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Summary 

Requirement 

This summary document was prepared in accordance with Clearing Manager Change 

Request CM-CR17.   It summarises submissions on the Clearing Manager’s draft FTR 

Prudential Security assessment methodology published on 3 May 2012 in accordance 

with the consultation required in Section 14.19B of the Electricity Industry Participation 

code of 2010. Full submissions are available at www.nzxgroup.com/energy. 

This summary is primarily intended to inform FTR project teams of the contents of 

submissions.  Relevant analysis of the points raised in the submissions will be addressed 

in the Clearing Manager’s recommendation to the Electricity Authority. 

General 

There were six responses to the consultation document. The submitters were Contact, 

Genesis, Meridian, Mighty River Power, OMF, and Trust Power.  

Supported provisions 

Submissions were positive and broadly supported the Clearing Manger’s approach to the 

requirement. 

Submitters generally expressed support for a mark-to-market approach.  Furthermore, 

the majority of submitters supported incorporation of an initial margin which was not 

explicitly included in the draft methodology.    

Controversial provisions 

While all submitters supported the use of price setting trades to evaluate obligation FTR 

valuations, some submitters were concerned about the complexity the draft valuation 

methodology and/or associated modelling. 

While reference to the ASX price was considered advantageous by some, it was 

considered a risk by others. 

Submitters also took opposing positions on whether or not the disclosure of modelling 

inputs was desirable — some submitters cited the importance of being able to predict 

prudential security requirements while others noted the risk of manipulation of model 

inputs. 

While submitters were sensitive to the burdens of prudential security, one submitter was 

willing to accept a starting initial margin of zero while another submitter was explicit in 

opposing any socialization of risk. 

Other common themes 

Submitters noted the difficulty in evaluating the specific methodology given the lack FTR 

price history.  Two submitters recommended a formal review process to re-evaluate the 

methodology at specific points. 

Industry training was identified as an important need. 
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Responses to consultation questions 

Responses to consultation questions are summarised in the table below. Note: The entries on the first row include submitters’ points 

divided between those which support the draft methodology and those which depart from the draft methodology.  

Question Responses in support of... Responses in opposition to... 

a. Does the draft 

methodology provide a 

means to appropriately 

value FTRs for prudential 

security purposes? 

Contact - supports a methodology which requires 

initial margins and variation margins. 

Genesis – Yes, the approach put forward to use the 

best available information is flexible and transparent, 

and offers a good approach to transitioning a market 

through its nascent phase. 

Meridian – Yes, proposed methodology appears to 

be reasonable and consistent with the Code and 

robust to planned evolutions in the market (mainly 

expansion beyond BEN-OTA), however it is difficult to 

provide a definitive answer until it works in practice. 

Price information derived from other markets and 

modelling will play an important role in setting 

prudential requirements in the early stages of the 

FTR market; however the end goal should be a 

regime that, wherever possible, relies on information 

from liquid secondary markets. 

Mighty River Power – Yes, with preference for 

secondary market prices for valuations.  Clearing 

Contact – prefers price forecasting linked to 

independent source such as the ASX.  Historical 

pricing will be inaccurate post transmission 

upgrades and modelling is not dynamically linked 

to the market. 

Genesis – concerned mark to model approach 

may inadvertently drive market behaviour...that 

participants will be incentivised to take pricing 

positions resembling those produced by the model 

in order to avoid excessive prudential exposures.  

Genesis – The ASX market participation is limited 

to a dozen or so large players and linkage to ASX 

prices may lead to unpredictable exposures and 

discourage smaller FTR participants.  

Meridian – does not support the 30-day, 14-day, 

7-day banding with respect to price setting trade 

information which will be slow in reflecting 

changes in more liquid markets or through model 

forecasting. 
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Manager discretion should be minimised. 

TrustPower – Yes, however...(see next column) 

Meridian - Does not support the proposed method 

for calculating reserve values. The method does 

not appear to be supported by clear reasoning, 

and appears subjective. Notes inconsistencies in 

the treatment of options versus obligations. 

OMF – Assessment should take into account 

participants’ whole portfolio risk. More specifically 

– if a party holds a strip of FTR products rather 

than single months randomly dispersed over a 

period of time, the overall risk to their portfolio 

should be less.  This reduced risk should be taken 

into consideration when calculating prudential 

requirements.   

TrustPower – Differing nature of Obligation and 

Option FTR’s will require different prudential 

requirements.  The complexity of a half hourly 

model for valuing Option FTR’s will introduce 

uncertainty to the modelled market, and 

TrustPower therefore advocates the use of the 

maximum cost to carry method for Option 

products.  If a liquid Secondary Market develops 

for Option FTR’s then this approach can possibly 

be changed.  For Obligation FTRs, marking to the 

ASX (with a monthly adjustment) is, in 

TrustPowers’ view, the most transparent and fair 

method. 
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b. Do you support a 

requirement for Initial 

Margins? If so, do you 

support assessment of 

Initial Margin to the 

extent applied in other 

futures markets or do 

you support a lesser 

requirement? 

Contact – supports initial margin for obligation FTRs 

based upon FTR price volatility across varying terms. 

Initial margin not appropriate for options. 

Genesis – Yes  “...to provide for future 

developments and create a path to best practice 

outcomes.”  “However, to promote initial participation 

in the FTR market and due to the lack of information 

on FTR price volatility and outcomes ... it may be 

necessary to set the Initial Margins at zero to begin 

with in order to preserve a balance between 

participation versus risk to market.” 

Meridian - Initial Margin is needed to deliver 

sufficient confidence in the market, at least until the 

Clearing Manager’s proposed methodology can be 

demonstrated to not expose participants to undue 

risks.  

Mighty River Power – Yes, further consultation and 

assessment of impacts advocated. The extent of an 

initial margin should be developed in consultation 

consistent with the Clearing Manager’s best practice 

principles, particularly around avoiding excessive 

burden. 

TrustPower – Yes.  For obligation FTRs, the 

assessment for Initial Margin should be calculated 

from the ASX Futures market with a suitable monthly 

profile applied. Use maximum cost to carry for option 

FTRs.   

No negative responses. 
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c. If you do not support 

Initial Margins but were 

required to post Initial 

Margins to participate in 

the FTR market, what 

characteristics would you 

like to see incorporated 

in a methodology to 

determine Initial 

Margins? 

Contact – Initial margins should be transparent and cover losses from potential price movements between 

time of default and the re-auction of FTR positions. 

Genesis – Possibly set to zero at the start of the market. 

Meridian – Initial margin to cover either a high proportion of the acquisition cost or a likely worst case 

movement over the maximum timeframe for meeting prudential calls. 

Mighty River Power – Consultation required to determine scope.  

d. Do you support the 

use of a spot market 

prudential security 

methodology for 

projecting price in 

valuing FTRs where 

indicated in the 

methodology or is the 

application of a more 

sophisticated approach 

preferred? 

Genesis – qualified support. Spot market 

methodology should be reviewed in future work. 

Meridian - Yes 

Mighty River Power – Yes 

TrustPower – Yes, will allow improvements in the 

spot market prudential security methodology to flow 

through to the FTR methodology. 

