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1 Background

Mod_03_18 Autoproducer Credit Cover was received by the secretariat on 11th January 2018. This modification was first raised at Meeting 79 on 25th January 2018.
At Meeting 79 the proposer delivered a presentation summarising the requirement for this proposal. The proposer addressed the collateral impacts that will be experienced and advised that this proposal was needed to correct the Trading & Settlement Code.

It was suggested that this issue will also affect Demand Side Unit (DSU) participants. MO Member advised that they were reviewing DSU impacts since this had only been raised the previous day. Members and observers were in broad agreement that this was something that needed to be addressed, however, it was also communicated that this proposal may address the Autoproducer issue for the proposer but may not work for all Autoproducer set ups or DSU participants. MO Member noted that the system change to deliver the proposal as drafted could not be done for I-SEM go live given the proximity of the cutover date. 

An MO Member advised that an interim modification to address the issue until an enduring solution can be included in the market systems should be possible. MO Member advised that this may involve provisions to treat affected Participants as Adjusted Participants along with bespoke rules on the volumes to apply to the Adjusted Participant calculations but that this needed to be further investigated to ensure a robust treatment.
It was agreed that a Working Group should be set up to explore this issue and develop this proposal for the enduring solution.  It was also agreed that an additional proposal will be raised in the short term to mitigate this issue for go-live.

Mod_09_18 was received on 14th February 2018 and was raised at Meeting 81 on the 13th March 2018. At Meeting 81 the Proposer delivered a presentation summarising the requirement for this proposal explaining this is the interim measure in mitigation of the Mod_03_18 Auto producer Credit Cover issue, the latter which will be the enduring solution to the issue but is subject to further work including through a working group.  Proposer advised that this modification was adopting a flexible and straightforward approach.  Proposer also stressed that he was mindful of timelines and initial credit cover calculations.  

Members discussed the various options and areas of concern such as eligibility criteria for availing of the interim approach and arbitration of any such process were addressed. Supplier Member was also keen to ensure that any such solution was effective for DSU participants also and that this needed to be considered.  Proposer suggested a further proposal that could take all the comments expressed onboard that could result in the MO assessing criteria with RAs being the point of appeal. RA member re-iterated concern with regard to eligibility criteria (and related principles for determining eligibility) and a lack of clarity as to how an appeal process would work and suggested he and the MO Member followed up outside the meeting to determine an appropriate approach.  

Due to timelines of credit requirements in relation to go-live it was agreed that Proposer will issue version 2.0 of this proposal to the committee for a week review period and an Extraordinary Meeting will be scheduled to progress this modification.
At Extraordinary Meeting 82 on 23rd March 2018 Version 2 of Mod_09_18 was raised. The Proposer discussed the changes made in version 2.0 of this proposal.  Generator Member queried any lead time in such an application process.  Proposer advised that it would be the same timelines as any request for a forwarded adjusted participant.  It was also clarified that this would be built into go live processes. It was also advised that this would be captured under transition timescales.  

Use of the wording ‘deployment date’ was questioned in detail with concerns that this was ambiguous.  RA Member stressed the importance of consistency advising that similar drafting had been used elsewhere.  Several members also shared this concern and alternative drafting was explored.  Observer voiced serious reservations about possible clauses in the enduring code with no end date.

It was proposed that the FRR can explain the context that the deployment date is related to the expiration of the application of the interim solution under MOD_09_18 (as opposed to the commencement of the application of the interim solution under MOD_09_18). The aim is to clarify in the definition of “MOD_09_18 Deployment Date” that the application of the interim solution falls away once the enduring solution currently being addressed under MOD_03_18 comes into force. The definition of “MOD_03_18 Deployment Date” and how it is described should bear this in mind.

Supplier member proposed legal drafting that the committee agreed with – version 3.0 contains the agreed drafting.

Committee were in agreement to vote subject to the agreed legal drafting. The proposal was approved subject to legal drafting. The proposal became effective on 27th August 2018.
A Terms of Reference was subsequently agreed with the following Working Group Meetings taking place:

· Meeting 1 – 24th January 2019

· Meeting 2 – 9th May 2019

2 Working Group Discussion
Working Group Meeting 1 – 24th January 2019
Overview & Backround
The proposer gave a brief history of Aughinish Alumina claiming that they were arguably the most reliable generator, they are rarely a net consumer of power and, therefore, in settlement they are rarely exposed to demand tariffs. Since demand volumes are treated on a gross basis in the current credit calculations for the Undefined Exposure Period their entire demand, including that which is met by onsite generation, has these tariffs applied whereas in settlement they are only paid on the net consumption where the onsite generation is at reduced or zero availability which is extremely rare. This creates a situation where the unit is subjected to Credit Cover Requirements which appear excessive when considered in line with the net settlement across the Trading Site. Some data was presented to support this assertion.  
Further, the proposer believed that the application of the standard deviation within the separate calculations for generation and supplier units would result in further increased credit requirements for the company. 
Finally, the decision on Suspension Delay Periods at the time of raising the proposal was for Supplier and Generator Suspension Delay Periods to have differing durations in the ROI jurisdiction, resulting in differing Undefined Exposure Periods for Supplier Units and Generation Units. In the proposers view, this would have meant that the period for which required credit for Undefined Exposure for demand is calculated was greater than that applied for offsetting generation calculations resulting in a further overstatement of credit requirements for their Autoproducer site with a single Connection Point.

The proposer confirmed that their original proposal contained treatments to address these issues for Autoproducer Sites by treating the Undefined Exposure calculations based on Billing Period Cashflow as opposed to gross demand and imbalance settlement for generation volumes and also applying the standard deviation in the direction of the cashflow so that it was always additive to both payments and charges.
The proposer confirmed the interim solution to treat those affected as Adjusted Participants introduced via mod_09_18 was working well for their Autoproducer. DSU confirmed the interim solution was working for them also. 

A question was raised as to whether the interim solution provides adequate protection to the market as intended by the credit mechanism if the interim approach endured for longer. SEMO raised a question around exposure and whether the original part B is currently covering this risk of exposure. It was agreed that clarity was needed for Autoproducers and DSU Participants on how the interim Modification has been applied in practice by SEMO. SEMO representative confirmed that the credit team provided an initial indication of the treatment of forecast data used for each adjusted Participant type; however, they will request and circulate further details on such process.
SEMO noted that the first Historical Assessment Period of 100 days since the start of I-SEM had recently become available; therefore, where all Participants were initially treated as ‘New’, most had recently been changed to ‘Standard’. SEMO also noted that they understood that the Autoproducer at Aughinish and most DSU Participants have been kept as ‘Adjusted’, other than those with portfolios whereby supply and generation are also under the same Participant as the DSU. SEMO suggested that any Participant who wished to confirm their treatment or request more detail may also wish follow up with the helpdesk.  
It was confirmed that only Undefined Exposure is affected and that defined exposures are unaffected by the issue.
SEMO made a point that a statement on slide 20 of Aughinish’s presentation was not consistent with the SEMC policy of credit cover. The statement that “Any participant should only be exposed to their imbalance position” is not correct as to implement the SEMC policy of full collateralisation requires credit cover to be determined across a Participant’s gross exposure in relation to their consumption and not just their imbalances. SEMO agreed that there is a distinction between Supplier Units that represent retail companies, and thereby end consumers, and Supplier Units that “self-supply” and have no end consumers, noting that the rules of the calculation of Required Credit Cover implemented in Part B do not acknowledge this distinction. This also affects DSUs so a distinction needs to be made noting the difference between Supplier Unit that have end consumers and those that don’t (either through “self-supply” or where their Supplier Unit is used for algebraic purposes in settlement rules only).

It was noted that some changes for DSUs are anticipated, as part of the state aid directive, and that any enduring solution should be considered in that context. A DSU representative suggested that since the interim solution was working well they would be happy for it to continue if deemed necessary if it did not make sense to put in place the proposed enduring solution for DSUs due to the potential changes anticipated.

Impact on DSU Participants and Possible Solutions

DSU representative confirmed they have a similar issue to Autoproducers which is over collateralisation but noted some key differences. A Trading Site Supplier Unit (TSSU) for a DSU is not a unit with physically Metered Demand but rather has Metered Demand set to the negative of the Dispatch Quantity so that such a TSSU can never have a non zero Metered Quantity without DSU Dispatch Quantity in the market. However, as specified, its use in this manner is not noted in the Required Credit Cover calculations and incorrectly results in determining an Undefined Exposure for DSU sites. 

DSU representative discussed DSU energy settlement calculation generally and for different scenarios of what is traded Ex Ante on the DSU a TSSU. They noted that it is not possible for the DSU to be unavailable and the TSSU to have a non zero demand so that there is no DSU analogue for an Autoproducer Site where the generation is unavailable to that demand and therefore credit exposure increases. This highlighted a key difference in the balancing market exposures for the unit types being discussed. 
They went on to discuss a scenario for a DSU with a Balancing Market exposure whereby, if the TSSU would participate in any Ex Ante by selling a volume on the DSU and not purchasing the same volume on the TSSU which would cause an imbalance at the TSSU and this trading would be captured as defined exposure. SEMO suggested that, if such a defined exposure existed, then it may be appropriate to account for the potential for such an exposure in Undefined Exposure Calculations. It was suggested that in order for the Undefined Exposure calculations for DSUs to ensure that the wider market is not exposed to under collateralisation this may have to be the case and that this may mean that extending the current interim treatment for DSUs, as discussed previously in the context of potential changes to DSUs in future making it difficult to have a future proofed solution, is less desirable. SEMO suggested in that case that the preferred solution for DSUs would be one that captures current exposures and is future proofed for potential changes and extension of the interim treatment, whilst an option if this ideal is not possible, may be less desirable.
DSU representative stated that the solutions would be reflective on settlement and tariffs being included. It was agreed that more information was needed on the interim solution to be provided by SEMO’s Credit Team.

