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AN BILLE UM RIALÁIL LEICTREACHAIS (LEASÚ)
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ELECTRICITY REGULATION (AMENDMENT) (SINGLE
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EXPLANATORY MEMORANDUM

————————

Introduction

The main provisions of the Bill are—

• to establish a Single Electricity Market Committee (‘SEM
Committee’) to enable efficient decision-making on single elec-
tricity market matters;

• to establish a framework for the performance of the functions
of the Commission for Energy Regulation (‘CER’) relating to
the single electricity market;

• to provide for information sharing between the various parties
to the SEM to facilitate the effective operation of the market;

• to make provision for the Objectives of the Minister and the
CER with regard to matters which affect or are likely to affect
the SEM;

• to provide a licensing framework for the establishment of a SEM
Market Operator to carry out the trading and settlement func-
tions of the market;

• to establish a licence modification process to ensure both exist-
ing and new licensees can trade in the new market; and

• to establish the terms and conditions of appointment of the SEM
committee and provide for how it transacts its business.

Provisions of the Bill

Preliminary and General

(SECTIONS 1 TO 3)

Section 1 is a standard section, providing for the short title of the
Bill, and commencement on enactment of Ministerial Order (as
appropriate) of its various provisions.
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Section 2 is a standard section, providing for the definition of cer-
tain terms.

Section 3 is a standard section providing for the amendment of
section 2 of the Electricity Regulation Act, 1999 to insert certain
definitions into that Act.

Amendments to the Act of 1999

Section 4 amends the Electricity Regulation Act 1999 (hereafter
the Act of 1999) by inserting a new section 8A. It makes provisions
to establish a Single Electricity Market Committee or ‘‘SEM Com-
mittee’’ to enable effective decision-making for the market and sets
out the performance of the functions of the Commission relating to
the single electricity market. Such functions, which will be carried
out by the SEM Committee, will be functions as are determined by
the SEM Committee as potentially having a material impact on the
operation of the SEM.

Section 5 inserts a new section 8B, which provides for the drawing
up and publication of procedures and working arrangements in
respect of the SEM.

Section 6 makes a number of technical amendments to the Act
of 1999.

Section 7 amends the Act of 1999 by the insertion of a new section
9B. This section will provide for the functions of the CER relating
to the SEM. These functions will include the establishment of the
SEM, together with the procedures to be adopted with regard to
giving effect to the market and the making of regulations for the
purpose of trading in electricity on an all-island basis, including a
Trading and Settlement Code. Section 7 also requires all licensees to
make available all of the electricity they generate or that is generated
by them for supply for trading in the SEM. Provision is made in this
section with regard to the appropriate threshold to be applied in
relation to different classes of licensees.

Section 8 makes provision for restrictions on the disclosure of
information.

Section 9 establishes the principle objectives and functions of the
Minister, the Commission and the SEM Committee in carrying out
their respective functions in relation to any matter which affects, or
is likely to affect, the single electricity market. Such matters will
include the need to protect, in the first instance, the interests of con-
sumers of electricity on an all-island basis, the need to ensure that
all reasonable demands for electricity are met, the need to ensure
co-ordinated regulation of the SEM and the need to have transparent
pricing in the SEM.

Section 10 makes provision with regard to Ministerial policy direc-
tions in the context of the SEM.

Section 11 provides for the establishment of a Market Operator to
carry out on a day-to-day basis the trading and settlement of the new
market. The Market Operator function will initially be jointly carried
out by the Transmission System Operators, North and South.

Section 12 provides for modification of licences to ensure that both
existing and new licensees can participate in the SEM.



Section 13 makes provision for the publication process for modifi-
cations to licences and authorisations and breaches of licence terms
and conditions.

Section 14 inserts a new provision to the Schedule of the Act of
1999 with regard to the appointment of a member of the Commission
to the SEM Committee.

