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1. MODIFICATIONS COMMITTEE RECOMMENDATION

RECOMMENDED FOR APPROVAL- UNANIMOUS VOTE

Recommended for Approval by Unanimous Vote

Andrew Burke (Chair) Renew;iﬁi e;nerator Approve
David Caldwell Supplier Member Approve
Nick Brown Supplier Alternate Approve
Eoin Murphy Assetless Member Approve
Stacy Feldmann Generator Member Approve
Harry Molloy Generator Member Approve
Javaid Waqas Generator Alternate Approve
Julie Anne Hannon Supplier Alternate Approve
Andrew McCorriston Generator Member Approve
Nick Heyward Flexible Participant Alternate Approve
Peter Brett Supplier Member Approve

2. BACKGROUND

This Modification Proposal was raised by EirGrid / SONI and received by the Secretariat on 4t June
2026 and raised and voted on at Modifications Committee Meeting 135 on 18t June 2026.

In March 2024, the SEMC published a paper on Compensation Arrangements for Net Transfer
Capacity (NTC) Reductions (SEM-24-025). This clarified the circumstances under which
interconnector owners are entitled to compensation when the System Operators reduce NTC.

The SEMC issued a further update to this decision in response to a request seeking
clarification on its legal status, specifically in relation to compensation payable by
Transmission System Operators (TSOs) to interconnector owners for unallocated capacity.
This update can be found here: Update to SEM Decision SEM — 24-025 “Compensation
Arrangements for Net Transfer Capacity Reductions” dated 28 March 2024

Subsequent to this update, the SEMC wrote to the TSOs on 21 January 2026, setting out that,
at the December 2025 SEMC meeting, it was determined that compensation should be made
on an all-island basis and that Imperfections Charges are the most appropriate vehicle for this
process. As per the December 2025 SEMC meeting minutes, Agenda Item 5 - “The Committee
discussed key aspects of NTC reductions compensation issue. The Committee decided that
NTC reductions compensation for relevant interconnectors should be recovered on an all-
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island basis through the imperfections charge”. A copy of the meeting minutes can be found
here for reference.

Following the decision, the SEMC requested that the TSOs progress any potential Trading
and Settlement Code modifications necessary in order to process the NTC compensation
payments through the imperfections tariff for the 2026-27 tariff year.

In the absence of an RA maodification proposal to give effect to the SEMC decision, the System
Operators have facilitated this modification proposal to ensure that the intended All-Island
recovery of Interconnector NTC Reduction Compensation Amounts can be implemented in a
timely and effective manner.

In this context, this modification proposal seeks to facilitate the recovery of compensation
payments arising from NTC reductions through the Imperfections Charge, to be administered
by the Market Operator. As payments to any relevant Interconnector Owner are due under
contracts between the relevant System Operator and any relevant Interconnector Owner, the
modification also creates a mechanism for collected money to be passed from the Market
Operator (“the MQO”) to the relevant System Operator for onward payment to any relevant
Interconnector Owner.

To facilitate the SEMC determination, this proposal has been drafted so as to:

e Include “Interconnector NTC Reduction Compensation Amounts” in the calculation of
Imperfections Charges under F.12.2.1 and in the definition of “Imperfections Charges”.

o At F.23.1 establish the mechanism by which the relevant System Operator will notify
the Market Operator of an Interconnector NTC Reduction Compensation amount.

o At F.23.2 set out the responsibilities of the Market Operator following receipt of a notice
from the TSOs to issue an NTC Manual Settlement Document and pay the
Interconnector NTC Reduction Compensation Amount to the relevant System
Operator. The inclusion of the requirement to issue a Manual Settlement Document is
intended to provide an auditable and traceable mechanism for processing NTC
compensation payments.

e At F.23.3, establish a safeguard to allow for the deferral of payments of any
Interconnector NTC Reduction Compensation Amount(s) to a System Operator in the
event that the payment of such amount(s) would result in a negative Available Working
Capital position for a given Billing Period. Any such payment shall be deferred to a
subsequent Billing Period, again subject to the Available Working Capital position.
Further, in the event that multiple amounts have been deferred, F.23.3 includes a
requirement for the Market Operator to pay any deferred amounts in chronological
order, based on the date of receipt of notice of the relevant Interconnector NTC
Reduction Compensation Amount from the relevant System Operator.

