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T&SC Modifications Committee

Final Recommendation Report (FRR)

Mod_49_08:

Aggregate Payments for Invoices
Version 1.0
22nd Jan 2009
1. Background
This Modification was submitted by Nigel Thomson of SEMO on 15/09/2008 as a Standard Modification to the T&SC and AP17.
It was first considered at Meeting 16 (Sep 30th 2008) of the Modifications Committee, was ‘Deferred’ and subsequently considered at Meeting 18 (Dec 1st 2008) where it was ‘Recommended for Approval’. 

2. Purpose of Proposed Modification
2a. Justification for Modification

With the introduction of M+4 and M+13 resettlement the number of invoices being issued to Suppliers will increase significantly from 10 to 28 per month. As a consequence 28 payments per month will fall due.
From discussions with Participants the MO has identified two key concerns this raises.

1. The number of payments required per month.

2. The high costs of processing these payments relative to the payment value.

This modification seeks to provide a means for Participants to reduce the number of payments they need to make per month, by grouping payments for the same Account, for the same invoice type (trading, capacity or market operator charge) and same due date into one single payment. In doing so this could reduce the number of payments per month from 28 to 10. This would help to alleviate the two key concerns described above.


Supporting Details for Justification

Costs of Making Payments

Due to the strict payments terms of 3 working days for Trading and Capacity Invoices, Participants generally need to use Same Day Payments/CHAPS money transfer to ensure they meet payment deadlines. These money transfers typically incur a cost of €25 per transaction. This cost of transaction is purely bank driven and does not even account for the internal costs to the Participant of processing each payment which may be considerably more.

This leads to a situation of inefficiencies in the SEM as it may cost more for the Market Participant to process the payment than the value of the payment itself.

Based on analysis the following table provides statistics on the proportion of invoices issued under a given value. For simplicity sterling amounts have not been converted, hence assumed exchange rate is 1:1.

	Given Value
	< € 1 
	< € 25
	< € 100
	< € 1000
	All Values

	% Invoices below value
	2%
	7%
	18%
	33%
	100%

	Invoices above value
	1793
	1710
	1501
	1225
	0

	Invoices below value
	43
	126
	335
	611
	2113

	Invoice Number Total
	1836
	1836
	1836
	1836
	2113

	Invoice Total Value
	 € 16
	 € 926
	 € 14,111
	 € 120,459
	 € 662,301,114

	Estimated Banking Charges to Transact
	 € 1,075
	 € 3,150
	 € 8,375
	 € 15,275
	 € 45,900

	Transaction Cost as a %age of Invoice
	6879%
	340%
	59%
	13%
	0%


Table 1: Statistics on Invoices

The table indicates that 7% of all invoices are for less value than the typical cost of the transaction. If a Participant was able to group invoice payments together the cost per invoice payment could be reduced.

Reduction in the Number of Payments

Although there is no stipulation in the Code as to when resettlement invoices need to be issued within the calendar month, the MO has set out a settlement calendar that aligns invoice and due dates into weekly cycles. Trading and VMOC Invoices for initial, M+4 (and eventually M+13) are issued on a Friday, with payment due on the following Wednesday (for Trading) and following Friday (for VMOC).
This modification proposal would not change that principle, it would however allow Participants to make one aggregate payment for all three invoices relating to a given Market and given week. This would provide efficiencies by providing Participants with the option to reduce the number of payments per month.

The table below illustrates how the number of payments per month for a Supplier Participant could be reduced by this modification proposal. 

