
 

  1 of 38 

  

 

 

Draft settlement and prudential 

security methodologies for 

Authority approval 
 

Schedule 14.2 of the Settlement and Prudential Security Code 

amendment 2013 

 

 

 

 

15 April 2014 

  



 
 

DRAFT SETTLEMENT AND PRUDENTIAL SECURITY METHODOLOGIES – 14 April 2014 2 of 38 

CONTENTS  
 

 

1. Executive summary ................................................................................................. 3 

2. Background ............................................................................................................. 4 

3. Clearing manager’s proposed draft methodologies ................................................. 5 

4. Submissions received ............................................................................................. 8 

5. Non controversial changes to methodologies consulted on………………………..11 

6. Draft methodologies for Authority approval…………………………………………..12 

Appendix 1: Detailed methodologies………………………………………………………...13 

Appendix 2: Summary of submissions including the clearing manager’s response…....22 

 

 

 

 

 

 

 

 

  



 
 

DRAFT SETTLEMENT AND PRUDENTIAL SECURITY METHODOLOGIES – 14 April 2014 3 of 38 

1. Executive summary 
The Electricity Industry Participation (Settlement and Prudential Security) Code Amendment 
2013 requires the clearing manager to consult on the following methodologies for calculating 
settlement and prudential amounts: 

1. Settlement Retention Amount (SRA) - an amount that is paid by generators in order to 
handle events of default in a prompt and orderly manner 

2. Forward estimate - a process where for each of the subsequent three days the clearing 
manager estimates the minimum required prudential security amount, allowing time for 
participants to meet the minimum of these estimates 

3. General prudential requirement - the estimate of the minimum required prudential security 
that that participant must hold with the clearing manager, but not including amounts for 
financial transmission rights (FTRs). 

The clearing manager has prepared the methodologies as required in the amended Code, 
consulted on these methodologies and considered the submissions made.  This paper sets out 
the draft methodologies for Electricity Authority (Authority) approval. 

It is the clearing manager’s view that there are no substantive and widely held objections to the 
proposed methodology. The clearing manager therefore considers that the methodologies meet 
the intention and requirements of the Code amendment, treat participants in a consistent 
manner and provide the protection to the market as required, while being predictable, 
transparent and reproducible. 

 

 

  
Postscript – 17 June 2014 

This is a draft version only 

This document contains the draft methodologies as sent by the clearing manager to the 
Electricity Authority on 15 April 2014, with the following changes made subsequently in 
the methodologies section: 

 minor corrections of grammatical errors 

 three minor corrections, as noted in red.  

This version is published for industry participants to review the results of the clearing 
manager’s consultation.  

Readers please note the methodologies in this version are subject to technical 
review by the Authority and are not to be regarded as final.  
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2. Background 
In 2012/2013, the Authority reviewed the settlement and prudential security arrangements set 
out in Part 14 of the Code. 

A Code amendment, the Electricity Industry Participation (Settlement and Prudential Security) 
Code Amendment 2013, was gazetted in December 2013.  The Code amendment introduces a 
new Part 14 covering settlement arrangements and a new Part 14A covering prudential security 
arrangements, and makes related changes to Parts 1, 8, 13, 15 and 17 of the Code. The 
amendment comes into effect on 24 March 2015. 

The Code amendment requires the clearing manager to formulate and publish methodologies 
for determining: 

1. the settlement retention amount under clause 14.21 

2. the forward estimate of the minimum amount for which security will be required to be 
provided by a participant under clause 14A.5 

3. the general prudential requirement under clause 8 of Schedule 14A.1 

4. the minimum security required in respect of FTRs under clause 12 of Schedule 14A.1 

The methodology for item 4 above (security required in respect of FTRs) has been separately 
consulted on by the clearing manager and is not included in this paper.  

In accordance with Schedule 14.2 of the amended Code, the clearing manager is required to 
consult with persons the clearing manager thinks are representative of the interests of persons 
likely to be substantially affected by the methodologies and consider submissions made on the 
methodologies. The draft methodologies are required to be submitted to the Authority for 
approval. 

The clearing manager published a consultation paper for the first three methodologies on 4 
March 2014 and held a consultation workshop for industry on 11 March 2014. Nine submissions 
were received by the closing date of 1 April 2014. 

The clearing manager considers the submissions generally support the methodologies 
proposed, and submits the draft methodologies to the Authority for approval. 
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3. Clearing manager’s draft methodologies 
The clearing manager consulted on three methodologies in preparation for the amended Code 
to come into effect.  These methodologies are: 

1. The settlement retention amount 

2. The forward estimate 

3. The general prudential requirement. 

The details and formula for the methodologies are set out in Appendix 1 and are summarised 
below. 

The settlement retention amount 
The settlement retention amount (SRA) is an amount paid by those that receive funds from the 
clearing manager to enable any shortfall to be allocated to all parties owed funds in the event of 
any single default. 

The SRA, for each participant, is calculated as the sum of the general SRA amount and the 
FTR SRA amount for that participant.  There is no SRA for any grid owners. 

The SRA amount is based on the SRA ratio for each of the “other general” (energy amounts net 
of any ancillary services) and FTR pools, multiplied by the participant’s amount owing by the 
clearing manager for each pool. 

The SRA ratio is calculated for each pool to be a percentage that the largest single party (or 
group of related parties) would leave that pool short (after offsetting) if that party were to default. 

The effect is to ensure that if the largest single default occurred, the clearing manager would be 
able to allocate the shortfall in funds to all generators. 

The forward estimate 
The forward estimate is an estimate of each participant’s minimum prudential security required 
for the each of the next three business days. 

Each participant is required to provide the minimum of the three estimates that have been 
published each business day, or the amount estimated on the day.   

This set of estimates replaces the existing call notice process and requires greater participant 
management of their prudential requirements. 

The clearing manager’s proposal is to use an average of the last seven days change in 
prudential security for business days and for non-business days, projected ahead for the correct 
number of business and non-business days to three business days into the future.  

An example of the forward estimate is set out in Table 1. 
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Day Estimate on 
the Day 

Day + 1 
Forward 
Estimate 

Day + 2 
Forward  
Estimate 

Day + 3 
Forward 
Estimate 

Amount 
required 

1 15 19 23 27 na 

2 20 25 30 35 na 

3 25 30 35 40 na 

4 30 35 40 45 27 

5 35 40 45 50 35 

 

Table 1: Forward estimate example 

The amount required on day 4 is the minimum of the shaded forward estimates or the amount 
estimated on the day. In this example, the amount required on day 4 is 27.  On day 5 the 
minimum is 35, so this is the amount required. 

