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	7.10
Until the date that is 30 months after the Market Start Date, paragraph 4.40 shall be replaced with:

“4.40
In submitting data relating to any Generator or Supplier Unit that is Distribution Connected, the Distribution System Operator in its role as a Meter Data Provider shall provide that all values expressed in MW, MW/min or MWh and that are used in the MSP Software or in Settlement or referred to in Sections 4, 5 or 6 of the Code shall first have been scaled by the appropriate Distribution Loss Adjustment Factor.  A System Operator shall not, when submitting any value that is expressed in this Code to be for submission by a System Operator or Meter Data Provider, scale such value by any Distribution Loss Adjustment Factor.  Each Participant shall not, when submitting data in accordance with the provisions of the Code, scale any value by any Distribution Loss Adjustment Factor.”

7.9A
Until the date that is 30 months after the Market Start Date, paragraph 4.27 shall be replaced with:

4.27
Each Participant shall use reasonable endeavours to ensure that Technical Offer Data (including Default Data) submitted in respect of each of its Generator Units shall be consistent with data which is submitted under the applicable Grid Code in respect of the relevant Unit, provided that Technical Offer Data submitted under this Code must be net of Unit Load and shall not be scaled any Distribution Loss Adjustment Factor.
7.11
Until the date that is 30 months after the Market Start Date, paragraph 4.55 shall be replaced with:
4.55
Each System Operator shall submit to the Market Operator,  the Dispatch Instructions in respect of each Generator Unit which is Dispatchable, registered within its Currency Zone and may submit an associated Ramp Rate for each Dispatch Instruction.  Each System Operator shall submit this information to the Market Operator in accordance with Appendix K “Market Data Transactions”, based on Outturn Data, and the values submitted shall be net of Unit Load.”
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	Relevant Code Objectives

This Modification facilitates the achievement of Code Objectives 2 and 3, as set out in clause 1.3 of the Code by ensuring that the provisions of the Code are consistent, clear and can be met by all Parties:

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

3.
to facilitate the participation of electricity undertakings engaged in the generation, supply or sale of electricity in the trading arrangements under the Single Electricity Market;
Purpose of this Modification

The purpose of this Modification is extend and clarify the Code provisions relating to the application of Distribution Loss Adjustment Factors (DLAFs) to ensure that all Parties remain compliant with the Code until a robust, enduring solution can be developed and implemented.  This is necessary because:

· TSOs will not be in a position to comply with the existing enduring DLAF provisions from November 2008, due to a lack of clarity of the requirement and insufficient time to implement.  

· Participants are currently unable to strictly comply with the Code provisions relating to the application of DLAFs.
Introduction

The Trading and Settlement Code (“Code”) currently requires the enduring paragraphs 4.40 and 4.55 to be implemented by 1st November 2008.

However, the requirements in the corresponding enduring paragraphs to scale all values for Distribution Connected Units by the Appropriate Distribution Loss Factor requires additional clarification before they can be implemented and the implementation implications of this policy are potentially significant and wide-ranging.  The System Operators have raised issues to the Regulatory Authorities  relating to the implementation of the existing and enduring provisions as set out in the Code (e.g. to what values should loss adjustment be applied and how DLAFs should be calculated, as per the examples provided below).

Initial considerations
In considering how best to produce an end-to-end solution for the application of paragraphs 4.40 and 4.55, the System Operators have begun to assess the areas that the application of Distribution Loss Adjustment Factors will affect.  The System Operators’ initial conclusions are that the application of DLAFs is likely to be costly and time consuming in terms of System Operators, Meter Data Providers, the Market Operator and Participant resources and systems.  Furthermore, the Code treats distribution losses and transmission losses differently.  The Code specifies that DLAFs are to be applied directly to relevant values outside of and prior to submission to the Central Market Systems, as opposed to current adjustment of values to account for transmission losses within the Central Market Systems when performing settlement calculations. 
Compliance conflicts with Code and existing Central Market Systems

Currently, the MSP Software and Participant interfaces to the Central Market Systems are designed to apply most Technical Offer Data and Commercial Offer Data for an entire Optimisation Time Horizon.  This includes Output-related values such as: Quantities submitted as part of Price Quantity Pairs; Ramp Up Rates and Ramp Down Rates; and Loading Rates.  For all values which are Output-related and applied by the MSP Software for an entire Optimisation Time Horizon Participants are required to submit data consistent with current implementation in the Central Market Systems.  

However, as currently drafted, clauses 4.27 and 7.10 requires Participants to submit DLAF-adjusted values for all relevant values.  As a result of the fact that DLAFs may change on a Trading Period basis, clause 7.10 requires submission on a Trading Period basis of all relevant values, including Price Quantity Pairs and Ramp Up/Down Rates.  This conflicts with various existing provisions in the Code, including 4.17, N.22, N.33, N.35, N.47.2 and N.63.  It is therefore likely that Participants are unable currently to be strictly compliant with the Code in all respects.