Contact – preference for reference to market 

evidence such as ASX prices. 

e. The Clearing Manager 

is evaluating models for 

developing a price 

forecast.... Do you have 

preferred models or 

modelling approaches? 

 

None noted 
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f. What information can 

assist your organisation 

to assess FTR trading 

opportunities and risks? 

Contact– Transparency.  Participants should be able to calculate the prudential requirements of FTR 

trading on their own. 

Genesis - The relevant information will be available via the market information systems. Also, “...while it 

may be desirable to publish the component inputs to the model, this opens up the potential for inputs to 

be manipulated by players with influence over those inputs.” 

Meridian – Strongly supports the proposal to provide daily price information. Considers there may be a 

case for facilitating better information flows on secondary trading prices. Participants will need to be 

provided access to information on inputs used to calculate prudential liabilities to enable participants to 

determine potential cash flow requirements. This information could be provided by a Standard Portfolio 

Analysis of Risk (“SPAN”) equivalent (“PC-SPAN”). 

Mighty River Power – Would support the development of a valuation tool by the FTR manager which 

provides a consistent basis for evaluation of FTRs by market participants. 

TrustPower – Sufficient information exists in the market. 

g. What if any of the 

prudential security 

requirements or 

assessment methods 

applied by other markets 

should be applied in New 

Zealand, regardless of 

compatibility with the 

Code? 

Contact – Net worth documentation.  Consideration should be given to minimum net worth documentation 

as implemented in the PJM FTR market.  Also, support a multi-tiered credit rating system rather than the 

current methodology (see submission).  Finally, consideration should be given to an internal rating based 

model to assess each participant’s financial stability through reference to credit ratings, financial 

statements, and disclosures. 

Meridian – None now.  While strongly supporting ongoing monitoring of learnings from other market 

arrangements, and further investigation of the merits of adopting a similar level of focus on a participant’s 

portfolio risk to that which applies to the PJM, doesn’t currently see a clear case for adopting any other 

additional features of other regimes. 

Mighty River Power - Supports the implementation of a net worth hurdle for participation as an 

additional measure to address default risk.  Otherwise no others, the FTR market is unique in New Zealand 

and therefore a first principles approach is appropriate. 

TrustPower – None known. 
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h. Do you support 

removing reference to a 

model and utilising a 

simpler assessment 

method if it requires 

assessment of an Initial 

Margin for obligation 

FTRs and posting of the 

entire Acquisition Cost 

for option FTRs? 

Contact – Yes, remove reference to a model; 

however any simplification to the assessment method 

would need to take into consideration those key 

drivers that could cause market price volatility. 

TrustPower – Initial margin ok provided that the 

holding costs of these deposits are met by an interest 

payment by the Clearing Manager. 

Mighty River Power - No, while we note the 

complexity of the model we consider the 

methodology will potentially provide a more 

accurate assessment for prudential purposes. 

 i. Is the proposed flow 

of information sufficient 

to support participation 

in the market? 

Contact – Yes, prefer margin payments made by 

daily margin call rather than receipt of invoices which 

could cause delay. 

Genesis - The proposed enhanced information flows, 

including daily prudential positions and improved 

accessibility of data, are commendable.  

Mighty River Power – Yes 

TrustPower - Yes 

Meridian - Education and training – on the part of 

both the FTR manager and Clearing Manager – will 

be critical in encouraging informed participation, 

given the complexity of the regime. 

Meridian - Facilitating flows of information on 

secondary market trading, potentially by 

establishing a website similar to the hedge 

disclosure website for the futures market, could be 

beneficial. 
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Main submission points by submitter 

Submission points not specifically responding to consultation questions are shown in the 

table below. 

Submitter Submission points 

Contact Energy • Supports initial and variation margin methodology 

• Prefers market derived FTR valuations 

• Supports netting across markets so ‘in the money’ positions 

can offset ‘out of the money’ positions (netting across 

wholesale market and FTR market). 

• Margin payments made by daily margin statements 

• Supports consideration of use of credit worthiness in lieu of 

security with enhanced credit worthiness tests (see 

submission) 

Genesis • Participants should be obligated to disclose the assignment 

price to the market via the FTR manager. 

• The FTR Manager should provide a stronger secondary 

trading platform as part of the Draft Allocation Plan 2012.  

Frequent and transparent secondary trading will considerable 

aid the “mark to market” approach. 

• Careful consideration needs to be given to excluding certain 

trades.  Agree with draft methodolgy’s proposal in this 

respect as it may limit any attempted manipulation of 

prudential requirements. However this must be balanced 

against the need for market participants to see a consistent 

and reliable reflection of market outcomes in prudential 

security changes.  Market participants close to prudential 

limits may need to alter their market positions in response to 

traded prices. (see submission) 

• Recommends alternate reserve value methodology 

Meridian • Strongly recommends the applied methodology be assessed 

and reviewed: once six months after implementation and 

again where there is reasonable certainty of change in the 

wholesale market prudential security regime.  The FTR 

prudential methodology is being developed at a time where 

the prudential regime for the wholesale market is undergoing 

a fundamental review and in parallel to core elements of the 

FTR allocation plan being settled. Meridian considers there 

are also connections between the Clearing Manager’s FTR 

prudential methodology project and the Electricity Authority’s 

Retail Advisory Group’s work investigating the case for 

introducing additional mechanisms for addressing retailer 

default. The suitability of the proposed methodology can only 

be determined by the Clearing Manager undertaking an 
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evaluation based on its practical application. 

• Sluggishness by the assessment methodology in reacting to 

market drivers may expose market participants to the risk of 

scaling following the default of a participant if prudential 

measurement is stagnant as a result of an illiquid FTR 

market. 

• Ultimately Meridian would like to see the methodology evolve 

such that it relies more on prices from a liquid secondary 

market rather than prices from other markets and modelling. 

We therefore view the design and development of the 

secondary market as integral to the robustness of prudential 

management for the FTR market. 

• Meridian strongly supports the indication from the Clearing 

Manager that it will calculate and make available prudential 

security assessments on a daily basis as this should reduce 

the exposure of participants to risks of large, unexpected, 

calls for security. 

• While Meridian agrees that price information derived from 

other markets and modelling will need to play an important 

role in setting prudential requirements in the early stages of 

the FTR market, the end goal should be a regime that, 

wherever possible, relies on information from liquid 

secondary markets. 

• Advocates facilitating flows of information on secondary 

market trading, potentially by establishing a website similar 

to the hedge disclosure website for the futures market. 

Mighty River 

Power 

• Recommends a formal review process within a year of 

implementation and we consider it should be aligned with the 

FTR manager’s annual consultation process on the allocation 

plan but avoid direct overlap to ensure sufficient time for 

consideration and evaluation by participants of any proposed 

changes in the allocation plan. 

• Supports the Clearing Manager working with the Electricity 

Authority’s Wholesale and Retail Advisory Groups to 

harmonise the FTR prudential framework with the wholesale 

prudential and retailer default reforms currently being 

developed. 

• Highlights ambiguity of how the liabilities of a defaulting 

party will be managed and supports provision of a tender 

process for the Clearing Manager to liquidate any FTRs it 

acquires. 