The general prudential requirement 
The general prudential requirement is the clearing manager’s estimate of the minimum 
prudential requirement for a participant due to their purchases of electricity and related 
amounts, with a credit for sales of electricity and related amounts.  It is separate to the estimate 
of security required to cover FTRs. It provides sufficient security to ensure payment to the 
generators, ancillary service agents and dispatchable demand in the event of a participant 
defaulting and exiting the market. 

The general prudential requirement is made up of estimate of all un-settled amounts up to the 
day of calculation (outstandings) and the exit period margin. 

The exit period margin is an amount to cover the expected value of the amounts owing by the 
participant during the exit period of the participant.  Electricity sales and purchases are 
estimated using a pre-defined exit period (either 7 days for direct consumers or 18 days for 
retailers, plus one), an estimate of volumes based on the last 21 days of trading and a set 
energy price. 

The price is set for the quarter based on the ASX quarterly price for the relevant island plus an 
amount that is added to this to reduce the number of days that the amount held is not sufficient 
to cover the exposure to the market, based on 3 to 10 years of data.  We refer to the quarterly 
set price as the “base” and the amount added to this as the “adder”. 

The clearing manager’s methodology is to calculate the base exit price for each trading period, 
for each grid exit point and grid injection point (GXP/GIP), for each month of the quarter and 
business and non-business days.  These are the four profiling factors that will be applied to get 
the price for the exit period margin. 

The adder is calculated for each quarter as a single number ($/MWh) that is back-calculated 
using 3 to 10 years of data, such that the probability of loss given default is 25%. 
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Questions asked 
The clearing manager requested feedback on the methodologies and asked the following 
questions: 

1. Do you support the proposed methodology for estimating general outstanding exposure?   

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? 

3. Do you support the proposed approach to estimation of future volumes?   

4. Do you support the proposed approach to profiling ASX prices to arrive at exit period base 
prices? 

5. Do you support the proposed method of calculating the adder? 

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)?  

7. Do you support the proposed method of calculating the settlement retention amount (SRA)? 
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4. Submissions received 
Participants and interested parties were asked to consider the clearing manager’s proposed 
methodologies and respond to seven questions.  Submission comments and the clearing 
manager’s response are in Appendix 2.  A summary of the submissions is provided here. 

Question 1:  Do you support the proposed methodology for estimating general outstanding 

exposure?   

Seven responses supported this methodology. Two submitters did not provide a response. 

Simply Energy supported using the same month from the previous year rather than the prior 
month.  The clearing manager does not support this as it does not allow for new or removed 
generation or changes in customer base. 

Question 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? 

All responses supported the methodology. Simply Energy said they preferred three month 
averaging rather than a one month average.  The clearing manager is proposing to use a one 
month average, as is consistent with current practices and was generally supported. 

Question 3:  Do you support the proposed approach to estimation of future volumes?   

All responses supported the proposed approach to estimation of future volumes, which matches 
the current system. 

Question 4:  Do you support the proposed approach to profiling ASX prices to arrive at exit 

period base prices? 

Pulse Energy supported the profiled approach as long as profiling factors were based on five 
years of historical data.  The clearing manager is proposing three years, extending to ten years.  
The three years is the minimum in the Code and 10 is the maximum.  The clearing manager 
considers the data beyond three years to be un-useable due to the low liquidity and changes in 
the market that have happened since that time.   

Meridian supported the core of the proposed approach, including profiles. They supported a 
forward looking profiling approach that reflects the impacts of storage, outages and fuel 
availability.  Given the short time of the exit period, they agreed the cost benefit may not suit 
such a change but suggested a review after 12 months.  The clearing manager would support 
such a review.  The Code does not allow the forward looking methodology proposed here by 
Meridian. 

Contact Energy supported the proposed methodology with a location factor calculated quarterly.  
The clearing manager proposal was for annual location factor as is specified in clause 
13.221(2). 

Simply Energy supported no profiling. Their view is that profiling is harder to implement and 
model, with no material improvement in the outcome.  The clearing manager considers that 
profiling does result in a moderately smaller adder and provides an exit period margin price that 
is reflective of participants’ actual load profiles. 

Trustpower expressed no particular preference, but on balance would prefer the most accurate, 
provided it can be communicate effectively for validation by participants.  The clearing manager 
accepts this is a requirement and is working to design systems to support the provision of 
required data. 
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Question 5:  Do you support the proposed method of calculating the adder? 

Pulse Energy supported the profiled approach as long as profiling factors were based on five 
years of historical data.  The clearing manager is proposing three years, extending to ten years.  
The three years is the minimum in the Code and 10 is the maximum.  The clearing manager 
considers the data beyond three years to be unusable due to the low liquidity and changes in 
the market that have happened since that time.   

Meridian supported the adder but expressed concerns over the historical data to be used.  
Meridian proposed an annual adder to overcome the skew from the data available. 

Contact Energy supported a quarterly adder, to prevent under procurement in a risky period. 

The clearing manager is proposing a quarterly adder but will also cater for an annual adder in 
the event a review or a Code amendment directs this. 

MEUG supported profiling and made a case that this option is required to be fair to the high load 
factor consumers who may already be disadvantaged by the Code requirement describing a 
hypothetical retailer being used to calculate the adder. 

Question 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)? 

Pulse Energy supported five years being used to reduce the influence of any abnormal year.  

Meridian was concerned about the 3-10 years and would prefer a forward looking methodology.  
But given the cost benefit, they supported this proposal due to the limited impact it would have 
due to the short (18 day) exit period it covers. 

MEUG supported the concept but would like the historical data keep to three years to reflect 
changes in the market structure, behaviour and risk profiles.  MEUG suggested that a change 
could be made at a later time if this was warranted.  

Trustpower supported as long a period as possible in order to capture default risk in dry years 
such as 2008. 

