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	Modification Proposal Title:
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Agreed Procedure 17: Banking and Participant Payments
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	T&SC v4.3
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	Modification Proposal Description
Clearly show proposed code change using tracked changes, & include any necessary explanatory information 

	Trading and Settlement Code

6.39 Notwithstanding paragraphs 6.33 and 6.34, if a Participant is not in default in respect of any amount owed to a SEM Creditor, then:

1. the Market Operator shall transfer quarterly to the relevant Participant the interest credited to the relevant SEM Collateral Reserve Account unless the Participant requests otherwise;

2. the Market Operator shall transfer to such Participant within 2 Working Days after a written request from such Participant (exclusive of the day of request) any amount of the balance which exceeds the amount which such Participant has agreed to maintain in the relevant SEM Collateral Reserve Account from time to time in accordance with this Section 6, the Code and the Bank Mandate, provided that the Participant at all times maintains its Required Credit Cover.  The Code shall take precedence over the Bank Mandate;

3. the Participant shall be entitled to change the composition of its Posted Credit Cover in satisfying the Required Credit Cover provided any reduction in any amount standing to the credit of the relevant SEM Collateral Reserve Account does not result in a breach of the Required Credit Cover.

4. the Market Operator shall transfer an amount specified by the Participant, in order to make payment on any outstanding Invoice for such Participant, within 1 Working Day after a written request from such Participant (exclusive of the day of request) provided that such Participant at all times maintains its Required Credit Cover. 

Agreed Procedure 17: Banking and Participant Payments
2.7.3
Deposits to and from Collateral Reserve Accounts

When a Participant has acceded to the Code, they will be required to have a minimum level of Required Credit Cover.  Where a Participant has posted cash collateral in a Collateral Reserve account they may wish to top this up from time to time. Likewise they may also be entitled to reduce the amount to: , either in changeing the composition of cash to LOC, to use excess collateral to pay outstanding invoices, or to reduce because their Posted total Required Credit Cover as their Required Credit Cover has reduced.

The process for depositing or withdrawing cash from Collateral Reserve Accounts is described in Agreed Procedure 9 “Management of Credit Cover and Credit”.

Agreed Procedure 9: Management of Credit Cover and Credit Default
3.5 USING EXCESS CASH COLLATERAL TO PAY OUTSTANDING INVOICES

3.5.1 Overview

A Participant may request the Market Operator (MO) to use cash in its cash collateral account that is excess of its Required Credit Cover ("Excess Cash Collateral") to make payment of outstanding Invoice amounts. 

This mechanism is provided to give additional flexibility in exceptional circumstances. It should not be considered a replacement for the normal payment processes mechanisms outlined in section 2.5 of Agreed Procedure 17. Examples of exceptional circumstances include:

· Invoice amounts being less than the transaction costs of processing the payment
· a Participant does not usually make payments into the market for Invoices (e.g. Generators making Resettlement Invoice payments).
The MO  will require the Participant to give written instruction to use the funds from their Excess Cash Collateral to make payment by sending an email to the MO funds transfer mailbox:  smo_funds_transfer@sem-o.com. 

The email subject should read: REQUEST: PT_X000YY - Payment using Excess Cash Collateral 

The email must  specify:

· Participant's Account ID (e.g. PT_X000YY)

· Invoice Number to be Paid

· Amount to be Paid

The MO will check the credit position of the Participant based on the most recent Credit Cover Report, as at the date and time of receipt of the email request.  The MO will check from the Credit Cover Report that making payment on the outstanding Invoice will not cause the Participants Posted Credit Cover to drop below the Required Credit Cover, and that the full amount to be paid can be taken from the Participant's Cash Collateral Reserve Account.
· If the Participant has Excess Cash Collateral the MO will transfer money from the Participants Cash Collateral Reserve Account to make payment of the specified outstanding Invoice.
· If the Participant has insufficient funds then the request will be denied. 

The MO will reply to the email request irrespective of the outcome of the check, by the next working day after the receipt of the email request, to confirm whether the payment can be made or not from Excess Cash Collateral. 

Should the request be denied, the Participant is still under obligation to make payment, by the due date and time, as defined in the Code. 


