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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.
2 Background

Mod_32_18 Removal of Exposure for in merit generator units against BOA was received by the Secretariat on 16th November 2018.  This modification was first raised at Meeting 88 on 12th December 2018.
At Meeting 88 the proposer delivered a presentation detailing Generator Unit’s exposure to Difference Charges as a result of system constraints in the Balancing Market.  It was agreed that there is more work to be done on this Modification Proposal. The RAs confirmed that they are aware that there are concerns around the Difference Charges that have occurred and that a Working Group would probably be beneficial to discuss the concerns around this exposure as highlighted in the Mod_32_18; however, the setting of the Imbalance Price would require a separate discussion. 
The proposer confirmed that the modification applies a two-step test and aims to define a new Glossary term to arrive at this. 
3 Discussion

Overview & Background
The Chair updated attendees on the discussion at SEM Committee on the wider Balancing Market outcomes from the first four months. The Chair stated that the SEM Committee had agreed to review some aspects of the Balancing Market including interactions with the Capacity Market, in light of the experience of the first few months of operation, including the Reliability Option Difference Payment events on October 9th and January 24th. The Chair confirmed that discussions had commenced between the RAs and MO, and that any proposed amendments would involve engagement with Participants and all other stakeholders.  The issues we have seen in the balancing market need to be better understood. Ideas need to be pulled together and this Working Group in relation to Capacity Market Difference Charges is one component of this but will not, in isolation, be the only forum to consider these items and should remain within the agreed scope. The Chair said that this Working Group will be the first step in a wider process. 

The Chair said that the RAs have to consider the Modification Proposal in the context of the wider market design and interactions between different markets. In order to do so, the Working Group need to understand the Proposal in more detail, to allow any issues to be addressed while respecting the objectives of the market design. 

SSE delivered a presentation summarising the reasoning and background to their Modification Proposal.
Solutions
BNM stated on behalf of the Electricity Association of Ireland (EAI) that they supported an amended version of the SSE modification, where a Generator Unit was available and had submitted a valid offer (which here was considered as one below the strike price), it would not be subject to Difference Charges. It was stressed   an interim solution is needed. 
Under the EAI perspective, sections from state aid directive indicate that the capacity provider would receive a payment based on availability. In their view, this indicated that the Capacity Market could be based on price and availability. Regarding the state aid provision, the RAs stated that the capacity market design was not availability-based but delivery-based. This was clear from the CRM decisions from early on.   The Chair acknowledged that while the Commission State Aid decision does mention availability, it does not refer in the literal sense of being available but more on being available to deliver. 
The EAI proposed a variation of their initial solution which they would consider acceptable if the use of availability was considered too broad. This variation would provide that if a unit is providing Ramping Margin 8 (RM8), it would not be subject to difference charges. SSE asked for a proposal to be drafted detailing the proposed alternative so the legal drafting can be reviewed and the consequences will be clear.
Viridian supported this proposal insofar as being of the view that treatment for the flexibility of plants should be part of DS3 System Services not the Balancing Market/Capacity Market. The RAs made the point that all aspects of the market, including the balancing market and capacity market should work in parallel with the DS3 in terms of incentivising plants to become more flexible; flexibility is not simply a matter for DS3.
It was discussed that the SSE proposal would only protect some Generators Units and others are would still be exposed to charges. A number of attendees supported the view that Generator Units shouldn’t be exposed to a risk that is outside their control. They further noted that they felt the issue of being exposed to Difference Charges, where they were available but couldn’t be dispatched to resolve an issue on the system that resulted in prices exceeding the Strike Price due, for example, to system constraints, constitutes such an unreasonable risk burden. 
Tynagh stated that the impact of the tie line was not fully appreciated during the design. The RAs replied that the issue of a scarcity event in one jurisdiction driving all island scarcity pricing was considered during the design discussions and mitigated using the ‘double lock’ in the design of Administered Scarcity Pricing. They acknowledged that the design may have focussed too much on pricing mechanisms during scarcity events instead of the impact of the tie line where system issues occur in one jurisdiction but administered scarcity is not triggered.
SEMO acknowledged that there were strong views on the application of Difference Charges. The market design expects Supplier Units to pay capacity charges and in return receive protection in the form of a hedge against prices >500 €/MWh. Difference Charges fund this protection from high prices. There is a need to try to ensure money collected from Difference Charges is sufficient to balance out that for Difference Payments. At the moment there seems to be a tendency to a surplus in the fund; however, a balance must be struck to avoid going into the opposite direction and cause underfunding (as this would ultimately have to be funded by Suppliers). In that context, a solution promoting a move from delivery based capacity market to one which is availability based would increase this risk substantially. There is a need to be certain that proposals raised don’t result in a shortfall in the funds that Suppliers would then have to credit via the socialisation fund which would diminish the effectiveness of the hedge. Currently the vast majority of trade happens in the Ex-Ante markets, reducing potential Supplier Unit exposure to Imbalance Price spikes.