Trustpower had strong reservations regarding the static adder when the averaging period was 
less than 10 years. The Code describes the use of the adder but accepts that it may not always 
cover the market.  A longer historical data period for calculation is anticipated by the Code, but 
the clearing manager considers that only the last three years data is suitable to be used initially. 
(This comment was provided by Trustpower in response to question 1 but the clearing manager 
considers it answers question 6). 

The clearing manager notes the different views and considers the proposed draft methodology 
provides a reasonably balanced approach with inherent flexibility should changes be required in 
the future.  A review after 12 months of operation could change the number of years being used 
for historical data. 

Question 7:  Do you support the proposed method of calculating the settlement retention 

amount (SRA)? 

All parties that expressed a view supported the SRA calculation methodology.   

Meridian requested that the clearing manager publish the SRA numbers that would have been 
in effect over the last few years to show how this calculation will work.  The clearing manager is 
agreeable to this, with anonymised data. 
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Other comments received 

Additional comments from submitters are included in the table in Appendix 2.  

Five participants commented on the complexity, accuracy and responsiveness to real market 
conditions of the prudential requirements.  

In particular, ideas from Nova, Simple Energy and Pioneer Generation relate to variable 
generation.  The suggestions are valid and worthy of consideration but are not in line with the 
general concepts as discussed in the Authority’s 2013 consultation in terms that they are not 
based on historical consumption or generation but on estimates that could be made depending 
on prices that may exist in the future and the expected responses to those prices. These 
comments have been noted but are out of scope of this consultation. 

Comments around the various lengths of historical data that is to be used, the choice of a 
quarterly or annual adder (not in the Code) and other detailed comments can probably only be 
addressed after some time of actual usage.  The clearing manager would support a review of 
these choices after a year of operation, as was suggested by submissions. 

Trustpower and Meridian submitted that the methodologies should be reviewed after being 
implemented to ensure that they are working as required and expected, particularly in the area 
of the prudential calculations. 

The clearing manager supports the review and suggests that after one year of operation the 
methodologies and their performance be reviewed. Trustpower suggested “prudential adequacy 
metrics” to be maintained and published on a monthly basis.  The clearing manager’s view is 
that it would be more cost effective to review the adequacy of the prudential security 
methodology on an ad-hoc basis when required, rather than as part of the monthly reporting 
cycle. 

After one year, it will be possible to study other aspects of the methodology such as value at 
risk, and consider whether changes can be made to the workings of the prudential system. 
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5. Non controversial changes to methodologies 

consulted on 
Due to feedback and further analysis of the proposed methodologies during the consultation 
process, the clearing manager has made minor changes to the methodologies as they were 
consulted on as follows: 

1. The SRA ratio for the FTR market has been changed to clarify the calculation of the shortfall 
used in the numerator of the ratio.  This is a technical change to clarify the calculation and 
ensure the correct amounts are used. 

2. The Code reference for the location factors has been corrected from clause 13.211 to 
clause 13.221 of the Code. 

3. The number of months used for the Ancillary Services average was intended to be one 
month, as is currently used.  Three months was used in one explanation, which was in 
conflict with the other two references.  This has been changed to be a single month as was 
anticipated.  
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6. Draft methodologies for Authority approval 
The clearing manager’s draft methodologies as described in clauses 1(a), (b) and (c) of 
Schedule 14.2 are set out in Appendix 1 of this paper. 

In accordance with Schedule 14.2 clause 2(1) of the amended Code, the clearing manager 
submits these draft methodologies to the Authority for approval, having: 

• consulted with persons the clearing manager thinks are representative of the interest of 
persons likely to be substantially affected by the methodologies 

• received  feedback on the proposals in the form of submissions from interested parties  

• considered the submissions made on each methodology 

• provided a copy of each submission received to the Authority. 
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Appendix 1: Detailed methodologies 
 

Methodology to determine settlement retention amounts 
 
The settlement retention amount (SRA) is calculated pursuant to14.21 of the Code.   

SRAs are calculated for each participant.  The calculation is set to ensure that the clearing 
manager holds sufficient funds on settlement day to manage any single default.  An SRA is 
calculated as a percentage of the amount payable to the participant by the clearing manager. 

For each participant (p) other than the grid owner:  

                  
                     

             

Where: 

         represents the amount to be applied by the clearing manager to the 

participant (p) relating to amounts referenced in 14.56(e) of the Code, 

         represents the amount owed by the clearing manager to the participant (p) 

relating to amounts referenced in 14.57(1)(a) of the Code, and  

the SRA for the grid owner is zero.  

                                    
                                           

                                
   

Where 

                     represents the aggregate FTR pool shortfall in a 

related participant group, in respect to the current billing period 

                     represents the total residual loss and constraint excess 
as defined in Clause 14.57(1)(b) of the Code  

            is the sum of amounts required to settle FTRs in respect of 

the billing period as defined 14.57(2)(c) of the Code,  and 

                    is the sum of amounts owing to related participants in 

respect of that billing period for amounts described in clauses 14.20(2)(h) 
or (i) of the Code.  

  

                        
                        

                 

                                    
  

Where 
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            is the largest ratio selected amongst all ratios calculated for 

related participant groups (rpg) 

           is an amount sufficient to meet the clearing manager’s goods 

and services tax (GST) exposure which would result from the shortfall.  
GST exposures develop as the Energy Clearing House Limited files its 
GST returns on an invoice basis.  GST is to be retained for any non-
payments to the clearing manager as well as to cover any reductions in 
GST input credits which relate to scaled payments   

            
                  represents the aggregate shortfall in a 

related participant group which is not attributed to the FTR pool 

                  represents the total funds required for complete 

settlement of the amount described in 14.56(1)(e) of the Code plus any 
associated GST, and 

           represents the total funds required for complete settlement of 

the clearing manager to participant (p) amounts described in 14.56(1)(e) 
of the Code and any associated GST.   

 

Forward estimate 
 
The clearing manger is required to estimate prudential security for each business day and for 
each of the following three business days (14A.5, Schedule 14A.1 Part 2). 

This section describes the methodology for establishing a forecast exposure estimate three 
business days into the future.   

The method utilises the average change in the estimate of prudential security over the last 7 
days (segregated into business/non-business day averages).  The estimate will include 
prepayments, the invoiced settlement amount from the day of settlement (if a positive number) 
and amounts to be settled from prudential (once confirmed). 