	Market
	Invoice Type
	Number of Invoices / Month
	Number of Payments / Month

	
	
	Current
	Proposed
	Current
	Proposed

	Energy
	Initial
	4
	4
	4
	4

	
	M+4
	4
	4
	4
	0

	
	M+13
	4
	4
	4
	0

	Capacity
	Initial
	1
	1
	1
	1

	
	M+4
	1
	1
	1
	1

	
	M+13
	1
	1
	1
	0

	VMOC
	Initial
	4
	4
	4
	4

	
	M+4
	4
	4
	4
	0

	
	M+13
	4
	4
	4
	0

	FMOC
	Initial
	1
	1
	1
	0

	
	
	28
	28
	28
	10


Table 2: Possible Reduction in Number of Payments

Assumptions used in defining this table are:

· M+4 and M+13 capacity issued and due on same date, initial capacity is issued separately

· M+4 and M+13 energy issued and due on same date as Initial Energy

· VMOC M+4 and M+13 and FMOC issued and due on same day as Initial VMOC

Table 2 shows that although the number of invoices generated per month would not change, the number of payments could be reduced from 28 to 10. 

Other Code Changes Required by this Modification

To make this modification workable it would require Market Participants to provide specific references on Single Payments so that SEMO could reconcile the payments accurately and efficiently. A set of rules around the order that invoices would be paid off from the aggregate payment has been defined in the AP 17 changes described above.
Allowing Single Payments does cause a possible knock on effect with Defaults. If a Market Participant failed to make an aggregate payment on time, they could be in Default for up to 4 payments. Under current Code rules this would mean the MO would be obliged to issue up to 4 Default Notices. Any more than 3 in a 20 day period currently means Suspension proceedings start. The aggregate payment solution therefore includes a change to the Code to issue only one Default Notice per Participant per invoice type per due date for a Payment Default.

Note: The issue with defaults is relevant even without this modification. Under the current Code requirements if a Participant failed to make 3 or more separate payments due on the same day this would also mean Suspension proceedings would start. Therefore, the default issue needs to be looked at regardless of the outcome of this modification proposal.

Effect on SEMO Market Operations and Market Systems

From a MO perspective, the use of aggregate payments (as long as they are for the same Participant, same invoice type and same due date) will have negligible effect on the workload of Funds Transfer operations and no system changes are required in this regard. 

For Credit Risk Management (CRM), a  system change the interface for finance would be required to match aggregate payments to multiple invoices. 

Rejected Alternatives
The ideal solution to the concerns would have be to reduce the number of invoices issued, and hence the number of payments required. The change to the settlement system would have been either:

1. settle markets monthly for Energy and MOC rather than weekly, or

2. generate invoices for multiple settlement and resettlement runs (i.e. initial, M+4 and M+13 Energy together)

Both these options were investigated and rejected based on the changes required to the settlement system being both extensive and costly. In addition, for the first option the market cash flow changes would be too extreme with Generators not getting paid for a full calendar month.

Issuing the same number of invoices, but allowing Participants to make a single payment for multiple invoices was seen as the best compromise without wholesale system changes.
Central Market System Impacts

Funds Transfer systems would not require any system changes. 

However, there is an issue with the payment interface from Funds Transfer system to Credit Risk Management system. Currently this interface does not handle single payments for multiple invoices. As such, an impact assessment was required from the vendor for this change. (detailed in Appendix 4 below). 

2b. Impact of not implementing a solution

If the current situation is maintained the market will be operating in an inefficient manner.  

Time and costs will be incurred by Participants and the MO in making or reconciling payments that could otherwise be avoided.  

With the number of payments by Participants increasing with M+13, there is an increased chance errors during the payment processing leading to payment default.

Participants will also continue to have a significant number of  situations where the cost of making payment is higher than the payment value. 

3. Development Process
During informal discussions with Market Participants, SEMO identified two key concerns with Funds Transfer market processes.
· The number of payments required per month.

· The high costs of processing these payments relative to the payment value.

Based on this SEMO identified a number of possible proposals to help alleviate these concerns. This included a proposal to allow aggregation of Market Participant payments in order to reduce the number of payments needed per month. 

A  discussion paper was issued to Market Participants in June 2008 which described this proposal and a number of other complementary proposals. Feedback was requested to the paper. For the aggregate payments proposal the majority of respondents were supportive.  

