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	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)                

	 ESBCS
	12-11-07
	Urgent 
	Mod_84_07

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

	Name: Anne Ruddy
	Telephone number: 01-7027128

	
	

	Address: Clanwilliam House, Clanwilliam Place, Off Lower Mount Street, Dublin 2, 

	e-mail address:  Anne.Ruddy@esb.ie

	

	Modification Proposal Title;
	Modification to Settlement Reallocation process in AP10 

	
	

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

	Agreed Procedure 10 : Settlement Reallocation

	

	

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

	

	

	Excerpt of AP 10 :  Settlement Reallocation, See text insertions highlighted in Red
2.1 SETTLEMENT REALLOCATION

The general rules for Settlement Reallocation are defined in the “Settlement Reallocation”

section of the Code.

The purpose of this document is to detail the procedures that will apply for Settlement

Reallocation with regard to requests, agreements and associated transactions.

The Settlement Reallocation process offers significant benefits to Participants in the Single

Electricity Market (SEM), in terms of cash flow and credit risk management, allowing

Participants to reduce credit cover requirements by offsetting debts and credits and also to

reduce circular flows of money.

Settlement Reallocation is a rules-supported financial arrangement between the Market

Operator (MO) and a pair of Participants (which may be the same Participant). Where the

Participants are linked by one or more off-market financial commitments, Settlement

Reallocation can act to reduce Settlement amounts.

Settlement Reallocation in the SEM consists of six major elements:

· Submission of a Settlement Reallocation Request

· [text insertion : Assessment of the eligibility of a Settlement Reallocation Agreement for the credit risk management process ]
· Assessment of the eligibility of a Settlement Reallocation Agreement for the invoicing process
· Inclusion of eligible Settlement Reallocation Agreements in the Invoices/Self Billing Invoices
· Inclusion of Settlement Reallocation Agreements in the credit management process
· Cancellation of a Settlement Reallocation Agreement (when applicable)
2.4 CREDIT RISK MANAGEMENT PROCESS

The Market Operator’s Isolated Market System will assess a Participant’s Required Credit

Cover against a Participant’s exposure in the SEM.

When a Settlement Reallocation Request has been correctly submitted, and validated, the

Settlement Reallocation Agreement can be considered in the credit management process. 
In establishing the Required Credit Cover, the credit management system shall take into

account any Settlement Reallocation Agreements.

[test insertion: Should the Debited Participants Required Credit Cover calculations as prescribed in Section 6.230 in the Trading and Settlement Code exceed its Posted credit cover as a result of the settlement reallocation agreements, then the MO shall apply the eligibility criteria to the settlement reallocations outlined in section 3.2.2 and if necessary cancel some or all of the settlement reallocation agreements due to eligibility criteria outlined in section 3.3.2.2 below]
Where a Credit Cover Increase Notice is made by the MO to a Participant, the Participant

can respond by arranging for a Settlement Reallocation Request to be made by another

Participant (the Debited Participant) in accordance with the rules set out in section 3.1.


	

	

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

	

	

	Participants have discovered that the current settlement reallocation process has a gap which can give rise to an increase credit cover notice to a Debited Participant (Generator) because while the current AP10 provides for the assessment of the eligibility of a settlement reallocation during the credit cover process (as detailed in section 2.4 of AP 10), it does not then require the MO to cancel surplus settlement reallocation agreements which cause the debited participant (the generator) to exceed its posted credit cover . 
The current AP10, settlement reallocation process provides for the submission from D-29 and eligibility assessment after BP+4/ CP+6, 12pm during the invoicing process. AP10 does not prescribe that an eligibility assessment is carried out on the settlement reallocations submitted during the credit risk management process, hence giving rise to a temporary liability in the Debited Participants until invoicing occurs.  
AP10 contains a section on credit risk management covering benefits of a the settlement reallocation used to minimise participants credit risk exposures, however it does not prescribe the MO to carry out an eligibility assessment of the settlement reallocation even if it gives rise to a temporary increase credit cover notice to a Debited Participant. 

We propose that the MO carry out the eligibility assessment of the settlement reallocation using the eligibility criteria outlined in section 3.2.2 during the credit risk management process primarily which includes the cancellation of the settlement reallocation agreement if it causes the Debited Participant’s Required Credit cover to exceed its Posted Credit Cover. 

The above proposed modification would allow market participants management their credit cover requirements in a more efficient manner.  Thus this proposed modification would facilitate the achievement of Code Objective specified in section 1.3.2 of the Code (i.e. to facilitate the efficient, economic and coordinated operation, administration and development of the SEM in a financially secure manner.)


	

	

	

	

	Implication of not implementing the Modification

	A “temporary” credit cover exposure liability is created in the Debited participant (Generator) between the period a Settlement Reallocation agreement is submitted and the assessment of the eligibility of the Settlement Reallocation for the invoicing process. 

The current process creates an additional operational cost and administrative overhead to participants in the market, hence reducing the benefits of using the settlement reallocation agreements to minimise credit risk exposures.  Debited Participants have no visibility of its expected incomes forecasted by the MO on a weekly basis during the credit risk management process.  This lack of visibility can become an issue for the Debited Participant whereby if an excess of Settlement Reallocation Agreements have been entered into, it must with short notice either put in place an increase credit cover notice or contact the Credit participant (Supplier) to perform the lengthy process outlined in section 3.3.3. to cancel the SRA.  The cost and administrative overhead renders to benefits of using the settlement reallocation agreement process for credit risk management to be redundant.


	

	

	

	

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

	


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 Sections xx of the Code, 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.
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