CAISO Energy Definition
Examples

FACT PATTERN.  Seller sells 100 MW to Buyer @ $50/MW.  ISO arbitrarily adjusts Seller's preschedule and claims that Buyer is short 10 MW and Seller is long 10 MW.  ISO will buy at the Inc Price and charge Buyer for being "short."  Accordingly, Buyer will be required to pay ISO the Inc Price for the 10 MW.  Seller will receive the Dec Price from the ISO for its "extra" 10 MW of uninstructed energy. 

1. INC/DEC PRICES ARE EQUAL.  

A. Assume Inc/Dec Price is $75/MW.

Then, under (1), since Inc/Dec Price is $75/MW ($25/MW greater than $50/MW Contract Price), Seller must pay Buyer $250 ($25 times 10 MW).  This restores parties to their original position.  Before making the Adjustment Payment, Seller “benefited” by receiving a payment from ISO that was $250 higher than the contract amount, and Buyer was "penalized" by having to pay the ISO $250 more than the contract price for the 10 MW.  The adjustment payment by Seller restores the benefit of the original bargain.

B. Assume Inc/Dec Price is $25/MW.

Then, under (1), since Inc/Dec Price is $25/MW ($25/MW less than $50/MW Contract Price), Buyer must pay Seller $250 ($25 times 10 MW).  This restores parties to their original position.  Before making the Adjustment Payment, Buyer "benefited" by being required to pay the ISO only $250 for the 10 MW (as opposed to the Contract Price of $500), and Seller was "penalized" by only receiving $250 from the ISO for the 10 MW (as opposed to the Contract Price of $500).  The adjustment payment by Buyer restores the benefit of the original bargain.

2. INC/DEC PRICES ARE UNEQUAL.  

Because the Inc/Dec Prices are unequal, there is no way to restore the parties to their original positions.  The price received by the Seller for being "long" and the price paid by the Buyer for being "short" are unequal.

· If the Dec Price is greater than the Contract Price, Seller "benefits."

· If the Dec Price is less than the Contract Price, Seller is "penalized.”

· If the Inc Price is greater than the Contract Price, Buyer is "penalized."

· If the Inc Price is less than the Contract Price, Buyer "benefits."

When the Inc and Dec Prices are different; there are 4 possible scenarios:

· Both parties benefit (Dec > Contract; Inc < Contract)

· Both parties are penalized (Dec< Contract; Inc > Contract)

· Seller benefits/Buyer penalized (Dec > Contract; Inc > Contract)

· Seller penalized/Buyer gains (Dec < Contract; Inc < Contract)

The proposed language is designed to have the parties share equally both the collective gains and the collective losses.

A. Both Parties Benefit – Inc/$50/MW; Dec/$100/MW; Contract/$75/MW

Under 2A(ii), Buyer pays Seller an Adjustment Payment per Affected MMh ("AP") equal to:


50% (75- 50) = $ $12.50Buyer to Seller

and

Under 2B(i), Seller pays Buyer an AP equal to:


50% (100-75) =$12.50 Seller to Buyer

Result:
Both parties share the "gains" equally.


Total Amount Received by Seller:
$100 (100 + 12.50 – 12.50)


Total Amount Paid by Buyer:

 $50 (50 + 12.50 –12.50)

Both Parties are Penalized – Inc/$100/MW; Dec/$50/MW; Contract/$60/MW

Under 2A(i), Seller pays Buyer an AP equal to:


50% (100-60) = $20.00 Seller to Buyer

and

under 2B(ii), Buyer pays an AP equal to:


50% (60-50) = $5 Buyer to Seller

Result:
Both parties share the "penalties".


Total Amount Received by Seller:
$35 (50 + 5 – 20)


Total Amount Paid by Buyer:

$85 (100 + 5 – 20)

B. Seller Benefits/Buyer Penalized – Inc/$70/MW; Dec/$80/MW; Contract/$60/MW

Under 2A(i), Seller pays an AP equal to:


50% (70-60) = $5 Seller to Buyer

and

Under 2B(i), Seller pays an AP equal to:


50% (80-60) = $10 Seller to Buyer

Result:
Seller's gains are shared; Buyer's losses are shared.


Total Amount Received by Seller:
$65 (80 – 10 - 5)


Total Amount Paid by Buyer:

$55 (70 – 10 - 5)

C. Seller Penalized/Buyer Benefits – Inc/$100/MW ; Dec/$80/MW ; Contract/$60/MW

Under 2A(i), Seller pays an AP equal to:


50% (100 - 60) = $20 to Buyer

and

Under 2B(i), Seller pays an AP equal to:


50% (80 - 60) = $10to Buyer

Result:
Seller's losses are shared; Buyer's gains are shared.


Total Amount Received by Seller:
$50 (80 –20 –10)


Total Amount Paid by Buyer:

$80 (100 – 20 - 10)

O:\Legal\Sstack\WSPP Ag\CAISO Examples (10.24.00).doc