The drafting proposed in this modification is intended to establish a clear and transparent
framework for the settlement and payment of Interconnector NTC Reduction Compensation
Amounts in line with relevant SEMC decisions. It is aimed at ensuring alignment between
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regulatory requirements, including the recovery of costs via the Imperfections Charge, and the
operation of the Trading and Settlement Code.

3. PURPOSE OF PROPOSED MODIFICATION

3A.) JUSTIFICATION OF MODIFICATION

The justification for this modification proposal, as set out below, has been provided by the
Regulatory Authorities:

This Modification Proposal is raised to give effect to a determination of the SEM Committee in
respect of the treatment and recovery of compensation arising from Net Transfer Capacity
(NTC) reductions.

In March 2024, the SEM Committee published its decision paper on compensation
arrangements for NTC reductions (SEM 24 025), which clarified the circumstances under
which interconnector owners may be entitled to compensation where System Operator actions
reduce available transfer capacity.

Following this, the SEM Committee considered the appropriate funding and cost recovery
approach for such compensation. As recorded in the SEM Committee meeting minutes of
December 2025, the SEM Committee decided that compensation amounts arising from NTC
reductions should be recovered on an all-island basis.

This position was subsequently confirmed in formal correspondence issued to the System
Operators on 21 January 2026, in which the SEM Committee set out that the Imperfections
Charge represents the most appropriate mechanism for the recovery of these costs and
requested that the necessary Trading and Settlement Code (TSC) changes be progressed to
enable implementation in the 2026/27 tariff year.

The rationale for this approach reflects the SEM Committee’s view that actions taken by
System Operators which give rise to NTC reductions are undertaken in the interests of
maintaining the security and efficient operation of the all-island electricity system. As such, the
associated costs should be socialised across market participants on an all-island basis, rather
than being borne on a jurisdictional basis.

At present, the TSC does not explicitly provide for the recovery of Interconnector NTC
Reduction Compensation Amounts through the Imperfections Charge. This creates a lack of
clarity and transparency in relation to the treatment of such payments within the settlement
framework and does not reflect the SEM Committee’s determination.

The proposed modification addresses this gap by:

e explicitly including Interconnector NTC Reduction Compensation Amounts as
recoverable costs within the Imperfections Charge; and
e introducing the necessary provisions to facilitate the processing, settlement and
payment of these amounts to the relevant System Operators by the MO.
Implementing this modification will ensure that the TSC is aligned with SEM Committee policy,
provides a clear and robust settlement mechanism, and enables the timely recovery of these
costs through tariffs in accordance with regulatory expectations. It will also enhance




Final Recommendation Report Mod_03_26

transparency and regulatory certainty for market participants by codifying the treatment of
such payments within the TSC.

3B.) IMPACT OF NOT IMPLEMENTING A SOLUTION

A failure to implement this modification could lead to:

- Misalignment with SEMC’s binding regulatory decision: Non-implementation of
this proposal would result in the TSC failing to reflect the SEMC decision, thus
leading to the TSC being non-compliant with a regulatory direction.

- Inability of System Operators to finance the activities which are the subject of
obligations imposed on them: System Operators may have a duty to make
payments with no ability to recover the costs of actions taken to ensure system
security.

3C.) IMPACT ON CODE OBJECTIVES

The aim of this modification is to further the following objectives of the Trading & Settlement
Code —

to facilitate the efficient discharge by the Market Operator of the obligations imposed upon
it by its Market Operator Licences

e to provide transparency in the operation of the Single Electricity Market;

4. WORKING GROUP AND/OR CONSULTATION

N/A
5. IMPACT ON SYSTEMS AND RESOURCES

No System Changes are required. New internal process between the M O and each System
Operator to be put in place.