Section 15 inserts a new Schedule to the Act of 1999 with regard
to the composition and terms and conditions of appointment to the
SEM Committee.

Exchequer and Financial Implications
There are no implications for the Exchequer.

Regulatory Impact Assessment
A full Regulatory Impact Assessment (RIA) was undertaken and

is detailed in the Appendix.

An Roinn Cumarsáide, Mara agus Acmhainnı́ Nádúrtha,
Samhain, 2006.
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REGULATORY IMPACT ASSESSMENT

————————

1. Regulatory Proposal
This is the Regulatory Impact Assessment (RIA) for the primary

legislation that will facilitate the introduction of the Single Wholesale
Electricity Market between Ireland and Northern Ireland
(commonly known as the Single Electricity Market or SEM). It sets
out the strategic focus and intended effect of the establishment of
the SEM on the island of Ireland. The SEM entails the development
and enforcement of new all-island arrangements for trading of
wholesale electricity.

The new Market will provide for a common set of trading arrange-
ments that will apply to both Ireland and Northern Ireland. These
will be set out in licensing and contractual arrangements agreed with
market participants. Day-to-day trading will be managed by a single
Market Operator that is established by the two Transmission System
Operators, EirGrid and System Operator Northern Ireland (SONI)
as a contractual joint venture. The two Regulatory Authorities, in
keeping with their existing domestic duties and functions, will be
primarily responsible for the development and governance of the
SEM. The development of the SEM will involve, inter alia, joint
regulatory duties, powers and functions for the single market as well
as the establishment and licensing of a single market operator.

2. Objective
The establishment of a Single Wholesale Electricity Market for

Ireland and Northern Ireland will facilitate improved competition
and investment opportunities by expanding the market. It will facili-
tate the exploitation of efficiencies and economies of scale in areas
such as generation reserves, plant mix and fuel usage and will intro-
duce more transparent and equitable trading arrangements.

3. Policy Context
The SEM is being developed by the Commission for Energy Regu-

lation (CER) and the Northern Ireland Authority for Energy Regu-
lation (NIAER) within the policy context established by the joint
All-island Energy Market Development Framework agreed by the
Minister for Communications, Marine and Natural Resources,
Mr. Noel Dempsey T.D. and the then Northern Ireland Minister for
Enterprise, Trade and Investment, Mr. Barry Gardiner MP in Nov-
ember 2004. The Framework sets out the policy for the creation of
an all-island energy market and identifies, as a key priority, the
creation of the SEM in 2007.

Creation of the SEM flows from work underway since 1999 to
enhance energy cooperation between Ireland and Northern Ireland
where such action would bring mutual economic benefits. This can
best be achieved within a larger all-island marketplace. The SEM
takes forward Irish energy policy, set in the context of the drive to
create an EU-wide internal market for electricity. The development
of the SEM has been led by the Regulatory Authorities but requires
action by both Governments to provide parallel legislation in Ireland
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and Northern Ireland. This will amend existing domestic regulatory
provisions in both jurisdictions to enable the governance and man-
agement of the SEM by the two Regulators.

4. Identification of Options
The need to replace the current wholesale trading arrangements

in Ireland, and at the same time progress a key all-island energy
market policy priority, presented the Regulatory Authorities with
the chance of maximising the opportunities presented by a larger
single market. The following options were considered:

• Option 1: The ‘‘no change’’ option
The current bilateral contracts market has been in place since
the first tranche of market opening in 2000. While this market
is functioning, a number of difficulties are apparent, in particular
as regards encouraging new investment into the market and
transparency and accuracy of price signals. The Commission for
Energy Regulation was required, by Ministerial policy direction
which established the current market, to review the operation of
the market in 2004. However, the issues with the current market
were such that the Commission, with the consent of the Minister,
began the review in 2002.

