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Introduction 
Mod_12_09: Loss Adjustments in Constraint and Make Whole Payments was received by the Secretariat on March 16th 2009. It was presented at Meeting 21 of the Modifications Committee on April 2nd 2009 where it was agreed generators would provide SEMO with an update of the materiality of any under recovery of Start Up and No Load costs prior to SEMO conducting any further analysis. 
At Meeting 22, it was agreed to write a letter to the SEM Committee from the Modifications Committee regarding the General Direction and Modification. The letter, sent on July 7th 2009, indicated that the Modification would require substantial analysis and impact assessment. It went on to recommend that the SEM Committee consider revisiting the Modification and General Direction SEM-08-179 in light of the RA review of locational signals (please see appendix 3 a for Modifications Committee letter to SEMC). The SEM Committee issued a letter in response to the Modifications Committee letter on July 23rd 2009 indicating that they would consider the issue further and asked that a decision be deferred until the September meeting (Meeting 24) when they would provide an update (please see appendix 3 b for SEMC letter of response). 
At Meeting 24 of the Modifications Committee on September 29th, the RAs stated that the General Direction as issued still stands. They asked that the Modification Committee come to decision on the proposed Mod_12_09 and include their views as outlined in the letter to the SEMC in the Final Recommendation Report. ESBPG presented an alternative option to Mod_12_09. The Committee agreed to establish a Working Group to consider both options with the aim to have an agreed position and impact assessment carried out on the preferred option(s) in advance of Meeting 25 of the Mods Committee on December 3rd. 
The Working Group discussed three options with respect to the proposed Modification: Mod_12_09, ESBPG’s proposal and third option that considered deferring the Modification pending the outcome of review of the treatment of losses in SEM.  
Recap on Modification Proposal - NIAUR
The proposer explained the Modification Mod_12_09, which seeks to correct the issue of incorrect price signalling in the market. The error is a result of an inconsistency in the Code in relation to the Uplift component of SMP being calculated using MSQ quantities but Energy Payments being based on MSQLF, loss adjusted MSQ. 
The SEM Committee wished to provide clarity in relation to the incorporation of losses in Commercial Offer Data to ensure that a consistent approach was being adopted by all Generator Participants. It published the SEMC Direction SEM-08-179, which directed Generator Participants to loss adjust the incremental component of their COD and not the No-Load Cost and Start-Up Cost components. 

It acknowledged the inconsistency between the calculation of Uplift and the calculation of Energy Payments. It indicated that it intended to propose a Modification to the Constraint and Make Whole Payment calculations so the direction could be repealed to state that Generator Participants should prudently incorporate losses into all components of their COD – incremental, no-load and start-up costs. This would ensure that the SMP, as it is currently calculated, would recover a Generator Unit’s cost of running. 
Alternative Solution – ESBPG 
The proposer of the alternative solution did not present on the alternative proposed change to the Uplift algebra following discussions with the proposer of the Modification in advance of the Working Group. It was found that the alternative algebra would result in an over recovery of energy costs. ESBPG indicated to the Working Group that they are in agreement with the changes proposed in the original proposal. 
Three Options - SEMO
The SEMO Alternate to the Modifications Committee presented slides covering both the original and alternative solution along side a third option. 

Option 1: Mod_12_09. Generator Units incorporate losses into all components of COD – incremental no-load and start-up as described above.
Option 2: Proposed a correction to the ESBPG alternative algebra in order to take loss factors into account in the calculation of the cost of running. This change would achieve the same results as the original proposal with a different approach. In Option 2, Generator Units loss-adjust incremental costs only. By loss adjusting MSQ in the Uplift calculation the energy payment will recover all a Generator Unit’s running costs.
Option 3: Highlighted that the review of locational signals is currently under way by the RAs, the outcome of which may affect the way losses are treated in the market and will therefore determine whether the above changes are necessary. It was acknowledged that both Options 1 and Option 2 address the root of the issue but both will require potentially costly changes to the Central Market Systems. Currently, Generators are made whole as a result of Make Whole Payments so any instances of energy payments being less than the cost of running are captured in this payment. Option 3 proposes to continue with the current rules and await the outcome of the locational signals review. 
Q & A Session / Discussion
There was discussion around the timelines for implementing a change. An EirGrid representative referred to ongoing work with the RAs on policy options for treatment of losses in SEM. A consultation is expected in quarter four of 2009 with a RA Decision expected early next year with the intention of implementing any changes by October 2010.
No impact assessment has been conducted on option 1 or 2 to date; the Central Market Systems release for April 2010 has reached its capacity while the October 2010 release is currently being scoped.