There was support in focussing on the Balancing Market in an effort to avoid the price going above €500. The risk of focussing on the Capacity Market only is that the problems for Supplier Units and Wind units are not addressed. The view expressed was that the Balancing Market should produce low prices when the system is long, unlike what happened on the 24th January.
The RAs replied that on the 24th of January there were dynamics other than the direction of the Net Imbalance Volume that affected the results, as units put themselves knowingly in a position of being long in order to be decremented. The System being long was a symptom that the market saw what was happening and reacted appropriately to the Amber alert or maybe there were larger volumes of wind. In any case, a system which is long does not necessarily produce low prices. Moyle Interconnector stated that they were in agreement with other Participants saying that the North/South tie line was major factor in the event of the 24th as well as the 9th October.
SEMO put forward an alternative approach to the Modification Proposal. It would need testing and further assessment but addressed a similar issue where the Replacement Reserve was not binding. The alternative approach would extend the System Service Flag to all constraints that limit an increase in output on a Generator Unit including the tie line. Rather than changing the design from one of delivery to one of availability, instead the proposed approach would extend the current design to take into account where units could not deliver due to the presence of binding system constraints.

This is a current configuration setting in the Central Market Systems therefore could be implemented relatively rapidly without the longer lead timelines of system changes. This approach would also have an impact on financial flows and hedge funding; although possibly not as much as with the EAI proposal. It may still be considered as a temporary option as other Modification Proposals are discussed in parallel and progressed long term.
Based on further questions, SEMO clarified that the proposed approach would include all Operational Constraints that would limit the increase in output of Generator Units  (including DSUs) and not be confined to the current Replacement Reserve constraints i.e. it would include all operating reserves, replacement reserves, all MW and MWR limit constraints, SNSP, etc. It would not include Unit Constraints.

Tynagh expressed concerns that if you were not able to be dispatched due to your start time within, say, an hour you wouldn’t be flagged as held back for constraint reasons. SEMO confirmed that under their proposal, if a unit was not prevented from increasing output due to the presence of a binding Operational Constraint, it would still be subject to Difference Charges. 
Captured Carbon on behalf of Demand Side Association of Ireland (DRAI) stated that they could see the merits of the SEMO proposal. However, there is an issue for Demand Side Unit (DSU) Capacity Market settlement as it doesn’t factor in System Service Flags as non-delivery for DSU is treated via the Demand Side Non Delivery Factor (FNDDS) and this also does not factor in those flags. It is only benefiting generators and the solution needs to also include DSU. 
SEMO confirmed that the proposed change is intended to apply equally across all Generator Units (including DSUs) and where required, an update could be made to the FNDDS calculation methodology to ensure this was the case. The Regulatory Authorities acknowledged this point and agreed that the solution should treat all Generator Units equally including DSUs. 
Captured Carbon indicated that this would be important and highlighted that the current governance of the FNDDS methodology is unclear as it sits outside the TSC. They sought clarity on this matter and the RAs indicated that while a valid concern, that it should be considered separately and that the DRAI may wish to bring forward a Modification Proposal if it has concerns regarding the current drafting the TSC.
Viridian & Power NI PPB expressed concerns that not all scenarios would be covered by SEMO’s proposal, such as when units with a Minimum Off Time  are brought off by the TSO and can’t be brought back on to react to a system event, due to this Minimum Off Time. SEMO indicated that the circumstances whereby this issue would arise are not entirely clear and also that the flagging of Minimum Off Time was not something that currently existed and that any proposal would need to indicate how this would be implemented.  SSE proposed that the effective date of the successful solution could be expedited similar to recent modifications.  RA responded that this could be looked at however, this didn’t seem appropriate considering the technical difficulties associated with the changes.
Summary
The Chair reminded all that a solution was needed and it will take a period of time for getting an agreement on the best approach and implement it. There are a significant amount of changes to the market systems under development. The RAs expressed the view that there is a degree of urgency around a practical solution that can address at least some if not all the issues. 
4 next steps & Actions
next steps· A review of key points was discussed as were the agreed actions and next steps and the timeline for progression. 