• Option 2: New Trading Arrangements for Ireland
The development of new Irish trading arrangements, as an alter-
native to the development of the SEM, would, at a minimum,
provide the opportunity to address issues associated with the
existing bilateral contracts market. The Commission conducted
an extensive consultation on the development of a new market
design for the Irish market in 2002-2004. While significant pro-
gress was made in the development of the Market Arrangements
for Electricity (MAE) project, this project ultimately ran into
implementation difficulties including the interface issues with
Northern Ireland. The development of the SEM, as an alterna-
tive to an Ireland-only market, is seen to address these
interface issues as well as providing access to a larger overall
market for suppliers as well as access to alternative generation.

• Option 3: Move to a single all-island wholesale trading arrange-
ment now (SEM)
Given the already acknowledged need to replace the existing
trading arrangements, the concept of a single all-island elec-
tricity market has been developed which is considered to be the
preferred option. The SEM will join the markets of Ireland and
Northern Ireland providing, over time, for a number of signifi-
cant advantages and cost savings for the electricity consumer.

The decision to choose Option 3 led to consideration of a further
two consequential options, namely:

• Option 3a: to plan for a SEM that would be regulated under
existing statutory duties aided by memoranda of understanding
and managed on the basis of revised licensing and contractual
and other industry arrangements and documentation; or

• Option 3b: plan for a SEM with revised trading arrangements
that would be underpinned by common legislative powers and
duties in Ireland and Northern Ireland.

Following consideration with each Government’s and the Regulatory
Authorities’ legal advisers it was agreed that the latter option would
be the most effective. The conclusion was that the former option’s



contractual and consensual approach would not provide the neces-
sary legal surety and commercial confidence for the market that the
SEM arrangements could be introduced and operated successfully.

5. Impact Analysis

CER involvement in the SEM has been predicated on the delivery
of maximum benefit to customers with lowest establishment cost,
with a balance between the need for secure and stable supply and
the development of a competitive market.

An all-island electricity market will have around 2.5 million elec-
tricity customers (1.8 million in Ireland, 0.7 million in Northern
Ireland). While this is small in the EU context, it is still a consider-
ably larger market than the two single markets operating indepen-
dently, and will provide an improved base for the entry of new mar-
ket participants, both generators and suppliers. This market
dynamic should also serve to increase the competitive pressure on
prices while providing some economies of scale for market partici-
pants. A single market will also lead to a reduced duplication of
functions thereby realizing cost savings. The strategic benefits for the
island in terms of increased market size, shared reserve costs, shared
fuel diversity costs, the increased competitive dynamic and the
expected boost to investor confidence are significant.

The single market will establish a mechanism that will permit the
most efficient dispatch of generation plant on the island. At present,
both transmission system operators (TSOs) dispatch independently,
but take advantage of opportunities to reduce overall island system
costs through trading, where available. The existing interconnector
(‘‘the North-South interconnector’’) on the island is available for
third party trading and the combined effect of market and TSO
trades captures some element of efficient dispatch. It is anticipated
that additional savings will be gained by a single economic dispatch.

The benefits which can be gained from an effectively functioning
SEM will include the following:

• More efficient generation dispatch, leading to lower cost of
generation;

• A larger single wholesale market, facilitating greater economies
of scale and scope;

• Energy prices set competitively;

• Predictable and stable trading system;

• Increased attractiveness for generation investment and supplier
entry;

• Increased security of supply;

• Integrated system planning leading to more robust infrastructure
on the island; and

• Shared costs of maintaining fuel diversity.
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Economic Analysis
There is no requirement for Government funding of the SEM.

Estimating the costs and benefits of a very complex and unique
project such as the SEM a year before it is due to go live, and while
arrangements are still under development, is of necessity uncertain.
Efforts have been made to make an assessment that is both conserva-
tive and as realistic as possible. The overall findings of a draft Cost-
Benefit Analysis to assess the long-term economic impact of the
Single Electricity Market (SEM) are positive. The analysis set SEM
start-up and running costs (\199m NPV) against quantification of
efficiency/system benefits (\346m NPV) resulting in an estimated net
social benefit of \147m NPV over ten years. Over twenty years, the
net social benefit is estimated at \428m NPV.

