
UNITED STATES OF AMERICA
Before The 

FEDERAL ENERGY REGULATORY COMMISSION

PJM Interconnection, L.L.C. ) Docket No. EL14-37-000

POST-TECHNICAL CONFERENCE COMMENTS OF 
XO ENERGY, LLC

On April 29, 2015, the Federal Energy Regulatory Commission (“FERC”) issued a 

request for comments on the technical conference held on January 7, 2015 in the above-

captioned docket by FERC staff, pursuant to an order initiating an investigation under section 

206 of the Federal Power Act (“FPA”),1 to evaluate whether: (1) PJM Interconnection, L.L.C.’s 

(“PJM”) Financial Transmission Rights (“FTR”) forfeiture rules as they apply to virtual 

transactions, including Up-to Congestion (“UTC”) transactions and INC/DEC transactions, are 

just and reasonable; and (2) PJM’s current uplift allocation rules associated with UTC 

transactions and INCs/DECs are just and reasonable. XO Energy, LLC (“XO Energy”) 

appreciates the opportunity to comment on these important issues, and strongly urges FERC to 

act expeditiously in this docket to restore the vital role that financial market participants play in 

bringing increased efficiencies to the wholesale electricity markets. 

I. EXECUTIVE SUMMARY

A UTC is a transmission product that is comprised of congestion and losses.  An INC is 

an offer to sell electricity in the Day-Ahead Market at a stated price at a particular location; an 

INC is comprised of energy, congestion and losses. A DEC is an offer to buy electricity at a 

stated price at a particular location; it is also comprised of energy, congestion and losses.  If a 

                                                          
1 16 U.S.C. § 824e (2006); PJM Interconnection, LLC, 148 FERC ¶ 61,144 (2014) (“August 29 Order”).
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market participant transacts and clears 1 MW of an INC and 1 MW of a DEC in the same hour, 

the energy component effectively cancels out - congestion and losses remain. Ultimately, this 

means that although a market participant transacted an energy product, the net result is a 

transmission product.

Using an INC and DEC to create a transmission position is terribly inefficient, resulting 

in significant execution risk, substantial credit commitment, and increased congestion risk.

Unfortunately, with the exception of ERCOT and on a very limited basis in PJM, market 

participants are forced to use energy products to transact in the transmission markets.  An 

energy-only product does not exist.

There has been a great debate within PJM to address “uplift,” however, the proposals that 

are supported by PJM and Monitoring Analytics, PJM’s independent market monitor (the 

“IMM”), simply do not make sense. A UTC is a transmission position without an energy 

component, however, both the IMM and PJM have proposed to charge an energy deviation fee to 

UTCs.  PJM most recently proposed a single energy deviation; the IMM proposed a double 

energy deviation.  This for a product that does not have an energy component to deviate? 

The allocation of uplift that PJM and the IMM are proposing do not follow just and 

reasonable cost allocation. Every transaction in the market affects the system in different ways. 

The allocation process from the beginning of the PJM Market has followed the same flawed 

construct of spreading uplift costs across all market participants equally. This is outdated logic, 

as it does not provide the proper economic incentives to market participants, and unfairly 

allocates costs to participants, providing barriers to entry as well creating market inefficiencies.

MISO recently went through an uplift redesign between 2006 and 2011, which was 

approved by FERC, that recognized the different types of transactions. ERCOT and CAISO have 
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also recognized that there is no energy component in a UTC and therefore these transactions do 

not pay energy deviation fees.  To put PJMs uplift problem in perspective - the latest data from 

FERC indicates that from 2010-2013 PJMs uplift was greater than all other ISOs combined.2

XO Energy has participated in the stakeholder process and has worked with PJM staff on 

several proposals.  XO Energy believes that any uplift construct should follow cost correlation 

principles and maintain the proper economic incentives for market participants to engage in 

transactions that would both facilitate the convergence of the markets and reduce uplift.

XO Energy recommends the following alternatives:

1)      UTCs pay no uplift.

2)      UTCs pay uplift based on their contributions.

3)      UTCs pay a transmission deviation charge.

Option 1:

FERC’s own analysis shows that an increase in convergence leads to a decrease in uplift.  

Overall, UTCs are profitable, which means that they are converging the Day-Ahead and Real-

Time Markets and reducing total costs.  It is unreasonable to charge a subset of transactions an 

uplift charge when they help reduce it.

