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T&SC Modifications Committee

Final Recommendation Report (FRR)
Mod_54_08:
Individual Warning Limit Above Default Warning Limit 
Version 1.0
18th Feb 2009

1. Background
This Modification Proposal was raised by SEMO on 15th September 2008 and presented at 

Meeting No 16 of the Modifications Committee on 30th September 2008. 
It was deferred, pending impact assessment and presented at Meeting 18 on Dec 1st 2008. It was again deferred, to be reconsidered after the RA final decision was made on Mod_31_08 and presented at Meeting 20 on Feb 10th 2009. The Modification was Recommended for Approval by unanimous vote at this Meeting.

2. Purpose of Proposed Modification
The warning limit is a parameter that is used to trigger the issuing of a warning notice to a Participant whose credit cover requirement is nearing their posted credit cover. 

The warning notice is for informational purposes only and does not require a Participant to take action. It is separate and distinct from the credit cover increase notice (CCIN) which issues when a Participant’s credit cover requirement is greater than their posted credit cover. A Participant must take action to resolve a CCIN within 2 working days.

A default warning limit is approved on a yearly basis by the Regulatory Authorities. This default value is currently 75%. Participants are able to set an individual warning limit, but this value can only be lower than the default warning limit. 
While it is prudent to provide a default warning limit for the SEM, this default is not appropriate for all Participants situations. Feedback from Participants, particularly those that regularly receive warning notices, was that they would like to have the ability to set a warning limit that is higher than the default value, which is what is proposed in this modification. 
2a. Justification for Modification (from Original Modification Proposal Form)
The relevance of warning notices to Participants is dependent on their individual circumstances and methods for management of their credit cover requirement. 

Consideration was given to proposing a higher default warning limit or getting rid of the default limit completely. However, it was felt that the default was appropriate as a guide for Participants (particularly new Participants) and should not be increased just to accommodate a small number of Participants with specific situations. It was seen as a better solution to provide an alternative means of accommodating Participants wishes for a higher warning limit without affecting the rest of the Participants

Looking at historical data there are typically five Participants, all Suppliers, that regularly receive warning notices at present. Three of these are Participants that use Letter of Credit (LCs) and/or Cash, but who operate above the 75% warning limit for the majority of the time. The other two are Suppliers that regularly use settlement reallocation agreements (SRAs) to manage their credit cover requirement and have a credit cover requirement that varies greatly depending on the submission of SRAs.

The MO has received queries from three Participants on changing the way warning limits are used in the SEM. 

· One Supplier who uses LCs and regularly receives warning notices does so because over 75% of their credit cover requirement is fixed credit requirement. Unless this Participant posted an excessive amount of credit cover they will never operator outside the 75% threshold and will receive warning notices on a daily basis. This Participant has already put in a request for the Market Operator (MO) to stop issuing these notices to them.

· One Supplier who uses SRAs to manage their credit cover and regularly receives warning notices has commented that they actively manage their credit cover and the warning notices are of little consequence to them. CCINs are typically the trigger for immediate credit cover action. The warning notices cause undue noise and may lead to a higher risk of missing a CCIN.

· One Supplier has enquired as to how they can reduce the number of warning notices as they actively monitor their credit cover and do not require these notices at the current 75% level.

In addition, with the implementation of Day 1+ in early 2009 Participants now have daily access to credit cover reports rather than the former weekly publishing. This provides Participants with timely information to manage their credit cover requirement more actively and further reduces the relevance of warning notices.

This modification does not stop Participants from using the existing default value or setting a warning limit lower than the default value. It merely provides Participants with the option to set a higher warning limit than the default if they believe this is more appropriate to their situation.

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 the Participants and the MO in issuing and receiving warning notices when the Participants obtain no value from the communication.

In addition, the 'noise' associated with these unwanted warning notices may mask a credit cover increase notice which is a far more significant event.

3. Development Process
This Modification was developed by SEMO to deal with the inefficient practice of issuing of Warning Notices.
A default warning limit is approved on a yearly basis by the Regulatory Authorities. This default value is currently 75%. Participants are able to set an individual warning limit, but this value can only be lower than the default warning limit. 

The Modification proposes a change to Section 6.181 of the T&SC.

4. Assessment of Alternatives
Consideration was given to proposing a higher default warning limit or getting rid of the default limit completely. However, it was felt that the default was appropriate as a guide for Participants (particularly new Participants) and should not be increased just to accommodate a small number of Participants with specific situations. It was seen as a better solution to provide an alternative means of accommodating Participants wishes for a higher warning limit without affecting the rest of the Participants
5. Consultation

This Modification was not subject to a consultation.
6. Implementation Timescale, Costs and Resources
The proposed Implementation date is on the next scheduled release date of the SEM Central Systems which is Oct 30th 2009. 
This Modification is to be implemented on a Settlement day basis.
7. Impact on Code Objectives
This modification is in line with Code objective (1.3.2) to facilitate the efficient operation of the SEM
8. Impact on other Codes/Documents/Systems

There are no impacts on other Codes/Documents but there is a System impact.
Central Market System Impacts:

A change to the Credit Risk Management system will be required to accommodate the proposed modification.
9. Modifications Committee views

This Modification was first presented at Meeting 16:

· Explanation of Proposal by MO Member

· This Modification is proposing that the default is 75% but participants can request a higher one

· Discussion on concept of a max value and default value

· Differentiation required between Warning Notices and Increased Credit Cover Notices

Committee agreed that further detail is required on this proposal
It was subsequently deferred and an Impact Assessment was requested

The Modification was represented at Meeting 18:

· MO Member gave a recap on this Modification.

