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T&SC Modifications Committee

Final Recommendation Report (FRR)
Mod_12_11:
Interconnector Unit Loss Adjustment When Exporting
Version 1.0
27 June 2011
1. Background
This Modification Proposal was initially received by the Secretariat on 22 March 2011 and first presented at Meeting 35 of the Modifications Committee on 05 April 2011, where it was deferred. The proposal was then presented at Meeting 36 of the Modifications Committee on 09 June, where it was Recommended for Approval. 
2. Purpose of Proposed Modification
2a. Justification for Modification 
Currently, the Moyle Interconnector connects Scotland with Northern Ireland.  In 2012, the EW Interconnector will connect Ireland with Wales.  Each of these DC Interconnectors will incur losses associated with the transmission of electricity.

Current Transmission Loss Adjustment factors (TLAF) for Interconnectors are based on the point of connection in SEM jurisdictions, plus an allowance for losses on the Interconnectors to the Connection Point (noting that DLAF for Interconnectors is equal to one). Within the current Code, adjustment for losses reflects the transfer of electricity between the Connection Point of a Unit and the Trading Boundary, where:

· Connection Point: The point at which the Generator Unit or Supplier Unit is deemed to be connected within the SEM.

· Trading Boundary: A notional balancing point for generation and supply and is the point of sale for trading in the SEM.

For Moyle, the Connection Point (as per the definition of Connected) is Auchencrosh in Scotland (i.e. the remote end of the Interconnector).  The TLAF for the Moyle Interconnector is currently approximately 0.98, which includes both the losses on the Moyle link and the losses to Ballycronanmore.

This TLAF is based on the expected predominant direction of flow for the Interconnector (i.e. importing).  

Importing Case 

· When importing, energy is bought in BETTA, provided at the Connection Point and is sold in SEM at the Trading Boundary.

· As a result of losses, “X” MW bought in BETTA becomes (X*0.98) MW which is paid for by the SEM.

· As the TLAF (=CLAF) is calculated based on importing, this treatment is correct.

Exporting Case

· When exporting, energy is bought at the Trading Boundary in SEM and is delivered to the Connection Point in BETTA.

· As a result of losses, “X / 0.98” MW must be bought at the SEM Trading Boundary in order to deliver “X” MW to BETTA.

· However, this is not as per the Code, which assumes that X*0.98 MW is purchased at the SEM Trading Boundary and “X” MW is delivered to BETTA.

This treatment when exporting is incorrect, as it does not reflect the fact that (assuming that the losses related to the Moyle are around 2%), Interconnector Users seeking to export electricity would need to purchase more at the Trading Boundary than would be delivered to BETTA.

This Modification proposes to adjust quantities for Interconnector Units (where required in accordance with the Code) when exporting by the reciprocal of the CLAF provided by the System Operator to the Market Operator.

If the relevant quantity (e.g. MSQ, DQ, MG) is greater than or equal to zero (i.e. importing), there is no change to the existing calculation.

If the relevant quantity (e.g. MSQ, DQ, MG) is less than zero (i.e. exporting), the loss adjustment is by (1/CLAF).
2b. Impact of not implementing a solution
Currently, the implications of this loss-adjustment error are not significant (due to exporting volumes).  However, the inclusion of the EW Interconnector and the increase in the Moyle export capacity from 1st February 2011 would result in this effect being potentially significant.
3. Impact on Code Objectives

This Modification Proposal furthers Code Objectives 2 and 6, in addressing the treatment of Interconnector Units when exporting in a consistent manner to that of other Generator Units delivering electricity to their defined Connection Point.

2.
to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner;

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

4. Development Process
The Modification Proposal was raised by the TSO and proposes changes to paragraph 4.46 of the Trading and Settlement Code, and proposes a new paragraph 4.46A. The proposal was presented at and deferred at Meeting 35 of the Modifications Committee. An action was placed on the Secretariat to schedule a Working Group for the same day as the Working Group on Mod_05_11 Extension to the Role of the Modifications Committee via Working Groups. 
A Working Group was convened by the Secretariat on 19 April 2011. At the Working Group both options were discussed, with the group agreeing that SEMO should procure an Impact Assessment of Option 1.

