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To:
Members of Modifications Committee Dual Rated Working Group 
From:
Regulatory Authorities
Date:
17th September 2009

Re:
Update on Dual Rated ‘alternative’ to modification 34_08

Background

On 18th August 2009 the Regulatory Authorities met with representatives from SONI, EirGrid, SEMO and PPB to discuss further the ‘alternative’ modification on Dual Rated Units which was proposed by the system operators at the last Dual Rated working group meeting on 28th January 2009. An action arising from this January meeting was that the SOs were asked to discuss their proposal further with PPB so that the implications of the proposed ‘alternative’ modification could be better understood. Discussions relating to these issues have taken place over the summer between PPB, the SOs and the RAs. The purpose of this note is to summarise the history of the Dual Rated issue, update working group members on discussions and developments since January and propose next steps. 
Issue
The reasons for the original modification proposal which was proposed on 8 July 2008 (ref: Mod_34_08) are understood as an attempt to address the problem described as follows (by RAs at the January 2009 meeting of the Modifications Committee Working Group on Dual Rated):

“In the special case where a generator has more than one fuel type and a distinctly different rating corresponding to each fuel type, the problem is that, through limitations in the market rules and software, the outcome is a schedule of prices that is neither economic nor reflective of the underlying technical characteristics of the generation units available to meet demand at least cost in the market.” 
During 2008 such prices as referred to above, which were in excess of €500/MWh during the high oil price period, were experienced in the market due to the Dual Rated characteristic of Kilroot and the limitations of the market systems. These prices arose due to the MSP Software scheduling Kilroot units into the oil capacity range of PPB’s Commercial Offer Data (COD) and occurred when the Kilroot units were not actually operating on oil.
During 2009 it is acknowledged that the materiality of the problem is not what it once was given the trend downwards in oil prices (and therefore convergence of coal and oil prices) and the significant decline in demand due to the recent fall in industrial output. However, it is worth noting that while the Kilroot units have not been scheduled in the oil region in the market at all (or very rarely) over the last year, PPB is still submitting bids for units relating to the oil region of up to €499/MWh. Therefore if demand increases in the winter and/or for reasons of plant availability the Kilroot units are scheduled in the market into the oil region of their COD, then there may be further instances of non cost reflective price spikes
. This would be compounded further if the price of oil (relative to coal) increases. In its final assessment, following receipt of any future Final Recommendation Report from the Modifications Committee, the SEMC will have to consider the materiality of this issue.

Original Modification proposal by SEMO – Ref: Modification 34_08
The original Dual Rated Modification proposed to address the problem by introducing a new category of ‘Dual Rated Unit'. The Dual Rated Unit would submit unit availabilities, in real time, for each available fuel; the higher availability would be used for the CPM and the availability relating to the actual dispatch would be used in the energy market. The Kilroot units’ availability in the energy market for the fuel that it is actually running on would effectively be capped at the units’ availability at the coal quantity, unless it is actually run on oil, on a minute by minute basis determined by a ‘rating flag’ submitted by the SO. 

SEMO conducted several series of analyses on the impact of such a cap and found that it would reduce price spikes and volatility caused by the MSP Software’s inability to correctly model the Kilroot units’ technical characteristics. The analysis found that, while production costs would be likely to increase slightly, the effect on consumer costs is unknown. Remaining concerns with this original modification identified at the time of consideration were:
1. The issue of aligning the bid step with the availability of Kilroot – The proposed solution limits the Actual Availability of a Dual Rated unit in the Energy Market to the availability of the fuel it is actually using. If, in the case of Kilroot, it is using its Primary Fuel Type (i.e. coal), its Actual Availability in the Energy Market (i.e.  the upper limit at which it may be scheduled in the MSP software) is limited to its coal availability. It is critical that the Actual Availability of the unit's Primary Fuel type is always less than the critical bid step of the Dual Rated Unit, i.e. that bid step in which the switchover of fuels is incorporated; otherwise the solution will not work.
PPB have indicated that this issue can be easily resolved by them submitting appropriate PQ pairs.
2. The costs of implementing in the systems. 
· SEMO provided estimates of costs of implementing this original modification as follows:
· MSP - €189k
· RCUC €68K
· EDIL €30K
· SEMO Internal testing – 8 weeks
Or alternatively:
· Manual Solution – one full time resource 
While a temporary manual workaround was proposed by SEMO, they have highlighted the risk of human error which would be associated with such and therefore did not propose it as a viable long-term solution.
Alternative Modification proposal

To address the perceived shortcomings of the original modification as stated, an ‘alternative’ was proposed by SOs at the January Working Group meeting.  

In summary this ‘alternative’ which has not been raised as a modification would work as follows:
Dual Rated Units would submit a single set of Technical Offer Data and two sets of Commercial Offer Data to SEMO (one for each fuel type) with the COD for the primary fuel being set as the default data. The SO would then collect and store availabilities for each fuel and record which fuel the unit is actually dispatched on. Under the alterative modification, the SO would submit to SEMO - for use in the ex-post initial run of the MSP Software - the availability for the fuel that the unit is actually dispatched on as well as the higher of the two availabilities for the calculation of Capacity Payments. The availability of the fuel of actual dispatch would be used as the upper limit for the Dual Rated unit’s market schedule quantity in the MSP Software.  The MSP Software would schedule Dual Rated units based on the COD for each trading period (similar to how Interconnector units’ bids and MIUNs relate to individual trading periods). Notably, as with the original proposal, the higher availability of the Dual Rated unit is used for its eligible availability for the calculation of capacity payments. 

PPB has raised the following issues with the ‘alternative’ modification proposal which have been discussed over the summer:

1. Role of SOs in influencing SMP and merit order by their actions and whether this is appropriate or against a principle of the SEM

2. Reduction in infra-marginal rents to PPB (caused by a loss in remuneration at the incremental MW) when Kilroot units scheduled over the fuel changeover point
3. Does not deal adequately with Kilroot units’ running on coal ‘overburn’

The merits or otherwise of PPBs points were discussed at the recent meeting. It was acknowledged that, while the alternative proposal might potentially form the basis of a more complete enduring solution to the Dual Rated issue, there were risks associated with it and the added benefits of ‘alternative’ were not apparent when compared to the original modification. SEMO have also indicated that the alternative would take longer to implement and cost more due to the additional changes required for the MSP Software. With this in mind, and a desire to bring this issue to a conclusion, the RAs are minded to ask the Modifications Committee at their next meeting to vote on the original Dual Rated Modification and not proceed to request and conduct an impact analysis on the ‘alternative’. If the working group deem that there is added value in having one more working group meeting on this issue to bring it to a conclusion, the RAs are happy to facilitate this (views are to be sent to the Secretariat).
Recommendation / next steps

· Working Group members to communicate to the Secretariat whether they would like a final working group meeting on the Dual Rated issue.

· Modifications Committee (depending on the response to previous bullet point) to vote on original modification at September 29th meeting.
� Price spikes, including those seen during the 2007 -2008 period in question do not necessarily relate to high demand. A change in the demand shape (with a peakier profile in winter) could be enough to cause a price spike


� i.e. Kilroot units’ higher coal capacity. 
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