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1 |INTRODUCTION

Secretariat welcomed all participants and thanked them for committing their time to the Working Group. A
high level overview of the Working Group process was provided covering timescales, communication and
the objective of submitting a Working Group Report with a Recommendation to the Modifications
Committee.
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2 BACKGROUND

Mod_04 19 Running Indicative Settlement on all days was received by the Secretariat on 6" February
2019. This modification was first raised at Meeting 89 on 20" February 2019 and discussed again at
Meeting 92 with a Working Group proposed at Meeting 93.

At Meeting 89 the Proposer summarised the rationale for this Modification Proposal stating that currently
indicative settlement is not run on non-working days and this proposal seeks to have indicative settlement
run on working and non-working days. The result of this is a large over collateralisation due to traded not
delivered volumes being exaggerated for days for which indicative settlement has not been completed. The
figures quoted in the Modification Proposal justification form were questioned by DSU representative with
the Proposer accepting he could not provide further clarity.

An MDP member confirmed that the above was previously assessed and was not progressed due to costs
that weren’t viable. They also confirmed that it is only Saturdays and Sundays all year around (and not all
holidays) when metering aggregations for indicative settlement are not run. TSO Member also advised that
this would also impact on their working processes and whilst already operating on a 7 day working week
there would indeed be an impact both in terms of data and resourcing. MO Member reiterated the TSO
position and confirmed this would be the same for the MO.

A discussion began around the possibility of using contingency data to minimise the impact. It was noted by
Participants that this might not actually reduce the issue and could actually exacerbate it, as indeed this
happened during Market trials with contrasting results. A further alternative whereby indicative settlement
runs were caught up on prior to the next credit report being determined was considered and deemed as
having potentials. This option would need to have an impact assessment done and it was agreed that this
would be explored first rather than assessing the impact of carrying out indicative settlement runs on non-
working days which would only be reconsidered if the alternative was not viable.

At Meeting 92 the proposer delivered a presentation on the progress of this modification and thanked
SEMO for the work they have put in to provide options for the next step in the process. The aim of this
modification was to reduce collateral burden on clients on five day period over the holidays. There was
proof of a significant financial strain on businesses. Proposer went through the options that SEMO had
proposed and advised that option 3 was the preferred option as it is feasible, simple and could be
implemented quickly.

There were six options available in total with only option 3 and 6 considered feasible. The proposer
confirmed that these two options could be reviewed in more detail with a decision being proposed at the
next meeting in August.

A generator member discussed the implications of option 3 and not running a credit report on the Monday
after a weekend or a bank holiday. It was advised that there should be an analysis of the amount of credit
that would not be collected if there is a bad debt and the possibility that the exposure to single units could
be large. Assessment needed to show if the credit report run on the Friday would be better than the Monday
report. SEMO noted as well that behaviour might change if it is known that a credit report will not be
processed on the Monday, therefore any analysis would be limited by the nature of the trading as it
happens in the current conditions.

A Supplier member asked if this fixes itself on Tuesday anyway. It was confirmed that yes that would be
correct, except it doesn’t deal with contract refusal which will have a significant impact once implemented.
Also, although there is a time to remedy, there is an obligation to act on Credit Cover Increase Notices
(CCINs). SEMO noted if you still have the last report of the Monday, it is not guaranteed that the Indicative
will be fully run in time and there would be no possibility to update Credit postings, however the time to
remedy will be based on working hours therefore it would still allow for a full working day after publication to
finish after cob Tuesday. If credit report and CCINs instead are issued on a Tuesday, data would likely be
more accurate.

Another question was raised if settlement report was not published could you skip the credit report on the

Friday? SEMO stated that option 6 parameter change could not come through and might have impact —it
would be static. A generator alternate stated that they wouldn’t be keen to have the same parameters for
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working day and non-working days. The proposer suggested a Working Group may be required to tease out
all options and analysis would provide a great deal of value.

Secretariat explained the process for Working Group and the terms of reference initiate with a modification.
Terms of reference can still be issued based on this modification, even though, as currently drafted, it refers
to one of the unfeasible options. The WG final report would clarify whether the original Mod should be
withdrawn and replaced by a new modification. The current proposal has been deemed not feasible and a
Working Group will be created to discuss the merits of all different solutions.
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3 DISCUSSION

Overview & Background

The proposer of this modification made an introduction and delivered a reminder of the original presentation
which was shown at Meeting 92 on 27" June 2019. He summarised that the aim of this proposal was to
reduce the collateral requirement and come away with a recommendation to go to the Maodifications
Committee by 10™ of October 2019.

