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T&SC Modifications Committee

Final Recommendation Report (FRR)
Mod_66_07_V2:
VAT
Version 1.0
30th Jan 2009

1. Background
The modification Mod_66_07: VAT was proposed by the Market Operator on 12th September 2007 and was discussed at the Modifications Committee meeting on 24th September 2007. The Modifications Committee’s Modification Recommendation Report was submitted to the Regulatory Authorities on 26th October 2007. 

On 31st October 2007, the Regulatory Authorities directed that further work was required on the Modification Proposal. 
Since that time SEMO had several meetings with the Regulatory Authorities discussing the intent of this proposal. As a result of those discussions, the Market Operator amended the legal drafting for the changes to Section 6 of the Code in this Modification Proposal and resubmitted it to the Modifications Committee. 
This Final Recommendation Report concerns  Mod_66_07_V2: VAT.
2. Purpose of Proposed Modification
This Modification proposes changes to the T&SC to reflect the agreement on VAT made with the Revenue Authorities.
2a. Justification for Modification (from Original Modification Proposal Form)
These changes are made to reflect the finalised agreement made between the Market Operator and the Revenue Commissioners in Ireland and Her Majesty’s Revenue and Customs in the United Kingdom with respect to the treatment of VAT for the purposes of the Single Electricity Market. The Trading and Settlement Code provisions set out in the designated Code were concluded before that agreement was finalised, and the eventual outcome requires that the changes are made in order for trading in the market to commence. 

As a drafting matter, the terms “credit note” and “debit note” are used in lower case. These are terms in common accounting usage and should not therefore require further definition. Furthermore, “credit note” is not otherwise used in the Code, so needs no separate glossary definition. The term “Debit Note” is defined, but used here (and nowhere else in the Code) in lower case to distinguish it from the procedure relating to unsecured bad debt.

This Version 2 of Mod_66_07 has been revised from the original to reflect agreement between SEMO and the Regulatory Authorities.

For clarity, the differences between it and the original are as follows:

The word “may” has been replaced by “shall” in two instances in paragraph 6.264 of the T&SC.

The reference to an annual adjustment in the second paragraph of Appendix 3 of AP15 has been removed. 

2b. Impact of not implementing a solution
The treatment of VAT in the Code would not reflect the agreed treatment with the Revenue Authorities. 
3. Development Process
The Modification 66_07_V2 was proposed by SEMO at Meeting 16 on September 30th 2008.
Sections affected are:
Sections 6.263 and 6.264 and Appendix 3 to Agreed Procedure 15 

The change to 6.263 adds a requirement for the MO to issue a summary statement of the total value of cross-border supplies so as to assist Participants in calculating their VAT returns.

The change to 6.264 permits the market Operator to make end of year adjustments to payments to reflect any differences that have resulted from applying the blended rate as opposed to a rate reflecting the actual energy flows.

The deletion in AP 15 is a consequence of the agreement referred to now having been reached with the respective revenue authorities and, pursuant to this modification proposal, being reflected in the Code.

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 second 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
This modification aims to further Objective 1.3.2 of the Code, namely 

“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

Version 2 of the Modification 66_07 was discussed at Meeting 16 of the Modifications Committee on September 30th 2008. 
It was stated that:
· Further work was carried out on this Modification to the satisfaction of all parties involved
· All drafting changes ('may' to 'shall') were made and published as Version 2 on the SEMO website as per T&SC timelines prior to Meeting 16
· The Modifications Committee agreed to vote on the Modification 66_07_V2

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

T Gill, S Walsh, M Hayden, M Walsh, W Steele, E Chukwureh

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]
For clarity, the differences between it and the original are as follows:

The word “may” has been replaced by “shall” in two instances in paragraph 6.264 of the T&SC.

The reference to an annual adjustment in the second paragraph of Appendix 3 of AP15 has been removed. 
Paragraph 6.264

At the end of each year, the Market Operator may shall compare the estimated transactions and energy flows used to determine the blended VAT rate pursuant to Agreed Procedure 15 “Invoicing” with the actual transactions and energy flows during such year for the purpose of adjusting the rate of VAT applied to reflect such actual transactions and energy flows. The Market Operator may shall then issue debit notes or credit notes, as the case may be, to relevant Participants applying such adjusted rate of VAT to the Invoices and Self Billing Invoices to which the adjustment applies, together with Interest on the difference between the original sum and the sum adjusted by this paragraph, in each case from the due date of payment of the relevant Invoices or Self Billing Invoices until the date when such debit note or credit note is issued. Payment shall be made in respect of such debit notes or credit notes as if they had been Invoices or Self Billing Invoices