• Would be prepared to accept a lower level of initial margin if 

a clear process for exiting a defaulting participant was 

developed, such as a tender process. 

• A central priority should be to provide participants, as soon 

as possible, with training and demonstration opportunities of 

the FTR auction process as well as appropriate valuation 
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tools. The complexity of the currently proposed prudential 

methodology makes an assessment of a participant’s cash 

flow particularly difficult at a conceptual level. We would 

advocate that the Clearing Manager liaise with the FTR 

Manager on its planned education programme and include a 

demonstration of how the prudential methodology would be 

applied. The current timeframe for participant education is 

August 2012 but we would strongly support this timeframe 

coming forward. 

OMF • Certain measures can improve the ability of participants to 

manage offsetting positions across markets.  Between the 

ASX New Zealand electricity futures market and the FTR and 

wholesale market, if market participants could draw on their 

excess funds with the Clearing Manager on a same day basis 

they would be able to manage their collateral cash flows with 

much more efficiency as ASX margin calls must be met within 

24 hours. 

TrustPower • Does not support any socialising of default risk. 

 

Synthesis of main submission points 

General support 

The majority of submitters supported a mark-to-market approach.  Trustpower, 

however, noted a preference for a maximum cost to carry methodology over a mark to 

market methodology for option FTRs. 

Specific supported features included: 

• the Clearing Manager’s principles for developing a methodology, 

• daily assessment of prudential security requirements, and 

• reference to relevant secondary market prices where available. 

The methodology was recognized as flexible in that it allows improved management of 

prudential as the market evolves and is usable when the market moves beyond a single 

FTR node pair. 

Daily assessment was supported in order to avoid large step changes in prudential 

security requirements and associated cash flow volatility, align with other markets such 

as the ASX, and limit the default risk to the market. 

Reference price setting secondary trades was supported as the preferred valuation 

method, however Meridian submitted that trade prices should not be relied upon for an 

extended period as proposed in the draft methodology.  Rather values should drift each 

day. 

Requested features 

A number of common feature requests emerged.  They include: 

• formal reviews of the Clearing Manager methodology, 
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• the application of initial margin as well as variation margin, 

• transparency, 

• early provision of a secondary trading facility (by the FTR manager), 

• emphasis on education and training,  

• altered reserve value formulas for options, and  

• mandatory price disclosure for secondary trades (one submitter). 

Formal reviews of the Clearing Manager methodology were requested as the proposed 

methodology is being developed without the benefit of a track record of market prices 

against which to evaluate the methodology.  Furthermore, the FTR allocation plan and 

the spot market prudential security regime may be changing in the next few years. 

The application of initial margin was seen as important to protect the market from 

speculation by providing coverage between the prudential security assessment date and 

the either the date when default is detected or when FTRs can be on-sold by the Clearing 

Manager. 

With respect to initial margins, the application of SPAN was raised by Meridian.  Others 

suggested that utilization of a methodology such as SPAN would be burdensome as there 

was no FTR price volatility history and the volatility of the underlying spot markets may 

lead to overly restrictive requirements.  One submitter suggested that initial margin be 

set to zero in the learning state.  Finally, another suggested that the initial margin topic 

requires further consultation. 

Controversial provisions 

While all submitters supported the use of price setting trades to evaluate obligation FTR 

valuations, some submitters were concerned about the complexity the draft 

methodology’s method for modifying or drifting the assessed value over time.   

While reference to ASX New Zealand electricity futures prices was considered strongly 

desirable by some, the use of ASX prices was considered a risk by one submitter.  

Supporters of the use of ASX data note the data is market derived and aligned with the 

first FTR node pair (BEN-OTA). Detractors noted the limited participation and liquidity in 

the ASX market. 

Submitters also took opposing positions on whether or not the disclosure of modelling 

inputs was desirable — some submitters cited the importance of being able to predict 

prudential security requirements while others noted the risk of manipulation of model 

inputs by some participants. 

Other considerations 

Submitters also identified some concerns which were not emphasied in the Clearing 

Manager consultation document. Some of these concerns are:  

• the potential manipulation of the inputs to prudential security calculations, 

• the importance for understood and credible default mechanisms to provide 

confidence in the market, 

• the disclosure of the Clearing Manager’s assessment of FTR values may influence 

FTR prices in an undesirable way (tail wagging the dog).  
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Next steps 

The Clearing Manager is providing this summary to the Authority and will be posting this 

summary along with the submission online at www.nzxgroup.com/energy.   

The submissions will be considered when finalising the draft FTR prudential security 

assessment methodology for presentation to the Authority for approval in accordance 

with Section 14.19B of the Code.   The Clearing Manager will respond to each category 

of issue raised in the submissions at the time the draft methodology is submitted.    

Issues noted by submitters which are not directly relevant to the draft methodology will 

be raised with the Authority and/or the FTR Manager. 
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Summary 

Requirement 

This summary document was prepared in accordance with Clearing Manager Change 

Request CM-CR17.   It summarises submissions on the Clearing Manager’s draft FTR 

Prudential Security assessment methodology published on 3 May 2012 in accordance 

with the consultation required in Section 14.19B of the Electricity Industry Participation 

code of 2010. Full submissions are available at www.nzxgroup.com/energy. 

This summary is primarily intended to inform FTR project teams of the contents of 

submissions.  Relevant analysis of the points raised in the submissions will be addressed 

in the Clearing Manager’s recommendation to the Electricity Authority. 

General 

There were six responses to the consultation document. The submitters were Contact, 

Genesis, Meridian, Mighty River Power, OMF, and Trust Power.  

Supported provisions 

Submissions were positive and broadly supported the Clearing Manger’s approach to the 

requirement. 

Submitters generally expressed support for a mark-to-market approach.  Furthermore, 

the majority of submitters supported incorporation of an initial margin which was not 

explicitly included in the draft methodology.    

Controversial provisions 

While all submitters supported the use of price setting trades to evaluate obligation FTR 

valuations, some submitters were concerned about the complexity the draft valuation 

methodology and/or associated modelling. 

While reference to the ASX price was considered advantageous by some, it was 

considered a risk by others. 

Submitters also took opposing positions on whether or not the disclosure of modelling 

inputs was desirable — some submitters cited the importance of being able to predict 

prudential security requirements while others noted the risk of manipulation of model 

inputs. 

While submitters were sensitive to the burdens of prudential security, one submitter was 

willing to accept a starting initial margin of zero while another submitter was explicit in 

opposing any socialization of risk. 

Other common themes 

Submitters noted the difficulty in evaluating the specific methodology given the lack FTR 

price history.  Two submitters recommended a formal review process to re-evaluate the 

methodology at specific points. 

Industry training was identified as an important need. 
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Responses to consultation questions 

Responses to consultation questions are summarised in the table below. Note: The entries on the first row include submitters’ points 

divided between those which support the draft methodology and those which depart from the draft methodology.  

Question Responses in support of... Responses in opposition to... 

a. Does the draft 

methodology provide a 

means to appropriately 

value FTRs for prudential 

security purposes? 

Contact - supports a methodology which requires 

initial margins and variation margins. 

Genesis – Yes, the approach put forward to use the 

best available information is flexible and transparent, 

and offers a good approach to transitioning a market 

through its nascent phase. 

