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Summary
The seventh Working Group meeting saw agreement by the group to progress a working assumption relating to credit cover presented by SEMO, and two actions placed on SEMO and the TSO’s, including discussions on:
·  Data Transaction Contingencies: Active Capacity Holdings
· Credit Cover for Interconnector Units 
· TSO Security Options

At Modifications Committee Meeting 32, it is expected that a recommendation will be made to the SEMC regarding the High Level Design developed by the Working Group and decision from the SEMC regarding whether further detailed work on design and project planning should be carried out. 
Background

This Working Group is the seventh in a series of Working Groups, established to develop the Mod_18_10 Intra-Day Trading Modification Proposal submitted by the RAs in March 2010. From the proposal:

This Modification Proposal, submitted by the RAs is proposed under the aegis of SEM Committee (SEMC) Decision SEM-10-011 on Regional Market Integration, in which the SEMC decided to bring a Modification to the TSC to engender rule changes to facilitate SEM Intra-Day Trading so as to maximise the use of existing and future Interconnectors’ within-day capacity and comply with the requirements of the Congestion Management Guidelines set out in ‘Regulation 714/2009 of the European Parliament and of the Council of 13 July 2009’.

Minutes of the previous six Working Groups and any other relevant materials can be found at: 

http://semoauth/MarketDevelopment/Modifications/Pages/Modifications.aspx?Stage=Active.

Since the sixth Working Group, a fourth Intraday Trading Conference Call took place on November 12th 2010, to provide an opportunity for comment on the content to be presented at the seventh Working Group meeting. At this Conference Call, SEMO provided an overview of the draft presentations to be discussed at WG7 and the TSOs discussed the security issues/impacts as a result of the Intra-Day Trading proposals.

Three actions were placed on the group for delivery at the meeting. See appendix 2 of this report for Conference Call 4 notes.
Presentation
Design discussion slides were presented by two SEMO representatives, followed by a presentation outlining the Security Issues/Options from a TSO representative. Slides from both presentations and are available in Appendix 1 of this report.

Data Transaction Contingencies: Active Capacity Holdings
· Presenter outlined two alternate suggestions in response to concerns raised by Airtricity at Working Group 6: 

· Suggestion 1: Utilise longer term capacity auction information for the Trading Day (e.g. annual, monthly)
· Suggestion 2: Allow Participants to submit Active Capacity Holdings 
· Failure to receive Active Capacity Holding data from the Interconnector Administrator by any mechanism is highly unlikely.

· Proposed working assumption for progression in the High Level Design:
· In the event that Active Capacity Holding data is not received within the CMS from the IA for a particular Trading Day,
· The IA will fax and email the data to SEMO

· If no data can be provided, the Active Capacity Holdings will be set to zero.

Credit Risk Management - (CRM)

· SEMO representative outlined the updated proposed design, as at Working Group 6 and Conference Call 4
· Update to Design: Reject Export Bids only, if Credit Cover not Sufficient

· Update to Design: Capacity Exposure Calculated using Forecast Price x Volume
TSO Security Options
· A TSO representative outlined various security issues summarising that: 

· The magnitude and rate of interconnector flow changes, coupled with a reduction in the time available to schedule plant, has the potential to adversely affect system security.
· Tools need to be developed to ensure system security is maintained.

· If UUC continues not to model generator characteristics, constraint costs will rise. This was not a concern with DA but these characteristics become binding with intra-day.
· The Security Options as outlined at Conference Call 4 were then presented (a number of these options would be required).
· Option 1: Market Scheduling to manage security issues: Market Schedule modification to reflect generator characteristics more accurately. There were 3 options impact assessed for modelling these characteristics:
· Model notification times only

· Model notification times and a proxy of loading rates
· Model notification times and a full model of loading rates
· Option 2: Interconnector Ramp Rates: The reduction of the interconnector ramp rates to mitigate security issues would reduce the ramp rate to very small values which would restrict trading during normal operation.

· Option 3: ATC Changes: A reduction in transfer capacity applied for security reasons similar to the GB/French interconnector rules.

