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COMMENTS OF THE INDEPENDENT MARKET MONITOR FOR PJM 

Pursuant to Rule 211 of the Commission’s Rules and Regulations,1 Monitoring 

Analytics, LLC, acting in its capacity as the Independent Market Monitor (“Market 

Monitor”) for PJM Interconnection, L.L.C. (“PJM”),2 submits these comments responding to 

the filing submitted by PJM Interconnection, L.L.C. (“PJM”) on December 26, 2018 

(“December 26th Filing”), in response to the deficiency letter issued in this proceeding 

November 27, 2018. 

I. COMMENTS 

A. PJM’s Proposal does not Level the Playing Field for Comparing Transmission 
Projects 

PJM claims (at 1) that its proposal to cap the benefit/cost ratio calculation at 15 years 

beyond the year in which the project is included in the regional transmission expansion 

plan (“RTEP”), will “level the playing field on which to evaluate project proposals with 

different in-service dates.” PJM states (at 4) that its proposed changes “simply align the 

evaluation of project proposals (both benefits and costs) so all projects being compared are 

                                                           

1 18 CFR § 385.211 (2018). 

2 Capitalized terms used herein and not otherwise defined have the meaning used in the PJM Open 
Access Transmission Tariff (“OATT”), the PJM Operating Agreement (“OA”) or the PJM Reliability 
Assurance Agreement (“RAA”). 
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evaluated from the time the project is expected to be in-service to the end of PJM’s 15-year 

planning period (RTEP year + 14).” PJM argues (at 3) that under its proposed approach 

“projects will be more comparable as developers will no longer be able to rely on the more 

speculative benefits, beyond the RTEP period, to justify their project as more beneficial to a 

comparable project with an earlier proposed in-service date.” 

The Commission questions these claims. The Commission asks (at 4) whether the 

proposed changes would favor “smaller, ad hoc transmission projects rather than larger 

scale transmission solutions that…may be more efficient or cost effective.” The Commission 

also asks (id) if PJM’s proposed changes would “favor incumbent transmission providers 

that are capable of developing smaller incremental projects in the competitive proposal 

window process.” 

PJM responded (at 11) that, based on the data it provided in its initial filing, it 

“found no evidence to indicate that under this proposal projects with an in-service date 

later than the RTEP year will be disadvantaged when compared to smaller projects built by 

the RTEP year.” PJM states (id.) that “under the new rules proposed, 85 percent of the 

projects submitted through the competitive proposal window for the 2016/2017 market 

efficiency planning cycle would have a higher Benefit/Cost Ratio.” PJM states that, based on 

this data, “it appears that larger projects with in-service dates beyond the RTEP year would 

not be disadvantaged under these revisions to Schedule 6, section 1.5.7(d)”  

PJM’s data do not support PJM’s determinations that its proposal will create a level 

playing field or a more equitable basis for comparing projects than PJM’s current approach. 

PJM’s data do not support the determination that there is no evidence that “projects with an 

in-service date later than the RTEP year will be disadvantaged when compared to smaller 

projects built by the RTEP year.” PJM’s response indicates that 15 percent of the projects 

submitted through the competitive proposal window for the 2016/2017 market efficiency 

planning cycle would be disadvantaged by the PJM proposal. There is no basis for an 

assertion that this result creates a more level playing field. PJM’s data, and arguments about 

the effect of its proposal, do not support a conclusion that its proposal will not 
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disadvantage projects with later start dates. PJM’s data and arguments do not support a 

conclusion that their proposal will not disadvantage larger or non-incumbent proposals 

which may tend to be later in service dates.  

PJM’s response only highlights that the effect of its proposal to arbitrarily truncate 

the evaluation period for projects with later start dates on the projects’ benefit/cost ratio can 

be positive or it can be negative. That is because, as PJM indicates elsewhere (at 9), the effect 

of the proposal on a project’s benefit/cost ratio depends on whether the projected annual 

benefits calculated by PJM are increasing or decreasing for that project. If the projected 

benefits of a project are increasing due to expectations about future congestion costs, 

excluding years beyond RTEP+14 will disadvantage the project because every year past 

RTEP+14 would be adding years with increasing benefit to cost ratios. The evaluations all 

use a levelized cost approach so that changes in the benefit/cost ratio over time are entirely 

a function of changes in benefits over time. Fifteen percent of the projects submitted 

through the competitive proposal window for the 2016/2017 market efficiency planning 

cycle would be disadvantaged by the PJM proposal because they have increasing annual 

benefits beyond RTEP+14. Conversely, if the expected benefits of a project with a later start 

date are decreasing due to expectations about future congestion costs, excluding years 

beyond RTEP+14 will advantage the project as every year past RTEP+14 would be adding 

years with decreasing benefit/cost ratios. Eighty five percent of the projects submitted 

through the competitive proposal window for the 2016/2017 market efficiency planning 

cycle would be advantaged by the PJM proposal because they have decreasing annual 

benefits beyond RTEP+14. 

