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Subject:
Options paper for day-ahead electricity market governance guideline

1. Object and scope
The object of the day-ahead
 electricity market governance guideline is to create a framework and the necessary rules to achieve a European wide day-ahead market coupling using implicit auctions for optimising the use of the transmission system and for influencing positively the liquidity, price formation and transparency of the European power market.
 
Day-ahead market coupling shall be a high quality single price coupling and it shall be implemented at reasonable costs. The market coupling shall be implemented according to the requirements of the relevant Framework Guidelines and network codes, In particular the Capacity Allocation and Congestion Management Framework guideline and the codes to be prepared following this guideline, tentatively the Capacity calculation network code, Day-ahead network code and Intra-day network code, are relevant for the market coupling. These codes will be prepared in parallel to the development of this governance guideline which allows ensuring the consistency between this guideline and the network codes.
The market coupling system shall be established through co-operation between TSOs and Power exchanges (PXs). The TSOs and PXs participating in the system need to have a smooth and efficient cooperation according to their different responsibilities and tasks. TSOs and Power exchanges can use agents or subcontractors for the tasks in their responsibility. The day-ahead electricity market governance guidelines shall provide a clear and robust basis for defining generally the responsibilities of the actors and entities involved and the interaction between them. 
In addition to and in line with the governance guidelines and the relevant network codes on capacity calculation and day ahead market, TSOs and Power exchanges shall establish operational arrangements for the proper functioning of the market coupling. These arrangements shall be enforced through binding detailed operational rules between the parties which shall be subject to approval by ACER, after consultation with stakeholders. 
These operational arrangements shall be implemented by TSOs and PXs through the two possible parallell ways which shall be defined in detail in the operational rules:

· Through binding agreements between TSO(s), PX(s) and possible service providers in their respective areas, subject to approval by the NRAs and ACER.

· Directly imposed by the national regulation
, in case the TSOs and PXs are directly regulated under the national legislations.
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2. Definitions
TSO

Power exchange (Entity running an organised day-ahead spot market)
Agents or subcontractors
Day-ahead spot market

Market coupling system

Price zone

Single price coupling

Implicit Auction

Flow based

ATC based

Market result

Single price coupling algorithm

Day-Ahead Network code

Intraday Network code

Capacity Calculation Network Code

Operational arrangement

Market Coupling Contractual Agreement
Common Costs
Firmness

Bidding zone
3. Functioning of the day-ahead market coupling

The market coupling system shall be composed of a coordinated capacity calculation system
 and a price coupling system, and the necessary ancillary systems and services for example for data input, data output, system back-up, accounting, monitoring, clearing and shipping purposes. The market coupling system shall be specified in the relevant network codes.

A coordinated capacity calculation system shall be developed and used to determine the available transmission capacity for cross-border trade for the market coupling. A price coupling system shall be developed and used to determine the price for each bidding zone based on the energy bids
 sent by market participants, respecting the capacity information calculated on the previous point. The price coupling system shall be based on single price coupling algorithm which shall determine prices in a single calculation operation and shall determine a single price per bidding zone. Capacity shall be allocated based on the results of the price coupling calculation. 
The market coupling shall deliver a high quality result measured in terms of price formation, efficient allocation and utilisation of cross border capacity and overall social welfare. Quality requirements and measurement of results shall be described in the operational arrangements and approved by ACER.
The market coupling system shall include a fall-back solution, in case the system is not able to deliver completely or for a certain bidding zone the expected results in a predefined time. 
A common time-table for the single price coupling shall be established in the operational arrangements.
The necessary details of the capacity calculation method, the single price coupling algorithm and the process of the market coupling shall be established in the operational arrangements and published by the TSOs and PXs.