· Option 4: Generator Flexibility Incentives: e.g. introduce ‘warming’ contracts to shorten notice times.

· Option 5: SO-SO Trades (already in place but not always available).

Discussion Summary and Key Issues
The Secretariat provided a recap of issues discussed at Working Group 6 and an update on the progress of actions from the Working Group and fourth conference call. See Appendix 3 of this report for further details. The Secretariat noted that a number of actions remain open and an update on all open actions will be given at Modifications Committee Meeting 32 on November 25th. 
The Chair gave an overview of the timeline to the group:
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Data Contingencies: Active Capacity Holdings:
The Presenter outlined the following 2 suggestions that were raised at WG6: 

· Suggestion 1: Utilise longer term capacity auction information for the Trading Day (e.g. annual, monthly)

· Suggestion 2: Allow Participants to submit Active Capacity Holdings 
SEMO reiterated that this event is highly unlikely to occur as it would require a total power and back-up generator failure at the IA site. Thus, SEMO proposed that the following should be progressed as the working assumption for the High Level Design:

In the event that Active Capacity Holding data is not received within the CMS from the IA for a particular Trading Day,

· The IA will fax and email the data to SEMO

· If no data can be provided, the Active Capacity Holdings will be set to zero.
A SEMO representative stated that Suggestion 1 as discussed at Working Group 6 would incur resource impacts and high costs and an adjustment to the Code would be necessary as it is currently not possible to substitute data from the Interconnector Administrator (IA). SEMO also stated that Suggestion 2 would compromise obligations within the Code. A participant commented on the potential high costs associated with implementing such a change for an event that is so unlikely occur.
Action: SEMO to revisit this action item at Modifications Committee Meeting 32.
Credit Risk Management

As suggested at the last Working Group, only the export components of bids are rejected after the Gate Closure, if insufficient Credit Cover is in place:
A SEMO representative outlined the updated proposed design:
· Update to Design: Reject Export Bids only if Credit Cover is not Sufficient

· Update to Design: Capacity Exposure Calculated using Forecast Price x Volume
The presenter also stated that the additional calculation of Capacity Credit Cover is based on a similar methodology to the current approach and that agreed for Energy at WG6:

· Forecast Capacity Price (CPGP) * Volume

· Net if Capacity is settled or EP2 (Energy Market) is settled

· Based on maximum exposure where EP2 not completed
Participants agreed that this is a fair design assumption and there was no disagreement to proceed with the working assumption.  Similarly, SEMO agreed with the suggestion and consider it possible to implement.
Action: SEMO to progress with agreed working assumption on the treatment of Capacity exposure in the Credit Cover calculations for Interconnector Units (extending the principles agreed at Working Group 6). 
TSO Security Issues
The TSO presenter outlined some factual issues relating to the security of the all island power system. Relative to other power systems, the all island power system, has large generation unit sizes, has a high level of variable wind penetration which will expand and the power system will have significant external interconnection capacity. 
The presenter then outlined how these factors increase the criticality of unit commitment decisions as over committing will lead to an increase in constraint costs and under committing could lead to load shedding. These security issues alongside others discussed were then summarised and the following was presented:

· The magnitude and rate of interconnector flow changes coupled with a reduction in the time available to schedule plant has the potential to adversely affect system security.

· Tools needed to be developed to ensure system security is maintained.

· .

The Security Options as outlined at Conference Call 4 were then presented.
· Option 1: Market Scheduling to manage security issues: Market Schedule modification to reflect generator characteristics more accurately.

· Option 2: Interconnector Ramp Rates: The reduction of the interconnector ramp rates to mitigate security issues would reduce the ramp rate to very small values which would restrict trading during normal operation.

· Option 3: ATC Changes: A reduction in transfer capacity applied for security reasons similar to the GB/French interconnector rules.

· Option 4: Generator Flexibility Incentives: e.g. introduce ‘warming’ contracts to shorten notice times.