PJM’s proposal does not, therefore, generate a level playing field for comparing 

“project proposals with different in-service dates.” Relative to projects with RTEP (year 

zero) in service dates, PJM’s proposal disadvantages projects with later in service dates that 

show benefits that would increase over time. Relative to projects with RTEP (year zero) in 

service dates, PJM’s proposal advantages projects with later in service dates that show 

benefits that would decrease over time.  
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Further, assuming PJM’s modeling and analysis provide reasonable results, PJM’s 

proposal is counterproductive to any effort to improve the benefit/cost ratio analysis used 

to evaluate and compare competing projects on a benefit/cost ratio basis. All projections 

and forecasts, positive or negative, are speculative. Projects with increasing benefits should 

not be disadvantaged relative to projects with decreasing benefits, based on the same 

speculative analysis. 

If the objective is to provide a more level playing field, a better approach would be 

to establish a common end date for all evaluated competing projects so that the minimum 

included years for any evaluated project was 15 years. This means that if there were an 

RTEP year zero project and a RTEP year +2 project competing, the benefit/cost ratio analysis 

would include the benefits and costs for both projects for every year from RTEP year zero to 

RTEP+16. Under this approach all projects would be evaluated over their actual term rather 

than an artificially truncated term and all projects would be evaluated on a present value 

basis at year zero.  

B. PJM’s Proposal Would Not Eliminate Bad Incentives for Developers 

PJM argues that “[t]he ability of a later in-service date project using benefits 

calculated with data beyond the 15-year planning horizon to be selected over a project with 

an earlier in-service date creates incentives for developers with closely comparable projects 

to move out the in-service date in order to improve their benefit/cost ratio when compared 

with other projects.” PJM argues (at 3) that its proposal will make projects “more 

comparable as developers will no longer be able to rely on the more speculative benefits, 

beyond the RTEP period, to justify their project as more beneficial to a comparable project 

with an earlier proposed in-service date.” FERC questions (id.) this assertion.  

Based on PJM’s own arguments, PJM’s proposal would not eliminate incentives for 

developers with closely comparable projects to move out the in service date in order to 

improve their benefit/cost ratio when compared with other projects. PJM’s proposal would 

only change the projects that would benefit from moving out the in service dates in order to 
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improve their benefit/cost ratio when compared with other competing projects. PJM’s 

proposal would create a relative advantage for projects with in service dates later than 

RTEP with benefits that decrease over time. This is because PJM’s proposal would eliminate 

years of declining benefits from the analysis of that project. This means that, under PJM’s 

proposal, projects with decreasing benefits would, based on PJM’s arguments, have an 

incentive to push back in service dates in order to have an advantage over similar projects 

with earlier in service dates. Any arbitrary truncation of the actual project life will create 

inappropriate metrics and inconsistent incentives. 

An approach that eliminates the incentives to push back in service dates would 

establish a common end date for all projects so that the minimum included years for any 

evaluated project was 15 years. This means that if there were an RTEP year zero project and 

a RTEP year +2 project competing, the benefit/cost analysis would include the relevant 

benefits and costs for both projects for every year from RTEP year zero to RTEP+16. Under 

this approach all projects would be evaluated over their actual term to the same present 

value date rather than an artificially truncated term. Under this approach all projects would 

equally benefit, or be hurt by, the analysis over the same planning horizon.  

C. PJM’s Benefit Calculation Needs to Be Revaluated 

For an RTEP project to be recommended to the PJM Board of Managers for approval 

as a Market Efficiency project, the relative benefits and costs of the economic based 

enhancement or expansion must meet a benefit/cost ratio threshold of at least 1.25:1. 

The total benefit of a project is calculated as the sum of the present value of 

calculated Energy Market Benefits and calculated Reliability Pricing Model (RPM) Benefits 

for the 15 year period. The net present value of the benefits of the project at year zero are 

calculated for 15 years, starting with the projected in service date. Benefits are calculated in 

terms of changes in congestion and production costs. Projected reductions in congestion 

and production costs due to the project are calculated as a positive benefit. The method for 

calculating Energy Market Benefits and Reliability Pricing Model Benefits used to measure 
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the benefit of an RTEP project for purposes of the 1.25:1 benefit/cost ratio threshold 

depends on whether the project is regional or subregional. A regional project is any project 

rated at or above 230 kV. A subregional project is any project rated at less than 230 kV.  

The Energy Market Benefit analysis uses an energy market simulation tool that 

produces an hourly least-cost, security constrained market solution, complete with total 

operational costs, hourly LMPs, bus specific injections and bus specific withdrawals for 

each modeled year with and without the proposed RTEP project. Using the output from the 

model, PJM calculates changes in Energy Production Costs and Load Energy Payments. 