When the modification was first discussed it was acknowledged that an unfair increase in exposure on the
first Working Day after a weekend or a Bank Holiday was a problem. Six options were investigated and it
was found that 2 options were not feasible, 2 very complex and lengthy, 1 simple feasible and one other
feasible complex option not preferred and not feasible.

It was noted that the 2 complex options would require further investigation. The feasible complex one would
involve system changes and the feasible simple is the preferred option which would mean cancel a report
after a bank holiday or weekend.

SEMO delivered a presentation on the analysis that was carried out on Credit Cover Requirements data
and how it changed from Fridays to Mondays. They looked at a sample of dates over weekends and bank
holidays and went through percentages and individual values. The proposer compared the results on
graphs with their own data confirming the trend.

The most relevant time period was Easter as there is a break from Thursday to Tuesday. The material
example shows significant issues for 14 participants while the remaining majority are covered. The proposer
noted that gas prices are low at Easter so this is a benign time so it could get worst in winter with high
prices and around Christmas.

The RAs expressed their shock at the increase in values with some increasing as much as 12.5 times. The
presenter explained that requirements could swing from negative to positive. Generators are always
negative in the beginning and the figure for small to moderate windfarms seems correct.

A DSU member also explained that this is in line with selling into the ex-ante market.

The RAs stated that when they did credit parameters SEMO and Market Reform did analysis and set those
parameters to avoid spikes like this. There shouldn’t have been spikey credit increases whilst waiting for the
settlement report. It was agreed that there was definitely an issue for longer bank holidays. Questions were
raised on whether this is preventing ex-ante participants from entering ex-ante market or trading freely.
SEMO also brought to the WG attention that there are obligations to communicate with ECC any time a
suspension order is being issued. Should a breach occur on a Tuesday, either before a normal weekend or
a bank holiday, the 3 days to resolve it would expire on Friday; if a Credit Cover Report is not run in the
morning of the next available Working Day to check if the situation has been rectified, SEMO could either
go ahead with the suspension order or could wait till the report is run in the afternoon , effectively given an
additional day to the potential defaulter. SEMO will need to act with a degree of flexibility to run the early
reports in such circumstances to avoid unnecessary suspension, if remedial action has been taken, and to
contain the increased risk to the market.

It was summarised that option 3 was regarded as the most favourable option. An RA member expressed his
great concerns about this option. RAs and SEMO had running agreement around putting in place contract
refusal in the ex-ante markets, however cost provided from an Impact Assessment made it very difficult to
implement. It is the RAs understanding that Contract Refusal would go some way towards limiting the issue
with increased cover requirements. It was understood that credit reports cannot be run at the weekend and
they understood that constraint. The concern is that a participant could trade way beyond their collateral
position at the weekend and this could build over the bank holiday. Option 3 would give them more time just
for the only purpose of reducing instance of high spikes in Credit Cover Requirements. The cancellation of
the credit report makes a bad sub optimal position even worse.

A supplier member noted that contract refusal wouldn’t reduce the level of collateral — still the same issue
as the above. It would impact trade if not delivered. This would affect the undefined exposure period. It had
the effect of reducing other areas of collateral requirement therefore would not necessarily address the
issue discussed here.
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A generator member stated that they were in the position of having a Settlement Reallocation Agreement
and there could be participants who are not collateralised for a number of those days, however, they also
felt uncomfortable with removing Credit Cover reports.

Option 4 and 5 on the list of options was reviewed and discussed. SEMO explained that these were more
complex solutions and did not resolve the concerns about the build-up of risk over the weekend. A DSU
member stated they would be in favour of option 4 as it seeks to get the calculations correct. One way of
doing it would be to weigh up and assess energy delivery imbalance without doing whole settlement. Other
options were explored including using Metered Data or Dispatch Quantities in credit reports before
settlement is run. However these options were dismissed by Settlement representatives as not possible
with the current system. Other options explored by the proposer, included calculating an average of
previous day Traded Non Delivered Quantity instead of waiting for the Settlement run to complete or using
contingency and estimated data. This was also considered unfeasible and non desirable as it could cause
unintended consequences or have the opposite impact in particular for units coming back after an outage.
Also settlement runs cannot be completed without a full set of data.