· Option 5: SO-SO Trades (already in place but not always available).
Extensive debate followed this presentation. A participant raised a point that Gate Closure times should accommodate trade with BETTA market closure. The issue that was raised is that SO-SO trades have previously not been firm and have been agreed at the day ahead stage.  Any option using SO-SO trades would be dependent on the ability to agree a trade in BETTA, which is not guaranteed.

A TSO representative stated that although this may be possible, the TSO’s currently are not in a position to do this. However it could potentially be done in the future but has not been impact assessed as this stage. 
An RA representative sought clarification regarding constraint payments for Interconnector trades versus the market schedule. A TSO representative stated that  the Interconnector can only be constrained for physical reasons. Generator Participants are facilitated where possible in the market and where the case may arise that a Participant is not made whole, compensation is not paid. A Participant suggested that an opportunity may exist where a Participant could bid in a value of zero in the knowledge that it won’t be scheduled on in the market but benefit by the SMP value i.e. the constraint payment. RA representative noted that the concern outlined will be an issue regardless of the Intra-Day Trading project. The TSO presenter confirmed that Intra-Day Trading will potentially worsen these problems, however these issues have to be addressed. 
A Participant commented that the 18-hour start up warming time period frequently arises and seems to be a constraint in discussions on reducing the market trading timelines. Suggestion that the market may benefit from incentives in the Market to reduce Generator start up warming times. A TSO representative stated that the issue is somewhat out of the TSOs control. RA representative commented on the impact wind will have on the system and a justification may be made in future for the introduction of warming contracts or limiting ramp rates. There was recognition among the group that some of the issues raised relates to fuel prices and availability across GB and France and the on-going work on Scheduling and Dispatch.  RAs advised that an RA Strategy Day is taking place on December 1st and should address the RA work streams. 
Boundary issues between runs arose during the discussion and a question was raised regarding whether traders could spot an opportunity. It was stated by a participant that it is the responsibility of the Market Monitor to ensure trade as per the bidding code of practice. A participant stated that in order to vote on the TSO Security proposals, it would be necessary to know how market scheduling and price will be impacted. Participant questioned the impact the Day Ahead project will have on Intra-Day Trading and its impact on notification times. RAs states that the work on Day Ahead will take into account the Intra-Day Trading project. 
A query was then raised by a Participant as to what exactly is the remit of the group for putting suggestions forward? It was stated by a TSO member that  the options on the slides are under the remit of the group for discussion, however, other security options are being progressed directly with the RAs. Participants acknowledged that Day Ahead is not the remit of this group.
One Participant questioned whether the Market and customer will get value for money with the agreed working assumption of 18.00 hour WD1 start time. One Participant believed, following discussions with traders that 18.00 hours is not an optimal start time for WD1. Other Participants were not of the same option and stated that there would be sufficient trading opportunities in the context of the working assumption for the WD1 Trading Window start time. SEMO advised that it is seeking to ensure that the WD1 Trading Window starting time will be configurable in the systems and can be therefore revisited at a later stage. TSOs in agreement with SEMO to work towards achieving a feasible solution first with the option to reconsider at a later stage. 

TSOs presented the impacts of the Security Options:
· Option 1: Market Scheduling to manage security issues: Market Schedule modification to reflect generator characteristics more accurately.
· Generation plant notice times.
· Generation run up characteristics.
· Optimisation start boundary and optimisation time period needs to be considered.

· Option 2: Interconnector Ramp Rates: The reduction of the Interconnector ramp rates to mitigate security issues would reduce the ramp rate to very small values which would restrict trading during normal operation.
· Option 3: ATC Changes: A reduction in transfer capacity applied for security reasons similar to the GB/French Interconnector rules.
· Option 4: Generator Flexibility Incentives: e.g. introduce ‘warming’ contracts to shorten notice times.
· Option 5: SO-SO Trades (already in place but not always available).