4. Assessment of Alternatives
The objective of Modification 49_08 is to provide Participants with an opportunity of reducing the costs of processing the large number (and sometimes small amounts) of payments in the SEM. It should be noted that the mod does not stop Participants continuing to pay invoices individually as they currently do, it merely provides another option if Participants wish to try and reduce the number of payment transactions and associated costs.

The modification proposal allows aggregate payments for invoices for the same Market (Capacity, Energy, MOC) with the same due date.

This proposal was restricted to this based on limitations related to:

· the structure of the SEM accounts used in the market

· the ability to reconcile payments given bank remittance advice

· the SEMO financial system design and reporting requirements

· the resources needed to match payments

A query was raised during discussions in the October Modifications Committee about extending the aggregate payments flexibility to allow payments for multiple due dates as well. (ie. invoices not due on the same date). 

This was not included in the original modification proposal based on the limitations described above. In addition the MO settlement calendar has been prepared so that under normal circumstances invoices only issue once a week. The due dates therefore tend to align for a given week and there is very little opportunity to aggregate payments across multiple due dates. 

Based on the considerations above it is believed that there is minimal benefit in allowing aggregate payments for multiple due dates, especially given the increased cost and issues with implementing this additional flexibility.
5. Consultation

N/A
6. Implementation Timescale, Costs and Resources
The implementation of this modification will require a change to the Funds Transfer to Credit Risk Interface and it is recommended that the Modification be implemented on a Settlement Day basis with an Implementation Date equivalent to the next planned release date of October 30th 2009.
7. Impact on Code Objectives

The proposal would further the Code objective (1.3.2) of facilitating efficient and economic operation and administration of the SEM.

This modification would allow Participants to continue making individual payments for each invoice issued in the market if they so wished, but would allow an additional option for Participants that have the flexibility, or believe there is a financial benefit to them, in amalgamating their invoice payments.

8. Impact on other Codes/Documents


N/A
9. Modifications Committee views

The Modification Committee recommends that this Modification be made following a Unanimous vote at Meeting 18 (Dec 1st 2008).
Please see Section 6 of this FRR for Implementation details.
The  Meeting Minute extracts supporting this recommendation are provided below:
Meeting 16

	· Explanation of Modification by MO Member

· Question on whether payments could be allocated over multiple days

· Grants flexibility so that Participants can 'bunch up' payments

·  Overall cost benefit of this is to be investigated through IA process
	Action:

 - Email to T&SC Modifications Committee clarifying discussion point on due dates of payments / table query

 - Impact Assessment required
	Deferred


Meeting 18

	· MO Member gave a recap on this Modification

· This is an option than can be utilised by participants if they wish

· There is no change to existing functionality just an enhancement to the service

· IA not completed but verbal indicative given by Vendor of region €10k – 15k

· Based on average transaction cost of €25, if all 20 suppliers used this facility the saving the saving will be €9k per month. Even if only half the suppliers use the facility there will be payback in 3 months.


	This vote was by phone conference on Dec 4th

	Recommended for Approval

(Unanimous)

T Gill

E Chukwureh

E McAuley

S Walsh

D O’Connor

J Newman


10. Proposed Legal Drafting

Trading and Settlement Code Section 6

6.50B   Without prejudice to paragraph 6.50.4 a Participant may exercise the option to make an aggregate payment in accordance with Agreed Procedure 17 “Banking and Participant Payments”.
11. Legal review
In the legal drafting of 6.50B the word "payment" should be singular, i.e. "an aggregate payment".
Please see Section 10 which details this change.
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)                

	Nigel Thomson - SEMO
	11 Sep 2008
	Standard
	Mod_49_08

	Contact Details for Modification Proposal Originator


	Name:
Nigel Thomson
	Telephone number:
+353 (0)1 2370322
	e-mail address:
nigel.thomson@sem-o.com

	Modification Proposal Title:

	Aggregate Payments for Invoices

	Trading and Settlement Code & Agreed Procedure change
	Section(s) affected by Modification Proposal

	Trading and Settlement Code
Agreed Procedure 17: Banking and Participant Payments
	T&SC Section 2, Section 6

AP17

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


	AP17 v2.0

T&SC v4.3

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

	Agreed Procedure 17: Banking and Participant Payments

2.5.1.a    Aggregated Payments

To reduce the number of payments a Participant needs to make, the option is available for a Participant to aggregate payments that are for the same Account, for the same Invoice type (namely, each of Trading Charge, Capacity Charge or Market Operator Charge Invoice types) and fall on the same due date.

This option shall be deemed to have been exercised in the event that the payment submitted exceeds the amount of the Invoice identified in the associated payment reference. 

Note: For avoidance of doubt:

· the 'same Account' in this case refers to the Invoices that are for the same Account ID e.g. PT_400999. 

· aggregate payments can only be made for Invoices. Self Billing Invoices cannot be netted off Invoices due.

When an aggregate payment is made, Invoices will be settled for payment for the same Participant, same Invoice type and same due date as the Invoice number used in the payment reference. 

If the amount paid exceeds the amount of the Invoice identified in the relevant payment reference then any surplus will be applied to outstanding Invoices for the same Account, for the same Invoice type and for the same due date in order of decreasing Invoice value.

If the Participant's aggregate payment is less than the total amount required to settle all Invoices that are due for the given Invoice type and due date, then the Participant will be subject to the normal payment default processes for the unpaid invoices as defined in Section 6 of the Code.

If the Participant's aggregate payment is greater than the total amount required to settle all Invoices that are due for the given Invoice type and due date, then the normal overpayment process as defined in Section 6 of the Code will apply. 

To allow the MO to quickly and accurately reconcile payments the payment references for aggregated payments should be as detailed in Section 2.5.3 and 2.5.4.

2.5.4    Standard Payments

Participants using the standard payment method shall use the following format:

Format: 

N[Invoice number]A[Participant ID (without any PT_ prefix)]
Example:


· Participant PT_000321 must pay Invoice 0987654321
· The Participant supplies a payment reference N0987654321A000321

For aggregate payments the invoice number should be for the highest priority Invoice that needs payment for the given Account, Invoice type and due date.

2.5.5    Same Day Payments

Participants using the same day payment method shall use the following format in the description (4 lines of free text available on Same Day Payment Advice):

Format: 

<SMO>N[Invoice number]A[Participant ID (without any PT_ prefix)]</SMO>
Example:


· Participant PT_012345 must pay Invoice 0123456789 

· The Participant supplies the user reference <SMO>N0123456789A012345</SMO>

For aggregate payments the Invoice number should be for the highest priority Invoice that needs payment for the given Account, Invoice type and due date.

Participants are not required to provide further information on the 4 lines of text available for messages, however, the above reference in the required format must appear somewhere within those 4 lines.  Nothing but the reference shall be recognised by the MO. 

Market Participants should comply with the above requirements for the details required for Same Day Payments. If, and only if,  technical constraints on the Participant’s Banks Payment system mean this is not possible, then they should use the 18 character reference field on the Same Day Payment Advice to specify the Invoice and Participant ID

Format: N[Invoice number]A[Participant ID (without any PT_ prefix)]

Example:

· Participant PT_000321 must pay Invoice 0987654321

The Participant supplies a payment reference N0987654321A000321
Trading and Settlement Code Section 2

2.238.a  Where the Default relates to underpayment by a Participant for multiple Invoices with the same due date and the same Invoice type, namely each of Trading Charges, Capacity Charges or Market Operator Charge Invoice types, then all underpayments will be classed as one Default.  
Trading and Settlement Code Section 6

6.50B   Without prejudice to paragraph 6.50.4 a Participant may exercise the option to make an aggregate payments in accordance with Agreed Procedure 17 “Banking and Participant Payments”.