Meridian – Yes, proposed methodology appears to 

be reasonable and consistent with the Code and 

robust to planned evolutions in the market (mainly 

expansion beyond BEN-OTA), however it is difficult to 

provide a definitive answer until it works in practice. 

Price information derived from other markets and 

modelling will play an important role in setting 

prudential requirements in the early stages of the 

FTR market; however the end goal should be a 

regime that, wherever possible, relies on information 

from liquid secondary markets. 

Mighty River Power – Yes, with preference for 

secondary market prices for valuations.  Clearing 

Contact – prefers price forecasting linked to 

independent source such as the ASX.  Historical 

pricing will be inaccurate post transmission 

upgrades and modelling is not dynamically linked 

to the market. 

Genesis – concerned mark to model approach 

may inadvertently drive market behaviour...that 

participants will be incentivised to take pricing 

positions resembling those produced by the model 

in order to avoid excessive prudential exposures.  

Genesis – The ASX market participation is limited 

to a dozen or so large players and linkage to ASX 

prices may lead to unpredictable exposures and 

discourage smaller FTR participants.  

Meridian – does not support the 30-day, 14-day, 

7-day banding with respect to price setting trade 

information which will be slow in reflecting 

changes in more liquid markets or through model 

forecasting. 
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Manager discretion should be minimised. 

TrustPower – Yes, however...(see next column) 

Meridian - Does not support the proposed method 

for calculating reserve values. The method does 

not appear to be supported by clear reasoning, 

and appears subjective. Notes inconsistencies in 

the treatment of options versus obligations. 

OMF – Assessment should take into account 

participants’ whole portfolio risk. More specifically 

– if a party holds a strip of FTR products rather 

than single months randomly dispersed over a 

period of time, the overall risk to their portfolio 

should be less.  This reduced risk should be taken 

into consideration when calculating prudential 

requirements.   

TrustPower – Differing nature of Obligation and 

Option FTR’s will require different prudential 

requirements.  The complexity of a half hourly 

model for valuing Option FTR’s will introduce 

uncertainty to the modelled market, and 

TrustPower therefore advocates the use of the 

maximum cost to carry method for Option 

products.  If a liquid Secondary Market develops 

for Option FTR’s then this approach can possibly 

be changed.  For Obligation FTRs, marking to the 

ASX (with a monthly adjustment) is, in 

TrustPowers’ view, the most transparent and fair 

method. 
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b. Do you support a 

requirement for Initial 

Margins? If so, do you 

support assessment of 

Initial Margin to the 

extent applied in other 

futures markets or do 

you support a lesser 

requirement? 

Contact – supports initial margin for obligation FTRs 

based upon FTR price volatility across varying terms. 

Initial margin not appropriate for options. 

Genesis – Yes  “...to provide for future 

developments and create a path to best practice 

outcomes.”  “However, to promote initial participation 

in the FTR market and due to the lack of information 

on FTR price volatility and outcomes ... it may be 

necessary to set the Initial Margins at zero to begin 

with in order to preserve a balance between 

participation versus risk to market.” 

Meridian - Initial Margin is needed to deliver 

sufficient confidence in the market, at least until the 

Clearing Manager’s proposed methodology can be 

demonstrated to not expose participants to undue 

risks.  

Mighty River Power – Yes, further consultation and 

assessment of impacts advocated. The extent of an 

initial margin should be developed in consultation 

consistent with the Clearing Manager’s best practice 

principles, particularly around avoiding excessive 

burden. 

TrustPower – Yes.  For obligation FTRs, the 

assessment for Initial Margin should be calculated 

from the ASX Futures market with a suitable monthly 

profile applied. Use maximum cost to carry for option 

FTRs.   

No negative responses. 
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c. If you do not support 

Initial Margins but were 

required to post Initial 

Margins to participate in 

the FTR market, what 

characteristics would you 

like to see incorporated 

in a methodology to 

determine Initial 

Margins? 

Contact – Initial margins should be transparent and cover losses from potential price movements between 

time of default and the re-auction of FTR positions. 

Genesis – Possibly set to zero at the start of the market. 

Meridian – Initial margin to cover either a high proportion of the acquisition cost or a likely worst case 

movement over the maximum timeframe for meeting prudential calls. 

Mighty River Power – Consultation required to determine scope.  

d. Do you support the 

use of a spot market 

prudential security 

methodology for 

projecting price in 

valuing FTRs where 

indicated in the 

methodology or is the 

application of a more 

sophisticated approach 

preferred? 

Genesis – qualified support. Spot market 

methodology should be reviewed in future work. 

Meridian - Yes 

Mighty River Power – Yes 

TrustPower – Yes, will allow improvements in the 

spot market prudential security methodology to flow 

through to the FTR methodology. 

Contact – preference for reference to market 

evidence such as ASX prices. 

e. The Clearing Manager 

is evaluating models for 

developing a price 

forecast.... Do you have 

preferred models or 

modelling approaches? 

 

None noted 
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f. What information can 

assist your organisation 

to assess FTR trading 

opportunities and risks? 

Contact– Transparency.  Participants should be able to calculate the prudential requirements of FTR 

trading on their own. 

Genesis - The relevant information will be available via the market information systems. Also, “...while it 

may be desirable to publish the component inputs to the model, this opens up the potential for inputs to 

be manipulated by players with influence over those inputs.” 

Meridian – Strongly supports the proposal to provide daily price information. Considers there may be a 

case for facilitating better information flows on secondary trading prices. Participants will need to be 

provided access to information on inputs used to calculate prudential liabilities to enable participants to 

determine potential cash flow requirements. This information could be provided by a Standard Portfolio 

Analysis of Risk (“SPAN”) equivalent (“PC-SPAN”). 

Mighty River Power – Would support the development of a valuation tool by the FTR manager which 

provides a consistent basis for evaluation of FTRs by market participants. 

TrustPower – Sufficient information exists in the market. 

g. What if any of the 

prudential security 

requirements or 

assessment methods 

applied by other markets 

should be applied in New 

Zealand, regardless of 

compatibility with the 

Code? 

Contact – Net worth documentation.  Consideration should be given to minimum net worth documentation 

as implemented in the PJM FTR market.  Also, support a multi-tiered credit rating system rather than the 

current methodology (see submission).  Finally, consideration should be given to an internal rating based 

model to assess each participant’s financial stability through reference to credit ratings, financial 

statements, and disclosures. 

Meridian – None now.  While strongly supporting ongoing monitoring of learnings from other market 

arrangements, and further investigation of the merits of adopting a similar level of focus on a participant’s 

portfolio risk to that which applies to the PJM, doesn’t currently see a clear case for adopting any other 

additional features of other regimes. 

Mighty River Power - Supports the implementation of a net worth hurdle for participation as an 

additional measure to address default risk.  Otherwise no others, the FTR market is unique in New Zealand 

and therefore a first principles approach is appropriate. 

TrustPower – None known. 
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h. Do you support 

removing reference to a 

model and utilising a 

simpler assessment 

method if it requires 

assessment of an Initial 

Margin for obligation 

FTRs and posting of the 

entire Acquisition Cost 

for option FTRs? 

