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	Recommended for Approval by Unanimous Vote 

	Sinead O’Hare
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2. [bookmark: _Toc313526627][bookmark: _Toc313526768][bookmark: _Toc313526822][bookmark: _Toc313526908][bookmark: _Toc313526997][bookmark: _Toc313527107][bookmark: _Toc524700674]Background
[bookmark: _Toc313526628][bookmark: _Toc313526769][bookmark: _Toc313526823][bookmark: _Toc313526909][bookmark: _Toc313526998][bookmark: _Toc313527108]
This Modification Proposal was raised by SEMO and was received by the Secretariat on 2 August 2018. The initial version of this proposal received an RA Decision recommending further work and so version 2.0 was developed following feedback given at Meeting 84 and presented and voted on at Meeting 85.

Version 1 Explanation;

Under the current Trading and Settlement Code, a Defaulting Participant, wh applicable Debit Note to any pether for the full value or a shortfall on an Energy or Capacity Invoice amount, has up to 12:00 on the next Working Day after the Invoice Due Date to remedy the default.  If the full Invoice or shortfall amount is not paid in full by this time, the amount shall become Unsecured Bad Debt.

After this deadline the Market Operator shall, where practicable, withhold, deduct or set off payment of any amount due pursuant to the Code to the Defaulting Participant until the amount of the Unsecured Bad Debt and any applicable Default Interest has been recovered in full, begin the process of issuing Debit Notes to any Participant who is a SEM Creditor.  In effect implementing the Bad Debt smearing process. 

In the event of Unsecured Bad Energy Debt and, or Unsecured Bad Capacity Debt, the Market Operator shall issue Debit Notes to the value of the Unsecured Bad Debt and pay each Self Billing Invoice less any applicable Debit Note to any Participant who is a SEM Creditor by paying the amount due from the SEM Trading Clearing Account and, or SEM Capacity Clearing Account as applicable to the SEM Creditors designated bank account or bank accounts for full value by the Self Billing Invoice Due Date.  The Self Billing Invoice Due Date is 17:00, 4 Working Days after the date of the Self Billing Invoice. ( Section 6.50.5)
The Market Operator is proposing an amendment to the Trading and Settlement Code timeline. In the event of Unsecured Bad Debt the new timelines detailed within T&SC Section 6.50.5 and Agreed Procedure 15 3.4.1 would allow for the following:
· Issuing of Debit Notes to 17:00 5WD after the date of the Self Billing Invoice.

· Payment of the net Self Billing Invoices and Debit Notes by 17:00 5WD after the date of the Self Billing Invoice.

Alternative solutions have been considered and are summarised within the ‘Implications of not implementing the Modification Proposal’ section below.

Version 2 Explanation Update;

Version 1 of this proposal was recommended for rejection by the modifications committee and the subsequent RA decision was to send it back to the committee for further work noting that the same issue would exist for I-SEM/Part B also. This resulted in discussions at meetings 83 and 84 with a view to agreeing a way forward. At meeting 84 SEMO presented updated information on banking timelines and further discussion in this area in the context of the I-SEM arrangements occurred. 

Agreement in principle was arrived at that a second version of this Part A proposal should be raised to propose a change which amends the requirement on SEMO from payment being made on invoice day plus four working days (which would require the payments to be instructed by early afternoon) to payment being instructed by the end of the Day (i.e. before midnight) on invoice day plus four working days where an Unsecured Bad Debt has occurred. This so that payments would be in Participants accounts as early as possible on the fifth working day and the obligation on SEMO is relaxed to the point where it can reasonably be met, albeit potentially requiring working outside of normal business hours in the rare event where an Unsecured Bad Debt occurs.

This version 2 proposal seeks to make this change in Part A noting that agreement in principle was also arrived at to make a similar change to the equivalent Part B provisions along with certain other corrections which will be raised separately. 

We also note that the original proposal amended the timings for initial Billing Period processes for Energy in Agreed Procedure 15 section 3.4.1 but not for Initial Capacity Period processes for Capacity in section 3.4.2 or for settlement reruns in 3.4.3 so this Version 2 seeks to make those changes too.

