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Executive Summary
When invoked, a default levy is currently charged to all non-defaulting market participants
(MPs), weighted by their invoice value. At the industry level, this arrangement has merit
because it does not discriminate between different classes of MPs. It is, however, also true
that the arrangement has the effect of creating distortion within the retailer class of MPs. It is
also not consistent with good principles for allocating default risk. There is no easy and
perfect solution. But given the potential for intra-class distortion (among retailers/debtors), we
recommend a rule change to allocate default levies only to MPs who are “net creditors” i.e.
those with positive net invoice amount. The Rules Change Panel recommends that the EMC
Board adopt this proposal.

Page 2 of 87

Paper No: EMC/RCP/30/2007/254
1.

Introduction: Current Situation

Under the Market Rules, a Market Participant (MP) is in default when it is unable to pay its
invoice. When the default persists, and the defaulting MP’s credit support is insufficient to
cover the shortfall, a default levy (unpaid invoice less credit support of the defaulting MP) is
imposed on all non-defaulting MPs. Each non-defaulting MP’s share of the default levy is
directly proportional to its absolute net invoice amount for the trading day to which the default
relates.
The RCP’s 2005 Work Plan included a study of the efficacy of imposing a default levy (due to
a defaulting debtor) on non-defaulting debtors. This project was initiated in response to a
question by a Panel member on why non-defaulting retailers should be liable for a default
levy.
2.

Problem Definition

In Singapore’s wholesale electricity market, retailers are normally debtors while generators
are creditors. The risk of payment default naturally originates from retailers. It is possible that
situations (such as negative prices) could occur such that their capacities are reversed but
these are not the norm.
2.1

How the Existing Default Levy Arrangement Works

Each MP is invoiced a net amount for each day’s trade. With a 20-day MP payment date, the
mandatory credit support value is 30 times the estimated average daily exposure of a MP.
Besides covering the 20 days of trade already executed by the MP payment date, the
additional credit support covers the 10 days needed to suspend the defaulting MP.
With a 20-day payment cycle, a default will only be discovered on Trade Date (TD) + 20 days.
When this happens, EMC would issue a default notice to the defaulting MP and take steps to
realize credit support provided by the MP for the owed amount. If the credit support provided
is sufficient, no default levy will be imposed for trading day T. If not, the net amount (after full
credit support realization) still owed by the defaulting MP for that trading day T will be the
default levy amount imposed on all non-defaulting MPs. The share of each non-defaulting MP
will be proportionate to their net invoice amount for trading day T.
Example 1: Retailer A Defaults

Retailer A
Retailer B
Retailer C
Generator D
Generator E
Generator F

Invoice Amount for
Trading Day T (a)
$
5,000,000
$
5,000,000
$
5,000,000
$
(5,000,000)
$
(5,000,000)
$
(5,000,000)

Status
Net Debtor
Net Debtor
Net Debtor
Net Creditor
Net Creditor
Net Creditor

Payment on
T+20 Days (b)
$ 1,000,000
$ 5,000,000
$ 5,000,000
NA
NA
NA

Net debt = Default
Credit Support Balance (d) Levy Amount (e) =
Provided (c)
= (a) - (b)
(c) - (d)
(1,000,000)
$
3,000,000 $ 4,000,000 $
$
5,000,000 $
$
$
5,000,000 $
$
$
$
$
$
$
$
-
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Retailer A
Retailer B
Retailer C
Generator D
Generator E
Generator F

Denominator for determining share of default
levy (f) = sum of (a) for all non-defaulting
Share of Default Levy (g) = (a) /
MPs
(f)
NA
20%
20%
$
25,000,000
20%
20%
20%

If the defaulting MP continues to default on payment for subsequent trading days, a separate
default levy amount will be calculated and imposed on non-defaulting MPs for each of the
trading day.
3.

Analysis: Application of Design Principles

Since this is an issue of cost and risk allocation, we bear in mind the following three
fundamental principles of the wholesale market design on cost and risk allocation:
1. Those that cause costs must face the costs they cause
2. Risk will be allocated to the party best able to manage it
3. Equity, when it is addressed, must be a secondary consideration
These principles should be reflected in the default levy allocation arrangement.
3.1

Current Arrangement: Why all MPs share the burden of a Default Levy

In a paper titled “The Default Levy – An Overview” prepared by PA Consulting in Nov 2001,
we read that “There is no sound justification for placing a default burden on any single class of
market participants”. The paper, however, did not discuss whether market participants should
be differentiated by their status as debtors or creditors.
Regardless of who bears the default levy, we know that the first principle, which is to allocate
cost to parties that caused the cost, is already fulfilled by virtue of the requirement of credit
support from MPs. It is, however, arguable if the second principle of risk allocation has been
applied. There is no definitive answer to the question of who is best able to manage debtor
default risk.
By spreading the default levy fairly across all MPs, this arrangement is simple and treats
different classes of MPs in the same way.
3.1.1

Two Intra-class Problems

In pricing their products and services, retailers have to consider their costs and risks. If a
retailer is liable to bear the default costs of its competitors, then the default risks of
competitors have to be factored into its pricing. The reality is that retailers will vary in credit
worthiness and size. In the two hypothetical cases below, we demonstrate two problems
associated with retailers:
(Note: For simplicity, the following two cases ignore the portion of the default levy that is
chargeable to generators. Including them does not change the outcome of our analysis.)
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Problem 1: Prudent Retailers Bear Higher Risks than Risky Retailers
Assume there are only two retailers with different probabilities of default:
Table 1

Trade Value
Probability of Default
Amount to provide for default of competitor1
Risk Provision per dollar of trade2

Retailer A
$ 5,000
2%
$
500
$
0.10

Retailer B
$ 5,000
10%
$
100
$
0.02

Both Retailers A and B are of the same size (have trade value of $5,000). With different
probabilities of default, this means that Retailer A has to provide for a 10% probability of
Retailer B defaulting. The expected value of that default would then be 10% x $5,000 = $500.
Retailer A is therefore faced with a $0.10 provision for every dollar of trade.
In the same vein, Retailer B has to account for a 2% chance of Retailer A defaulting,
amounting to 2% x $5,000 = $100. Retailer B is therefore faced with a $0.02 provision for
every dollar of trade.
The key observation here is:
•

For retailers of the same size (A and B), the expected risk per dollar of trade for the
retailer more likely to default (Retailer B) is lower! It is undesirable that a retailer that is
more credit worthy (Retailer A) should have to bear higher risk than a less credit
worthy retailer.

Problem 2: Smaller Retailers are Disadvantaged
Assume there are two different-sized retailers with the same probability of default:
Table 2

Trade Value
Probability of Default
Amount to provide for default of competitor
Risk Provision per dollar of trade

Retailer A
$ 4,000
2%
$
20
$
0.005

Retailer B
$ 1,000
2%
$
80
$
0.08

Both Retailers A and B have equal probabilities of default (2%) but different trade value. This
means that Retailer A has to provide for 2% x $1,000 = $20 in anticipation of Retailer B’s
default. Retailer A therefore faces a $0.005 provision for every dollar of trade.
In the same vein, Retailer B has to provide for 2% x $4,000 = $80 in anticipation of Retailer
A’s default. Retailer B therefore faces a $0.08 provision for every dollar of sales.

1

This is the expected amount that a retailer has to provide for in order to fully cover the default levy brought
about by a default of its competitor. Hence, it equals the product of its competitor’s Probability of Failure
and Trade Value. In retailer A’s case, it equals 0.01 (Retailer B’s probability of default) x $5,000 (Retailer
B’s trade value) = $500.
2
This is the expected amount mentioned in footnote 1 divided by the retailer’s own trade value. It represents
the amount of risk premium that it has to price into its products on a per dollar basis. In Retailer A’s case, it
equals $500/$5000 (Retailer A’s trade value) = $0.10.
Page 5 of 87

Paper No: EMC/RCP/30/2007/254
The key observation is:
•

For retailers with the same probability of default, the smaller retailer (Retailer B) has to
charge a higher risk premium to its customers.

Summary
The current default levy arrangement creates two undesirable effects on retailers:
a) Case 1: A more credit worthy retailer has to price in higher risk
b) Case 2: A smaller retailer has to price in higher risk
The net effect is that, under the current arrangement, retailers would not be competing on
equal footing.
3.2

Good Principles for Default Risk Allocation

Reflecting the three market design principles mentioned above, the following are good
principles for allocating residual default risk in the wholesale electricity market:
3.2.1

Creditors bear the default risk of debtors

This is the natural position in any business transaction involving a seller and a buyer. In the
context of an exchange, specific buyer-seller relationship cannot be established. Hence, it is
logical to spread debtor default risk proportionately to all creditors.
3.2.2

Arrangement is size neutral

The allocation arrangement must accord risk to the same class of MP equally, regardless of
MP size,
3.2.3

Arrangement is credit-risk neutral

The allocation arrangement must accord risk to the same class of MP equally, regardless of
the MP’s credit-worthiness.
3.3

Alternative Option: Allocating default levy only to Net Creditors

To better reflect the good principles of allocating residual default risk, an alternative is to
allocate default levy only to net creditors (typically generators) proportionately to their trade
value. The logic behind this arrangement is as follows:
1.
2.
3.
4.

All MPs participate in a compulsory pool;
Sellers (generators) cannot choose who (retailers) they sell to;
Hence, all generators face in aggregate all retailers’ default risks;
Since a default levy is allocated to generators in direct proportion to their net invoice
value, generators of all sizes bear the same default risk per dollar of sales;
5. Generators can choose to price this equal per-dollar default risk into their offers in the
wholesale market;
6. Retailers cannot choose their sellers;
7. They now bear the default risk of other retailers indirectly through the risk premiums
factored into wholesale prices by generators. Hence, the implied default risk is shared
between retailers in an unbiased way.
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3.3.1

How the alternative arrangement works

As with the arrangement described in section 2.1, the default levy amount will be calculated
on a trading-day basis. The only rule change required is to impose the default levy amount
only on “net creditors”, i.e. MPs with negative net invoice amount, for the relevant trading day.
Referring back to Example 1, the following calculations would take place:
Current Arrangement
Denominator for determining share of default
levy (f) = sum of (a) for all non-defaulting
Share of Default Levy Current
MPs
Arrangement (g) = (a) / (f)
Retailer A
NA
Retailer B
20%
Retailer C
20%
$
25,000,000
Generator D
20%
Generator E
20%
Generator F
20%

Alternative Arrangement
Denominator for determining
share of default levy (h) =
Share of Default Levy (i) = (a) /
sum of (a) for net creditors (h) for net creditors
NA
NA
NA
$
15,000,000
33.3%
33.3%
33.3%

Under the alternative arrangement, the default levy amount of $1,000,000 (from Example 1) is
now shared between the “net creditors” generators D, E and F.
3.3.1.1

Effect of Negative Prices

While consulting with MPs, there was a concern that using the “net creditor” / “net debtor”
concept to allocate default levy may not be appropriate when there are negative energy
prices. In periods of negative prices, generators may be required to pay to generate electricity
and still bear any default levy, resulting in a “double whammy” situation. The following
example illustrates how that is not possible:
Example 2: Sustained Negative Prices
Suppose sustained negative prices during a trading day resulted in the following net positions
for MPs:
Invoice Amount for
Trading Day T (a)
Retailer A
$
(1,000,000)
Retailer B
$
(1,000,000)
Retailer C
$
(1,000,000)
Generator D $
1,000,000
Generator E
$
1,000,000
Generator F
$
1,000,000

Status
Net Creditor
Net Creditor
Net Creditor
Net Debtor
Net Debtor
Net Debtor

Net debt = Default
Payment on
Credit Support Balance (d) Levy Amount (e) =
T+20 Days (b) Provided (c)
= (a) - (b)
(c) - (d)
$
$
3,000,000 $
$
$
$
5,000,000 $
$
$
$
5,000,000 $
$
$
$
$ 1,000,000 $
(1,000,000)
$ 1,000,000 $
$
$
$ 1,000,000 $
$
$
-

Current Arrangement
Denominator for determining share of
default levy (f) = sum of (a) for all non- Share of Default Levy (g)
defaulting MPs
= (a) / (f)
Retailer A
20.0%
Retailer B
20.0%
Retailer C
20.0%
$
5,000,000
Generator D
NA
Generator E
20.0%
Generator F
20.0%

Alternative Arrangement
Denominator for determining
Share of Default Levy
share of default levy (h) = sum of Current Arrangement (i) =
(a) for net creditors
(a) / (h) for net creditors
33.3%
33.3%
33.3%
$
3,000,000
NA
NA
NA

Under the alternative arrangement, generators who had to pay to generate electricity would
become net debtors for trading day T. Consequently, any default levy would only be borne by
retailers A, B and C.
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Two Scenarios with Vesting Contract Credits/Debits

3.3.1.2

Concerns were also raised over equal treatment in the following scenarios:
Scenario 1:
1. One (or more but not all) genco produced below its (their) Vesting Contract Quantity
(VQ) and thus had to purchase at high spot prices;
2. This one (or more) genco then becomes a net debtor as a result of Vesting Contract
Debits;
3. Other gencos remained as net creditors;
4. Retailers remain net debtors as per normal. A default occurs due to the high spot
price; and
5. In this instance, size neutrality among gencos may not be fulfilled.
Analysis: In scenario 1, the size neutrality principle does not always hold. Gencos with multi
units (hence larger size) has more flexibility in fulfilling their VQ. This leaves smaller singleunit generators at a higher risk.
Scenario 2:
1. Every genco produced below its VQ and thus had to purchase at high spot prices;
2. Every genco becomes a net debtor as a result of Vesting Contract Debits;
3. Retailers remain net debtors as per normal. A default occurs due to the high spot
price;
4. The MSSL becomes the sole net creditor in the wholesale market; and
5. The MSSL becomes the sole bearer of any default levy.
Analysis: In this scenario, the MSSL is the sole seller and should hence bear the whole of
any default levy. All three principles in Section 3.2 hold.
3.4

Comparing the two arrangements

Table 3: Comparison of current and proposed default levy arrangement
Current
Arrangement
(allocate to all
MPs/MSSL)

Proposed Arrangement
(allocate to net creditors only)
Normal
Prices

Desired
Characteristics

Sustained
Negative
Prices

When a
tripped
generator
becomes
net debtor

When all
generators
become net
debtors due to
Vesting Contract

Creditors bear
default risk of
debtor?

No

Yes

Yes

Yes

Yes

Size Neutral?

No

Yes

Yes

No

Yes

Credit worthiness
neutral?