Contact – Yes, remove reference to a model; 

however any simplification to the assessment method 

would need to take into consideration those key 

drivers that could cause market price volatility. 

TrustPower – Initial margin ok provided that the 

holding costs of these deposits are met by an interest 

payment by the Clearing Manager. 

Mighty River Power - No, while we note the 

complexity of the model we consider the 

methodology will potentially provide a more 

accurate assessment for prudential purposes. 

 i. Is the proposed flow 

of information sufficient 

to support participation 

in the market? 

Contact – Yes, prefer margin payments made by 

daily margin call rather than receipt of invoices which 

could cause delay. 

Genesis - The proposed enhanced information flows, 

including daily prudential positions and improved 

accessibility of data, are commendable.  

Mighty River Power – Yes 

TrustPower - Yes 

Meridian - Education and training – on the part of 

both the FTR manager and Clearing Manager – will 

be critical in encouraging informed participation, 

given the complexity of the regime. 

Meridian - Facilitating flows of information on 

secondary market trading, potentially by 

establishing a website similar to the hedge 

disclosure website for the futures market, could be 

beneficial. 
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Main submission points by submitter 

Submission points not specifically responding to consultation questions are shown in the 

table below. 

Submitter Submission points 

Contact Energy • Supports initial and variation margin methodology 

• Prefers market derived FTR valuations 

• Supports netting across markets so ‘in the money’ positions 

can offset ‘out of the money’ positions (netting across 

wholesale market and FTR market). 

• Margin payments made by daily margin statements 

• Supports consideration of use of credit worthiness in lieu of 

security with enhanced credit worthiness tests (see 

submission) 

Genesis • Participants should be obligated to disclose the assignment 

price to the market via the FTR manager. 

• The FTR Manager should provide a stronger secondary 

trading platform as part of the Draft Allocation Plan 2012.  

Frequent and transparent secondary trading will considerable 

aid the “mark to market” approach. 

• Careful consideration needs to be given to excluding certain 

trades.  Agree with draft methodolgy’s proposal in this 

respect as it may limit any attempted manipulation of 

prudential requirements. However this must be balanced 

against the need for market participants to see a consistent 

and reliable reflection of market outcomes in prudential 

security changes.  Market participants close to prudential 

limits may need to alter their market positions in response to 

traded prices. (see submission) 

• Recommends alternate reserve value methodology 

Meridian • Strongly recommends the applied methodology be assessed 

and reviewed: once six months after implementation and 

again where there is reasonable certainty of change in the 

wholesale market prudential security regime.  The FTR 

prudential methodology is being developed at a time where 

the prudential regime for the wholesale market is undergoing 

a fundamental review and in parallel to core elements of the 

FTR allocation plan being settled. Meridian considers there 

are also connections between the Clearing Manager’s FTR 

prudential methodology project and the Electricity Authority’s 

Retail Advisory Group’s work investigating the case for 

introducing additional mechanisms for addressing retailer 

default. The suitability of the proposed methodology can only 

be determined by the Clearing Manager undertaking an 
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evaluation based on its practical application. 

• Sluggishness by the assessment methodology in reacting to 

market drivers may expose market participants to the risk of 

scaling following the default of a participant if prudential 

measurement is stagnant as a result of an illiquid FTR 

market. 

• Ultimately Meridian would like to see the methodology evolve 

such that it relies more on prices from a liquid secondary 

market rather than prices from other markets and modelling. 

We therefore view the design and development of the 

secondary market as integral to the robustness of prudential 

management for the FTR market. 

• Meridian strongly supports the indication from the Clearing 

Manager that it will calculate and make available prudential 

security assessments on a daily basis as this should reduce 

the exposure of participants to risks of large, unexpected, 

calls for security. 

• While Meridian agrees that price information derived from 

other markets and modelling will need to play an important 

role in setting prudential requirements in the early stages of 

the FTR market, the end goal should be a regime that, 

wherever possible, relies on information from liquid 

secondary markets. 

• Advocates facilitating flows of information on secondary 

market trading, potentially by establishing a website similar 

to the hedge disclosure website for the futures market. 

Mighty River 

Power 

• Recommends a formal review process within a year of 

implementation and we consider it should be aligned with the 

FTR manager’s annual consultation process on the allocation 

plan but avoid direct overlap to ensure sufficient time for 

consideration and evaluation by participants of any proposed 

changes in the allocation plan. 

• Supports the Clearing Manager working with the Electricity 

Authority’s Wholesale and Retail Advisory Groups to 

harmonise the FTR prudential framework with the wholesale 

prudential and retailer default reforms currently being 

developed. 

• Highlights ambiguity of how the liabilities of a defaulting 

party will be managed and supports provision of a tender 

process for the Clearing Manager to liquidate any FTRs it 

acquires. 

• Would be prepared to accept a lower level of initial margin if 

a clear process for exiting a defaulting participant was 

developed, such as a tender process. 

• A central priority should be to provide participants, as soon 

as possible, with training and demonstration opportunities of 

the FTR auction process as well as appropriate valuation 
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tools. The complexity of the currently proposed prudential 

methodology makes an assessment of a participant’s cash 

flow particularly difficult at a conceptual level. We would 

advocate that the Clearing Manager liaise with the FTR 

Manager on its planned education programme and include a 

demonstration of how the prudential methodology would be 

applied. The current timeframe for participant education is 

August 2012 but we would strongly support this timeframe 

coming forward. 

OMF • Certain measures can improve the ability of participants to 

manage offsetting positions across markets.  Between the 

ASX New Zealand electricity futures market and the FTR and 

wholesale market, if market participants could draw on their 

excess funds with the Clearing Manager on a same day basis 

they would be able to manage their collateral cash flows with 

much more efficiency as ASX margin calls must be met within 

24 hours. 

TrustPower • Does not support any socialising of default risk. 

 

Synthesis of main submission points 

General support 

The majority of submitters supported a mark-to-market approach.  Trustpower, 

however, noted a preference for a maximum cost to carry methodology over a mark to 

market methodology for option FTRs. 

Specific supported features included: 

• the Clearing Manager’s principles for developing a methodology, 

• daily assessment of prudential security requirements, and 

• reference to relevant secondary market prices where available. 

The methodology was recognized as flexible in that it allows improved management of 

prudential as the market evolves and is usable when the market moves beyond a single 

FTR node pair. 

Daily assessment was supported in order to avoid large step changes in prudential 

security requirements and associated cash flow volatility, align with other markets such 

as the ASX, and limit the default risk to the market. 

Reference price setting secondary trades was supported as the preferred valuation 

method, however Meridian submitted that trade prices should not be relied upon for an 

extended period as proposed in the draft methodology.  Rather values should drift each 

day. 

Requested features 

A number of common feature requests emerged.  They include: 

• formal reviews of the Clearing Manager methodology, 
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• the application of initial margin as well as variation margin, 

• transparency, 

• early provision of a secondary trading facility (by the FTR manager), 

• emphasis on education and training,  

• altered reserve value formulas for options, and  

• mandatory price disclosure for secondary trades (one submitter). 