3. [bookmark: _Toc524700675]PURPOSE OF PROPOSED MODIFICATION
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Version 1 Justification;

The Market Operator has recently reviewed its internal processes including Unsecured Bad Debt.  This review highlighted that under the current T&SC timelines (Section 6.50 & Agreed Procedure 15) , System Functionality and external timelines, the Market Operator would be unable to complete the Bad Debt smearing process within the timelines set out in the Trading and Settlement Code and thereby in breach. The current timeline is to deliver the issuing of Debit Notes and net payment of Self Billing Invoices by 17:00 4 Working Days after the date of the Self Billing Invoice. 

Justification for this modification is due to the below points:

· Bad Debt smearing, once implemented within the SEM Central Market System cannot be interrupted or cancelled.
· System Functionality – Under the current timelines, the functionality of the Central Market System, the Market Operator would be unable to deliver the Bad Debt smearing process given the current 14:30 cut off for Banking Payment Approvals.
· Potentially, all Settlement Runs relating to Energy and Capacity Markets may be processed as Unsecured Bad Debt due to Participant Defaults 
· Large volume of Banking Payments requiring Senior Management Approval under current tight timeframes.
· Meticulous Internal checks and approvals.
· Complex process within the Market Operator.
· Potential disruption of Participants internal processes under stressed timeframes. 


Given the financial implications and the processing of Unsecured Bad Debt under tight timelines, the Market Operator feels that this Modification if passed would release the pressures of implementing this protracted process whereby the all necessary diligence, approvals and banking cut off timelines could be met. 

If passed, this modification would be implemented within the current T&SC for the current SEM market. 
The Market Operator will review the Technical specifications and requirements regarding Unsecured Bad Debt within the I-SEM Market.

Version 2 Justification Update;

Noting that version 1 was recommended for rejection and subsequently sent back to the committee for further work by the RAs, this proposal reflects the compromise position agreed in principle at meeting 85 based on updated information on banking timelines and the I-SEM Unsecured Bad Debt mechanism.

[bookmark: _Toc524700677]3B.) IMPACT OF NOT IMPLEMENTING A SOLUTION
[bookmark: _Toc334796303]
Unchanged from version 1;

Under the current timelines and the financial implications, the Market Operator has explored alternative options regarding this modification, though we feel that the recommendation detailed above would provide an efficient end to end process of the Bad Debt smearing process, a direct result of implementing Unsecured Bad Debt within the SEM.

Alternative options are: 
1. Adjust the current timelines of time to remedy of the default from 12:00 next working day after the Invoice Due Date to 17:00 same Working Day of the Invoice Due Date
2. Adjust the current timelines of time to remedy of the default from 12:00 next working day after the Invoice Due Date to 07:00 next working day after the Invoice Due Date.


The Market Operator believes  that the above alternative options would carry an unnecessary risk for  Market Participants operating within the current SEM as this may increase the chances of Unsecured Bad Debt along with decreasing  the time in which is given to a defaulting participant to remedy the full Invoice or shortfall amount. 

The irreversibility of the Bad Debt smearing process within the Central Market Systems and the strict deadlines for banking payments approvals would still remain and carry an unnecessary business risk to both the Market Operator and Market Participants.
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Unchanged from version 1;

Section 1.3:

2. to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner.

4. [bookmark: _Toc524700679]ASSESSMENT OF ALTERNATIVES
N/A
5. [bookmark: _Toc524700680]Working Group and/or Consultation
N/A
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Version 1 Impacts;

System Impacts:
· There are no system impacts as a result of the Modification.

Resource Impacts:
· There are no resource impacts as a result of the Modification on the Market Operator, though there may be potential resourcing impacts on Participants.

SEM Impacts
· Participant’s financial position to be accessed on an Individual basis.
· SEM Creditors, payment of Self Billing Invoices less Debit Note would be by 17:00 5WD after the date of the Invoice.
· Reduce potential instances in where by Unsecured Bad Debt may be implemented.
  