No

Yes

Yes

Yes

Yes
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Table 3 shows that the proposed default levy arrangement is superior in that it has the three
desired characteristics in all but one scenario. The current arrangement, however, is
inconsistent with all the principles.
3.5

Deciding the Trade-offs: No perfect Solution

The current default levy arrangement reflects equity between different classes of MPs. Its
appeal is further augmented by the following:
1. Its simplicity;
2. Excellent credit standings of current MPs; and
3. Sufficient level of credit support.
However, allocating default risk to non-defaulting debtors is not consistent with good default
risk allocation principles and creates the intra-class problems mentioned. The proposed
arrangement, however, fulfills these principles in all but one remote scenario. It is hence not a
perfect solution.
Nevertheless, the proposed arrangement is clearly superior to the current one.
3.6

Should the current basis of sharing a default levy among liable parties be
changed?

The current basis used to apportion a default levy is the invoice amount of each liable party
for the trading day to which the default relates. Each liable party is allocated a share in direct
proportion to its invoice amount.
Mr Robin Langdale (a Panel member) noted that the use of this basis should be reviewed.
The following are his views and proposal for study (the full text of Mr Langdale’s note is
attached in Annex 3):
1. Failure of an MP beyond the amount of its prudential security is most unlikely to be
due to the events of one day’s trading. It is more likely the result of inadequate
financial management over a long period – most probably a period of years.
2. There is therefore no equity as between MPs in allocating a default on the basis of
one day’s trading.
3. Allocation should be on the basis of a longer measurement period, probably several
months trading where the effect of exceptional circumstances arising from time to time
would be smoothed out.
4. The proportion of the bad debt born by each MP would then be broadly in proportion
to the size of their businesses in the Energy Market.
EMC response:
1. The ability of wholesale electricity prices to fluctuate over 40-fold makes defaults over
one trading day more likely than in any other exchange market.
2. The wholesale electricity market is settled daily. This means that real debts are
incured on a daily basis. Matching the share of default levy to its corresponding bad
debt is the most equitable in our view.
3. Allocating the share of default levy to previously paid invoices deviates from the above
matching principle. It also has the practical problems discussed in Annex 4.
4. The current arrangement ensures that the proportion of bad debt borne by each
creditor exactly matches the share of the monies that it has received for the day’s
trading. In the classic case where a seller sells directly to a buyer, the risk of bad debt
relates only to unpaid invoices. For NEMS, the fact that trading is conducted via an
exchange market does not invalidate this principle.
Page 9 of 87

Paper No: EMC/RCP/30/2007/254
Given the above, EMC recommends retaining the current way of allocating shares of default
levy based on the invoice amounts for the trading day that the default relates.
3.7

Comparisons with Other Exchanges

3.7.1

Electricity Exchanges

Jurisdictions are divided on the way cost of default is distributed at the wholesale market
level. Australia (NEMMCO) and New Zealand impose cost of default only on non-defaulting
creditors. The US (PJM, ISO New England) and IESO Ontario (formerly IMO), split the costs
proportionately between debtors and creditors. See Annex 2 for a comparison of how the cost
of default is shared between market participants in some jurisdictions.
In the case of Ontario (IESO), we have consulted them on the rationale for making both
debtors and creditors share a default levy. There appears to be no particular reason for this
arrangement. On our query, the IESO has replied that “since the IESO has no mandate to
assume financial losses, all market participants will share the burden”.
3.7.2

Non-electricity Exchanges

In other financial exchanges, the most common way to deal with default payment is to let the
Clearing House (Exchange) bear the default risk. That is, any amount not claimed by the
exchange from a defaulter is regarded as a loss to the Exchange. The risk to the clearing
house can be dealt with in a variety of ways:
a)
b)
c)
d)

Owner(s) of the clearing house absorb the risk
Clearing members of the clearing house share the risk
Purchase insurance to cover the risk
A combination of the above

What is relevant to our discussion is method (b), where all clearing members bear some
portion of the loss. However, we need to note that in financial exchanges, clearing members
are typically brokers and traders. Brokers buy and sell according to customers’ orders, and
traders buy or sell depending on their view of the direction of prices. Hence, clearing
members cannot be singularly classified as buyers or sellers in the market. Hence, it is
appropriate that all clearing members bear a portion of the loss if that is the agreed losssharing arrangement.
In our wholesale electricity market, however, the physical nature of the market means that
buyers and sellers are clearly distinct.
4

Record of RCP Discussions

4.1

26th RCP Meeting on 11 May 2006

4.1.1

Issues raised at the 25th RCP Meeting:

Mr. Lim Ah Kuan (a Panel member representing market support services licensees)
reiterated that MSSL is required by EMA to facilitate the market by playing the role of an
intermediary between the gencos and retailers/consumers for the vesting contracts.
When the vesting contract mechanism is designed and assigned to MSSL as part of market
feature, the default levy is designed to be imposed on and shared among gencos and
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retailers, not on net creditors. If a certain feature in the market is subsequently changed,
especially in the upstream at wholesale level, it will naturally have an impact on the whole
market, including retail. Hence, the full impact of the proposed change will have to be
addressed so that no party is unfairly disadvantaged in the process, especially since the
market is originally designed as a whole and not in bits of wholesale and retail.
Response to issues raised at the 25th RCP Meeting:
As documented, the Vesting Contract (VC) design rationale made no reference to the default
levy arrangement. It is apparent that the VC mechanism was designed without regard to the
default levy arrangement. Also as documented, the design of default levy arrangement made
no reference to the VC design (VC has always been part of wholesale market design). In a PA
document to EMA on the subject of default levy design, the sole reason given for distributing
default levy among all MPs is that “there is no sound justification for placing a default burden
on any single class of MPs”. We have shown in our earlier analyses that by making all MPs
share default levies, intra-class inequity is created instead.
4.1.2

Excerpts from MSSL’s letter to EMC dated 22 March 2006 (See Annex 9)

Comments
Under Scenario 2 highlighted by EMC (see section 3.3.1.2 of this paper), where gencos
become net debtors because of vesting debits, and retailers remain as per normal as net
debtors, EMC concludes that MSSL thus becomes the sole net creditor in the wholesale
market and therefore should be the sole bearer of the default levy. We are of the view that this
is an inaccurate representation and thus, an unfair conclusion.
The following table highlights the vesting credits/debits positions of various parties:
Scenarios

Gencos

MSSL

Retailers

A

VCRP>HP

Debtor

Creditor/Debtor

Creditor

B

VCRP<HP

Creditor

Debtor/Creditor

Debtor

In scenario A whereby VCRP>HP, gencos pay vesting debits and MSSL will receive vesting
credits, thus making gencos, the debtors and MSSL a creditor. But since MSSL is
counterparty to the wholesale market on behalf of the consumers, MSSL will have to pay the
vesting credits to the retailers and contestable consumers (CCs), making MSSL a debtor and
retailers/CC the creditors. EMC's conclusion under Scenario 2 is thus flawed, as it does not
take into consideration the flow through of the vesting credits received by MSSL to the
retailers/CCs. With the flow though, the MSSL is not the sole net creditor as the vesting
credits will be passed to the retailers, making retailers the creditors as well.
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Mr Lim Ah Kuan’s comments at the 25th RCP Meeting
Mr. Lim Ah Kuan presented a scenario to the Panel. He referred to a scenario in the paper
that contemplates all generators producing below their vesting contract quantities and hence
have to “pay” the MSSL vesting credits. In this situation, the MSSL becomes the sole net
creditor in the wholesale market and has to singularly bear any default levy imposed. Mr. Lim
commented that this would be unfair to MSSL because the vesting credit it receives
eventually had to be passed on to contestable consumers or retailers.
EMC response:
1. The “flow-through” of vesting credits does not take place in the wholesale market.
While the MSSL passes through vesting credits in the retail market, it nevertheless
remains a creditor in this most unlikely of scenarios. In principle, wholesale market
integrity requires that wholesale market creditors bear default levies, regardless of
how it deals with the vesting credits outside the wholesale market. While the
wholesale market may consider what takes place outside it, in this case the default
levy arrangement which is to preserve the financial integrity of the wholesale market
should not be influenced by any transaction outside it.
2. The probability of all Gencos producing below their VQs for a sustained period of time
is extremely remote. The wholesale market is settled on a daily basis, hence any net
invoice amount is the net of 48 periods of half-hourly transactions. This scenario
effectively requires the system output to be, on average, below 65% of normal load for
an entire trading day.
3. Scenario A is a generic case where VCRP>HP. It is not true that the MSSL will
automatically be a net creditor and gencos net debtors whenever VCRP>HP. For the
MSSL to become the sole net creditor in the wholesale market, it would require most,
if not, all gencos to produce below their VQs and for a sustained period of time over
48 periods. As mentioned, this is an extremely remote possibility.
4. For reference, we studied MSSL’s settlement position for 29 June 2004, when the
most severe post-SWEM power failure took place. For that day, the net invoice value
for MSSL was positive and small, meaning that it was a net creditor by a small margin.
However, most gencos remained net creditors. MSSL’s share of total credit invoice
amount in the SWEM was only 2.9%. This gives us an idea of the extreme conditions
that must exist before MSSL becomes a sole creditor as described in the scenario.
In scenario B whereby VCRP<HP, generator will be entitled vesting debits from MSSL, thus
making MSSL a debtor and gencos the creditors. Retailers will need to payout vesting debits
to MSSL, thus making MSSL a creditor and retailers the debtors. In this scenario, MSSL is
again not the sole creditor.
EMC response:
1. Clarification: Scenario 2 of in EMC’s paper considers MSSL’s Scenario A only. It is a
specific scenario. Please note that Condition 1 of Scenario 2 in our paper stated that
“Every genco produced below its VQ and thus had to purchase at high spot prices”.
The assumption, though not explicit, was that VCRP (reflecting spot prices) > HP
(Hence, MSSL’s Scenario A).
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Analysis of MSSL’s Scenario B as a sub-scenario under EMC’s Scenario 2
1. We have performed simulations (only on energy and VC settlement) and found that
when VCRP<HP and total IEQ<HQ, it is mathematically impossible for MSSL to be a
net creditor. Even if VC “flow-through” is considered, i.e. retailers pass on VCSC to
MSSL, MSSL would still not become a net creditor.
SP Services' unique role in the NEM
Under its electricity license, the MSSL is to provide assistance to the EMA in the prevention of
misuse of market power. To fulfill its obligation, the MSSL enters into vesting contracts with
gencos on behalf of consumers as a whole. We wish to emphasize that MSSL is not the sole
beneficiary of Vesting Contracts. Vesting contracts are revenue neutral to the MSSL, which
means vesting credits received by MSSL or vesting debits paid to gencos by MSSL in the
wholesale market are completely passed through to/recovered from the retail market. All
retailers as well as contestable consumers who purchase electricity from MSSL receive a
direct distribution of vesting credits/debits through their monthly invoice. Non-contestable
consumers receive or pay for vesting credits/ debits indirectly via published tariffs. In view of
our role as a conduit of vesting contract, it is inequitable that MSSL be defined as the sole net
creditor under the scenario that EMC has highlighted, and thus, to bear fully the default levy.
EMC comment:
1. Under the current default levy arrangement, MSSL bears default levies according to
its net invoice amount. This amount includes VC credit/debit settlement with Gencos.
If this is unjust given MSSL’s role as a conduit for VC, then the current arrangement is
also wrong in principle, regardless of whether the MSSL is the sole net debtor/creditor
or one of several.
2. We consider that the basis for allocation using net invoice amount is the most
appropriate. The situation that MSSL considers unjust exists in both the current and
proposed arrangement and it reflects MSSL’s special role in being the VC
counterparty to gencos.
SP Services' Position
We are agreeable with the proposed rule change that the net creditors should be bearing the
default levy. However, we disagree with the definition of "net creditor" under the proposed
scenario where net creditor is defined as MSSL with positive net invoice amount in the
wholesale market. We are of the view that it is more equitable that a thorough flow-through
analysis of the vesting credits/debits is to be done in determining the ultimate net creditors in
the market.
EMC response:
Given our views above, we studied the following two options to deal with MSSL’s case:
1. Exclude Vesting Contract Credits/Debits in Net Invoice Amount
This option treats as if VCs are not settled in the Wholesale Electricity Market. It fully
resolves MSSL’s situation in the special Scenario 2 described in EMC’s paper.
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EMC analysis of this option:
Firstly, the default levy is meant to cover the residual default risk pertaining to what is
actually settled through the wholesale market only. Since VC settlement between
Gencos and MSSL is part of wholesale market settlement, it is wrong in principle to
exclude it.
Secondly, this option is also not workable under the “net-creditor pay” regime. If
implemented, the situation described in Scenario 2 would give rise to an anomaly.
There, for the purpose of imposing a default levy, gencos would be classified as “net
creditors” when, in fact, their wholesale market invoice indicate a net debit amount of
VCSC it owes MSSL.
2. Settle VCs outside the SWEM
This will be a regime change to move settlement of VA between MSSL and gencos
outside the wholesale market. It also fully resolves MSSL’s situation in the special
scenario described.
EMC analysis of this option:
For the SWEM, it means greater uncertainty over financial exposure since there would
no longer be 65% of trade fixed at the HP. It is most likely that prudential requirements
would have to increase. However, this approach neatly splits wholesale and nonwholesale market exposures. The increased uncertainty would be a very high price to
pay to address a remotely possible scenario.
4.1.3

Recommendation

Our final analysis, as far as the Market Rules are concerned, is that the proposed
arrangement works best. The issues raised by MSSL reflected their unique role as the
counter-party to gencos for vesting contracts, which was designed to be a temporary
regulatory regime. Hence, if required, their resolution should be outside the Market Rules.
We recommend that the Panel support the proposal.
4.2

28th RCP Meeting on 5 September 2006

Matters Arising from 26th RCP Meeting held on 11 May 2006
4.2.1. Background
Under the proposed arrangement of default levy imposition in the wholesale market, an MP’s
share of a default levy is proportional to its credit amount on its invoice. Because vesting
contract settlement between Retail MPs and MSSL are performed outside the wholesale
market, the determination of credit/debit status of these parties in the wholesale market would
not include Vesting Contract (VC) settlement between them.
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As requested by the RCP, the following solution was studied by EMC and MSSL to address
this issue.
4.2.2. MSSL’s proposal: Including VC settlement between MSSL and Retailer MPs
when determining Credit/Debit Status
At the 26th RCP meeting, the MSSL made the following proposal:
-

In the determination of net creditor/debtor status in the event of an imposition of
default levy, EMC includes Vesting Credits/Debits (VCD) between retailers and MSSL.
In the event that a default levy is imposed, MSSL will provide VCD to EMC.
EMC then add VCD to the wholesale invoice amount of retailers/MSSL and uses this
sum to determine the creditor/debtor status of retailers/MSSL for apportionment of
default levy.
(note that VCD are taken into account only when a default levy is due to be imposed
and will not form part of the normal settlement process)

