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1-1 Iran Energy Exchange (IRENEX)

The geo-economic situation of Islamic Republic of Iran and its rank as one of the world’s largest
oil and gas producers, plus its outstanding infrastructure in electrical power and other energy
resources has made the existence and expansion of an energy exchange inevitable in Iran.

Iran Energy Exchange operates with the aim of organizing, listing, supervising and easing the trade
of energy carriers and energy carrier based securities, providing non-discriminatory and fair access
of trading platforms to members, cooperation and coordination with financial institutions,
companies, organizations and establishment of energy markets trustees such as ministries of
Petroleum, Energy, Industry, Mine and Trade and the companies of National Iranian Oil Co.,
National Iranian Oil Refining & Distribution Co., National Iranian Petrochemical Co., Tavanir,
Iran Grid Management Co., Iran Water Resources Management Co. and Environmental Protection
Organization and also performing other duties assigned in the company statute. Iran Energy
Exchange was established on July 7, 2012 with the license of the Supreme Council of Securities
& Exchange as the fourth official exchange of the country and as a public stock company under
the supervision of the Securities & Exchange Organization.

According to Iran Energy Exchange’s activities, its stockholder combination has been announced
by the Securities & Exchange Organization as 60 percent financial institutions, 20 percent
practitioners of power and oil industries and 20 percent the public, which also has the limit of 2.5
percent for each applicant. The initial capital of the company was considered 200 billion Rials and
the company officially launched its trades on March 09, 2013 with power, tar and coal
commodities.

Iran Energy Exchange is a self-disciplined commodity exchange which has the possibility of
trading physical energy carriers (including oil, gas, electricity and etc.) and commodity based
securities. In this exchange, as similar to other exchanges, many buyers and suppliers are present
which make possible the achievement of equilibrium prices of energy carriers with their interaction
through a competitive atmosphere.

There are three initial instructions in Iran Energy Exchange:

e Listing of Commodity & Commodity-based Securities Instruction

e Commodity & Commodity-based Securities Trades Instruction

e Registration and Deposit of Commodity & Commodity-based Securities and the
Settlement and Clearing of Trades Instruction

These instructions create the foundations of every contract and trade executed in IRENEX.
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IRENEX consists of three markets which are the physical, derivatives and subsidiary markets. In
the physical market, listed commodities, and in the derivatives market, commodity based
securities are traded on the exchange.

Single-shipment and off-grade commodities can be traded on the subsidiary market. The physical
market itself has three panels of power, oil & gas and other energy carriers. The derivatives market
has three panels in which specific contracts are traded. These contracts include: Parallel Salam
Contracts, Futures Contracts and Options Contracts. Also each panel has two rings, domestic and
international. On the physical market, trades are conducted in the form of spot, credit, salam or
premium discovery contracts.

Market panels Ring

Electricity
Physical Oil & gas

Other energy carriers
Standard parallel Salam contract Domestic & international
Derivatives Future contract
Option contract
Subsidiary market

Based on this, all energy carriers, provided that the supplier has a reliable reputation in the listed
commodity’s market, have the possibility of fair price discovery considering the volume of supply
and if the commodity has no limitations regarding the legal pricing and monopoly of supply or
demand. Furthermore commitments stated in the Listing of Commodity & Commodity-based
Securities Instruction must be presented by the applicant, all of which must be approved by the
Listings Council or Supply Committee of IRENEX as a “main” or “similar” commodity.

On the physical market of IRENEX, based on the number of suppliers on a certain symbol, the
trades are done in one of the following methods: Auction, All-Electronic and Wholesale Supply.

Trades on the derivatives market are also done by the all-electronic method.
The company components are 1) Public Meetings 2) Board of Directors 3) CEO
4) Inspector/Auditor.