The group agreed that either Option 1 or 2 should be progressed and that Option 3 was not really appropriate given that the impetus for the change came from a SEMC General Direction.

There were mixed opinions among the group as to the most favourable option to pursue. The main area of contention was whether it was appropriate to loss-adjust No-Load and Start-Up costs. The SEMO Alternate commented that loss-adjusting Incremental, No-Load and Start-Up costs (Option 1) is adopting an average cost approach to the application of loss factors whereas loss adjusting Incremental costs only (Option 2) is adopting marginal cost approach to the application of loss factors. 

It was acknowledged that the SEMC put forward Option 1 and they have deemed this approach to be appropriate. Whether Option 2 is appropriate and represents a better solution in terms of cost, achieving the objectives of the General Direction and furthering the T&SC objectives will become clearer following the Impact Assessment and Market Participants’ individual analysis.   

Recommendations 
The Working Group have not finalised an agreed recommendation for the Modifications Committee. As the meeting was the first opportunity Market Participants had to view the revised Option 2, it was agreed that time was needed to examine both options in detail. 
Actions

The Working Group requested time to review the algebra prior to making a recommendation to the Modifications Committee. 
SEMO to request a high level impact assessment from the vender on options 1 and 2. 
Participants to submit examples to SEMO of the effects each option may have on their scheduling and dispatch. 
ESBPG to indicate whether they intend to formally submit Option 2 as a modification.

A second Working Group may be scheduled in advance of the next Modifications Committee Meeting if deemed necessary by the Working Group participants. A provisional date of November 18th 2009 is proposed should there be a requirement to have another meeting.  

Appendix 1

A) Working Group Agenda
	
	Agenda Item
	Proposer 
	Time 

	
	Coffee / Tea on Arrival
	
	10.30 – 10.45pm

	1. 
	Introduction / Timetable / Notification of Chair / Terms of Reference of Group
	AOD
	5 mins

	2. 
	MMU Presentation
	Paul Bell 
	20 mins

	3. 
	ESBPG Presentation
	Donal Lucey 
	20 mins

	4. 
	SEMO Presentation
	Aodhagan Downey
	20 mins

	5. 
	Q&A / Discussion Session
	SEMO
	30 mins

	4.
	Recap / Actions
	Chair
	20 mins

	5.
	Agreed Recommendations for December Modifications Committee Meeting
	Chair
	10 mins 

	6.
	Post Working Group Timetable
	AOD
	5 mins

	7.
	Close
	AOD
	5 mins

	
	Lunch 1.00pm
	
	


B) Terms of Reference

Draft Terms of Reference for Members of Working Group on Mod_12_09
Background

The Modifications Committee requested at Meeting 24 on Sept 29th 2009 that a Working Group be set up to discuss associated issues raised by Mod_12_09: Loss Adjustments in Constraint and Make Whole Payments.
The SEM Committee issued a General Direction (SEM-08-179) on 16th Dec 2008 on the subject of “Transmission Loss-Adjustment in Commercial Offer Data”. The direction sought to remove any ambiguity in relation to the application of loss factors to Commercial Offer Data (COD). It stated that a Generator Unit should loss adjust the incremental price element of its COD, but should not loss adjust  Start Up and No Load costs.