Agreed Procedure 15 Appendix 3 Second paragraph:

This results in the requirement for a blended VAT rate as effectively sales from Participants in respect of its Generator Units in Northern Ireland will be liable to VAT partly at 17.5% and partly at (effective) zero rate. It has been agreed with the tax authorities in Ireland and Northern Ireland (the “Revenue Authorities”) that the Market Operator will estimate the blended VAT rate (referred to here as the “Blended Rate”) which for the initial year will be based on the initial financial projections for the SEM. In year 2 the Blended Rate will be based on the actual outcome in year 1; year 3 will be based on the actual outcome for year 2, and so on. An annual adjustment may be required to reflect the difference between the actual VAT rate used and the correct VAT rate based on actual transactions/energy flows in the event that the Revenue Authorities believe there has been a sufficiently substantial change in the pattern of generation and supply between the Jurisdictions. However, if there is no such material change, the Revenue Authorities have agreed that it is not necessary to make the adjustments.
11.  Legal review
Legal Review - No additional comment 
Appendix 1 – Original Proposal
This is the Original proposal Mod_66_07 which ultimately led to the RA Decision of ‘Requires Further Work’.

	MODIFICATION PROPOSAL FORM

	

	MODIFICATION PROPOSAL - SUBMISSION FORM

	

	

	Modification Proposal submitted by
	Date of Submitting Proposal:
	Type of Proposal (delete as appropriate)
	Modification Proposal Number:                                        (to be assigned by Secretariat)                

	Niamh Delaney 
	12/9/07
	Urgent  
	Mod_66_07 

	Contact Details for Modification Proposal Originator ( if not a member)

	Name: Niamh Delaney
	Telephone number: +353 1 6371707

	
	

	Address:  42, Merrion Square, Dublin 2

	e-mail address: niamh.delaney@allislandmarket.com

	

	Modification Proposal Title;
	VAT 

	
	

	Trading and Settlement Code section(s) affected by Modification Proposal

	Sections 6.263 and 6.264 and Appendix 3 to Agreed Procedure 15 
The change to 6.263 adds a requirement for the MO to issue a summary statement of the total value of cross-border supplies so as to assist Participants in calculating their VAT returns.

The change to 6.264 permits the market Operator to make end of year adjustments to payments to reflect any differences that have resulted from applying the blended rate as opposed to a rate reflecting the actual energy flows.

The deletion in AP 15 is a consequence of the agreement referred to now having been reached with the respective revenue authorities and, pursuant to this modification proposal, being reflected in the Code.



	

	

	Modification Proposal Description                                                                                                                                            Clearly state the desired amendment and all text formula changes to the code and/or Attach further information if necessary

	

	

	6.263      All Invoices and Self Billing Invoices (and Debit Notes where applicable) shall include VAT at the appropriate rate for the Participant concerned as more particularly set out below. Pursuant to the VAT Agreement, Participants shall be entitled to make their VAT returns based on the Invoices and Self Billing Invoices (and Debit Notes) and the Market Operator shall issue a summary document (bi-monthly to Participants in Ireland, and monthly to Participants in Northern Ireland) identifying with respect to that Participant the total value cross-border supplies during the relevant period of two months or one month.
6.264      Pursuant to the VAT Agreement, the Market Operator shall prepare Invoices, Self Billing Invoices and, when appropriate Debit Notes including VAT applied at a rate determined in accordance with Agreed Procedure 15 “Invoicing”, based upon the Currency Zone of the Generator Units or Supplier Units of the Participant concerned.  Such VAT rates shall be as below.

1.
For Supplier Units in the Northern Ireland Currency Zone – the relevant Northern Ireland VAT  rate;

2.
For Generator Units in the Ireland Currency Zone – the relevant Ireland VAT rate;

3.
For Generator Units in the Northern Ireland Currency Zone – an appropriate blended VAT rate calculated as set out in Agreed Procedure 15 “Invoicing”; and

4.               For Supplier Units in the Ireland Currency Zone – a second blended VAT rate calculated as set out in Agreed Procedure 15 “Invoicing”.