· Secretariat to issue timeline for progressing the Working Group – Working Group 2 will be required, details of which will be issued shortly.  
Action· Secretariat to draft Working Group 1 Report – this will then be sent for Attendee Review and subsequently provided to the Modifications Committee;
· Secretariat to provide Working Group timeline for a second meeting;
· SEMO to assess manual calculation of FNDDS for DSU units to include them in SEMO proposed approach.
· SEMO to draft proposal in relation to extending System Service Flags to all constraints that limit an increase in the output of a Generator Unit by close of business on 14th of February.
· SSE to coordinate the drafting of version two of their proposal which will include a ramping margin 8 constraint instead of Replacement Reserve by close of business on 14th of February. 
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	MODIFICATION PROPOSAL FORM


	Proposer

(Company)
	Date of receipt

(assigned by Secretariat)
	Type of Proposal

(delete as appropriate)
	Modification Proposal ID
(assigned by Secretariat)

	SSE Generation Ireland Ltd
	16 November 2018
	Standard 
	Mod_32_18

	Contact Details for Modification Proposal Originator

	Name
	Telephone number
	Email address

	Stacy Feldmann
	
	Stacy.feldmann@sse.com

	Modification Proposal Title

	Removal of exposure for “in merit” generator units against BOAs taken in the market, when not dispatched by the TSO 

	Documents affected

(delete as appropriate)
	Section(s) Affected
	Version number of T&SC or AP used in Drafting

	Appendices Part B


	Appendix N: Flagging & Tagging Clause 1
	Version as per the new SEMO website

	Explanation of Proposed Change

(mandatory by originator)

	This is an amendment to the drafting relating to flagging and tagging that is designed to remove the exposure to Reliability Option difference payments from generators that have not been dispatched but were in-merit and available to provide energy against the strike price during the pricing period in question. At present, if the TSO moves away from economic dispatch to resolve specific transmission system constraints, generator units are (and have been) exposed to substantial difference charges, contrary to the design described by the TSO in “Exposure to CRM due to Operational Constraints” and accepted by the RAs in the final drafting of the T&SC.

The amendment (see legal drafting) to the appendix referenced in Calculation of System Services Difference Quantities (F.18.6); adds a new step to the process to resolve this issue. This results in a unit not being exposed to Difference Charges, if they meet a two-step test:

· Valid Simple Offers were cheaper than the actions taken in the relevant Imbalance Pricing Period (i.e. Simple Offers < Strike Price)

· The unit was available (Valid Ramping Margin 8 declaration) but ultimately was not dispatched. 

By calculating these quantities under Appendix N, these would then flow through into F.18.6 without removing any of the protections considered under that design (ensuring that the unit is exposed if unavailable or market trades are exacerbating the issue). An example is shown below:

For the imbalance pricing period, if both (Bid Offer Data < Strike Price, Ramping Margin 8 Capacity Volume >0) System Service Flag set to 0, otherwise, 1

IF(AND(€250/MWh < €500, 40>0), 0)

The Market Operator will then calculate the System Service Difference Quantity (QDIFFCSSuγ) for each Generator Unit, u, in each Imbalance Settlement Period, γ, as follows:

Capacity Provided = Max ((Actual Availability x Period Duration) – Max (Traded Quantity, Dispatch Quantity), 0) x (1 – System Service Flag)

X*0.5 = Max ((X x 0.5) – Max (0, 0), 0) X  (1 – 0)

The Market Operator will recalculate the Tracked Difference Quantity (QDIFFTRACKΩγ) for each Capacity Market Unit.

