	MODIFICATION PROPOSAL FORM


	Proposer

(Company)
	Date of receipt

(assigned by Secretariat)
	Type of Proposal

(delete as appropriate)
	Modification Proposal ID
(assigned by Secretariat)

	Bord Gáis Energy
	17th January 2012
	Standard 

	Mod_16_11_V3

	Contact Details for Modification Proposal Originator

	Name
	Telephone number
	Email address

	Julie-Anne Hannon
	00353 1 2335302
	jhannon@bordgais.ie

	Modification Proposal Title

	Credit  Worthiness Test for the SEM Bank and Credit Cover Provider banks

	Documents affected

(delete as appropriate)
	Section(s) Affected
	Version number of T&SC or AP used in Drafting

	T&SC
	Section 6, Glossary
	10

	Explanation of Proposed Change

(mandatory by originator)

	This proposal is made further to discussions during T&SC working groups specifically established to discuss the original Mod_16_11 proposal.  The working groups could not reach agreement on preferred wording therefore there are now two alternative modifications for consideration by the Modifications Committee. This proposed modification will allow for the required level of changes to facilitate continued confidence in the SEM while ensuring the burden of compliance does not impede competition in the SEM.

	Legal Drafting Change
(Clearly show proposed code change using tracked changes, if proposer fails to identify changes, please indicate best estimate of potential changes)

	T&SC Section 6

6.15  The SEM Bank shall be a bank which must:

1. hold a Banking Licence in Ireland under Section 9 of the Central Bank Act 1971 (Ireland) or be authorised by the Financial Services Authority to take deposits, under the Banking Act 1987 (Northern Ireland) or be otherwise authorised to provide banking services in Ireland or the United Kingdom; and

either:

2. be a Clearing Bank in either  Ireland or the United Kingdom with:

a. a long term debt rating of not less than A- (Standard & Poors) or A3 (Moody’s Investors Service Inc.); or
b.  a long term debt rating of not less than BB- (Standard & Poors) or Ba3 (Moody’s Investors Service Inc.) and have a Balance Sheet Net Asset Value of not less than €1,000 million;
or:
3. be an international bank that is approved by the relevant regulatory authority to provide banking services in Ireland or the United Kingdom and complies with paragraphs 6.15.2.a or 6.15.2.b.

and:
4. have branches in Ireland and the United Kingdom.

6.16 The Market Operator shall establish and operate in accordance with the Code:

5. a euro SEM Trading Clearing Account at a branch of the SEM Bank in Ireland; and

6. a pounds sterling SEM Trading Clearing Account at a branch of the SEM Bank in the United Kingdom, 
to and from which all Trading Payments calculated in accordance with the Code are to be made.
Each SEM Trading Clearing Account shall be an interest bearing account.
6.17 The Market Operator shall establish and operate in accordance with the Code:
7. a euro SEM Capacity Clearing Account at a branch of the SEM Bank in Ireland; and
2.      a pounds sterling SEM Capacity Clearing Account at a branch of the SEM Bank in the United Kingdom, 
to and from which all Capacity Payments calculated in accordance with the Code are to be made.
                 Each SEM Capacity Clearing Account shall be an interest bearing account.
6.163 A Credit Cover Provider shall be a Bank which must:

1. hold a Banking Licence in Ireland under Section 9 of the Central Bank Act 1971 (Ireland) or be  authorised by the Financial Services Authority to take deposits, under the Banking Act 1987 (Northern Ireland) or be otherwise authorised to provide banking services in Ireland or the United Kingdom; and 

either, 

8. be a Clearing Bank in either Ireland or the United Kingdom:

a. with a long term debt rating of not less than A- (Standard & Poors) or A3 (Moody’s Investors Service Inc.); or

with a long term debt rating of not less than BB- (Standard & Poors) or Ba3 (Moody’s Investors Service Inc. ) and have a Total Balance Sheet Net Asset Value of not less than €1,000 million; or
c.   that is holder of a participating institution certificate under the Credit Institutions (Eligible Liabilities Guarantee) Scheme 2009 provided by the government of Ireland (or any successor to or replacement of this scheme) or any equivalent to the scheme provided by the government of the United Kingdom;
                  or