4.2.3. EMC’s Assessment of the proposal
Generally, it is counter-intuitive to include activities that are not part of wholesale settlement to
form the basis to allocate wholesale market clearing risk.
4.2.3.1 Recap: Why change the current default levy arrangement?
The current arrangement entails all MPs sharing a default levy. Besides the intra-class
inequity created by the current arrangement, there is also no assurance that parties subject to
default levies are actually able to pay for the levies.
In the event of a default and imposition of a default levy, debtors (typically retailers) are
already paying the wholesale market for purchases. With the current arrangement, there is no
assurance that they would have the cash flow to pay for the levy. Note that defaults are likely
to occur due to high prices, resulting in existing debtors already being stressed financially for
having to pay high prices. Thus, it is natural for creditors (usually generators) to pay for a
default levy since they will be receiving cash flows. If entities who will not be receiving the
cash flow are made to bear default levies, the risk of secondary defaults (i.e. a default on the
default levy) creates a systemic risk for the market.
4.2.3.2 Why the MSSL proposal would not be workable
First, we think it is not right in principle because we are including transactions not settled in
the wholesale market to form the basis of allocating wholesale market risk. If we do that,
many other external activities can also be argued to be relevant to form the basis for
allocating wholesale market risk. Second, it removes the in-built mechanism that ensures that
a party liable for the levy has the necessary cash flow from the wholesale market to offset the
default levy.
To illustrate, take the scenario that MSSL has pointed out: MSSL being the sole net creditor
due to VC credits held on behalf of retailers. In this scenario, it was argued that after passing
through VC credits to retailers, some retailers may be receiving VC credits from MSSL that
are in excess of the amounts they owe the wholesale market (hence they should be net
creditors). Suppose this was the case and that a retailer is treated as a net creditor for default
levy purposes. The question here then is: How can the wholesale market maximize the
probability that the retailer has the cash flow to pay for the levy? The wholesale market cannot
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because the retailer’s net cash flow from VC is not settled in the wholesale market. They are
settled outside the wholesale market.
4.2.4. Conceptually Acceptable Alternative: Include Vesting Contract Settlement
Amounts (between MSSL and Retail MPs) in wholesale market settlement.
EMC consider this conceptually acceptable. Essentially, this solution entails adding the
following item to the preliminary wholesale settlement statement:
VC/Dhh = Σ (VCRPhh– PRPhh) * (Energyhh * TLF * VHPhh)
VC/D: Vesting Contract Credit/Debit due to each retailer MP
VCRP: Vesting Contract Reference Price
PRP: Payment Reference Price
Energy: Withdrawal Energy Quantity
TLF: Transmission Loss Factor
VHP: Vesting Hedge Proportion
PRP = HP + PNS/TCQ
HP: Hedge Price
PNS: Previous quarter over/under recovery
TCQ: Total Contract Quantity
4.2.5. Feasibility of Alternative
As requested by the RCP, EMC has held working discussions with MSSL on the feasibility of
this alternative and identified two possible options to implement the alternative:
1.

MSSL calculates and submits VCD to EMC for inclusion in Wholesale
Market Settlement Statements; or

2.

EMC takes over the full function of calculation of VCD

How Option 1 works:
1. EMC submits VCRP to MSSL by T+6 business days 5.00 pm.
2. MSSL calculates VCDs and submit to EMC by T+7 business days 2.00pm
3. EMC generates Preliminary Settlement Statement on T+7 business days 5.00pm.
Analysis:
This option is conceptually intuitive. However, it has the following drawbacks:
-

EMC’s calculation of VCRP takes place only on T+6 business days because metering
data is required from MSSL.
The earliest that MSSL can receive VCRP is hence T+6 business days, meaning that
VCD can be submitted to EMC only by T+7 business days.

In this form, Option 1 delays the production of the Preliminary Settlement Statement by one
business day. If the current preliminary and final settlement regime is to remain, it would
mean lengthening of the wholesale settlement cycle. Prudential requirement would have to be
increased as a result by 1 to 2 days’ estimated exposure on top of the current 30-day
requirement.
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In addition The RCP has been urged by the EMC Board to look into reducing the wholesale
settlement cycle wherever possible. Thus this proposal would run counter to that direction.
Based on estimates from EMC and MSSL, the total net cost amount to $859,200.
How Option 2 works:
EMC undertakes the function of calculating VCDs.
Analysis:
Conceptually, the following considerations do not support this option:
-

It is the natural position of MSSL to calculate VCDs since it manages the database of
all consumer accounts
Potential administrative costs to shift the VCD function to EMC
Questionable cost-effectiveness

Feasibility
Based on estimates from EMC and MSSL, the total net cost amount to $788,400.
4.2.6. Conclusion
Conceptually, incorporating vesting contract settlement between retailers and MSSL into
wholesale market settlement is logical and would eradicate the problems associated with the
proposed default levy arrangement that only net creditors pay. But given the current
wholesale settlement setup, a decision on its feasibility would come down to a subjective
assessment of cost versus benefit because:
1. Substantial cost ($800,000 - $900,000) would have to be incurred and this amount
excludes potential administrative costs retailers, MSSL and EMC would have to incur;
and
2. The size of the benefit, if quantifiable, is likely to be small. Based on history, the
likelihood of MSSL being a net creditor in the wholesale market is very remote. Even
in the extreme case that is the June 2004 blackout, MSSL’s net wholesale credit
amount was only 2% of the total of all creditors.
In conclusion, given the likely size of the benefit, we are unable to justify the costs of
implementing either Option 1 or 2.
4.2.7. Recommendation
EMC recommends that the RCP:
1. Not Support either option to incorporate vesting contract settlement between
retailers and MSSL into wholesale market settlement; and

Given that the RCP had, on 12 January 2006, voted in favour of allocating default levy only to
net creditors, support the rule changes in Paper 254 tabled on 14 March 2006 to implement
the proposal.
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4.3

29th RCP Meeting on 14 November 2006

Matters Arising from 28th RCP Meeting: Imposition of Default Levy
At the 28th RCP Meeting on 5 September 2006, the RCP tasked EMC to study and report on
the feasibility and impact of the following 3 issues:
1. Remove MSSL’s liability for a default levy when it is a net creditor (due solely to
vesting contract credits held on behalf of retailers;
2. Allocate default levies based on the determination of net invoice amount including
vesting contract credits of MSSL and retailers only when there is a default; and
3. Withhold vesting contract credits due to the defaulting retailers via MSSL when a
default levy is imposed. These vesting credits shall then flow back to the wholesale
market to derive a net default amount to be imposed to the respective parties.
4.3.1. Issue 1: Remove MSSL’s liability for a default levy when it is a net creditor due
solely to vesting contract credits held on behalf of retailers).
An example is best suited to illustrate this proposal. Suppose that MSSL has the following
transactions on a particular trading day for which a default levy was applied.
Debit (Credit)
S$
All other transactions

25,000,000

Total Vesting Contract Credit

(28,000,000)

Net Credit position (including retailers’ share of
Vesting Contract Credit)

( 3,000,000)

Retailers share of Vesting Contract Credit

10,000,000

Net Debtor position if Retailers’ share of Vesting Contrac
was excluded

7,000,000

In the above example, MSSL is in the Net Creditor position because it is holding retailers’
share of vesting contract credits. However, if the retailers’ share of vesting credit is removed
from MSSL’s invoice, MSSL would no longer be a Net Creditor. It would hence not be
allocated any default levy.
Other net creditors (typically gencos) share of default levy would increase compared to
before.
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4.3.1.1 Feasibility:
•

Ad-hoc and technically easy to implement.

4.3.1.2 Impact:
•

On Gencos: Because of Vesting Contracts, even when there is a high spot price,
Gencos would only be paid at the high prices for 35% of their total volume. The other
65% would be paid at the lower vesting hedge price. However since retailers’ share of
vesting contracts credits are not included in the retailers’ wholesale invoice, gencos
would have to bear defaults based on a retailer’s invoice with high spot price on 100%
of the volume. Thus, it is unfair that Gencos have to bear a higher portion of a default
levy while MSSL is excluded from it.

•

On retailers: Despite defaulting on its wholesale invoice, a retailer retains entitlement
to vesting credits from MSSL.

•

On MSSL: MSSL does not bear default levy

•

On Wholesale Market Clearing: Market clears.

4.3.1.3 Conclusion
In principle, this approach imposes an added unjust burden to Gencos as described above. It
is not recommended.
Note: If MSSL is a net creditor after discounting VC credits due to retailers, it is still liable for
default levy.
4.3.2. Issue 2: Allocate default levies based on the determination of net invoice
amount including vesting contract credits of MSSL and retailers only when
there is a default.
This approach is such that for normal settlement in the wholesale market, vesting contracts
credits (VCC) that MSSL holds on behalf of retailers are not allocated to retailers. However,
when a default levy is imposed, the net invoice amounts of markets participants are then
adjusted taking into account the distribution of VCC from MSSL to retailers. These adjusted
invoices will then be used to determine if a MP is a Net Debtor or Net Creditor. Net Creditors
will be allocated default levies.
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Illustrative Case with 6 MPs when a default levy is imposed:
(2)

(3)

(4)

(5)

All other
Transactions

Vesting Contract
Credits

Wholesale
Invoice Amount
(Current Basis for
Default Levy
Allocation)
(1) + (2)

Actual Share of
VC (outside
wholesale market)

New Basis for Default
Levy Allocation
(1) + (4)

Retailer A

$

24,000,000

$

$

$

$

Retailer B

$

48,000,000

$

-

$

48,000,000

$

(5,775,000)

$

42,225,000

Retailer C

$

72,000,000

$

-

$

72,000,000

$

(11,550,000)

$

60,450,000

MSSL

$

96,000,000

(69,300,000)

Genco A

$ (120,000,000)

(1)

-

24,000,000

(28,875,000)

(4,875,000)

$(115,500,000)

$

(19,500,000)

$

$

26,700,000

$ 57,750,000

$

(62,250,000)

$

-

$

(62,250,000)

Genco B

$

(72,000,000)

$ 34,650,000

$

(37,350,000)

$

-

$

(37,350,000)

Genco C

$

(48,000,000)

$ 23,100,000

$

(24,900,000)

$

-

$

(24,900,000)

In the arrangement where only net creditors pay for a default levy, the share of default levy
will be based on column 3. In this case, Gencos A, B, C and the MSSL would be liable for a
default levy imposed in proportion with their invoice amounts.
In the proposed scheme, the values in column 5 will be used as the basis for allocating default
levy instead. Note in the example that while the MSSL has become a net debtor and not
required to pay any default levy, Retailer A has become a net creditor and will be allocated a
share of a default levy based on $4,875,000.
4.3.2.1 Feasibility
•
•
•
•

MSSL to send vesting contract credit (VCC) data to EMC when default identified
(feasible)
Adjust net invoice amount taking into account VCC (feasible)
Allocated default levy to resulting net creditors (feasible)
Ensuring that MPs allocated default levies can pay (not feasible) – creates potential
secondary defaults that increases systemic risk to the market. The purpose of default
levy is to minimize systematic risk. See discussion below on impact on retailers and
the wholesale market.

4.3.2.2 Impact:
•

On Gencos:

•

On Retailers: When a retailer defaults, other retailers would likely also be
debtors because of high prices. They are also likely to be required to pledge
collaterals. Redefining them as net creditors (if their vesting contract credits are
enough) would mean they then have to also pay for default levy i.e. a debtor
more.

•

On MSSL: MSSL’s share of any default levy would be reflective of its “true” creditor
status.

•

On wholesale market clearing: Not right in principle to mix two financially separate
markets (wholesale and retail) up. Default levy is a wholesale market debt and should
not be apportioned based on retail market invoices. Also, it works against mitigation of
clearing risk because we cannot ensure that a debtor liable to pay for default levy has

Neutral.
large
large
large
pays
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the cash flow to pay. To illustrate, take the scenario that MSSL has pointed out: MSSL
being the sole net creditor due to VC credits held on behalf of retailers. In this
scenario, it was argued that after passing through VC credits to retailers, some
retailers may be receiving VC credits from MSSL that are in excess of the amounts
they owe the wholesale market (hence they should be net creditors). Suppose this
was the case and that a retailer is treated as a net creditor for default levy purposes.
The question here then is: How can the wholesale market maximize the probability
that the retailer has the cash flow to pay for the levy? The wholesale market cannot
because the retailer’s net cash flow from VC is not settled in the wholesale market.
They are settled outside the wholesale market.
Also, the added burden on retailers (when spot prices are high) mentioned above
would increase the probability of a secondary default, i.e. a default on the amount of
default levy imposed.
4.3.2.3 Conclusion on Issue 2
If part of the wholesale vesting contract credits from gencos to MSSL can be withheld when
there is a default (See Issue 3), then the negative impacts of whether a default levy bearer
can meet its obligations can be addressed and the approach becomes feasible.
4.3.3. Issue 3: Withhold vesting contract credits due to the defaulting retailers via
MSSL when a default levy is imposed. These vesting credits shall then flow
back to the wholesale market to derive a net default amount to be imposed to
the respective parties.
The following Table illustrates the wholesale settlement schedule:
Event

Timeline

Remarks

Rule reference

Trading Day

D

Issue of PSS

D+6bd

S.5.2.1, C7

Issue of FSS

D+10bd

S.5.2.3, C7

MSSL + Retailers pay
EMC

D+20cd*

S.5.2.6, C7
S.5.12.3, C7

EMC pays Generators,
IL providers

EMC issues default
notice

Retailer fails to
remedy default,

D+21cd*

D+20cd+1bd

D+20cd+3bd

If EMC does not have
sufficient funds, EMC
pro-rates payments to
gencos.

S.5.2.8, C7

If retailer fails to pay
on D+20cd, EMC
issues a default
notice in 1 bd.

S.9.2.1, C2

MSSL/Retailers have
maximum of 2 bd to
remedy default.

S.9.2.2, S.9.2.3,
C2

S.5.12.7, C7

S.7.3.3, C3
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EMC calculates
default levy and
issues first notice of
default levy

First default levy
invoiced

D+20cd+3bd+10cd

S.9.2.4, C2

cd: calendar day
bd: business day
*business day convention: If the MP or EMC’s payment date falls on a non-business day,
payment will be made on the next business day.
4.3.3.1 Feasibility
•

Note that any default levy is calculated on D+20cd+3bd. It is, hence, not possible to
withhold VC credit (for Trading D) due to retailers that is held by MSSL. This is
because settlement between MSSL and EMC based on its net invoice amount (VC
included) has already taken place on D+20cd.