SEMO stated that timelines on implementation of any system changes have to be considered also in the context of changes arising from the state aid directive impacting on DSU. DSU are required to be treated the same as any generator so any enduring solution will need to be cognisant of other changes as  the current position of no metering at the TSSU for a DSU site may not permanently be the case.

DSU representative stated they would be comfortable with this and maintain the interim Mod_09_18 in the meantime.  MOD_03_18 should ideally include provisions for DSUs. A long term solution that will work should include Autoproducer Site and DSU algebra and be mindful of the potential impact of the state aid directive for DSUs. A discussion took place around the fact that the initial drafting of the interim solution defined its end dated as being required to be no later than the implementation date of Mod_03_18 but SEMO noted that this was removed in the final drafting as detailed in the decision letter so that it shouldn’t be an issue. It was, however, noted that a review of the interim provisions would be required if they were to endure for DSUs and that the proposal may need to cover amended legal drafting to account for this and a review of sub-section G.12.4 on Adjusted Participants.
It was agreed that MOD_03_18 as currently drafted is specific to Autoproducers. DSU representative is realistic about dates and timelines for System changes and is happy that the interim solution is there and could be extended if necessary. SEMO’s preference is for something that will work with all anticipated long term changes.

It was suggested that a good output of this first working group would be a high level principle scope of ‘solution requirements’ that are future proofed insofar as is possible. 

Materiality

It was noted that if there is a difference in Undefined Exposure Period as a result of differing Supplier and Generator Suspension Delay Periods and this has the potential to cause a significant impact on the credit requirements for Autoproducers and DSUs. The envisaged SEM Committee decision to have these set to 14 days for ROI Suppliers and 7 days for ROI Generators would result in a larger credit requirement for Autoproducers and DSUs. Currently the market systems do not support different undefined exposure periods for different unit types. This is consistent with Part B of the T&SC which is written on single undefined exposure period that covers everything. To implement the RAs parameter decision, which included separate values for Supplier Unit and Generator Unit, will require a further modification to the T&SC to define the changes to the algebra and further work the vendor to implement the changes. The difference is to allow the customer to switch from their previous Supplier to the Supplier of Last Resort. The MO is planning to raise such a Modification in the near future. As a result of this limitation, these have been set equal at 7 days as an interim provision so that this effect is currently not at issue, however, an action was taken for the Regulatory Authorities (RAs) representative to confirm the intentions going forward as to whether they would still require different values to be introduced in future and if an exemption could be made for Autoproducers and DSUs, so that this can be taken into account in the Working Groups recommendation and potential Modification Proposal.
SEMO reviewed the equations on approved Mod_22_18, in the context of concerns around the direction of standard deviation being applied causing an exposure, which is effective on the baseline of version 20. In the legal drafting introduced by this proposal, standard deviation will always ensure that customers will have increased credit or liability with either cash flow, generation or demand respectively. This is in contrast with the proposer’s initial understanding that the effect would be disproportionately onerous due to applying only in one direction.  
The materiality presented by the proposer for their Autoproducer contains a figure of approximately €486,000 due to the difference between the undefined exposure period for the Supplier and Generator Units and approximately €170,000 due to the issue of standard deviation in the undefined exposure calculation. The MO argued and the proposer confirmed that the €170,000 is not an issue since MOD_22_18 has resolved this and the €486,000 is also currently not an issue because the Suspension Delay Period duration of 7 days currently applies to both Generator and Supplier Units in both Jurisdictions. 

This will potentially become a problem if these were to differ in future, unless an exception is made for Autoproducers and DSUs on the ground that the 14 days for Supplier Units are required to allow Suppliers of Last Resort to complete switching over of retail customers does not apply to Trading Site Supplier Units. The RAs agreed that this could be taken as an action for them to consider and advise.

