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The Double Payment Confusion 

• The PJM IMM has stated that excluding balancing congestion from Financial 
Transmission Right (FTR) settlements will result in double payment for congestion 
by load1  

• This claim appears to assume that load does not own any FTRs or ARRs  which is 
inconsistent with the PJM Tariff and the reality of the PJM market 

• Once load ownership of FTRs is factored in, there is no double payment 
• While load may not own all FTRs, non LSE owners of FTRs do not receive FTRs for 

free but must purchase them in FTR auctions with auction revenues flowing to 
load through Auction Revenue Rights (ARRs) – so once again there should be no 
double payment 
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1. FTR and Congestion Discussion, Howard Haas, Monitoring Analytics,  PJM FTRSTF, Aug 4, 2014 
http://www.pjm.com/~/media/committees-groups/task-forces/ftrstf/20140804/20140804-imm-ftr-vs-congestion-discussion.ashx 
Similar statements have been made in the IMM’s comments in EL13-47 and in recent State of the Market Reports. 
For example, 2014 Quarterly State of the Market Report: Jan through June at p 375 states “To eliminate balancing congestion  
from the FTR revenue calculation would require load to pay twice for congestion.” 
http://monitoringanalytics.com/reports/PJM_State_of_the_Market/2014/2014q2-som-pjm-sec13.pdf  

http://www.pjm.com/%7E/media/committees-groups/task-forces/ftrstf/20140804/20140804-imm-ftr-vs-congestion-discussion.ashx
http://monitoringanalytics.com/reports/PJM_State_of_the_Market/2014/2014q2-som-pjm-sec13.pdf


The IMM’s Example 

• The following example is based on the IMM’s Aug 4 presentation to the FTRSTF1 

• There are two locations, Bus A and Bus D with 50 MW transmission capacity between 
them Day-Ahead (DA) – this is reduced to 40 MW in Real-Time (RT) 

• 150 MW of load is split between 50 MW for LSE 1 at Bus A and 100 MW for LSE 2 at Bus 
B – load is unchanged between DA and RT 

• CLMP is 50 $/MWh at Bus A and 100 $/MWh at Bus B in both DA and RT 
• DA Generation is 100 MW at Bus A and 50 MW at Bus B, RT Generation is 90 MW at Bus 

A and 60 MW at Bus B – there are Gen Deviations of -10 MW and 10 MW at A and B 
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1. FTR and Congestion Discussion, Howard Haas, Monitoring Analytics,  PJM FTRSTF, Aug 4, 2014 
http://www.pjm.com/~/media/committees-groups/task-forces/ftrstf/20140804/20140804-imm-ftr-vs-congestion-discussion.ashx 

http://www.pjm.com/%7E/media/committees-groups/task-forces/ftrstf/20140804/20140804-imm-ftr-vs-congestion-discussion.ashx


Day-Ahead and Balancing Congestion 

• Load is charged $2,500 for congestion  based on its schedule in the DA Market 1 

• Load is further split between LSE 1 at Bus A and LSE 2 at Bus D 
• LSE 2 is exposed to congestion but LSE 1 is not, 50 MW FTRs are held by LSE 2 
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1. FTR and Congestion Discussion, Howard Haas, Monitoring Analytics,  PJM FTRSTF, Aug 4, 2014 (see slides 12 and 19 
that suggest load is charged $2,000 for congestion) 
http://www.pjm.com/~/media/committees-groups/task-forces/ftrstf/20140804/20140804-imm-ftr-vs-congestion-discussion.ashx 

http://www.pjm.com/%7E/media/committees-groups/task-forces/ftrstf/20140804/20140804-imm-ftr-vs-congestion-discussion.ashx


FTRs, Balancing Congestion and Net Load Payments 

• Once Load ownership of FTRs is included, LSE net payments (DA, FTR and balancing 
congestion) either remain the same or decrease under alternative allocations of balancing 
congestion 

• Any balancing congestion payments by load are offset by an improved FTR hedge against the 
LSE’s actual congestion exposure which occurs in the DA Market 

• Alternative allocations of balancing congestion (e.g., to Transmission Owners as in NYISO) can 
further reduce load charges from congestion 

• In all scenarios, there is no double payment 
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Load, ARRs and FTRs 

• PJM Auctions the entire capacity of its transmission system in Annual FTR Auction 
• LSEs are allocated Auction Revenue Rights (ARRs) that can be directly converted to 