All processes and procedures Unsecured Bad Debt as detailed above 

Version 2 Impact update;

An additional impact for SEMO is that processes may need to be carried out outside business hours to achieve the payment timelines where Unsecured Bad Debt occurs. This is accepted by SEMO as the proposer of this modification in order to reach a workable solution to this issue.
7. [bookmark: _Toc524700682]Impact on other Codes/Documents
N/A
8. [bookmark: _Toc313526636][bookmark: _Toc313526777][bookmark: _Toc313526831][bookmark: _Toc313526917][bookmark: _Toc313527006][bookmark: _Toc313527116][bookmark: _Toc524700683]MODIFICATION COMMITTEE VIEWS
[bookmark: _Toc524700684][bookmark: _Toc313526639][bookmark: _Toc313526780][bookmark: _Toc313526834][bookmark: _Toc313526920][bookmark: _Toc313527009][bookmark: _Toc313527119]Meeting  84 – 21 JUNE 2018
SEMO presented analysis undertaken following the RA decision to request further work on Mod_02_17 Unsecured Bad Energy Debt & Unsecured Bad Capacity Debt Timelines. SEMO highlighted that there had been changes to banking timelines in this area. An action was taken to submit version 2.0 of Mod_02_17 for Part A and submit a new proposal to address this issue in Part B for the next meeting Taking committee feedback onboard.
[bookmark: _Toc524700685]Meeting  85 – 16 AUGUST 2018
Proposer delivered a presentation summarising the requirement for this proposal. Proposer noted that version 1 of this proposal addressed timelines for initial settlement but not for re-settlement and that version 2 contained changes to address this along with changes to the timing of payments where an Unsecured Bad Debt occurs as agreed at meeting 84. Some minor drafting amendments were flagged and agreed at the meeting prior to voting also (para 6.50 (6) replaced of “and” with “an” and deletion of words “subject to… Bad Debt” on lines 1-2 of that subparagraph (6). The committee agreed to vote subject to these changes.
9. [bookmark: _Toc524700686][bookmark: _Toc313526640][bookmark: _Toc313526781][bookmark: _Toc313526835][bookmark: _Toc313526921][bookmark: _Toc313527010][bookmark: _Toc313527120][bookmark: _Toc313527138]Proposed Legal Drafting
As set out in Appendix 1 with the following small amendment to paragraph 6.50 -
6. where an Unsecured Bad Debt has occurred, the Market Operator shall pay each Self Billing Invoice less any applicable Debit Note to any Participant who is a SEM Creditor by instructing payment of the amount due from the SEM Trading Clearing Account or SEM Capacity Clearing Account as applicable to the SEM Creditor’s designated bank account or bank accounts for full value by 00:00, 4 Working Days after the date of the Self Billing Invoice. The Market Operator shall implement Unsecured Bad Debt as per provisions set out in Paragraph 6.56 – 6.61
10. [bookmark: _Toc524700687]LEGAL REVIEW
N/A
11. [bookmark: _Toc313526641][bookmark: _Toc313526782][bookmark: _Toc313526836][bookmark: _Toc313526922][bookmark: _Toc313527011][bookmark: _Toc313527121][bookmark: _Toc524700688]IMPLEMENTATION TIMESCALE
It is proposed that this Modification is implemented as the Modifications Committee have recommended it for approval and on a Trading Day basis following receipt of the Regulatory Authorities decision.
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MODIFICATION PROPOSAL FORM


	Proposer
(Company)
	Date of receipt
(assigned by Secretariat)
	Type of Proposal
(delete as appropriate)
	Modification Proposal ID
(assigned by Secretariat)

	SEMO
	V2 02/08/18
	Urgent

	Mod_02_17_V2

	Contact Details for Modification Proposal Originator

	Name
	Telephone number
	Email address

	Christopher Goodman
	
	

