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T&SC Modifications Committee

Final Recommendation Report (FRR)
Mod_07_09:
SEMO Cash Pooling
Version 1.0
31st March 2009

1. Background
This Modification Proposal was raised by SEMO on Jan 23rd 2009 and presented at Meeting 20 of the Modifications Committee on Feb 10th 2009.
2. Purpose of Proposed Modification
2a. Justification for Modification (from Original Modification Proposal Form)
The rules set out in the Trading and Settlement Code strictly govern what the Market Operator can do with respect to monies that are the subject of the trusts established pursuant to Section 6. The net effect is that SEMO is only permitted to withdraw funds from the SEM Capacity and Trading Clearing Accounts to settle the market and not for other purposes (save for the minor exception where it may withdraw funds that it has introduced by way of Balancing Costs).

As currently structured, on a strict reading of the Code (Sections 6.16.2 and 6.17.2) it requires that the relevant SEM Capacity and SEM Trading Clearing accounts in Pounds Sterling must be established at a branch of the SEM Bank in Northern Ireland and that it is from these that the Trading and Capacity Payments must be made. This means that substantial amounts of money are regularly held in sterling at Northern Bank being the relevant subsidiary of Danske Bank (the SEM Bank).

Whilst it is clear that Northern Bank of itself meets the eligibility requirements of the Code (under Section 6.15), recent developments in the banking arena resulting from the current economic climate have meant that whilst National Irish Bank (the SEM Bank branch in Ireland) benefits from the guarantee given by the Danish Government in relation to bank deposits in branches of Danske Bank, Northern Bank is not within the similar guarantee scheme as it is a subsidiary as opposed to a branch. Neither are the funds held with Northern Bank covered by the UK Government scheme as SEMO as a customer is deemed to be a large customer and thus not covered. There is therefore some theoretical exposure were Northern Bank to come into financial difficulty in as much as there would be no fall back guarantee for deposits. Whilst there is no suggestion that Northern Bank is suffering such a financially difficulty, SEMO nevertheless felt it prudent to consider a modification to the Code that would allow that risk to be mitigated by enabling market money to be held within National Irish Bank in sterling pending settlement of the market.

The mechanism is one where a “mirror” account is opened at National Irish Bank into which funds will automatically be transferred by the SEM Bank pending their being required for settlement. This is essentially an internal bank transfer that allows funds to be transferred quickly, and at minimal cost,  in order to meet the settlement timetable whilst at the same time mitigating any additional risk by minimising the time that funds are held with Northern Bank.

The impact on Participants and on SEMO systems should be negligible as should the cost of implementation. Whilst therefore this is covering a relatively remote risk, since it can be dealt with by a simple intra-bank transfer arrangement, SEMO believes that it would be prudent to deal with it in the manner suggested.

Legal drafting has been set out in this proposal introducing changes that SEMO anticipates would make clear that it would be permitted to make the required transfers, however it is liaising with the SEM bank to clarify precisely the mechanism and timing of the automatic transfer and if necessary will amend that drafting so that it reflects precisely the mechanism of the transfer if this should be required.

2b. Impact of not implementing a solution
3. Development Process
The Modification was proposed by SEMO on January 22nd 2009. It proposes a change to T&SC V4.5 Section 6.17
4. Assessment of Alternatives
No alternatives were considered.
5. Consultation

This Modification was not subject to a consultation.
6. Implementation Timescale, Costs and Resources
The proposed Implementation date is on the next Working Day after the day on which the RA Decision is made. It is proposed that this Modification is made on a Settlement Day basis. There are no system implications.
7. Impact on Code Objectives
The proposed modification would fulfil the following objective of the Code:

“1.3.2.
to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner”.

8. Impact on other Codes/Documents


There are no impacts on other Codes/Documents
9. Modifications Committee views

This Modification was discussed at Meeting 20 of the Modifications Committee on Feb 10th 2009.
· The proposer explained this modification and highlighted that there is no suggestion that Northern Bank is in any difficulty
· Funds are currently not covered by either the UK or Danish Government schemes. The mod proposes a cash pooling arrangement between Northern Bank and NIB which would allow funds to be transferred to an NIB "pooling a/c" and would therefore be covered by the Danish government bank scheme. The arrangement would cost €2,000 a year. 

· It was decided to vote subject to legal advice

This Modification was ‘Recommended for Approval’ by the Modifications Committee Unanimously with a vote as follows:

W Steele, I Wright, A Keely, M Walsh, G O’Shea, M Hayden, G Blaney, S Walsh
Please see Section 6 for Implementation timescale.

10. Proposed Legal Drafting


Please refer to Section 11 ‘Legal Review’ of this report for an explanation on the proposed legal drafting.

The ‘Proposed Legal Drafting’ has been included as an attachment called ‘Section_10_FRR’.

A minuted Action from the Modifications Committee meeting: Typo "SEM Collateral Reserve Accounts" to be included in paragraph 6.17A has been dealt with in the proposed legal drafting section.
11.  
Legal review
With respect to the original language set out in the modification, a comment was received that this did not adequately address the requirement to bring the new accounts fully within the trust arrangements set out in the Code. This was taken on board, and a further review of the drafting done to ensure that this was dealt with properly. In doing so, it was realised that not only would the trust language need to be expanded to include the new accounts, but since the modification covered the Collateral Reserve Accounts, it would be necessary to reflect the requirements of the Code to allow for a charge to be registered against these accounts. Furthermore, in order for this to be achieved, it would be necessary for a new deposit account to be created with respect to each Collateral Reserve Account. From a banking perspective, this is straightforward to achieve, but it has required more extensive changes to the drafting than first anticipated. In short, the amendments marked against the original drafting are intended to achieve:

· Inclusion of the new deposit accounts within the trust established by the Code in accordance with comments received

· A requirement to register a charge against the individual deposit accounts that mirror the Collateral Reserve Accounts 

In principle, the modification has not changed the additional amendments are required to ensure that it fully meets the purpose for which it was originally proposed.
Please see the attachment to this FRR: ‘Section_10_FRR’ for the full text of the proposed legal drafting.