It was also noted that systems are not designed for any of the above proposals to be implemented as
manual processes. The Working Group was requested to consider the increased risks of rogue trades to be
incurred versus over collateralisation if choosing option 3.

The possibility of not running credit reports for a particular participant such as Wind which is more impacted
by this change. A SEMO settlement representative confirmed they could do this but could not publish partial
reports. It was noted that it would be difficult to select which unit should avail of this option as it impacted
more unit types than just Wind.

A DSU member stated that generally DSUs are not participating in ex-ante markets so the issue is low on
priority. State aid changes will make them equal to any other standard Generators and therefore they will
also be impacted. As it stands there is very little ex-ante trading from DSUs.

Option 4 was looked at again. The RAs stated that they would prefer to explore alternatives to option 3 if
possible as a modification that increases the risk of market exposure will not be welcome. The proposer
noted that exposure is there already. There will never be a perfect way to stop someone from doing this.
Timing of NEMO s just too quick for meaningful intervention.

SEMO asked the proposers what the main concerns were in having CCINs that would be likely cancelled in
subsequent reports within the time of remedy. It was reaffirmed that it is not efficient to have to increase
collateral to continuously avoid CCINs. It was asked if it would not recalculate the following day but was
refuted that you could take the risk that everything will be in order in settlement and stakeholders would not
accept ignoring CCINs as practice. When the settlement period wasn’t run, the credit reports were run
which creates a risk for participants that their CCINs would not be cancelled in time. Breaches should be
avoided as much as possible.

A discussion then ensued around settlement and reporting. If the settlement doesn’t catch up on the
settlement runs, SEMO should not create the credit reports. However it was reiterated that there is a Code
obligation to run the report at least once a day.

RAs admitted that possibly their concern is such an extreme case and that there is no actual remedy at this
point in time. SEMO then noted that the best option was still option 3 and it should be possible to ensure
that the last credit run would be completed at 5pm on the working day after the bank holiday/weekend. It
was discussed at previous meetings, that the last run can’t guarantee all indicatives being included.
Improvements on the settlement systems have been carried out and the situation has improved on running
timelines with the likelihood of at least one or two runs being captured regularly.

DSU member noted that it is down to indicative settlement going through. Monday prior to the Working
Group all 3 indicatives were run by the end of the day. The proposers agreed that this was a satisfactory
outcome as if 2 indicatives are run before the credit report it turns a Bank Holiday into a normal weekend
which is less onerous.

An MDP member noted that since ISEM there have been a lot of changes to timings especially at the
request of Windfarms that want data sent to SEMO as late as possible to be more accurate. SEMO asked if
there was a possibility of anticipating issuing of data on Working Days after weekends/Banks Holidays, on
the understanding that it could prejudice accuracy, and MDPs confirmed that timings can be changed for
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those scenarios. The combination of earlier data sent to SEMO, a prioritisation of Indicative runs before the
last Credit Cover Report, and the cancellation of the first 2 Credit Reports in the first Working Days after
weekends/Banks Holidays, would significantly reduce the occurrences of breaches and CCINs, therefore
delivering a solution that seems to address the concerns of the proposers. This does not increase market
risk as the last report of the day would have the most accurate position and the time of remedy would
remain unchanged. Questions were raised on whether that should only apply to Bank Holidays or all
weekends. According to the proposer having this applied to the weekend does not introduce additional risks
therefore it should be considered. It was agreed that the proposer would draft the changes for the Panel to
discuss.
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4 RECOMMENDATIONS

SEMO gave a summary of what was discussed above and outlined the main points below.

e There is a risk in the market on ex-ante rogue trading and this is unavoidable without the
implementation of Contract Refusal,

e Improve situation by improving timelines for meter data noting that metered data quality may be
compromised;

e Prioritise Indicatives on Working Days after weekends/Banks Holidays and just run the last 5pm
report of the day.
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5 NEXT STEPS & ACTIONS

ACTION

e Secretariat to draft Working Group 1 Report — this will then be sent for Attendee Review and
subsequently provided to the Modifications Committee;

e Proposer will issue version 2 of this modification proposal to be discussed at the October
Modification’s meeting following a review by the Working Group attendees.
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6 APPENDIX 1 -IWEA MODIFICATION PROPOSAL

Proposer Date of receipt Type of Proposal Modification Proposal ID
(Company) (assigned by Secretariat) (delete as appropriate) (assigned by Secretariat)
IWEA 06 February 2019 Standard MOD_04_19

