
Forward Capacity Auctions:  
Financial, Physical, or Both 

Presented by 
Scott Harvey and Joe Cavicchi 

EUCI Capacity Markets Conference 

Baltimore, Maryland 
November 7, 2013 



 The author is or has been a consultant on electricity market design, 
transmission pricing, market power and/or on credit issues for 
Allegheny Energy Global Markets; American Electric Power Service; 
American National Power; Aquila; Avista Corp; California ISO; Calpine 
Corporation; Centerpoint Energy; Commonwealth Edison; Competitive 
Power Ventures, Conectiv Energy, Constellation Power Source; Coral 
Power; Dayton Power and Light, Duke Energy, Dynegy; Edison Electric 
Institute; Edison Mission; ERCOT, Exelon Generation; General Electric 
Capital; GPU; GPU Power Net Pty Ltd; GWF Energy; Independent 
Energy Producers Association; ISO New England; Koch Energy 
Trading; Longview Power; Merrill Lynch Capital Services; Midwest 
ISO; Morgan Stanley Capital Group; New England Power; New 
England States Committee on Electricity, New York Energy 
Association; New York ISO; New York Power Pool; Ontario IMO/IESO; 
PJM; PJM Supporting Companies; PP&L; Progress Energy, Public 
Service Co of New Mexico; Reliant Energy; San Diego Gas & Electric; 
Sempra Energy; Mirant/Southern Energy; Texas Utilities; Transalta 
Energy Marketing, Transcanada Energy; Transpower of New Zealand 
Ltd; Tuscon Electric Power; Westbook Power; Williams Energy Group; 
and Wisconsin Electric Power Company. 

   The views presented here are not necessarily attributable to any of 
those mentioned, and any errors are solely the responsibility of the 
author. 

 



Forward Capacity Needs 
In forward capacity market designs, future capacity 
requirements are determined by planners based on projections, 
then contracted for by the ISO. 
 
 
 
 
 
 
 
 
 
Projected capacity needs often turn out to differ from actual 
capacity needs, even on a weather adjusted basis. 
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PJM 
Projected 
Peak Load

Weather 
Adjusted 

Peak Load
2010-2011 144,592 135,080
2011-2012 145,208 134,325
2012-2013 144,857 136,595
2013-2014 147,270



Forward Capacity Needs 
Projections of weather adjusted capacity needs generally become 
more accurate as the operating year approaches. 

• The level of economic activity can be projected more 
accurately. 

• The level of fuel prices and power prices can be estimated 
more accurately. 

• Hence, as the operating year approaches, it may become 
apparent that not all of the capacity contracted for in 
forward auctions will be needed to maintain reliability, or 
perhaps, that having additional capacity would be valuable. 
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PJM Incremental Auctions 
PJM has moved to a design in which changes in capacity needs 
are accounted for in its incremental auctions. 
 
 
 
 
 
 
 
 
PJM has a quasi financial forward auction design that has allowed 
capacity suppliers to buy out of their forward supply obligation 
when PJM scales back its load forecast. 
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2012-2013 2013-2014 2014-2015 2015-2016

1st Incremental -60.3 -2494.9 -2610.0 -1815.9
2nd Incremental -2376.8 -3602.1 -1566.9
3rd Incremental -1979.3 -465.0 NA

Total -4416.4 -6562.0 -4176.9

  PJM: Changes in RTO Capacity Obligation (megwatts) 



PJM Incremental Auctions 
There has been a tendency for capacity prices in the PJM 
incremental auctions to fall well below prices in the base auction, 
particularly for the broader regions such as RTO and Eastern 
MAAC. 
           2012-2013 
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RTO EMAAC PSE&G
Base 16.46 139.73 185
1st Incremental 16.46 153.67 153.67
2nd Incremental 13.01 48.91 48.91
3rd Incremental 2.51 2.51 2.51

  
     ($ per day) 