9. be an international bank that is authorised or approved by the relevant regulatory authority or is otherwise eligible to provide banking services in Ireland or the United Kingdom   and complies with paragraphs 6.163.2.a or  6.163.2.b.
6.164 If a bank is a subsidiary that is not independently rated, then its parent company must guarantee the obligations of the subsidiary and either (i) have a long term debt rating of not less than A- (Standard & Poors) or A3 (Moody’s Investors Service Inc.) or (ii) have a long term debt rating of not less than BB- (Standard & Poors) or Ba3 (Moody’s Investors Service Inc.) and have a Balance Sheet Net Asset Value of not less than €10,000 million.
6.168 The Market Operator shall, before accepting a Letter of Credit tendered by a Participant as a part of that Participant’s Posted Credit Cover, validate that Letter of Credit in accordance with Agreed Procedure 9 “Management of Credit Cover and Credit Default” to ensure compliance with paragraphs 6.162 to 6.164.
Glossary

Balance Sheet Net Asset Value
Bank Eligibility Requirements 
means the sum of a company’s assets net of all their liabilities as set out in the published accounts of the company.
means as defined in paragraph 6.163 and 6.164


	Modification Proposal Justification

(Clearly state the reason for the Modification)

	Prior to this Modification proposal, two working groups were held to deal with this issue pursuant to Modification _16_11.   The working groups met in September and December 2011 where a number of issues were discussed and settled. One issue however was the inclusion of a clause to allow for state guaranteed banks to be eligible to act as the SEM Bank and the Credit Cover Provider (CCP) bank under sections 6.15 and 6.163 of the T&SC. 

The Working Group agreed that the state guarantee scheme should be deleted from the SEM Bank eligibility requirement due to the fundamental risk exposure to the SEM and its participants that would be caused by the failure of the SEM Bank. In relation to the CCP bank however, the general consensus at the second Working Group meeting was that the market and its participants were not exposed to the same level of risk if a CCP bank was to fail. On this basis, it was generally felt that a more proportionate approach with respect to the requirements of the CCP bank could be facilitated.

As per the Working Group 1 report, all participants are in favour of a properly collateralised SEM. However, it must be noted that the failure of a CCP bank would not impact on the overall risk in the SEM to the same extent as a failure of the SEM Bank would. In this regard, and in the interests of competition, Bord Gáis Energy is of the view that a proportionate and reasonable approach should be taken to this issue. Bord Gáis Energy therefore believes that Irish banks that are included in the Credit Institution Scheme (or ‘state guaranteed scheme’), should be eligible to provide credit cover in the SEM. Failure to do so would be overly restrictive and could harm competition in the SEM.
This is a particular concern for smaller participants in the SEM whose ability to continue participation in the market must be taken into account. If they have limited access to local banks for credit cover requirements, this may act as a barrier to entry and/or cause them to exit the market to the detriment of competition. Consideration must also be given to the direction that was placed on the Chair of the Modifications Committee to monitor the T&SC for any barriers to demand side participation or which have negative impacts for such units in the SEM. 

Limiting the banks eligible to act as CCP banks, may limit the opportunity of demand side units and smaller market players to participate in the SEM. On that basis, providing for banks that are covered by state guarantee schemes in Ireland and the UK should act as a sufficient compromise between minimising risk exposure in the SEM while also facilitating competition in all jurisdictions. Although letters of credit are not specifically covered under the designated state guarantee schemes, the protection offered should provide the necessary confidence to market participants that the bank is sufficiently stable to meet the lesser demands on a CCP bank as compared to a SEM Bank.

	Code Objectives Furthered

(State the Code Objectives the Proposal furthers, see Section 1.3 of T&SC for Code Objectives)

	The credit risk exposure of the SEM Bank is different to that of the Credit Cover Provider (CCP) banks in the SEM. On that basis, it is reasonable to apply different and proportionate criteria for each. Without the added provision of section 6.163.2.c above, Irish banks will essentially be precluded from offering credit provision services to participants in the SEM. Limiting access to Irish based banks that are covered by state guarantee schemes, discriminates against those participants relying on such banks for credit cover. Such discrimination increases finance costs which would incidentally increase consumer costs, contrary to consumer interests in the SEM. 
Allowing state guaranteed banks to act as CCP banks facilitates the participation of smaller participants (suppliers, generators, demand side units etc) who do not have access to international banking services, which in turn allows for enhanced competition. Allowing more banks to provide such banking services enhances competition in the SEM and does not undermine or jeopardise the risk exposure of the SEM.  

