.  But when an independent power supplier signs a contract with the owner of a power plant through a marketer, the supplier must report the plant under the contract to METI.  Considering the time period necessary for the procedure, the time limit for forward agreements for the next fiscal year is the end of 2001.  With only two months left, some industry watchers have begun to predict that no agreement will be made for FY2002.

An executive of a broker, which serves as a go-between, sees the current situation as “a transition phase from a virtual [market] to a real [market].”  The process to establish a real market is likely to become visible when a transaction is actually settled.






















































































