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POST-TECHNICAL CONFERENCE COMMENTS OF THE
INDEPENDENT MARKET MONITOR FOR PIJM
Pursuant to the Notice Inviting Post-Technical Conference Comments issued in this
proceeding on December 23, 2022 (“Notice”), Monitoring Analytics, LLC, acting in its
capacity as the Independent Market Monitor (“Market Monitor”) for PJM Interconnection,
L.L.C. (“"PJM"), offers these comments for the Commission’s consideration on issues related

to transmission planning and cost management.

I. COMMENTS

The goal of PJM and RTO market design should be to enhance competition and to
ensure that competition is the core element of all PJM and RTO markets. But transmission
investments have not been fully incorporated into competitive markets. The construction of
new transmission facilities has significant impacts on the energy and capacity markets. But
when generating units retire or load increases, there is no market mechanism in place that
would require or even permit direct competition between transmission and generation to
meet loads in the affected area. In addition, despite FERC Order No. 1000, there is not yet a
transparent, robust and clearly defined mechanism to permit competition to build

transmission projects, to ensure that competitors provide a clearly defined and enforceable



total project cost cap, or to require that transmission owners obtain least cost financing
through the capital markets.

Rules for competitive transmission development through the RTEP should build
upon FERC Order No. 1000 to create real competition between incumbent transmission
providers and nonincumbent transmission providers. The ability of transmission owners to
block competition for supplemental projects and end of life projects and the reasons for that
policy should be reevaluated. The rules should enhance the transparency and queue
management process for nonincumbent transmission investment. Issues related to data
access and complete explanations of cost impacts should be addressed. The goal should be
to remove barriers to competition from nonincumbent transmission.

Another element of opening competition would be to consider transmission owners’
ownership of property and rights of way at or around transmission substations. In many
cases, the land acquired included property intended to support future expansion of the
grid. Incumbents have included the costs of the property in their rate base, paid for by
customers. PJM now has the responsibility for planning the development of the grid under
its RTEP process. Property bought to facilitate future expansion should be a part of the
RTEP process and be made available to all providers on equal terms.

The process for determining the reasonableness or purpose of supplemental
transmission projects that are asserted to be not needed for reliability, economic efficiency
or operational performance as defined under the RTEP process needs additional oversight
and transparency. If there is a need for a supplemental project, that need should be clearly
defined and there should be a transparent, robust and clearly defined mechanism to permit
competition to build the project. If there is no defined need for a supplemental project for
reliability, economic efficiency or operational performance then the project should not be
included in rates.

The Commission should require that RTOs enhance the transparency and queue
management process for nonincumbent transmission investment. Issues related to data

access and complete explanations of cost impacts should be addressed. The goal should be
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to remove barriers to competition from nonincumbent transmission. Nonincumbent
transmission should also be held to clearly defined, enforceable standards to ensure that
nonincumbent transmission costs are also consistent with a least cost, competitive outcome.

The addition of a planned transmission project changes the parameters of the
capacity auction for the area, changes the amount of capacity needed in the area, changes
the capacity market supply and demand fundamentals in the area and may effectively
forestall the ability of generation to compete. But there is no mechanism to permit a direct
comparison, let alone competition, between transmission and generation alternatives. There
is no mechanism to evaluate whether the generation or transmission alternative is less
costly, whether there is more risk associated with the generation or transmission
alternatives, or who bears the risks associated with each alternative. Creating such a
mechanism should be an explicit goal of RTO market design.

The current market efficiency process does exactly the opposite by permitting
transmission projects to be approved without competition from generation. The broader
issue is that the market efficiency project approach explicitly allows transmission projects to
compete against future generation projects, but without allowing the generation projects to
compete. Projecting speculative transmission related benefits for 15 years based on the
existing generation fleet and existing patterns of congestion eliminates the potential for new
generation to respond to market signals. The market efficiency process in PJM allows assets
built under the cost of service regulatory paradigm to displace generation assets built under
the competitive market paradigm. In addition, there are significant issues with PJM'’s
current cost/benefit analysis which cause it to consistently overstate the potential benefits of
market efficiency projects. The market efficiency process is misnamed. The Market Monitor
recommends that the market efficiency process in PJM, and any similar processes in other
RTOs, be eliminated. If it is retained, there are significant issues with PJM’s cost/benefit
analysis that should be addressed prior to approval of additional projects. The current
cost/benefit analysis for a regional project, for example, explicitly and incorrectly ignores

the increased congestion in zones that results from an RTEP project when calculating the
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energy market benefits. All costs should be included in all zones and LDAs. The definition
of benefits should also be reevaluated.

The cost/benefit 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. When actual costs exceed estimated costs, the cost/benefit analysis is effectively
meaningless and low estimated costs may result in inappropriately favoring transmission
projects over market generation projects. The risk of cost increases for transmission projects
should be incorporated in the cost/benefit analysis.

As an example of the complexities of defining the benefits of transmission
investments, the reduction in congestion is frequently and incorrectly cited as a metric of
benefits.

Congestion is frequently misunderstood. Congestion is not static. Congestion
exhibits dynamic intertemporal variability and dynamic locational variability. More
importantly, congestion is not the correct metric for evaluating the potential benefits of
enhancing the transmission grid.

There is not a secular trend towards increasing congestion in PJM. Congestion is
volatile on a monthly basis. Congestion is also volatile on an hourly and daily basis. For
example, higher congestion can result from changes in seasonal and daily/hourly fuel costs.