	Note: Given the response time defined above, the Participant must have submitted their request to use Excess Cash Collateral 2 working days before the due date of the Invoice, in order to ensure a valid request will be processed in time. 

3.5.2 Procedural Steps - Using Excess Cash Collateral to Pay Outstanding Invoices

#

Procedural Step

Timing

Method

By/From

To

Linkage

C7.1

Participant emails Market Operator with request to pay outstanding Invoice using Excess Cash Collateral
Whenever Required - at least two working days before Invoice Due Date
Email
Participant
Market Operator

C7.2
Compare request against:
a) Total Cash Collateral Available for Participant prior to the email request date and time.

b) Posted Credit Cover from latest Credit Cover Report available prior to email request date and time.
· If available cash collateral is sufficient and the transfer request will not result in Credit Cover Breach. Then continue from C7.4

· If available cash collateral is insufficient or the transfer request will result in a Credit Cover Breach then continue with C7.3
By 17:00 next WD after request 

Email
Market Operator

C7.3
Issue a reply email to Participant stating that request has been declined and that alternative method of payment must be made. End of Process.
By 17:00 next WD after request
Email
Market Operator

Participant

C7.4

Issue a reply email to Participant stating that request has been approved.

By 17:00 next WD after request

Email

Market Operator

Participant

C2.6

Perform transfer of cash from Participant's Cash Collateral Reserve Account to required Market Account
By Invoice payment deadline
Market Operator

C2.7

Reconcile payment to outstanding Invoice.
By Invoice payment deadline
Market Operator
3.5.3 Swim Lane - Using Excess Cash Collateral to Pay Outstanding Invoices.

These swimlanes are provided as an illustration of the Procedural Steps. The Procedural Steps take precedence, in the event of conflict between the swimlanes and the Procedural Steps.
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	Modification Proposal Justification
Clearly state the reason for the Modification & how it furthers the Code Objectives 

	Summary of Justification

Participants have raised two concerns regarding payment of invoices in the SEM.

1. The cost of transactions relative to the payment value

2. Apparent delays in bank processing of small payment amounts

This modification seeks to alleviate these concerns. The modification provides a means for Participants to use Excess Cash Collateral in exceptional circumstances to make payment on outstanding invoices. This will have the effect of:

1. reduce the cost of transactions as internal transfers between SEM bank accounts (cash collateral reserve account and market accounts) are free of bank charges. 

2. remove the uncertainty of small payment amounts as internal transfers within the SEM bank are instantaneous once initiated.

The modification should not be considered a replacement for the normal payment process which will continue to operator as the preferred method of payment, as outlined in section 2.5 of Agreed Procedure 17. 

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

Assuming a maximum of two Excess Cash Collateral requests per invoicing run, this modification would lead to a small increase in MO workload. This workload could be accommodated under current MO resource levels. However, should the number of requests to use Excess Cash Collateral be greater than two per invoice run then MO resource levels will need to be increased. 
This modification would allow Participants to continue making direct payment for each invoice issued in the market if they so wished, but would allow an additional option for Participants who wish to reduce the transaction costs associated with making 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 costs 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 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 make payment from their excess cash collateral the cost per invoice payment could be reduced as internal SEM bank transfers are free of charges. This percentage of small value invoices is likely to increase with the introduction of M+13 resettlement which is yet to occur in the SEM, but it is anticipated will generate more small value resettlement invoices.
Requests to Use Excess Cash Collateral for Invoice Payment

The MO would require Participants to give written instruction to use funds from their cash collateral account to make payment of an outstanding Invoice. It is envisaged that given the money is not being refunded, but is going only to pay a debt outstanding for the given Participant, that this instruction could be in the form of an email to the MO funds transfer mailbox. 

Check of Credit Cover before Processing a Payment
The modification proposes that Participants can use their Excess Cash Collateral to make payment on outstanding invoices.

It is, however, prudent for credit risk mitigation purposes to ensure that any payment using cash collateral will not cause the Participant to have posted credit cover below their required credit cover and cause a credit increase notice. 

In order to ensure that a payment from a Participant's cash collateral account will not cause them to have a credit cover breach, the MO will check the last credit cover report of the Participant.

