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1 Introduction
Mod_34_09: “Global Settlement” was first considered at Meeting 24 of the SEM Modifications Committee held on 29 September 2009.  At this meeting, the Modification was deferred, pending the formation of a Working Group to ensure that the Proposal received the appropriate consideration.

Since the formation of the Working Group, three meetings have been held, to consider a number of options with respect to methods of apportioning the Residual Error Volume.  In particular, the at the first meeting of the Working Group, profiling issues with Non-Interval metered consumers were identified as being a primary contributor to the level of the Residual Error Volume.
This document is SEMO’s response to the consultation, providing detailed comment on Options A+ and E.
2 SEMO Consultation Response
2.1 Options B, C and D
SEMO supports the decision not to proceed with options B, C and D which were considered by the Working Group and are included within the consultation document.  SEMO believes that Option E as defined provides the same intent as the discarded options but with increased accuracy of data and minimal increase in implementation costs within the Central Market Systems. It is also noted that Option E represented a decrease in implementation costs for Meter Data Providers compared to the other options.
2.2 Option A+

Option A+ proposes that the current Error Supplier Units are deregistered, allowing the financial effect of the Residual Error Volume to fall into the market imbalance, identified as the Balancing Cost in the options paper.
2.2.1 Price Risk Exposure

Whilst the proposed option would not change the role of SEMO as Market Operator, SEMO believes that Option A+ raises serious questions of how SEMO would manage price risk.
· Currently, the market rules results in market financial imbalance where the monies paid to Generator Participants do not equal the monies received.

· In most cases, current market imbalance volumes (and hence financial amounts) are not significant.

· Under Option A+, the volumes and associated financial amounts would be much greater, which increases the risks of SEMO under or over-recovering net monies from Generator payments and Supplier receipts.

· In particular, Option A+ would mean that the balance of SEM funding would be susceptible to price spikes within the SEM, which could lead to SEMO being exposed to a large under-recovery which it would be expected to manage.

SEMO does not believe that it is its role to manage the risks on SEM funding (i.e. the balance of payments and receipts) of price spikes for significant energy volumes.  

2.2.2 Cost Recovery of Residual Error Volumes
With regard to recovery of the financial cost of the Residual Error Volumes, SEMO believes that recovery through the Variable Market Operator Charge as proposed is not appropriate.  This charge is currently used to recover the costs of running SEMO and is not associated with any energy, capacity or related items.  The monies collected via the Variable Market Operator Charge are paid into bank accounts that are separate from Trading and Capacity Clearing bank accounts, into which all cash received relating to market activities are paid. The Trading and Capacity accounts are held in trust for the Participants and the Code specifies that the market and corporate cash must not be mingled.  If this charge was included in the Variable Market Operator Charge, there would be no way to keep the market element in trust and separate it from corporate cash. This would be in breach of the Code and would not be in keeping with the spirit of the market design.  As a result of this, SEMO believes that the only option would be to recover the financial cost of Residual Error Volumes through the Imperfections Charges.

While recognising that recovery of the financial cost of Residual Error Volumes through the Imperfections Charges would provide some certainty to Participants, SEMO believes this approach could be in conflict with the objectives of the Trading and Settlement Code (“Code”):

· The proposal is that under or over recovery relating to Residual Error Volumes in a given Tariff Year will be included within the calculation of the Imperfections tariff for the following Tariff Year.

· This approach would result in new Participants in the SEM being charged in respect of Residual Error Volumes from the previous Tariff Year.  Similarly, existing Participants with significant change in their market share between Tariff Years will be charged in respect of Residual Error Volumes based on their enhanced market share, rather than their market share when the errors occurred.  While recognising that under/over recovery of monies can be carried forward through the k factor into the following year, SEMO believes that this should be minimised where possible. The proposal under Option A+ will increase the amounts to be recovered in future years, potentially from Participants who were not trading in the SEM during the times to which the error related. However, the other options considered in the Working Group allow for recovery within the financial year, thereby minimising the amounts that need to be carried forward. SEMO also notes that this option makes no attempt to address the identified primary cause of the error volume, namely in respect of profiling errors for Non-Interval metered consumers.

· As a result, SEMO believes that by allowing the error to fall into SEMO funding, there is no incentive for those institutions that are in a position to address the causes of errors and to reduce errors where possible.  SEMO therefore believe that this option may be inconsistent with Code Objective 2, which aims to facilitate efficient operation of the SEM:
“to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner”
2.3 Option E

Option E proposes to deregister the Error Supplier Units and to allocate the financial cost of Residual Error Volumes to all Supplier Participants registered in the SEM.

In particular, this option would require additional data to be provided by Meter Data Providers which will allow SEMO, for each Supplier Unit, to identify the proportion of energy in each Trading Period that is sourced from Non-Interval metering.  In addition, an annual parameter would be determined by the Regulatory Authorities to define the proportion of the residual ESU costs that should be smeared in respect of Non-Interval volumes in Supplier Units.  A single, combined factor would then be applied to determine the allocation of the financial cost of Residual Error Volumes to each Supplier Participant.

As part of the Working Group process, an implementation cost was determined.  The result is summarised as follows:

· The costs of amending the Central Market Systems were lower for Option E in comparison with Option D (the most complex of the remaining options).

· The MDP costs were lower for Option E compared with Option D.

2.3.1 Efficiency and Discrimination
As this option would allocate the financial cost of Residual Error Volumes to Supplier Participants according to their consumer profile (i.e. Non-Interval or Interval), SEMO believes that this option meets both the objectives of the original Modification Proposal and the Code:
Code Objective 2: “to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner”
· SEMO believes that any option selected should, where possible, encourage those institutions that are in a position to address the causes of errors and to reduce errors.

· It is expected that Option E would allocate more of the financial cost of Residual Error Volumes to those Supplier Participants with significant Non-Interval metering.  As the Working Group concluded that Non-Interval customer profiling was a prime contributor to the Residual Error Volume, Option E would encourage increasing accuracy of Supplier meter data and therefore efficiency of the SEM.
Code Objective 5: “to provide transparency in the operation of the Single Electricity Market”
· SEMO believes that Option E provides a greater level of transparency to Participants than is currently the case or would be the case if Option A+ is implemented.  Under Option E, Participants would have access not only to the amount of the Residual Error Volume but would also have full visibility of how their charges are calculated (including the effects of apportionment of the financial cost of Residual Error Volumes).
Code Objective 6: “to ensure no undue discrimination between persons who are parties to the Code”
· SEMO believe that Option E would not introduce any undue discrimination, as the allocation of the financial cost of Residual Error Volumes would be based on the customer profile of Suppliers (i.e. Interval or Non-Interval) and their relative contribution towards the overall error.