The proposal was then discussed at Meeting 36 of the Modifications Committee, with SEMO advising that the cost from the full impact assessment is €78,404 excluding testing.
5. Assessment of Alternatives
No Alternatives assessed.
6. Working Group and/or Consultation

A Working Group was held on 19 April 2011 to discuss the proposal. A summary of the outcome of the Working Group is discussed in Section 9 of this report. Please see Appendix 2 for the Working Group report in full.
7. Impact on other Codes/Documents

No impact on other codes or documents identified.

8. Impact on Systems and Resources
At the Working Group, it was agreed that SEMO would procure an Impact Assessment of
Option 1, with the results to be presented at the next Meeting. At Meeting 36, SEMO advised that Option 1 would incur a cost of €78,404, excluding testing.
9. Modifications Committee views
Meeting 35:

At Meeting 35, two possible solutions were put forward: 

· Option 1: One TLAF – determined by TSOs for ICs based on the forecast pre-dominant direction of flow (current practice). Loss adjustment carried out by CLAF or 1/CLAF

· Option 2: Two TLAFs – determined by TSOs for ICs, one import and one export. TLAFs based on sign of relevant MW quantity e.g. MSQ, DQ, MG.
Generator Member identified that when selling into the BETTA market, the trade occurs at the trading point not delivery point, stating that losses also need to be accounted for in the BETTA Market. SEMO observer agreed with the statement and commented that the Modification addresses the remote connection point and stated that it is an issue for SEM not BETTA. SO Alternate advised that to date it has not been an issue due to the level of trading on Moyle, but will become more of a concern given the increase in level of trade on the IC. 
The Chair advised that BETTA have removed network charges for Interconnectors to achieve requirement of free movement of goods and services across Member States. Chair further questioned whether charging losses in SEM and again in BETTA violates the principle of an internal market. Proposer agreed that more discussion was necessary in advance of a vote on the proposal. The Chair recommended that the Working Group on Mod_12_11 should take place on the same day as the Working Group on Mod_05_11 Extension to the Role of the Modifications via Working Groups. 
An action as placed on Participants to forward both positive and dissenting views on the options. An action was placed on SEMO to initiate an Impact Assessment on the preferred option following the outcome of the impending Working Group.
Working Group:
At the Working Group, the Group came up with 6 possible options, as follows: 
	Option 1: 
	One CLAF and reciprocal applied to IC Units’ flow for imports and exports respectively.

	Option 2: 
	Two CLAFs applied to IC Units’ flow for imports and exports.

	Option 3: 
	One CLAF and reciprocal applied to net IC flow for imports and exports respectively.

	Option 4: 
	Two CLAFs applied to net IC flow for imports and exports.

	Option 5: 
	Set CLAF=1 and recover actual losses through ITC.

	Option 6: 
	Do nothing


The group were in agreement that Option 1 should be progressed to impact assessment by SEMO.
The following actions were agreed at the Working Group Meeting.
· SOs and RAs to provide update for Meeting 36 on outcome of discussions at next FUI meeting on the future policy for IC losses and ITC and status of DC ICs in relation to directive 838/2010.

· SOs to assess the level of work necessary to conduct a study on the accuracy of using one CLAF and its reciprocal to represent losses on imports and exports respectively and provide update at Meeting 36.

· RAs to provide an update on the consultation on TLAFs at Meeting 36 of the Modifications Committee; and,

· SEMO to procure Impact Assessment of Option 1 and present results to the Modifications Committee at Meeting 36.