FTRs 
• Annual FTR auction revenues are paid to Load through ARR Credits 
• Excess auction revenue (after fully funding ARRs) is used to improve FTR funding 
• Close to 90 percent of annual auction revenue currently flows to ARR  holders 
• Total ARR revenue has steadily declined in recent years – while congestion 

expectations  are always a driver of FTR valuation, increased FTR underfunding 
would be expected to result in lower FTR auction revenues and consequently 
lower ARR payments to load 
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1. PJM Presentation on FTR/ARR Funding,  PJM FTRSTF, Aug 4, 2014  
http://www.pjm.com/~/media/committees-groups/task-forces/ftrstf/20140804/20140804-updated-education-presentation.ashx  

http://www.pjm.com/%7E/media/committees-groups/task-forces/ftrstf/20140804/20140804-updated-education-presentation.ashx


A Different Example 

• An LSE wants to construct a remote generator and fund a merchant transmission 
line to enable energy delivery to its load 

• While the LSE has locked in a long-term supply arrangement to meet its load by 
building a generator, it has also taken on a congestion or basis risk based on the 
CLMP difference between its new supply source and its load 

• The LSE is awarded long-term FTRs to hedge this congestion/basis risk 
• LSE expects to schedule load and generation in the Day-Ahead market and would 

be exposed to congestion charges based on the difference between DA CLMPs at 
generation and load locations 

• If the LSE’s FTRs are settled using DA CLMPs, they will adequately hedge the LSE’s 
congestion exposure 

• If the LSE’s FTRs are settled based on an allocation of “total congestion” that 
includes balancing congestion, they will no longer hedge the LSE’s actual 
congestion exposure 
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Evolution of FTR/ARR Discussion in SOM Reports 

2004 SOM 
 

• Effective June 1, 2003, PJM replaced the allocation of FTRs 
with an allocation of Auction Revenue Rights (ARRs) and an 
associated Annual FTR Auction. The process for allocating 
ARRs is identical to the previous process for allocating FTRs, 
but the revenues received for the allocated ARRs are based 
on the results of the Annual FTR Auction. Firm transmission 
customers have the option either to take ARRs or to take the 
underlying FTRs through a process called self-scheduling.  

 
• ARRs and FTRs are both financial instruments that entitle the 

holder to receive revenues or to pay charges based on nodal 
price differences. ARRs provide holders with revenues or 
charges based on the locational price difference between 
ARR sources (origins) and sinks (destinations) determined in 
the Annual FTR Auction. In other words, ARR revenues are a 
function of FTR auction participants’ expectations of 
locational price differences in the Day-Ahead Energy Market. 
FTRs provide holders with revenues or charges based on the 
locational price differences actually experienced in the Day- 
Ahead Energy Market  
 

• ARR and FTR holders do not need to deliver energy to receive 
ARR or FTR credits, and neither instrument represents a right 
to the physical delivery of power. Both can, however, help 
protect load-serving entities (LSEs) and other market 
participants from congestion costs in the PJM Day- Ahead 
Energy Market. Market participants can also hedge against 
real-time congestion by matching real-time energy schedules 
with day-ahead energy schedules.  
 

2012 SOM 
 
• The annual ARR allocation provides firm transmission service 

customers with the financial equivalent of physically firm 
transmission service, without requiring physical transmission 
rights that are difficult to define and enforce. The fixed 
charges paid for firm transmission services result in the 
transmission system which provides physically firm 
transmission service. With the creation of ARRs, FTRs no 
longer serve their original function of providing firm 
transmission customers with the financial equivalent of 
physically firm transmission service. FTR holders, with the 
creation of ARRs, do not have the right to financially firm 
transmission service and FTR holders do not have the right to 
revenue adequacy.  
 

• FTR holders, with the creation of ARRs, do not have the right 
to financially firm transmission service and FTR holders do not 
have the right to revenue adequacy. FTR holders 
appropriately receive revenues based on actual congestion in 
both day ahead and real time markets. When day ahead 
congestion differs significantly from real time congestion, as 
has occurred only recently, this is evidence that there are 
reporting issues, cross subsidization issues, issues with the 
level of FTRs sold, and issues with the differences between 
modeling in the day ahead and real time. Such differences are 
not an indication that FTR holders are being under allocated 
total congestion dollars.  
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2004 State of the Market, March 8, 2005 Market Monitoring Unit, p 39 and 2012 State of the Market – Volume 1, March 15, 2012, p 51 
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2004/pjm-som-2004.pdf  
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2012/2012-som-pjm-volume1.pdf  
  

http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2004/pjm-som-2004.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2004/pjm-som-2004.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2004/pjm-som-2004.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2004/pjm-som-2004.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2004/pjm-som-2004.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2012/2012-som-pjm-volume1.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2012/2012-som-pjm-volume1.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2012/2012-som-pjm-volume1.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2012/2012-som-pjm-volume1.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2012/2012-som-pjm-volume1.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2012/2012-som-pjm-volume1.pdf
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2012/2012-som-pjm-volume1.pdf