Appendix 1 – Original Proposal
	MODIFICATION PROPOSAL FORM


	Submitted by:
	Date Proposal received by Secretariat:

	Type of Proposal
 (delete as appropriate)

	Number:                                        (to be assigned by Secretariat)                

	SEMO


	23 Jan 2009
	Standard
	Mod_07_09

	Contact Details for Modification Proposal Originator


	Name:
Michael Behan
	Telephone number:
01 2370304
	e-mail address:

michael.behan@sem-o.com

	Modification Proposal Title:

	SEMO Cash Pooling

	Trading and Settlement Code/ Agreed Procedure change?  (delete as appropriate)
	Section(s) affected by Modification Proposal

	Code 
	6.17


	Version Number of the Code/Agreed Procedure used in Modification drafting:   


	V 4.5

	Modification Proposal Description
Clearly show proposed code change using tracked changes, & include any necessary explanatory information 

	Deposit Arrangements

6.17A
The Market Operator shall, through its contract with the SEM Bank, establish and operate in accordance with the Code:

1. a sterling SEM Deposit Account corresponding with the sterling SEM Trading Clearing Account and the sterling SEM Capacity Clearing Account;


2. a sterling SEM Deposit Account corresponding with the sterling SEM Collateral Reserve Accounts

to which all sums standing to the balance of each such SEM Trading Clearing Account and SEM Capacity Clearing Account shall be transferred real time and from which all such sums shall be retransferred to the respective SEM Bank accounts on a real time basis to meet outgoing transactions to meet the requirements of the Code.

6.17B
Each SEM Deposit Account shall be an interest bearing account and shall be opened and maintained at the SEM Bank in Ireland.

Glossary

SEM Deposit Account:
means the account or accounts in the name of the Market Operator (holding as trustee on the trusts set out in Section 6) with the SEM Bank to allow cash pooling arrangements across SEM Bank accounts.



	Modification Proposal Justification
Clearly state the reason for the Modification & how it furthers the Code Objectives 

	The rules set out in the Trading and Settlement Code strictly govern what the Market Operator can do with respect to monies that are the subject of the trusts established pursuant to Section 6. The net effect is that SEMO is only permitted to withdraw funds from the SEM Capacity and Trading Clearing Accounts to settle the market and not for other purposes (save for the minor exception where it may withdraw funds that it has introduced by way of Balancing Costs).
As currently structured, on a strict reading of the Code (Sections 6.16.2 and 6.17.2) it requires that the relevant SEM Capacity and SEM Trading Clearing accounts in Pounds Sterling must be established at a branch of the SEM Bank in Northern Ireland and that it is from these that the Trading and Capacity Payments must be made. This means that substantial amounts of money are regularly held in sterling at Northern Bank being the relevant subsidiary of Danske Bank (the SEM Bank).

Whilst it is clear that Northern Bank of itself meets the eligibility requirements of the Code (under Section 6.15), recent developments in the banking arena resulting from the current economic climate have meant that whilst National Irish Bank (the SEM Bank branch in Ireland) benefits from the guarantee given by the Danish Government in relation to bank deposits in branches of Danske Bank, Northern Bank is not within the similar guarantee scheme as it is a subsidiary as opposed to a branch. Neither are the funds held with Northern Bank covered by the UK Government scheme as SEMO as a customer is deemed to be a large customer and thus not covered. There is therefore some theoretical exposure were Northern Bank to come into financial difficulty in as much as there would be no fall back guarantee for deposits. Whilst there is no suggestion that Northern Bank is suffering such a financially difficulty, SEMO nevertheless felt it prudent to consider a modification to the Code that would allow that risk to be mitigated by enabling market money to be held within National Irish Bank in sterling pending settlement of the market.

The mechanism is one where a “mirror” account is opened at National Irish Bank into which funds will automatically be transferred by the SEM Bank pending their being required for settlement. This is essentially an internal bank transfer that allows funds to be transferred quickly, and at minimal cost,  in order to meet the settlement timetable whilst at the same time mitigating any additional risk by minimising the time that funds are held with Northern Bank.

The impact on Participants and on SEMO systems should be negligible as should the cost of implementation. Whilst therefore this is covering a relatively remote risk, since it can be dealt with by a simple intra-bank transfer arrangement, SEMO believes that it would be prudent to deal with it in the manner suggested.

Legal drafting has been set out in this proposal introducing changes that SEMO anticipates would make clear that it would be permitted to make the required transfers, however it is liaising with the SEM bank to clarify precisely the mechanism and timing of the automatic transfer and if necessary will amend that drafting so that it reflects precisely the mechanism of the transfer if this should be required.

Objectives of the Code

The proposed modification would fulfil the following objective of the Code:

“1.3.2.
to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner”.




	Implication of not implementing the Modification
Clearly state the possible outcomes should the Modification not be made , or how the Code Objectives would not be met


	

	Please return this form to Secretariat by e-mail to modifications@SEM-O.com



Appendix 2 – Alternative & Combined Proposals

N/A
Appendix 3 – Working Group Report
N/A
Appendix 4 - Impact Assessments
N/A
Appendix 5 - Consultation Responses 
N/A
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