	Modification Proposal Title

	
Unsecured Bad Energy Debt and Unsecured Bad Capacity Debt timelines Version 2


	Documents affected
(delete as appropriate)
	Section(s) Affected
	Version number of T&SC or AP used in Drafting

	T&SC
AP
	T&SC –Section 6.50
AP15 3.4.1, 3.4.2 and 3.4.3

	V.18.0

	Explanation of Proposed Change
(mandatory by originator)

	Version 1 Explanation;

Under the current Trading and Settlement Code, a Defaulting Participant, wh applicable Debit Note to any pether for the full value or a shortfall on an Energy or Capacity Invoice amount, has up to 12:00 on the next Working Day after the Invoice Due Date to remedy the default.  If the full Invoice or shortfall amount is not paid in full by this time, the amount shall become Unsecured Bad Debt.

After this deadline the Market Operator shall, where practicable, withhold, deduct or set off payment of any amount due pursuant to the Code to the Defaulting Participant until the amount of the Unsecured Bad Debt and any applicable Default Interest has been recovered in full, begin the process of issuing Debit Notes to any Participant who is a SEM Creditor.  In effect implementing the Bad Debt smearing process. 

In the event of Unsecured Bad Energy Debt and, or Unsecured Bad Capacity Debt, the Market Operator shall issue Debit Notes to the value of the Unsecured Bad Debt and pay each Self Billing Invoice less any applicable Debit Note to any Participant who is a SEM Creditor by paying the amount due from the SEM Trading Clearing Account and, or SEM Capacity Clearing Account as applicable to the SEM Creditors designated bank account or bank accounts for full value by the Self Billing Invoice Due Date.  The Self Billing Invoice Due Date is 17:00, 4 Working Days after the date of the Self Billing Invoice. ( Section 6.50.5)
The Market Operator is proposing an amendment to the Trading and Settlement Code timeline. In the event of Unsecured Bad Debt the new timelines detailed within T&SC Section 6.50.5 and Agreed Procedure 15 3.4.1 would allow for the following:
· Issuing of Debit Notes to 17:00 5WD after the date of the Self Billing Invoice.

· Payment of the net Self Billing Invoices and Debit Notes by 17:00 5WD after the date of the Self Billing Invoice.

Alternative solutions have been considered and are summarised within the ‘Implications of not implementing the Modification Proposal’ section below.

Version 2 Explanation Update;

Version 1 of this proposal was recommended for rejection by the modifications committee and the subsequent RA decision was to send it back to the committee for further work noting that the same issue would exist for I-SEM/Part B also. This resulted in discussions at meetings 83 and 84 with a view to agreeing a way forward. At meeting 84 SEMO presented updated information on banking timelines and further discussion in this area in the context of the I-SEM arrangements occurred. 

Agreement in principle was arrived at that a second version of this Part A proposal should be raised to propose a change which amends the requirement on SEMO from payment being made on invoice day plus four working days (which would require the payments to be instructed by early afternoon) to payment being instructed by the end of the Day (i.e. before midnight) on invoice day plus four working days where an Unsecured Bad Debt has occurred. This so that payments would be in Participants accounts as early as possible on the fifth working day and the obligation on SEMO is relaxed to the point where it can reasonably be met, albeit potentially requiring working outside of normal business hours in the rare event where an Unsecured Bad Debt occurs.

This version 2 proposal seeks to make this change in Part A noting that agreement in principle was also arrived at to make a similar change to the equivalent Part B provisions along with certain other corrections which will be raised separately. 

We also note that the original proposal amended the timings for initial Billing Period processes for Energy in Agreed Procedure 15 section 3.4.1 but not for Initial Capacity Period processes for Capacity in section 3.4.2 or for settlement reruns in 3.4.3 so this Version 2 seeks to make those changes too.



