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Large power supplier risk management model based on power call options
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Abstract: In order to avoid the market risks effectively, this paper presents a risk management model for power supplier based on
option theory. The power supplier signs the contract containning a number of call options with the generator at a fixed price. The
contract’s strike price is calculated on the basis of no arbitrage principle, and the optimal quantity of call options that the power
supplier should purchase is calculated by modeling the maximum expected revenue. The theoretical studies and the result of
numerical analysis show that the contract containing call options is of more practicality than general unilateral forward contract and
the power supplier can avoid risks as well as get more benefit through the model.
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Fig.1 Contractual obligations and payments in power call

options contracts
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Tab.1 Price of the contracts and power call options and its
optimal quantity
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100 528. 05 28.05 808. 32

120 533. 67 33.67 804. 73
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Tab.2 Expected benefit of large power supplier with different
unit benefit
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(7C/MWh) o =100 o =120
500 6 222 7 289
510 16 222 17 289
520 26 222 27 289
530 36 222 37 289
540 46 223 47 289
550 56 223 57 289
560 66 223 67 289
570 76 223 77 289
580 86 223 87 290
590 96 223 97 289
600 106 223 107 289
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Fig.2 Strategy and expected benefit of large power
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