Meeting 36:
RA Member provided an update to the Committee with regard to the outcome of the FUI meeting on the future policy for Interconnector losses and ITC and status of DC Interconnectors in relation to directive 838/2010. Reference was made to Ofgem analysis regarding losses on DC Interconnectors and that a policy change would be required if the current treatment was to change. RA Member noted that following legal advice, the FUI region is currently exempt from losses applied under the directive.

Chair questioned this and advised that following discussions with their legal team, there is no scope for opt-out. RA Member advised that the policy is not up for review until the policy discussions conclude. 

SO Alternate provided an update on the action placed on the SOs with regard to the level of work required to complete some analysis on the impact of two CLAFs. Due to the time demand on resources and timetable for EWIC go-live, Option 1 (one TLAF) is the only option that can be delivered on time.

SEMO Alternate advised that Option 1 would produce the same result as Option 2 except in very special circumstances where Option 2 may be more accurate.

Chair questioned the recommendation by the Working Group that CLAFs be applied individually to Interconnector Units rather than to the net flow. Voiced discontent with the recommendation as it could be a barrier to trade and believed that losses should be applied to the net losses on the Interconnector. Further, added that the loss value should be set equal to one.

SEMO Alternate highlighted the reason why it was proposed to retain the current arrangements with regard to applying CLAFs to individual Interconnector Units was that this reflected the contribution that each Unit was making to losses as opposed to the aggregate effect.

SEMO Alternate advised that three aspects remained open from the Working Group: future ITC consideration, future SEM losses policy  and whether the use of one CLAF was sufficiently accurate vs two CLAFs.

RA Member provided an update on the losses workstream that they were awaiting the outcome of Impact Assessment of splitting CLAFs. Noted the preference stated in the interim Decision Paper last year was to adopt a uniform loss factor. Commented that if a uniformed loss factor were to be applied, the issue of a second CLAF would no longer apply.

Generator Member added that the decision on the Modification Proposal should not influence the future policy on the  treatment of losses.

SEMO provided the results of an Impact Assessment following recommendation by the Working Group to Impact Assess Option 1. The proposal, if approved, will incur a cost of €78,404 excluding testing costs.

Observer commented that Generators are also affected by some losses and a special case should not be put in place for Interconnector Users whilst ignoring Generators. RA Member confirmed that no exceptions were being put in place for Interconnectors.

RA Member noted on-going work with Ofgem in relation to issues on Interconnection trade; further trading issues may require further assessment and Option 1 could be considered as an interim solution. 

SEMO Alternate indicated that the existing treatment of losses on Interconnector is inaccurate and needs to be addressed regardless. Option 1 would the release cut-off-date of August 5th and this was recommended.

Committee were in favour of revisiting the options at a later point and agreed that a dormant action be recorded to revisit the proposal in 6 months. 

Legal drafting query raised by RA Alternate regarding paragraph 4.141, could be addressed in FRR if necessary. SEMO responded that this would not be required where there was only one TLAF for an Interconnector Unit as in Option 1.

Recommendation

This Modification Proposal was ‘Recommended for Approval’ by the Modifications Committee by majority vote as follows:

Recommended for Approval:




Killian Morgan- Supplier Member



William Steele- Supplier Member 




Jill Murray- Supplier Alternate (subject to proposal as a short term solution)




Ian Luney – Generator Member (subject to proposal as a short term solution)



Grainne O’Shea– Generator Member

Niamh Quinn – Generator Alternate

Recommended for Rejection(subject to CLAF being applied to net Interconnector quantities):
Iain Wright- Supplier Member
Kevin Hannafin- Generator Member      






10. Proposed Legal Drafting

None proposed.
Legal Review
Complete

11. Implementation Timescale, Costs and Resources

The proposed implementation date is in line with the next available Central Market Systems scheduled release. It is proposed that this Modification is made on a Settlement Day basis. 
Appendix 1 – Modification Proposal
	MODIFICATION PROPOSAL FORM


	Proposal Submitted by:
	Date Proposal received by Secretariat:
	Type of Proposal


	Number:


	TSO
	22 March 2011
	Standard
	Mod_12_11

	Contact Details for Modification Proposal Originator


	Name:

Nicola Calvert 
	Telephone number:

+44 (0) 28 90707 515
	e-mail address:

Nicola.calvert@soni.ltd.uk

	Modification Proposal Title:

Interconnector Unit Loss Adjustment When Exporting

	Trading and Settlement Code and/or Agreed Procedure change? 

