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1. Background 
This Modification Proposal was received by the Secretariat on 16 September 2010 and first presented at Meeting 31 of the Modifications Committee on 30 September 2010, where it was agreed to defer the proposal. It was again presented at Meeting 32 on 25 November 2010 where the Committee agreed at the meeting to defer the proposal, pending views of the vendor being sought by SEMO. The proposal was considered a third time at Meeting 33 on 01 February 2011 where it was deferred with actions placed on SEMO, the proposer and participants. The proposal was discussed a fourth time at Extraordinary Meeting 34 on 08 March 2011, where it was Recommended for Rejection by the Committee.
2. Purpose of Proposed Modification
2a. Justification for Modification (Taken from Modification Proposal Version 3)
As the market operates, Energy Limited plant can be constrained to run, however there is no section in the code to address this issue (as it was not expected to arise). This results in energy limited plant running and receiving no remuneration.  The aim of this modification is to address the reality of the market operation by including a clause acknowledging that if energy limited plant is constrained on it should be rewarded in the market. 

This modification explicitly deals with the situation where the dispatch quantity for the trading day is greater than the Market Scheduled Quantity for that Trading day. It seeks remuneration for that generation on a weighted average SMP basis which specifically excludes SMP for trading periods where there is an MSQ.

Simplified example demonstrating principle of algorithm. 
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It is believed the reasons for Hydro being constrained on are largely due to the operation of the LR algorithm. The MIPS algorithm, if used, results in a lower cost of generation and is considerably less likely to constrain hydro to run.

2b. Impact of not implementing a solution
If this Modification Proposal is not implemented, hydro stations will continue to be constrained to run without remuneration. The materiality of this is circa €3.2m/year.
3. Impact on Code Objectives

It facilitates Code Objective 3 “to facilitate the participation of electricity undertakings engaged in the generation, supply or sale of electricity in the trading arrangements under the SEM” and 6 “to facilitate no undue discrimination between persons who are party to the code”.

4. Development Process
Version 1 of the Modification Proposal was raised by ESBPG and proposed changes to Section 5.101. The Committee agreed that there are a number of potential issues to be looked at and the proposal was deferred at Meeting 31 to allow the proposer redraft the proposal and for further discussion at a Working Group.  
A Working Group was scheduled; however, at Meeting 32, it was suggested that bilateral meetings may be more effective for developing this proposal. The Committee were in agreement and the Working Group was cancelled. 
Version 2 of the proposal was presented at Meeting 32. SEMO stated their view that the constraint payments were not the appropriate mechanism through which to address the issue. An action was placed on SEMO to seek the views of the vendor on alternative solutions. SEMO suggested investigating using different COD in parallel with discussing other solutions with the vendor. Subsequent to the meeting, this was investigated and was not a solution. Chair requested that the bilateral meetings be progressed and the proposal finalised for Meeting 33.
The proposal was discussed again at Meeting 33. As discussed at bilateral meetings between ESBPG and SEMO, the proposer maintained that their preferred option was still to modify the constraint payment algebra for Energy Limit Units. SEMO reiterated their concerns that the constraint payments were not the appropriate place to address the issue. 

SEMO explained that the issue with the constraint payments option is that if hydro units are not scheduled to their full energy limits in the Market Schedule then other units are. These other units are being paid SMP for the Market Schedule amount. If hydro units are constrained on and these other units constrained off, the hydros also receive SMP in constraints payments whereas the other units pay back only their costs. This will increase the Imperfections Charges, increasing the cost to consumers.

SEMO advised of their discussions with the vendor and of two alternative options for ESBPG:

· Modify how the MSP Software LR algorithm treats Energy Limited Units 

· ESBPG re-register the units as Predictable Price Taking Generator Units subject to the units being designated priority dispatch, 
A TSO member questioned the extent of lost revenue incurred by ESB PG. The proposer stated that while they did not have exact figures, the revenue is in the region of 8% losses, which translates to millions per annum. A Supplier Alternate suggested that ESBPG register as a price taker in the interim, as this will incur minimum cost to the market.
The proposal was deferred and SEMO were asked to seek two impact assessments for next Meeting on a third revision of the original proposal and on the alternative of addressing the issue through the LR algorithm. The proposer was asked to submit detail of materiality of costs incurred and to assess whether registering as a Price Taker Generator Unit would address the issue.
Version 3 of the proposal was submitted for consideration at Extraordinary Meeting 34. The proposer indicated that their view was unchanged that the issue should be addressed in the constraints payments. SEMO presented the alternative proposal–‘Improving the scheduling of Energy Limited Units by the LR algorithm’–that would improve the scheduling of the hydros in the MSP software. SEMO presented outcomes of the two high-level impact assessments with the first IA (on ESBPG’s version 3) costing approximately €41,000, and the second (on a change to LR) costing approximately €46,000. The proposer stated that the materiality of costs incurred is slightly over €3 million per annum. 
5. Assessment of Alternatives

Three Modification Proposals were assessed over the lifespan of the Modification. See Appendix 2 of this report for alternative versions of the proposal.
6. Working Group and/or Consultation

A Working Group was scheduled at Meeting 31 and later cancelled at Meeting 32 on the agreement that bilateral meetings would be more effective in developing the proposal.
7. Impact on other Codes/Documents

No impact on other codes/documents.
8. Impact on Systems and Resources
At Extraordinary Meeting 34, SEMO presented the results of the two full Impact Assessments. The first Impact Assessment indicated that version 3 of the Modification Proposal proposed by ESB PG would cost approximately €41,000. The second Impact Assessment indicated that modifying the LR algorithm, would cost approximately €46,000. 

9. Modifications Committee views
The proposer indicated that their view was unchanged that the issue should be addressed in the constraints payments. Proposer stated that the studies on ESB PG to re-register as a Price Taker are incomplete and that further analysis of winter/summer peak profiles is necessary before committing to re-register. It would considerably improve the current situation by approximately 80%, however proposer reiterated that this would not be as preferable as the constraints method, as it would be contrary to the original design of the market in respect of Energy Limited Units. Proposer maintained it would take 28 days to re-register a unit and that use of an intermediary would not be necessary. 

Proposer stated that if MIP were to be utilised, it would schedule the hydro more effectively, thus hydro would be paid out of the market rather than out of constraints. An NIE Energy representative queried whether the problem would still exist, if MIP was to be utilised as a main solver. Proposer stated the problem would not exist if MIP were to be used. SEMO clarified that if MIP were to be used as a main solver, it is less likely that this issue would appear.

SO member stated that the SOs are agreeable that a change needs to be implemented and the issue arises in the MSP software and should be dealt with there. SO member advised that the SOs were not in favour of the price-taker option, as the Code was written specifically for Energy Limited Units, thus this option would not be adhering to that. In addition it would result in uncertainty for dispatch. SO member stated that the SOs are required to dispatch the system to minimise production costs, therefore they are indisposed to an additional cost, as this would distort the management of the constraints costs. TSOs believe the issue is fundamentally an energy issue as opposed to a constraint issue, thus they propose to address it in the MSP Software via option 2 as presented by SEMO. 
SEMO believed that the constraint payments were not the appropriate place to address the issue and that it was preferable to either:

· Modify how the MSP Software LR algorithm treats Energy Limited Units 

· ESBPG re-register the units as Predictable Price Taking Generator Units subject to the units being designated priority dispatch,. 

The Committee were divided in their vote on the proposal resulting in a tied vote, the Chair cast the deciding vote recommending the proposal for rejection. The Committee agreed that the issue should be addressed via a change to the LR algorithm as proposed by SEMO and this change should take on the priority afforded a Modification in future CMS releases.

Modifications Committee views following Extraordinary Meeting 34

NIE Energy
In relation to this Modification as a Supplier Member I fully accept that an issue currently exists within the market which requires correction. I recommended rejecting the modification as written as I consider the issue has arisen due to a flaw in the LR solver. Rather than create a new category of constraint payments, I believe the second impact assessment sourced by SEMO which corrects the LR issue (at a minimal cost differential to changing constraints) is the more appropriate course of action.