4. Designation of the parties involved in the coupling

TSOs
All EU TSOs, except those without any interconnection to any other TSO, shall participate in the market coupling system. These TSOs will be required to comply with the necessary requirements such as coordinated capacity calculation with a common European or regional grid model, as defined under the relevant network codes and the operational arrangements established under the governance guideline, and participation in the governance structure and necessary agreements. 
The market coupling system may initially develop in appropriate regional initiatives, which shall in all cases ensure compatibility with and lead to the extension of a market coupling system implemented at a European level.
Power exchanges 
Member States, except those without any interconnection to any other Member State, shall designate one or more PXs to participate in the market coupling system. These PXs will be required to comply with the necessary requirements such as single matching, as defined under the relevant network codes and the operational arrangements established under the governance guideline, and participation in the governance structure and necessary agreements.
Where a PX has been established by national law or via licensing or via concession rights for the purpose of operating a day-ahead market, the Member State shall nominate this PX to participate in the market coupling.  

Where no PX has been established by national law for the purpose of operating a day-ahead market, Member States shall establish transparent criteria for the designation of one or more PXs to participate in the market coupling, and the associated terms and conditions of such participation. 
The Member State shall also establish rules on how this designation shall be reviewed and how new merchant exchanges can have access to the market coupling system, without undue barriers but without unfairly benefiting from the already existing liquidity. For reasons of efficiency, Member States may limit the number of exchanges to participate in the market coupling system. However, the general principles of competition and open access to the market coupling system shall be upheld for the sake of efficiency.

In case no PX arranges a day-ahead organised spot market in the bidding zones of a Member State, the Member State shall foresee national measures for the establishment of such an exchange, or make arrangements which allow for PX coverage of these bidding zones.   

A power exchange participating in the coupling needs to fulfil requirements such as unbundling, independence of the parties trading in the PX, anonymity, participant information protected by a code of conduct, non-discriminatory bid collection, technical requirements to send bids to price coupling, participation in the governance structure and necessary arrangements.
The regulatory authorities shall adopt a decision on the certification of the PX(s) with regard to the fulfilment of the requirements provided in this Governance Guidelines, the relevant network codes and the operational arrangements. The regulatory authorities may request from the PXs any information relevant for the fulfilment of their tasks under these guidelines and the related provisions.
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Criteria for regional extension
Member States which do not have yet the necessary market conditions for participating in the market coupling system shall develop the market conditions in order to participate as soon as possible, in any case before 2015. The operational arrangements shall include transparent and non-discriminatory rules for how a Member State or a third country can enter the market coupling system.
Management of costs and financing 
The general principle shall be that the market coupling system is operated on a cost basis approved by the NRAs. The common costs of the market coupling system shall be kept as low as possible, consistent with the need to uphold the requirement to deliver an efficient and robust market coupling, and be published by the administrative committee in an annual report of the market coupling system. This guideline will establish the basis for sharing common costs between the relevant parties.
Financing of the market coupling
 shall be arranged based on subsidiary in one of the following ways:

· from the trading fees applied on all exchange members who benefit from the market coupling and possibly from a contribution by TSOs for which the exchanges transform available capacities into optimal export/import flows. This contribution of TSOs shall be included in network tariffs and be subject to approval by the NRAs. 
· In the case of Power Exchanges regulated under the national legislations, financing shall be established according to the provisions established in the national legislation.

5. Tasks for the Transmission System Operators

TSOs participating in the market coupling shall establish what requirements the single price coupling algorithm need to comply with for the purposes of allocation of cross-border capacity. These requirements by the TSOs shall take into account the requirements from market participants and other stakeholders, they shall be non-discriminatory and they shall be subject to approval by the NRAs and ACER.

TSOs participating in the market coupling shall establish the coordinated capacity calculation system. The system shall be capable to optimise the capacity offered to the market via the price coupling. Details will be described in the capacity calculation code.
TSOs shall specify the requirements of the market coupling system ensuring fair and non-discriminatory access to day-ahead cross-border capacity for all market participants. The TSOs participating in the market coupling shall make day-ahead capacity available exclusively through the single price coupling. However, in the case of more than one PX participating in a given bidding zone, TSOs need to ensure non-discriminatory and fair access to day-ahead capacities for each participating PX.
The capacity for day-ahead market coupling shall be irrevocable when allocated through the market coupling system. Capacities shall be firm after nomination of cross-border flows. Rules for the application of firmness regimes for market coupling and the associated TSO cost recovery arrangements shall be defined in Day-Ahead Network Code and other relevant codes.
TSOs participating in the market coupling shall organize the collection of congestion rents through the clearing process of the Power exchanges participating in the market coupling system. Congestion rents shall be distributed according to transparent and non discriminatory criteria established in the day-ahead network code.
6. Tasks for the Power Exchanges