1-1-1 Resources of IRENEX:

e Over 60 brokerage companies with the license to trade in IRENEX.

e Over 20 oil & gas refineries as suppliers

e More than 10 chemical plants and several coke making and tar refining companies.

e More than 44 private and public power plants with the overall possible supply capacity of
8327 megawatt in each hour.

Iran Energy Exchange August 2017



Iran Energy Exchange (IRENEX) at a glance g .

S35 ime

39 electricity distribution companies as buyers (all distribution companies).

Over 20 electricity retailers licensed by the Energy Ministry.

Listing and trade of more than 100 commodity-suppliers and contracts.

All-electronic trading platform specially designed for physical and derivatives markets.
All-electronic platform for registration, deposit and settlement of trades.

Benefits of listing and trade on Iran Energy Exchange

Tax exemption: According to article 6 of ‘The Development of New Financial Instruments
Law”, 10 percent of the tax on income resulting from the sales of commodities listed and
sold on commodity exchanges is relieved from tax.

Immunity from the formalities of tenders and auctions: According to article 17 of “The
Development of New Financial Instruments Law” and clauses of yearly budget laws,
selling and purchasing of commodities listed on commodity exchanges which trade based
on the rules and regulations of these exchanges, do not need to hold auctions, tenders and
other formalities of sort, through ministries, government, public and executive
organizations.

Privilege of marketing and supply in the domestic and international rings through the
network of brokerage members and trading platforms of IRENEX.

Possibility of providing required commodities by the means of a transparent and fair
mechanism in IRENEX.

Financing and managing the risk of suppliers and buyers by financial instruments in
IRENEX.

Risk hedging and procurement for diverse time periods.

Reducing trade costs for customers compared to deals made regardless of the exchange
(including costs of closing a contract, marketing and etc.).

Reducing risks associated with trades such as failure to fulfill obligations by the
counterparties and etc.

Presence of standardized and defined contracts also guaranteeing the standard and quality
of commodities traded on the exchange.

Possessing a comprehensive regulatory framework for listing, trade, registration, deposit
and clearing and settlement of commodities and commodity based securities.

1-2 Listing procedures in IRENEX

The listing of products and other financial instruments takes place under the supervision of Iran

Energy Exchange Listing Council and according to the Listing of Commodity & Commodity-

backed Securities Instruction.
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Based on Listing of Commodity & Commodity-backed Securities Instruction application for
admission and listing together with the documents subject of the article 8 of the present
“instruction” must be submitted to the exchange by the admission advisor and be registered with

the exchange.
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1-1 Markets and trading procedures in IRENEX

1-1-1 Physical market

IRENEX markets are categorized into 3 segments including physical, derivatives and subsidiary markets.
Based on the fact that the product is sold for domestic or export purposes, markets are divided into
domestic and international rings. The physical market is a place for spot pricing of energy carriers. On
the physical market a wide variety of energy carriers are listed and standardized for supply and trade, all

99 (13

of which lead to physical delivery. This market includes 3 subdivisions as “electric power”, “oil and
natural gas” and “other energy carriers” (e.g. LPG, coal, coal tar, naphtha, fuel oil, solvents, light fuel oil
and etc.).

Different contracts are engineered to be tradable on the physical market, some of which are as follows:

Cash Contracts: The delivery of the underlying product and its payment are done immediately.
The term immediately, defined in the settlement instruction of Energy Exchange, is three business
days after the trade date, for the maximum settlement allowance and three business days after the
settlement period for delivery of the product in the domestic ring. For international ring the
settlement period is five business days after trade date.

Credit Contracts: The delivery is made upon trade whereas the payment is referred to a time in the
future. The settlement procedures of these types of contracts are fully explained in the settlement
instruction.

Salaf(Salam) Contracts: The Salaf contract is an agreement which is set between two parties,
where the buyer prepays the amount of transaction at the date of trade and the seller is committed
to deliver the commodity in a specified time in the future. This kind of contract can be an
instrument for financing producers and on the other hand the buyers could benefit a discount
compared to the cash contracts.

