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TRUSTPOWER SUBMISSION: SETTLEMENT AND PRUDENTIAL SECURITY METHODOLOGIES 

1.1.1 Trustpower Limited (“Trustpower”) welcomes the opportunity to respond to the consultation paper1 

on Settlement and Prudential Security Methodologies.  

1.1.2 We note the Clearing Manager’s request for feedback on the following matters due to come into 

effect under the Code on 25 March 2015 : 

a) Settlement retention amount (SRA); 

b) Forward estimate of prudential requirements; 

c) General prudential requirements.    

1.1.3 In general, we support the Clearing Manager’s proposals for settlement retention amount and for 

general prudential requirements, but have some concerns and suggestions regarding the forward 

estimate of prudential requirements. In particular, we consider the methodology of using a “static 

price plus adder” as a forward price estimate to be a potential source of considerable risk to the 

payments system. Trustpower has previously submitted2 to the Electricity Authority (“EA”) opposing 

the use of a static adder in calculating the forward estimate of prudential requirements. However, 

given that the static approach has now been written into the Code, we have limited our comments 

on this consultation paper to suggestions on how to monitor the adequacy of the static 

methodology. 

1.1.4 In particular, we note that : 

a) The period over which the 25% Probability of Loss Given Default (PLGD) is measured in 

determining the appropriate “adder” is a critical part of the methodology, and should be as long 

as possible notwithstanding the problem of availability of historical ASX prices. 

                                                      
1
 Available online at http://www.nzxgroup.com/who-we-are/business-overview/nzx-energy/consultations-submissions 

2
 Available online at http://www.ea.govt.nz/dmsdocument/15670 
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b) Without a “representative” series of spot market outcomes (including dry years) being used in 

the PLGD period, there can only be a low degree of confidence that the 25% threshold is actually 

being achieved. 

c) Until the ASX has been available for more than the three or four years of current history, it will 

not be possible to improve the degree of confidence in the PLGD methodology proposed. 

d) Therefore, at the very least, we recommend that the Clearing Manager maintains and publishes a 

regular “prudential adequacy metric” showing the adequacy of prudential calls for the immediate 

past month, i.e., to what level the actual exposure  was covered by the prudential estimates for 

each (anonymised) participant once spot prices and settlements are cleared. This would give all 

participants, as well as the Clearing Manager, a sense of whether the static adder approach was 

working in practice, hopefully before any default actually occurred.  Figures could be published 

for each participant, either as a ratio (covered / actual) and/or as an absolute $ difference 

(covered – actual) in the same manner as the EA stress tests are published3.  

e) In fact, the aims of the prudential adequacy metric would be similar to the aims of the EA stress 

tests:  to ensure that participants were aware of the risk they were carrying, whether in the spot 

market or in the clearing system.  

1.1.5 Finally, we have found the worked examples in the Consultation paper and on the Clearing 

manager’s website somewhat difficult to follow. We would hope that the breakdown of prudential 

calculations would be formatted and annotated more comprehensively and clearly once the new 

regime is implemented.  

1.1.6 For any questions relating to the material in this submission, please contact me on 07 572 9853.   

 

Regards, 

 

SHANE ADAMS 

ENERGY TRADER 

 
Settlement and Prudential Security_TrustpowerSubmission_Apr2014_v1.0 

 

 

                                                      
3
 For details of EA stress tests refer http://www.ea.govt.nz/operations/wholesale/spot-pricing/stress-tests/scenarios/ 
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Appendix A: Specific feedback on items in the Consultation Paper 

Feedback item Feedback 

1. Do you support the proposed methodology for 

estimating general outstanding exposure? 

1.1 In terms of quantity, yes, provided unoffered generation is explicitly included4.  

1.2 In terms of price, no, because we have strong reservations regarding the suitability of the static 

adder when the historical period is less than 10 years. This could be mitigated to some degree by 

publishing a “prudential adequacy metric” along similar lines to the EA’s spot market stress test 

reports. Refer para 1.1.4 above.  

2. Do you consider the clearing manager’s current 

treatment of ancillary services for prudential 

security assessment to be fit for purpose? If not, 

what enhancements do you support? 

2.1 Current treatment is considered adequate. 

3. Do you support the proposed approach to 

estimation of future volumes? 

3.1 Yes, provided unoffered generation is explicitly included4. 

4. Do you support the proposed approach to profiling 

ASX prices to arrive at exit period base prices? 

4.1 We have no particular preference for profiling versus flat prices, recognising that there is a trade-

off between accuracy and simplicity. On balance, we prefer the approach that is most accurate 

(likely to be profiled prices), provided it can be communicated effectively for validation by the 

participant.    

5. Do you support the proposed method of 

calculating the adder? 

 

 

5.1 Please refer answer to Q1 above. 

                                                      
4
  Unoffered generation can be included under current prudential methodology – refer “Providing Unoffered Generation” at http://www.nzxgroup.com/who-we-are/business-overview/nzx-

energy/prudential 
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6. Do you support the use of three years of data to 

calculate the adder upon commencement, 

extending to ten years? Do you believe there is 

value in including a longer period of time up front 

(such as including the 2008 dry year)? 

6.1 Please refer answer to Q1 above. We support including as long a period as possible in order to 

capture default risk in dry years such as 2008. 

7. Do you support the proposed method of 

calculating the settlement retention amount 

(SRA)? 

7.1 Yes   

 

 

 