	Legal Drafting Change
(Clearly show proposed code change using tracked changes, if proposer fails to identify changes, please indicate best estimate of potential changes)

	6.50 Payment shall be in accordance with the following: 
1. each Ex-Post Indicative Settlement Statement, Initial Settlement Statement, Invoice and Self Billing Invoice shall be based on the data then available to the Market Operator at the time of its production;
2. each Invoice and Self Billing Invoice shall include the amount of all applicable charges and payments and shall include any applicable VAT charges;
3. each Debit Note (where applicable) shall include the amount of the Unsecured Bad Debt as set out in paragraph 6.56 and 6.57 as applicable and shall include any applicable VAT charges;
4. any invoiced Participant shall pay each Invoice in full without deduction, set-off or counterclaim (except as otherwise expressly provided for in the Code) by paying the amount due into the relevant SEM Trading Clearing Account or relevant SEM Capacity Clearing Account as applicable for full value by the Invoice Due Date; the Invoice Due Date is 12:00, 3 Working Days after the date of the Invoice; and
5. the Market Operator shall, subject to the provisions of the Code, pay each Self Billing Invoice, less any applicable Debit Note to any Participant who is a SEM Creditor by paying the amount due from the SEM Trading Clearing Account or SEM Capacity Clearing Account as applicable to the SEM Creditor’s designated bank account or bank accounts, for full value by the Self Billing Invoice Due Date which . The Self Billing Invoice Due Date is 17:00, 4 Working Days after the date of the Self Billing Invoice except where an Unsecured Bad Debt has occurred; and.
6. where and Unsecured Bad Debt has occurred, the Market Operator shall, subject to the provisions of the Code, only in  the event of Unsecured Bad Debt, pay each Self Billing Invoice less any applicable Debit Note to any Participant who is a SEM Creditor by instructing payment of the amount due from the SEM Trading Clearing Account or SEM Capacity Clearing Account as applicable to the SEM Creditor’s designated bank account or bank accounts for full value by 00:00, 4 Working Days after the date of the Self Billing Invoice. The Market Operator shall implement Unsecured Bad Debt as per provisions set out in Paragraph 6.56 – 6.61

Agreed Procedure 15 – Invoicing. Section 3.4.1 - Procedural Steps for Invoices and Self Billing Invoices in respect of Billing Period Initial Settlement Statements

	I1.9
	Calculate and Issue Debit Note for Participants in respect of their Generator Units.
	By 0017:00 4 WD after the issue of the Self Billing Invoice in the event of Unsecured Bad Debt.

	I1.10
	Instruct pPayment of the net of the Self Billing Invoice and the Debit Note to each Participant with a Self Billing Invoice.
	By 0017:00 4 WD after the issue of the Self Billing Invoice in the event of Unsecured Bad Debt.



Agreed Procedure 15 – Invoicing. Section 3.4.2 - Procedural Steps for Invoices and Self Billing Invoices in respect of Capacity Period Initial Settlement Statements

	I2.9
	Calculate and Issue Debit Note for Participants in respect of Generator Units.
	By 0017:00 4 WD after the issue of the Self Billing Invoice in the event of Unsecured Bad Debt.

	I2.10
	Instruct pPayment of the net of the Debit Note and Self Billing Invoice to each Participant with a Self Billing Invoice.
	By 0017:00 4 WD after the issue of the Self Billing Invoice in the event of Unsecured Bad Debt




Agreed Procedure 15 – Invoicing. Section 3.4.3 - Procedural Steps for Invoices and Self Billing Invoices in respect of Settlement Rerun Statements

	I3.7
	Calculate and Issue Debit Note for Participants in respect of Generator Units.
	By 0017:00 4 WD after the issue of the Self Billing Invoice in the event of Unsecured Bad Debt.

	I3.8
	Instruct pPayment of the net of the Debit Note and Self Billing Invoice to each Participant with a Self Billing Invoice.
	By 0017:00 4 WD after the issue of the Self Billing Invoice in the event of Unsecured Bad Debt


 


	Modification Proposal Justification
(Clearly state the reason for the Modification)

	Version 1 Justification;

The Market Operator has recently reviewed its internal processes including Unsecured Bad Debt.  This review highlighted that under the current T&SC timelines ( Section 6.50 & Agreed Procedure 15) , System Functionality and external timelines, the Market Operator would be unable to complete the Bad Debt smearing process within the timelines set out in the Trading and Settlement Code and thereby in breach. The current timeline is to deliver the issuing of Debit Notes and net payment of Self Billing Invoices by 17:00 4 Working Days after the date of the Self Billing Invoice. 