Formal reviews of the Clearing Manager methodology were requested as the proposed 

methodology is being developed without the benefit of a track record of market prices 

against which to evaluate the methodology.  Furthermore, the FTR allocation plan and 

the spot market prudential security regime may be changing in the next few years. 

The application of initial margin was seen as important to protect the market from 

speculation by providing coverage between the prudential security assessment date and 

the either the date when default is detected or when FTRs can be on-sold by the Clearing 

Manager. 

With respect to initial margins, the application of SPAN was raised by Meridian.  Others 

suggested that utilization of a methodology such as SPAN would be burdensome as there 

was no FTR price volatility history and the volatility of the underlying spot markets may 

lead to overly restrictive requirements.  One submitter suggested that initial margin be 

set to zero in the learning state.  Finally, another suggested that the initial margin topic 

requires further consultation. 

Controversial provisions 

While all submitters supported the use of price setting trades to evaluate obligation FTR 

valuations, some submitters were concerned about the complexity the draft 

methodology’s method for modifying or drifting the assessed value over time.   

While reference to ASX New Zealand electricity futures prices was considered strongly 

desirable by some, the use of ASX prices was considered a risk by one submitter.  

Supporters of the use of ASX data note the data is market derived and aligned with the 

first FTR node pair (BEN-OTA). Detractors noted the limited participation and liquidity in 

the ASX market. 

Submitters also took opposing positions on whether or not the disclosure of modelling 

inputs was desirable — some submitters cited the importance of being able to predict 

prudential security requirements while others noted the risk of manipulation of model 

inputs by some participants. 

Other considerations 

Submitters also identified some concerns which were not emphasied in the Clearing 

Manager consultation document. Some of these concerns are:  

• the potential manipulation of the inputs to prudential security calculations, 

• the importance for understood and credible default mechanisms to provide 

confidence in the market, 

• the disclosure of the Clearing Manager’s assessment of FTR values may influence 

FTR prices in an undesirable way (tail wagging the dog).  

 



 

12 

 

Next steps 

The Clearing Manager is providing this summary to the Authority and will be posting this 

summary along with the submission online at www.nzxgroup.com/energy.   

The submissions will be considered when finalising the draft FTR prudential security 

assessment methodology for presentation to the Authority for approval in accordance 

with Section 14.19B of the Code.   The Clearing Manager will respond to each category 

of issue raised in the submissions at the time the draft methodology is submitted.    

Issues noted by submitters which are not directly relevant to the draft methodology will 

be raised with the Authority and/or the FTR Manager. 
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Summary 

Requirement 

This summary document was prepared in accordance with Clearing Manager Change 

Request CM-CR17.   It summarises submissions on the Clearing Manager’s draft FTR 

Prudential Security assessment methodology published on 3 May 2012 in accordance 

with the consultation required in Section 14.19B of the Electricity Industry Participation 

code of 2010. Full submissions are available at www.nzxgroup.com/energy. 

This summary is primarily intended to inform FTR project teams of the contents of 

submissions.  Relevant analysis of the points raised in the submissions will be addressed 

in the Clearing Manager’s recommendation to the Electricity Authority. 

General 

There were six responses to the consultation document. The submitters were Contact, 

Genesis, Meridian, Mighty River Power, OMF, and Trust Power.  

Supported provisions 

Submissions were positive and broadly supported the Clearing Manger’s approach to the 

requirement. 

Submitters generally expressed support for a mark-to-market approach.  Furthermore, 

the majority of submitters supported incorporation of an initial margin which was not 

explicitly included in the draft methodology.    

Controversial provisions 

While all submitters supported the use of price setting trades to evaluate obligation FTR 

valuations, some submitters were concerned about the complexity the draft valuation 

methodology and/or associated modelling. 

While reference to the ASX price was considered advantageous by some, it was 

considered a risk by others. 

Submitters also took opposing positions on whether or not the disclosure of modelling 

inputs was desirable — some submitters cited the importance of being able to predict 

prudential security requirements while others noted the risk of manipulation of model 

inputs. 

While submitters were sensitive to the burdens of prudential security, one submitter was 

willing to accept a starting initial margin of zero while another submitter was explicit in 

opposing any socialization of risk. 

Other common themes 

Submitters noted the difficulty in evaluating the specific methodology given the lack FTR 

price history.  Two submitters recommended a formal review process to re-evaluate the 

methodology at specific points. 

Industry training was identified as an important need. 
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Responses to consultation questions 

Responses to consultation questions are summarised in the table below. Note: The entries on the first row include submitters’ points 

divided between those which support the draft methodology and those which depart from the draft methodology.  

Question Responses in support of... Responses in opposition to... 

a. Does the draft 

methodology provide a 

means to appropriately 

value FTRs for prudential 

security purposes? 

Contact - supports a methodology which requires 

initial margins and variation margins. 

Genesis – Yes, the approach put forward to use the 

best available information is flexible and transparent, 

and offers a good approach to transitioning a market 

through its nascent phase. 

Meridian – Yes, proposed methodology appears to 

be reasonable and consistent with the Code and 

robust to planned evolutions in the market (mainly 

expansion beyond BEN-OTA), however it is difficult to 

provide a definitive answer until it works in practice. 

Price information derived from other markets and 

modelling will play an important role in setting 

prudential requirements in the early stages of the 

FTR market; however the end goal should be a 

regime that, wherever possible, relies on information 

from liquid secondary markets. 

Mighty River Power – Yes, with preference for 

secondary market prices for valuations.  Clearing 

Contact – prefers price forecasting linked to 

independent source such as the ASX.  Historical 

pricing will be inaccurate post transmission 

upgrades and modelling is not dynamically linked 

to the market. 

Genesis – concerned mark to model approach 

may inadvertently drive market behaviour...that 

participants will be incentivised to take pricing 

positions resembling those produced by the model 

in order to avoid excessive prudential exposures.  

Genesis – The ASX market participation is limited 

to a dozen or so large players and linkage to ASX 

prices may lead to unpredictable exposures and 

discourage smaller FTR participants.  

Meridian – does not support the 30-day, 14-day, 

7-day banding with respect to price setting trade 

information which will be slow in reflecting 

changes in more liquid markets or through model 

forecasting. 
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Manager discretion should be minimised. 

TrustPower – Yes, however...(see next column) 

Meridian - Does not support the proposed method 

for calculating reserve values. The method does 

not appear to be supported by clear reasoning, 

and appears subjective. Notes inconsistencies in 

the treatment of options versus obligations. 

OMF – Assessment should take into account 

participants’ whole portfolio risk. More specifically 

– if a party holds a strip of FTR products rather 

than single months randomly dispersed over a 

period of time, the overall risk to their portfolio 

should be less.  This reduced risk should be taken 

into consideration when calculating prudential 

requirements.   

TrustPower – Differing nature of Obligation and 

Option FTR’s will require different prudential 

requirements.  The complexity of a half hourly 

model for valuing Option FTR’s will introduce 

uncertainty to the modelled market, and 

TrustPower therefore advocates the use of the 

maximum cost to carry method for Option 

products.  If a liquid Secondary Market develops 

for Option FTR’s then this approach can possibly 

be changed.  For Obligation FTRs, marking to the 

ASX (with a monthly adjustment) is, in 

TrustPowers’ view, the most transparent and fair 

method. 
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b. Do you support a 

requirement for Initial 

Margins? If so, do you 

support assessment of 

Initial Margin to the 

extent applied in other 

futures markets or do 

you support a lesser 

requirement? 