For each participant, forecast exposure for day d (                      is described as 
follows: 

                                                    
                                                                                                                 

Where 

GO           is the most recently calculated general outstandings amount, 

Ge        is most recently calculated general exit period prudential amount, 

d          is the number of days in the future for which the estimate is calculated (i.e. today 
plus d days), 

wd       is the number of business between day d and today (being 1, 2, or 3),  
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di         is the number of non-business day, if any, between day d and today, 

FTRexposure    is the participant’s most recently calculated FTR exposure, and 

paymentsd    are any cleared funds prepayments or settlement payments to be received 
by the clearing manager by day d, as per the settlement statement or as advised by the 
participant, 

                               
                
 
   

   
   

                                , 

and 

                                   
                
 
   

   
   

                   

              

Where  

n         is the current date, and  

         was the general outstandings component assessed on day n+1-i and n is 

today. 

 

General prudential requirements methodology           
The clearing manager’s general prudential exposure of a participant or group of related 
participants is the sum of the estimate of financial outstandings and the exit period prudential 
margin. 

               

Where  

   is the clearing manager’s estimate of outstanding general financial exposure, and 

   is the exit period margin. 

 

Estimate of outstanding financial exposure 

The estimate of outstanding financial exposure is the sum of: 

• the estimate of purchased energy quantities times price 

• less the estimate of sold energy quantities times price 

• the estimate of net ancillary service charges 

• the estimate of the value of hedged to be settled, and 

• the net value of washups owed to the clearing manager. 
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Where 

                                 

   

 

                                 

   

 

Where  

    represents any billed but not settled purchased energy amounts inclusive of 

GST (no account taken for pre-payments) 

    represents any billed but not settled sales amounts inclusive of GST 

tp represents all unsettled and unbilled trading periods up to the end of the 
previous day 

       represent final prices, or if final prices are not available, interim prices, or if 

interim prices are also not available, the exit period price plus adder as published 
by the clearing manager for node n and trading period tp  

       represents the clearing manager’s estimate of a participant’s electricity 

sales for node n and trading period tp, and 

       represents the clearing manager’s estimate of a participant’s electricity 

purchases for node n and trading period tp. 

                             

and     represents any billed but not settled ancillary service charges (net), and 

            represents the net daily average ancillary service payment to the 

clearing manager over the last settled billing month and d represents the number 
of days since the end of the last settled billing period less any days included in 
invoiced but not settled amounts. 

                                        
   

 

and      represents any billed but not settled hedge settlements owed to the 

participant (net),  tp represents all trading periods up to the end of the prior day 
which have not yet settled and n represents lodged HSA ‘n’ for all lodged HSAs 
and the HSA settlement value is the value the participant is due to be paid 
according to the terms of the hedge settlement agreement for that period when 
calculated using final prices, or if final prices are not available, interim prices, or if 
interim prices are also not available, the exit period price plus adder. 
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and for all bp,     is the net published but not yet settled washup amount owed 

by a  participant for billing period bp. 

 

The clearing manager’s estimate of volumes 

The estimated consumption quantity for trading period tp, node n, and participant p: 

            

  

 
 
 

 
 

                                                                    

                                                                                      

                                                                                   

                                                                     

  

Where 

Change of business volumes are applied to new participants 

              is consumption reconciliation information for trading period tp, node n, and 

participant p 

            is the consumption information applied by the clearing manager in consultation 

with the participant where the participant is a new purchaser or had advised a significant 
change of business, as per clause 14A.16 and 14A.17, 

            are nominated dispatch bids in the post_SADS_order from the system operator 

for trading period tp, node n, and participant p 

             is the market share of participant p at node n calculated across blocks of 

six trading periods with respect to load for the latest reconciliation month for which the 
clearing manager has reconciliation data, and 

       is the deemed consumption at node n in trading period tp where 

           

   
                                                           

                                                                        

  

Where 

        = half hour metering information as described in 13.141(bi) as uploaded 

by the pricing manager to WITS for that node and trading period 

             = for nodes with direct consumers only (as advised by the 

reconciliation manager); total cleared offers in the post_SADS_order from the 
system operator for trading period tp and node n 
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           = the average total embedded generation recorded for node n in the 

most recent month contained within reconciliation information held by the  
clearing manager  

              = total average cleared offers in the post_SADS_order from the 

system operator for node n, for the corresponding month for which embedded 
generation data is available, and  

          for nodes with grid connected intermittent generation; this is the 

average consumption recorded for participant p and node n, in the most recent 
month contained within reconciliation information held by the clearing manager. 

The estimated generation quantity for trading period tp, node n, and participant p: 

            

   

                                                                    

                                                                                     

                                                                        

  

Where 

Change of business volumes are applied to new participants  

              is generation reconciliation information for trading period tp, node n, and 

participant p 

            is the generation information applied by the clearing manager in consultation 

with the participant relating to a significant change of business notified by a participant 
as per 14A.17 

                                                  

Where 

                    are the relevant cleared offers identified by trading 

period, node, and participant in the post_SADS_order from the system 
operator, and 

                     
                                     
                             

   

   Where: 

                   
                    
  
   

    
   

  

for trading periods (tp) on days (today - i) where the clearing manager 
holds participant supplied unoffered generation data.  If there are no 
trading periods for which the clearing manager holds unoffered 
generation data supplied by the participant, Gunoff_proj = 0. 
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Calculation of the exit period base pricemargin 

   is the exit period margin described in equation 1. With respect to energy, it is comprised of 

exit period base price times an estimated quantity at each node plus an adder times total 
quantity.  

                           
   

               
   

           

Where  

tp     represents all trading periods across all days in the participant’s registered exit 
period 

n      represents all relevant nodes 

           is the clearing manager’s exit period price for each trading period of each day 

(tp) in the exit period and each node 

      is the clearing manager’s exit period net purchase quantity estimate for each 

trading period of each day in the exit period and each node from equation 3 and 4 above 

(             ) (averaged over 21 days by business/non-business day and trading 

period), and 

     is the clearing manager’s weighted average ‘adder’ which applies to the quarters 

represented by the set to trading periods in the exit period. 