4.3.3.2 Conclusion on Issue 3
Since VC credits for a trading day would have been settled before a default on that trading
day can be established, it is impossible to withhold the VC credits.
The alternative would be to settle VC credits separately from other real-time market
settlement for a given trading day. This implies settling VC credits at least 3 business days
after D+20cd, when a payment default can firmly be established.
4.3.4. Overall Conclusion
Issues 1 to 3 have been studied in detail. Firstly, we conclude that the approach described in
Issue 1 is not desirable because it is unjust to Gencos. Secondly, the approach in Issue 2 was
dependent on the workability of withholding wholesale vesting contract credits in Issue 3.
Finally, we conclude that withholding vesting contract credits for the purpose described above
is not advisable because:
1. It is not technically compatible with the current wholesale settlement regime; and
2. For it to work, VC settlement would have to be separated (and delayed) from other
transactions for a given trading day. Creating a separate VC settlement procedure
would be a fundamental change to the wholesale settlement regime. The associated
costs of systems and changes are likely to be much higher than the two options
discussed in the 28th RCP Meeting.
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Impact:
Type of Impact
Party

VC settlement delayed by 3 business days.
Creation of two gross settlement streams:
one for VCs and another for other wholesale
market transactions.

System/Rule/ Code
Changes

Gencos

•

Additional administrative and funding
costs.

Retailers

•

Neutral when there is no default.

•

When a default occurs, VCs held by
MSSL on behalf of the retailers would be
withheld. Retailers in the wholesale
market would not receive vesting contract
credits from the MSSL. Retailers’
wholesale net invoice amount will be
adjusted for VC credits between
themselves and the MSSL for the
purpose of default levy imposition.

•

Additional administrative and funding
costs.

•

High costs of system
changes expected.

•

When a default occurs, VCs held by
MSSL on behalf of the retailers would be
withheld. Retailers in the wholesale
market would not receive vesting contract
credits from the MSSL. Retailers’
wholesale net invoice amount will be
adjusted for VC credits between
themselves and the MSSL for the
purpose of default levy imposition.

•

Code Changes may
be required such that
the MSSL does not
pass through
withheld VC credits
to retailers when
there is a default in
the wholesale
market.

•

Prudential requirement may increase
because its calculation would be based
on the net invoice amount that excludes
VCs.

•

Additional administrative costs.

•

•

High costs of system
changes expected.

With two settlement streams, an added
risk of default on the VC settlement
stream is created.

•

Major impact on the
Market Rules to
create separate
settlement of VCs, to
withhold VCs
settlement between
MSSL and retailers
when a default
occurs.

MSSL

Wholesale
Market
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4.3.5

Recommendation

Given the above analysis, we recommend the Panel to consider the following two options:
1. MSSL calculates and submits VCD to EMC for inclusion in Wholesale Market
Settlement Statements (Option 1 discussed at the 28th RCP Meeting)
This option brings Vesting Contract Settlement Amounts between MSSL and Retail
MPs into wholesale market settlement. MSSL will calculate these amounts and
provide them to EMC for inclusion in wholesale settlement statement.
It would delay the issue of preliminary settlement statement by 1 business day and
comes at an estimated cost of $860,000. However, if the Panel considers it vital to
uphold the robustness of the default levy regime against even very remote events,
then this option would be less costly than separating VC settlement and other
wholesale market transactions as discussed in Issue 3 above.
2. Impose default levy only on net creditors (based on the existing wholesale
market invoice amounts)
If the Panel considers cost of system changes cannot be justified given the
remoteness of distortionary events, this original proposal should be supported.
5

Decision of Panel at the 29th RCP meeting on 14 November 2006

The Panel unanimously voted to support the original proposal to impose default levy on net
creditors and tasked EMC to, at the 30th RCP Meeting, propose changes to the text of the
Market Rules to reflect the proposal.
6

Consultation

We have published the previous version of this paper on the EMC website for comments.
Comments have been received as follows:
From Power Seraya
“Our comments to the "Concept paper on the imposition of Default Levy" for your
consideration:
We noted that jurisdictions are divided on the way cost of default is distributed at the
wholesale market level and there is no one way about how the cost of defaults is to be shared
between market participants.
We would like to comment that the current prudential requirement imposed on the retailers in
the market would be able to alleviate quite a fair bit of the impact to the market as a result of a
retailer default. If the prudential requirements are continued to be monitored and executed
strictly, the amount of default levy (net of the security provided by the defaulting retailer) to be
levied on the other non-defaulting market participants should not be a significant amount.
Based on this premise, we are fairly indifferent between whether the default levy is to be
imposed on the creditors or the debtors.”
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From Senoko Power
Senoko Power Ltd submitted its comments to the RCP on the day of the 18th RCP Meeting on
15th March 2005. The full comments are attached in Annex 5. Here, we highlight the concerns
and provide our responses to them:
Concern 1: The arguments behind “net creditor bears” are not sound
Senoko Power commented that generators are neither the main cause of default nor at fault
for high prices that cause defaults. It would hence be unfair to penalize generators on the
mere assumption that generators stand to benefit from high prices. The Concept Paper also
did not explain how generators are in a better position to manage default risks.
Response
The concept paper did not assume that generators are the main cause of payment default. In
fact, we have mentioned that the prudential requirements already imposed a cost on debtors
to provide for their own default. This reflects the principle of “those that cause costs must face
the costs they cause”. Generators are generally not debtors and thus would not be required
to put up credit support since they are not the causers of defaults.
In Section 3.2 of this paper, we have explained why on balance it is more appropriate to
allocate default levy only to creditors.
Concern 2: The reasons for imposing “net creditor bears” are not compelling
Senoko Power contended that it is irrelevant whether the current default levy arrangement is
consistent with promoting competition. It said that the arrangement is aimed at equitably
distributing the burden of a default levy among Market Participants.
Response
In Section 3.1, we have explained why allocating defaults to debtors (typically retailers) is
inequitable among them. First, retailers with lower credit worthiness are unfairly advantaged.
Secondly, smaller-sized retailers bear a heavier burden of any default levy relative to their
size. These are valid arguments for the proposed new arrangement.
Concern 3: There is no evidence that the present default levy arrangement poses, or will
pose, a problem, suggesting that there is no need to change it
Response
We agree that the present arrangement does not create any problem given the current
structure of the market. However, the market rules must be robust enough to accommodate
structural changes in the market, especially those changes sought by market liberalization.
Having level playing fields is important for competition.
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Concern 4: The proposed default levy arrangement is potentially discriminatory (to new/small
generators)
Response
Section 3.2 explains that the proposed arrangement does not discriminate against generators
based on size. Therefore the proposed arrangement is not discriminatory towards new or
small generators.
Senoko Power Ltd submitted a second letter raising three issues on the proposal on 5 August
2005. The full comments are attached in Annex 6. Below is RCP’s response.
Issue 1: It is EMC’s responsibility to ensure that prudential requirements are adequate and
work effectively
Response
We agree that it is EMC’s primary responsibility to ensure that prudential requirements are
always met. Nevertheless, the presence of a default levy arrangement in the market design is
in recognition that no prudential requirement regime can eliminate the risk of default 3
completely. A default levy arrangement is needed to insure against the unlikely. This is natural
when we consider that electricity is a commodity that has potentially the highest price volatility
in traded markets.
The debate in this proposed rule change is on whether the current default levy arrangement
best promotes competition. We consider that the setting of higher prudential amount would
not eliminate the need to discuss this issue.
Issue 2: It is retailers’ responsibility to manage business risks
Response
We endorse the principle that each retailer should be responsible for managing its own
business risk. This applies to all businesses in a competitive market place. However, the
issue that we analyzed was not the individual ability of existing or potential retailers’ to
manage business risks. The principle that we looked for was that equal treatment should be
accorded to all MPs in the same MP class. This is so that there is a level-playing field for MPs
in the same class regardless of their individual size. Accordingly, the concept paper provided
two illustrations of the unequal risks faced by retailers, potential or existing, created by the
current default levy arrangement, depending on their credit worthiness and size. In
considering between inter-class and intra-class equity, we consider that intra-class equity, in
this instance, would better promote competition for the industry. This lies on the premise that
MPs compete more within the same class than without.
The proposal was intended to promote competition in the electricity industry. This outcome
can be better achieved, as explained in the concept paper, by allocating default levy only to
“net creditors” compared to sharing it among all MPs.
Issue 3: Generators pay to generate and bear default levy at the same time when there are
negative prices
Response
Your letter mentioned a potential “double whammy” impact of negative prices on generators
when a default levy is imposed. According to the conceptual proposal, that situation would not
happen. If there are negative prices, i.e. generators pay to generate, then generators become
3
Default in this context means that the prudential requirement provided by a defaulting MP is insufficient to
cover its debt to the market.
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“net debtors”. Conversely, retailers become “net creditors”. Retailers would then bear the
default levy if the generators default since they are now “net creditors”.
The full text of the RCP’s response is attached in Annex 7.
We have also published the proposed changes to the text of the Market Rules on the EMC
website for comments. The following comments were received:
From Tuas Power
“If the proposal of charging default levy to net creditors is supported, then EMC prudential
requirements from retailers should be increased accordingly. This issue should be considered
jointly with the review of retailer’s prudential requirements.”
Response
The current default levy arrangement is flawed based on good design principles. The level of
default risk is irrelevant. In principle, who bears residual default risk should not be linked to
the size of the risk.
7

Conclusion

It is difficult to find a perfect solution to this issue. We have studied the current default levy
arrangement and the alternative method of allocating default levies only to creditors.
In view of the intra-class inequity that the current arrangement creates within the retail class of
MPs and the good principles reflected in the alternative method we favour the adoption of the
alternative method.
8

Legal sign off

Text of the rule modification (Column 1 of Annex 1) has been vetted by EMC’s external legal
counsel whose opinion is that the modification reflects the intent of the rule modification
proposal as expressed in the analysis section of this paper.
The plain English re-write of the text of the rules (Column 2 of Annex 1) has also been vetted
by EMC’s external legal counsel, whose opinion is that the plain English re-write of Section 9
of Chapter 2 and parts of Chapter 8 of the Market Rules have the following properties:
1. With respect to the relevant proposed Market Rules (Column 1 of Annex 1), no
obligation or right of any party is materially changed;
2. With respect to the relevant proposed Market Rules (Column 1 of Annex 1), there is
no transfer of any obligation or right from one party to another;
3. With respect to the relevant proposed Market Rules (Column 1 of Annex 1), no
operational timing and sequence of events is changed;
4. It is legally effective; and
5. It is legally consistent with other parts of the Market Rules.
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9

Recommendation

The RCP unanimously recommends that the EMC Board:
a) adopt the rule modification proposal as set out in Annex 1;
b. seek the Authority’s approval for the rule modification proposal; and
c) recommend that the rule modification proposal come into force one day after the
date on which the approval of the Authority is published by the EMC
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ANNEX 1: PROPOSED CHANGES AND RE-WRITE TO THE MARKET RULES
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Default Levy

Default Levy

9.1

POWER TO IMPOSE DEFAULT LEVY

9.1

POWER TO IMPOSE DEFAULT LEVY

9.1.1

The EMC shall be entitled to recover, by
means of the imposition of a default levy
on non-defaulting levy bearing market
participants in accordance with this section
9, the aggregate of any amounts owing to
the EMC under the market rules which
have not been paid in full by a defaulting
market participant and the costs and
expenses reasonably incurred by the EMC
in investigating the default in payment, in
realising on any applicable credit support
and in implementing the default levy.

9.1.1

The EMC may impose a default levy on levy
bearing market participants according to
section 9 to recover any amounts owing to
the EMC under the market rules by a
defaulting market participant and any
default levy costs.

The imposition of a default levy or a
multiple default levy pursuant to this
section 9 shall in no way waive, excuse or
relieve a defaulting market participant of
its obligations under the market rules and
shall be without prejudice to:

9.1.2

9.1.2

Comments/Remarks

Change to current rules:
Under the proposal, only
net creditors bear default
levies. The term “levy
bearing market
participants” is used to
exclude non-defaulting
MPs who are net debtors.
Change to current rules:
Default levies are not
strictly confined to recovery
of aggregate sums only.

The imposition of a default levy or a debt
recovery levy under section 9 shall not:
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

9.1.2.1 such rights or remedies which the EMC
may otherwise have to recover all amounts
owing by the defaulting market participant;
and

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

9.1.2.1 waive, excuse or relieve the relevant
defaulting market participant of any of its
obligations under the market rules; or

9.1.2.2 the right of the EMC to take such other
action, including but not limited to the
issuance of a suspension order, as may be
provided for in these market rules in
respect of the defaulting market
participant's default in payment.

9.1.2.2 adversely affect the EMC’s rights or
remedies to recover all amounts that the
defaulting market participant owes, or the
EMC’s right to take any other action
(including issuing a suspension order under
the market rules in respect of its payment
default).

9.1.3

The provisions of this section 9 apply only
to a default in payment by a defaulting
market participant in the real-time
markets.

9.1.3

Section 9 only applies to a payment default
in the real-time markets.

9.1.4

For the purposes of this section 9, the
transmission licensee shall not be a
non-defaulting levy bearing market
participant.

9.1.4

In section 9, a reference to a levy bearing
market participant shall not include a
reference to a transmission licensee.

9.1.5

This section 9 applies to a market support
services licensee that has been granted
authorisation to participate by the EMC

9.1.5

Section 9 applies to a market support
services licensee that is authorised by the
EMC to participate under section 3.
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

pursuant to section 3 and, for such
purposes, all references in this section 9 to:

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

Accordingly, all references in section 9 to:

9.1.5.1 a defaulting market participant shall be
deemed to include references to a
defaulting market support services
licensee;

9.1.5.1 a defaulting market participant shall also
include references to a market support
services licensee who is in payment default;

9.1.5.2 a non-defaulting levy bearing market
participant shall be deemed to include
references to a non-defaulting market
support services licenseemarket support
services licensee whose net invoice amount
for the trading day to which the relevant
default in payment relates is positive after
excluding any amounts payable on account
of financial penalties or damages; and

9.1.5.2 a levy bearing market participant shall, if the
market support services licensee is not the
defaulting market participant, also include
references to a market support services
licensee whose net invoice amount for the
trading day to which the relevant payment
default relates is positive after excluding
any amounts payable for financial penalties
or damages;

Change to current rules:
The term “non-defaulting
market support services
licensee” is not defined and
it is not clear what such
term refers to. The
proposed rule change is
intended for clarification.

9.1.5.3 a market participant payment date shall be 9.1.5.3 a market participant payment date shall be
interpreted according to section 5.2.6 of
interpreted in accordance with section 5.2.6
Chapter 7; and
of Chapter 7; and.
9.1.5.4 registration as a market participant shall
include a reference to the market support
services licensee’s authorisation to
participate under section 3.