Contact – supports initial margin for obligation FTRs 

based upon FTR price volatility across varying terms. 

Initial margin not appropriate for options. 

Genesis – Yes  “...to provide for future 

developments and create a path to best practice 

outcomes.”  “However, to promote initial participation 

in the FTR market and due to the lack of information 

on FTR price volatility and outcomes ... it may be 

necessary to set the Initial Margins at zero to begin 

with in order to preserve a balance between 

participation versus risk to market.” 

Meridian - Initial Margin is needed to deliver 

sufficient confidence in the market, at least until the 

Clearing Manager’s proposed methodology can be 

demonstrated to not expose participants to undue 

risks.  

Mighty River Power – Yes, further consultation and 

assessment of impacts advocated. The extent of an 

initial margin should be developed in consultation 

consistent with the Clearing Manager’s best practice 

principles, particularly around avoiding excessive 

burden. 

TrustPower – Yes.  For obligation FTRs, the 

assessment for Initial Margin should be calculated 

from the ASX Futures market with a suitable monthly 

profile applied. Use maximum cost to carry for option 

FTRs.   

No negative responses. 
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c. If you do not support 

Initial Margins but were 

required to post Initial 

Margins to participate in 

the FTR market, what 

characteristics would you 

like to see incorporated 

in a methodology to 

determine Initial 

Margins? 

Contact – Initial margins should be transparent and cover losses from potential price movements between 

time of default and the re-auction of FTR positions. 

Genesis – Possibly set to zero at the start of the market. 

Meridian – Initial margin to cover either a high proportion of the acquisition cost or a likely worst case 

movement over the maximum timeframe for meeting prudential calls. 

Mighty River Power – Consultation required to determine scope.  

d. Do you support the 

use of a spot market 

prudential security 

methodology for 

projecting price in 

valuing FTRs where 

indicated in the 

methodology or is the 

application of a more 

sophisticated approach 

preferred? 

Genesis – qualified support. Spot market 

methodology should be reviewed in future work. 

Meridian - Yes 

Mighty River Power – Yes 

TrustPower – Yes, will allow improvements in the 

spot market prudential security methodology to flow 

through to the FTR methodology. 

Contact – preference for reference to market 

evidence such as ASX prices. 

e. The Clearing Manager 

is evaluating models for 

developing a price 

forecast.... Do you have 

preferred models or 

modelling approaches? 

 

None noted 
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f. What information can 

assist your organisation 

to assess FTR trading 

opportunities and risks? 

Contact– Transparency.  Participants should be able to calculate the prudential requirements of FTR 

trading on their own. 

Genesis - The relevant information will be available via the market information systems. Also, “...while it 

may be desirable to publish the component inputs to the model, this opens up the potential for inputs to 

be manipulated by players with influence over those inputs.” 

Meridian – Strongly supports the proposal to provide daily price information. Considers there may be a 

case for facilitating better information flows on secondary trading prices. Participants will need to be 

provided access to information on inputs used to calculate prudential liabilities to enable participants to 

determine potential cash flow requirements. This information could be provided by a Standard Portfolio 

Analysis of Risk (“SPAN”) equivalent (“PC-SPAN”). 

Mighty River Power – Would support the development of a valuation tool by the FTR manager which 

provides a consistent basis for evaluation of FTRs by market participants. 

TrustPower – Sufficient information exists in the market. 

g. What if any of the 

prudential security 

requirements or 

assessment methods 

applied by other markets 

should be applied in New 

Zealand, regardless of 

compatibility with the 

Code? 

Contact – Net worth documentation.  Consideration should be given to minimum net worth documentation 

as implemented in the PJM FTR market.  Also, support a multi-tiered credit rating system rather than the 

current methodology (see submission).  Finally, consideration should be given to an internal rating based 

model to assess each participant’s financial stability through reference to credit ratings, financial 

statements, and disclosures. 

Meridian – None now.  While strongly supporting ongoing monitoring of learnings from other market 

arrangements, and further investigation of the merits of adopting a similar level of focus on a participant’s 

portfolio risk to that which applies to the PJM, doesn’t currently see a clear case for adopting any other 

additional features of other regimes. 

Mighty River Power - Supports the implementation of a net worth hurdle for participation as an 

additional measure to address default risk.  Otherwise no others, the FTR market is unique in New Zealand 

and therefore a first principles approach is appropriate. 

TrustPower – None known. 
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h. Do you support 

removing reference to a 

model and utilising a 

simpler assessment 

method if it requires 

assessment of an Initial 

Margin for obligation 

FTRs and posting of the 

entire Acquisition Cost 

for option FTRs? 

Contact – Yes, remove reference to a model; 

however any simplification to the assessment method 

would need to take into consideration those key 

drivers that could cause market price volatility. 

TrustPower – Initial margin ok provided that the 

holding costs of these deposits are met by an interest 

payment by the Clearing Manager. 

Mighty River Power - No, while we note the 

complexity of the model we consider the 

methodology will potentially provide a more 

accurate assessment for prudential purposes. 

 i. Is the proposed flow 

of information sufficient 

to support participation 

in the market? 

Contact – Yes, prefer margin payments made by 

daily margin call rather than receipt of invoices which 

could cause delay. 

Genesis - The proposed enhanced information flows, 

including daily prudential positions and improved 

accessibility of data, are commendable.  

Mighty River Power – Yes 

TrustPower - Yes 

Meridian - Education and training – on the part of 

both the FTR manager and Clearing Manager – will 

be critical in encouraging informed participation, 

given the complexity of the regime. 

Meridian - Facilitating flows of information on 

secondary market trading, potentially by 

establishing a website similar to the hedge 

disclosure website for the futures market, could be 

beneficial. 
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Main submission points by submitter 

Submission points not specifically responding to consultation questions are shown in the 

table below. 

Submitter Submission points 

Contact Energy • Supports initial and variation margin methodology 

• Prefers market derived FTR valuations 

• Supports netting across markets so ‘in the money’ positions 

can offset ‘out of the money’ positions (netting across 

wholesale market and FTR market). 

• Margin payments made by daily margin statements 

• Supports consideration of use of credit worthiness in lieu of 

security with enhanced credit worthiness tests (see 

submission) 

Genesis • Participants should be obligated to disclose the assignment 

price to the market via the FTR manager. 

• The FTR Manager should provide a stronger secondary 

trading platform as part of the Draft Allocation Plan 2012.  

Frequent and transparent secondary trading will considerable 

aid the “mark to market” approach. 