Option 2:

UTCs do not impact power balance (energy) but they can impact the dispatch or unit 

commitment/de-commitment in the Day-Ahead Market. Each day the percentage of units 

committed to support UTC transactions in the Day-Ahead Market can be determined by re-

                                                          
2 Federal Energy Regulatory Commission. Staff Analysis of Uplift in RTO and ISO Markets at 29 (August 2014) 
(“FERC Staff Analysis”) available at  http://www.ferc.gov/legal/staff-reports/2014/08-13-14-uplift.pdf.

20150529-5530 FERC PDF (Unofficial) 5/29/2015 4:57:27 PM



4

running the Day-Ahead Market without UTC transactions. UTCs would then be charged their 

respective percentage of uplift.

Option 3:

XO Energy proposes to implement the MISO Revenue Sufficiency Guarantee (RSG) 

construct. MISO’s construct allocates an energy deviation and transmission deviation.  These 

deviations are deemed to be “helpful” or “harmful” depending on the time and location of the 

transactions.  Since there is no energy component in a UTC transaction, the UTC should pay the 

transmission deviation if it was harmful to the market and resulted in an uplift.  MISO is in the 

process of implementing a spread bid product in their market in 2016, with the following uplift 

allocation proposal, as noted in Dr. David Patton’s testimony during FERC’s Technical 

Conference on PJM Interconnection on January 7, 2015:3

● Capacity-related uplift costs should be allocated to INCs and other harming 
deviations only to the extent that net harming deviations affect the need for out-
of-market commitments. 

  
● Congestion-related uplift costs should be allocated to deviations based on how 

they adversely affect flow on the transmission constraint.

II. BACKGROUND - THE BENEFITS OF VIRTUAL TRANSACTIONS

The benefits of virtual trading to the wholesale power markets have been well-

documented by academics, government entities, and other organizations, including FERC. 

Virtual energy products have existed since the implementation of Day-Ahead Markets. Given 

some of the recent issues facing the RTOs/ISOs (i.e., uplift and price formation), the continued 

                                                          
3 Patton, Dr. David.  Efficient Uplift Allocation at 9 (January 7, 2015), available at  
http://www.ferc.gov/CalendarFiles/20150106125104-Patton,%20Potomac%20Economics.pdf and posted as a non-
decisional item in Docket No. EL 14-37-000.
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existence and expansion of virtual products is critical to well-functioning, competitive wholesale 

electricity markets. 

Economists have long recognized that the successful design of the wholesale electricity 

markets depends on a strong interaction between physical energy trading, virtual trading, and 

financial contracts. XO Energy and other market participants play a central role in this design by 

facilitating price arbitrage, providing liquidity, and promoting competition in the wholesale 

electricity markets. The primary benefit of this participation is reflected in the financial impact 

on the market, that is, the convergence of day-ahead and real-time prices. As FERC’s Office of 

Enforcement has stated:  

The primary benefits of virtual transactions are achieved through their financial impact on 
the markets. Virtuals sometimes are referred to as convergence bidding, as a competitive 
virtual market should consistently cause the day-ahead and the real-time prices to converge 
in each hour.

The convergence of day-ahead and real-time prices within the RTOs is intended to mitigate 
market power and improve the efficiency of serving load. Thus virtuals have a physical 
impact upon the operations of the RTO, as well as on market participants that physically 
transact at the LMPs set in the day-ahead and real-time markets.4

Dr. David Patton, the market monitor for several ISOs/RTOs, has repeatedly emphasized 

the link between virtual trading and market efficiency: 

Virtual trading plays an important role in overall market efficiency by improving price 
convergence between day-ahead and real-time markets, thereby promoting efficient 
commitment and scheduling of resources in the day-ahead market. Virtual trading in the 
day-ahead market consists of purchases or sales of energy that are not associated with 
physical demand or physical generating resources. Since no physical energy will be 
supplied or consumed in real time, virtual transactions scheduled in the day-ahead market 
are settled against real-time energy prices and are only profitable when they contribute to 
price convergence between the two markets.5