RTO EMAAC PSE&G

-60.3 1172.4 NA
-2376.50 -305.50 NA
-1979.30 NA NA

    
MW Change 



PJM Incremental Auctions 

                    ($ per day)                     MW Change 
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RTO EMAAC PSE&G
Base 27.73 245 245
1st Incremental 20.0 178.85 178.85
2nd Incremental 7.01 40.00 40.00
3rd Incremental 4.05 188.44 188.44

RTO EMAAC PSE&G
Base 125.99 136.5 225
1st Incremental 5.54 16.56 410.95
2nd Incremental 25.00 56.94 310.00

      ($ per day)         MW Change  

RTO EMAAC PSE&G

-2494.9 316.60 NA
-3602.10 -770.50 NA
-465.00 -514.00 NA

RTO EMAAC PSE&G

-2610.00 -1154.30 92.40
-1566.90 -1028.60 0.00

     2013-2014 

    2014-2015 



 PJM Incremental Auctions   
Low capacity prices in the incremental auctions relative to the 
base auctions create an opportunity for arbitrage profits. 

• This is an efficient design that can serve to reduce the cost 
to power consumers of overstated forward load projections. 

• Incremental prices are not always lower, however. 
• In such a design, the ISO has to take steps to ensure that 

forward capacity market sales are supported by real-
resources that could be available, if they are needed. 
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Demand Response 
It has been observed that much of the capacity that is bought 
back in the incremental auctions has been demand response, 
with a suggestion that this pattern suggests a design problem. 

• It is important that capacity resources clearing in the base 
auction be able to perform if needed. 

• However, my view is that what is surprising about the 
outcomes in the incremental auctions is not that so much 
demand response was bought back, but that more was not 
bought back.  
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Demand Response 
Since the cost of providing demand response should be mostly 
the cost of interrupting power consumption on a high load day, 
most of the cost of providing it should not be sunk prior to the 
operating year, i.e. most of the cost should be avoidable if the 
demand response is not needed. 

• Why does any demand response stay in the capacity 
market when capacity prices fall to extremely low levels in 
incremental auctions, this implies most of the costs of 
providing demand response are sunk prior to the operating 
year? 

• Are there state programs that procure demand response 
and require that it be provided in the operating year 
regardless of incremental capacity prices? 
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Demand Response 
Artificially low capacity prices in incremental auctions does not 
benefit consumers, it victimizes them. 

• When PJM buys capacity at a high price in the base auction 
and the capacity is later sold back at a low price, the low 
price raises consumer costs, because PJM recovers only a 
small portion of the money spent to procure the capacity in 
the base auction. 

• RTO’s should analyze whether requirements on demand 
response procured by state programs are artificially 
depressing incremental auction prices, inflating capacity 
supplier profits, and raising costs for power consumers. 

 
 

 

11 



Scott Harvey 
scott.harvey@fticonsulting.com 

617-747-7864 
 

Joe Cavicchi 
Jcavicchi@CompassLexecon.com 

617-520-4251 
 

12 

Joseph Cavicchi Jcavicchi@compasslexecon.com 617-520-4251 

Bert Conly Bert.Conly@fticonsulting.com 214-397-1604 

Scott Davido Scott.Davido@fticonsulting.com 832-667-5124 

Scott Harvey Scott.Harvey@fticonsulting.com 617-747-1864 

William Hogan William_Hogan@harvard.edu 617-495-1317 

Joseph Kalt Jkalt@compasslexecon.com 617-520-0200 

Susan Pope Susan.Pope@fticonsulting.com 617-747-1860 

Ellen Smith  Ellen.smith@fticonsulting.com 617-747-1871 

Jeffrey Tranen Jtranen@compasslexecon.com 212-249-6569 

Kevin Wellenius Kevin.Wellenius@fticonsulting.com 207-495-2999 

FTI/Compass Lexecon Electricity Practice  


	Slide Number 1
	Slide Number 2
	Forward Capacity Needs
	Forward Capacity Needs
	PJM Incremental Auctions
	PJM Incremental Auctions
	PJM Incremental Auctions
	 PJM Incremental Auctions		
	Demand Response
	Demand Response
	Demand Response
	Slide Number 12