As a result of such issues, if the provisions of the existing clauses 4.27 and 7.10, along with the enduring clauses 4.27 and 4.40 of the Code continue unmodified, all interfaces to the Central Market Systems would need to change significantly and the MSP Software would need to be re-designed to optimise at a Trading Period level.  This would be a fundamental change to the design of the SEM and would incur significant costs, complexities and implications for market timelines.  In addition, re-certification of the MSP Software would be required, which would have a significant impact on existing market activities and incur not insignificant additional costs.

Currently Affected Generator Units

The System Operators have undertaken an initial assessment of the amount of generation capacity that is affected by the fact that Distribution Loss Adjustment Factors will not be applied from November 2008.  Given that all Autonomous Generator Units are non Price-Effecting and are settled in SEM at Actual Output (which is loss adjusted pre-submission by the Meter Data Provider), such Units should not be affected.  However, as three Generator Units are currently registered as Autonomous Generator Units but are awaiting transfer to being Variable Price Taker Generator Units, their metering is not adjusted and is therefore affected by not being loss-adjusted.

The remaining distribution connected capacity amounts to 96MW comprising Variable Price Taker Generator Units (VPTG); Demand Side Unit (DSU); and Predictable Price Maker Unit (PPMG).  An initial assessment of the issues for each of these Units of not being loss-adjusted are:
· For VPTGs, a “Run” dispatch instruction will result in the MSQ, DQ and Availability Profile (which are set equal to Actual Output) being set differently than should be the case (i.e. not loss-adjusted due to Price Effecting Generator Unit data not being DLAF-adjusted by the System Operator as Meter Data Provider).  When a VPTG is constrained down, a failure to loss-adjust will be an issue as the provisions in 5.18 are based on the Outturn Availability and the Actual Output (neither of which will be loss-adjusted). 
· For DSUs, the impact of not loss-adjusting relevant data should not significantly affect Energy Payments, as the effect of DLAF differences for the Demand Side Unit would be negated by the settlement of the Netting Generator Unit for the Trading Site.  Capacity Payments would be affected, as the value of Availability used to calculate the payments would not include DLAF loss-adjustment.
· For PPMGs, Availability, DQ and MG are particularly important in the settlement of these Units.  As a result, a failure to loss-adjust relevant values would affect both the Energy Payments and Capacity Payments for any distribution connected PPMGs.

Example System Operator Data Transactions affected

Further analysis is required, but initial consideration by the TSOs and SEMO has determined at a minimum that the following Data Transactions and data elements will be affected:
· Dispatch Instructions;
· Generator Unit Technical Characteristics;
· Energy Limited Generator Unit Technical Characteristics;
· Outage Schedules;
· Demand Control;
· Annual, Monthly, Four Day Load Forecasts;
· Wind Power Unit Forecast;
· Ex-Post Loss of Load Probability Table;
· Imperfections Price; and
· Meter Data (Price-Effecting).
Participant Data Transactions affected

Currently, Participants with distribution connected Generator Units are obliged to submit relevant values to the Market Operator which have been DLAF-adjusted.  However, such loss adjustment may not be able to be consistently applied (e.g. Ramp Rates, Quantities as part of Price Quantity Pairs).  Such issues would affect submission of:

· Default Data;

· Registration Data;

· Technical Offer Data; and

· Commercial Offer Data.

In addition, any change to implement the Code as currently drafted (i.e. requiring Ramp Rates which change on a Trading Period basis) would also result in many changes to other Participant interfaces (e.g. reports).

Impacts on System Operator operational practices
When operating the power system, the System Operators record the level of generation continuously to produce a system ‘demand’ record.  These system ‘demand’ records include the system losses to provide the actual demand required by consumers. This is true of both transmission connected and distribution connected generation.  The system ‘demand’ records provide parameters for planning, scheduling and dispatch that are insensitive to the actual system losses relating to both transmission and distribution systems as the losses are already included. The relative levels of transmission connected and distribution connected generation will change the losses profile.  However, until substantial levels of distribution connected generation occurs operationally the existing methods will be accurate and predictable.  If large amounts of distribution connected generation occur relative to transmission connected generation, the total generation required to meet the actual consumer demand will be less due to the consumer demand being closer to the distribution connected generation.  The requirement to apply DLAFs will require the existing regime to be changed.

