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Summary 

This document summarises submissions on the Clearing Manager’s Consultation on Daily 

Settlement Price calculation Methodology. This Consultation was circulated to industry 

participants on 29 July 2013 with responses received by 5pm on 14 August 2013. The 

main aspect of the consultation surrounded the calculation methodology for Daily 

Settlement Price sub-methodology 1 within the Prudential Security Assessment 

Methodology (latest version dated 19 December 2012). In total six written submissions 

were received. Full submissions are available at www.nzxgroup.com/energy/ftrs. 

During the time between consultation circulation and receipt, the Clearing Manager 

visited five participants to discuss this particular issue and spoke to a further participant 

as part of a wider discussion. 

This summary is primarily intended to inform the industry, the Electricity Authority, and 

related service providers 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.  The Authority Board is expected to consider the 

recommendation at their monthly board meeting. 

General 

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

Genesis, Mighty River Power, Meridian, OM Financial and Trust Power.  

Supported provisions 

Submissions were broadly supportive of the need to make a change to the calculation 

methodology for Obligation Daily Settlement Prices.  

Controversial provisions 

Three submitters were supportive of the proposed absolute movement approach. Two 

submitters were supportive of an “adjusted” absolute movement approach with each 

having a proposed way in which to “softening” impact. One submitter suggested another 

of the options specified within the document, the “hybrid” approach, had more merit at 

this stage.   

Other common themes/suggestions 

 Submitters were generally supportive of ongoing day-to-day review of the DSP 

methodology and a further wider-ranging review at the end of 2013. 

 Simplicity in approach was favoured over a methodology which was ambiguous 

and potentially difficult to understand. 
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Responses to consultation questions 

 

Responses to consultation questions are summarised in the table below.  

Have you any comments with respect to the application of sub-methodologies 2 & 3? 

Contact “No” 

Genesis “No” 

Meridian “Meridian has no comments at this stage regarding the application of methodologies for valuing Daily Settlement Prices 

(DSPs) in the month prior to and during the FTR period (FTR sub-methodologies 2 & 3)” 

Mighty River 

Power 

No specific comment provided 

OM 

Financial 

“OMF does not have any comments in respect to the application of sub methodology 2 & 3” 

Trustpower No specific comment provided 

 

Do you consider the issue raised is of sufficient importance to warrant an immediate change in the assessment methodology? 

Contact “Yes” 

Genesis “Yes. In particular, the issues raised must be resolved before any expansion of the FTR” 

Meridian “Meridian agrees that the issues identified as part of the NZX’s analysis, in particular the prospect of the methodology 

returning DSP estimates that materially diverge from underlying trends in value estimates, should be addressed” 
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Mighty River 

Power 

Mighty River Power indicated within their submission that the issue raised was of sufficient importance to warrant an 

immediate change. 

OM 

Financial 

“We agree with the NZX that the issue raised is of significant importance to warrant immediate change” 

Trustpower “We support the clearing manager in their assessment of whatever improvements may be considered appropriate” 

 

Do you support the change in methodology as proposed by the Clearing Manager? If not, what methodology would you favour? 

Contact “I think this methodology still creates issues….An alternative that would avoid this issue would be to take the Minimum 

price movement between Method 1 and Method 2” 

Genesis Genesis Energy is not convinced that a change to the absolute movement approach as favoured by the Clearing Manager 

will deliver a net benefit to the FTR market. “In our view, the hybrid approach has more merit. We suggest that the 

hybrid approach could prove workable – provided that careful consideration is given to the weightings used under low 

and high price scenarios. We also suggest that the weighting factors in the proposed hybrid model need to be modified. 

This modification should ensure that the absolute or base model is favoured, depending on the price levels and/or 

magnitude of separation” 

Meridian Meridian’s preference is that the issues identified by NZX are addressed in the first instance by trialling an approach that 

uses averaged absolute movements in reference values, for instance over a 7 day period, bounded by the range implied 

by reference prices and price setting trades, to drift the DSP for obligation products.  “This type of approach will limit the 

potential for exaggerated DSP movements whilst softening the influence of daily volatility in reference values…. 

…The following diagrams provide an illustration of how the type of ‘bounded approach’ we have in mind could operate.  

As is shown below, the approach would involve using a DSP of $5.35 rather than $8.06 in a situation where the ASX 

reference value suggested a valuation of $5.25, the PPM a value of $2.38, and the last PST was $5.35.  
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ASX PPM PST DSP (current) DSP (NZX proposed) DSP (Meridian apply cap and floor)

2.00$      0.21$      5.35$      5.35$               5.35$                             5.35$                                                            

1.00$      0.20$      3.89$               4.85$                             4.85$                                                            

1.00$      1.31$      14.67$            5.40$                             5.35$                                                            

3.95$      2.49$      42.90$            7.47$                             5.35$                                                            

5.25$      2.38$      49.02$            8.06$                             5.35$                                                             
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Like the NZX, we are concerned that the ‘normalised absolute movement’ and ‘hybrid’ approaches will be complex to 

implement and use and will not be met with gains of sufficient scale to justify their introduction” 

Mighty River 

Power 

“We support the application of Option One: the absolute movement approach on the basis that it is likely to address the 

underlying issue identified in the paper in the most straight forward manner” 

OM 

Financial 

“We support the change in methodology to an absolute movement approach; we understand and support the option for 

the reasons outlined by NZX.  In our view, and for our clients, we believe the approach is indeed the best way for 

manage any risk associated from a volatility and administration viewpoint” 

Trustpower “We support the clearing manager in their assessment of whatever improvements may be considered appropriate” 
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Do you support the approach of isolating changes to Obligation products only? 