                                                          
4 Office of Enforcement, FERC.   Energy Primer:  A Handbook of Energy Market Basics at 69 (July 2012), available 
at http://www.ferc.gov/market-oversight/guide/energy-primer.pdf.  
5 Patton, Dr. David, Lee VanShaick, Dr. Pallas and Chen, Dr. Jie.  2013 Assessment of the ISO New England 
Electricity Markets at 15 (June 2014), available at http://www.iso-
ne.com/markets/mktmonmit/rpts/ind_mkt_advsr/isone_2013_emm_report_final_6_25_2014.pdf.  
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Virtual bids and offers provide liquidity to the day-ahead market because they constitute a 
substantial share of the price-sensitive supply and demand that establish efficient day-ahead 
prices. Virtual transactions that are scheduled in the day-ahead market settle against real-
time energy prices. Virtual demand bids are profitable when the real-time energy price is 
higher than the day-ahead price, while virtual supply offers are profitable when the day-
ahead energy price is higher than the real-time price. If prices are lower in the day-ahead 
market than in the real-time market, a virtual trader may purchase energy in the day-ahead 
market and sell it back in the real-time market, which will tend to increase day-ahead prices 
and improve price convergence with the real-time market. Hence, profitable virtual 
transactions improve the performance of the day-ahead market.6

The only way you get an efficient commitment coming out of the day-ahead [market] is for 
day-ahead prices to reflect real-time [market prices] accurately, and the virtual traders are 
really the key when it comes to that because they’re the risk neutral party that’s in there 
trying to arbitrage those prices. Other people who are in the day-ahead, like the utilities that 
are serving a load, generally just come in and dump their load at any price . . . [virtual 
traders] serve an important role in stabilizing prices and mitigating potential market power 
in the day-ahead because they can jump in if the physical suppliers raise their bids or 
withdraw from that market. They provide liquidity . . .7

In the words of Dr. William Hogan, “virtual bidding promotes price discovery, allows 

market-based redistribution of risk, and offers an opportunity to price risk in the electricity 

market,” characteristics that are essential to preserve competition and increase efficiencies.8

                                                          
6 Patton, Dr. David, Lee VanShaick, Dr. Pallas and Chen, Dr. Jie.  2010 State of the Market Report for the New York 
ISO Markets at 73-74 (July 2011), available at 
https://www.potomaceconomics.com/uploads/nyiso_reports/NYISO_2010_Final.pdf
7 Patton, Dr. David. Energy Bar Association Panel regarding Speculation in Energy Markets, Energy Bar 
Association, Washington, D.C. (April 23, 2009).
8 Hogan, Dr. William.  Electricity Market Design: Financial Transmission Rights, Up to Congestion Transactions 
and Multi-Settlement Systems at 4 (July 16, 2013) (“Hogan Study”), available at 
http://www.hks.harvard.edu/fs/whogan/Hogan_UTC_071612.pdf.  
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III. RESPONSE TO REQUEST FOR COMMENTS

1) FTR Forfeiture Rule

a) When calculating the contribution a virtual transaction (INC, DEC, or UTC) has to 
power flowing across a given constraint, how should the injection/withdrawal points 
for the virtual transaction be identified? Should the defined “worst case” node be 
limited to the market participant’s own transactions? Additionally, should the impact 
threshold(s) used for triggering the forfeiture rule remain at 75 percent regardless of 
the injection/withdrawal points identified? Why or why not?

The current implementation of the FTR forfeiture rule determines power flowing across a 

constrained path by comparing virtual activity (INC Offer/DEC Bid) to an opposing injection or 

withdrawal transaction. The opposing transaction includes all forms of injection or withdrawal 

transactions; it is not limited to virtual transactions. That is, an injection is defined as any cleared 

generation offer MW or cleared increment offer MW and a withdrawal is defined as any cleared 

fixed demand bid, price sensitive demand bid, or decrement bid. Furthermore, the rule uses the 

“worst case” injection or withdrawal transaction of any market participant. 

The current implementation of the FTR forfeiture rule and its interpretation of the tariff is 

overly-strict and non-transparent to the marketplace. By using injections and withdrawals of any 

type and by any and all market participants, the rule selectively picks the “worst case” reference 

node for each constraint, which can vary by hour. This means that for one hour a participant’s 

activity alone may not trigger the rule, but in conjunction with another completely unrelated 

transaction, the participant may now be unwittingly penalized by the rule in the next hour. The 

non-transparent nature in which the rule has been interpreted and implemented can have adverse 

effects on the market. To err on the side of caution, or “worst case,” in order to “catch” as much 
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activity as possible does not facilitate market efficiency. Instead, using the “worst case” method 

has the effect of deterring the competitive benefits that virtual activity fosters.