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

	Summary of Justification
With the introduction of M+4 and M+13 resettlement the number of invoices being issued to Suppliers will increase significantly from 10 to 28 per month. As a consequence 28 payments per month will fall due.
From discussions with Participants the MO has identified two key concerns this raises.
1.The number of payments required per month.
2. The high costs of processing these payments relative to the payment value.

This modification seeks to provide a means for Participants to reduce the number of payments they need to make per month, by grouping payments for the same Account, for the same invoice type (trading, capacity or market operator charge) and same due date into one single payment. In doing so this could reduce the number of payments per month from 28 to 10. This would help to alleviate the two key concerns described above.

The proposal would further the Code objective (1.3.2) of facilitating efficient and economic operation and administration of the SEM.

This modification would allow Participants to continue making individual payments for each invoice issued in the market if they so wished, but would allow an additional option for Participants that have the flexibility, or believe there is a financial benefit to them, in amalgamating their invoice payments.

Supporting Details for Justification

Costs of Making Payments

Due to the strict payments terms of 3 working days for Trading and Capacity Invoices, Participants generally need to use Same Day Payments/CHAPS money transfer to ensure they meet payment deadlines. These money transfers typically incur a cost of €25 per transaction. This cost of transaction is purely bank driven and does not even account for the internal costs to the Participant of processing each payment which may be considerably more.

This leads to a situation of inefficiencies in the SEM as it may cost more for the Market Participant to process the payment than the value of the payment itself.

Based on analysis the following table provides statistics on the proportion of invoices issued under a given value. For simplicity sterling amounts have not been converted, hence assumed exchange rate is 1:1.

Given Value

< € 1 

< € 25

< € 100

< € 1000

All Values

% Invoices below value

2%

7%

18%

33%

100%

Invoices above value

1793

1710

1501

1225

0

Invoices below value

43

126

335

611

2113

Invoice Number Total

1836

1836

1836

1836

2113

Invoice Total Value

 € 16
 € 926
 € 14,111
 € 120,459
 € 662,301,114
Estimated Banking Charges to Transact

 € 1,075
 € 3,150
 € 8,375
 € 15,275
 € 45,900
% of Invoice Value to Transact Cost

6879%
340%
59%
13%
0%
Table 3: Statistics on Invoices

The table indicates that 7% of all invoices are for less value than the typical cost of the transaction. If a Participant was able to group invoice payments together the cost per invoice payment could be reduced.

Reduction in the Number of Payments

Although there is no stipulation in the Code as to when resettlement invoices need to be issued within the calendar month, the MO has set out a settlement calendar that aligns invoice and due dates into weekly cycles. Trading and VMOC Invoices for initial, M+4 (and eventually M+13) are issued on a Friday, with payment due on the following Wednesday (for Trading) and following Friday (for VMOC).
This modification proposal would not change that principle, it would however allow Participants to make one aggregate payment for all three invoices relating to a given Market and given week. This would provide efficiencies by providing Participants with the option to reduce the number of payments per month.

The table below illustrates how the number of payments per month for a Supplier Participant could be reduced by this modification proposal. 

Market

Invoice Type

Number of Invoices / Month

Number of Payments / Month

Current

Proposed

Current

Proposed

Energy

Initial

4

4

4

4

M+4

4

4

4

0

M+13

4

4

4

0

Capacity

Initial

1

1

1

1

M+4

1

1

1

1

M+13

1

1

1

0

VMOC

Initial

4

4

4

4

M+4

4

4

4

0

M+13

4

4

4

0

FMOC

Initial

1

1

1

0

28

28

28

10

Table 4: Possible Reduction in Number of Payments

Assumptions used in defining this table are:

· M+4 and M+13 capacity issued and due on same date, initial capacity is issued separately