              
                                                       
                             

Where 

                       calculated as the average of daily closing prices of the 

quarterly ASX New Zealand Electricity futures Otahuhu price (for North Island 
nodes) and quarterly ASX New Zealand Electricity futures Benmore price (for 
South Island nodes).  The average is taken across 20 days in the calendar month 
before the price is set by the clearing manager. These values will be published 
quarterly no later than two months before the quarter in which they will apply. 
The sample period for determining derived prices is 10 years of historical data 
starting from 1 October 2010.  

          is the month profile for each island with respect to the quarterly prices 

where prices are taken at Benmore (South Island) or Otahuhu (North Island).  It 
is calculated by dividing the month’s historical average price by the historical 
quarterly average price.  

                  is a factor which represents the relative price levels of business 

and non-business day prices for each island in each quarter.  It is determined by 
calculating the average price (Otahuhu or Benmore) for business and non-
business days in each quarter and dividing by the overall average quarterly price 
(Otahuhu or Benmore).  
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                         is a intra-day profile factor which is calculated for each 

quarter, day-type and island.  It is determined by calculating the average price for 
that trading period, grouped by quarter and business and non-business day for 
both Otahuhu and Benmore; and dividing by the average business/non-business 
day price for each quarter for both Otahuhu and Benmore.  

   is a location factor which is calculated for each node in each island with 

respect to Benmore in the South Island and Otahuhu in the North Island in the 
manner as described in clause 13.2211 of the Code apart from the substitution of 
island area for grid zone area. 

Factors are calculated and published before 1 November of the year preceding 
the calendar year in which they will be applied. The sample period for 
determining factors other than fn is 10 years of historical data starting on 1 
October 2010. 

                                    

Where              represents the net daily average ancillary service payment to 

the clearing manager over the last2 settled billing months and dexit_period. 

                               
   

 

For all trading periods in the participant’s registered exit period the HSA forecast 
value is calculated in accordance with the terms of the hedge settlement 
agreement while substituting the applicable exit period base price plus the adder. 

 

Calculation of the adder 

A_Qtr is established by first determining the actual sale and purchase exposure that would have 
resulted for a hypothetical retailer for an exit period starting each day in a quarter (Qtr) for the 
last ten years or any such number of years such that no quarter is sampled prior to 2011. These 
values are compared with the corresponding day’s result of the exit price portion of the exit 
period margin calculation: 

                         
    

   

  

A_Qtr is set equal to the smallest of the top quartile differences between Gepp and the actual 
exposure calculated with final prices.  

 

1
 This was quoted as 13.211 in the clearing manager’s consultation paper.  Clause 13.221 is the correct clause for 

calculating the location factor.  

2
 This was “last three months” in one place in the consultation.  The text and an earlier reference used the “last 

month”.  We have corrected this to use only the last month, as is currently used. 
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The hypothetical retailer is set as a consumer of 1% of the load at all nodes, with an 18 day exit 
period.  

The adder is calculated at least two months before the start of each calendar year as per 
Clause 10(6)(ii) of Schedule14.1.  This will require that the adder for quarter 4 is calculated the 
year before the one used in quarter 3. 

The adder will be published by the clearing manager on the clearing manager portal during the 
month of October each year. 

The $/MWh price adder will be a single non-negative number that applies across all the prices 
in a quarter. 
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Appendix 2: Summary of submissions including the 

clearing manager’s response 
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Settlement and Prudential Security (SPS) project 

Summary of submissions on the consultation for three new prudential methodologies. 

Party Comment Clearing manager’s response 

Q1. Do you support the proposed methodology for estimating general outstanding exposure?  

Contact Yes Noted 

Flick Energy Yes Noted 

Major Electricity Users' Group Yes we agree with the proposal in section 2.3 of the paper taking 
into account the discussion of alternatives in sections 2.4 and 2.5. 

Noted 

Meridian Energy Yes. The proposed methodology is very similar to the existing 
methodology with only two minor changes: using the exit period 
price when no better price is available; and including washup 
amounts where these are available.  The current methodology works 
well and the minor changes are appropriate enhancements. 

Noted 

Nova Energy - - 

Pioneer Generation - - 

Pulse Utilities Pulse supports the proposed methodology. In particular, we view the 
maintenance of existing methodologies as efficient in relation to the 
aim of delivering changes by 1 April 2015. 

Noted 

Simply Energy (see General comments) Noted 

Trustpower In terms of quantity, yes, provided unoffered generation is explicitly 
included. 
 
(The second part of this response was moved to question 6.) 

Noted.   
Un-offered generation is included in the 
methodology.  Participants need to submit this 
data to the clearing manager. 

Q2. 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? 

Contact Yes Noted 

Flick Energy Yes Noted 

Major Electricity Users' Group Yes. Refer answer to qu. 1 above. Noted 
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Party Comment Clearing manager’s response 

Meridian Energy Yes, Meridian considers the treatment of ancillary services is fit for 
purpose.  The current methodology uses the last settlement month 
daily average net ancillary services amounts and projects these for 
the appropriate number of days.  The methodology is simple and 
easy to understand which is appropriate given the relative size of the 
ancillary services component in the overall prudential calculation.  
Our view is that the cost of any further development to estimate 
more accurately would outweigh the benefits. 

Noted 

Nova Energy - - 

Pioneer Generation - - 

Pulse Utilities Pulse supports the proposed methodology and considers it fit for 
purpose. In particular, we view ancillaries as a non-material amount 
which justifies a simplistic approach. The maintenance of existing 
methodologies is also efficient in relation to the aim of delivering 
changes by 1 April 2015. 

Noted 

Simply Energy 

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

Noted. Ancillary services are a relatively small 
proportion of total assessed prudential security.  
In the clearing manager’s view, the use of one 
month average provides a more accurate estimate 
without contributing to volatility. 

Trustpower Current treatment is considered adequate. Noted. One month of data is currently used. 

Q3. Do you support the proposed approach to estimation of future volumes? 

Contact Yes  

Flick Energy Yes  

Major Electricity Users' Group Yes we agree with the methodology for estimating exit period 
volumes described in the last few paragraphs of section 2.6. This is 
summarised in the Executive Summary section as “For forecast 
volumes a three week trailing average provides differentiated values 
for each node and trading period across business or non-business 
days.” 

 

Meridian Energy We assume this question relates to forward estimates of prudentials.  
Meridian supports the approach proposed which is to use the 7 day 
trend in outstandings to project forward for the next 3 business days. 