The Issue:

Uplift is calculated using a Generator Unit’s MSQ but the Generator Unit is settled on MSQxCLAF
 

The Solutions:

Option 1

This option was put forward by the Market Monitoring Unit (MMU) in Mod_12_09 and is in line with the General Direction. A Generator Unit would loss adjust all components of its COD including its Start Up and No Load Costs. This would ensure that SMP x MSQ x CLAF would recover all costs based on the Generator Unit’s MSQ and its COD. However, to ensure consistency the Constraint and Make Whole Payment calculations would need to be modified. 

Option 2

ESBPG put forward an alternative solution whereby a Generator Unit would loss adjust only those components of Commercial Offer Data that are dependent on MSQ viz. their Offer Price. For the avoidance of doubt, it would not loss-adjust its Start Up and No Load Costs. This is currently the case. To ensure that the Generator Unit recovers all its costs associated its MSQ and COD, the Uplift calculation would need to be modified to reflect that units are settled on MSQ x CLAF.

Option 3

Leave rules as they are. In the case where a unit would experience a shortfall in revenue due to Uplift being set based on MSQ and settlement being based on MSQ x CLAF, the Make Whole Payment ensure that they would recover these costs.

Objectives
The objectives of the Working Group are: 

a) to provide an overview of 3 options and merits of each.

b) to listen to views of all parties on the implications of each.

c) to agree on a preferred option(s).

d) to nominate a party, if required, to draft any amendments to Mod_12_09 for submission to Meeting 25 of the Modifications Committee.

e) to nominate a party, if required, to draft any new modifications for submission to Meeting 25 of the Modifications Committee.

f) to direct SEMO, if required, on behalf of the Modifications Committee to proceed with an Impact Assessment of the preferred option(s).

g) to recommend to the Modifications Committee, subject to any required Impact Assessments, the preferred option(s) for their consideration.

The objectives above are to be completed by Meeting 25 of the Modifications Committee on 3rd Dec 2009.

Scope

The Working Group will:

1. Consider all 3 options in the context of 

a. General Direction (SEM-08-179) 

b. Bidding Code of Practice (SEM-07-430: Annex A)

c. Trading and Settlement Code v5.1

d. Objectives of Function to include Start Up and No Load Costs in SMP (AIP-SEM-142-06).

2. Consider the potential implications for all Parties of each of the 3 options.

3. Consider the potential implications of the locational signals Review on each of the 3 options.

Deliverables
1. If required, a nominated party to make any amendments to Mod_12_09 for submission to Modifications Secretariat by COB 19th Nov 2009 

2. If required, a nominated party to draft a new modification on alternative proposal (Option 2) for submission to Modifications Secretariat by COB 19th Nov 2009.

3. A nominated party to present case for option 3 at Meeting 25 of Modifications Committee.

4. If required, a direction to SEMO to proceed with an outline or full Impact Assessment(s).

5. A report to the Modifications Committee detailing the proceedings and final recommendations of the Working Group.

Stakeholders 
Market Participants, Regulatory Authorities, System Operators, Meter Data Providers, Market Operator, Interested Parties.
Roles and Responsibilities

· Chair to direct the Working Group – TBD

· Market Monitoring Unit to present case for option 1.

· ESBPG to present case for option 2.

· SEMO to present case for option 3.

· Stakeholders to feed into the group - direction, analysis of problem, opinion and recommendations.

Resources

Independent Chair with a good understanding of the SEM and issue being discussed.

SEMO Secretariat

Representative from each of the following:

· SEMO 

· MMU 

· ESBPG

Resources will be expected to attend, present and participate in the Working Group and carry out required preparation and follow up action on action items assigned.