Contact “Yes” 

Genesis “We are concerned that option prices will be set to zero under the proposal. Under the current base methodology these 

will remain at zero until a subsequent price setting event” 

Meridian “Meridian supports changes only being made at this time to the approach used for obligation products.  

Since some of the issues identified by the NZX are likely to apply equally to option products, we consider it is important, 

however, that possible changes to the methodology for option products are assessed as part of the review of the 

methodology scheduled to be undertaken in coming months.  In our view an approach similar to that described in our 

response to Q3 involving the use of averaged results could be an effective way of addressing the issues that could arise 

in relation to options”    

Mighty River 

Power 

No specific comment provided. 

OM 

Financial 

“We don’t hold a view on a strong view on the option” 

Trustpower No specific comment provided. 
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Additional submission points by submitter 

Comments in addition to answers to specified questions are shown in the table below. 

Submitter Submission points 

Contact Energy  Would like to see another review of the DSP calculation at 

the end of the year as the market has had more time to 

mature, but there may be enough reason to implement some 

immediate changes.  

Genesis  Useful to consider the issues raised in the paper against 

actual market outcomes. 

 This should be part of the next scheduled review and update 

of the FTR Allocation Plan. 

Meridian  Suggest this change, and possible changes to address the 

issues that have been identified as they apply to options, are 

evaluated in full as part of the upcoming review of the 

methodology. 

 Strongly welcome more detailed reporting on the Price 

Predictive Model performance, relative to other metrics, in 

predicting underlying values. 

Mighty River 

Power 

 Understand the Clearing Manager will continue to monitor the 

situation and there will be further opportunities to refine the 

methodology if necessary during the formal review of the 

prudential security assessment methodology later this year. 

OM Financial  Nil 

TrustPower  In general, we have found the methodology (both current 

and proposed) rather confusing, as it appears to involve 

combinations of rather opaque sub-models, the comparison 

of which can only be assessed in practice. 

 It is a concern to us as an FTR participant if the existing 

model is so unstable as to require substantial revision after 

less than 2 months in operation  

 We ask that regular reports are provided of the results in 

practice, i.e., accuracy of modelled Daily Settlement Price 

against the next Price Setting Trade at auction  

 It may be worth considering a reduced weighting for longer 

term FTR products in a portfolio. For example, FTR products 

more than three months out may be given a low (or zero) 

weighting in the calculation. The reasoning is that FTR 

prudential is netted off against spot market prudential, and 

the latter only covers (currently) a maximum of ~37 days of 
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forward spot exposure. It is difficult to understand why FTRs 

should be valued right out to 2 years’ worth of holdings when 

they are only offsetting a month or two of forward prices. 

Arguably, the intent was to mirror the ASX regime, but that 

is a different type of product.  

 

Next Steps 

We believe within the submissions presented, there is an acceptable mandate to pursue 

with the proposed absolute movement approach. However, within these same 

submissions, participants have offered forward alternate methodologies to address this 

issue. The main themes of these alternatives are to reduce day-to-day movement in DSP 

and contain upward movement in the case where auction setting trades are at a higher 

level than reference values. These proposed methodologies had not previously been 

considered by the Clearing Manager but we believe some, in particular the ideas 

proposed by Meridian and Contact are worthy of further analysis and consultation. 

The Clearing Manager also notes the results of the August primary and variation auctions 

where three separate obligation products were purchased by participants with the 

following initial metrics: 

 Product Period Price 

Setting 

Trade 

(PST) 

Initial 

ASX Ref 

Value 

Initial 

PPM 

Ref 

Value 

Average 

Ref 

Value 

Current 

DSP – 

As at 

23 Aug 

2013 

Primary 24HR-OBL-

BEN->OTA 

Oct 

2013 

$12.00 $14.50 $7.94 $11.22 $12.76 

Primary 24HR-OBL-

BEN->OTA 

Dec 

2013 

$8.25 $14.50 $4.57 $9.54 $8.57 

Variation 

 

24HR-OBL-

BEN->OTA 

Sep 

2013 

$14.93 $24.20 $6.11 $15.16 $25.86 

*  

* Using sub-methodology 2 hence non-alignment with auction clearing price 

While individual reference values have a degree of price separation from the PST, the 

Clearing Manager takes comfort that the average reference value and PST are relatively 

closely aligned which suggests any adverse multiplication effects can be largely 

contained to realistic levels. Furthermore, for the two products auctioned in the primary 

auction, we have yet to see a material change in DSP.  This indicates that adverse 

effects have a reduced likelihood of occurring in the short to medium term which in turn 

reduces some of the time pressure to effect an immediate change. 
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Given the above, the proposed next steps are as follows: 

1) Scenario analysis of the two proposed methodologies as above. Estimated to be 

complete 30 August 2013 

2) Presentation of analysis results to participants with along with recommendation 

for methodology.  Estimated to be complete 30 August 2013 

3) Dialogue with participants to confirm preferred methodology. Weeks of 2-13 

September. This may again entail individual visits to participants.  

4) Presentation of proposed methodology to EA in time for their October board 

meeting. Presentation of recommendation to EA – 20 September 

We thank those participants who provided feedback for their contribution to this matter 

and provide thanks in advance for the time and effort taken for ongoing dialogue with 

respect to this issue. 