Justification for this modification is due to the below points:

· Bad Debt smearing, once implemented within the SEM Central Market System cannot be interrupted or cancelled.
· System Functionality – Under the current timelines, the functionality of the Central Market System, the Market Operator would be unable to deliver the Bad Debt smearing process given the current 14:30 cut off for Banking Payment Approvals.
· Potentially, all Settlement Runs relating to Energy and Capacity Markets may be processed as Unsecured Bad Debt due to Participant Defaults 
· Large volume of Banking Payments requiring Senior Management Approval under current tight timeframes.
· Meticulous Internal checks and approvals.
· Complex process within the Market Operator.
· Potential disruption of Participants internal processes under stressed timeframes. 


Given the financial implications and the processing of Unsecured Bad Debt under tight timelines, the Market Operator feels that this Modification if passed would release the pressures of implementing this protracted process whereby the all necessary diligence, approvals and banking cut off timelines could be met. 

If passed, this modification would be implemented within the current T&SC for the current SEM market. 
The Market Operator will review the Technical specifications and requirements regarding Unsecured Bad Debt within the I-SEM Market.

Version 2 Justification Update;

Noting that version 1 was recommended for rejection and subsequently sent back to the committee for further work by the RAs, this proposal reflects the compromise position agreed in principle at meeting 85 based on updated information on banking timelines and the I-SEM Unsecured Bad Debt mechanism.


	Code Objectives Furthered
(State the Code Objectives the Proposal furthers, see Section 1.3 of T&SC for Code Objectives)

	Unchanged from version 1;

Section 1.3:

2. 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 Proposal
(State the possible outcomes should the Modification Proposal not be implemented)

	
Unchanged from version 1;

Under the current timelines and the financial implications, the Market Operator has explored alternative options regarding this modification, though we feel that the recommendation detailed above would provide an efficient end to end process of the Bad Debt smearing process, a direct result of implementing Unsecured Bad Debt within the SEM.

Alternative options are: 
1. Adjust the current timelines of time to remedy of the default from 12:00 next working day after the Invoice Due Date to 17:00 same Working Day of the Invoice Due Date
2. Adjust the current timelines of time to remedy of the default from 12:00 next working day after the Invoice Due Date to 07:00 next working day after the Invoice Due Date.


The Market Operator believes  that the above alternative options would carry an unnecessary risk for  Market Participants operating within the current SEM as this may increase the chances of Unsecured Bad Debt along with decreasing  the time in which is given to a defaulting participant to remedy the full Invoice or shortfall amount. 

The irreversibility of the Bad Debt smearing process within the Central Market Systems and the strict deadlines for banking payments approvals would still remain and carry an unnecessary business risk to both the Market Operator and Market Participants.



	Working Group
(State if Working Group considered necessary to develop proposal)
	Impacts
(Indicate the impacts on systems, resources, processes and/or procedures)


	No
	Version 1 Impacts;

System Impacts:
· There are no system impacts as a result of the Modification.

Resource Impacts:
· There are no resource impacts as a result of the Modification on the Market Operator, though there may be potential resourcing impacts on Participants.

SEM Impacts
· Participant’s financial position to be accessed on an Individual basis.
· SEM Creditors, payment of Self Billing Invoices less Debit Note would be by 17:00 5WD after the date of the Invoice.
· Reduce potential instances in where by Unsecured Bad Debt may be implemented.
  
All processes and procedures Unsecured Bad Debt as detailed above 

Version 2 Impact update;

An additional impact for SEMO is that processes may need to be carried out outside business hours to achieve the payment timelines where Unsecured Bad Debt occurs. This is accepted by SEMO as the proposer of this modification in order to reach a workable solution to this issue.


	Please return this form to Secretariat by email to modifications@sem-o.com
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