6. IMPACT ON OTHER CODES/DOCUMENTS
N/A
7. MODIFICATION COMMITTEE VIEWS

MODIFICATIONS MEETING 135 — 18™ JUNE 2026

The Proposer delivered a presentation on this Modification Proposal giving a brief background on the
decision published by SEMC which dealt with compensation arrangements in 2024 determining that the
financial impact deriving from the reduction of an Interconnector’s Net Transfer Capacity (NTC) should
be recovered on an all-island basis. In January 2026, it was advised that the Market Operator was to
recover the NTC compensation via Imperfections from tariff year starting Oct 1st, 2026, onwards and
this proposal is enacting that decision.

The Proposer displayed process flows and noted that imperfection forecasts were already submitted to
the RAs for 2027 including the historic amounts that have been or could be claimed by Interconnector
Owners.
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An overview of the legal drafting was given, and the Members were informed that comments had been
raised by the RAs so an update to the Legal Drafting of paragraph F.23.1 was added to the slides in
relation to the information to be provided from the TSO to the MO. It was confirmed that some further
review was needed on the wordings around the timelines for processing the claims replacing references
to 5 Working Days with references to Billing Period, however, they were minor amendments and being
this a process outside the system did not change the fundamentals of the proposal or impact any other
process. The Proposer suggested these could be included in the Final Recommendation Report (FRR).

The Chair asked for clarifications about the historical amounts. The Proposer confirmed that the
imperfection forecasts would contain details of these amounts, but the value included relating to the
sole claimant at this point, Moyle Interconnector, was in the region of €26M. An annual figure could not
be provided, but it was confirmed that these referred to the period from 2021 and since late July 2024
NTCs reductions have been used very sparingly by the control center. A report is published on a
quarterly basis to show when NTC was reduced.

A Supplier Member voiced concerns about the lack of information on how the decision on recovery of
historical data should be achieved and whether it could be spread over more than just one year. Also,
the impact on the reserve going forwards was unknown, and it was noted that Members were unable
to find details about historic compensation. It was voiced that Suppliers had to build these additional
costs into tariffs with very limited forecasting means.

The Proposer understood this point but explained that some amounts were confidential because
resulting from contractual obligations and Members should be mindful of this.

A Generator Member echoed the Supplier Member’'s comments of potentially recovering it over more
than one year while noting also the need for more transparency as this could potentially be a large step
change in the tariff. It was advised that Market Participants needed to see all details about when NTC
reductions are utilized including the reasons for the reduction, and the quarterly reports only showed
when the compensation was being paid out. Generator Member also queried that settlement of 5
Working Days and asked if it had been tested as a reasonable timeframe. MO Member gave assurance
that it had been evaluated with the finance team and this being manual invoicing did not depend on
other system’s timelines and it was feasible to be adhered to.

The SO Member clarified a few points noting that there was another potential amount for NTC
reductions to be included in the Imperfection forecast in relation to EWIC approximately of the same
magnitude as the one quoted above but yet to be claimed. The assumption going forward is that the
forecast component would be zero for future tariff's years once the historical amount is recovered as
demonstrated by the minimal amounts since late July 2024 onward, and if any occurred, they will be
passed through the K Factor recovery process. This was due to the fact that SO policies had been
updated to only use NTC reduction as a last resort giving precedence to SO-SO trades and letting more
risks being absorbed into the Balancing Market.

RA Member shared a document on the screen with a list of comments they had raised with SEMO and
the TSOs and read them through as set out below.

Section Proposed drafting Comment

Glossary: Interconnector
Reduction Compensation
Amount

means an amount due from a
System Operator to an
Interconnector Owner,
pursuant to any relevant
contract between the relevant
Interconnector Owner and the

Not clear from the definition (i)
whether the amount could be
due in the future, in which case
the provisions allow the
System Operator to be paid in
advance, or (ii) whether the
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relevant System Operator, in
respect of System Operator
actions affecting Interconnector
net transfer capacity.

amount must have fallen due
already, in which case the
System Operator is paid only in
arrears.

