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Our Ref: 37084
Trading and Settlement Code Modifications Committee

c/o Marie-Therese Campbell 
SMO Modifications Committee Secretariat
The Oval 

160 Shelbourne Rd

Dublin 4
SEM Committee Decision for the Regulatory Authorities on Mod_72_07 (Modification Recommendation Report FRR_72_07)

Dear Marie-Therese
On 5th March 2008, the Modifications Committee submitted its initial Recommendation Report with regard to a Modification Proposal, Mod_72_07 (Correction of Excessive Credit Cover Requirement), in accordance with paragraph 2.231 of the SEM Trading and Settlement Code (the Code).  
The modification, which was originally proposed by Airtricity, seeks to revise the Code with regard to the method for the calculation of a Participant’s Required Credit Cover so that a Participant with both Generator Units and Supplier Units will get the full value of its generator output, offsetting its Supplier Unit liability.  This is stated to be necessary due to the fact that the current algebra ignores the credit benefit to the Pool from a Participant having both Supplier and Generator Units.

On 26th March 2008, the SEM Committee directed, in accordance with paragraph 2.218 of the Code, that further work was required on the Final Recommendation Report. The SEM Committee noted that the revised report should take account of the impact of the proposal on competition in the market, on credit cover and the collateralisation of the market in general, and on other sections of the Code. The SEM Committee further noted that the report should explicitly identify the costs and timescales for implementation and report on the consultation carried out by the Modifications Committee on Modification Proposal Mod_72_07.
On 9th July 2008, the Modifications Committee submitted a revised Final Recommendation Report with regard to Modification Proposal Mod_72_07 (Version 2).

The SEM Committee notes that the Modifications Committee unanimously recommended that this modification should be made and that it should be implemented on a Settlement Day basis.  The SEM Committee notes that the Modifications Committee recommends that the Implementation Date should be consistent with the delivery of the Market System Development Plan (MSDP) implementation, the date of which was to be confirmed.  The SEM Committee further notes that the Modifications Committee states that “a change to the MSDP at this change (sic) is likely to incur a delay in the MSDP project delivery date”.  However, Section 2 of the report (wrongly) states that the implementation of the RCC calculations is part of the MSDP scope.  The same section states (in error) that the proposal impacts upon paragraph 3.90 of the Code.  The implementation cost of the proposed modification is stated to be in the range of €15,000 to €30,000.
The SEM Committee notes that the report does not address the impact of the proposal on competition in the SEM as directed on 26th March 2008.  The SEM Committee is disappointed by this failure and the other defects in the Modifications Committee report identified above. Given that these defects are not isolated incidents, other defects in previous reports having been identified in the relevant SEM Committee decisions, the SEM Committee would strongly suggest that the Modifications Committee put in place a formal process for the approval of their reports which should include a specific review and proof-reading stage prior to the actual sign-off by the Modifications Committee chairperson or vice-chairperson.




The SEM Committee has considered the effect on competition of the proposals in Mod_72_07 and notes that they will provide efficiency benefits to Participants with both Generator Units and Supplier Units but not to any Participant with only Supplier Units.  There must therefore be an effect on competition.  The SEM Committee takes the view however that, given the ability of Participants with both types of Units to use Settlement Reallocation Agreements to achieve a very similar effect to that of the proposal, the competition effects must be small, whereas the operational efficiency benefits to affected Participants should be significant. 

Accordingly, in accordance with paragraph 2.218 of the Code, the SEM Committee decides that a modification be made in accordance with the revised Final Recommendation Report of the Modifications Committee (FRR_72_07 (Version 2)).  The RAs therefore direct that the modification as set out in FRR_72_07 (Version 2) be made on a Settlement Day basis with effect from a date to be determined.  
The RAs further direct the Modifications Committee, in conjunction with the Market Operator, to determine and to propose to the RAs a date for the implementation of Mod_72_07.  Following receipt of that proposal, the RAs will direct the date for Mod_72_07 to take effect. 
Yours sincerely,

_________________







David Naughton 







Manager – Wholesale Electricity Market
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