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VIA EMAIL 

April 20, 2023 

Office of Electricity 
U.S. Department of Energy 
1000 Independence Avenue, SW 
Washington DC 20585  

Re:  National Transmission Needs Study 

Dear DOE: 

On February 24, 2023, the U.S. Department of Energy (“DOE”) issued a draft report, National 
Transmission Needs Study (“NTN Study”). Monitoring Analytics, LLC, acting in its capacity as 
the Independent Market Monitor for PJM (“Market Monitor”), provides this letter in response to 
DOE’s solicitation of comments.1 The Market Monitor’s comments emphasize transmission 
development in the organized wholesale energy markets like the one operated by PJM 
Interconnection, L.L.C. (“PJM”). PJM markets and other regional transmission organization 
markets (RTOs/ISOs) use locational marginal pricing (“LMP”) to price energy. The operation of 
LMP markets makes congestion transparent, creates congestion revenues, and requires a method 
to return congestion revenues to load. 

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 

                                                      
1  See U.S Department of Energy, “National Transmission Needs Study,” Draft for Public Comment (Feb. 

2023)<https://www.energy.gov/gdo/national-transmission-needs-study> . 

http://www.monitoringanalytics.com/
https://www.energy.gov/gdo/national-transmission-needs-study


Office of Electricity, DOE 
April 20, 2023 
Page 2 of 5 
 

© Monitoring Analytics 2023 | www.monitoringanalytics.com 2 

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 within the RTEP process 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 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 
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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 
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 
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conditions change. The transmission system is only one of 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 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 PJM Regional Transmission Expansion Plan (RTEP) successfully addresses the need for 
transmission investment to reliably meet load. Together with the requirement that new 
generation pay interconnection costs, the RTEP process has resulted in the appropriate level of 
new transmission investment in PJM. There is no evidence that the PJM planning process is not 
adequate to meet the requirements of the PJM markets. Additional transmission investment is 
not a panacea. Transmission investment is expensive and long lived and it is essential that 
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transmission investments be carefully planned for clearly identified needs in order to ensure that 
power markets can continue to provide reliable service at a competitive price.2  

The Market Monitor issues comprehensive quarterly state of the market reports on PJM markets. 
The state of the market reports include data and analysis supporting the basic points made in this 
letter. The reports, and other information, including filings with the Federal Energy Regulatory 
Commission concerning transmission issues, can be accessed on our website at 
www.monitoringanalytics.com. 

Sincerely, 

 
Jeffrey W. Mayes 
General Counsel 
 
(610) 271-8053 
jeffrey.mayes@monitoringanalytics.com 
 

                                                      
2  Starting in the third quarter of 2019, the cost of transmission per MWh of wholesale power in PJM has 

been higher than the cost of capacity. See Monitoring Analytics, LLC, 2022 State of the Market Report for 
PJM, Vol 2. Section 1: Introduction, p19, Table 1-10. 
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