Definition should be clear on
this.

Glossary: NTC Manual
Settlement Document

means a manual settlement
document issued by the Market
Operator to a System Operator
in relation to an Interconnector
NTC Reduction Compensation
Amount in accordance with
section F.23.

Definition should be along the
along the lines of the definition
of “Settlement Document’, e.g.:

"means a statement of the
payments required to be made
by the Market Operator to a
System Operator for an
Interconnector NTC Reduction
Compensation Amount, as
detailed in F.23".

F.23.1 A System Operator may submit | This provision should state
a notice to the Market Operator | what information should be
in respect of an Interconnector | included to constitute a notice
NTC Reduction Compensation | under this section.
Amount.
F.23.3(b) subject always to this The definition of Billing Period
paragraph F.23.3, payment of isn't 5 Working Days, it’s:
the Inte.r connector N TC, “means one week commencing
Reduction Compensation at 00:00 each Sunday.”
Amount shall be deferred for
five (5) Working Days. ...
Under F.23.3 the payment
should be deferred to the last
Settlement Day (or something
similar) falling within the next
Billing Period (when the
Working Capital Amount is
recalculated), not deferred for 5
Working Days.
F.23.3 Where an Interconnector NTC | It's not clear that "Where an

Reduction Compensation
Amount is due to be paid to a
System Operator in a Billing
Period, and the Available

Interconnector NTC Reduction
Compensation Amount is due
to be paid" refers to 5 Working
Days after the receipt of the

8
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Working Capital Amount for notice or any subsequently
that Billing Period minus the deferred date.

relevant Interconnector NTC
Reduction Compensation
Amount is negative, then: ... Suggest the following wording:
"Where an Interconnector NTC
Reduction Compensation
Amount is due to be

paid to a System Operator on a
Settlement Day falling within a
Billing Period, either in
accordance with F.23.2 or any
as a result of any prior deferral
in accordance with this F.23.3,

The MO Member replied that these had been received at short notice before the meeting and the best
effort was made to include them as appropriate. A response to the comments was issued just before
the meeting and the revised slide pack from the Proposer reflected some of those comments. In relation
to the content of the notice, which was included in the revised pack, and the use of Billing Period for
which the Proposer had advised that the detailed wording was being reviewed to be submitted in the
Final Recommendation Report (FRR). The comments not included were because of the following
considerations: in relation to clarifying whether the payments can be ex-ante or ex-post, it was
considered that the definition proposed refers to ‘contractual arrangements... in respect of SO actions’
therefore didn’t require further clarifications; in relation to the definition of NTC Manual Settlement
Document the definition was intentionally not linked to the standard Settlement Document, but to the
existing Manual Settlement document instead, due to the similar nature of the two documents. RA
Member replied that the provisions of the Trading and Settlement Code should generally be written so
that all interested parties could understand them, not only those with expertise on the background.

The Chair voiced concerns that queries were being discussed at this meeting between RAs and SOs
and left the Members questioning if they should vote or not. Both parties agreed that the proposal could
go to a vote, and the legal drafting queries were minor in nature and could be outlined in the Final
Recommendation Report (FRR).

Supplier Alternate voiced concerns with the RAs about the process, the levying of these costs, and the
appropriate place to levy them. It was queried why it was not consulted on as the extent of these costs
could make the Imperfection balloon. RA Member advised they would take that comment away as they
did not have details regarding the initial decision process.

It was also requested that the TSO could provide a range of how high these costs could go, and it was
asked if the costs could be higher once the Celtic Interconnector came in.

SO Member noted that all actions taken now are SO/SO trades and not NTC reduction. It was advised
that the forecast for this was zero for next year with the cost expected, if any, to be marginal and limited
impact to single days because it was not expected to have such a high level of security of supply events
recurring. SO Member provided assurance that the addition of the Celtic interconnector would not make
any difference to the management of the security risks, also it is expected that the Celtic Interconnector
would be importing more than exporting therefore helping to manage that security risk.