ESBI

At the meeting I voted for this modification and it is my view that of the alternates available it still represents the best option available, in that there is a real issue (hydro units being sub optimally scheduled) and it does have a significant financial effect (Grainne stated €2M a year I believe).  A number of options have been proposed, but Grainne’s to me seems the clearest and most concise and IO therefore recommend, as before that this medication is accepted.  If, however, it is rejected then something needs to be done to address a fundamental market issue.
Airtricity
In considering this Modification Proposal, I accepted that the market is not operating as intended and that there is a real cost to ESB PG.  In terms of the solution, I was persuaded by the argument that compensating ESB PG without commensurate payment recovery from plant that was dispatched down from its MSQ as a consequence of energy limited plant being dispatched above its MSQ, creates an additional constraint cost burden on customers that would also be contrary to the aims of the market.  It is clear that the problem is caused by operation of the CMS and therefore the correct approach to resolution must be to correct the software.

After considerable debate at Modifications Committee meeting 34, it became clear that no new arguments were being advanced and that the discussion was not moving towards a consensus; I therefore moved to vote on the Proposal.  When the vote was tied and a casting vote was required, I was not inclined to vote in favour of the Proposal for the reasons I have given.  A vote to defer would have left the Proposal in limbo, in view of the outcome of previous discussions at Modifications Committee and other meetings.  In choosing to cast the deciding vote in favour of rejection, I have both supported the position I believe is correct and ensured that the Proposal moves to a final decision.

ESBPG:

When ESB PG became aware of this issue, we engaged in discussion with SEMO. ESBPG saw the underutilisation of Hydro in LR as a bug as it was a situation not envisaged when the market rules were being designed and indeed it was described by SEMO as an anomaly in LR. However SEMO advised that they would not change LR as it was certified and that the only route for PG was to look for a T&S Code modification. This is the route we pursued.  I welcome the fact that SEM-o have now found a way to correct the flaw in LR without the need for a Code modification but am dismayed at the time it has taken. PG are also frustrated that this “bug” is not being corrected as a matter of urgency and I understand that no defect request has been raised with the vendor. I would ask the RAs to instruct SEMO to correct this as a matter of urgency.  The impact on PG has been €3m per year since the market opened and the only available recourse to recoup some of this is to re-register the units which will create additional financial risk, additional work and difficulty for PG as well as creating inflexibilities and other issues for the TSO.
Recommendation

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

	Andrew Burke
Generator Member
	Dermot Lynch
Supplier Alternate
	Iain Wright
Supplier Member

	Gráinne O’Shea
Generator Member
	Ian Luney
Generator Member
	William Steele
Supplier Member


	Casting Vote

	Recommended for Rejection
	Iain Wright - Chairperson


10. Proposed Legal Drafting

As set out in Mod_38_10_V3. Note: Option 2 to change the LR algorithm does not require a Code change.

11. Implementation Timescale, Costs and Resources

The Modification Proposal should not be implemented in the T&SC Code.
Appendix 1 – Original Proposal
Mod_37_10 Constraint Payment for Energy Limited Units
	MODIFICATION PROPOSAL FORM


	Proposal Submitted by:
	Date Proposal received by Secretariat:

(to be assigned by Secretariat)
	Type of Proposal

(please delete as appropriate)

	Number:
(to be assigned by Secretariat)

	ESB PG
	16 Sep 2010
	Standard 
	Mod_37_10

	Contact Details for Modification Proposal Originator


	Name:

Grainne O’Shea


	Telephone number:

01-7021138
	e-mail address:

grainne.oshea@esb.ie

	Modification Proposal Title:

Constraint Payment for Energy Limited Units

	Trading and Settlement Code and/or Agreed Procedure change? 

	T&S Code. 

	Section(s) affected by Modification Proposal:


	Section 5.101



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


	7.0

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

	The addition of a new section after 5.101 as follows
5.101     Subject to the physical capability of the plant, the Energy Limit used by the Market Operator in the Ex-Post Initial MSP Software Runs, Ex-Post Indicative MSP Software Runs, and in Settlement shall be the greater of:

1. either the Energy Limit for the Energy Limited Generator Unit u submitted as part of its Technical Offer Data or the re-submitted Energy Limit for the Energy Limited Generator Unit u submitted by the relevant System Operator in accordance with Appendix K “Market Data Transactions”, as appropriate for the relevant MSP Software Run; and

2. the sum of the Actual Output values (AOuh) multiplied by the Trading Period Duration in each Trading Period h in the Trading Day for the Energy Limited Generator Unit u,

and the derivation of the values of Energy Limit used in Ex-Ante Indicative MSP Software Runs are detailed within Appendix N “Operation of the MSP Software”.