TSO presenter advised that progressing without agreement on the options put forward will result in additional constraint costs. Participants agreed that they are not in a position to consider a particular TSO Security option without information on the impacts to Market Scheduling and SMP. Participants were uncomfortable at being asked to vote on an option without knowledge of the risks associated with each option.
An RA representative then queried if it was possible to proceed with the Intra-Day High-Level Design and deal with the TSO Security Options as part of a separate Modification? 
A TSO representative stated that one of these options is necessary at the beginning of the implementation of Intra-Day Trading as that is the most vulnerable period. Another TSO representative stated that not having the options in place would jeopardise the Modification. The Modification would work, but with difficulty as it is necessary to have other tools in place.
Action: Security Options to be removed from Intra-day Trading Design and are to be treated separately via the SEM Committee.
Recap, Recommendations and Action Items
Approval Process

The RA Chair explained the process by which Intra-Day Trading will be approved.

Once there are working assumptions on all key issues, a High Level Design document will be issued to the Modifications Committee for discussion one week in advance of the Meeting. The Committee will then be asked to vote on the High Level Design at Meeting 32 on the 25th November 2010, with the result that the document could then be considered by the SEM Committee on 30th November 2010.

There was agreement that the following options will be progressed as working assumptions going forward:
SEMO to: 

· Revisit Data Contingencies: Active Capacity Holdings at Mods Meeting 32.
· Progress with agreed working assumption on the treatment of Capacity exposure in the Credit Cover calculations for Interconnector Units.
· Circulate High-Level Design document Thursday November 18th.

TSO’s to:

· Remove Security Options from Intra-day Trading Design and discuss separately via the SEM Committee.
Secretariat to:
· Draft and circulate Working Group report.
Appendix 1 – Working Group Presentation Slides 
Presentation slides are available via the zip folder (Working Group 7 Report) on the SEMO Website.

Appendix 2 – Conference Calls
Conference Call 4 Note
· A brief overview of WG6 was outlined.

· SEMO gave an overview of the draft presentations that will be discussed at WG7.

· SOs discussed the security issues/impacts Intra-day trading will have on the system.

1.) Data Transaction Contingencies: Active Capacity Holdings
(See SEMO Slides 7-12)

2 Alternate Suggestions were raised at Working Group 6:

· Suggestion 1: Utilise longer term capacity auction information for the Trading Day (e.g. annual, monthly)

· Suggestion 2: Allow Participants to submit Active Capacity Holdings

SEMO reiterated that the probability of both fax and e-mail being unavailable is extremely low - really it would only occur in the case that there was a power failure in SONI offices and a failure of their back-up generator. And any change to systems will have an associated cost.   However, in light of Participant concerns, SEMO will seek an impact assessment of allowing for the previous day's Active Interconnector Capacity Holdings to be used in the event of submission failure by both e-mail and fax. 
2.) Credit Risk Management:

(See SEMO Slides 13-20)

· Update to Design: Reject Export Bids only if Credit Cover not Sufficient

· Update to Design: Capacity Exposure Calculated using Forecast Price x Volume
Correction to slide 19 – Where the diagram indicates the maximum interconnector export capacity, it should be the MIUN value.

A participant raised a question regarding the calculation of exposure and whether it is 14 or 15 days. It was stated by SEMO that it is not undefined future exposure that is being looked at so the question is more related to what the bids are for the next offer period. It is the export component of the last 4 days that should be looked at.

3.) SO Security Options

Security Issues:

             (See SONI Slides 1-9)

· The magnitude and rate of interconnector flow changes in addition to a reduced amount of time available to schedule plant has the potential to adversely affect system security. 

· Tools need to be developed in order to ensure system security is maintained.

· The less exact and intricate the UUC modelling is, the more the constraint the costs will be.
             Security Options:

             (See SONI Slides 10-15)

· Option 1: Market Scheduling to manage security issues: Market Schedule modification to reflect generator characteristics more accurately.

· Option 2: Interconnector Ramp Rates: The reduction of the interconnector ramp rates to mitigate security issues would reduce the ramp rate to very small values which would restrict trading during normal operation.

· Option 3: ATC Changes: A reduction in transfer capacity applied for security reasons similar to the GB/French interconnector rules.

· Option 4: Generator Flexibility Incentives: e.g. introduce ‘warming’ contracts to shorten notice times.
· Option 5: SO-SO Trades (already in place but not always available).
4.) Action Items:

· SEMO to: Get cost from vendor on AICHs contingency and WG to agree a Working Assumption.

