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1. INTRODUCTION

The Commission for Energy Regulation welcomes the NERA Report (ROI Interface Study - an Interim Report for the IME Group) - dated 13th November 2003.  During its design phase of the Market Arrangements for Electricity (MAE), the Commission sought out the views of Northern Ireland participants on the proposed new trading arrangements.  This involved individual meetings with the regulator and with participants and presentations in Northern Ireland (NI) to participants and customer groups including the IME group. The implementation phase of the MAE requires a co-ordinated approach within Northern Ireland and the IME group is well placed to provide this.  

For our part we have put in place an implementation group comprising market participants and we have included representatives of NIAER, SONI and the Moyle Interconnector on this group. Additionally, in recognition of the importance of interconnector trading in general and of the need to promote the all island initiatives in particular, we have established two working expert groups to examine the issues involved.  The Interconnector Trading Group comprises participants currently trading across the interconnector and the two TSOs.  The Interconnector Technical Group comprises the two TSOs and the two regulators and they are examining the technical issues relating to interconnector trading under MAE, including interconnector nodes specification, reserves sharing, and marginal trading. In addition it is expected that the TSOs can provide expert advice on trading issues including the roles and identity of boundary entity and seams issues. 

Overall, the Commission considers that the NERA report provides a fair representation and discussion of the issues involved in interconnection trading under MAE.  We note that NERA have no fundamental issues with the main principles of the MAE and the report is concerned mainly with the detailed design and operation of the market which is the subject of the implementation programme.  While we comment below on some details and nuances of this report, we feel that this report is a positive and substantial contribution to the implementation process and that it should help facilitate the all-island discussions and process.

Electricity trading is by nature complex. We have taken the view that market participants need to be fully aware of the details underlying the MAE as this is critical to the successful implementation of the market.  We have therefore provided specific fora and other opportunities for participants to learn about our proposed market.  We have encouraged NI participants to attend these sessions and in the main they have supported them. The NERA Report (and particularly Appendix A on LMP markets) may help to further the learning process of in relation to Locational Marginal Pricing (LMP) markets and we welcome this development. 

2. GENERAL COMMENTS

The Commission makes the following general comments in relation to the NERA report:

· The Commission supports the NERA approach of examining other similar markets and endeavouring to learn from their mistakes.  The Commission, in fact, visited all the markets mentioned by NERA as part of the Commission’s evaluation process.  While we appreciate that the New York experience may illustrate the need for sensible and workable interface protocols, the specific details of the New York problems and the solutions to those problems are unlikely to be immediately relevant to this market.

· Boundary conditions between two separate and different markets (i.e., the MAE and NI) are likely to result in inefficient dispatch of the combined total system and inefficient cross-border trade. While appropriate rules in the MAE can mitigate these inefficiencies to a degree, such rules cannot eliminate them especially if they are the result of incompatible gate closure times and policies in NI (such as the method of determining the NI tariff).  Resolving these boundary condition problems will require appropriate action in both markets, but may not be fully resolved, in the most efficient manner, except by forming an all-island market.

· The report concentrates almost entirely on trade from North to South and has made little comment on efficient trading from South to North.  Interconnector trading has to provide for efficient trading in both directions, in the spot, hedge contract, and reserves markets. 

· Efficient trading is more likely to be hindered by the relatively long gate closure time in the North than any other issue. The market rules of the MAE will provide an efficient dispatch process for those who are able to use it and the NI long gate closure and commitment process may preclude such efficient dispatch across the border.

· A long gate closure in the North creates inefficient dispatch for NI generators in the MAE because of the need to lock down dispatch much earlier than necessary and desirable – even in the North, this may mean a larger need for balancing or reserves, or both.

· In relation to interconnector trading the details of offering into the MAE depend on the option chosen. In either case however there is likely to be a mismatch between the price and dispatch decided at NI gate closure and the real-time price in the MAE. This will need to be managed and may disadvantage NI generators.

· A mismatch in gate closure between the MAE and NI may mean that participants who are in both markets can profitably exploit this time difference without adding any benefits to the markets.

· The issues created by different gate closure times are not unique to the NI interface with the MAE, as inferred in this report.  When BETTA is implemented in Scotland, with a 1-hour gate closure, similar problems may exist between NI and Scotland.

· The MAE may allow NI generators to acquire FTRs, if they are properly licenced as MAE participants (including requirements to follow prudential requirements). The MAE may include a formal hedge contract market as part of the solution to the dominance issue.  If not, participants may have to engage in bilateral transactions with other participants if and as they so choose. 

· There is an implication in the report that the existing reserve sharing arrangement will continue.  This may not necessarily be the case. The MAE will put in place a reserve market that is co-optimised with the  energy market and the interconnector protocols must consider how NI generators may participate in this reserve market.

· Some of the recommendations in the report seem aimed more at ensuring that NI companies are able to participate and do business in the ROI (e.g., access to hedge contracts and suppliers) than at addressing interconnector and other interface issues.  Other issues, such as tax regime may be equally relevant and will also need to be considered further in our implementation phase. 