Changes in Energy Production Costs are calculated on a system wide basis. Using the 

modeled changes in LMPs, changes in Load Energy Payments are calculated on a zonal 

basis and are netted against corresponding changes in the value of any Auction Revenue 

Rights (ARR) that sink in that zone. The value of the ARR rights with and without the RTEP 

project is evaluated based on changes in CLMPs on the latest, historic allocation of ARR 

rights. ARR MW allocations are not adjusted to reflect any potential changes in ARR 

allocations which may be allowed by the RTEP upgrade. To generate the estimate of the 

Energy Market Benefits, PJM simulates four year (RTEP -4, RTEP, RTEP +3 and RTEP +6) 

and interpolates between the simulated years and extrapolates after the RTEP +6 

simulation. 

For a regional project, the Energy Market Benefit for each modeled year is equal to 

50 percent of the change in system wide Total Energy Production Costs with and without 

the project plus 50 percent of the change in zonal Load Energy Payments with and without 

the project, including only those zones where the project reduced the Load Energy 

Payments. For subregional projects, the Energy Market Benefits for each modeled year is 

equal to the change in zonal Load Energy Payments with and without the project, including 

only those zones where the project reduced the Load Energy Payments. 

The Reliability Pricing Model Benefit analysis is conducted using the Reliability 

Pricing Model solution software, with and without the proposed RTEP project, using a set 

of estimated capacity offers. To generate the estimate of the Energy Market Benefits, PJM 
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simulates three years (RTEP, RTEP +3 and RTEP +6) and interpolates between the simulated 

years and extrapolates after the RTEP +6 simulation. 

For a regional project, the Reliability Pricing Model Benefit for each modeled year is 

equal to 50 percent of the change in system wide Total System Capacity Cost with and 

without the project plus 50 percent of the change in zonal Load Capacity Payments with 

and without the project, including only those zones where the project reduced the Load 

Capacity Payments. For subregional projects, the Reliability Pricing Model Benefits for each 

modeled year is equal to the change in zonal Load Capacity Payments with and without the 

project, including only those zones where the project reduced the Load Capacity Payments. 

The Market Monitor recommends that the rules governing benefit/cost analysis be 

revaluated. The current benefit/cost analysis for a regional project, for example, explicitly 

ignores the negative effects that an RTEP project may have on a subset of zones when 

calculating the Energy Market Benefits. All costs should be included in all zones and LDAs. 

All are relevant to an evaluation of the actual costs and benefits. There is no reason to 

ignore any of the costs of the projects. The benefit/cost analysis should also account for the 

fact that the transmission project costs are not subject to cost caps and may exceed the 

estimated costs by a wide margin, making the cost benefit analysis effectively meaningless 

and inappropriately favoring transmission projects over market generation projects. The 

inclusion of market efficiency transmission projects in the transmission planning process, in 

addition to reliability projects, results in direct competition between generation and 

transmission to address congestion issues in the wholesale power market, including 

congestion in the energy and capacity markets. But PJM fails to explicitly address this fact 

either in this filing or in the design of the market efficiency process. While the market 

efficiency process and metrics require improvement, for example in the way congestion is 

measured, the role of the market efficiency process and its impact on competition should 

also be more thoroughly evaluated. Building transmission under cost of service regulation 

is already providing a significant competitive advantage to transmission over generation 
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which is built entirely based on market prices and with the concomitant risks. The risks of 

cost increases for transmission projects should be incorporated in the cost benefit analysis. 

II. CONCLUSION 

The Market Monitor respectfully requests that the Commission afford due 

consideration to these comments as it resolves the issues raised in this proceeding. 

 
Joseph E. Bowring 
Independent Market Monitor for PJM 
President 
Monitoring Analytics, LLC 
2621 Van Buren Avenue, Suite 160 
Eagleville, Pennsylvania 19403 
(610) 271‐8051 
joseph.bowring@monitoringanalytics.com 

 
Respectfully submitted, 

 
Jeffrey W. Mayes 
 
General Counsel 
Monitoring Analytics, LLC 
2621 Van Buren Avenue, Suite 160 
Eagleville, Pennsylvania 19403 
(610) 271‐8053 
jeffrey.mayes@monitoringanalytics.com 

Howard J. Haas 
Chief Economist 
Monitoring Analytics, LLC 
2621 Van Buren Avenue, Suite 160 
Eagleville, Pennsylvania 19403 
(610) 271‐8054 
john.dadourian@monitoringanalytics.com 
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Dated at Eagleville, Pennsylvania, 
this 11th day of January, 2019. 
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General Counsel 
Monitoring Analytics, LLC 
2621 Van Buren Avenue, Suite 160 
Eagleville, Pennsylvania 19403 
(610) 271‐8053 
jeffrey.mayes@monitoringanalytics.com 

 


	I. COMMENTS
	A. PJM’s Proposal does not Level the Playing Field for Comparing Transmission Projects
	B. PJM’s Proposal Would Not Eliminate Bad Incentives for Developers
	C. PJM’s Benefit Calculation Needs to Be Revaluated

	II. CONCLUSION