CONSTRAINT PAYMENTS
5.101A The Market Operator shall calculate Constraint Payments (CONPuh) in respect of  Energy Limited Generator Units u in each Trading Period h and where the Dispatch Quantity (DQuh) exceeds the Market Schedule Quantity (MSQuh), the value of the Dispatch Offer Price(DOPuh) in each trading period shall be equal to the system marginal price (SMPh)

             CONPuh = TPD * (DQLFuh-MSQLFuh) * DOPuh 

Where TPD = Trading Period Duration and

DQLFuh = Loss Adjusted Dispatch Quantity for Generator Unit u in Trading Period h

MSQLFuh = Loss Adjusted Market Scheduled Quantity for Generator Unit u in Trading Period h.


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

	As the market operates, Energy Limited plant can be constrained to run, however there is no section in the code to address this issue (as it was not expected to arise). This results in energy limited plant running and receiving no renumeration.  The aim of this modification is to address the reality of the market operation by including a clause acknowledging that if energy limited plant is constrained on it should be rewarded in the market. 
It is believed the reasons for Hydro being constrained on are largely due to the operation of the LR algorithm. The MIPS algorithm, if used, results in a lower cost of generation and is considerably less likely to constrain hydro to run.


	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)

	If this mod is not implemented, hydro stations will continue to be constrained to run without renumeration.

It facilitates code objective no.3 “to facilitate the participation of electricity undertakings engaged in the generation, supply or sale of electricity in the trading arrangements under the SEM” and 6 “ to facilitate no undue discrimination between persons who are party to the code”.



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


Appendix 2- Alternative Proposals
Mod_37_10_V2 Constraint Payment for Energy Limited Units Version 2
	MODIFICATION PROPOSAL FORM


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


	Number:


	ESB PG
	10 November 2010
	Standard 
	Mod_37_10_V2

	Contact Details for Modification Proposal Originator


	Name:

Grainne O’Shea
	Telephone number:

01 - 7021138
	e-mail address:

grainne.oshea@esb.ie

	Modification Proposal Title:  

Constraint Payment for Energy Limited Units



	Trading and Settlement Code and/or Agreed Procedure change? 

	T & SC

	Section(s) affected by Modification Proposal:


	 Section 5.101

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


	Version 7.0

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

	The addition of a new section after 5.101 as follows:

5.101
Subject to the physical capability of the plant, the Energy Limit used by the Market 
Operator in the Ex-Post Initial MSP Software Runs, Ex-Post Indicative MSP Software 
Runs, and in Settlement shall be the greater of:

3. either the Energy Limit for the Energy Limited Generator Unit u submitted as part of its Technical Offer Data or the re-submitted Energy Limit for the Energy Limited Generator Unit u submitted by the relevant System Operator in accordance with Appendix K “Market Data Transactions”, as appropriate for the relevant MSP Software Run; and

4. the sum of the Actual Output values (AOuh) multiplied by the Trading Period Duration in each Trading Period h in the Trading Day for the Energy Limited Generator Unit u,

and the derivation of the values of Energy Limit used in Ex-Ante Indicative MSP Software Runs are detailed within Appendix N “Operation of the MSP Software”.

Constraint Payments

5.101A
The Market Operator shall calculate constraint payments (CONPuh) in respect of Energy Limited Generator Units u for Trading Day D when the sum of the Dispatch Quantity (DQuh) for a Trading Day (TD) exceeds the sum of Market Schedule Quantities (MSQuh) for the same Trading Day (TD). 

The value of the Dispatch Offer Price (DOPuh) for the excess of the sum of DQuh over the sum of  MSQuh for the Trading Day shall be equal to the average SMPh for periods when there is a Dispatch Quantity (DQuh) without a  Market Schedule Quantity (MSQuh).



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

	As the market operates, Energy Limited plant can be constrained to run, however there is no section in the code to address this issue (as it was not expected to arise). This results in energy limited plant running and receiving no renumeration.  The aim of this modification is to address the reality of the market operation by including a clause acknowledging that if energy limited plant is constrained on it should be rewarded in the market. 