It is envisaged that if the check is found to be ok, that the transfer would occur by the end of the next working day after the receipt of the payment request.

If the payment will cause a credit cover breach then the request to a make payment from the cash collateral account will not be actioned. The Participant would be informed of this by return email. 

Note: the modification will not change the Participants obligations to make payment by the due date and time as defined in the Code. If it is found that excess cash collateral funds are not sufficient to settle the invoice then it will be the Participants obligation to ensure the invoice is paid on time using normal payment methods.
Benefits of this Modification

The key benefits of this Modification are:

1. reduce the cost of transactions 

2. remove the uncertainty of small payment amounts being delayed

As the proposal incorporates the use of cash collateral accounts the following benefits are also achieved:

· the funds can be used to offset credit cover requirements if credit requirements increase

· the cash collateral account is an interest bearing account and interest is payable to the Participant

· there are no account setup or maintenance costs for the Participant

· using cash collateral accounts avoids the need for the MO to manage additional bank accounts

In addition to the obvious benefit to Participants of having this facility, there are less obvious benefits to SEM creditors. If this modification is not in place and a Participant defaults on their payment, cash or letter of credit will be drawn on to meet the shortfall to SEM creditors. In doing so the defaulting Participant will probably need to top up their credit cover, but as they will have 2 working days to comply with the credit cover increase notice the market will be less collateralised for these 2 working days. By having this modification in place Participants will have the option to post additional funds that they can draw on for outstanding payment. In doing so the likelihood of them defaulting, and therefore their credit cover falling below the required level is reduced. 
Impact on SEMO Market Operations and Market Systems

Assuming a maximum of two requests per invoicing run, this modification would lead to a small increase in MO workload to accept and initiate the internal transfers, but the cost and time savings to Participants would be seen as more beneficial than the increase in MO workload. This should be able to be accommodated under current MO resource levels. However, should the number of requests to use Excess Cash Collateral be greater than two per invoice run then MO resource levels will need to be increased. 

There are no perceived system changes required to implement this modification. All changes are procedural and Code related.

Rejected Alternatives

· Using Market Accounts for Credit Balances

An alternative solution was considered to allow Participants to make additional payments into the market accounts and effectively have a open credit balance on their accounts with the MO. 

This alternative suggestion has the following issues:

· money is not generally transferred between market accounts, therefore Participants would need to have open balances for each of the Trading, Capacity and Market Operator Charge accounts

· The MO financial systems have not been designed to accommodate open balances on Participant accounts. The amount of work required by the MO to accurately record open balances is excessive.

· The market Trading and Capacity accounts are supposed to be cleared down on a regular basis to reimburse the MO parent companies for capital that has been provided for cyclical shortfalls in receipts and payments. Having additional open balances would complicate this situation and make auditing of accounts far more difficult.

Based on these issues and the benefits of using cash collateral accounts over market accounts the suggestion is to allow Participants to have open balances on the market accounts was rejected. 

· Maximum Payment Limit € 25
The initial proposal, prior to discussions with Participants, was to have the maximum amount that could be requested for payment from the cash collateral account to be limited to small invoice amounts. i.e. less than € 25.  However, feedback from some Participants (particularly Generators) indicated that they would prefer there to be no upper limit (as long as the cash collateral used was in excess of the latest credit cover requirement). This is because, particularly with Generators, there have been instances where they have had difficulty making resettlement payments as these are not normal occurrences for them in the SEM. The Participants would like to be able to post an amount of excess collateral that could be used in instances where they have difficulties completing resettlement payments within the requested timeframes. 

Rather than trying to set a maximum limit, which may not suit all Participants trade volumes, the use of a limit of € 25 was rejected and the proposal to allow any amount above the credit cover requirement pursued.

	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 making payments that could otherwise be avoided.

There will be a continuing risk of payment default with small value payments and SEM Creditors will be exposed to a slightly less collateralised market when defaults occur.
These outcomes are likely to be further exacerbated with the introduction of M+13 resettlement.


	Please return this form to Secretariat by e-mail 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.
4. For the purposes of this Modification Proposal Form, the following terms shall have the following meanings:

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:

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

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;

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.
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