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Draft Minutes

Markus Hübner (DERA) welcomed participants to the meeting in Copenhagen. The main topic was to discuss the issue of handling of energy losses on HVDC cables in the future NWE price coupling. 

Recent developments gave further impetus to the issue: A discussion on the issue regarding NorNed had taken place in July between NMa, NVE, TenneT and Statnett. This shall be continued in November after TSOs have delivered more information. The goal is to have an agreement before the start of NWE price coupling. Moreover, analysis by Statnett for Skagerrak (NOR-DK) cables showed that during the last three years in about 62 % of the hours congestion income was lower than cost of grid losses. Thus, the issue is significant. BNetzA and EI have been approached by Baltic Cable and EMCC in July with a concrete proposal how to handle losses in the ITVC. Baltic Cable would like to introduce this as soon as possible. For BritNed a solution is in place comprising a static loss base plus a factor dependent on the volume traded.
Thomas Müller (BNetzA) held a presentation to introduce into the issue and to explain the EMCC proposal. HVDC losses can be directly attributed to commercial trades. As TSOs or commercial cable owners have to incur a cost to balance these losses, from an economic point of view these costs are part of the social welfare. However, in current market coupling settings grid losses are not included in the social welfare maximization. EMCC has developed a solution to include grid losses by introducing a loss factor in the ITVC social welfare maximization. Grid losses would be reflected in the coupling system by EMCC placing different volumes of buy and sell orders at the respective power exchanges only if the price difference is larger than the loss factor in the particular hour: Export not larger than ATC; Import equal Export multiplied by the loss factor (i.e. always smaller than Export and thus ATC). Otherwise, if price difference is smaller than the loss factor, EMCC would not place orders for the particular hour, i.e. there would be no flow on the cable. Further implications of the solution would be increase in average price differences, prioritization of usage of cables with no or smaller loss factors and change in social welfare distribution.
NRAs discussed three issues in general and with respect to the EMCC proposal: 1) Whether or not NRAs agree that the cost of grid losses should be included in the social welfare maximisation by market coupling. 2) Whether or not the treatment of grid losses should be harmonized for all HVDC cables. 3) Whether or not an inclusion of grid losses is compatible with EU Regulation 714/2009.
The EMCC proposal was discussed in particular with a view to its compatibility with EU Regulation 714/2009. NRAs are concerned that not all aspects of the EMCC proposal may be in line with the Regulation as in the importing country EMCC would always place a bid which is smaller than the ATC value of the cable. NRAs discussed alternatives or variants of the EMCC proposal, which could be in line with Regulation. However, in order to get a better view on the issue it was agreed to ask NWE TSOs to present a proposal for the handling of losses of HVDC cables in the future NWE price coupling during the next IG meeting (in September, tbd). Only after having received and discussed more information on the issue, NRAs might consider consulting the European Commission for its opinion. Regarding the observation that a loss factor may lead to situations where – as an outcome of the social welfare maximization by market coupling – there will be no flow on the cable, i.e. whenever the price difference is smaller than the loss factor, NRAs consider this to be in line with the regulation. Otherwise the congestion management method would not be efficient as stipulated in Regulation 714/2009 and its Annex. In this situation it is not the case that the owner of the capacity withholds capacity, but rather the algorithm determines an efficient market result that does not lead to a flow on the cable.
Moreover, potential interdependencies of loss functionality in day-ahead price coupling with other timeframes (intraday and long-term) were discussed, however, without an ambiguous conclusion. NWE TSOs should also be inquired in that respect. 
Conclusions of the meeting:

· Grid losses are a social cost that should be taken into account in the social welfare maximization by market coupling. 

· A harmonized approach to take into account HVDC losses should be introduced in NWE price coupling. Therefore, the method should be the same for all HVDC cables in NWE (and EU-wide in the further process) independently of ownership of the cable and of an exemption. This would imply that currently implemented solutions for BritNed or any intermediate for Baltic Cable should be replaced by such harmonised approach. 
· An approach which ensures that the full capacity is offered to the market via the algorithm is in line with EU Regulation 714/2009, even though in some market situations the capacity will not be used as a result of the social welfare maximization by market coupling. The approach should ensure that the full ATC may be imported in case the cable is fully used as a result of the social welfare maximisation by market coupling.