At the end of each year, the Market Operator may compare the estimated transactions and energy flows used to determine the blended VAT rate pursuant to Agreed Procedure 15 “Invoicing” with the actual transactions and energy flows during such year for the purpose of adjusting the rate of VAT applied to reflect such actual transactions and energy flows. The Market Operator may then issue debit notes or credit notes, as the case may be, to relevant Participants applying such adjusted rate of VAT to the Invoices and Self Billing Invoices to which the adjustment applies, together with Interest on the difference between the original sum and the sum adjusted by this paragraph, in each case from the due date of payment of the relevant Invoices or Self Billing Invoices until the date when such debit note or credit note is issued. Payment shall be made in respect of such debit notes or credit notes as if they had been Invoices or Self Billing Invoices

Agreed Procedure 15 Appendix 3 Second paragraph:

This results in the requirement for a blended VAT rate as effectively sales from Participants in respect of its Generator Units in Northern Ireland will be liable to VAT partly at 17.5% and partly at (effective) zero rate. It has been agreed with the tax authorities in Ireland and Northern Ireland (the “Revenue Authorities”) that the Market Operator will estimate the blended VAT rate (referred to here as the “Blended Rate”) which for the initial year will be based on the initial financial projections for the SEM. In year 2 the Blended Rate will be based on the actual outcome in year 1; year 3 will be based on the actual outcome for year 2, and so on. An annual adjustment may be required to reflect the difference between the actual VAT rate used and the correct VAT rate based on actual transactions/energy flows in the event that the Revenue Authorities believe that there has been a sufficiently substantial change in the pattern of Generation and Supply between the Jurisdictions. However if there is no such material change, the Revenue Authorities have agreed that it is not necessary to make the adjustments.

	

	

	 Modification Proposal Justification                                                                                                                                           Clearly state the reason for the Modification. Attach further information if necessary

	

	

	These changes are made to reflect the finalised agreement made between the Market Operator and the Revenue Commissioners in Ireland and Her Majesty’s Revenue and Customs in the United Kingdom with respect to the treatment of VAT for the purposes of the Single Electricity Market. The Trading and Settlement Code provisions set out in the designated Code were concluded before that agreement was finalised, and the eventual outcome requires that the above changes are made in order for trading in the market to commence. 

As a drafting matter, the terms “credit note” and “debit note” are used in lower case. These are terms in common accounting usage and should not therefore require further definition. Furthermore, “credit note” is not otherwise used in the Code, so needs no separate glossary definition. The term “Debit Note” is defined, but used here (and nowhere else in the Code) in lower case to distinguish it from the procedure relating to unsecured bad debt.

	

	

	

	

	Implication of not implementing the Modification

	The treatment of VAT in the Code would not reflect the agreed treatment with the revenue authorities. 

	

	

	

	

	Please return this form to Secretariat - e-mail ( modifications@allislandmarket.com ), fax ( tbc ), postal address ( tbc )

	


Appendix 2 – Alternative & Combined Proposals
This is the proposal Mod_66_07_V2 which was voted on and Recommended for Approval unanimously at Meeting 16 on September 30th 2008

	MODIFICATION PROPOSAL FORM

	

	MODIFICATION PROPOSAL - SUBMISSION FORM

	

	

	Modification Proposal submitted by
	Date of Submitting Proposal:
	Type of Proposal (delete as appropriate)
	Modification Proposal Number:                                        (to be assigned by Secretariat)                

	Niamh Delaney , SEMO
	16/09/2008
	Urgent  
	Mod_66_07_V2

	Contact Details for Modification Proposal Originator ( if not a member)

	Name: Niamh Delaney
	Telephone number: +353 1 2370321

	
	

	Address:  160, The Oval, Shelbourne Road, Dublin 4.

	e-mail address: niamh.delaney@sem-o.com

	

	Modification Proposal Title;
	VAT 

	
	

	Trading and Settlement Code section(s) affected by Modification Proposal

	Sections 6.263 and 6.264 and Appendix 3 to Agreed Procedure 15 
The change to 6.263 adds a requirement for the MO to issue a summary statement of the total value of cross-border supplies so as to assist Participants in calculating their VAT returns.

The change to 6.264 permits the market Operator to make end of year adjustments to payments to reflect any differences that have resulted from applying the blended rate as opposed to a rate reflecting the actual energy flows.

The deletion in AP 15 is a consequence of the agreement referred to now having been reached with the respective revenue authorities and, pursuant to this modification proposal, being reflected in the Code.