Work Breakdown Structure

The following will take place at the Working Group:

a) MMU to present on option 1

b) ESBPG to present on option 2

c) SEMO to present on option 3

d) Discussion of 3 options

e) Agree preferred option(s) and final recommendations

f) Chair to nominate parties for deliverables 1, 2 and 3 as required

g) Chair to direct SEMO to carry out Impact Assessment(s) as required

h) SEMO Secretariat to draft report on proceedings and final recommendations

Schedule
Working Group will take place on the morning of the 14th Oct 2009 from 10:30-13:00 in the conference centre in EirGrid head office, The Oval, Shelbourne Rd., Dublin 4.
Next key milestone Modifications Committee Meeting 25 on December 3rd 2009.

Risks and Restraints

There is a risk that the Working Group will stray into wider issues in relation to the General Direction, the BCOP, Treatment of Losses in SEM, Price Formation in SEM, which may not be associated with the terms of reference of the Working Group. In order to mitigate this risk, a suitable independent chair with sufficient understanding of the SEM is required.

Appendix 2
A) Mod_12_09

	MODIFICATION PROPOSAL FORM


	Submitted by: 
	Date Proposal received by Secretariat:


	Type of Proposal

 (delete as appropriate)

	Number:                                        (to be assigned by Secretariat)                

	Paul Bell


	March 16th 2009
	Standard
	Mod_12_09

	Contact Details for Modification Proposal Originator


	Name: 

Paul Bell

	Telephone number: 

+4428 9031 6338

	e-mail address: paul.bell@niaur.gov.uk

	Modification Proposal Title: 

	Loss Adjustments in Constraint and Make Whole Payments

	Trading and Settlement Code change  (delete as appropriate)
	Section(s) affected by Modification Proposal

	Code Change
	4.136

4.140


	Version Number of the Code/Agreed Procedure used in Modification drafting:  


	4.5

	Modification Proposal Description
Clearly show proposed code change using tracked changes, & include any necessary explanatory information 

	4.136 For each Generator Unit u in each Trading Period h, the Market Operator shall

calculate the Constraint Payments (CONPuh) as set out below, and the calculated

value of CONPuh can be either positive or negative:
[image: image1.wmf]
Drafter’s Comment: The change above replaces the variables DNLC, MNLC, DSUC and MSUC with their loss-adjusted equivalents ‘XXXXLF’.
----------------------------------

4.140 For The Market Operator shall procure that Make Whole Payments shall be

calculated on a Billing Period basis for each Generator Unit u in Billing Period b, as

follows:

[image: image2.emf]
Where

1. MWPub is the Make Whole Payment for Generator Unit u in Billing Period b;

2. MOPuh is the Market Offer Price of Generator Unit u in Trading Period h;

3. SMPh is the System Marginal Price for Trading Period h;

4. MSQLFuh is the Loss-Adjusted Market Schedule Quantity for Generator Unit u in

Trading Period h;

5. TPD is the Trading Period Duration;

6. MNLCLFuh is the Loss-Adjusted Market No Load Cost for Generator Unit u in

Trading Period h;

7. MSQCCLFuh is the Loss-Adjusted Market Schedule Quantity Cost Correction for

Generator Unit u in Trading Period h;

8. MSUCLFuh is the Loss-Adjusted Market Start Up Cost for Generator Unit u in

Trading Period h;

9. the summation Σ is over all Trading Periods h in Billing Period b excluding any

Trading Periods h in which the Generator Unit is Under Test.
Drafter’s Comment: The change above replaces the variables MNLC and MSUC with their loss-adjusted equivalents ‘XXXXLF’.


	Modification Proposal Justification
Clearly state the reason for the Modification & how it furthers the Code Objectives 

	The modification is needed in order to align the methodology that Generator Units use to recoup the cost of transmission losses associated with Offers for No-Load and Start-Up with that used to recoup transmission-loss costs reflected in Price-Quantity Pairs. 

The proposal is linked to the SEM Committee Direction SEM-08-179 which directs that the incremental cost of transmission losses must be reflected in Price-Quantity pairs, and that it is intended to direct this also should be the case for No-Load and Start-Up Costs once this Modification is implemented.
In the interim there is an inefficiency in the calculated values for Uplift because the Generator Units may not reflect transmission losses in their Start-Up and No-Load costs, in accordance with the standing interim Direction.

