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Clearing Manager consultation on methodologies under schedule 14.2 

 

Meridian appreciates the opportunity to submit on the ‘methodologies under schedule 14.2’ 

consultation paper. 

 

Meridian generally supports the methodologies as proposed in the consultation document 

and particularly that simplicity has been aimed for wherever possible. 

 

Meridian has concerns about the use of 3-10 years of historical data in the calculations 

relating to exit period prudential prices.  This sample is disconnected from the 

circumstances of the day and as the consultation paper shows, can lead to skewed results 

that aren’t representative of the full range of outcomes possible.  Meridian prefers the use 

of a forward looking approach that better reflects the impacts on prices of market structure 

and other circumstantial drivers (storage, outages, fuel availability).  We acknowledge that 

a change in approach would require a code amendment and may not be a practical and 

cost effective solution given the resulting exit period prices feed into at most 18 days of the 

prudential calculation.  On this basis Meridian is willing to support the use of the historical 

data but recommends the adder is calculated for the full year and applied uniformly to each 

quarter.  Meridian also supports a review of the methodology 12 months after 

implementation. 

 

Given the complexity of the prudential and settlement calculations, Meridian requests that 

the Clearing Manager provides a set of illustrative worked examples of the calculations for 

a vertically integrated generator / retailer and for an independent purchaser.  Worked 

examples will help to translate the concepts underpinning the methodologies to an 

operational understanding.  Also useful in this area would be some detail on the size and 
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range of actual settlement retention amount percentages that would have applied over the 

last 3-4 years had the proposed methodology been applied. 

 

Meridian recommends a review of the methodologies 12 months after they are 

implemented.  This will allow the methodologies to be refined once the industry has 

sufficient practical experience to usefully comment. 

 

Meridian notes that the new methodologies place the responsibility on market participants 

to monitor their own prudential levels and ensure sufficient prudential is lodged with the 

Clearing Manager on an ongoing basis.  Active management of prudentials and 

communication with parties when additional prudential is required are core Clearing 

Manager roles.  While the change doesn’t cause any significant issues for Meridian we are 

concerned that it may not work as effectively for smaller parties.  While it hasn’t been 

specified in the methodologies, Meridian’s view is that daily prudential requirements should 

be actively communicated to participants (e.g. by email) rather than requiring participants 

to log on to a web page or portal. 

 

Further details are provided in appendix 1 containing our responses to the consultation 

questions. 

 

If you have any queries regarding this submission please contact me. 

 

Yours sincerely, 

 

Kelly O’Dea 
Regulatory Analyst 

DDI 04 382 7529 

Mobile 021 686 015 

Email kelly.odea@meridianenergy.co.nz 
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Appendix 1: Responses to Questions 

 Question  Response 

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

Yes. The proposed methodology is very similar to the existing methodology with only two minor 

changes: using the exit period price when no better price is available; and including washup amounts 

where these are available.  The current methodology works well and the minor changes are 

appropriate enhancements. 

2 Do you consider the 
clearing manager’s current 
treatment of ancillary 
services for prudential 
security assessment to be 
fit for purpose? If not, what 
enhancements do you 
support? 

Yes, Meridian considers the treatment of ancillary services is fit for purpose.  The current methodology 

uses the last settlement month daily average net ancillary services amounts and projects these for the 

appropriate number of days.  The methodology is simple and easy to understand which is appropriate 

given the relative size of the ancillary services component in the overall prudential calculation.  Our 

view is that the cost of any further development to estimate more accurately would outweigh the 

benefits. 

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

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

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

Yes, Meridian supports the core of the proposed approach to arrive at exit period base prices.  This 

includes: 

 using a 20 day average of ASX closing prices to reduce any incentive to game the ASX market to 

affect prudential requirements; 

 using profiles to more accurately reflect prudential requirements for different retailers and direct 

connect consumers that have consumption at different times of day that have different costs. 

Meridian is concerned about using 3-10 years of historical data as the basis for the profiling calculation.  

Conceptually we support the use of a forward looking approach that better reflects the impacts on 

prices of market structure and other circumstantial drivers (storage, outages, fuel availability).  We 

acknowledge that a change in approach would require a code amendment and may not be a practical 

and cost effective solution given the resulting exit period prices feed into at most 18 days of the 

prudential calculation.  On this basis Meridian is willing to support the use of the historical data with a 

review of the methodology 12 months after implementation. 

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

Meridian agrees with the concept of the adder and achieving a probability of loss given default of 25%, 

as this represents an improvement in the level of prudential cover compared to the current process. 

Meridian’s concern about the use of historical data also applies to the adder calculation.  Our concern 

in this case is in the skew of the adder results for particular quarters based on the historical data used.  

To overcome this skew Meridian supports calculation of the adder at an annual rather than quarterly 

level with the adder applied uniformly to all quarters. 
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 Question  Response 

6 Do you support the use of 
three years of data to 
calculate the adder upon 
commencement, 
extending to ten years? 
Do you believe there is 
value in including a longer 
period of time up front 
(such as including the 
2008 dry year)? 

As detailed in our covering letter and in the answers to Q4&5 Meridian has concerns about the use of 

3-10 years of historical data in the calculations relating to exit period prudential prices.  This sample is 

disconnected from the circumstances of the day and as the consultation paper shows, can lead to 

skewed results that aren’t representative of the full range of outcomes possible.  Meridian prefers the 

use of a forward looking approach that better reflects the impacts on prices of market structure and 

other circumstantial drivers (storage, outages, fuel availability).  We acknowledge that a change in 

approach would require a code amendment and may not be a practical and cost effective solution 

given the resulting exit period prices feed into at most 18 days of the prudential calculation. 

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

Yes, Meridian supports the proposed method of calculating the SRA.  Application of the SRA as a 

percentage of the amount owing to generators is a simple solution. 

It is difficult for any individual participant to accurately calculate the SRA % that would have applied 

historically and therefore to have a good understanding of how this number can vary.  Meridian 

recommends that the Clearing Manager publish an estimate of the SRA percentages over the last 3 to 

4 years using the proposed methodology to give participants a view of the size and range of this 

percentage under different circumstances. 
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 Question  Response 

 Additional comments Meridian requests the Clearing Manager provide some worked examples of the methodologies for say 

a vertically integrated generator / retailer and an independent purchaser.  A step by step walk through 

of the prudential calculations and the settlement calculations would go a long way to making the 

concepts in the methodologies understandable at an operational level, and act as a dry run of the 

approach. 

Given some of the methodologies are new, Meridian strongly supports a review of the methodologies 

after they have been in operation for 12 months.  This will provide opportunity for the methodologies to 

be refined once the industry has a reasonable level of practical experience working with them. 

We note that the new methodologies place the responsibility on market participants to monitor their 

own prudential levels and ensure sufficient prudential is lodged with the Clearing Manager on an 

ongoing basis.  Active management of prudentials and communication with parties when additional 

prudential is required are core Clearing Manager roles.  While the change doesn’t cause any significant 

issues for Meridian we are concerned that it may not work as effectively for smaller parties.  While it 

hasn’t been specified in the methodologies, Meridian’s view is that daily prudential requirements should 

be actively communicated to participants (e.g. by email) rather than requiring participants to log on to a 

web page or portal. 

 