This modification proposal thus furthers the second, third, fourth, sixth and seventh code objectives (Section 1.3 of the T&SC):

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

3. “to facilitate the participation of electricity undertakings engaged in the generation, supply or sale of electricity…”;

4. “to promote competition in the single electricity wholesale market on the island of Ireland”;

6. “to ensure no undue discrimination between persons who are parties to the Code”; and

7. “to promote the short-term and long-term interests of consumers of electricity on the island of Ireland with respect to price, quality, reliability, and security of supply of electricity”.


	Implication of not implementing the Modification Proposal

(State the possible outcomes should the Modification Proposal not be implemented)

	As discussed in greater detail in the previous sections, the implications of not implementing this modification is that it will restrict competition and in so doing conflict with the SEM’s stated objectives:

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

3. “to facilitate the participation of electricity undertakings engaged in the generation, supply or sale of electricity…”;

4. “to promote competition in the single electricity wholesale market on the island of Ireland”;

6. “to ensure no undue discrimination between persons who are parties to the Code”; and

7. “to promote the short-term and long-term interests of consumers of electricity on the island of Ireland with respect to price, quality, reliability, and security of supply of electricity”.



	Working Group

(State if Working Group considered necessary to develop proposal)
	Impacts

(Indicate the impacts on systems, resources, processes and/or procedures)


	Proposal has been considered at two distinct Working Groups hosted by SEMO in September and December 2011.
	The impact on systems and processes is minimal. 

	Please return this form to Secretariat by email to modifications@sem-o.com


Notes on completing Modification Proposal Form:
1. If a person submits a Modification Proposal on behalf of another person, that person who proposes the material of the change should be identified on the Modification Proposal Form as the Modification Proposal Originator.

2. Any person raising a Modification Proposal shall ensure that their proposal is clear and substantiated with the appropriate detail including the way in which it furthers the Code Objectives to enable it to be fully considered by the Modifications Committee.
3. Each Modification Proposal will include a draft text of the proposed Modification to the Code unless, if raising a Provisional Modification Proposal whereby legal drafting text is not imperative.
4. For the purposes of this Modification Proposal Form, the following terms shall have the following meanings:

Agreed Procedure(s):
means the detailed procedures to be followed by Parties in performing their obligations and functions under the Code as listed in Appendix D “List of Agreed Procedures”.

T&SC / Code:
means the Trading and Settlement Code for the Single Electricity Market

Modification Proposal:
means the proposal to modify the Code as set out in the attached form

Derivative Work:
means any text or work which incorporates or contains all or part of the Modification Proposal or any adaptation, abridgement, expansion or other modification of the Modification Proposal

The terms “Market Operator”, “Modifications Committee” and “Regulatory Authorities” shall have the meanings assigned to those terms in the Code.  

In consideration for the right to submit, and have the Modification Proposal assessed in accordance with the terms of Section 2 of the Code (and Agreed Procedure 12), which I have read and understand, I agree as follows:

1.
I hereby grant a worldwide, perpetual, royalty-free, non-exclusive licence:

1.1 to the Market Operator and the Regulatory Authorities to publish and/or distribute the Modification Proposal for free and unrestricted access;

1.2 to the Regulatory Authorities, the Modifications Committee and each member of the Modifications Committee to amend, adapt, combine, abridge, expand or otherwise modify the Modification Proposal at their sole discretion for the purpose of developing the Modification Proposal in accordance with the Code;

1.3 to the Market Operator and the Regulatory Authorities to incorporate the Modification Proposal into the Code;

1.4
to all Parties to the Code and the Regulatory Authorities to use, reproduce and distribute the Modification Proposal, whether as part of the Code or otherwise, for any purpose arising out of or in connection with the Code.

2.
The licences set out in clause 1 shall equally apply to any Derivative Works.

3.
I hereby waive in favour of the Parties to the Code and the Regulatory Authorities any and all moral rights I may have arising out of or in connection with the Modification Proposal or any Derivative Works.

4.
I hereby warrant that, except where expressly indicated otherwise, I am the owner of the copyright and any other intellectual property and proprietary rights in the Modification Proposal and, where not the owner, I have the requisite permissions to grant the rights set out in this form.

5.
I hereby acknowledge that the Modification Proposal may be rejected by the Modifications Committee and/or the Regulatory Authorities and that there is no guarantee that my Modification Proposal will be incorporated into the Code.