9.1.5.4 registration as a market participant shall
include a reference to the market support
services licensee’s authorisation to
participate under section 3.

Change to current rules:
To rectify the existing rules
since a market support
services licensee is not
“registered” as such but,
rather, “authorised to
participate” under Section
3 of Chapter 2 of the
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

Market Rules.
9.1.6 Notwithstanding any other provision in these
market rules, a non-defaulting levy bearing
market participant shall be liable to pay for
the costs and expenses incurred by the
EMC in connection with or in relation to a
default levy as specified in section 9.3.2.1
and section 9.5.2.2 and any default
recovery measures in respect of which a
multiple default levy has been implemented
under section 9.10 to the extent that such
costs and expenses have been incurred by
the EMC whilst such non-defaulting levy
bearing market participant is still
registered as sucha market participant
(regardless of the date on which any claim
relating thereto may be made). For the
avoidance of doubt, the EMC shall be
deemed to have incurred such costs and
expenses if and when such costs and
expenses have been actually incurred by
the EMCany action or step (to which such
costs and expenses relate) are in fact taken
by the EMC or on its behalf. Accordingly,
if the registration of a non-defaulting levy
bearing market participant expires
pursuant to section 4.1.4 on or after the
occurrence of any default by a defaulting

9.1.6

Notwithstanding any other provision in
these market rules, a levy bearing market
participant shall be liable to pay for:

9.1.6.1 the default levy costs, and
9.1.6.2 the costs and expenses connected with or
related to any default recovery measures for
which a debt recovery levy has been
implemented,
which were incurred by the EMC while the
levy bearing market participant was
registered as a market participant and
regardless of the date on which any claim
relating thereto may be made. For the
avoidance of doubt, the EMC shall be
deemed to have incurred such costs and
expenses if and when any action or step (to
which such costs and expenses relate) are in
fact taken by the EMC or on its behalf.
9.1.7

It follows from section 9.1.6 that if the
registration of a levy bearing market
participant expires under section 4.1.4 on or
after a payment default for which a default
levy or a debt recovery levy has been

Change to current rules:
To clarify that a levy
bearing market participant
is registered as a “market
participant”.
Change to current rules: A
defence that a claim is
time-barred under the
Limitation Act would be
available if pleaded in an
appropriate case and it is
not necessary to expressly
provide that a claim be
subject to the Limitation
Act.
Change to current rules:
The phrase “if and when
such costs and expenses
have actually been incurred
by the EMC” in the
existing section 9.1.6 is
clarified in the redrafted
section 9.1.6 as referring to
the time when actions/steps
(to which the relevant costs
and expenses relate) are in
fact taken by the EMC, or
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

market participant in respect of which a
default levy or a multiple default levy has
been implemented, then for the purposes of
section 9.6.1 and section 9.10.4, in
allocating among the non-defaulting levy
bearing market participants any costs and
expenses incurred by the EMC after the
trading day on which such registration
expired (regardless of the date on which
any claim relating thereto may be made,
subject only to any applicable provision of
the Limitation Act (Cap. 163)):

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)
implemented, then, for the purposes of
section 9.6.1 and section 9.10.4, in
apportioning the costs and expenses
(referred to in section 9.1.6) incurred by the
EMC after the trading day that the
registration expired among the levy bearing
market participants:

Comments/Remarks

on its behalf.

9.1.6.1 the non-defaulting levy bearing market 9.1.7.1 that levy bearing market participant shall
not be apportioned or obliged to pay any
participant whose registration so expires
shall not be allocated or obliged to pay any
share of those costs and expenses; and
such costs and expenses; and
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

9.1.7.2 for the purposes of apportioning those costs
9.1.6.2 for the purposes of the allocation of such
and expenses among the remaining levy
costs and expenses amongst the remaining
bearing market participants, all net invoice
non-defaulting levy bearing market
amounts of that levy bearing market
participants, all net invoice amounts of the
participant shall not be included in the
non-defaulting levy bearing market
calculation of the applicable net transaction
participant whose registration so expires
dollar amounts for the purposes of section
shall not be included in the calculation of
9.6.1 or section 9.10.4 (as the case may be).
the applicable net transaction dollar amount
for the purposes of section 9.6.1 or section
9.10.4 (as the case may be).
9.2

NOTICE OF FIRST DEFAULT LEVY

9.2

NOTICE OF FIRST DEFAULT LEVY

9.2.1

Where a market participant has failed to
remit to the EMC settlement clearing
account the full amount due by that market
participant by the close of banking
business of the bank at which the EMC
settlement clearing account is held on a
market participant payment date:

9.2.1

If a market participant does not remit to the
EMC settlement clearing account the full
amount due by it by the close of banking
business on a market participant payment
date, the EMC:

9.2.1.1 the EMC shall, within one business days of
the market participant payment date, issue
a default notice to the defaulting market
participant in accordance with section
7.3.3 of Chapter 3;

9.2.1.1 shall issue a default notice to the defaulting
market participant according to section
7.3.3 of Chapter 3 within one business day
of the market participant payment date;

9.2.1.2 the EMC shall take such steps as may be
required to enable the EMC to realise,

9.2.1.2 shall take steps as may be required to enable
the EMC to realise, under section 9.2.2.2,
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)
any credit support held for the defaulting
market participant; and

under section 9.2.2.2, any credit support
held in respect of the defaulting market
participant; and
9.2.1.3 the EMC may take such steps as may be
permitted by section 5.12.4 of Chapter 7.

9.2.1.3 may take such steps as may be permitted by
section 5.12.4 of Chapter 7.

9.2.2

9.2.2

Where a defaulting market participant has
failed to remit to the EMC settlement
clearing account the full amount due by
that market participant within the time
specified in the default notice, the EMC
shall:

If a defaulting market participant does not
remit to the EMC settlement clearing
account the full amount due by it within the
time set out in the default notice, the EMC
shall:

9.2.2.1 issue a first notice of default levy in
accordance with section 9.2.3; and

9.2.2.1 issue a first notice of default levy according
to section 9.2.3; and

9.2.2.2 take such steps as may be required to
realise any credit support held in respect of
the defaulting market participant.

9.2.2.2 take steps as may be required to realise any
credit support held for the defaulting market
participant.

9.2.3

9.2.3

A first notice of default levy shall be issued
to each non-defaulting levy bearing market
participant that transacted in the real-time
markets during the trading day to which
such default relates and shall identify:

9.2.3.1 the name of the defaulting market
participant;

Comments/Remarks

A first notice of default levy shall be issued
to each levy bearing market participant that
transacted in the real-time markets during
the trading day to which the relevant
payment default relates and shall state:

9.2.3.1 the name of the defaulting market
participant;
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

9.2.3.2 the real-time market and the trading day in
respect of which the default in payment by
the defaulting market participant has
occurred;

9.2.3.2 the real-time market and the trading day to
which the relevant payment default relates;

9.2.3.3 the defaulting market participant's default
amount, calculated in accordance with
section 9.3.1;

9.2.3.3 the default amount;

Comments/Remarks

9.2.3.4 the amount of the first default levy
9.2.3.4 the amount of the first default levy
calculated in accordance with section 9.3.2;
calculated according to section 9.3.2;
9.2.3.5 the value of all credit support held in
respect of the defaulting market
participant;

9.2.3.5 the value of all credit support held for the
defaulting market participant;

9.2.3.6 the estimated amount of any second default
levy that may have to be imposed pursuant
to section 9.4 in the event of the inability
by the EMC to realise all of the credit
support referred to in section 9.2.3.5 prior
to the time noted in section 9.4.1;

9.2.3.6 the estimated amount of any second default
levy that may be imposed under section 9.4
if the EMC is unable to realise all of the
credit support before the time noted in
section 9.4.1;

9.2.3.7 the levy bearing market participant's share
9.2.3.7 the non-defaulting levy bearing market
of the amount of the first default levy,
participant's share of the first default levy,
calculated according to section 9.6.1; and
calculated in accordance with section 9.6.1;
and
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

9.2.3.8 the non-defaulting levy bearing market
participant's share of the estimated amount
of any second default levy referred to in
section 9.2.3.6.

9.2.3.8 the levy bearing market participant's share
of the estimated amount of any second
default levy referred to in section 9.2.3.6.

9.2.4

The first notice of default levy shall be
issued at least ten days prior to the date on
which the invoice imposing the first default
levy on non-defaulting levy bearing market
participants is issued by the EMC in
accordance with section 9.6.2.

9.2.4

The first notice of default levy shall be
issued at least ten days before the date that
the invoice imposing the first default levy on
levy bearing market participants is issued
by the EMC under section 9.6.2.

9.3

CALCULATION OF DEFAULT
AMOUNT AND FIRST DEFAULT
LEVY

9.3

CALCULATION OF DEFAULT
AMOUNT AND FIRST DEFAULT
LEVY

9.3.1

The defaulting market participant's default
amount shall be the aggregate of:

9.3.1

The default amount of the defaulting market
participant shall be the sum of:

9.3.1.1 the net invoice amount payable by the
defaulting market participant in respect of
the real-time markets (for the trading day
to which the relevant default in payment
relates) in respect of which payment has
not been received within the time specified
in section 9.2.2, exclusive of any amounts
payable on account of financial penalties or
damages; and

9.3.1.1 the net invoice amount payable by the
defaulting market participant in respect of
the real-time markets (for the trading day to
which the relevant payment default relates)
for which payment has not been received
within the time stated in the relevant default
notice, excluding any amounts payable for
financial penalties or damages; and

Comments/Remarks

Change to current rules:
To clarify that the
reference to “trading day”
in the existing section
9.3.1.1 is a reference to the
trading day to which the
relevant default relates.
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Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

9.3.1.2 any default interest payable in respect of
the amount referred to in section 9.3.1.1
that has accrued since the market
participant payment date referred to in
section 9.2.1 in accordance with section
5.12 of Chapter 7.

9.3.1.2 any default interest accrued according to
section 5.12 of Chapter 7 on the amount
referred to in section 9.3.1.1 since the
market participant payment date referred to
in section 9.2.1.

9.3.2

9.3.2

The amount of the first default levy shall
be:

9.3.2.1 the aggregate of:

Comments/Remarks

The amount of the first default levy shall be:

9.3.2.1 the sum of:

a.

the defaulting market participant's
default amount, calculated in
accordance with section 9.3.1; and

a.

the default amount; and

b.

any costs and expenses reasonably
incurred to the date of issuance of the
first notice of default levy by the
EMC in investigating the default in
payment to which the default levy
relates, in realising on any applicable
credit support held in respect of the
defaulting market participant and in
implementing the default levy;

b.

the default levy costs incurred up to
the date that the first notice of default
levy is issued,

Page 39 of 87

Paper No: EMC/RCP/30/2007/254

Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

9.3.2.2 less the aggregate unclaimed or undrawn
dollar amount of all credit support held in
respect of the defaulting market
participant.

9.3.2.2 less the total unclaimed or undrawn dollar
value of all credit support held for the
defaulting market participant.

9.3.3

The first default levy shall be apportioned
amongst and invoiced to non-defaulting
levy bearing market participants in
accordance with sections 9.6.1 and 9.6.2.

9.3.3

The first default levy shall be apportioned
among and invoiced to levy bearing market
participants according to sections 9.6.1 and
9.6.2.

9.4

NOTICE OF SECOND DEFAULT
LEVY

9.4

NOTICE OF SECOND DEFAULT
LEVY

9.4.1

9.4.1
Unless the amount of the first default levy
is equal to the defaulting market
participant's default amount the EMC shall,
on the seventh business day following the
issuance of invoices imposing the first
default levy, issue a second notice of
default levy in accordance with section
9.4.2.

Unless the amount of the first default levy
equals the default amount, the EMC shall,
on the seventh business day after issuing the
invoices imposing the first default levy,
issue a second notice of default levy
according to section 9.4.2.

9.4.2

The second notice of default levy shall be
issued to each non-defaulting levy bearing
market participant on whom a first default
levy has been imposed and shall identify:

The second notice of default levy shall be
issued to each levy bearing market
participant that the first default levy is
imposed on and shall state:

9.4.2.1 the name of the defaulting market
participant;

9.4.2

Comments/Remarks

9.4.2.1 the name of the defaulting market
participant;
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(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

9.4.2.2 the real-time market and the trading day in 9.4.2.2 the real-time market and the trading day to
which the relevant payment default relates;
respect of which the default in payment by
the defaulting market participant has
occurred;
9.4.2.3 the defaulting market participant's residual
default amount, calculated in accordance
with section 9.5.1;

9.4.2.3 the residual default amount;

9.4.2.4 the amount of the first default levy;

9.4.2.4 the amount of the first default levy;

9.4.2.5 the amount of any credit support held in
respect of the defaulting market participant
that has been realised;

9.4.2.5 the amount of any credit support held for
the defaulting market participant that has
been realised;

9.4.2.6 the amount of any credit support held in
respect of the defaulting market participant
that remains to be realised;

9.4.2.6 the amount of any credit support held for
the defaulting market participant that
remains to be realised;

9.4.2.7 the amount of the second default levy
9.4.2.7 the amount of the second default levy,
calculated according to section 9.5.2; and
calculated in accordance with section 9.5.2;
and
9.4.2.8 the non-defaulting levy bearing market
participant's share of the second default
levy, calculated in accordance with section
9.6.1.

9.4.2.8 the levy bearing market participant's share
of the second default levy calculated
according to section 9.6.1.
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Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

9.5

CALCULATION OF RESIDUAL
DEFAULT AMOUNT AND SECOND
DEFAULT LEVY

9.5

CALCULATION OF RESIDUAL
DEFAULT AMOUNT AND SECOND
DEFAULT LEVY

9.5.1

The defaulting market participant's
residual default amount shall be:

9.5.1

The residual default amount of the
defaulting market participant shall be:

9.5.1.1 the aggregate of:

Comments/Remarks

9.5.1.1 the sum of:

a.

the net invoice amount payable by the
defaulting market participant in
respect of the real-time markets (for
the trading day to which the relevant
default in payment relates) in respect
of which payment has not been
received as of the date of issuance of
the second notice of default levy,
exclusive of any amounts payable on
account of financial penalties or
damages; and

a.

the net invoice amount payable by the
defaulting market participant in
respect of the real-time markets (for
the trading day to which the relevant
payment default relates) for which
payment has not been received by the
date that the second notice of default
levy is issued, excluding any amounts
payable for financial penalties or
damages; and

b.

any default interest payable in respect
of the amount referred to in section
9.5.1.1(a) that has accrued since the
date of issuance of the first notice of
default levy in accordance with
section 5.12 of Chapter 7;

b.

any default interest accrued according
to section 5.12 of Chapter 7 on the
amount referred to in section
9.5.1.1(a) since the date that the first
notice of default levy was issued;

Change to current rules:
To clarify that the
reference to “trading day”
in the existing section
9.5.1.1 is a reference to the
trading day to which the
relevant default relates.
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9.5.1.2 less the aggregate of:

9.5.1.2 less the sum of:

9.5.2

a.

the amount of the first default levy;
and

a.

the amount of the first default levy;
and

b.

any amount that has been recovered
by the EMC since the date of issuance
of the first notice of default levy
under any credit support held in
respect of the defaulting market
participant.

b.

any amount that has been recovered
by the EMC, since the date that the
first notice of default levy was issued,
under any credit support held for the
defaulting market participant.

