UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

PJM Interconnection, L.L.C. ) Docket No. ER18-2068-000

COMMENTS OF THE INDEPENDENT MARKET MONITOR FOR PIM

Pursuant to Rule 211 of the Commission’s Rules and Regulations,! Monitoring
Analytics, LLC, acting in its capacity as the Independent Market Monitor for PJM? (“Market
Monitor”), submits these comments in support of the petition of PJM Interconnection,
L.L.C, filed July 26, 2018, to waive certain of its rules so that it can ensure an orderly and
efficient liquidation of the large FTR portfolio of a recently defaulting Member.

PJM must address the large FTR portfolio of the defaulting Member without
distorting the FTR Market and potentially increasing the total costs of the default to PJM’s
members. Absent the requested waiver, PJM would be forced to liquidate the entire
portfolio in as few auctions as possible as a price taker. Given the lack of depth of the
market for longer term FIRs, as well as the risks associated with longer term FIRs, the
auctions could result in FIRs being available at deeply discounted prices relative to actual
value. Buyers will ask to be paid to take on the portfolio. If the market results are what the
buyers expect, the buyers’ profit margins plus risk premiums will make the default

payment larger and will be paid by PJM members. Selling the entire portfolio at the same

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”).



time and announcing it ahead of time would confer a significant advantage on the buyers
and potentially confer monopsony market power. This would provide a windfall to the
small number of potential buyers, would tend to minimize the value of the liquidated assets
as an offset to default costs and maximize the size of the default burden on the
membership. The simultaneous and immediate liquidation of this portfolio would result in
an unwarranted wealth transfer from PJM members to the small group of buyers. This
result should not be allowed.

PJM should be permitted to address the default portfolio in a flexible manner so as
to minimize any losses paid by PJM members. That flexibility could include holding the
FTRs and not selling them at all. The default rules should be reconsidered and rewritten to
permit PJM flexibility to address the broader issues raised by defaults of this magnitude.

PJM market rules allow PJM to impose bid limits on individual bidding accounts
when the total number of bids in the market will adversely affect the market solution time.?
While this rule is intended to reduce the market solution time, the rule also limits the
potential concentration of the market by a single participant or small number of
participants. However, because the bid limits are account specific, members can currently
circumvent a set bid limit by setting up and bidding through multiple affiliated accounts.
To address this problem, PJM should modify the market rules so that bid limits are defined
by total MW rather than total bids and are set at the ultimate parent level of all
organizations, rather than at the individual affiliated account level.

PJM should explore modifications to its FTR market and collateral requirement rules
to reduce the risk of similar defaults in the future. PJM should consider the liquidation risk

associated with the size of FTR portfolios when assigning collateral requirements and

s OATT, attachment K appendix, section 7.3.5.



should consider path specific position limits. PJM should also consider isolating any
liquidation risk to the FTR Market.
The Market Monitor respectfully requests that the Commission afford due

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