Diftferential Contracts: The Differential contract is an agreement upon which buyers and sellers of
a commodity agree on a premium or discount with respect to a specific reference (This reference
could for example be a well-known price assessment organization or publication). The parties
promise to trade in a specified time in future according to the final price (which is equal to the
absolute value of reference price plus the differential discovered on the exchange market). The
payment procedure for this type of contract should be explained in detail in the supply information
of the product.

Executive procedures for obtaining a trading code and participating in the physical market supplies of
Iran Energy Exchange:
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Choosing & Referring
to a broker

Completing
authentication
process

Completing the
forms for obtaining
a trading code

Studying the supply
information

Completing the
buying order form

Completing the payment
forms and depositing
cash for supply
participation.

The first step to trading through Iran Energy Exchange is picking a
broker. For this purpose, customers can visit the IRENEX official
website ( ) and from the brokers tab, see and
choose the broker which they would like to start working with.

Providing the documents referred to in article 21 of the “commodity
& commodity-based Securities Trades Instruction”.

Since the Supply information is considered as the contract
between the buyer & the seller, before taking part in trade, it
should be carefully studied. For this purpose, customers can visit
the IRENEX official website ( ) and from the
physical market tab, receive the supply information file. The
prospectus for commeodities also has important data such as the
product’s quality specification and supplier’'s information which
also available through this website.

Buyer’'s broker submits the bid order form to the Buyer before
triggering the auction session. The buyer fills the volume, price,
and cap price sheets. After signing the form, sends it to the
broker

According to the supply information form, the buyer should
pay the prepayment that announced by CSD and submit the
payment bill to CSD.

Doing the necessary
consultations with the
buying broker  during

supply

Post-supply proceeding
with regards to the
supply information

The buyer’'s broker must inform the buyer information
mentioned in the supply information form. The buyer can
gather the information by the broker and through the Iran
Energy Exchange Website: www.irenex.com

Completing the
settlement process

The procedures regarding settlement and delivery are fully
explained in the “Registration and Deposit of Commodity &
Commodity-Based Securities and the Settlement and

Completing the Clearing o Trading Instruction”.

delivery procedures

Iran Energy Exchange August 2017 10
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1-2 Electricity market of IRENEX

The Islamic Republic Power Pool (IRPP) is an hourly day-ahead market that has operated since October
2003. It is managed by Iran Grid Management Company (IGMC) which is a state company. The market
design resembles the original pool market that was initially put in place during the liberalisation of the
England and Wales market in 1990. Despite undeniable advantages of power pool model, the existence
of some weak points leads to the establishment of energy exchange in Iran. The main reasons which
justify the establishment of power exchange in Iran are as follows:

o law requirements for establishing the power exchange,

. problems regarding cash payments to power plants,

o impossibility of financing producers in the current electricity market,

o impossibility of selling electricity in different time horizons,

o inability to cover (hedge) the risk of price change for the producers and consumers,
o consumers inability to purchase electricity for different time horizons ,

All of the aforementioned reasons led to the establishment of Iran Energy Exchange (IRENEX) and
designation of Power Parallel Salam (PPS).

Power in IRENEX is traded in two markets:

1- Derivatives market: in derivatives market, Power Parallel Salam (PPS) contracts are traded and
this market includes two subdivision:
e Wholesale market (Discos could purchase electricity from this market)
e Retailer market (large consumers and retailers could purchase electricity from this market)
2- Physical Market: large consumers and retailers can sell or buy electricity from this market.

1-3 Power Parallel Salam
PPS was the first derivative contract which was listed in the Iran Energy Exchange Listing Council.

The underlying asset of this contract is power package (Real Power) equivalent to one “kWh” in each
hour of the “Consumption Period” in the “Delivery Period”.

Currently, the initial suppliers of these contracts are generation companies or power plants and real
consumers (such as Discos, Retailers and large consumers) are buyers of these contracts.