Difference Quantity = Min (Obligated Capacity, Tracked Difference Quantity + System Service Quantity)

= Min (X , 0 + X)


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

	Appendix N: Flagging & Tagging

For each Imbalance Pricing Period, φ, the System Operators shall use information from the most recent Indicative Operations Schedule to identify whether a Generator Unit’s scheduled output is bound by the presence of an Operational Constraint relating to the provision of Ramping Margin 8.A Generator Unit is considered to be contributing Ramping Margin 8 Capacity Volume for the purposes of this section if it provides Ramping Margin 8 for the relevant Imbalance Pricing Period, φ, and has submitted valid Simple Bid Offer Data with a Price that is less than PSTRm .Where they determine that the Generator Unit is so bound, the System Operators shall set the System Service Flag (FSSuφ) for that Generator Unit, u, equal to zero for that Imbalance Pricing Period, φ. Otherwise, the System Operators shall set the System Service Flag (FSSuφ) for that Generator Unit, u, equal to one for that Imbalance Pricing Period, φ. 
Part B: Glossary

Insert definition for Ramping Margin 8 Capacity Volume:

Replacement ReserveRamping Margin 8 Capacity Volume is where a Generator Unit makes the DS3 System Service Ramping Margin 8 available to the System Operator through a notification in line with the Grid Code or as stipulated by the System Operator for the relevant Imbalance Pricing Period, φ, and has submitted valid Simple Bid Offer Data with a Price that is less than PSTRm .
 

	Modification Proposal Justification

(Clearly state the reason for the Modification)

	As a result of specific circumstances in the Balancing Market, Reliability Options have been called on certain occasions since Go-Live. Dispatch decisions that were absolutely necessary to manage operational and system security constraints but represented deviations from economic dispatch advised by the commitment and dispatch tools that imbalance pricing relies on have resulted in an unmanageable and unintended market exposure for generator units.

Units that were in merit, available but not dispatched have been exposed to Difference Charges. This was not an intended design decision, with Section F18.6 proposed by the TSO in “Exposure to CRM due to Operational Constraints” being accepted by the Regulatory Authorities and incorporated into the final T&SC. SEM-15-103 and subsequent decisions are clear that capacity is procured on a single zone basis and that capacity providers  providing reserve or equivalent products should not face exposure if they were not dispatched for this reason. The I-SEM High Level Design is clear that imbalance pricing should be marginal and unconstrained.

In real market operation, offers have been accepted substantially above the Reliability Option strike price, when other offers for balancing energy below the strike price have not been utilized. Therefore, the units that have not been utilized must have been considered to have been providing a System Service that was considered more valuable from a System perspective to the TSO than the energy utilized in that pricing period, but has not been flagged as such in settlement under the current wording applied in Appendix N.

This modification addresses this and removes the unintended exposures that have been seen in market operation to date. 



	Code Objectives Furthered

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

	(b) to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner; 

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

(f) to ensure no undue discrimination between persons who are parties to the Code; and

(g) to promote the short-term and long-term interests of consumers of electricity on the island of Ireland with respect to price, quality, reliability, and security of supply of electricity. 

	Implication of not implementing the Modification Proposal

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

	Parties will be unable to manage their exposure to Difference Periods during imbalance settlement periods in which the TSO has been forced to deviate from the RTD due to binding operational or system security constraints and taken actions that have triggered the Reliability Option.  



	Working Group

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

(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.)


	n/a
	The Modification may have a systems impact if the current systems application of Appendix N is using only the indicative operational scheduling tool to assess whether a unit is providing ramping margin. This would need to assess both price and an absolute RM8 volume.

F.19 – there is a potential impact on Difference Payment Socialisation Charges, which will need to be accounted for in the methodology used to tariff this outside of the Code.