It was confirmed that the issue with Supplier Tariffs (Imperfections, Capacity Charges etc.) with an approximated impact of overstating collateral for the proposer of around €143,000 due to the effect of the application of tariffs on Aughinish applies in the absence of the interim solution and this item would also otherwise affect Demand Side Units (although a figure for DSU materiality is not available). SEMO commented that this figure justifies the need for a Modification as it was inappropriate for the MO to hold collateral for such amount since it does not represent an exposure in settlement. It was also noted that further assessment of this materiality is with actual data from I-SEM would be unlikely result in any reduction that would change this view.
The proposer gave a summary – SEMO passed 100 days, therefore it would be appropriate to look at what would have been the exposure of Autoproducers and DSU as a result of the “as is” design, versus what their actual exposures would have been over that same historical period. The proposer stated that it was not a simple ask to run this. It was agreed to take an action that Autoproducers and DSU would both look individually at their own comparison of the interim, proposed and existing provisions for credit assessment and that SEMO would assist by providing data, templates or guidance if required.
The proposer noted some differences between the set-up of his Autoproducer Site and that of other Demand Sites in the context of their discussions with industry and the principle of these differences was acknowledged. In particular, they highlighted the single Connection Point for import and export and noted that despite the gross metering set up for system operation that it was important that the principle of netting at the Connection Point was appropriately acknowledged by and reflected in the Market.
Market Risk

The question was raised about what would be the Market exposure should the Autoproducer site become a net importer. It was also noted that the enduring solution should work for any Autoproducer including one which was a net importer in order to ensure that the solution is universal. 
The proposer stated that CHP on the Autoproducer site could be turned off if a cheaper alternative would be going back to being a net consumer. But it would be costly as it would not be able to start alumina plant without CHP – it’s not just a power generator, it also gives steam to alumina process. Historically, they have run the alumina plant very rarely without CHP before and that this was very costly. They could consume power up to 45MW but they are arguing that this exposure should be removed by the enduring solution and agreed that this should be calculated as normal in that case and would be based on their original proposal. 

It was noted that if a Participants Generator Imbalance or Supplier Demand changed by more than the Credit Cover Adjustment Trigger due to becoming a net importer or otherwise they would be required to notify the Market Operator and would then be treated as an Adjusted Participant until such times as this was captured under Standard Participant calculations and that a revised forecast would need to be provided. Once Adjusted Participant rules are correctly followed there is no risk to the Market.
The DSU representative also stated that the risks for the Market occur only when the TSSU trades differently from the DSU in the Ex-Ante Market, but the defined exposure for this is also covered by the current rules as it is picked up in trading exposure. However they will include all scenarios in their analysis in support of the Modification. 

It was noted that it would be prudent to review the Code provisions contained in G.12.4 around the normal requirements to become an Adjusted Participant where volumes change and an action was taken in this regard by the Market Operator representatives. It was also noted that one of the solution requirements should be that the wider market remains appropriately and adequately protected by the collateral provisions.

Timelines for progression were further discussed as detailed in the next steps section below.
Working Group Meeting 2 – 9th May 2019
The various actions noted at Meeting 1 were discussed with all actions being closed.  Chair advised that a second version of this proposal was progressing well and thanked all those involved for their support.  The recommendation of this Working Group process will be to raise version 2.0 of this proposal for consideration at the next Modifications Committee Meeting which is taking place on Thursday 27th June 2019. This new version would be based on cashflow as opposed to artificially alter the status of a Participant to be considered adjusted as in the current interim solution. The drafting is at an advanced stage, the proposer is working with SEMO to finalise some formal aspects of the legal drafting to bring it forward to the Panel.

It was advised that the submission deadline for this meeting will be Thursday 13th June 2019.  Secretariat clarified that a report will be produced for Meeting 2 with a Working Group Report summarising the process undertaken with a Recommendation noted for the information of the Modifications Committee.  In tandem with the development of this report the second version of the proposal will be raised with the Modifications Committee for the June Meeting.

The issue of exemption on differing Suspension Delay Periods was raised. SEMO communicated the RA response to the group which detailed that they have not identified any issue with this.  Should a modification be raised in the future then an exemption could be given for the affected Trading Site Supplier Units (TSSU). It was proposed that this also is noted as part of the Working Group Recommendation.
Timelines for progression were further discussed as detailed in the next steps section below.
Chair thanked all those who had participated in the Working Group.
3 Recommendation
Mo_03_18 version 2.0 is currently being developed for presentation at Modifications Meeting 92 on the 27th June 2019 to include the items discussed at the WGs.
Submission date for this proposal will be Thursday, 13th June 2019. 

The issue of exemption on differing Suspension Delay Periods was raised. SEMO communicated the RA response to the group which detailed that they have not identified any issue with this.  Should a modification be raised in the future then an exemption could be given for the affected Trading Site Supplier Units (TSSU). It was proposed that this also is noted as part of the Working Group Recommendation Report.
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