As such, the proposed modification would in particular further the following objectives of the Code:
5.            to provide transparency in the operation of the Single Electricity Market; 

6.            to ensure no undue discrimination between persons who are parties to the Code


	Implication of not implementing the Modification
Clearly state the possible outcomes should the Modification not be made , or how the Code Objectives would not be met
The implications of not implementing the Modification include:

1. Continued inefficiency in the calculated Uplift values that are computed for each Trading Period.

2. Continued lack of alignment between the Trading and Settlement Code and the Bidding Code of Practice / SEM Committee Decisions, and concurrent continued lack of simplicity.



	

	Please return this form to Secretariat by e-mail to modifications@SEM-O.com




B) Alternative Algebra 

The proposed modification to the make whole payment calculation to include TLAF adjustment to FSNL and Starts is flawed. The SEM uplift calculation is designed to make every generation unit whole however this constraint is currently not expressed correctly. The following details the current constraint formula and the proposed change.

Current Formulas

Select a set of values of Uplift (UPLIFTh) for each Trading Period h in Trading Day t which give the minimum value of 
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subject to that set of values of UPLIFTh satisfying the following constraints:
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Updated Formulas Taking into account TLAFs
Select a set of values of Uplift (UPLIFTh) for each Trading Period h in Trading Day t which give the minimum value of 
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subject to that set of values of UPLIFTh satisfying the following constraints:
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C) SEMO Slides

Please see attached SEMO Power Point presentation (Attach_WG_12_09).
Appendix 3
A) Modifications Committee Letter to the SEM Committee

The SEM Committee 
c/o Paul O’Neill 






SEM Committee Secretariat,









Commission for Energy Regulation,


The Exchange,




Belgard Square North,




Tallaght,





Dublin 24
 
07 July 2009 

Dear SEM Committee Members, 
RE: SEM Committee GENERAL Direction SEM-08-179: Transmission loss-adjustment in commercial offer data 
On behalf of the Modifications Committee, I refer to the above General Direction issued on 18th December 2008, and the subsequent Modification 12_09 raised by the Market Monitor on 16th March 2009. 

The Modifications Committee is aware that consideration is being given to a future policy in relation to the treatment of losses in SEM.  The Modifications Committee believe that any changes to the current policy will almost certainly affect the nature of the change described in General Direction SEM-08-179 and further in Modification 12_09. The Modifications Committee is conscious that the SEM Committee made the General Direction prior to the commencement of the review of locational signals.

In considering Modification 12_09, representatives from SEMO advised the Modifications Committee that the nature of the Modification would require substantial analysis and impact assessment to evaluate what may be significant changes to the Central Market Systems. 

The Modifications Committee having considered the above two points believes that it may be beneficial to revisit the Direction in light of the current review of locational signals.

In relation to future General Directions of a similar nature, the Modifications Committee requests that it be afforded an opportunity to review and comment prior to such a Direction and believes that this would enhance the transparency and efficiency of the market and the overall regulatory process. 

In making this suggestion the Modifications Committee does not seek to undermine the SEM Committee’s regulatory discretion, nor does it ignore the need for regulators to act in an expeditious manner when appropriate. The Modifications Committee suggests that neither of these principles would be compromised by informing the Modifications Committee in advance of a Direction that will have a significant influence on the shape of the market, thus allowing the Modifications Committee to offer its insight, and those of its constituents, where appropriate.

Representatives of the Modifications Committee would be happy to meet with the SEM Committee to discuss the specific Direction and Modification further and to continue working towards a robust, efficient and competitive single electricity market. 

Thank you in advance for considering this request. 
Yours Sincerely 

SEM Modifications Committee

B) SEM Committee Response to Modifications Committee Letter

[image: image13.emf]
[image: image14.emf]
� Combined Loss Adjustment Factor. CLAF = TLAF x DLAF. 
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