	Please return this form to Secretariat by email to modifications@sem-o.com
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	MODIFICATION PROPOSAL FORM


	Proposer

(Company)
	Date of receipt

(assigned by Secretariat)
	Type of Proposal

(delete as appropriate)
	Modification Proposal ID
(assigned by Secretariat)

	EirGrid / SONI
	
	Standard 
	

	Contact Details for Modification Proposal Originator

	Name
	Telephone number
	Email address

	Aodhagan Downey
	
	Aodhagan.Downey@Eirgrid.com

	Modification Proposal Title

	Removal of exposure of Generator Units bound by Operational Constraints to Difference Charges 

	Documents affected

(delete as appropriate)
	Section(s) Affected
	Version number of T&SC or AP used in Drafting

	Appendices Part B


	Appendix N: Flagging & Tagging Clause 2, FNDDS Methodology
	Version as per the new SEMO website

	Explanation of Proposed Change

(mandatory by originator)

	This is an alternative proposal to Mod_32_18 following the first Working Group. It is being raised for consideration with Mod_32_18.

This is an amendment to the calculation of the System Service Flag that is designed to remove the exposure to Difference Charges from Generator Units whose scheduled output is limited by an Operational Constraint. Currently, the System Service Flag identifies units that are bound by Replacement Reserves only. This modification proposal seeks to broaden the circumstances under which the FSS would be set to zero.
The Operational Constraints described in the latest Operational Constraints Update that limit the scheduled output of a Generator Unit include:

All Operating and Replacement Reserves 
(except Negative Reserves), S_MWR_ROI, S_MWR_NI, S_SNSP_TOT, S_RoCoF, S_MWMAX_NI_GT, S_REP_NI, S_REP_ROI, S_MWMAX_ROI_GT, S_MWMAX_CRK_MW
, S_MWMAX_STH_MW, and any others that may be added from time to time
.

Regarding the application of the above to DSUs, it is proposed to introduce the FSS to the FNDDS calculation  as set out in the FNDDS calculation methodology.


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

	Appendix N: Flagging & Tagging
2. For each Imbalance Pricing Period, φ, the System Operators shall use information from the most recent Indicative Operations Schedule to identify whether a Generator Unit’s scheduled output 
is bound by the presence of an Operational Constraint that limits any increase in the Generator Unit’s scheduled output, and where they determine that the Generator Unit is so bound, shall set the System Service Flag (FSSuφ) for that Generator Unit, u, equal to zero for that Imbalance Pricing Period, φ. Otherwise, the System Operators shall set the System Service Flag (FSSuφ) for that Generator Unit, u, equal to one for that Imbalance Pricing Period, φ.


	Modification Proposal Justification

(Clearly state the reason for the Modification)

	Circumstances can arise whereby the certain units with Awarded Capacity under the Capacity Market cannot be dispatched up by the System Operators due to the presence of an Operational Constraint on the system. In these instances, the Generator Units may be subject to Difference Charges where the Imbalance Price is higher than the strike price. This modification proposal would remove the exposure to Difference Charges of Generator Units whose scheduled output cannot be increased 
due to an Operational Constraint.


	Code Objectives Furthered

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

	(b) to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner; 

(h) to provide transparency in the operation of the Single Electricity Market; 

(i) to ensure no undue discrimination between persons who are parties to the Code; and

(j) to promote the short-term and long-term interests of consumers of electricity on the island of Ireland with respect to price, quality, reliability, and security of supply of electricity. 

	Implication of not implementing the Modification Proposal

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

	Parties will be unable to manage their exposure to Difference Charges during Imbalance Settlement Periods in which the TSOs cannot increase the output of Generator Units due to binding Operational Constraints.  



	Working Group

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

(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.)


	This has already been discussed at a Working Group.
	System configuration and process changes would be required.  These are currently being tested. 

The balance of difference charges and difference payments would be impacted.

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


�Greater clarity is required on how the SS flags would be created through this proposed modification. 


��Does this mean if the operating reserve constraint is binding, all units that are not on are not exposed to difference / non performance charges? Or is it just a unit that has an operating reserve flag applied to it?


��Why is the min not included? Should it not be when the min is binding that requires the MW from the area on that should result in the SS flag?


�The governance of this needs to be clearly identified. How are ad hoc / weekly constraints applicable to this SS flag. 





ESB have been informed that the Methodology for determining SO and NM flag document is just indicative and the TSO do not have to strictly follow it. 


�Is a scheduled output of 0 MW from the Indicative operations schedule mean a unit is bound by the presence of an operational constraint? How does the operating reserve constraint apply to a unit at 0 MW?


�Just increased or does decreased come into affect?
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