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1 April 2014 

 

Clearing Manager 

c/o NZX Limited 

PO Box 2959 

Wellington 6140 

By email: cmanger@nzx.com 

Attention: Submissions 

 

Dear Sir/ Madam 

Consultation on Methodologies under Schedule 14.2 

We appreciate the opportunity to submit on the prudential methodologies and write this letter with a focus on the 

issues faced by traders with small portfolios and renewable generation principally in the form of run of river hydro that 

has volatile, weather dependent output from month-to-month. 

Guiding Principals 

In making decisions on the methodologies to use we would strongly recommend that the NZX focus on: 

 Simplicity; use simple calculations in the methodologies unless there is a material benefit in making a calculation 

more ‘sophisticated’. This will cost less to implement for both the NZX systems and for traders that are trying to 

understand and forecast their prudential requirements. Simplicity is also essential to support entry of third party 

financial institutions to that might be able to provide credit intermediation services to traders.  

 Predictability; The more unpredictable prudential calls are the greater the risk premium traders have to build into 

their banking facilities to meet prudential calls, which in turn increases the cost-to-serve and ultimately the cost to 

consumers. Minimise the use of input variables that are not available to traders e.g. market share volume 

adjustments, or that are volatile, and 

 Outcomes that reduce volatility in prudential calls; Volatility increases the amount of banking facility required by 

traders in the same way as unpredictability. On balance we would prefer methodologies that created higher 

‘adders’ with less volatility to achieve a target level of probability-of-loss-given-default 

Specific design points 

We have the following comments in respect of the specific design issues raised: 

 Prior consumption period estimation; We support forecasting consumption based on the prior month’s reconciled 

volumes because this is simple and predictable. 

 Unoffered generation: Unoffered generation is often renewable and subject to large seasonal fluctuations. This 

means that last month’s generation is not necessarily a good predictor of next month’s generation, however the 

historic generation in the same month of prior years is a reasonable predictor.  
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We submit a better predictor of overall generation volumes in a month can be derived from historic generation 

volumes in the same months of prior years. Therefore we would like to see an alternative methodology that 

allowed traders to submit a monthly generation volume for their entire portfolio of unoffered generation based on 

historic volumes over (say) a three year period that was the basis for un-offered generation. We think this 

methodology would both improve calculations of exposure and increase predictability of prudential calls.  

 Ancillary amounts; we support using a three month rolling average because it reduces overall prudential volatility. 

 Profiling of ASX prices; we support no profiling. The NZX analysis shows no improvement in probability-of-loss-

given-default from using profiled prices vs a flat price. A profiled price is harder to model, more expensive to 

implement (for both the NZX and traders) and has no material improvement in outcome. We therefore support 

using a flat price unless a simple alternative can be shown to be materially better at improving forward 

assessments of prudential requirements. 

 Overall exit period margin calculation method; we do not support the alternative because it adds complexity to 

the base proposal 

 Selecting ASX prices; we support using 20 settlement days because this will reduce overall volatility in prudential 

amounts relative to a shorter sample period.  

Yours sincerely 

Simply Energy Limited 

 

Stephen Peterson 

CEO 


