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Module Objectives

ÁStudent will identify the components and uses of 
the pricing mechanism used by the PJM energy 
market.

ÁStudent will illustrate the associations between 
market sellers, market buyers and Locational 
Marginal Pricing.

ÁStudent will be able to explain the 2 Settlement 
process used to calculate charges and credits.
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LMP - Overview
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What is LMP?

æPricing method PJM uses to:

Ĕ price energy purchases and sales in PJM Market

Ĕ price transmission congestion costs to move energy within 
PJM RTO

Ĕ price losses on the bulk power system

æPhysical, flow-based pricing system:

Ĕhow energy actually flows, NOT contract paths
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How does PJM Use LMP?

X Generators get paid at generation bus LMP

X Loads pay at load bus LMP

X Transactions pay differential in source and 
sink LMP

X PJM LMPs are the result of the physical flow 
of energy, not a contract path
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LMP & Economic Dispatch

Dispatch Rate Instruction
Where PJM wants 

The units to be 

loaded economically

LMP Based on actual

loading of each unit
Result

If unitôs donôt move to follow dispatch rate, LMP will not change!
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Economic Dispatch Exercise

Load
499 MWs

PJM $15
LMP

I need MWs.
Sale goes to the

lowest offer with capacity.
Going once....

199MWs@ $15

MW
$15

Capacity
200 MWs

Not Dispatched
MW
$20

Capacity
200 MWs

300 MWs@ $10

MW
$10

Capacity
300 MWs
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Locational Marginal Price

System 
Energy 
Price

Transmission
Congestion
Cost

Cost of
Marginal
Losses

LMP is made up of 3 independent components
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