The clearing manager believes this answer is 
referring to the forward estimate. 
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Party Comment Clearing manager’s response 

Nova Energy - - 

Pioneer Generation - - 

Pulse Utilities Yes. Noted 

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

Taken as support for the proposed methodology. 

Trustpower Yes, provided unoffered generation is explicitly included.   Yes, un-offered is included in methodology. 

Q4.  Do you support the proposed approach to profiling ASX prices to arrive at exit period base prices? 

Contact Yes, Contact supports the use of profiled ASX prices as it more 
accurately reflects cost differences between participants. Contact 
believes location factors should be calculated quarterly in order to 
accurately price seasonal risk. 

Noted 

Flick Energy Yes Noted 

Major Electricity Users' Group Yes we agree with profiling ASX prices as described in table 5 in 
section 2.8: “Profile by month, trading period, and node, 
differentiating by non-business day and business day.” 

Noted 
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Party Comment Clearing manager’s response 

Meridian Energy Yes, Meridian supports the core of the proposed approach to arrive 
at exit period base prices.  This includes:   
• using a 20 day average of ASX closing prices to reduce any 
incentive to game the ASX market to affect prudential requirements;   
• using profiles to more accurately reflect prudential requirements for 
different retailers and direct connect consumers that have 
consumption at different times of day that have different costs.     
Meridian is concerned about using 3-10 years of historical data as 
the basis for the profiling calculation.  Conceptually we support the 
use of a forward looking approach that better reflects the impacts on 
prices of market structure and other circumstantial drivers (storage, 
outages, fuel availability).  We acknowledge that a change in 
approach would require a code amendment and may not be a 
practical and cost effective solution given the resulting exit period 
prices feed into at most 18 days of the prudential calculation.  On 
this basis Meridian is willing to support the use of the historical data 
with a review of the methodology 12 months after implementation. 

Noted. Agree that a forward looking approach 
would not be Code compliant. Agree that a review 
after 12 months operation would be worthwhile. 

Nova Energy - - 

Pioneer Generation - - 

Pulse Utilities Pulse in support of the profiled approach so long as a 5 year historic 
view is taken as opposed to 3 years. 5 years is a larger sample size 
reducing the influence of any abnormal year. In particular, it is not 
reasonable to consider the dry Autumn’s of the last 3 years as 
normal. 

Noted. 
The clearing manager proposes that 3 years of 
data represents a mature market.  

Simply Energy 
Specific design points: 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. 

Profiling does result in a moderately smaller adder 
and provides an exit period margin price that is 
reflective of participants’ actual load profiles.  
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Party Comment Clearing manager’s response 

Trustpower We have no particular preference for profiling versus flat prices, 
recognising that there is a tradeoff 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. 

Noted.  The clearing manager intends to provide 
data to allow participants to model their prudential 
independently. 

Q5.   Do you support the proposed method of calculating the adder? 

Contact Contact is supportive of using a quarterly ‘adder’ as it is of the view 
that this more accurately captures the intent of section 10  5  b of 
schedule 14.1. Measuring risk to the market using an annual ‘adder’ 
smears risk across the year making under procurement more 
pronounced in risky periods.  

Noted. Supporting a quarterly adder. 

Flick Energy Yes  

Major Electricity Users' Group MEUG supports the adder being calculated on a profiled 
methodology. Because a profiled method uses more granular history 
it is likely to better reflect actual historic marginal costs or risks. If the 
adder price component better reflects marginal costs then over time 
better operational and investment decisions will be made.   Non-
profiling by contrast is in an averaging approach. That would benefit 
some parties to the disadvantage of others. MEUG suggests high 
load factor consumers have already been disadvantaged by the 
Code specifying the adder be for a "... hypothetical purchaser that 
purchases a constant proportion of total electricity purchased ...". 
The paper also mentions this potential bias. We do not favour further 
tilting the bias in favour of retailers and low load factor consumers by 
adopting a non-profiled basis for calculating the adder. 

Noted 
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Party Comment Clearing manager’s response 

Meridian Energy Meridian agrees with the concept of the adder and achieving a 
probability of loss given default of 25%, as this represents an 
improvement in the level of prudential cover compared to the current 
process.   
Meridian’s concern about the use of historical data also applies to 
the adder calculation.  Our concern in this case is in the skew of the 
adder results for particular quarters based on the historical data 
used.  To overcome this skew Meridian supports calculation of the 
adder at an annual rather than quarterly level with the adder applied 
uniformly to all quarters. 

Noted.  An annual adder would not comply with 
the Code. 

Nova Energy - - 

Pioneer Generation - - 

Pulse Utilities Pulse in support of the proposed method so long as a 5 year historic 
view is taken as opposed to 3 years. 5 years is a large sample size 
reducing the influence of any abnormal year. In particular, it is not 
reasonable to consider the dry Autumn’s of the last 3 years as 
normal. 

Noted.  The clearing manager is proposing to use 
a three year historical data set as the data older 
than three years is considered not suitable due to 
low liquidity and volume with the index. 

Simply Energy 

 

 

Trustpower Please refer answer to Q1 above. Noted 

Q6.   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)? 

Contact Yes  

Flick Energy Yes, No to including 2008  
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Party Comment Clearing manager’s response 

Major Electricity Users' Group MEUG supports the initial adder being calculated for the minimum 
period of 3 years as provided for in new Part 14A cl 10 5 b . Using a 
longer time series would, in the view of MEUG, incorporate 
outcomes reflecting poor risk management behaviour by generators 
including use of “political hedges” and exercise of market power 
during dry periods. Recent market structure and code changes have 
reduced that poor behaviour. Hence as short a historic time series 
as possible should be used to calculate the initial adder.  We are not 
convinced the time series after the initial year should each year 
extend a year. The market structure, behaviour and risk profiles may 
well change again. For example more new entrant pure retailers 
may enter the market and other business models develop. An 
example of the latter would be more end consumers being directly 
cleared with the Clearing Manager with and without intermediary 
service providers. The risk profile of the industry may change and an 
ongoing shorter historic time series would better capture those 
trends.  MEUG suggests from year 2 onwards the adder be 
calculated on the immediate past three years. If this approach 
proves not to be a useful estimate of the near term adder then a 
variation can be made using new Part 14 Schedule 14.2 cl4 to 
extend the historic sequence beyond the minimum 3 years provided 
in new Part 14A cl 10 5  b . 