• Careful consideration needs to be given to excluding certain 

trades.  Agree with draft methodolgy’s proposal in this 

respect as it may limit any attempted manipulation of 

prudential requirements. However this must be balanced 

against the need for market participants to see a consistent 

and reliable reflection of market outcomes in prudential 

security changes.  Market participants close to prudential 

limits may need to alter their market positions in response to 

traded prices. (see submission) 

• Recommends alternate reserve value methodology 

Meridian • Strongly recommends the applied methodology be assessed 

and reviewed: once six months after implementation and 

again where there is reasonable certainty of change in the 

wholesale market prudential security regime.  The FTR 

prudential methodology is being developed at a time where 

the prudential regime for the wholesale market is undergoing 

a fundamental review and in parallel to core elements of the 

FTR allocation plan being settled. Meridian considers there 

are also connections between the Clearing Manager’s FTR 

prudential methodology project and the Electricity Authority’s 

Retail Advisory Group’s work investigating the case for 

introducing additional mechanisms for addressing retailer 

default. The suitability of the proposed methodology can only 

be determined by the Clearing Manager undertaking an 
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evaluation based on its practical application. 

• Sluggishness by the assessment methodology in reacting to 

market drivers may expose market participants to the risk of 

scaling following the default of a participant if prudential 

measurement is stagnant as a result of an illiquid FTR 

market. 

• Ultimately Meridian would like to see the methodology evolve 

such that it relies more on prices from a liquid secondary 

market rather than prices from other markets and modelling. 

We therefore view the design and development of the 

secondary market as integral to the robustness of prudential 

management for the FTR market. 

• Meridian strongly supports the indication from the Clearing 

Manager that it will calculate and make available prudential 

security assessments on a daily basis as this should reduce 

the exposure of participants to risks of large, unexpected, 

calls for security. 

• While Meridian agrees that price information derived from 

other markets and modelling will need to play an important 

role in setting prudential requirements in the early stages of 

the FTR market, the end goal should be a regime that, 

wherever possible, relies on information from liquid 

secondary markets. 

• Advocates facilitating flows of information on secondary 

market trading, potentially by establishing a website similar 

to the hedge disclosure website for the futures market. 

Mighty River 

Power 

• Recommends a formal review process within a year of 

implementation and we consider it should be aligned with the 

FTR manager’s annual consultation process on the allocation 

plan but avoid direct overlap to ensure sufficient time for 

consideration and evaluation by participants of any proposed 

changes in the allocation plan. 

• Supports the Clearing Manager working with the Electricity 

Authority’s Wholesale and Retail Advisory Groups to 

harmonise the FTR prudential framework with the wholesale 

prudential and retailer default reforms currently being 

developed. 

• Highlights ambiguity of how the liabilities of a defaulting 

party will be managed and supports provision of a tender 

process for the Clearing Manager to liquidate any FTRs it 

acquires. 

• Would be prepared to accept a lower level of initial margin if 

a clear process for exiting a defaulting participant was 

developed, such as a tender process. 

• A central priority should be to provide participants, as soon 

as possible, with training and demonstration opportunities of 

the FTR auction process as well as appropriate valuation 
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tools. The complexity of the currently proposed prudential 

methodology makes an assessment of a participant’s cash 

flow particularly difficult at a conceptual level. We would 

advocate that the Clearing Manager liaise with the FTR 

Manager on its planned education programme and include a 

demonstration of how the prudential methodology would be 

applied. The current timeframe for participant education is 

August 2012 but we would strongly support this timeframe 

coming forward. 

OMF • Certain measures can improve the ability of participants to 

manage offsetting positions across markets.  Between the 

ASX New Zealand electricity futures market and the FTR and 

wholesale market, if market participants could draw on their 

excess funds with the Clearing Manager on a same day basis 

they would be able to manage their collateral cash flows with 

much more efficiency as ASX margin calls must be met within 

24 hours. 

TrustPower • Does not support any socialising of default risk. 

 

Synthesis of main submission points 

General support 

The majority of submitters supported a mark-to-market approach.  Trustpower, 

however, noted a preference for a maximum cost to carry methodology over a mark to 

market methodology for option FTRs. 

Specific supported features included: 

• the Clearing Manager’s principles for developing a methodology, 

• daily assessment of prudential security requirements, and 

• reference to relevant secondary market prices where available. 

The methodology was recognized as flexible in that it allows improved management of 

prudential as the market evolves and is usable when the market moves beyond a single 

FTR node pair. 

Daily assessment was supported in order to avoid large step changes in prudential 

security requirements and associated cash flow volatility, align with other markets such 

as the ASX, and limit the default risk to the market. 

Reference price setting secondary trades was supported as the preferred valuation 

method, however Meridian submitted that trade prices should not be relied upon for an 

extended period as proposed in the draft methodology.  Rather values should drift each 

day. 

Requested features 

A number of common feature requests emerged.  They include: 

• formal reviews of the Clearing Manager methodology, 
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• the application of initial margin as well as variation margin, 

• transparency, 

• early provision of a secondary trading facility (by the FTR manager), 

• emphasis on education and training,  

• altered reserve value formulas for options, and  

• mandatory price disclosure for secondary trades (one submitter). 

Formal reviews of the Clearing Manager methodology were requested as the proposed 

methodology is being developed without the benefit of a track record of market prices 

against which to evaluate the methodology.  Furthermore, the FTR allocation plan and 

the spot market prudential security regime may be changing in the next few years. 

The application of initial margin was seen as important to protect the market from 

speculation by providing coverage between the prudential security assessment date and 

the either the date when default is detected or when FTRs can be on-sold by the Clearing 

Manager. 

With respect to initial margins, the application of SPAN was raised by Meridian.  Others 

suggested that utilization of a methodology such as SPAN would be burdensome as there 

was no FTR price volatility history and the volatility of the underlying spot markets may 

lead to overly restrictive requirements.  One submitter suggested that initial margin be 

set to zero in the learning state.  Finally, another suggested that the initial margin topic 

requires further consultation. 

Controversial provisions 

While all submitters supported the use of price setting trades to evaluate obligation FTR 

valuations, some submitters were concerned about the complexity the draft 

methodology’s method for modifying or drifting the assessed value over time.   

While reference to ASX New Zealand electricity futures prices was considered strongly 

desirable by some, the use of ASX prices was considered a risk by one submitter.  

Supporters of the use of ASX data note the data is market derived and aligned with the 

first FTR node pair (BEN-OTA). Detractors noted the limited participation and liquidity in 

the ASX market. 

Submitters also took opposing positions on whether or not the disclosure of modelling 

inputs was desirable — some submitters cited the importance of being able to predict 

prudential security requirements while others noted the risk of manipulation of model 

inputs by some participants. 

Other considerations 

Submitters also identified some concerns which were not emphasied in the Clearing 

Manager consultation document. Some of these concerns are:  

• the potential manipulation of the inputs to prudential security calculations, 

• the importance for understood and credible default mechanisms to provide 

confidence in the market, 

• the disclosure of the Clearing Manager’s assessment of FTR values may influence 

FTR prices in an undesirable way (tail wagging the dog).  
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Next steps 

The Clearing Manager is providing this summary to the Authority and will be posting this 

summary along with the submission online at www.nzxgroup.com/energy.   

The submissions will be considered when finalising the draft FTR prudential security 

assessment methodology for presentation to the Authority for approval in accordance 

with Section 14.19B of the Code.   The Clearing Manager will respond to each category 

of issue raised in the submissions at the time the draft methodology is submitted.    

Issues noted by submitters which are not directly relevant to the draft methodology will 

be raised with the Authority and/or the FTR Manager. 

 