Power exchanges designated by the Member States for the purpose of participating in the market coupling system shall establish and support a single price coupling algorithm The design and operation of the price coupling algorithm shall fully transparent to all market participants in the public domain in accordance with its status as a public service activity. The main principles of the single price coupling algorithm shall be part of the operational arrangements and approved by the NRAs and ACER and be open in a non discriminatory manner for new designated entrants to participate.  The process of accession to the market coupling system shall be overseen by the administrative committee set up for that purpose. PXs must provide TSOs participating in the market coupling, for the optimisation of their grid investments and allocation tasks, with the necessary data so that they can calculate the effect of different capacities on prices and welfare. This provision of data shall be specified in the operational arrangements and be subject to confidentiality arrangements.
Power exchanges nominated by the Member States for the purpose of participating in the market coupling system shall commonly operate the single price coupling algorithm using all bids from all participating power exchanges. All parties to the Market Coupling System shall pay due attention to fallback and downgraded arrangements (backup and decoupled solutions)  in order to ensure the availability of prices everyday even in case of unavoidable and exceptional decoupling.
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Power exchanges designated by the Member States for the purpose of participating in the market coupling system shall match and clear bids and offers using the capacities provided to the market coupling. Market price calculation in the organised markets leads to the resulting net capacity position in each bidding zone. TSOs and other capacity providers will assign a capacity position counterparty. For providers of capacities within a synchronous region, the capacity providers concerned shall arrange for the collection of the respective congestion rents through their assigned capacity position counterparty in each of the PX markets. The congestion rents collected result from exchanges and price differences between bidding zones. 

7. Decision making for the day-ahead Market coupling

Operational arrangement between participants in the market coupling system

TSOs and Power exchanges participating in the market coupling system shall establish detailed operational rules for the proper functioning of the market coupling as far as these are not detailed in the relevant network codes.
The operational arrangements need to provide mechanisms for:

· Detailed description of roles and responsibilities

· Communication and technical (IT) interfaces

· Functional requirements of market coupling system (capacity  calculation and price coupling)
· Procedure for extension and access of new entrants on MC 
· Common procedures, fallback and decoupling situations
· Change control, incident management, performance management
· Timetable for operations, publications and transparency
· Other operational requirements
Creation of an administrative committee for the operational arrangements supporting the market coupling system

An administrative committee shall be established by the participating TSOs and Power exchanges to manage the market coupling system. The administrative committee shall be concerned with day to day administrative functions and management of market coupling operations. Its membership shall be representative of the interests of the different parties. Its terms of reference shall primarily ensure the neutral and non discriminatory administration and its efficiency in operation. The administrative committee will be chaired on a rotational basis by the elected representatives of the participants. Its membership shall be similarly appointed.  Detailed rules for the tasks of the administrative committee will be established in the operational arrangements and will be subject to approval by NRAs and ACER. 

These may (non exhaustively) include the following:

· Establishment of the Committee

· Develop Terms of Reference,

· Appointment and election of committee representation

· Financial and budgetary tasks for common costs
· Supervision associated with the common costs for adaptation, extension, development, maintenance and operation of the market coupling system

· Develop common cost budget for following years

· Prepare regular report on common costs issues for ACER and NRAs

· Operational rules, procedures, and documentation tasks

· Monitor compliance with operational rules & procedures

· Identify need for change in the operational rules & procedures

· Maintenance and change management of the Operational rules & procedures

· Ensure proper maintenance of the related documentation material

· Accession process to the market coupling system

· Establish provision of services to new entrants (lead/godfathering party(ies), provision of documentation, simulation facilities, etc)
· Establish rules for common cost sharing, licences.
· Establish assurance methods for compliance with requirements towards new entrants.
· Communication and reporting tasks

· Organise the provision of information (for example algorithm design, data and financial information) following the principles of these guidelines and other legal prescriptions

· Organise joint communication about changes, developments, achievements of the price coupling, including press releases etc