It is worth mentioning, it is planned that in the next steps, investors and non-physical customers be able
to buy and sell PPS contracts. It is also planned that in the near future, neighboring countries consumers

and generators be able to trade in the Iran energy exchange.
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After initial public offering of PPSs, the buyers can resell the PPS till the contract maturity. The last
buyer of a PPS is permitted to physically consume the electricity and the first issuer of that contract is
obliged to inject power to the Iran’s national power grid in the contract maturity.

Based on the load curve (consumption regime) in Iran’s power system, PPS contracts can be categorized
as base load, low load, medium load and peak load contracts. These periods specify the “Consumption
Period” of contracts.

The starting and the end hours of each aforesaid period are announced annually by the “Ministry of
Energy”.

Based on the “Delivery Period”, these contracts can be also divided to daily, weekly, monthly, quarterly
and yearly contracts. So, based on the demand and delivery periods, there are 20 different types of
contracts. For example if a Disco buys hundred weekly peak load PPS contract, it is permitted to consume
hundred MW in each hour of the peak load period of a specific week.

There is also some buy limit (Cap) for each consumer which is technically determined by the IGMC
and currently there is not any daily price limit for these contracts. So, the interaction of the supply and
the demand side in the market discovers the price of this significant energy carrier.

Pre-opening, opening and continuous trading are three different steps of the transaction mechanism of
PPS:s.

Due to the current specification of PPS, all contracts in their maturity periods are settled physically so
the cash settlement is not possible. It should be mentioned that due to the nature of these contracts, buyers
should pay all the transaction values in advance.

It is worth mentioning; each contract has a unique trading symbol which indicates “Delivery Period”,
“Consumption Period”, destination market (domestic or international) and the date of the first day of

delivery period.
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Daily, weekly and monthly PPS trading symbols are opened thirty days prior to the beginning of the

delivery period and will be closed three days before the beginning of the “Delivery Period”. So, all of

these trading symbols can be traded from the initial public offering till three days before the beginning of

the “Delivery Period”. Currently, the information of all approved transactions is sent to IGMC for

handling of the physical delivery.

Similarly, quarterly PPS trading symbols are opened a season prior to the beginning of the delivery

period and will be closed three days before the beginning of the “Delivery Period”.

In the first day of the delivery period, generators inject their sold amount of power to the national power

grid and consumers deliver the bought amount of power from the national power grid and IGMC as

Iranian Power System Operator manages the delivery of power from sellers to buyers.

The other characteristics of PPSs are shown in the following tables.

Contract Specification: Power Parallel Salam (PPS) - wholesale market

Table 1
1
UNDERLYING ASSET
) SPECIFICATIONS OF
UNDERLYING ASSET

NAME AND SPECIFICATIONS
OF PRIMARY SUPPLIERS

4 CONSUMPTION PERIOD

DELIVERY PERIOD

Power package (Real Power) equivalent one “kWh * in each hour of the
“Consumption Period” in the “Delivery Period”

50+ ./2 Hz (The nominal frequency of Iran’s National Power Grid) and
Standard Voltage levels of Iran’s National Power Grid National Power
Grid

All listed suppliers in IRENEX (According to the IRENEX Customer’s
listing procedure)

The number of consumption hours in each day of the delivery period

The number of days of the delivery period

Iran Energy Exchange

August 2017 20



10

11

12

13

14

15

16

17

18

19

20
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CONTRACT SIZE

TRADING SYMBOL

METHOD OF INITIAL PUBLIC
OFFERING (IPO)

INITIAL PUBLIC
OFFERING PERIOD (IPO)

Trading Period of Contract

Contract Maturity
Place of delivery
Currency

Tick Size

Transaction Fees and Commissions

Buy Limit (Cap) of each Customer

The requirements for Physical delivery

Daily Price Limit

Prepayment

Trading Hours

The number of power packages (electrical energy) in each contract which
is equivalent to the number of hours of the “consumption period”
multiplied by the number of days in the “delivery period”