This modification explicaity deals with the situation where the dispatch quantity for the trading day is greater than the Market Scheduled Quantity for that Trading day. It seeks renumeration for that generation on an average SMP basis which specifically excludes SMP for trading periods where there is an MSQ.

Simplified example demonstrating principle of algorithm. 
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Constraint Payment = 4* 24

It is believed the reasons for Hydro being constrained on are largely due to the operation of the LR algorithm. The MIPS algorithm, if used, results in a lower cost of generation and is considerably less likely to constrain hydro to run.



	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)

	If this mod is not implemented, hydro stations will continue to be constrained to run without remuneration.

It facilitates code objective no.3 “to facilitate the participation of electricity undertakings engaged in the generation, supply or sale of electricity in the trading arrangements under the SEM” and 6 “ to facilitate no undue discrimination between persons who are party to the code”.



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


Mod_37_10_V3 Constraint Payment for Energy Limited Units Version 3
	MODIFICATION PROPOSAL FORM


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

	ESB PG
	04 February 2011
	Standard 
	Mod_37_10_V3

	Contact Details for Modification Proposal Originator


	Name:

Grainne O’Shea
	Telephone number:

01 - 7021138
	e-mail address:

grainne.oshea@esb.ie

	Modification Proposal Title:  Constraint Payment for Energy Limited Units



	Trading and Settlement Code and/or Agreed Procedure change? 

	T & SC

	Section(s) affected by Modification Proposal:


	 Section 5.101

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


	Version 7.0

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

	The addition of a new section after 5.101 as follows:

5.101
Subject to the physical capability of the plant, the Energy Limit used by the Market 
Operator in the Ex-Post Initial MSP Software Runs, Ex-Post Indicative MSP Software 
Runs, and in Settlement shall be the greater of:

5. either the Energy Limit for the Energy Limited Generator Unit u submitted as part of its Technical Offer Data or the re-submitted Energy Limit for the Energy Limited Generator Unit u submitted by the relevant System Operator in accordance with Appendix K “Market Data Transactions”, as appropriate for the relevant MSP Software Run; and

6. the sum of the Actual Output values (AOuh) multiplied by the Trading Period Duration in each Trading Period h in the Trading Day for the Energy Limited Generator Unit u,

and the derivation of the values of Energy Limit used in Ex-Ante Indicative MSP Software Runs are detailed within Appendix N “Operation of the MSP Software”.

Constraint Payments

5.101A
The Market Operator shall calculate constraint payments (CONPuh) in respect of Energy Limited Generator Units u for Trading Day D when the sum of the Dispatch Quantity (DQuh) for a Trading Day (TD) exceeds the sum of Market Schedule Quantities (MSQuh) for the same Trading Day (TD). 

The value of the Dispatch Offer Price (DOPuh) for the excess of the sum of DQuh over the sum of MSQuh for the Trading Day shall be equal to the weighted average SMPh for periods when the Dispatch Quantity (DQuh) exceeds the Market Schedule Quantity (MSQuh).



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

	As the market operates, Energy Limited plant can be constrained to run, however there is no section in the code to address this issue (as it was not expected to arise). This results in energy limited plant running and receiving no remuneration.  The aim of this modification is to address the reality of the market operation by including a clause acknowledging that if energy limited plant is constrained on it should be rewarded in the market. 

This modification explicitly deals with the situation where the dispatch quantity for the trading day is greater than the Market Scheduled Quantity for that Trading day. It seeks remuneration for that generation on a weighted average SMP basis which specifically excludes SMP for trading periods where there is an MSQ.

Simplified example demonstrating principle of algorithm. 
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It is believed the reasons for Hydro being constrained on are largely due to the operation of the LR algorithm. The MIPS algorithm, if used, results in a lower cost of generation and is considerably less likely to constrain hydro to run.



	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)

	If this mod is not implemented, hydro stations will continue to be constrained to run without remuneration.

It facilitates code objective no.3 “to facilitate the participation of electricity undertakings engaged in the generation, supply or sale of electricity in the trading arrangements under the SEM” and 6  “to facilitate no undue discrimination between persons who are party to the code”.


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