The amount of the second default levy shall
be the aggregate of:

9.5.2.1 the defaulting market participant's residual
default amount, calculated in accordance
with section 9.5.1; and
9.5.2.2 any costs and expenses reasonably incurred
by the EMC in investigating the default in
payment to which the default levy relates,
in realising any applicable credit support
and in implementing the default levy since
the date on which the first default levy was
calculated.
9.5.3
The second default levy shall be
apportioned and invoiced to non-defaulting
levy bearing market participants in

9.5.2

Comments/Remarks

The amount of the second default levy shall
be the sum of:

9.5.2.1 the residual default amount; and

9.5.2.2 the default levy costs incurred since the date
on which the first default levy was
calculated.

9.5.3

The second default levy shall be apportioned
and invoiced to levy bearing market
participants according to sections 9.6.1 and
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accordance with sections 9.6.1 and 9.6.2.

9.6.2.

9.6

APPORTIONMENT AND INVOICING
OF DEFAULT LEVY

9.6.1

9.6.1
Subject to section 9.1.6, the amount of a
default levy shall be apportioned amongst
all non-defaulting levy bearing market
participants to whom a notice of default
levy has been issued in accordance with
section 9.2.3 or 9.4.2 by allocating to each
non-defaulting levy bearing market
participant a share of the default levy
calculated as follows:
[default amount or residual default
amountamount of the first default levy or
the second default levy (as the case may be)
x (absolute value of the non-defaulting levy
bearing market participant's net invoice
amount, exclusive of any amounts payable
on account of financial penalties or
damages, in the real-time markets for the
trading day to which the default in
payment by the defaulting market
participant relates)]

9.6

APPORTIONMENT AND INVOICING
OF DEFAULT LEVY
Subject to sections 9.1.6 and 9.1.7, the
amount of a default levy shall be
apportioned among all levy bearing market
participants that a notice of default levy has
been issued to under section 9.2.3 or 9.4.2
as follows:

[amount of the first default levy or the
second default levy (as the case may be) x
(value of the levy bearing market
participant's net invoice amount, exclusive
of any amounts payable for financial
penalties or damages, in the real-time
markets for the trading day to which the
relevant payment default relates)]

Change to current rules:
Under the proposal, any
default levy is to be shared
between levy bearing MPs
only. Hence the allocation
formula only relates to the
invoice amounts of levy
bearing MPs.

divided by

Change to current rules: It
is the amount of the first or
second default levy (as the
case may be) rather than
the default amount or
residual amount that is to
be apportioned.

the net transaction dollar amount
divided by
where the net transaction dollar amount is:
the net transaction dollar amount
where the net transaction dollar amount is:

Comments/Remarks
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∑ the value of each levy bearing market
participant's net invoice amount, exclusive
of any amounts payable for financial
penalties or damages, in the real-time
markets for the trading day to which the
relevant payment default relates

∑ the absolute value, in dollars, of each
levy bearing market participant's and each
market support services licensee’s net
invoice amount, exclusive of any amounts
payable on account of financial penalties or
damages, in the real-time markets for the
trading day to which the default in
payment by the defaulting market
participant relates
minus
the absolute value, in dollars, of the
defaulting market participant's net invoice
amount, exclusive of any amounts payable
on account of financial penalties or
damages, for such trading day

9.6.2

Subject to sections 9.2.4 and 9.6.3, a
non-defaulting levy bearing market
participant's share of a default levy shall be
included in or with the first invoice
scheduled to be issued to the
non-defaulting levy bearing market
participant pursuant to Chapter 7
(following the issuance of the notice of

9.6.2

Subject to sections 9.2.4 and 9.6.3, a levy
bearing market participant's share of a
default levy shall be included in or with the
first invoice scheduled to be issued to it
under Chapter 7 (after the notice of default
levy referred to in section 9.2.3 or 9.4.1 as
the case may be is issued) for each real-time
market to which the default levy relates.
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default levy referred to in section 9.2.3 or
9.4.1, as the case may be), in respect of
each real-time market to which the default
levy relates.
9.6.3

Where, for any reason, no invoice is
scheduled to be issued to a non-defaulting
levy bearing market participant to whom a
second notice of default levy has been
issued under section 9.4.2, the EMC shall
issue an invoice to that non-defaulting levy
bearing market participant comprising the
amount of that non-defaulting levy bearing
market participant's share of the second
default levy. Any such non-defaulting levy
bearing market participant shall pay to the
EMC the invoice amount on the second
business day following receipt of the
invoice.

9.6.3

If a second notice of default levy is issued to
a levy bearing market participant under
section 9.4.2 and no invoice is scheduled to
be issued to it, the EMC shall issue an
invoice to that levy bearing market
participant for the amount of its share of the
second default levy. The levy bearing
market participant shall pay to the EMC the
invoice amount on the second business day
after receiving that invoice.

9.7

ALLOCATIONAPPLICATION OF
DEFAULT LEVY

9.7

APPLICATION OF DEFAULT LEVY

9.7.1

The EMC shall allocateapply amounts
received from non-defaulting levy bearing
market participants in respect of a default
levy:

9.7.1

The EMC shall apply the amounts received
from levy bearing market participants for a
default levy in the following order:

Change to current rules:
The EMC will use the
received amounts to make
certain payments in the
priority stated in section
9.7.1.1 to 9.7.1.5. It is
therefore more accurate to

Page 46 of 87

Paper No: EMC/RCP/30/2007/254

Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

say that the EMC “applies
the amounts … to pay”
than “allocates the
amounts … to pay”.
9.7.1.1 first, to pay the reasonable costs and
expenses referred to in section 9.3.2.1(b)
and 9.5.2.2;

9.7.1.1 first, to pay for the default levy costs;

9.7.1.2 second, to repay any short-term funds
borrowed by the EMC pursuant to section
5.12.4 of Chapter 7 on account of the
defaulting market participant's default in
payment;

9.7.1.2 second, to repay any short-term funds
borrowed by the EMC under section 5.12.4
of Chapter 7 on account of the payment
default;

9.7.1.3 third, to replenish any funds transferred
from the EMC settlement reserve account
pursuant to section 5.12.6 of Chapter 7 on
account of the defaulting market
participant's default in payment;

9.7.1.3 third, to replenish any funds transferred
from the EMC settlement reserve account
under section 5.12.6 of Chapter 7 on
account of the payment default;

9.7.1.4 fourth, to the payment of amounts owed by
the defaulting market participant to the
EMC on account of the EMC’s and the
PSO’s administrative costs referred to in
section 4.2 of Chapter 7; and

9.7.1.4 fourth, to pay the amounts owed by the
defaulting market participant to the EMC on
account of the administrative costs of the
EMC and the PSO under section 4.2 of
Chapter 7; and

9.7.1.5 fifth, to the payment of all other settlement
amounts owed by the defaulting market

9.7.1.5 fifth, to pay all other settlement amounts
that the defaulting market participant owes
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participant to the EMC.

Comments/Remarks

to the EMC.

9.8

OTHER RECOVERY OF DEFAULT
AMOUNTS

9.8

9.8.1

Notwithstanding the imposition of a default 9.8.1
levy, the EMC shall subject to section 9.9
take all reasonable steps to recover from
the defaulting market participant, including
by means of the realisation of any credit
9.8.1.1
support held in respect of a defaulting
market participant that has not been
realised as at the date of calculation of a
second default levy, all amounts owing to
the EMC under the market rules in respect
9.8.1.2
of the defaulting market participant’s
transactions in the real-time market in
which the default in payment occurred and
any costs and expenses incurred by the
EMC in connection with or in relation to
the recovery of such amounts owing by the
defaulting market participant (including
but not limited to costs and expenses
incurred by the EMC in investigating the
default in payment, in realising any
applicable credit support, in implementing
the default levy or multiple default levy, and
in taking any steps under this section
9.8.1). The EMC may, but shall not be
obliged to, follow the dispute resolution

RECOVERY OF DEFAULT AMOUNTS
Even if a default levy is imposed, the EMC
shall, subject to section 9.9, take all
reasonable steps to recover from a
defaulting market participant:
all amounts owing to the EMC under the
market rules for the defaulting market
participant’s transactions in the real-time
market in which the payment default
occurred; and
any costs and expenses incurred by the EMC
which are connected with or related to
recovering those amounts (including default
levy costs and costs and expenses incurred
in implementing the debt recovery levy and
in taking any steps under section 9.8.1),
including by realising any credit support
held for the defaulting market participant
that has not been realised by the date that a
second default levy is calculated. The EMC
may follow the dispute resolution process
set out in section 3 of Chapter 3 in obtaining
such recovery.
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process set forth in section 3 of Chapter 3
for the purpose of obtaining such recovery.
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9.8.2

Subject to section 9.8.3 and section 9.11.4, 9.8.2
any full or partial recovery of the default
amount, default interest and costs or
expenses made by the EMC pursuant to
section 9.8.1 shall be distributed to each
non-defaulting levy bearing market
participant that remitted payment to the
EMC on account of a default levy or a
multiple default levy (as the case may be)
on a prorated basis according to the amount
so remitted by the non-defaulting levy
bearing market participant. Where the
non-defaulting levy bearing market
participant is, at the relevant time, still a
market participant, any such amount shall
appear as a credit on the next invoice
scheduled to be issued to that
non-defaulting levy bearing market
participant under Chapter 7. Where the
non-defaulting levy bearing market
participant is no longer a market
participant at the relevant time, any such
amount shall be paid to the non-defaulting
levy bearing market participant in such
manner as the EMC determines
appropriate.

Subject to section 9.8.3 and section 9.11.4,
any default amount, default interest and
costs and expenses recovered wholly or
partially by the EMC under section 9.8.1
shall be apportioned to each levy bearing
market participant on a prorated basis
according to the amount it remitted to the
EMC on account of a default levy or a debt
recovery levy (as the case may be). If the
levy bearing market participant is, at the
relevant time, a market participant, the
amount shall appear as a credit in its next
scheduled invoice under Chapter 7. If the
levy bearing market participant is no longer
a market participant at the relevant time, the
levy bearing market participant shall be paid
in a manner that the EMC deems fit.

9.8.3

In the event that the EMC cannot, after
9.8.3
taking all reasonable steps to do so, locate a

If the EMC cannot reasonably locate a levy
bearing market participant that has remitted

Comments/Remarks
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levy or a debt recovery levy (as the case may
be), the amount that would otherwise be
apportioned to that levy bearing market
participant under section 9.8.2 shall:

non-defaulting levy bearing market
participant that has remitted payment to
the EMC on account of a default levy or a
multiple default levy (as the case may be),
any amount that would otherwise be
distributed to such non-defaulting levy
bearing market participant under section
9.8.2 shall:
9.8.3.1 be allocated and distributed to other
non-defaulting levy bearing market
participants in the manner described in
section 9.8.2; or

Comments/Remarks

9.8.3.1 be apportioned among other levy bearing
market participants in the manner described
in section 9.8.2; or

9.8.3.2 be used to offset the EMC’s administrative
9.8.3.2 where other non-defaulting levy bearing
costs referred to in section 4.2 of Chapter 7
market participants have already been fully
if the other levy bearing market participants
reimbursed in respect of a default levy or a
have already been fully reimbursed for a
multiple default levy (as the case may be)
default levy or a debt recovery levy (as the
and are therefore not entitled to payment of
case may be) and are not entitled to further
any amounts under section 9.8.2, be used to
payment under section 9.8.2.
offset the EMC’s administrative costs
referred to in section 4.2 of Chapter 7.
9.8.4

Any costs and expenses reasonably
incurred by the EMC in recovering
amounts from a defaulting market
participant under section 9.8.1 that have
not been included in a default levy under
section 9.3.2.1(b) or 9.5.2.2 shall subject to

9.8.4

Any costs and expenses reasonably incurred
by the EMC in recovering amounts under
section 9.8.1 that have not been included in
a default levy under section 9.3.2.1(b) or
9.5.2.2 shall, subject to section 9.9.5, be
recovered by the EMC from the levy bearing
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market participants through one or more
debt recovery levies as the EMC deems fit.

section 9.9.5 be recovered by the EMC
from the non-defaulting levy bearing
market participants through one or more
multiple default levies as the EMC deems
fit.
9.9

APPROVAL OF COSTS FOR
RECOVERY OF DEFAULT
AMOUNTS

9.9

APPROVAL OF COSTS FOR
RECOVERY OF DEFAULT AMOUNTS

9.9.1

The provisions of this section 9.9 apply
only for the purposes of of the
implementation of multiple default levies
for the recovery (to the extent permitted
under section 9.9.5) of costs and expenses
incurred by the EMC in connection with or
in respect of default recovery measures.
The provisions of this section 9.9 shall not:

9.9.1

Section 9.9 applies only for implementing
debt recovery levies for the recovery (to the
extent permitted under section 9.9.5) of
costs and expenses incurred by the EMC in
connection with or in respect of default
recovery measures. Section 9.9 shall not:

9.9.1.1 restrict the power, authority or discretion of 9.9.1.1 limit the power, authority or discretion of
the EMC to effect any default recovery
the EMC to effect any default recovery
measures in its absolute discretion;
measures under section 9.8.1 in its absolute
discretion;
9.9.1.2 affect the validity of any default recovery
measures taken by the EMC under section
9.8.1; or

9.9.1.2 affect the validity of any default recovery
measures taken; or

9.9.1.3 require any default recovery measures to be 9.9.1.3 require any default recovery measures to be
taken only with the approval of the rule
taken only with the approval of the rules
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change panel.

change panel.

9.9.2

9.9.2
The EMC shall submit in writing for the
approval of the rule change panel an
estimate of the costs and expenses which it
anticipates incurring in connection with or
in relation to the EMC effecting any default
recovery measures. Such estimate of costs
and expenses shall be accompanied by a
brief description or summary in writing of
the default recovery measures which the
EMC proposes to effect in respect of which
such costs and expenses may be incurred.

The EMC shall submit in writing for the
approval of the rules change panel an
estimate of the costs and expenses which it
anticipates incurring in connection with or
in relation to any default recovery measures
it proposes to effect. The estimate shall be
accompanied by a written summary of those
default recovery measures.