	

	

	Modification Proposal Description                                                                                                                                            Clearly state the desired amendment and all text formula changes to the code and/or Attach further information if necessary

	

	

	6.263       All Invoices and Self Billing Invoices (and Debit Notes where applicable) shall include VAT at the appropriate rate for the Participant concerned as more particularly set out below. Pursuant to the VAT Agreement, Participants shall be entitled to make their VAT returns based on the Invoices and Self Billing Invoices (and Debit Notes) and the Market Operator shall issue a summary document (bi-monthly to Participants in Ireland, and monthly to Participants in Northern Ireland) identifying with respect to that Participant the total value cross-border supplies during the relevant period of two months or one month.
6.264      Pursuant to the VAT Agreement, the Market Operator shall prepare Invoices, Self Billing Invoices and, when appropriate Debit Notes including VAT applied at a rate determined in accordance with Agreed Procedure 15 “Invoicing”, based upon the Currency Zone of the Generator Units or Supplier Units of the Participant concerned.  Such VAT rates shall be as below.

1.
For Supplier Units in the Northern Ireland Currency Zone – the relevant Northern Ireland VAT  rate;

2.
For Generator Units in the Ireland Currency Zone – the relevant Ireland VAT rate;

3.
For Generator Units in the Northern Ireland Currency Zone – an appropriate blended VAT rate calculated as set out in Agreed Procedure 15 “Invoicing”; and

4.               For Supplier Units in the Ireland Currency Zone – a second blended VAT rate calculated as set out in Agreed Procedure 15 “Invoicing”.

At the end of each year, the Market Operator may shall compare the estimated transactions and energy flows used to determine the blended VAT rate pursuant to Agreed Procedure 15 “Invoicing” with the actual transactions and energy flows during such year for the purpose of adjusting the rate of VAT applied to reflect such actual transactions and energy flows. The Market Operator may shall then issue debit notes or credit notes, as the case may be, to relevant Participants applying such adjusted rate of VAT to the Invoices and Self Billing Invoices to which the adjustment applies, together with Interest on the difference between the original sum and the sum adjusted by this paragraph, in each case from the due date of payment of the relevant Invoices or Self Billing Invoices until the date when such debit note or credit note is issued. Payment shall be made in respect of such debit notes or credit notes as if they had been Invoices or Self Billing Invoices

Agreed Procedure 15 Appendix 3 Second paragraph:

This results in the requirement for a blended VAT rate as effectively sales from Participants in respect of its Generator Units in Northern Ireland will be liable to VAT partly at 17.5% and partly at (effective) zero rate. It has been agreed with the tax authorities in Ireland and Northern Ireland (the “Revenue Authorities”) that the Market Operator will estimate the blended VAT rate (referred to here as the “Blended Rate”) which for the initial year will be based on the initial financial projections for the SEM. In year 2 the Blended Rate will be based on the actual outcome in year 1; year 3 will be based on the actual outcome for year 2, and so on. An annual adjustment may be required to reflect the difference between the actual VAT rate used and the correct VAT rate based on actual transactions/energy flows in the event that the Revenue Authorities believe there has been a sufficiently substantial change in the pattern of generation and supply between the Jurisdictions. However, if there is no such material change, the Revenue Authorities have agreed that it is not necessary to make the adjustments.


	

	

	 Modification Proposal Justification                                                                                                                                           Clearly state the reason for the Modification. Attach further information if necessary

	

	

	These changes are made to reflect the finalised agreement made between the Market Operator and the Revenue Commissioners in Ireland and Her Majesty’s Revenue and Customs in the United Kingdom with respect to the treatment of VAT for the purposes of the Single Electricity Market. The Trading and Settlement Code provisions set out in the designated Code were concluded before that agreement was finalised, and the eventual outcome requires that the above changes are made in order for trading in the market to commence. 

As a drafting matter, the terms “credit note” and “debit note” are used in lower case. These are terms in common accounting usage and should not therefore require further definition. Furthermore, “credit note” is not otherwise used in the Code, so needs no separate glossary definition. The term “Debit Note” is defined, but used here (and nowhere else in the Code) in lower case to distinguish it from the procedure relating to unsecured bad debt.

This version (version 2) of Mod_66_07 has been revised from the original to reflect agreement between SEMO and the Regulatory Authorities.

For clarity, the differences between it and the original are as follows:

The word “may” has been replaced by “shall” in two instances in paragraph 6.264 of the T&SC.

The reference to an annual adjustment in the second paragraph of Appendix 3 of AP15 has been removed. 

This modification aims to further Objective 1.3.2 of the Code, namely 

“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

	The treatment of VAT in the Code would not reflect the agreed treatment with the Revenue Authorities. 

	

	

	

	

	Please return this form to Secretariat - e-mail ( modifications@allislandmarket.com ), fax ( tbc ), postal address ( tbc )

	


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