Generator Member agreed with the need for transparency asking what information would be made
available in the Imperfection forecasts. It was noted that supplementary costs should be called out

9
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specifically and there should be a distinction shown between actual costs and future projected costs.
Generator Member echoed the comments and requested more details on how SO-SO trades and NTC
reduction are managed plus how the impact on the K factor will be reported.

Another Generator Member discussed future forecasts longer term in the context of the increase in
volume of Interconnection. It would be good to understand the scenarios and what are the
circumstances that would result in the use of NTC reductions.

The Proposer noted that the scenarios were managed as only as a last resort option, and the Balancing
Market Principal Statement (BMPS) would have the details of the policy.

Supplier Member echoed the concerns above and advised NTC reduction should be looked at as a last
resort and only when there is effective liquidity in the market. A question was raised as to what would
happen if NTC were a more economical option than an SO/SO trade and how can Members evaluate
that given the confidentiality of the contractual arrangements. Also, Participants had no mechanism to
shadow calculate the payments and check that they were applied correctly.

SO Member reminded the Committee that the NTC reductions were not based on economical
assessments but purely on a security of supply basis coordinated between jurisdictions.

The Proposer also added that reductions would not be known ahead of time, and the recovery of money
could only be applied to events that have already happened. Assurance was given that NTC reduction
will continue to be published in the quarterly reports and potentially Participants could make estimate
by analyzing those reports.

RA Observer summarized that from the RA perspective they were satisfied that System Operators only
use NTC as a last resort. It was advised that the SEMC had requested the SOs to provide regular
reporting, which the SO have complied with, to address the issue of transparency and in term of the
decision this was considered the best approach for an all-island recovery because it was felt that the
benefit of the security of supply actions were being felt on an all-island basis. It was also noted that a
certain pressure to this Modification came from the need to align it with the timeline for a decision on
the Imperfection tariff so that if a vote was not reached today, then it would be requested to convene a
further meeting at short notice for the sole purpose of voting.

Some Members still noted their concerns for voting on a proposal where there were ongoing internal
queries between the RAs and SOs. The Chairperson asked for reassurance that these changes were
minor, and a vote could be taken with legal drafting changes expected in the FRR. The RA Member
and SO Member provided this assurance, and an agreement was made to vote on this proposal.

The Chairperson and Secretariat reminded all attendees that proposals are issued 10 working days in
advance and any queries in relation to a submission should be addressed before the meeting takes
place as highlighting issues late can only lead to confusion for Committee Members and delays in the
process.

8 PROPOSED LEGAL DRAFTING

As per Appendix 1 with the following amendment in italic below:

Interconnector NTC | means an amount due from a System Operator to an
Reduction Interconnector Owner, pursuant to any relevant contract between
the relevant Interconnector Owner and the relevant System

10
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Compensation
Amount

Operator,—in—respect—ef where the System Operator actions
affecting has reduced Interconnector net transfer capacity (NTC).

NTC Manual
Settlement
Document

/neans a statement of the payments required to be made by the

[Formatted: Font: Italic, Font colour: Red

Market Operator to a System Operator for an Interconnector NTC
Reduction Compensation Amount (i) in _respect of a specified
period and (ii) in accordance with section F.23, which is issued by
the Market Operator to the relevant System Operator when an
Interconnector NTC Reduction Compensation Amount is due.

F.23.1

F.23.3

A System Operator may submit a notice to the Market Operator jndicating the

[Formatted: Font: Italic, Font colour: Accent 2

amount claimed in the relative currency, the affected Interconnector Owner and
the timelines the claim refers to, in respect of an Interconnector NTC Reduction
Compensation Amount, plus any supporting documentation as required by the

[ Formatted: Font colour: Accent 2

Market Operator.