It is unlikely that impact assessment will be available by WG7, however hope to have it by Meeting 32.
· SEMO to: Correct slide 19 in advance of WG7.

· Airtricity to: Submit the expected cost that would be incurred by a capacity holder if their AICH was set to zero. 

Next Steps:
The following to be discussed at WG7:

· Capacity Holdings data contingencies and inclusion of Capacity Payments in CRM. 

· SO Security options 

· High Level Design Summary

The High Level Design Summary will be issued on the 18th November, one week in advance of Meeting 32. This will be presented to the Modifications Committee at Meeting 32. Following this, the High Level Design will be presented to the SEM Committee on 30th November.
Conference Call 5 Note
The purpose of the Conference Call was to enable participants to seek clarification on any issues relating to the Intra-Day Trading High-Level Design Document in advance of Modifications Committee Meeting 32.
Issues that arose:

· A participant questioned whether any cost analysis would be presented at Mods Meeting 32 or whether it would only be the high-level design document. A SEMO representative confirmed that there will be no associated cost presented until the further design phase is progressed.
· A participant raised a query regarding Appendix C of the document and stated that essentially the appropriate level of configurability can be as broad or as narrow as one chooses. The participant raised the issue of flexibility and asked how confident are SEMO that it can be expanded in order to allow for a greater range of gate closures? A SEMO representative stated that there have been discussions with the vendor regarding full flexibility, and cognisance of what the cost will be has been taken. It is hoped that when SEMO arrive at the cost stage, it will be easier to know what the flexibility level will be. It was stated that it is imperative to have a solid design stage initially; then the options of flexibility can be more explicitly explored. 

· A participant commented on the  inability to change Technical Offer Data (TOD) for the within-day run. A SEMO representative commented that as it is the EA2 data that will be used for the first part of the within day run, the possibility of having 2 technical offer data sets that may not be compatible is not feasible. Similarly, a TSO representative stated that currently it is not possible to change TOD and that it would incur considerable costs to change the software.

· A participant questioned whether the scheduling is based on MSQs rather than the RCUC run? It was stated by a TSO representative that the Interconnector Schedules will be set by the market. A participant commented that the challenge is the unconstrained market and constrained reality as it is impossible to have both.

· Another question was raised regarding section 3.9, the publication section of the high-level design and whether SEMO intend to publish a summary report of Interconnector flows after runs? SEMO stated that they plan to publish the full schedule after every run however they do not intend to publish a summary report. SEMO stated that reporting was not focused on in the high-level design; however it is something that could possibly be included in the future in the detailed design.

· A question was raised regarding the overlap optimisation within day one and whether any analysis of the 11:30 time period has been carried out so as to determine if it will cause any scheduling problems. A SEMO member stated that in discussions since Working Group 7, the considered view is that the ending overlap horizon remaining as it is, shouldn’t interfere with dispatch. It was also stated by a SEMO member that the 30 hour optimisation time horizon has been included in the high-level design which should alleviate concerns. SEMO stated that their aim is to work with the vendors to get as much configurability as possible.

· A further query was raised by a participant regarding why there is such an extended overlap period at the start when there is already the EA2 run to give the starting conditions? It was stated that the TSOs don’t deem it necessary to include past the evening peak.

· A query was raised as to whether more accurate modelling in the MSP software should be addressed. SEMO stated that this is currently being looked at and that the outcome of the working group was that the design summary and the SO security options will be treated separately.

· A participant commented that any changes made should have security of supply and questioned whether these changes could have an impact on the way generators will be scheduled? A SEMO member stated that changes to MSP software have to be treated as a modification as changes in Appendix M will have to be addressed. It was stated that the TSOs would write the modification.
Next Steps:

High-Level Design to be voted on at Mods Meeting 32.
Appendix 3 – Action Item Progression
The following Action Items were identified for completion at Working Group 7 and Conference Call 4.  All open actions will be addressed at the next meeting.
	Working Group 5: Mod_18_10 October 5th

	Action
	Comment

	RAs to:

Notify Secretariat when update on work streams becomes available.


