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1 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. 

A Terms of Reference was subsequently agreed with the following Working Group Meetings taking place :

· Meeting 1 – 6th February 2019

· Meeting 2 – 13th March 2019

2 Working Group Discussion
Working Group Meeting 1 – 6th February 2019Overview & 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 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 a 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. 

BGE queried whether more insight on SEMO’s view as to the prospect of how their proposal would  possibly not have as much an impact on financial flows and hedge funding as the EAI proposal, was possible.  SEMO acknowledged that they could look into this further.

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. 

Working Group Meeting 2 – 13th March 2019The Chair of the Working Group advised that the SEM Committee were looking at this issue and explained that for the next SEM Committee Meeting taking place on Thursday, 28 March 2019 he would like to present possible solutions to them for consideration.  This was not to approve or reject proposals but merely to provide a steer as to the thinking of the SEM Committee. The normal process of progressing a Modification Proposal would still ensue and it was advised that the RAs were also developing possible Modifications Proposals.  No further information could be given on those at this time.

RM8 Proposal Evaluation

SEMO presented on the progress of the impact assessment of both options – the Ramping Margin 8 (RM8) version put forward by SSE and flagging version put forward by SEMO. This involved an assessment of the financial impact of each change using the dates of 9th October 2018 and 24th of January 2019 and an assessment of the likely systems changes.

Difficulties arose when impact assessing version 2 of MOD_32_18 – the RM8 version. Currently, there are no settlement quantities for reserves in the SEM systems. In order to implement the Modification Proposal as drafted, it would be necessary to calculate a RM8 quantity to apply in the settlement calculation, which would be used to reduce the level of non-performance difference charges that would apply. There are a number of ways in which this could be achieved, none of which however are included in the proposal, and each one has its own complexities. Compromises can be made with easier solutions agreed between the proposer and the working group panel. SEMO questioned whether RM8 the only option with this assessment and if so what was the best way to represent and calculate this. This issue was raised on a call with the proposer before the meeting confirming to them that a Change Request cannot be raised unless detailed calculations can be provided.

SEMO confirmed that this would require a systems change through modifying Settlement equations. If a new quantity was introduced it would be reasonably significant change particularly if such quantities would have to be imported from a different system (e.g. from System Service settlement systems etc). Following assessment it shows that for implementation the availability option is easier but the implications for the market design had been discussed in WG1 already and would need to be taken into consideration. The Chair stated that the market design is not availability based but delivery based. Chair advised that such an option could not be considered for this reason alone.

Concern was expressed for Demand Side Units (DSU) in relation to availability to deliver in RM8. They are mostly only available for 2 hours consecutively and as a result of this limitation, the solution would leave them out, although available to provide the service when required at short term. It was then discussed that if certain units, mostly Energy Limited, are not able to provide a service, by proxy, risk will be introduced and winners & losers will be most likely created from a technology point of view.

A query was raised that if we are not expecting this to happen too often maybe this could it be solved on appeal and maybe verified as part of a dispute process.  SEMO advised that this would not be normal approach and would require a clearly-defined process. 

Supplier representative also noted their concerns regarding the impact of Difference Charges on the Socialisation Fund.

SSE Proposal Evaluation

SEMO advised that following the last working group it was agreed that this proposal would benefit from more clarity. The modification proposal would extend the system service flag to all constraints that limit the increased output of a Generator Unit. SEMO confirmed that this modification is not a system change but a configuration change, had already been successfully tested and could be implemented immediately after the decision.

Examples provided demonstrated the financial impact of the SEMO proposal aiming to reduce exposure.

Mod_32_18 V2 would have broadly similar effect with following differences:
· All available DSUs and GTs may be covered (although following DSU comments this may not be the case for DSU or Energy Limited units);. 
· Slow units may not be covered:
· This version of the Mod  is focussing on units that provide RM8, which may not be all units.
The Chair asked if BSNSP and RoCOF were included and how. SEMO confirmed they were, as schedules won’t allow those units to increase anymore but they are available. 

The impact on the 24th Jan showed that in aggregate the reduction in Difference Charges would not have impacted aversely on the Socialisation Fund or on suppliers. The impact on the 9th Oct was less clear as a known issue in the systems that was resolved by the 24th Jan may have resulted in more difference payments than were actually required under the Trading and Settlement Code (this will be picked up ultimately in resettlement).   

It was queried what would happen to units that were just not required (i.e. they were not flagged and not dispatched). SEMO explained that if a unit was not dispatched for some reason, it wouldn’t be covered but if a unit is available and is cheaper, it is likely that the unit will be used. The obligation is on the unit to trade themselves into a position and/or be available at a lower price. 

Concern was expressed that a selective downstream solution that worked for conventional generation would not work for suppliers and DSU’s and that a sticking plaster approach was being applied to this issue rather than looking at the wider issues and upstream implications.  Chair confirmed that, as agreed in previous sessions, this discussion was not in scope and the RO changes could be looked at individually without impacting the wider picture.
Presentation material addressed responses to the comments and queries raised following WG1. 

The governance of FNDDS (Demand Side Non-Delivery Percentage) Calculation Methodology and Methodology for System Operator and Non-Marginal Flagging was discussed. The DSU stated that changes on the FNDDS should be applied in advance of the Modification Proposal as they are independent and needed for consistency.

Mod_32_18 Working Group 1 Comments
Mod_32_18 Working Group 2 Comments
3 Recommendation
At Modifications Committee Meeting 90 RA Member advised that the issue raised by this proposal had been discussed by the SEM Committee as part of a broader discussion on the options available. Three options were highlighted:

1. Removal of locational constraints as proposed under Mod_09_19

2. Simple NIV Tagging

3. SEMO Proposal drafting from Working Group

It was confirmed that options 2 and 3 were being considered further as part of the upcoming RAs consultation. The RAs are going to issue a consultation in the coming weeks and it was felt that the Working Group process had delivered its requirements in arriving at this juncture.  It was advised that whilst the consultation is in progress, there would be little value in a third Working Group and it would be efficient to close out on the Working Group process and that the proposer of Mod_32_18 could withdraw their proposal if they were happy to do so. SEMO Member noted that the SEMO proposal discussed at the working group would be formally submitted if required after the Consultation. The proposer of Mod_32_18 indicated their agreement with this approach.

The working group has recommended that subsequent Modification Proposals be raised as required as a result of the working group progress and upcoming consultation including those noted below.

Proposer will withdraw Mod_32_18 with further new Modifications Proposals to be raised from the Consultation process.  Withdrawal Notification will be published. SEMO will also raise their alternative proposal for consideration by the Modifications Committee pending the consultation decision.

Note that subsequent to Working Group Meeting 2, SEMO and the DSU Member have had some engagement regarding an action to follow up on the application of System Service Flagging (FSS) to the methodology for determining the Demand Side Non-Delivery Percentage (FNDDS). This engagement has identified that not only would there be a requirement to update the FNDDS methodology, which is in progress, in order to apply the proposed modification to DSUs, but this would also require a further modification to apply the rules for determining FSS to DSUs as they are currently dis-applied. 

This proposal is worthy of consideration regardless of the outcome for the alternative proposal discussed above. SEMO will liaise with the DSU Member to progress this proposal.
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