In order to measure the contribution that a transaction has on power flowing across a 

binding transmission constraint, INCs and DECs should use an opposing load weighted reference 

and generation weighted reference, respectively. UTC transactions are explicit in nature and have 

defined injection and withdrawal points. The contribution to flow on a constraint from a UTC is 

calculated as the difference or net impact between the source and sink nodes. To the extent that 

an INC and DEC are offsetting in terms of cleared MW, the impact should be measured 

identically to a UTC transaction. Contrary to the foregoing, the notion of splitting a UTC 

transaction into a standalone INC and a standalone DEC, and then drawing a comparison to the 

“worst case” scenario, is fundamentally flawed and does not follow the actual product dispatch 

or settlement. UTC transactions incur only congestion and loss charges (or credits) because the 

congestion and losses can be explicitly calculated as the difference between the source and sink 

prices. To ignore this characteristic of the UTC product for the sake of the FTR forfeiture rule is 

completely incorrect.

The defined “worst case” methodology should be replaced by a load/generation weighted 

reference for unmatched INC/DEC transactions. For a UTC or matched INC/DEC transaction, 

the net impact methodology should be used, which is the difference between the source and sink 

DFAX of the transaction. Any current or approved change to the “worst case” methodology 

should be limited to any transactions within a participant’s individual portfolio. 

The 75% percent trigger defined in the tariff is rooted to the initial intent of the FTR 

forfeiture rule, which was to capture market participant behavior on radial paths. While a true 

radial constraint has a 100% trigger, a 75% threshold is a relaxation of the definition of radial. 
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To relax the threshold further would be a complete misinterpretation of the rule as it was 

originally intended. Therefore, the 75% threshold should be maintained. If the rule is rewritten, 

the trigger should be based on a percentage of flow as compared to the total limit of the binding 

constraint. The contribution to flow would be based on a participant’s individual portfolio of 

transactions and would not be limited to virtual activity.

b) As an alternative to the current approach of assessing one virtual transaction at a time, 
should the FTR forfeiture rule collectively assess the net impact of a market 
participant’s entire portfolio of INCs, DECs, and UTCs? Should it assess the net 
impact of all virtual transactions that clear the market? In addition to virtual 
transactions, should a market participant’s portfolio of physical transactions be 
considered? Why or why not? If a portfolio approach were adopted, should the impact 
threshold(s) continue to be 75 percent, as used in the past, or is a different threshold(s) 
more appropriate? How could a portfolio approach be implemented?

Moving from a transaction by transaction test to a portfolio based approach is the only 

way of measuring a participant’s net total impact on a constraint. Singling out transactions in an 

attempt to be more precise ultimately breaks down when you are forced to select another 

reference point to attribute the impact on a constraint. The chosen reference is either arbitrary, 

the “worst case,” or, more correctly, the same point used in the market clearing process, 

however, all of these selections are flawed since the reference point does not cancel out in a 

single INC or DEC. When measuring the effect of a UTC, the impact on a constraint can be 

precisely measured and the reference cancels out, but this is unique to a UTC transaction. A 

portfolio based approach lessens the impact of choosing an arbitrary reference because you are 

calculating the impact of all the participants’ positions uniformly and not one by one. 

To the extent a market participant is transacting in both physical and virtual products, the 

net impact should include all transactions, not just virtuals. Since all transactions are cleared as if 
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they are physical injections and withdrawals, there is no reason to focus solely on virtuals when 

assessing a participant’s portfolio net impact.

If a portfolio approach is implemented, the 75% threshold should be changed. Currently 

the 75% threshold does not measure the total flow a participant has on a constraint. It merely 

measures the impact of 1 MW. Whether a participant has a 1 MW or 100 MW position, the two 

positions are treated identically as 1 MW. One could argue that the 100 MW position has a much 

more profound effect on the constraint then a participant that places a 1 MW bid. For this reason, 

if a portfolio approach is adopted, the trigger should be based on a percentage of the total binding 

MW limit. For example, if a 50% threshold was used on a constraint with a 100 MW limit, a 

participant would need at least a net impact of 50 MW on the constraint to trigger the rule.

c) Should counter-flow FTRs and bids that relieve congestion remain exempt from FTR 
forfeiture rule calculations? Should financial transactions that improve day-ahead and 
real-time market price convergence be exempt from the forfeiture rule? Why or why 
not? How, if at all, would these exemptions differ when assessing the impact of a 
market participant’s portfolio as opposed to one INC, DEC, or UTC at a time? Are 
there any other currently exempt financial transactions that should be subject to FTR 
forfeiture calculations?

Counter-flow FTRs are defined as FTRs that are in the opposite direction of congestion 

and are valuable when congestion on the prevailing flow path is suppressed in the Day-Ahead 

Market. Currently, the FTR forfeiture rule only tests virtual transactions on a binding constraint. 

