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FERC Order

“Therefore, we order PJM to make a compliance filing within 45 

days of the date of this order proposing modifications to its Tariff to 

implement a forward-looking E&AS Offset that reasonably 

estimates expected future energy and ancillary services revenues 

for all Tariff provisions that rely on a determination of the E&AS 

Offset (e.g., Net CONE).”
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Brief History

2008: PJM proposal -
Forward pricing using 

12 monthly futures 
contracts for power 

and gas

2011: Triennial 
Review – Brattle 

recommends 
investigating forward-

looking E&AS 
methodology

2014: PJM proposal -
Use ratio between 
future and historic 
heat rate to scale 

E&AS offset

2018: Quadrennial 
Review – Brattle 

recommends 
historical for CT,  

forward-looking for 
CC 
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2014 PJM Proposal – Heat Rate Scalar

Scale historical E&AS Offset by a ratio of future to historic heat 

rates:

Where: 

Future Monthly Heat Rate =
𝐹𝑢𝑡𝑢𝑟𝑒 𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝑊𝑒𝑠𝑡𝑒𝑟𝑛 𝐻𝑢𝑏 𝑂𝑛−𝑃𝑒𝑎𝑘 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

𝐹𝑢𝑡𝑢𝑟𝑒 𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝐻𝑒𝑛𝑟𝑦 𝐻𝑢𝑏 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

𝐄&𝐀𝐒 𝐎𝐟𝐟𝐬𝐞𝐭 =෍

𝒚

𝟑

෍

𝒎

𝟏𝟐

𝑯𝒊𝒔𝒕𝒐𝒓𝒊𝒄𝒂𝒍 𝑬&𝑨𝑺 ∗
𝑭𝒖𝒕𝒖𝒓𝒆 𝑴𝒐𝒏𝒕𝒉𝒍𝒚 𝑯𝒆𝒂𝒕 𝑹𝒂𝒕𝒆

𝑯𝒊𝒔𝒕𝒐𝒓𝒊𝒄 𝑴𝒐𝒏𝒕𝒉𝒍𝒚 𝑯𝒆𝒂𝒕 𝑹𝒂𝒕𝒆

Historic Monthly Heat Rate =
𝐻𝑖𝑠𝑡𝑜𝑟𝑖𝑐 𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝑊𝑒𝑠𝑡𝑒𝑟𝑛 𝐻𝑢𝑏 𝑂𝑛−𝑃𝑒𝑎𝑘 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

𝐻𝑖𝑠𝑡𝑜𝑟𝑖𝑐 𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝐻𝑒𝑛𝑟𝑦 𝐻𝑢𝑏 𝐴𝑣𝑒𝑟𝑎𝑔𝑒
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2014 Proposal Example

Future Monthly Heat Rate =
𝐹𝑢𝑡𝑢𝑟𝑒 𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝑊𝑒𝑠𝑡𝑒𝑟𝑛 𝐻𝑢𝑏 𝑂𝑛−𝑃𝑒𝑎𝑘 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

𝐹𝑢𝑡𝑢𝑟𝑒 𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝐻𝑒𝑛𝑟𝑦 𝐻𝑢𝑏 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

January 2018 Heat Rate =
52.83 $/𝑀𝑊ℎ

4.50 $/𝑚𝑚𝑏𝑡𝑢
= 11.74 mmbtu/MWh

Historic Monthly Heat Rate =
𝐻𝑖𝑠𝑡𝑜𝑟𝑖𝑐 𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝑊𝑒𝑠𝑡𝑒𝑟𝑛 𝐻𝑢𝑏 𝑂𝑛−𝑃𝑒𝑎𝑘 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

𝐻𝑖𝑠𝑡𝑜𝑟𝑖𝑐 𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝐻𝑒𝑛𝑟𝑦 𝐻𝑢𝑏 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

January 2011 Heat Rate =
137.45 $/𝑀𝑊ℎ

4.82 $/𝑚𝑚𝑏𝑡𝑢
= 28.51 mmbtu/MWh
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2014 Proposal Example

Calculate monthly E&AS offset for each of 3 historic years to 

produce an annual total and a 3-year average

𝐄&𝐀𝐒 𝐎𝐟𝐟𝐬𝐞𝐭 =෍

𝒚

𝟑

෍

𝒎

𝟏𝟐

𝑯𝒊𝒔𝒕𝒐𝒓𝒊𝒄𝒂𝒍 𝑬&𝑨𝑺 ∗
𝑭𝒖𝒕𝒖𝒓𝒆 𝑴𝒐𝒏𝒕𝒉𝒍𝒚 𝑯𝒆𝒂𝒕 𝑹𝒂𝒕𝒆

𝑯𝒊𝒔𝒕𝒐𝒓𝒊𝒄 𝑴𝒐𝒏𝒕𝒉𝒍𝒚 𝑯𝒆𝒂𝒕 𝑹𝒂𝒕𝒆

𝑱𝒂𝒏𝒖𝒂𝒓𝒚 𝟐𝟎𝟏𝟖 𝐄&𝐀𝐒 𝐎𝐟𝐟𝐬𝐞𝐭 = σ𝒚
𝟏σ𝒎

𝟏 $𝟏, 𝟐𝟔𝟓 ∗
𝟏𝟏.𝟕𝟒

𝟐𝟖.𝟓𝟏
= $521
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2014 Forward Proposal Concerns

• Lack of locational specifics

• Liquidity in forward markets

• Transition timing

• Historical time span
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Considerations for Forward-Looking Methodology

• Accuracy (reasonable expectation of actual revenues)

• Volatility (variation between years)

• Resource flexibility (useful for many resources)

• Transparency (can be determined independently)

• Sensitivity (to model or dispatch criteria)

• Timely (meet filing timeline)
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Next Steps

July

June 3
E&AS Offset 

Education

June

2
0
2
0

June 10
Stakeholder 

listening 

session

June 17
Draft 

proposals and 

discussion

June 30
Updated proposals 

and discussion

July 6
Compliance filing 

due

Stakeholder Feedback and Input