	TSC

	Section(s) affected by Modification Proposal:


	4.46

(new) 4.46A


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


	8.0

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

	4.46
Except for Loss-Adjusted Capacity Payments Eligible Availability (CPEALFuh) which are calculated in accordance with paragraph 4.111, then any variable which relates to a Generator Unit u that is not an Interconnector Unit in a Trading Period h, where XXXuh is the variable before application of Transmission Losses and Distribution Losses, and XXXLFuh is the variable after application of Transmission Losses and Distribution Losses, shall be calculated as follows:

XXXLFuh = XXXuh x CLAFuh

Where

1.
CLAFuh is the Combined Loss Adjustment Factor for Generator Unit u in Trading Period h.

4.46A
Except for Loss-Adjusted Capacity Payments Eligible Availability (CPEALFuh) which are calculated in accordance with paragraph 4.111, then any variable which relates to a Generator Unit u that is an Interconnector Unit in a Trading Period h, where XXXuh is the variable before application of Transmission Losses and Distribution Losses, and XXXLFuh is the variable after application of Transmission Losses and Distribution Losses, shall be calculated as follows:

If XXXuh ≥0 then


XXXLFuh = XXXuh x CLAFuh

else


XXXLFuh = 
[image: image2.wmf]uh

uh

CLAF

XXX


Where

1.
CLAFuh is the Combined Loss Adjustment Factor for Generator Unit u in Trading Period h.



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

	Currently, the Moyle Interconnector connects Scotland with Northern Ireland.  In 2012, the EW Interconnector will connect Ireland with Wales.  Each of these DC Interconnectors will incur losses associated with the transmission of electricity.

Current Transmission Loss Adjustment factors (TLAF) for Interconnectors are based on the point of connection in SEM jurisdictions, plus an allowance for losses on the Interconnectors to the Connection Point (noting that DLAF for Interconnectors is equal to one). Within the current Code, adjustment for losses reflects the transfer of electricity between the Connection Point of a Unit and the Trading Boundary, where:

· Connection Point: The point at which the Generator Unit or Supplier Unit is deemed to be connected within the SEM.

· Trading Boundary: A notional balancing point for generation and supply and is the point of sale for trading in the SEM.
For Moyle, the Connection Point (as per the definition of Connected) is Auchencrosh in Scotland (i.e. the remote end of the Interconnector).  The TLAF for the Moyle Interconnector is currently approximately 0.98, which includes both the losses on the Moyle link and the losses to Ballycronanmore.
This TLAF is based on the expected predominant direction of flow for the Interconnector (i.e. importing).  

Importing Case 

· When importing, energy is bought in BETTA, provided at the Connection Point and is sold in SEM at the Trading Boundary.

· As a result of losses, “X” MW bought in BETTA becomes (X*0.98) MW which is paid for by the SEM.

· As the TLAF (=CLAF) is calculated based on importing, this treatment is correct.
Exporting Case

· When exporting, energy is bought at the the Trading Boundary in SEM and is delivered to the Connection Point in BETTA.

· As a result of losses, “X / 0.98” MW must be bought at the SEM Trading Boundary in order to deliver “X” MW to BETTA.

· However, this is not as per the Code, which assumes that X*0.98 MW is purchased at the SEM Trading Boundary and “X” MW is delivered to BETTA.