With regard to the distribution of benefits, the benefit share is
split roughly even — 54% Ireland/46% Northern Ireland and mostly
accrues to customers North and South — roughly 80/20 split
customers/generators.

In addition to the quantitative benefits, the study suggests that a
range of other benefits will accrue from the SEM, that are not amen-
able to objective quantification, including improved competition,
reduced market power, environmental savings and enhanced effec-
tiveness of regulatory institutions from pooling of experience.

The present wholesale market arrangements have been in place
on a transitional basis since February 2000 and require replacement
in any event.

The main costs for market participants are costs associated with
the installation of new systems needed by the generators to interface
with the single electricity market systems. Overall, the analysis esti-
mates that the profits of market participants across the island will
increase slightly. In terms of the impact on consumers, a marginal
fall in end-user prices in Ireland and Northern Ireland is estimated.

In addition to the Cost Benefit Analysis, which takes a long-term
view of SEM impact, a study on the short-term price impact was also
undertaken. The findings of the analysis suggest that, at current fuel
price projections, electricity prices could rise by between 0.3% and
3.0% in Ireland in the first year, 2008. The impact on prices in 2009
could be somewhere between a reduction of 1.9% and a slight
increase of 0.7%.

6. Consultation

Consultation and the engagement of all stakeholders has been a
key aspect of the SEM project to date and continues to be so. All
high-level decisions of the Regulatory Authorities on the market
design have been subject to formal public consultation and partici-
pants from across the industry were also invited to nominate
members to participate in industry discussion/review forums (rules
review groups).

The two Regulatory Authorities have undertaken extensive and
ongoing consultation within the Electricity sectors, North and South,
on the details of the SEM proposals. The consultation process has
helped to refine the overall policy development and documentation
and did not result in significant changes to the original proposals on
cross-border harmonization of energy matters.



The All-island Energy Market Development Framework (2004)
itself was subject to its own consultation process. It received the
broad support of the energy sectors in both Ireland and Northern
Ireland, including key industrial stakeholders and the CBI NI and
IBEC-CBI Joint Business Council.

7. Enforcement and compliance
The SEM will be implemented in practical terms through changes

to licenses and contracts and other industry documentation by which
market participants must abide. Day-to-day trading will be managed
by a Market Operator working to rules agreed by the Regulatory
Authorities. They will work together to ensure that enforcement and
sanctions can be imposed on the basis of consistency and fairness, in
keeping with national and EU competition laws.

8. Monitoring and Review
The Department and the Commission will put in place monitoring

procedures consistent with their statutory responsibilities to ensure
that the SEM is implemented and operates in the prescribed manner,
as set out in the establishing legislation.

The Commission will be required to monitor and report on the
extent to which the single electricity market operator fulfills its func-
tions in accordance with statutory requirements, and the level of
transparency and competition in the Single Electricity Market.

These requirements are designed to ensure and facilitate the effec-
tive and efficient operation and regulation of the SEM.

9. Summary and recommendation
Delivery of the SEM by November 2007 is a key priority of

Government.

The planned SEM legislation will make a significant contribution
to the delivery of the Government’s policy on energy. It will provide
for the legal establishment and governance of the SEM which will
deliver a range of strong economic and strategic benefits. It will also
help meet the Government’s commitment to the development of the
European Union’s objective of a competitive Internal Electricity
Market.

The benefits which can be gained from an effectively functioning
SEM will include the following;

• More efficient generation dispatch, leading to lower cost of
generation

• A larger single wholesale market, facilitating greater economies
of scale

• Energy prices set competitively

• Predictable and stable trading system

• Increased attractiveness for generation investment and supplier
entry

• Increased security of supply

• Integrated system planning leading to more robust infrastructure
on the island

• Shared costs of maintaining fuel diversity.
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