3. SPECIFIC COMMENTS

The Commission makes the following specific comments in relation to the NERA report:

· The report suggests that the MAE might be responsible for “an adverse impact on franchise customers in NI” due to the possible outcomes in the MAE spot market which may result in lower export revenue for NI generators.  The MAE prices at the boundary will reflect the market conditions at that point and in the rest of the MAE and may differ from a price that reflects the “full cost of new generation capacity.”  

The level of NI customer prices will be determined by many factors, once of which may be the level of MAE payments to NI generators.  Other factors may include NI network and supply costs and perhaps costs of existing NI generator contracts.  We are of the view that the level of retail prices in NI is a matter for OFREG.  

If NI generators earn lower revenues as a result of MAE (and we do not necessary agree with this point) OFREG may consider that NI based generators should earn revenues in addition to those obtained in the MAE. OFREG has the option of implementing a mechanism that provides these generators with additional revenues.  In this example, prices to the NI customers will increase as these additional revenues need to be recovered from NI customers.  
· The report intimates that ESB dominance may mean that NI market participants have less access to supplier contracts (i.e., hedge contracts) and FTRs.  The Commission does not foresee any market dominance solution that would restrict NI market participants from obtaining ROI contracts or from participating in FTR markets. 

· The report suggests that the Commission may undertake measures to control ESB dominance that will depress “spot market prices in the ROI below the levels needed to remunerate new investment.”  The general concern about over-reaction to market dominance is valid and may reflect the US tendency to push prices toward marginal costs through market power mitigation mechanisms.  However, the Commission is keenly aware of this issue and intends to address it in the treatment of dominance and via market monitoring which will be consulted on in the first quarter 2004.  

The Commission also points out that MAE Locational Marginal Prices are not the only source of revenue and profits for any generator.  New entrants would consider revenue from contract markets and reserve markets and perhaps even emissions markets in their analysis (as suggested on pages 45 and 46 of the report).  

NERA may be concerned that existing NI generation receive profits at or above a certain level. If this is the case the concern may be misplaced.  An efficient market in NI (or for the entire island) might produce lower returns to these existing NI power plants.  As mentioned above OFREG could consider that additional revenues are required for NI generators and put in place some mechanism to provide additional revenues. 

· The Commission considers that the report is in error in its interpretation of the relevant prices paid depending on nodal design at the interconnector. The NERA Report rightly points out that if the boundary is at the South end of the interconnector there will need to be some process to manage flows on the interconnector. However, at the boundary of the MAE, whether this is at the North end or the South end of the Interconnector, prices will be determined by the MAE market-clearing engine based on market conditions.  The suggestion that prices at the boundary will be set by a different process depending on the location of the boundary is incorrect
.  At any node within the MAE, including the North end of the interconnector, prices will be determined by the MAE market-clearing engine. 

NERA may be reflecting an alternate view of the trading arrangements at the interconnector, with prices on all points in NI determined by the NI market, even if they are a part of the MAE. Under this arrangement the MAE boundary at the North end of the interconnector would involve two market nodes located at the same physical node. In this case one node would be the NI priced node and the other node would be the MAE node and the prices may not be the same (as noted on page 17 of the report). The Commission is advised that such an arrangement is not possible. 

· The NERA report  incorrectly characterises the FTR situation in New Zealand.  Transpower is trying to make FTRs available to the market and has had an FTR regime ready to roll out for more than a year. Resistance has come from both industry and Government because of a number of concerns expressed over the Transpower FTR proposal.

· The Commission is not in favour of the NERA proposal to create a single interconnector that is a composite of the three separate lines that physically link the ROI and NI systems.  The Commission considers that the general interconnector protocols should be applied to each separate physical line in the same way, so that there are multiple interconnection points and trading nodes.  The Commission will be seeking the views of the Interconnector Technical Expert Group on this issue.  

4. CONCLUSION

The Commission welcomes the NERA interim report from the IME group on the ROI Interface Study and regards it as a very positive step in the co-ordination of the NI input to the MAE implementation process.  The report has confirmed a number of seams issues and protocols identified by the Commission in its consultation of November 2003
.  The Commission has two working groups specifically addressing these and other related issues who will make recommendations to the MAE Implementation Group on the appropriate rules to adopt.  

The NERA report has made a number of conjectures relating to decisions not yet made by the Commission including the treatment of dominance, the impact of the fast build option and the proposed FTR regime.  The Commission appreciates that in this regard NERA was working in a vacuum and are influenced by experiences abroad. The Commission is also learning from these markets and will address pertinent issues in the MAE detailed design.  The Commission intends to address some of the important issues highlighted in the NERA report in 2004 and would refer NERA to our new work programme
. 

The Commission is of the view that the MAE LMP market will facilitate trade between NI and ROI whether the two markets converge or not.  However, the Commission is of the view that the interests of all participants and of customers in both jurisdictions are best served by the integration of the two markets.  The Commission looks forward to the final NERA report and is happy to provide whatever assistance may be required to ensure its delivery in a timely manner. 

� NERA suggests that prices will be set by “conditions within NI” if the boundary is at the North end, while prices will be set by “conditions within ROI” if the boundary is at the South end.  


�  Interconnector Trading Principles (CER 03/266 – 17th October 2003) 


� MAE Implementation Programme 2004 which will be published shortly on CER website
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