· The cost has been assessed as being 37k. From a SEMO perspective, it would save costs in the region of 5k per annum; however it is up to participants to determine the benefit to them. The MO Member pointed out that if Mod_31_08 is approved by the RAs, Credit Cover WLNs will be sent by e-mail only. 

· The Modifications Committee decided to defer this modification as the implementation cost was considered significant.

· In addition, the outcome of the RA decision on Mod_31_08, this may alleviate the problem.
It was Deferred again due to the cost of the IA and the pending decision on Mod_31_08

The Modification was represented at Meeting 20:
· The MO member gave a recap of the modification, and the cost benefit analysis performed by SEMO, which had been deferred pending the final decision on Mod_31_08, which has now been approved by the RAs.
· It was stated by the suppliers at the meeting that this modification does not provide much benefit to them.

· However, it was pointed out that some suppliers had requested this through feedback at a recent MOUG. A vote was taken and the modification was approved. 

· The cost of this change will be circa €37,000.
This Modification was ‘Recommended for Approval’ at Meeting 20 on Feb 10th 2009 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
[Change-marked drafting for the relevant parts of the Code for the proposal that the Committee is recommending i.e. not necessarily that originally proposed]

No change from Original Proposal
11. Legal Review
Legal Comment (to be inserted)
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
	Sep 11 2008
	Standard
	Mod_54_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:
	Individual Warning Limit above the Default Warning Limit

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

	Trading and Settlement Code 
	Section 6



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


	T&SC V4.3

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

	Trading and Settlement Code

6.181 The Market Operator shall provide the Participant with a Warning Notice on any Working Day when its Warning Limit is reached and the ratio of Required Credit Cover to Posted Credit Cover has changed from the previous Working Day.  Each Participant shall be entitled to specify its own Warning Limit.  However the Regulatory Authorities shall set the maximum default value for the Warning Limit in writing in advance of each Year to which it shall apply.  This shall operate as the default Warning Limit for all Participants unless a.  Any Participant may requires the Market Operator to set a lower or higher Warning Limit for it. 


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

	Context

The warning limit is a parameter that is used to trigger the issuing of a warning notice to a Participant whose credit cover requirement is nearing their posted credit cover. 

The warning notice is for informational purposes only and does not require a Participant to take action. It is separate and distinct from the credit cover increase notice (CCIN) which issues when a Participant’s credit cover requirement is greater than their posted credit cover. A Participant must take action to resolve a CCIN within 2 working days.

A default warning limit is approved on a yearly basis by the Regulatory Authorities. This default value is currently 75%. Participants are able to set an individual warning limit, but this value can only be lower than the default warning limit. 

Modification Justification

The relevance of warning notices to Participants is dependent on their individual circumstances and methods for management of their credit cover requirement. 

While it is prudent to provide a default warning limit for the SEM, this default is not appropriate for all Participants situations. Feedback from Participants, particularly those that regularly receive warning notices, is that they would like to have the ability to set a warning limit that is higher than the default value.

Consideration was given to proposing a higher default warning limit or getting rid of the default limit completely. However, it was felt that the default was appropriate as a guide for Participants (particularly new Participants) and should not be increased just to accommodate a small number of Participants with specific situations. It was seen as a better solution to provide an alternative means of accommodating Participants wishes for a higher warning limit without affecting the rest of the Participants

Looking at historical data there are typically five Participants, all Suppliers, that regularly receive warning notices at present. Three of these are Participants that use Letter of Credit (LCs) and/or Cash, but who operate above the 75% warning limit for the majority of the time. The other two are Suppliers that regularly use settlement reallocation agreements (SRAs) to manage their credit cover requirement and have a credit cover requirement that varies greatly depending on the submission of SRAs.

The MO has received queries from three Participants on changing the way warning limits are used in the SEM. 

· One Supplier who uses LCs and regularly receives warning notices does so because over 75% of their credit cover requirement is fixed credit requirement. Unless this Participant posted an excessive amount of credit cover they will never operator outside the 75% threshold and will receive warning notices on a daily basis. This Participant has already put in a request for the Market Operator (MO) to stop issuing these notices to them.

· One Supplier who uses SRAs to manage their credit cover and regularly receives warning notices has commented that they actively manage their credit cover and the warning notices are of little consequence to them. CCINs are typically the trigger for immediate credit cover action. The warning notices cause undue noise and may lead to a higher risk of missing a CCIN.

· One Supplier has enquired as to how they can reduce the number of warning notices as they actively monitor their credit cover and do not require these notices at the current 75% level.

In addition, with the implementation of Day 1+ in early 2009 Participants will have daily access to credit cover reports rather than the current weekly publishing. This will provide Participants with the timely information to manage their credit cover requirement more actively and further reduce the relevance of warning notices.

This modification does not stop Participants from using the existing default value or setting a warning limit lower than the default value. It merely provides Participants with the option to set a higher warning limit than the default if they believe this is more appropriate to their situation.

This modification is in line with Code objective (1.3.2) to facilitate the efficient operation of the SEM

Central Market System Impacts:

A change to the Credit Risk Management system will be required to accommodate the proposed modification and this will require impact assessment by the vendor.



	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 the Participants and the MO in issuing and receiving warning notices when the Participants obtain no value from the communication.

In addition, the 'noise' associated with these unwanted warning notices may mask a credit cover increase notice which is a far more significant event.



	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







































































































































































































































PAGE  
5