Where an Interconnector NTC Reduction Compensation Amount is due to be

paid to a System Operator on a Settlement Day falling within a Billing Period,

[ Formatted: Font: Italic

either in _accordance with F.23.2 or as a result of any prior deferral in
accordance with this F.23.3 in—=a-BillingPeried, and the Available Working
Capital Amount for that Billing Period minus the relevant Interconnector NTC
Reduction Compensation Amount is negative, then:

(a) the Market Operator shall not pay the Interconnector NTC Reduction
Compensation Amount in accordance with paragraph F.23.2; and

(b) subject always to this paragraph F.23.3, payment of the Interconnector

NTC Reduction Compensation Amount shall be deferred to the last

[ Formatted: Font: Italic, Font colour: Accent 6

Settlement Day of the next available Billing Period ferfive{5}-\Werking

[Formatted: Font: Italic

Bays. Where payment of Interconnector NTC Reduction Compensation
Amounts has been deferred, such amounts shall be paid in the order of the
date on which the Market Operator received notice of the amounts under

paragraph F.23.1.

9. LEGAL REVIEW

1"
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N/A
10. IMPLEMENTATION TIMESCALE

It is recommended that this Modification is implemented on a Settlement Day basis 2 Working Days
after the publication of the SEMC decision.

12
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11. APPENDIX 1: MOD_03_26 COMPENSATION ARRANGEMENTS FOR NET
TRANSFER CAPACITY (NTC) REDUCTIONS

Modification
Proposer Date of receipt Type of Proposal Proposal ID
(Company) (assigned by Secretariat) (delete as appropriate) (assigned by
Secretariat)
SOs 4t June 2026 Standard Mod_03_26
Contact Details for Modification Proposal Originator
Name Telephone number Email address
Rowan Tunnicliffe Rowan.tunnicliffe@soni.ltd.uk
Modification Proposal Title
Compensation Arrangements for Net Transfer Capacity (NTC) Reductions
Documents affected . Version number of T&SC or AP used
Section(s) Affected ) )
(delete as appropriate) in Drafting
Amendments to F.12.2.1 &
T&SC/ Glossary/AP15 Glossary / Inclusion of new V31
section F.23

Explanation of Proposed Change

(mandatory by originator)

In March 2024, the SEMC published a paper on Compensation Arrangements for Net Transfer
Capacity (NTC) Reductions (SEM-24-025). This clarified the circumstances under which
interconnector owners are entitled to compensation when the System Operators reduce NTC.

The SEMC issued a further update to this decision in response to a request seeking clarification
on its legal status, specifically in relation to compensation payable by Transmission System
Operators (TSOs) to interconnector owners for unallocated capacity. This update can be found
here: Update to SEM Decision SEM — 24-025 “Compensation Arrangements for Net Transfer
Capacity Reductions” dated 28 March 2024

Subsequent to this update, the SEMC wrote to the TSOs on 21 January 2026, setting out that, at
the December 2025 SEMC meeting, it was determined that compensation should be made on an
all-island basis and that Imperfections Charges are the most appropriate vehicle for this process.
As per the December 2025 SEMC meeting minutes, Agenda ltem 5 - “The Committee discussed
key aspects of NTC reductions compensation issue. The Committee decided that NTC reductions

13
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compensation for relevant interconnectors should be recovered on an all-island basis through the
imperfections charge”. A copy of the meeting minutes can be found here for reference.

Following the decision, the SEMC requested that the TSOs progress any potential Trading and
Settlement Code modifications necessary in order to process the NTC compensation payments
through the imperfections tariff for the 2026-27 tariff year.

In the absence of an RA modification proposal to give effect to the SEMC decision, the System
Operators have facilitated this modification proposal to ensure that the intended All-Island recovery
of Interconnector NTC Reduction Compensation Amounts can be implemented in a timely and
effective manner.

In this context, this modification proposal seeks to facilitate the recovery of compensation
payments arising from NTC reductions through the Imperfections Charge, to be administered by
the Market Operator. As payments to any relevant Interconnector Owner are due under contracts
between the relevant System Operator and any relevant Interconnector Owner, the modification
also creates a mechanism for collected money to be passed from the Market Operator (“the MO”)
to the relevant System Operator for onward payment to any relevant Interconnector Owner.