A unique symbol for each contract

Single price auction

Opening day of the trading symbol

From the opening of each Trading Symbol till 3 days before the beginning
of the Delivery Period

The end of the Delivery Period
Iran’s National Power Grid
I. R. Rial

1 Rials

According to the approved fees by Iran’s Securities and Exchange
Organization (SEO)

Customers with Special Transaction Code (Connected to Transmission and

Sub-Transmission power system): According to the announced data of
IGMC (Iranian Power System Operator)

Customers with Public Transaction Code (Connected to Distribution
power system): According to the announced data of Regional
Distribution Company

Distribution/Retailing License for Distribution Companies (DISCOs) and
Retailing companies (RETAILCOs)

The Electrical Connection Contract and the last issued bill by the regional
power supplier for End-Users

Without Limit

100% of the value of each contract

9:30 to 10:00 A.M. Pre-Opening
10:00 to 12:00A.M. Continuous trading

Iran Energy Exchange
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Table 2

Consumption

Number of hours
Period name

BASE LOAD Starting from ++:++ to Y¥:++ According to Iran’s official time
Start and end time of Peak Load in each Delivery Period According to Declaration of
PEAK LOAD
the IGMC

Start and end time of Medium Load in each Delivery Period According to
MEDIUM LOAD
Declaration of the IGMC
Start and end time of Low Load in each Delivery Period According to Declaration of
LOW LOAD
the IGMC

1-4 Large consumers market:
Large consumers such as industrial consumers are key electricity consumers in Iran and consume about

125 billion kWh in years. IRENEX has designed some mechanisms for large consumers to participate in
power market and purchase electricity from generation companies. As mentioned previously, large
consumer can participate in derivatives market (Power Parallel Salam (PPS) - retailer market) and

physical market in IRENEX.
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Physical Market for large consumer launched in July 2, 2017 based on Council of Ministers and Power
Minestry rule and regulations (2016-2017). Power large consumers with over SMW demand are eligible

to participate in this market.

In physical market and derivatives market large consumers can buy the electricity in transparency,
efficiency and healthy competitive atmosphere. Some of The benefits of large consumer participation in

IRENEX power market are:

e Reduce the electricity cost (purchasing electricity with lower prices than power tariffs)

e Priority in electricity consumption and exclusion from peak power consumption managment
e Participation in power price discovery

e Increasing bargaining power

e Improve planning for power consumption

In this market, large consumers can purchase electricity for day, week, month, season or a year. Tradings

electricity in physical and derivatives market have some differences such as:

e In Derivatives market (Power Parallel Salam (PPS)) standardized contracts are traded but power
physical market is bilateral agreements between a buyer and a seller and contracts conditions are
negotiable.

e In derivatives market, contracts maybe traded in secondary market, but in physical market it’s not
possible.

e Contracts in derivatives market must settle all in cash, but in physical market, there are some other

different payment mechanisms.

1-5 TRENEX & Financing the Energy Sector

Financing has always been a critical issue especially in developing countries and a proper choice of
financing strategy is known to be one of the most sensitive subjects for enterprises. Many instruments
have been introduced in Iran’s capital market over the past few years, some of which have been more
attractive to investors. But a new instrument has been implemented in the world of financing through

commodity exchanges, which is promised to have more desirable outcomes. This new instrument is SPS
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contract. Based on the contract specifications, the settlement is either physical or in cash. This means that
the investor who owns the contract on the exercise date has the right to request the underlying commodity
or to settle a predetermined amount in cash. It will ensure a suitable financing mechanism and will give
the investors a considerably liquid secondary market to resell if needed. The successful initial offerings
and the dynamic secondary markets for fuel oil, power and Gasoline SPS contracts has attracted many

requests for further issuance through IRENEX.
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