· Ensure proper communication in the case of incidents 

· Technical issues 

· Ensure the Management and maintenance of any common assets or processes for the correct operation of the market coupling system, including proper documentation, change management, cost sharing etc

· Assess proposed changes in the price coupling system with respect to performance, costs, impact

· Develop consistent European procedures, in accordance with local procedures, report conflicts and need for change, document these procedures

· Test procedures  

Creation of an advisory body for the market coupling

An advisory body shall be established at the European level to provide an appropriate forum for wider market participant and stakeholders input for the operation, development and extension of the market coupling. The advisory body shall be composed by x members from TSO:s, x members from Power exchanges, x members representing traders, x members representing generation companies, x members representing industrial consumers, x members representing small supply companies, x members representing household customers, one member representing European Commission, one member representing ACER and two members representing NRA:s. Rules for the setting up and the tasks of the advisory body will be established in the annex of the governance guideline.
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8. Regulatory oversight

Approval of rules

All rules for the market coupling system, excluding the network codes established under Regulation No 714/2009 which will follow the procedure defined in the Regulation, shall be submitted to the NRAs and to ACER for approval. NRAs and ACER shall assume the power to ask for the submission of the draft rules in due time.

NRAs shall assume power to approve the rules for financing the market coupling referred to under chapter 4.
Monitoring of operation

ACER and NRAs shall monitor the implementation and functioning of the market coupling system. The TSOs and Power exchanges participating in the market coupling shall provide the NRAs and ACER all information necessary for monitoring the functioning of the market coupling.
Dispute settlement

ACER shall be the dispute settlement body for the market coupling.
Matti Supponen
Options for relation between TSOs and Power exchanges:


One contract between a TSO body and a Power exchange body





This option requires that both TSOs and PXs create a single body that is able to sign a single contract for the market coupling. 


Framework agreement between TSOs and Power exchanges supplemented by bilateral agreements at local or regional level





Task for Power exchange given directly in the national legislation





This option is valid if the PXs are established and regulated through national legislation. To reach the same situation in all Member States does not seem realistic.


There is not yet agreement on the preferred option at the working group level. A combination of these options is explored to organise the cross-border cooperation in such a way that it allows for an efficient and timely implementation of market coupling in Europe. 








Options for participation of PXs in the market coupling


Free participation





This option means that participation in market coupling is voluntary. This is in practise the current situation even if one could argue that the requirements of congestion management guidelines for efficient allocation of cross border capacity calls for market coupling.


Mandatory participation for all Power exchanges





This option requires binding legislation at the European level.  


Member state nominates one or several to participate





A Member State shall nominate a PX which takes care of the coupling in its territory and can choose whether it reserves the access to market coupling for efficiency reasons for example for the existing power exchange.


The most realistic option for the working group is Option 3. This allows the Member States to have different approaches, from allowing full competition to restricting participation to the existing PXs.








Options how single matching will be organised


Through a new matching entity





A new organisation will be established for doing the single matching.


Through sharing the task between participating Power exchanges





Central matching will be organised through cooperation between PXs. 


Option considered most feasible by the working group is Option 2. 











Options for stakeholder involvement


Through an advisory body





A permanent body is established for key stakeholders.


Through stakeholder consultations for any changes





Stakeholders are involved through consultations when rules are changed.


Through Florence process





Including stakeholder consultation as a permanent item on Florence agenda.


Preferred option is Option 1 (it does not prevent using also Options 2 and 3)











� 	This paper has been prepared in the Day-ahead Governance working group which is one of the three working groups in the Ad Hoc Advisory Group, initiated by Florence forum and chaired by ERGEG. The other two working groups are Intra-day and Capacity calculation.  


� 	Inclusion of intra-day under the same governance structure is an option. A decision on this will be made when drafting the governance guideline depending of the progress regarding the solution on intra-day solution. 


� 	Some elements of market coupling should be considered as public service.


� 	This can also be a combination of provisions in National regulations and Licence or Concession rights.


�	 Capacity calculation system can perform also other capacity calculation tasks such for monthly or yearly capacity calculation.


� 	Block bids shall be feasible.


� 	It is discussed whether the algorithm developed and utilised for the price coupling system should be public open source code.


� 	Cost sharing has been only shortly discussed in the working group and requires further work.
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