2003 FERC Order Approving Creation of ARRs in PJM 

“Specifically, under PJM's FTR revisions, there is no change in the allocation of FTRs to existing 
entities. Those entities entitled to an allocation of FTR's under PJM's existing procedures will be 
allocated the same rights, in the form of ARRs. These entities can then self-schedule FTRs to 
hedge against congestion costs. Thus, the existing congestion rights to which these parties are 
entitled (and the overall quantity of these rights as they exist system wide) will neither expand 
nor contract as a consequence of PJM's proposed revisions.” 
 
“The only change made in this filing is that PJM has instituted a once-a-year auction procedure by 
which FTRs can be sold.  Such an auction will benefit the market by enabling both potential 
buyers and sellers of FTRs to obtain better information about the value of FTRs. But, as discussed 
above, transmission customers are not required to sell their FTRs in the auction, but can retain 
them under the right-of-first refusal procedure. Thus, the auction will provide these customers 
with better price information to determine whether they want to sell or retain their FTRs, but 
does not oblige them to relinquish FTRs, and will have no effect on the existing quantity of 
these congestion management rights or otherwise alter the methodology currently relied upon 
by PJM, currently, to allocate these rights.” 
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Source: FERC Order in ER03-406, March 12, 2003 
http://www.pjm.com/~/media/committees-groups/task-forces/ftrstf/20140804/20140804-2003-arr-ferc-filing.ashx  

http://www.pjm.com/%7E/media/committees-groups/task-forces/ftrstf/20140804/20140804-2003-arr-ferc-filing.ashx


. 
This message has been prepared by personnel in the Securities Division of one or more affiliates of The Goldman Sachs Group, Inc. ("Goldman Sachs") and is not the product of 
Global Investment Research. It is not a research report and is not intended as such.  
  
Non-Reliance and Risk Disclosure: This material is for the general information of our clients and is a solicitation of derivatives business generally, only for the purposes of, and to 
the extent it would otherwise be subject to, CFTC Regulations 1.71 and 23.605. This material should not be construed as an offer to sell or the solicitation of an offer to buy any 
security in any jurisdiction where such an offer or solicitation would be illegal. We are not soliciting any specific action based on this material. It is for the general information of our 
clients. It does not constitute a recommendation or take into account the particular investment objectives, financial conditions, or needs of individual clients. Before acting on this 
material, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred 
to in this material and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide to future 
performance. Future returns are not guaranteed, and a loss of original capital may occur. We do not provide tax, accounting, or legal advice to our clients, and all investors are 
advised to consult with their tax, accounting, or legal advisers regarding any potential investment. The material is based on information that we consider reliable, but we do not 
represent that it is accurate, complete and/or up to date, and it should not be relied on as such. Opinions expressed are our current opinions as of the date appearing on this 
material only and only represent the views of the author and not those of Goldman Sachs, unless otherwise expressly noted.  
  
Conflict of Interest Disclosure: We are a full-service, integrated investment banking, investment management, and brokerage firm. The professionals who prepared this material 
are paid in part based on the profitability of The Goldman Sachs Group, Inc., which includes earnings from the firm's trading, capital markets, investment banking and other 
business. They, along with other salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect 
opinions that are contrary to the opinions expressed herein or the opinions expressed in research reports issued by our Research Departments, and our market making, investing 
and lending businesses may make investment decisions that are inconsistent with the views expressed herein. In addition, the professionals who prepared this material may also 
produce material for, and from time to time, may advise or otherwise be part of our trading desks that trade as principal in the securities mentioned in this material. This material is 
therefore not independent from our interests, which may conflict with your interests. We and our affiliates, officers, directors, and employees, including persons involved in the 
preparation or issuance of this material, may from time to time have "long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives (including options) 
thereof in, and act as market maker or specialist in, and serve as a director of, companies mentioned in this material. In addition, we may have served as manager or co manager 
of a public offering of securities by any such company within the past three years. 
  
Not a Fiduciary: To the extent this material is provided to an employee benefit plan or account subject to the Employee Retirement Income Security Act of 1974 or Section 4975 
of the Internal Revenue Code, this material is provided solely on the basis that it will not constitute investment advice and will not form a primary basis for any person’s or plan’s 
investment decisions, and nothing in this material will result in Goldman Sachs becoming a fiduciary or advisor with respect to any person or plan. To the extent this material is 
provided to any other recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate investment risk and is exercising 
independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent assessment of the opportunities and risks 
presented by a potential investment, market factors and other investment considerations.  
 