Noted. 
Regular reviews of the prudential security 
methodology will help determine if the approach 
suggested by MEUG is appropriate. 

Meridian Energy As detailed in our covering letter and in the answers to Q4&5 
Meridian has concerns about the use of 3-10 years of historical data 
in the calculations relating to exit period prudential prices.  This 
sample is disconnected from the circumstances of the day and as 
the consultation paper shows, can lead to skewed results that aren’t 
representative of the full range of outcomes possible.  Meridian 
prefers the use of a forward looking approach that better reflects the 
impacts on prices of market structure and other circumstantial 
drivers (storage, outages, fuel availability).  We acknowledge that a 
change in approach would require a code amendment and may not 
be a practical and cost effective solution given the resulting exit 
period prices feed into at most 18 days of the prudential calculation. 

Note. See comments above.  

Nova Energy - - 

Pioneer Generation - - 
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Party Comment Clearing manager’s response 

Pulse Utilities Pulse is in support of a 5 year historic view being used as opposed 
to 3 years. 5 years is a large sample size reducing the influence of 
any abnormal year. In particular, it is not reasonable to consider the 
dry Autumn’s of the last 3 years as normal. 2008 should be excluded 
as it only exacerbates the issue raised. 

Noted.  The clearing manager is proposing to use 
a three year historical data set as the data older 
than three years is consider not to be suitable due 
to low liquidity and volume with the index. 

Simply Energy Selecting ASX prices; we support using 20 settlement days because 
this will reduce overall volatility in prudential amounts relative to a 
shorter sample period.  

Noted 

Trustpower Please refer answer to Q1 above.(moved below) We support 
including as long a period as possible in order to capture default risk 
in dry years such as 2008. 
 
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. 

Noted.  Index data of the last three years is 
considered to be the most currently suitable and 
will increase each year.  Changes since 2008 
suggest that it is not a good year to include in the 
calculation for future price predictions. 

Q7.   Do you support the proposed method of calculating the settlement retention amount (SRA)? 

Contact Contact agrees in principle that the Clearing Invoices (and 
supporting data) should maintain at least the current level of details, 
i.e. that we are able to split the invoices items into generation and 
purchases for internal accounting and financial reporting.  This also 
applies to the Washup Notifications. 

The proposed methodology does not cover items 
such as detail in the invoice.  The design work 
being undertaken does include retaining all the 
current information in the invoices and washup 
notifications.  The point is noted and will be 
considered during design. 

Flick Energy Yes Noted 

Major Electricity Users' Group No view. Noted 

Meridian Energy Yes, Meridian supports the proposed method of calculating the SRA.  
Application of the SRA as a percentage of the amount owing to 
generators is a simple solution.  
It is difficult for any individual participant to accurately calculate the 
SRA % that would have applied historically and therefore to have a 
good understanding of how this number can vary.  Meridian 
recommends that the Clearing Manager publish an estimate of the 
SRA percentages over the last 3 to 4 years using the proposed 
methodology to give participants a view of the size and range of this 
percentage under different circumstances. 

Noted as being in support.  The clearing manager 
intends to publish the SRA ratio along with the 
invoices and statements.  Estimates of the SRA 
over the last 3 years have shown the SRA to vary 
from 3 to 10%. 
 
The clearing manager intends to keep historical 
SRA ratio data and make it available to 
participants. 
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Party Comment Clearing manager’s response 

Nova Energy - - 

Pioneer Generation - - 

Pulse Utilities Yes. Noted 

Simply Energy - - 

Trustpower Yes  Noted 

Other comments 

Meridian  Meridian generally supports the methodologies as proposed in the 
consultation document and particularly that simplicity has been 
aimed for wherever possible. 

Noted 

Meridian  

Meridian has concerns about the use of 3-10 years of historical data 
in the calculations relating to exit period prudential prices.  This 
sample is disconnected from the circumstances of the day and as 
the consultation paper shows, can lead to skewed results that aren’t 
representative of the full range of outcomes possible.  Meridian 
prefers the use of a forward looking approach that better reflects the 
impacts on prices of market structure and other circumstantial 
drivers (storage, outages, fuel availability).  We acknowledge that a 
change in approach would require a code amendment and may not 
be a practical and cost effective solution given the resulting exit 
period prices feed into at most 18 days of the prudential calculation.  
On this basis Meridian is willing to support the use of the historical 
data but recommends the adder is calculated for the full year and 
applied uniformly to each quarter.  Meridian also supports a review 
of the methodology 12 months after implementation. 

Noted. Covered in response above. 

   
Given the complexity of the prudential and settlement calculations, 
Meridian requests that the Clearing Manager provides a set of 
illustrative worked examples of the calculations for a vertically 
integrated generator / retailer and for an independent purchaser.  
Worked examples will help to translate the concepts underpinning 
the methodologies to an operational understanding.  Also useful in 
this area would be some detail on the size and range of actual 
settlement retention amount percentages that would have applied 
over the last 3-4 years had the proposed methodology been applied. 

Noted. 
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Party Comment Clearing manager’s response 

Meridian  Meridian recommends a review of the methodologies 12 months 
after they are implemented.  This will allow the methodologies to be 
refined once the industry has sufficient practical experience to 
usefully comment. 

Agreed. 

Meridian  Meridian notes that the new methodologies place the responsibility 
on market participants to monitor their own prudential levels and 
ensure sufficient prudential is lodged with the Clearing Manager on 
an ongoing basis.  Active management of prudentials and 
communication with parties when additional prudential is required 
are core Clearing Manager roles.  While the change doesn’t cause 
any significant issues for Meridian we are concerned that it may not 
work as effectively for smaller parties.  While it hasn’t been specified 
in the methodologies, Meridian’s view is that daily prudential 
requirements should be actively communicated to participants (e.g. 
by email) rather than requiring participants to log on to a web page 
or portal. 

Noted.   

 Meridian  
Additional comments 

Meridian requests the Clearing Manager provide some worked 
examples of the methodologies for say a vertically integrated 
generator / retailer and an independent purchaser.  A step by step 
walk through of the prudential calculations and the settlement 
calculations would go a long way to making the concepts in the 
methodologies understandable at an operational level, and act as a 
dry run of the approach.  

Covered above. 

