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prices. The three prior calendar year’s historical data is used to make this calculation. For 
example, when computing opportunity costs in 2009, use historical LMP data from 2006, 2007 
and 2008. Begin by taking the hourly bus prices for the three prior calendar years at the 
generator’s bus, and for every hour, divide that hour’s price by the corresponding price at PJM 
Western Hub. The historic hourly basis differential in hour h, day d, month m, and year y is 

HourlyBasisDifferentialRatioy,m,d,h ൌ
BUSLMPy,m,d,h

PJMWHLMPy,m,d,h
. 

 
 
 
 
 
Example 1.1:  Three hourly basis differential ratios values for the same hour in each of 
three historical years: 

݁݊ݑܬ݋݅ݐܴ݈ܽܽ݅ݐ݊݁ݎ݂݂݁݅ܦݏ݅ݏܽܤݕ݈ݎݑ݋ܪ 3,2006 11ܪ ൌ
ܯܮܷܵܤ ݁݊ݑܬܲ  11ܪ 3,2006

ܯܮܪܹܯܬܲ ݁݊ݑܬܲ 11ܪ 3,2006 
 

݁݊ݑܬ݋݅ݐܴ݈ܽܽ݅ݐ݊݁ݎ݂݂݁݅ܦݏ݅ݏܽܤݕ݈ݎݑ݋ܪ 3,2007 11ܪ ൌ
ܯܮܷܵܤ ݁݊ݑܬܲ  11ܪ 3,2007

ܯܮܪܹܯܬܲ ݁݊ݑܬܲ 11ܪ 3,20076 
 

݁݊ݑܬ݋݅ݐܴ݈ܽܽ݅ݐ݊݁ݎ݂݂݁݅ܦݏ݅ݏܽܤݕ݈ݎݑ݋ܪ 3,2008 11ܪ ൌ
ܯܮܷܵܤ ݁݊ݑܬܲ  11ܪ 3,2008

ܯܮܪܹܯܬܲ ݁݊ݑܬܲ 11ܪ 3,20086 
 

 

Once the hourly basis ratios are calculated for every hour during the three-year history, for each 
historic month take the sum of the on-peak hourly basis differentials in the month, and divide by 
the number of peak hours in the month (observations).  Similarly, for every month, sum the off-
peak hourly basis ratios, and then divide by the number of off-peak hours within that month. 
These monthly basis differentials adjust PJM Western Hub monthly peak and off-peak forward 
prices to expected peak and off-peak monthly forward prices delivered to the generator’s bus. 

 

 MonthlyPeakBasisDifferentialRatioy,m
peak ൌ

∑ ቀHourlyBasisDifferentialRatiosy,m,d,h
peak ቁpeak hours

Number of Peak Hours in month m
 

 

MonthlyOffPeakBasisDifferentialRatioy,m
peak ൌ

∑ ቀHourlyBasisDifferentialRatiosy,m,d,h
offെpeak ቁoff െpeak hours

Number of Off െ Peak Hours in month m
 
 

 
Example 1.2: Monthly Peak Basis Differentials for the three historical periods: 
 

NOTE: When PJMWHLMP is zero and the BUSLMP is zero, then the ratio value is 
one.  If PJMWHLMP is zero and the BUSLMP is not zero then value is null and it is not 
included in the average.  