Contact Details for Modification Proposal Originator

Name Telephone number Email address

Andrew Burke andrew.burke@turnkeydev.com

Modification Proposal Title

Running indicative settlement on all days

Documents affected . Version number of T&SC or AP used in
Section(s) Affected

(delete as appropriate) Drafting

T&SC Part B G.2.5.1

Agreed Procedure 15 Section

T&SC Part B 3.1 h
As published 7 April 2017
Agreed Procedures Part B | Agreed Procedure 16 Section

2.2

Explanation of Proposed Change

(mandatory by originator)

Currently, indicative settlement is not run on non-working days, this modification seeks to have
indicative settlement run on working and non-working days

Legal Drafting Change

(Clearly show proposed code change using tracked changes, if proposer fails to identify changes, please indicate best
estimate of potential changes)

T&SC G.2.5.1 (a)

Indicative Settlement Statements for Trading Payments and Trading Charges shall, in respect of
each Settlement Day in a Billing Period, be produced and issued to all Participants in respect of
their Units by 17:00 on Settlement Day + 1\4/D
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T&SC Appendix L

Meter Data Providers shall provide the Meter Data listed in paragraph 3 to the Market Operator
required for each Settlement Day by 14:00 on the first \Week Day after the Settlement Day as
described in Agreed Procedure 16 "Provision of Meter Data".

Agreed Procedure 6

Energy Market Financial Publication - Daily, Settlement Day + One werking day by
Indicative HH:MM
Energy Market Information Publication - Daily, Settlement Day + One werking day by
Indicative HH:MM
Metered Generation Information Daily, Settlement Day + One werking day by
Publication - Indicative HH:MM

Agreed Procedure 15, 3.1

Produce and issue indicative Settlement Before 17:00, 1 WD after the end of each
Statements and Settlement Reports for

settlement
each Settlement Day.

Agreed Procedure 16, 3.1

Each-\Week Day, by 14:00 on the next Week

Generation Metering for indicative
Day (D+1)

Settlement

Aggregated Inter Jurisdiction Metering for | Each-Week Day, by 14:00 on the next Week
indicative Settlement Day (D+1)

Aggregated Demand Metering for indicative | Each-Week Day, by 14:00 on the next Week
Settlement Day (D+1)
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Modification Proposal Justification

(Clearly state the reason for the Modification)

e Indicative settlement only takes place on working days; so, on a Monday, before the
indicative settlement run, a unit selling into the ex-ante markets is deemed to have sold
on Friday, Saturday and Sunday, but produced no power. This leads to a traded not
delivered exposure when the 09:00 and 12:00 Credit reports are run

e Furthermore, when the 15:00 Credit report is run the unit will now have also sold into the
Day Ahead auction at 11:00 on Monday exacerbating the situation

e Asaresult, the collateral requirement for units in the imbalance market is increased —
especially over Easter / Christmas, when there can be 4 consecutive non-working days

e For an average imbalance price of €66.52/MWh (the average in I-SEM at the time of
drafting this modification) the additional cost of these 4 extra days equates to
€6,385.92/MW. Noting that 8266MW of de-rated capacity, in addition to wind units was
successful in the 2019-20 T-1 Capacity Auction, this equates to almost €53 million of
additional cost before wind units are included

Code Objectives Furthered

(State the Code Objectives the Proposal furthers, see Section 1.3 of Part A and/or Section A.2.1.4 of Part B of the T&SC
for Code Objectives)

A2l14c

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

A2.1.4d

To promote competition in the Single Electricity Market

A214f

To ensure no undue discrimination between persons who are parties to the code
A2l4g

To promote the short term and long-term interest of consumers of electricity on the island of
Ireland with respect to price, quality, reliability and security of supply electricity

Implication of not implementing the Modification Proposal

(State the possible outcomes should the Modification Proposal not be implemented)

The current situation provides a barrier to new entrant capacity and limits the ability of existing
units to participate in the ex-ante markets.

This mutes the ability of the ex-ante markets to provide a market signal and reduces their validity
in providing an index price

Working Group Impacts
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(State if Working Group considered necessary to
develop proposal)

(Indicate the impacts on systems, resources, processes

and/or procedures; also indicate impacts on any other

Market Code such as Capacity Marker Code, Grid Code,
Exchange Rules etc.)

No

Resources:

Currently this process is run on working days only,
if adopted the same process will need to be run
on non-working days

Please return this form to Secretariat by email to balancingmodifications@sem-0.com
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