· M+4 and M+13 energy issued and due on same date as Initial Energy

· VMOC M+4 and M+13 and FMOC issued and due on same day as Initial VMOC

Table 2 shows that although the number of invoices generated per month would not change, the number of payments could be reduced from 28 to 10. 
Other Code Changes Required by this Modification

To make this modification workable it would require Market Participants to provide specific references on Single Payments so that SEMO could reconcile the payments accurately and efficiently. A set of rules around the order that invoices would be paid off from the aggregate payment has been defined in the AP 17 changes described above.
Allowing Single Payments does cause a possible knock on effect with Defaults. If a Market Participant failed to make an aggregate payment on time, they could be in Default for up to 4 payments. Under current Code rules this would mean the MO would be obliged to issue up to 4 Default Notices. Any more than 3 in a 20 day period currently means Suspension proceedings start. The aggregate payment solution therefore includes a change to the Code to issue only one Default Notice per Participant per invoice type per due date for a Payment Default.

Note: The issue with defaults is relevant even without this modification. Under the current Code requirements if a Participant failed to make 3 or more separate payments due on the same day this would also mean Suspension proceedings would start. Therefore, the default issue needs to be looked at regardless of the outcome of this modification proposal.

Effect on SEMO Market Operations and Market Systems

From a MO perspective, the use of aggregate payments (as long as they are for the same Participant, same invoice type and same due date) will have negligible effect on the workload of Funds Transfer operations and no system changes are required in this regard. 

For Credit Risk Management (CRM), a  system change would be required to match aggregate payments to multiple invoices. 

Rejected Alternatives
The ideal solution to the concerns would have be to reduce the number of invoices issued, and hence the number of payments required. The change to the settlement system would have been either:

3. settle markets monthly for Energy and MOC rather than weekly, or

4. generate invoices for multiple settlement and resettlement runs (i.e. initial, M+4 and M+13 Energy together)

Both these options were investigated and rejected based on the changes required to the settlement system being both extensive and costly. In addition, for the first option the market cashflow changes would be too extreme with Generators not getting paid for a full calendar month.

Issuing the same number of invoices, but allowing Participants to make a single payment for multiple invoices was seen as the best compromise without wholesale system changes.
Central Market System Impacts

Funds Transfer systems would not require any system changes. 

However, there is an issue with the payment interface from Funds Transfer system to Credit Risk Management system. Currently this interface does not handle single payments for multiple invoices. As such, an impact assessment would be required from the vendor for this change.  



	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


	If the current situation is maintained the market will be operating in an inefficient manner.  
Time and costs will be incurred by Participants and the MO in making or reconciling payments that could otherwise be avoided.  

With the number of payments by Participants increasing with M+13, there is an increased chance errors during the payment processing leading to payment default.

Participants will also continue to have a significant number of  situations where the cost of making payment is higher than the payment value. 



	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

A verbal indicative Impact Assessment was provided to the Modifications Committee on December 1st 2008 and an indicative cost/benefit analysis given.

· Verbal indicative given by Vendor in region €10k – 15k

· Based on average transaction cost of €25, if all 20 suppliers used this facility the saving the saving would be:

· €25 (average) per transaction x 18 payments x 20 suppliers = €9000 per month. Even if only half the suppliers use the facility there would be payback in 3 months.

The definitive IA below was received from the Vendor post the Modifications Committee detailing a Cost that is cheaper than the original verbal indicative cost:

Vendor to perform coding ,testing (not including UAT) and documentation update. 

User Acceptance Testing and activities related to the SEMO Change management process will be performed by SEMO. 

SEMO will provide access to the relevant systems and technical resources. SEMO will provide examples of any required documentation from Bearing Point for their change release process. 

Estimated Cost

BearingPoint = €7000 (time & materials, ex VAT)

Cost of Impact Assessment (€2000 ex VAT)

Estimated time for completion: 7 Working Days

Overall cost of modification implementation = €9000 ex VAT
Appendix 5 - Consultation Responses 
N/A
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