Not a Municipal Advisor: Except in circumstances where Goldman Sachs expressly agrees otherwise, Goldman Sachs is not acting as a municipal advisor and the opinions or 
views contained herein are not intended to be, and do not constitute, advice, including within the meaning of Section 15B of the Securities Exchange Act of 1934. 
 
 
 

 

Disclaimers 

10 



Legal Entities Disseminating this Material: This material is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in Canada by 
Goldman, Sachs & Co. (or when expressly noted as such, by Goldman Sachs Execution & Clearing, L.P.) and by Goldman Sachs Administration Services 
(Canada) Co.; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) 
L.L.C., Seoul Branch or by Goldman Sachs International Bank, Seoul Branch; in New Zealand by Goldman Sachs New Zealand Limited; in Singapore by 
Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); in India by Goldman Sachs (India) Securities Private Limited, Mumbai Branch; in Ireland 
by Goldman Sachs Bank (Europe) Public Limited Company; in Europe by Goldman Sachs International (unless stated otherwise); in France by Goldman Sachs 
Paris Inc. et Cie and/or Goldman Sachs International; in Germany by Goldman Sachs International and/or Goldman Sachs AG; in the Cayman Islands by 
Goldman Sachs (Cayman) Trust, Limited; in Brazil by Goldman Sachs do Brasil Banco Múltiplo S.A.; and in the United States of America by Goldman, Sachs & 
Co. (or when expressly noted as such, by Goldman Sachs Execution & Clearing, L.P.) (both of which are members of FINRA, NYSE and SIPC) and by 
Goldman Sachs Bank USA. You may obtain information about SIPC, including the SIPC brochure, by contacting SIPC (website: http://www.sipc.org/; phone: 
202-371-8300). Goldman Sachs International, which is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and 
the Prudential Regulation Authority, has approved this material in connection with its distribution in the United Kingdom and European Union. Unless governing 
law permits otherwise, you must contact a Goldman Sachs entity in your home jurisdiction if you want to use our services in effecting a transaction in the 
securities mentioned in this material. This material is not for distribution to retail clients, as that term is defined under The European Union Markets in Financial 
Instruments Directive (2004/39/EC) and any investments, including derivatives, mentioned in this material will not be made available by us to any such retail 
client. 
  
Reproduction and Re-Distribution: No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without 
our prior written consent. Notwithstanding anything herein to the contrary, and except as required to enable compliance with applicable securities law, you (and 
each of your employees, representatives and other agents) may disclose to any and all persons the U.S. federal income and state tax treatment and tax 
structure of the transaction and all materials of any kind (including tax opinions and other tax analyses) that are provided to you relating to such tax treatment 
and tax structure, without Goldman Sachs imposing any limitation of any kind. 
  
Information Not for Further Dissemination: To the extent this communication contains Goldman Sachs’ pricing information, such pricing information is 
proprietary and/or confidential and is provided solely for the internal use of the intended recipient(s). You are notified that any unauthorized use, dissemination, 
distribution or copying of this communication or its contents, including pricing information, in whole or in part, is strictly prohibited. Further, unless prohibited by 
local law, any use, review or acceptance of this information is subject to and manifests your agreement with Goldman Sachs to use such information only in 
accordance with the terms set forth above. Goldman Sachs has caused its proprietary information to be delivered to you in reliance upon such agreement. 
  
Not a Valuation: Values herein are not customer valuations and should not be used in lieu of a customer valuation statement or account statement. These 
values may not reflect the value of the positions carried on the books and records of Goldman Sachs or its affiliates and should not be relied upon for the 
maintenance of your books and records or for any tax, accounting, legal or other purposes. The information provided herein does not supersede any customer 
statements, confirmations or other similar notifications. 
  
Indicative Terms/Pricing Levels: This material may contain indicative terms only, including but not limited to pricing levels. There is no representation that any 
transaction can or could have been effected at such terms or prices. Proposed terms and conditions are for discussion purposes only. Finalized terms and 
conditions are subject to further discussion and negotiation. 
  
© 2014 Goldman Sachs. All rights reserved. 

 

Disclaimers (continued) 

11 

http://www.sipc.org/

	A Closer Look at �Congestion and FTRs in PJM
	The Double Payment Confusion
	The IMM’s Example
	Day-Ahead and Balancing Congestion
	FTRs, Balancing Congestion and Net Load Payments
	Load, ARRs and FTRs
	A Different Example
	Evolution of FTR/ARR Discussion in SOM Reports
	2003 FERC Order Approving Creation of ARRs in PJM
	Disclaimers
	Disclaimers (continued)