9.9.3

The rule change panel shall consider each
estimate of costs and expenses submitted
for its approval by the EMC under section
9.9.2 and shall either:

The rules change panel shall consider each
estimate of costs and expenses submitted by
the EMC under section 9.9.2 and shall:

9.9.3

9.9.3.1 approve such estimate of costs and
expenses submitted by the EMC under
section 9.9.2; or

9.9.3.1 approve the estimate;

9.9.3.2 decline to approve such estimate of costs
and expenses submitted by the EMC under
section 9.9.2; or

9.9.3.2 decline to approve the estimate; or

9.9.3.3 approve a lesser amount of costs and
expenses than that stated in such estimate

9.9.3.3 approve an amount of costs and expenses
less than those estimated.

Comments/Remarks

Page 53 of 87

Paper No: EMC/RCP/30/2007/254

Proposed Changes to Current Rules
(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)

of costs and expenses submitted by the
EMC under section 9.9.2;
and shall inform the EMC in writing of its decision.

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

The rules change panel shall inform the EMC in
writing of its decision.
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9.9.4

If the rule change panel declines to
approve any estimate, the EMC shall be
released and discharged from its
obligations to effect default recovery
measures under section 9.8.1. If the rule
change panel approves a lesser amount of
costs and expenses pursuant to section
9.9.3.3, the EMC shall be obliged to effect
default recovery measures under section
9.8.1 only to the extent of such lesser
amount of costs and expenses so approved
and shall released and discharged from its
obligation to take any further action to
effect, pursue or complete any default
recovery measures to the extent that the
same would result in the EMC incurring
any costs or expenses in excess of the
amount of costs and expenses so approved.

9.9.4

If the rules change panel declines to approve
any estimate, the EMC shall be released and
discharged from its obligations to effect
default recovery measures under section
9.8.1. If the rules change panel gives its
approval under section 9.9.3.3, the EMC
shall be obliged to effect default recovery
measures under section 9.8.1 only to the
extent of the approved amount of costs and
expenses and shall be released and
discharged from any obligation to take any
further action to effect, pursue or complete
any default recovery measures to the extent
that such action would cause the EMC to
incur any costs or expenses in excess of that
approved amount.

9.9.5

The EMC may recover from the
non-defaulting levy bearing market
participants the costs and expenses for the
time being incurred by the EMC in
effecting any default recovery measures by
way of one or more multiple default levies
under section 9.10 as the EMC deems fit
provided that, and only to the extent that,
such costs and expenses have been
approved by the rule change panel under

9.9.5

The EMC may recover the costs and
expenses for the time being incurred by the
EMC in effecting any default recovery
measures, from the levy bearing market
participants, by way of one or more debt
recovery levies as the EMC deems fit, to the
extent that such costs and expenses were
approved by the rule change panel under
section 9.9.3.

Comments/Remarks
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section 9.9.3.
9.9.6

If the estimate of costs and expenses (and
its accompanying description or summary
of the proposed default recovery measures)
submitted by the EMC under section 9.9.2
relates to a defaulting market participant
whose representative is a member of the
rule change panel, the EMC and the other
members of the rule change panel shall not
disclose to that member of the rule change
panel who is a representative of the
relevant defaulting market participant any
information relating to the default recovery
measures proposed to be taken by the
EMC. Such member of the rule change
panel who is a representative of the
relevant defaulting market participant shall
not be entitled to attend, speak or vote at
any meeting of the rule change panel
convened for the purposes of this section
9.9.

9.9.6

If a defaulting market participant’s
representative is a member of the rules
change panel, the EMC and the other
members of the rules change panel shall not
disclose to that representative any
information that relates to the default
recovery measures proposed to be taken
against that defaulting market participant
(including the contents of the estimate of
costs and expenses submitted under section
9.9.2 and its accompanying summary of the
proposed default recovery measures ). That
representative may not attend, speak or vote
at any meeting of the rules change panel
that is convened for the purposes of section
9.9.

9.10

MULTIPLE DEFAULT LEVY

9.10

DEBT RECOVERY LEVY

9.10.1

Subject to section 9.8.4 and section 9.9, the
EMC shall be entitled to recover, by means
of the imposition of a multiple default levy
on non-defaulting levy bearing market
participants in accordance with this section

9.10.1 Subject to section 9.8.4 and section 9.9, the
EMC may recover through a debt recovery
levy on levy bearing market participants, the
sum of any costs and expenses for the time
being incurred by the EMC in connection
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with or in relation to the default recovery
measures effected by the EMC.

Where costs and expenses have been
9.10.2 If costs and expenses connected with or
incurred by the EMC in connection with or
related to any default recovery measures are
in relation to any default recovery
incurred by the EMC and these costs and
measures and such costs and expenses have
expenses have not been recovered from the
not been recovered from the defaulting
defaulting market participant, the EMC may
market participant, the EMC may issue a
issue a notice of debt recovery levy to the
notice of multiple default levy to the
levy bearing market participants. The EMC
non-defaulting levy bearing market
shall in this notice state:
participants, and in such notice shall
identify:

9.10.2.1 the name of the defaulting market
participant;

9.10.2.1 the name of the defaulting market
participant;

9.10.2.2 all the real-time markets and the trading
days in respect of which the defaults in
payment by the defaulting market
participant has occurred;

9.10.2.2 all the real-time markets and the trading
days to which the relevant payment defaults
relate;

9.10.2.3 the amount of the multiple default levy,
being (subject to section 9.9.5) the
aggregate sum of the costs and expenses
for the time being incurred by the EMC in

9.10.2.3 the amount of the debt recovery levy, that is,
(subject to section 9.9.5) the sum of such
costs and expenses connected with or
related to the default recovery measures for
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the time being incurred by the EMC; and

9.10.2.4 the levy bearing market participant's share
of the debt recovery levy calculated
according to section 9.10.4.

9.10.3

The notice of multiple default levy shall be 9.10.3 The notice of a debt recovery levy shall be
issued at least ten days before the date that
issued at least ten days prior to the date on
the invoice imposing the debt recovery levy
which the invoice imposing the multiple
on levy bearing market participants is
default levy on non non-defaulting levy
issued according to section 9.10.5.
bearing market participants is issued by
the EMC in accordance with section 9.10.5.

9.10.4

Subject to section 9.1.6, the amount of a
multiple default levy shall be apportioned
amongst all non-defaulting levy bearing
market participants to whom a notice of
multiple default levy has been issued in
accordance with section 9.10.2 by
allocating to each non-defaulting levy
bearing market participant a share of the
multiple default levy calculated as follows:
[the amount of the multiple default levy x
(the sum of the absolute values of all of the
non-defaulting levy bearing market
participant's net invoice amounts,
exclusive of any amounts payable on

9.10.4 Subject to sections 9.1.6 and 9.1.7, the
amount of a debt recovery levy shall be
apportioned among all levy bearing market
participants, who have been issued a notice
of debt recovery levy according to section
9.10.2, as follows:

[the amount of the debt recovery levy x Σ
the values of all of the levy bearing market
participant's net invoice amount(s)
(exclusive of any amounts payable for
financial penalties or damages), in the real-

Change to current rules:
Under the proposal, any
default levy is shared
between levy bearing MPs
only. Hence the allocation
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account of financial penalties or damages,
in the real-time markets for the trading
day(s) to which the default(s) in payment
by the defaulting market participant
relate)]

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)
time markets for the trading day(s) to which
the relevant payment default(s) relate(s)]

Comments/Remarks

formula only relates to the
invoice amounts of levy
bearing MPs.

divided by
the net transaction dollar amount

divided by
where the net transaction dollar amount is:
the net transaction dollar amount
where the net transaction dollar amount is:
∑ the absolute value, in dollars, of each
levy bearing market participant's and each
market support services licensee’s net
invoice amounts, exclusive of any amounts
payable on account of financial penalties or
damages, in the real-time markets for the
trading day(s) to which the default(s) in
payment by the defaulting market
participant relates

∑ the value of each levy bearing market
participant's net invoice amounts (exclusive
of any amounts payable for financial
penalties or damages), in the real-time
markets for the trading day(s) to which the
relevant payment default(s) relate(s)

minus
the absolute value, in dollars, of the
defaulting market participant’s net invoice
amount, exclusive of any amounts payable
on account of financial penalties or
damages, for all such trading day(s) on
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Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

which the default(s) occurred
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Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

9.10.5

9.10.5 Subject to section 9.10.3, a levy bearing
Subject to section 9.10.3, a non-defaulting
market participant's share of a debt
levy bearing market participant's share of a
recovery levy shall be included in or with
multiple default levy shall be included in or
the first invoice scheduled to be issued to it
with the first invoice scheduled to be issued
under Chapter 7 after the notice of debt
to the non-defaulting levy bearing market
recovery levy referred to in section 9.10.2 is
participant pursuant to Chapter 7 following
issued.
the issuance of the notice of multiple
default levy referred to in section 9.10.2.

9.10.6

Where, for any reason, no invoice is
scheduled to be issued to a non-defaulting
levy bearing market participant to whom a
notice of multiple default levy has been
issued under section 9.10.2, the EMC shall
issue an invoice to that non-defaulting levy
bearing market participant comprising the
amount of that non-defaulting levy bearing
market participant's share of the multiple
default levy. Any such non-defaulting levy
bearing market participant shall pay to the
EMC the invoice amount on the second
business day following receipt of the
invoice.

Comments/Remarks

9.10.6 If a notice of debt recovery levy has been
issued to a levy bearing market participant
under section 9.10.2 and no invoice is
scheduled to be issued to it, the EMC shall
issue an invoice to that levy bearing market
participant for the amount of its share of the
debt recovery levy. The levy bearing market
participant shall pay to the EMC the invoice
amount on the second business day after
receiving that invoice.
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9.11

VOLUNTARY FINANCIAL
ASSISTANCE FOR DEFAULT
RECOVERY MEASURES

9.11

9.11.1

If the rule change panel declines to
approve any estimate of costs and expenses
submitted for its approval pursuant to
section 9.9.3.2, any one or more
non-defaulting levy bearing market
participants, who is or are liable to pay any
amount under any default levy or multiple
default levy, may request the EMC to
effect, pursue and/or complete the default
recovery measures proposed to be effected
by the EMC as referred to in section 9.9.2.

9.11.1 If the rules change panel does not approve
any estimate submitted under section
9.9.3.2, any levy bearing market participant,
who is liable to pay a default levy or debt
recovery levy, may request the EMC to
effect the default recovery measures
referred to in section 9.9.2.

9.11.2

If a non-defaulting levy bearing market
participant requests the EMC, and the
EMC agrees, to effect, pursue and/or
complete any default recovery measures
under section 9.11.1, all costs and expenses
which may be incurred by the EMC in
effecting, pursuing and/or completing any
such default recovery measures (other than
any costs or expenses which may be
recovered by way of multiple default
levies) shall be borne by that
non-defaulting levy bearing market
participant and the non-defaulting levy

9.11.2 If a levy bearing market participant
requests, and the EMC agrees, to effect any
default recovery measures under section
9.11.1, the levy bearing market participant
shall bear all costs and expenses (excluding
those recoverable through debt recovery
levies) that may be incurred by the EMC in
effecting any such default recovery
measures. The levy bearing market
participant shall pay to the EMC the
amounts that the EMC may from time to
time require to meet all such costs and
expenses the EMC incurs or anticipates to

Comments/Remarks

VOLUNTARY FINANCIAL
ASSISTANCE FOR DEFAULT
RECOVERY MEASURES
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bearing market participant shall pay to the
EMC such amounts as the EMC may from
time to time require to enable the EMC to
meet all such costs and expenses which the
EMC may incur or anticipates incurring.
For the avoidance of doubt, the EMC may
require all payments to be made by the
non-defaulting levy bearing market
participant under this section, and such
non-defaulting levy bearing market
participant shall make such payments,
prior to the EMC effecting, or incurring any
such costs or expenses in relation to
effecting, any default recovery measures
under section 9.11.1.
9.11.3

If two or more non-defaulting levy bearing
market participants request, and the EMC
agrees, to effect, pursue and/or complete
any default recovery measures under
section 9.11.1, all costs and expenses
which may be incurred by the EMC in
effecting, pursuing and/or completing any
such default recovery measures (other than
any costs or expenses which may be
recovered by way of multiple default
levies) shall be borne by those
non-defaulting levy bearing market
participants in such proportions as such
non-defaulting levy bearing market

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

incur. The EMC may require all such
payments to be made, and the levy bearing
market participant shall then make such
payments, before the EMC effects those
default recovery measures or incurs any
such costs or expenses.

9.11.3 If two or more levy bearing market
participants request, and the EMC agrees, to
effect any default recovery measures under
section 9.11.1, they shall bear all costs and
expenses (excluding those recoverable
through debt recovery levies) that may be
incurred by the EMC in effecting those
default recovery measures in the proportions
as agreed between them and the EMC. The
levy bearing market participants shall pay
to the EMC, in the agreed proportions, the
amounts that the EMC may from time to
time require to enable it to meet all such
costs and expenses the EMC incurs or
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participants and the EMC may agree and
such non-defaulting levy bearing market
participants shall pay to the EMC in their
respective agreed proportions such
amounts as the EMC may from time to
time require to enable the EMC to meet all
such costs and expenses which the EMC
may incur or anticipates incurring. For the
avoidance of doubt, the EMC may require
all payments to be made by the
non-defaulting levy bearing market
participants under this section, and such
non-defaulting levy bearing market
participants shall make such payments,
prior to the EMC effecting, or incurring any
such costs or expenses in relation to
effecting, any default recovery measures
under section 9.11.1.
9.11.4

If the EMC effects any default recovery
measures pursuant to the request of any
non-defaulting levy bearing market
participant under this section 9.11,
thennotwithstanding section 9.8.2, any full
or partial recovery of the default amount,
default interest, and costs and expenses
incurred by the EMC in respect of such
default recovery measures shall:

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

anticipates to incur. The EMC may require
all such payments to be made, and the levy
bearing market participants shall then make
such payment, before the EMC effects those
default recovery measures or incurs any
such costs or expenses.