	Closed – update received and overview given at WG6.



	TSOs to: 

Further impact assess Option Group 1;


	Closed -  presented at WG5


	TSO to:

Advise Working Group participants of date of RCUC workshop.


	Closed – A Generator workshop taking place on December 2nd in Belfast, notification issued to Generators in previous weeks.

	SEMO to: 

Further impact assess Option Group 1;


	Closed - included in High Level Design

	Working Group 6 Mod_18_10: November 2nd
	

	Action
	Comment

	SEMO to:

Progress Option 1 Fixed and Superposition as an agreed working assumption
	Closed - included in High Level Design. 

	SEMO to:

Assess options involved in building a logic for capacity holdings rather than using zero
	Closed - included in High Level Design

	SEMO to: 

Progress with Run Contingency Option 2(B) Cancellation of EA2 and WD1 before EA1 as a Working Assumption;


	Closed - included in High Level Design

	SEMO to: 

Progress with Optimisation Horizon Option 2  as a Working Assumption
	Closed - included in High Level Design

	SEMO to: 

Progress with CRM Option 1A as a Working Assumption
	Closed - included in High Level Design

	SEMO to: 

Present high level design at Working Group 7
	Open- to be presented at Mods Meeting 32

	Participants to: 

Follow up on UIOLI vs. UIOSI in advance of the next meeting.
	Closed- Mutual Energy provided a document outlining that UIOSI is their preferred option. See Appendix 4 of this report for detail. 

	Secretariat to:

Draft and circulate Working Group report
	Closed

	Secretariat to:

Update Working Group timescales
	Closed 

	Conference Call 3 : Oct 26th
	

	Participants to: 

Provide feedback on their preferred Options for WG6 on Superposition vs. Protection, MSP Software Run Contingencies, Trading Windows and Optimisation Time Horizons, and Credit Management


	Complete - Working Group 6 covered off this action and a Working Assumption was progressed.

	SEMO to:

Provide more clarity on which WD1 is being referred to in the diagram on Slide 22 when discussing dependencies (including which runs they apply to) within the MSP Software Run Contingencies.


	Complete - Working Group 6 covered off this action and a Working Assumption was progressed.

	SEMO to:

Expand on CRM Options.


	Complete - Working Group 6 covered this off this action and a Working Assumption was progressed.

	SEMO to:

To provide more clarity on Option 2 of Software Run Contingencies regarding treatment of capacity holdings in the event of a cancellation of EA1.


	Complete - Working Group 6 covered off this action and a Working Assumption was progressed.

	SEMO to:

Clarify for WG6 what happens exactly to the capacity holdings if EA1 is cancelled.


	Complete - Working Group 6 covered off this action and a Working Assumption was progressed.

	Conference Call 5 : Nov 12th
	

	SEMO to: 

Get impact assessment from vendor on the option of using previous Trading Day's  AICHs as contingency data. 

	Open - SEMO stated that impact assessment would not be available in time for WG7 and that aim is to have it for Meeting 32

	SEMO to: 

Correct slide 19 in advance of WG7.


	Closed

	Airtricity to: 

Submit the expected cost that would be incurred by a capacity holder if their AICH was set to zero. 


	Open


 

Appendix 4 – UIOLI v UIOSI Participant Feedback
15 November 2010

Intra-day trading working group

Mutual Energy comments on UIOLI versus UIOSI

Before commenting on whether UIOSI or UIOLI is the appropriate approach to be taken for reallocated capacity it is important that participants understand the difference between the two options, which is relatively minor.

The key difference is that for capacity which is not nominated/used by the capacity holder and released for subsequent reallocation at a later gate closure, any capacity charge reverts to the interconnector owner under UIOLI and to the capacity holder under UIOSI. Both options result in a charge for reallocated capacity (assuming the interconnector is congested).