This treatment when exporting is incorrect, as it does not reflect the fact that (assuming that the losses related to the Moyle are around 2%), Interconnector Users seeking to export electricity would need to purchase more at the Trading Boundary than would be delivered to BETTA.
This Modification proposes to adjust quantities for Interconnector Units (where required in accordance with the Code) when exporting by the reciprocal of the CLAF provided by the System Operator to the Market Operator.

· If the relevant quantity (e.g. MSQ, DQ, MG) is greater than or equal to zero (i.e. importing), there is no change to the existing calculation.

· If the relevant quantity (e.g. MSQ, DQ, MG) is less than zero (i.e. exporting), the loss adjustment is by (1/CLAF).

This Modification Proposal furthers Code Objectives 2 and 6, in addressing the treatment of Interconnector Units when exporting in a consistent manner to that of other Generator Units delivering electricity to their defined Connection Point.

2.
to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner;

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)

	Currently, the implications of this loss-adjustment error are not significant (due to exporting volumes).  However, the inclusion of the EW Interconnector and the potential future increase in the Moyle export capacity would result in this effect being potentially significant.



	Please return this form to Secretariat by e-mail to modifications@sem-o.com


Notes on completing Modification Proposal Form:

1. If a person submits a Modification Proposal on behalf of another person, that person who proposes the material of the change should be identified on the Modification Proposal Form as the Modification Proposal Originator.

2. Any person raising a Modification Proposal shall ensure that their proposal is clear and substantiated with the appropriate detail including the way in which it furthers the Code Objectives to enable it to be fully considered by the Modifications Committee.
3. Each Modification Proposal will include a draft text of the proposed Modification to the Code.
4. For the purposes of this Modification Proposal Form, the following terms shall have the following meanings:

Code:
means the Trading and Settlement Code for the Single Electricity Market

Modification Proposal:
means the proposal to modify the Code as set out in the attached form

Derivative Work:
means any text or work which incorporates or contains all or part of the Modification Proposal or any adaptation, abridgement, expansion or other modification of the Modification Proposal

The terms “Market Operator”, “Modifications Committee” and “Regulatory Authorities” shall have the meanings assigned to those terms in the Code.  

In consideration for the right to submit, and have the Modification Proposal assessed in accordance with the terms of Section 2 of the Code (and Agreed Procedure 12), which I have read and understand, I agree as follows:

1.
I hereby grant a worldwide, perpetual, royalty-free, non-exclusive licence:

1.1 to the Market Operator and the Regulatory Authorities to publish and/or distribute the Modification Proposal for free and unrestricted access;

1.2 to the Regulatory Authorities, the Modifications Committee and each member of the Modifications Committee to amend, adapt, combine, abridge, expand or otherwise modify the Modification Proposal at their sole discretion for the purpose of developing the Modification Proposal in accordance with the Code;

1.3 to the Market Operator and the Regulatory Authorities to incorporate the Modification Proposal into the Code;

1.4
to all Parties to the Code and the Regulatory Authorities to use, reproduce and distribute the Modification Proposal, whether as part of the Code or otherwise, for any purpose arising out of or in connection with the Code.

2.
The licences set out in clause 1 shall equally apply to any Derivative Works.

3.
I hereby waive in favour of the Parties to the Code and the Regulatory Authorities any and all moral rights I may have arising out of or in connection with the Modification Proposal or any Derivative Works.

4.
I hereby warrant that, except where expressly indicated otherwise, I am the owner of the copyright and any other intellectual property and proprietary rights in the Modification Proposal and, where not the owner, I have the requisite permissions to grant the rights set out in this form.

5.
I hereby acknowledge that the Modification Proposal may be rejected by the Modifications Committee and/or the Regulatory Authorities and that there is no guarantee that my Modification Proposal will be incorporated into the Code.

Appendix 2: Working Group Report 

A Working Group on Mod_12_11 Interconnector Unit Loss Adjustment when Exporting was held on 19 April 2011.

The Working Group Report is available for download via a zip folder from the SEMO website.
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