9.11.4 If the EMC effects any default recovery
measures at the request of any levy bearing
market participant under section 9.11, then
any whole or partial recovery of the default
amount, default interest, and costs and
expenses incurred by the EMC for such
default recovery measures shall:
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Comments/Remarks

9.11.4.1 first (without regard to section 9.8.2) be
applied towards the reimbursement of the
non-defaulting levy bearing market
participant referred to in section 9.11.2
who effected payment to the EMC pursuant
to section 9.11.2 to the extent of such
payment or each of the non-defaulting levy
bearing market participants referred to in
section 9.11.3 who effected payment to the
EMC pursuant to section 9.11.3 to the
extent of, and in proportion to, their
respective payments; and

9.11.4.1 first, (without regard to section 9.8.2) be
reimbursed to the levy bearing market
participants for their payments to the EMC
under section 9.11.2 or section 9.11.3 (as the
case may be). In the case of levy bearing
market participants who paid the EMC
under section 9.11.3, they shall be
respectively reimbursed to the extent of, and
in proportion to, their respective payments;
and

Change to current rules:
The phrase
“notwithstanding section
9.8.2” should only apply to
section 9.11.4.1 and not
section 9.11.4.2.

9.11.4.2 any remaining amounts shall thereafter be
distributed amongst the non-defaulting levy
bearing market participants in accordance
with section 9.8.2.

9.11.4.2 any remaining amounts shall thereafter be
apportioned among the levy bearing market
participants according to section 9.8.2.

(As at 01 Jan 2006. Deletions Represented By
Strikethrough Text And Additions Underlined)
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ASSOCIATED CHANGES

ASSOCIATED CHANGES

CHAPTER 8: DEFINITIONS

CHAPTER 8: DEFINITIONS

Comments/Remarks

1.1.14938A multiple default debt recovery levy
1.1.149 multiple default levy means the levy
implemented by the EMC under section
means the levy implemented by the
9.10 of Chapter 2 for the purposes of
EMC under section 9.10 of Chapter 2;
recovering costs and expenses incurred in
connection with or in relation to steps taken
by the EMC pursuant to section 9.8.1 of
Chapter 2 in respect of one or more
defaults by the defaulting market
participant;
1.1.41A default levy costs, in respect of a payment
default, means the costs and expenses
reasonably incurred by the EMC in
investigating the payment default,
realising any applicable credit support
held for the defaulting market participant
and implementing a default levy;
1.1.46

default recovery measures means the steps
taken by the EMC or on its behalf under
section 9.8.1 of Chapter 2 to recover from
the defaulting market participant all
amounts owing to the EMC under the
market rules in respect of the defaulting
market participant’s transactions in the

1.1.46 default recovery measures means the steps
taken by the EMC or on its behalf under
section 9.8.1 of Chapter 2 to recover from
the defaulting market participant all
amounts owing to the EMC under the
market rules in respect of the defaulting
market participant’s transactions in the realPage 66 of 87
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real-time market in which the default or
defaults in payment occurred and any costs
and expenses incurred by the EMC in
connection with or in relation to the
recovery of such amounts owing by the
defaulting market participant (including
but not limited to costs and expenses
incurred by the EMC in investigating the
default in payment, in realising any
applicable credit support, in implementing
the default levy or multiple default levy, and
in taking any steps under section 9.8.1 of
Chapter 2);

1.1.47

defaulting market participant means a
market participant that is in default of
payment in respect of monies owing to the
EMC under the market rules and has,
where applicable, the extended meaning
ascribed thereto in section 9.1.5 of Chapter
2;

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

time market in which the default or defaults
in payment payment default(s) occurred and
any costs and expenses incurred by the EMC
in connection with or in relation to the
recovery of such amounts owing by the
defaulting market participant (including
costs and expenses incurred by the EMC in
investigating the default in payment, in
realising any applicable credit support, in
implementing the default levy or multiple
default levy, default levy costs and costs and
expenses incurred in implementing the debt
recovery levy and in taking any steps under
section 9.8.1 of Chapter 2);
1.1.47 defaulting market participant means a
market participant that is in default of
payment in respect of monies owing to the
EMC under the market rules and has, where
applicable, the extended meaning ascribed
thereto in section 9.1.5 of Chapter 2
payment default or (as provided under
section 9.1.5 of Chapter 2) a market support
services licensee (as the case may be);
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1.1.152117A non-defaultinglevy bearing market
participant means, where afor
purposes of the imposition of the
default levy for a default in payment
is, or is to be, imposed, each market
participant (other than the defaulting
market participant) whose default in
payment has triggered the imposition
of the default levy net invoice amount
for the trading day to which the
default relates is positive after
excluding any amounts payable on
account of financial penalties or
damages and has, where applicable,
the extended meaning ascribed
thereto in section 9.1.5 of Chapter 2;

Plain English Re-write of Current
Rules (with the Proposed Changes as
indicated in the left column)

Comments/Remarks

1.1.117A

levy bearing market participant
means, where a default levy for a
default in paymentpayment default is,
or is to be, imposed, each market
participant (other than athe defaulting
market participant) whose net invoice
amount for the trading day to which
the payment default defaultrelates is
positive after excluding any amounts
payable on account offor financial
penalties or damages. It does not
include the defaulting market
participant. and has, wWhere
applicable, levy bearing market
participant has the extended meaning
ascribed theretostated in section 9.1.5
of Chapter 2;

Change to current rules:
Under the proposal, only
net creditors bear default
levies. The term “levy
bearing market
participants” is used to
exclude non-defaulting
MPs who are net debtors.

1.1.162A

payment default means a default in
payment by a market participant or (as
provided under section 9.1.5 of
Chapter 2) a market support services
licensee (as the case may be) in
respect of any monies owing to the
EMC under the market rules;
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Jurisdiction

Default Levy Charged to

Allocation Method

Reference Document

PJM

All non-defaulting members

In proportion to the members’ “Weighted Interest”.
(Interest accrued included)
Note:
Non-defaulting members who paid the levy have
independent right to claim from the defaulting member.

Section 15.2 of Operating
Agreement of PJM
Interconnection LLC.

ISO New
England
(Added)
IESO
Ontario
(formerly IMO)

All non-defaulting customers

In proportion to customer’s remittance and invoice value

Section 14 of ISO New England’s
Tariff Accounting Manual.

All non-defaulting market
participants (same treatment as
NEMS)

Similar formula as NEMS.

Section 8.1 of Chapter 2 of Market
Rules

Effectively to gencos only.

No default levy. It does so with a maximum payment
method. Non-defaulting MPs (usually gencos) are not
paid their full settlement amount if any default cannot be
recovered through realizing credit support from the
defaulting MP. Proportionate to the amounts payable to
the non-defaulting MPs.

Section 3.15.22, 3.15.23 and
3.15.34 of Chapter 3 of National
Electricity Code.

NEMMCO
Australia

Late payments are distributed pro-rata on a FY basis.
Recovery of amounts due from defaulting MPs also
returned pro-rata.
New Zealand

To Generator Class MPs only.

Clearing manager pays out to Generation Class MPs only
as far as the amount collected, pro-rated to the amount
due to the GCMPs.
Clearing manager then has rights to demand from
security deposit.
Non-defaulting GCMPs have rights to recover payments
due from the defaulting MP.

Electricity Governance Rules:
Rule 11.6, 11.10 and 11.11.
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ANNEX 3: NOTE FROM ROBIN LANGDALE
emcdefaultlevy11

NOTE ON THE ALLOCATION OF A DEFAULT LEVY IN THE SINGAPORE ENERGY
MARKET
THE BASIS OF ALLOCATION
Introduction
The RCP has debated at length the subject of allocation of a default levy, which might arise from
the failure of an MP to pay the Market for its obligations and the failure of that MP’s prudential
security to cover the unpaid amount, leaving a “bad debt”.
The present system
Under the present Rules, such a bad debt would be recovered from all MPs having invoices for
the trading day that triggered the bad debt. The amount of the bad debt would be recovered from
each MP in proportion to the absolute amount of that MP’s Energy Market invoice for the
relevant trading day.
The problem
Due to a variety of possible circumstances, the invoiced amount to/fro a particular MP from one
day’s trading could be exceptionally large or exceptionally small, resulting in a charge for the
default levy disproportionate to that MP’s ongoing participation in the market.
The single day basis for allocation
The failure of an MP beyond the amount of its prudential security is most unlikely to be due to the
events of one days trading. Rather a failure would be the result of inadequate financial
management over a long period – most probably a period of years. There is therefore no equity as
between MPs in allocating a default on the basis of one day’s trading.
The solution
It is suggested that the allocation should be on the basis of a longer measurement period, probably
several months trading, during which it could reasonably be expected that the effect of
exceptional circumstances arising from time to time would be smoothed out. The proportion of
the bad debt born by each MP would then be broadly in proportion to the size of their business in
the Energy Market.
It is emphasised that the MPs to participate in bearing the default levy would continue to be the
same set as at present; i.e. those MP’s active in the market on the day of default, “active” being
defined as having an invoice for that day.
The fact that not all invoices for the measurement period would necessarily be included in the
calculation for the apportionment is not a concern, because we are looking for an apportionment
based on relative market activity of the participants. The total value of all invoicing for the
reference period is not of significance for this purpose.
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WHICH MPs SHOULD BEAR THE COST?
Introduction
EMC has proposed that a default levy should properly be borne by the Generator class of MPs,
rather than all MPs.
In favour of Generators bearing the loss
(i) In an individual market the supplier suffers the loss from the failure of a customer. In the
Energy Market all supplies are pooled and Retailers buy from the pool. So, in principle, a loss
arising from the failure of a customer (Retailer) should be made good by the suppliers
(Generators) as a group.
(ii) There is presently a fundamental inequity in that Retailers should not have to make good the
bad debts of their competitors – especially not the small Retailers having to make good the bad
debt of a large one.
In favour of all MPs bearing the loss
(i) If all MPs participate in bearing any default levy, the amount to be borne by each MP will be
substantially less than if only the Generator class bears it.
(ii) If Retailers are not at risk from a default, there is no motivation for them to support a strong
regime of prudential security – the reverse in fact.
(iii) The risk of default beyond a Retailer’s prudential security is small and therefore of minimal
immediate concern to MPs. But the provision of prudential security is a significant and ongoing
cost to all the Retailers. If there was no risk of loss for the Retailers, they might be strongly
motivated to lobby against the present strong prudential security regime.
(iv) Since the Generators would bear the whole of any default levy, their risk of default would be
increased. The existence of a strong prudential security regime would therefore be of greater
concern for the Generators.
(v) The above combination could result in an ongoing tension between the two classes of MPs
regarding prudential security.
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CONCLUSION
The matter of who should bear the cost of a default levy, and how it should be shared between
those who do bear the cost, is a problem to which there is not any clear answer. Any solution must
have elements of arbitrariness.
The use of a longer measurement period, probably several months trading, as the basis for
allocating a default levy among participating MPs is recommended to minimise inequity amongst
MPs due to exceptional short-term circumstances.
In terms of economic principle, the Generators should bear all the cost of a default levy. But the
danger of creating a clash of opposing interests with regard to the extent of prudential security
should be taken into consideration in deciding whether to make a change.
R G Langdale
26 January 2006
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ANNEX 4: ISSUES WITH ALLOCATING DEFAULT LEVY BASED ON MULTIPLE
HISTORICAL INVOICES
Allocating Default Levy based on Historical Invoice Amounts
Mr Robin Langdale suggested using a “historical approach” to distribute a default levy to net
creditors.
In this approach a MP/MSSL would be classified as a net creditor if the total of all its invoice
amounts over a historical period of time is positive 4 . Conversely, if the total is negative, the
MP/MSSL would be a net debtor. For instance, suppose the period of time is chosen as 5
trading days, then:
Invoice Amount ($ million)
TD 1

TD 2

TD 3

TD 4

TD 5

Total

Status

Genco A

+ 10

-2

+ 10

+ 10

+ 10

+ 38

Creditor

Genco B

+ 10

+8

+ 10

+ 10

+ 10

+ 48

Creditor

Retailer C

- 10

- 10

- 10

- 10

- 10

- 50

Debtor

Retailer D
- 10
*TD: Trading Day

+4

- 10

- 10

- 10

- 36

Debtor

This approach could mitigate the effects of rare scenarios in which some gencos are net debtors
for particular trading days (TD 2 in the example), resulting in a same class of MPs (gencos here)
being treated differently when a default levy is imposed.
While this is a conceptually sound idea to solve one problem, implementing it has difficulties and
drawbacks. To see them, we first examine the current default/suspension process with the
following example where a default levy is imposed six calendar days following an event of
default:

4

Under Section 5.3.3 of Chapter 7 of the Market Rules, a positive settlement amount represents an amount
receivable by a MP from the EMC.
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DD + 1BD

DD + 3BD

EMC issues
default notice to
defaulting MP.
EMC may draw on
its credit support,
and/or request for
its suspension.

Defaulting MP fails to
make good default.
EMC requests
suspension order
from MSCP.

DD + 5BD
(Up to DD+10 CD)
MSCP to conclude decision on
suspension order.
Defaulting MP is suspended.

Time Line
Default Date (DD)
Date when MP defaults on
a payment.

Legend:
BD: Business Days
CD: Calendar Days

Scenario:
DD + 6CD
Defaulting MP’s credit support is
insufficient. EMC imposes Default
Levy on all non-defaulting MPs
based on invoice amounts for
trading days pertaining to the
default.
EMC continues to impose daily
default levy on non-defaulting MPs
through DD+10CD when the
defaulting MP is suspended.

To implement the cumulative approach, an appropriate time period for accumulation needs to be
determined:
Difficulties with doing this:
1. What is an appropriate period of time? This would be subjective.
2. Should invoices prior to imposition of default levy (DD+6CD in the example) be included?
If yes, then how long should the accumulation period be? If it is too long, some MPs could
have resigned. Accumulation would mean that resigned MPs’ collateral has to be withheld
for a longer period of time. Also, including these invoices deviates from the current
principle of allocating default levy according to each non-defaulting MP’s share of trade in
the period when the defaulting MP’s collateral is insufficient to cover its outstanding debt;
and
3. If only invoices issued after DD+6CD are included, then effectively only 4CD worth of
invoices would be accumulated in this example. Generally, depending on when the
defaulting MP’s credit support depletes, the actual number of invoices being accumulated
may be quite low. This is especially likely given prudential requirements are set
conservatively at 30 times Average Daily Exposure, i.e. credit support is likely to be
sufficient to cover exposure quite close to the date of suspension.
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Other draw-back:
1. Default levy can be imposed only after a defaulting MP has been suspended. There
would be a delay in the imposition compared to the current arrangement.
In view of these difficulties and drawbacks, EMC does not recommend this approach.
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ANNEX 5: LETTER FROM SENOKO POWER DATED 15 MAR 2005

Page 76 of 87

Paper No: EMC/RCP/30/2007/254

Page 77 of 87

Paper No: EMC/RCP/30/2007/254

Page 78 of 87

Paper No: EMC/RCP/30/2007/254
ANNEX 6: LETTER FROM SENOKO POWER DATED 5 AUG 2005
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ANNEX 7: RCP LETTER TO SENOKO POWER
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ANNEX 9: LETTER FROM MSSL
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