We note that there may be some confusion as to the difference between the two options and it is important to realise that the UIOSI/UIOLI decision is a completely separate issue to whether implicit or explicit capacity allocations are used. The WG6 slides appeared to confuse UIOSI v UIOLI as Explicit v Implicit. They stated:

· “There are fundamental differences between UIOLI or UIOSI”

· The only difference relates to who receives any capacity charge for reallocated capacity – we do not consider this to be a fundament difference.
· “If UIOSI is to be implemented for SEM, this should be administered by the Interconnector Owners”

· We would expect Interconnector Owners to administer capacity charging irrespective of whether UIOLI or UIOSI is adopted. This statement appears to incorrectly suggest that there are no charges to be administered under UIOLI.
· “If UIOSI is required, input data to the calculation of payments for unused capacity by Interconnector Owners (PQ Pairs, SMP, MSQ) may be provided by SEMO”

· This information will be required only if the method of reallocation is implicit auction. Assuming this is the case, this information will be required under both UIOLI and UIOSI. Again, this statement appears to suggest that there is no charge under UIOLI.
IFA /BritNed approach

IFA and BritNed operate very similar approaches as regards UIOSI/UIOLI. Capacity is sold long term, day-ahead and intra-day.
In simple terms, un-nominated long term capacity is released for sale in day-ahead capacity auctions (explicit for IFA and implicit for BritNed) which operate on UIOSI principles I.e. proceeds from sale of this capacity are returned to the original capacity holder.
Any un-nominated day-ahead capacity is then rolled forward into intra-day auctions (explicit for IFA and implicit for BritNed) which operate under UIOLI principles. i.e. proceeds from sale of this capacity are retained by the interconnector owner.
Proposed approach for SEM

The methods used by IFA and BritNed incorporating both UIOSI and UIOLI are not directly applicable to the SEM as the latter will not have enough gate closures to operate this solution under the intraday modification.
The proposed modification entails one gate closure (EA1) where users will have an opportunity to use their capacity, after which unused capacity will be lost and made available to all other participants. This means a straight decision between UIOSI and UIOLI at EA1 is required.
The IFA/BritNed approach allows for users who invest in long term capacity (but are unable to use it) to recoup some of their costs by selling their unused capacity in the day-ahead auction. It is only after this process that capacity holders lose the opportunity to sell their capacity. If we were to adopt UIOLI in the SEM capacity holders would have no opportunity to recover any of their investment in longer term capacity if they were not in merit after the initial gate closure.
Notwithstanding the differences in the markets, this would be inconsistent with the approach taken by the other interconnectors in the region (whereby capacity holders have an opportunity to sell their capacity after the initial gate closure) and would reduce the value and demand for interconnector capacity between Ireland and GB relative to capacity between GB and France/Netherlands.
Given that the decision to be made is essentially whether the interconnector owner retains revenues from sales of reallocated capacity or returns it to its previous capacity holders; we believe that the interconnector owners’ views should be central to this decision. Whether UIOLI or UIOSI is adopted will have zero effect on how the market functions when the modification is implemented – as we have stressed, any charges payable for reallocated capacity will be the same under both options. The parties affected by this decision will be interconnector owners and long term capacity holders.
The value of long term capacity is critical to our business so it is imperative that we protect and develop this value. We feel that the UIOSI approach would better serve this purpose as it offers less risk to capacity holders and will encourage purchase of longer term capacity whilst not leaving any participant worse off when compared to UIOLI.

Other issues

We are conscious that there are a significant number of issues that would need to be agreed as to how exactly how UIOSI/UIOLI capacity charges would work (e.g. calculating price for implicitly allocated capacity, determining congestion etc.). We have deliberately avoided raising these as the same issues will need to be dealt with under both options so they are outside the scope of this decision. These issues should be dealt with by the interconnector owners separately as part of the implementation of the intra-day modification. Capacity holders will need to be consulted and any solution must be in line with the interconnector owner licence obligations on access arrangements which would include regulatory approval.
We are also cognisant that work is underway by the RA’s to introduce a version of day-ahead trading into the SEM. As such, we would remain open to the possibility of adopting a similar model to IFA/BritNed if day-ahead trading is developed and the SEM gate closures permit it.
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