To facilitate the SEMC determination, this proposal has been drafted so as to:

e Include “Interconnector NTC Reduction Compensation Amounts” in the calculation of
Imperfections Charges under F.12.2.1 and in the definition of “Imperfections Charges”.

e At F.23.1 establish the mechanism by which the relevant System Operator will notify the
Market Operator of an Interconnector NTC Reduction Compensation amount.

e At F.23.2 set out the responsibilities of the Market Operator following receipt of a notice
from the TSOs to issue an NTC Manual Settlement Document and pay the Interconnector
NTC Reduction Compensation Amount to the relevant System Operator. The inclusion of
the requirement to issue a Manual Settlement Document is intended to provide an
auditable and traceable mechanism for processing NTC compensation payments.

o AtF.23.3, establish a safeguard to allow for the deferral of payments of any Interconnector
NTC Reduction Compensation Amount(s) to a System Operator in the event that the
payment of such amount(s) would result in a negative Available Working Capital position
for a given Billing Period. Any such payment shall be deferred to a subsequent Billing
Period, again subject to the Available Working Capital position. Further, in the event that
multiple amounts have been deferred, F.23.3 includes a requirement for the Market
Operator to pay any deferred amounts in chronological order, based on the date of receipt
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of notice of the relevant Interconnector NTC Reduction Compensation Amount from the
relevant System Operator.

The drafting proposed in this modification is intended to establish a clear and transparent
framework for the settlement and payment of Interconnector NTC Reduction Compensation
Amounts in line with relevant SEMC decisions. It is aimed at ensuring alignment between
regulatory requirements, including the recovery of costs via the Imperfections Charge, and the
operation of the Trading and Settlement Code.

Legal Drafting Change

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

F.12.2 Calculation of Imperfections Charges

F.12.2.1 The purpose of the Imperfections Charge is to recover the anticipated Dispatch
Balancing Costs (less Other System Charges), Fixed Cost Payments and Charges,
any net imbalance between Trading Payments, Trading Charges, Capacity
Payments, Capacity Charges and any Interconnector NTC Reduction
Compensation Amounts over the Year, with adjustments for previous Years as

appropriate.
Glossary
Imperfections means a charge to recover the anticipated Dispatch Balancing
Charge Costs (less other System Charges), Fixed Cost Payments and

Charges and any net imbalance between Trading Payments,
Trading Charges, Capacity Payment and Capacity Charges and
any Interconnector NTC Reduction Compensation Amounts over
the Year, with adjustments for previous Years as appropriate. It is
calculated in accordance with section F.12.

Interconnector NTC | means an amount due from a System Operator to an

Reduction Interconnector Owner, pursuant to any relevant contract between
Compensation the relevant Interconnector Owner and the relevant System
Amount Operator, in respect of System Operator actions affecting

Interconnector net transfer capacity.

NTC Manual means a manual settlement document issued by the Market

Settlement Operator to a System Operator in relation to an Interconnector

Document NTC Reduction Compensation Amount in accordance with section
F.23.
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Inclusion of new section to include a Mechanism for Paying NTC Compensation Payments

F.23 Arrangements in Respect of Interconnector NTC Reduction Compensation
Amounts
F.23.1 A System Operator may submit a notice to the Market Operator in respect of an

Interconnector NTC Reduction Compensation Amount.

F.23.2 Five (5) Working Days after the receipt of a notice under paragraph F.23.1, the
Market Operator shall:

(a) issue an NTC Manual Settlement Document to the relevant System Operator;
and

(b) subject to paragraph F.23.3, pay the Interconnector NTC Reduction
Compensation Amount to the System Operator.

