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Subject:
What's the problem here?  Vol. 3  CAISO

OK, so California is the crew that messed us up with the zonal market in the first place, so maybe we shouldn't look too carefully at what they've done.  However they have some interesting features to their credit analysis for ongoing credit exposure for CRRs.  The goal of their calculation is to have sufficient margin to cover the credit requirements imposed by the CRRs 95% of the time.
 

You can find their language in Appendix H of their Business Practices Manual for CRRs at: 
 

bpm.caiso.com/bpm/bpm/version/000000000000123 
 

Starting at the bottom of page 138 of the document.  
 

CAISO's calculation has two factors.  
 

The first looks at the an expected value of the CRR holders portfolio based on the lesser of a historical check of CRR shadow prices, or the value of the DAM clearing engine or most recent CRR Auction.  This value is multiplied by the remaining exposure of the CRRs in the portfolio to produce a margin value.
 

The second factor is a daily margining number, and I'm a little baffled as to how it works (even after 30 minutes of thorough review).
 

So we'll leave the jury out on this one, unless someone can provide more color on how the formula works.  I did want to get the information out there for review by the interested though.
 

Thanks
 

Clayton Greer, Vice President   
Morgan Stanley | Commodities   
2000 Westchester Avenue, 1st Floor | Purchase, NY  10577   
Phone: +1 914 225-1564   
Clayton.Greer@morganstanley.com   
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