Meridian  
Additional comments 

Given some of the methodologies are new, Meridian strongly 
supports a review of the methodologies after they have been in 
operation for 12 months.  This will provide opportunity for the 
methodologies to be refined once the industry has a reasonable 
level of practical experience working with them.   

Covered above. 
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Party Comment Clearing manager’s response 

Meridian  
Additional comments 

We note that the new methodologies place the responsibility on 
market participants to monitor their own prudential levels and ensure 
sufficient prudential is lodged with the Clearing Manager on an 
ongoing basis.  Active management of prudentials and 
communication with parties when additional prudential is required 
are core Clearing Manager roles.  While the change doesn’t cause 
any significant issues for Meridian we are concerned that it may not 
work as effectively for smaller parties.  While it hasn’t been specified 
in the methodologies, Meridian’s view is that daily prudential 
requirements should be actively communicated to participants 

Noted. 
The clearing manager has always worked to 
ensure that participants do not default.  The new 
processes will not remove this duty of the clearing 
manager to ensure that the required prudential 
security is held.   

Nova Nova finds the proposed approach to most elements of calculating 
the Clearing Manager’s (CM’s) net exposure to electricity retailers 
fair and reasonable. The impact of these to Nova is comparatively 
minor in comparison to the forward estimate of generation volumes. 

Noted as being in support.   

Nova Nova’s McKee Peaker Plant (MPP), with a nominal capacity of 100 
MW, consists of two open cycle gas turbines. It is generally operated 
when electricity prices exceed its short run operating costs. When 
CM’s projected market prices exceeds current prices, we can find 
situations where the projected cost of the retail load is increased 
significantly, yet no account is taken of the MPP operating to cover 
that load. This causes the required prudential cover to increase 
quickly and by large amounts.   
The projected availability of the MPP is not significantly different to 
any other thermal plant. Planned outages are advised to the market 
under the POCP protocols and Information Disclosure requirements 
under the Code. 
Nova proposes that the CM should be able to make an assumption 
of the MPP and similar peaking plants being available at set prices. 
These prices can be determined from historical market behaviour, 
and an appropriate adjustment made for any uncertainties involved. 
This would be far more accurate than merely projecting generation 
based on recent trends. 

Noted.   
The clearing manager’s predictions of future 
volumes have been calculated using recent 
volumes.   If the clearing manager was to predict 
peaker plant generation based on predicted 
prices, it would have to do the same for other 
generation types to be internally consistent.  This 
modelling would be increase the methodology 
complexity. 



 
 

DRAFT SETTLEMENT AND PRUDENTIAL SECURITY METHODOLOGIES – 14 April 2014 34 of 38 

Party Comment Clearing manager’s response 

Nova As an alternative, the CM could use the market model it uses to 
assess FTR prudential obligations as a tool for estimating projected 
generation revenues. This model, which is already available to the 
CM, could be used to determine expected generation output within 
prescribed confidence levels. Given that the model applies planned 
plant and lines outages, and captures over 80 years of historical 
inflows, it is going to be a better guide to the future than a simple 
projection based on recent trends. 

Noted.  The Code amendment does not include 
the style of projection proposed in this submission 

Pioneer Pioneer supports the guiding principles outlined in the submission by 
Simply Energy and strongly recommend that when making decisions 
on the methodologies to use the Clearing Manager and 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 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, thus increasing the cost-to-serve 
and ultimately the cost to consumers.  Pioneer submits the 
methodologies should 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 facilities required by traders in the 
same way as unpredictability. On balance we would prefer 
methodologies that create higher ‘adders’ with less volatility to 
achieve a target level of probability-of-loss-given-default. 

Noted 
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Party Comment Clearing manager’s response 

Pioneer Design Features 
Pioneer concurs with the submissions made by Simply Energy 
relating to specific design features.   
In particular, we are concerned about unoffered generation being 
estimated on the basis of last month’s generation volumes and 
support Simply Energy’s suggestion to use historic generation in the 
same month of the prior years as a predictor.  Almost all of Pioneer’s 
generation is from renewable sources and inflows and wind can be 
subject to large seasonal fluctuations. However, with a good volume 
of water storage our generation is relatively responsive to market 
conditions at a portfolio level and this is better reflected in our 
historic monthly generation into higher priced months than 
comparing to what happened last month.   
We submit that a better predictor of overall generation volumes in a 
month can be derived from historic generation volumes in the same 
month 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.  The ability to 
average volumes over a period of say three years is also important 
given the well- recognised variation year-on-year in NZ’s hydro 
inflows. This methodology would improve both the calculation of 
exposure and increase the predictability of prudential calls. 
In conclusion, Pioneer Generation is concerned to ensure market 
arrangements promote competition, reduce barriers to entry and 
achieve the efficient end to end delivery of electricity for the long 
term benefit of consumers. 

Participants are able to submit up to date 
generation volumes to the clearing manager for 
the purpose of estimating prudential security. 
This information is used to estimate forward 
volumes in a manner consistent with offered 
generation. Using a bespoke method to estimate 
un-offered generation will increase the 
methodology complexity. 
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Party Comment Clearing manager’s response 

Simply Energy 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 

Noted 

Simply Energy Specific design points 
Prior consumption period estimation; We support forecasting 
consumption based on the prior month’s reconciled volumes 
because this is simple and predictable. 

Noted.  The clearing manager has found the 21 
day rolling average to be a better model as it more 
quickly reflects changes while not being too 
volatile. Previous month’s data can cause a very 
large prudential change when data is loaded, but 
then no changes for 30 days.  The situation could 
be considerably changed during this time. 
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Party Comment Clearing manager’s response 

Simply Energy Specific design points 
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.  
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.  

Participants are able to submit up to date 
generation volumes to the clearing manager for 
the purpose of estimating prudential security. 
This information is used to estimate forward 
volumes in a manner consistent with offered 
generation. Using a bespoke method to estimate 
un-offered generation will increase the 
methodology complexity. 

Last year’s volumes will not allow for new 
generation or for changes in customer base.  

Trustpower 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 submitted 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. 

Noted 

Trustpower 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. 

Covered in the question on the adder. 
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Party Comment Clearing manager’s response 

Trustpower 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. 

Covered in the question on the adder. 

Trustpower 
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. 

Covered in the question on the adder. 

TrustPower 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 
published. 

Covered in the question on the adder. 

Trustpower 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. 

Covered in the question on the adder. 

 

 