The level and distribution of congestion at a point in time is a function of the
location and size of generating units, the relative costs of the fuels burned and the
associated marginal costs of generating units, the location and size of load and the
locational capability of the transmission grid. Each of these factors changes over time.

The geographic distribution of congestion is dynamic. The nature and location of
congestion in the PJM system has changed significantly over the last 10 years and continues
to change. The nature and location of congestion in PJM can also change from one day to
the next as a result of changes in relative fuel costs. As a result, building transmission to
address a specific pattern of congestion does not make sense, unless the technology can be

easily moved to new locations as conditions change. The transmission system is only one of
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many reasons that congestion exists. The dynamic nature of congestion and the multiple,
interactive causes of congestion make it virtually impossible to identify the standalone
impacts of an individual transmission investment on future congestion. It is possible, for
example, that congestion occurring during a period of a few days in the winter as a result of
very high fuel prices, significantly increases the reported level of congestion for the entire
year. This has occurred in PJM. It would be a mistake to consider that level of congestion to
be a signal to build transmission.

At a more fundamental level, congestion is not the correct metric for evaluating the
potential benefits of enhancing the transmission grid. When there are binding transmission
constraints and locational price differences, load pays more for energy than generation is
paid to produce that energy. The difference is congestion. Congestion is neither good nor
bad, but is a direct measure of the extent to which there are multiple marginal generating
units with different offers dispatched to serve load as a result of transmission constraints.
Congestion occurs when available, least-cost energy cannot be delivered to all load because
transmission facilities are not adequate to deliver that energy to one or more areas, and
higher cost units in the constrained area(s) must be dispatched to meet the load. The result
is that the price of energy in the constrained area(s) is higher than in the unconstrained
area. Load in the constrained area pays the higher price for all energy including energy
from low cost generation and energy from high cost generation, while only high cost
generators are paid the high price at their bus and low cost generators are paid only the low
price at their bus.

If FTRs worked perfectly and were assigned directly to load, FTRs would return all
congestion to the load that paid the congestion. Congestion is not a cost, it is an accounting
result of a market based on locational energy prices in which all load in a constrained area
pays the higher single market clearing locational price, resulting in excess payments by load
that are not paid to generation, which should be returned to load.

Counterintuitively, congestion actually increases when the transmission capacity

between areas with lower cost generation and areas with higher cost generation increases
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but does not fully eliminate the need for some higher cost local generation. The smaller the
amount of higher cost local generation needed to meet load, the more of the local load is
met via low cost generation delivered over the transmission system and therefore the
higher is the difference between what load pays and generation receives, congestion.

The Notice inquires about the potential role of an Independent Transmission
Monitor (“ITM”). The Market Monitor supported the concept of an ITM, provided detailed
comments on the potential scope of an ITM, and described significant ITM activities that the
Market Monitor currently performs, in comments submitted November 1, 2021, in Docket
No. RM21-17 (at 16-23). The Market Monitor here incorporates those comments by
reference. The Market Monitor emphasizes here that the most important features required
for an ITM to succeed are, as in the case of market monitoring more generally: (i)
independence, (ii) access to information, and (iii) the ability to communicate information
without interference to regulators, stakeholders, and the public. Artificial limits on the
scope of the ITM’s role, which questions in the Notice suggest are contemplated, are

unnecessary and counterproductive.
II. COMMUNICATIONS

Pursuant to 18 C.F.R. § 385.203(b)(3), the Market Monitor designates the following

persons as those to receive all notices and communications with respect to this proceeding;:

Joseph E. Bowring Jetfrey W. Mayes

President General Counsel

Monitoring Analytics, LLC Monitoring Analytics, LLC

2621 Van Buren Avenue, Suite 160 2621 Van Buren Avenue, Suite 160
Valley Forge Corporate Center Valley Forge Corporate Center
Eagleville, Pennsylvania 19403 Eagleville, Pennsylvania 19403

(610) 271-8051 (610) 271-8053
joseph.bowring@monitoringanalytics.com jeffrey.mayes@monitoringanalytics.com



III. CONCLUSION

The Market Monitor respectfully requests that the Commission afford due

consideration to this pleading as the Commission addresses the issues raised in this

proceeding.

Joseph E. Bowring
Independent Market Monitor for PJM

President

Monitoring Analytics, LLC

2621 Van Buren Avenue, Suite 160
Valley Forge Corporate Center
Eagleville, Pennsylvania 19403

(610) 271-8051
joseph.bowring@monitoringanalytics.com

Dated: April 17, 2023

Respectfully submitted,
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Jetfrey W. Mayes

General Counsel

Monitoring Analytics, LLC

2621 Van Buren Avenue, Suite 160
Valley Forge Corporate Center
Eagleville, Pennsylvania 19403

(610) 271-8053
jeffrey.mayes@monitoringanalytics.com



CERTIFICATE OF SERVICE

I hereby certify that I have this day served the foregoing document upon each
person designated on the official service list compiled by the Secretary in this proceeding.
Dated at Eagleville, Pennsylvania,

this 17t day of April, 2023.
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Jetfrey W. Mayes

General Counsel

Monitoring Analytics, LLC

2621 Van Buren Avenue, Suite 160
Valley Forge Corporate Center
Eagleville, Pennsylvania 19403
(610)271-8053
jeffrey.mayes@monitoringanalytics.com
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