F.23.3 Where an Interconnector NTC Reduction Compensation Amount is due to be paid
to a System Operator in a Billing Period, and the Available Working Capital Amount
for that Biling Period minus the relevant Interconnector NTC Reduction
Compensation Amount is negative, then:

{&)(c) the Market Operator shall not pay the Interconnector NTC Reduction
Compensation Amount in accordance with paragraph F.23.2; and

{b)(d) subject always to this paragraph F.23.3, payment of the Interconnector NTC
Reduction Compensation Amount shall be deferred for five (5) Working Days.
Where payment of Interconnector NTC Reduction Compensation Amounts has
been deferred, such amounts shall be paid in the order of the date on which the
Market Operator received notice of the amounts under paragraph F.23.1.

Modification Proposal Justification

(Clearly state the reason for the Modification)

The justification for this modification proposal, as set out below, has been provided by the
Regulatory Authorities:
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This Modification Proposal is raised to give effect to a determination of the SEM Committee in
respect of the treatment and recovery of compensation arising from Net Transfer Capacity (NTC)
reductions.

In March 2024, the SEM Committee published its decision paper on compensation arrangements
for NTC reductions (SEM 24 025), which clarified the circumstances under which interconnector
owners may be entitled to compensation where System Operator actions reduce available transfer
capacity.

Following this, the SEM Committee considered the appropriate funding and cost recovery
approach for such compensation. As recorded in the SEM Committee meeting minutes of
December 2025, the SEM Committee decided that compensation amounts arising from NTC
reductions should be recovered on an all-island basis.

This position was subsequently confirmed in formal correspondence issued to the System
Operators on 21 January 2026, in which the SEM Committee set out that the Imperfections Charge
represents the most appropriate mechanism for the recovery of these costs and requested that
the necessary Trading and Settlement Code (TSC) changes be progressed to enable
implementation in the 2026/27 tariff year.

The rationale for this approach reflects the SEM Committee’s view that actions taken by System
Operators which give rise to NTC reductions are undertaken in the interests of maintaining the
security and efficient operation of the all-island electricity system. As such, the associated costs
should be socialised across market participants on an all-island basis, rather than being borne on
a jurisdictional basis.

At present, the TSC does not explicitly provide for the recovery of Interconnector NTC Reduction
Compensation Amounts through the Imperfections Charge. This creates a lack of clarity and
transparency in relation to the treatment of such payments within the settlement framework and
does not reflect the SEM Committee’s determination.

The proposed modification addresses this gap by:

o explicitly including Interconnector NTC Reduction Compensation Amounts as recoverable
costs within the Imperfections Charge; and

¢ introducing the necessary provisions to facilitate the processing, settlement and payment
of these amounts to the relevant System Operators by the MO.

17
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Implementing this modification will ensure that the TSC is aligned with SEM Committee policy,
provides a clear and robust settlement mechanism, and enables the timely recovery of these costs
through tariffs in accordance with regulatory expectations. It will also enhance transparency and
regulatory certainty for market participants by codifying the treatment of such payments within the
TSC.

Code Objectives Furthered

(State the Code Objectives the Proposal furthers, see Section 1.3 of T&SC for Code Objectives)

The aim of this modification is to further the following objectives of the Trading & Settlement
Code —

to facilitate the efficient discharge by the Market Operator of the obligations imposed upon it by
its Market Operator Licences

to provide transparency in the operation of the Single Electricity Market;

Implication of not implementing the Modification Proposal

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

A failure to implement this modification could lead to:

- Misalignment with SEMC'’s binding regulatory decision: Non-implementation of this
proposal would result in the TSC failing to reflect the SEMC decision, thus leading to the
TSC being non-compliant with a regulatory direction.

- Inability of System Operators to finance the activities which are the subject of
obligations imposed on them: System Operators may have a duty to make payments
with no ability to recover the costs of actions taken to ensure system security.

Impacts
Working Group
(Indicate the impacts on systems, resources, processes

(State if Working Group considered necessary to develop and/or procedures)

proposal)

No System Changes are required. New internal
process between the M O and each System
Operator to be put in place.

Please return this form to Secretariat by email to modifications@sem-o0.com
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