Uncertainty regarding application of DLAFs
There are number of issues to which further clarity would be required if a lasting treatment for DLAFs is to be implemented.  This certainty is needed not only to allow the enduring provisions of the Code to be implemented, but also to minimise the very real risk of Parties interpreting the requirements differently.   Examples of such uncertainties include:
· It is not clear whether clause 4.40 of the Code applies only to values that are “submitted” in MW, MW/min or MWh.  An alternative interpretation would be that DLAFs should be applied to all Output-related interim calculations that support calculation of data submitted to the SEM.  If this were to be the case, the Code would need to change and the System Operator systems changes are likely to be significant and pervasive.  If the latter is the case, then the following issues would arise:
1. Ex Ante LOLP calculations would be based on values that are not DLAF adjusted (whereas many of the inputs are in MW).
2. Wind Power Unit forecasts would be DLAF adjusted, whereas Load Forecasts would not.
3. Outturn Availability values would be adjusted, but the use of availability in calculation of Ex Ante LOLP would not.
· Clause 4.40 of the Code relates specifically to values that are used in the MSP Software, Settlement and as set out in Sections 3 to 6. If read literally, the inputs to the Ex-Ante LOLP calculation could be interpreted as requiring DLAF adjustment, but the inputs to the Ex-Post LOLP calculation would not require this (as it currently only appears in Appendix E of the Code).
· Given that the Code does not contemplate RCUC / Operational Scheduler items, this would suggest that data submitted to the SEM would be DLAF adjusted and data used for RCUC would not.  This would introduce an inconsistency which could have implications for Constraint Costs and the within-day analysis by System Operators of the likely production costs and SMPs resulting from operational scheduling decisions.
· Dispatch instructions will need to change on a Trading Period basis to reflect the transition between DLAF values (e.g. day/night values).   A similar problem in dealing with transitions between DLAF values would occur for Outturn Availability, Minimum Stable Generation and Minimum Output (which are spot values as well).
· It is not clear whether it would be the responsibility of the relevant System Operator to DLAF-adjust Technical Offer Data that it validates as per the two approved Emergency Modifications on validation of Technical Offer Data (7.48 to 7.53 of the Code).
Possible Interim Solutions

The System Operators have already considered ways in which any financial implications of not applying DLAFs to relevant data from November 2008 can be mitigated.  As a result of these considerations, the following (independent) options have emerged.  No detailed impact assessment of the costs of implementing such changes has been carried out at this stage, but would mitigate most of the impacts in the short term.  
· Apply DLAFs to Price-Effecting Meter Data.  This is a change to System Operator systems, but would mitigate most of the financial impacts of not applying DLAFs as per the enduring Code.  For example, this change would mean that VPTG settlement would be correct, other than in (currently rare) periods where constraining down is required.

· Adjust TLAFs by DLAFs Where Appropriate.  This would be performed by the System Operators (with data provided by Distribution System Operators) and would result in revision of appropriate TLAFs and submission to the Central Market Systems, resulting in the adjustment within the Central Market Systems during settlement of items such as MSQ, DQ, MG and EA.  This would mean that the inputs to the Energy and Capacity Payments would reflect distribution lossess (note that the MSP Software would continue to be unreflective of distribution losses).
Further Modifications would be required if either of these options are to be progressed and implemented to mitigate the short term effects of not applying DLAFs.  These will be raised by the System Operators following consideration.
Enduring Solutions

As a result of issues raised by System Operators in relation to the practicality of delivering the provisions of the Code, the Regulatory Authorities have acknowledged that future work is required to deliver an enduring solution to the treatment of distribution losses in the SEM.  To this end, a Terms of Reference for this work is to be developed shortly to define the process and timescales for enduring delivery.  It is likely that resources from System Operators, Regulatory Authorities and SEMO will be involved in proposing options for an enduring solution to the treatment of distribution losses and result in a paper detailing these options being provided to the Modifications Committee for discussion.



	

	

	

	

	Implication of not implementing the Modification




	The System Operators and SEMO have already undertaken preliminary assessments of the issues surrounding the application of Distribution Loss Adjustment Factors and have raised and discussed the issues with the Regulatory Authorities.  However, clarification (as required) of the outstanding issues in relation to the application of Distribution Loss Adjustment Factors will not be available in time to meet the existing timescales of the TSOs’ Day 1+ Project.  As such, implementation by the System Operators of the enduring provisions of the Code (paragraphs 4.50 and 4.55) by 1st November 2008 will be unachievable and as such will put the System Operators in breach of the Code.

In addition, as Distribution Loss Adjustment Factors will not be applied by November 2008, the settlement of some distribution connected Generator Units will be different than they would be if input data was loss-adjusted.

Furthermore, it appears likely that other Parties may already be in breach of the Code as currently drafted (e.g. paragraphs 4.27 and 7.10), given that such requirements cannot be fully met with the design of the Central Market Systems (and presumably Participant systems).



	

	

	

	

	Please return this form to Secretariat - e-mail ( 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 Sections xx of the Code, which I have read and understand, I agree as follows:

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

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

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;

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.