To the extent that a constraint to which an FTR has a counter flow position does not bind in day-

ahead, the test will completely miss these positions. Essentially, the test does not “know” the 

impact on a constraint until it binds. Including every monitored element in the test, whether 

binding or not, is most likely not feasible. 

A portfolio approach would attempt to quantify whether a participant was net prevailing 

flow, net counter-flow or net flat on a binding constraint. To the extent that a participant held a
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counter-flow FTR and a net counter-flow position in the day-ahead, these positions would then 

be candidates for forfeiture. Again, to the extent that the constraint does not bind, there would be 

no way to measure the impact of transactions that suppress prevailing flow constraints.

Whether a transactions is “helping” or “harming” (i.e., alleviates or causes congestion) is 

an important concept that should be carefully examined in the context of the FTR forfeiture rule. 

Currently, the forfeiture rule determines whether a participant is converging day-ahead 

and real-time prices or inflating day-ahead prices by measuring the difference between the day-

ahead FTR value and the real-time FTR value. The threshold for measuring whether a 

transaction converged or diverged the market is whether the day-ahead FTR value exceeds the 

real-time FTR Value by $0.01. Any divergence in excess of $0.01 is cause for the entire FTR to 

be forfeited.

The FTR forfeiture rule also assesses forfeitures on an hourly basis. Given imperfect data 

and volatile conditions in real-time, it’s entirely possible that a day-ahead forecast of expected 

real-time conditions could be incorrect in one or more hours of the day. The forfeiture 

calculation would capture this as a suspected manipulation of FTR revenue when, in reality, it is 

a by-product of the complex interaction between the Day-Ahead and Real-Time Markets. Again, 

the FTR forfeiture rule’s overarching attempt at precision is more likely to capture activity as a 

result of unforeseen real-time conditions and not that of market manipulation. This brings into 

question exactly how accurate the rule is at capturing what it is intended to capture.

Transactions are profitable when they contribute to convergence and any loss will be self-

correcting. Any sustained loss and continued behavior should be questioned and examined 

further. However, given the hourly nature of the test, it does not screen for this type of behavior. 

The FTR forfeiture rule may have merit as a first step in monitoring bidding behavior, but the 
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fact that the majority of the ISOs do not have an FTR forfeiture rule calls into question the need 

for an overbearing rule such as this. 

Transactions at hubs, interfaces, and zones are excluded from triggering the rule because 

they are deemed to be liquid trading nodes. Should these types of transactions be exempt from 

the rule? As the rule is currently written, including these types of transactions would likely lead 

to increased FTR forfeitures with the efficacy of the underlying trades falling within a gray area 

(i.e., manipulative trades to benefit FTR positions). If the rule is applied on a portfolio-wide 

basis, no transaction should be exempt.

d) Should the application of the forfeiture rule to INCs, DECs and UTCs be revised in 
ways not addressed by these questions, and if so, describe in detail the proposed 
revision and justification for the change.

The most effective way to squeeze out the potential to manipulate day-ahead prices is to 

increase the number of participants submitting transactions across a larger number of nodes. 

Day-ahead prices at a node can only be manipulated outside of the expected range when limited 

transaction volume is occurring at that location. The FTR forfeiture rule is actually harmful in 

this regard because it limits market participants’ participation in the Day-Ahead Market by 

restricting the nodes on which they are able to transact. Even in the case of limited volumes, it 

should not possible to manipulate the day-ahead price outside of the expected range for more 

than a day - putting other barriers aside, market participants will identify the price discrepancy 

and step in to converge the day-ahead and real-time prices, resolving the “manipulation.”

The forfeiture rule cannot be applied to UTCs and INCs and DECs in the same manner 

because these transactions are not treated the same in the Day-Ahead Market. First, the nodes on 

which UTCs are available to transact are extremely limited, representing a very small portion of 

those nodes available for transacting an INC or DEC. Secondly, UTCs have a bid cap of +/- $50. 
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Any price spread that exceeds this tolerance level prevents the UTC from clearing and ultimately 

contributing to price convergence. These significant limitations, when coupled with a flawed 

FTR forfeiture rule, will continue to deter the volume necessary to promote convergence and 

competition. (If it is deemed necessary to include UTC transactions in the FTR forfeiture rule in 

an attempt to level the playing field for UTCs, on one hand, and INCs and DECs, on the other, 

the playing field needs to be expanded to allow UTCs to transact at all available nodes without a 

bid cap. These modifications will ensure that both products are treated consistently under PJM’s 

rules.)

It is important to note that the FTR forfeiture rule is the exception and not the accepted 

norm in the organized electricity markets. ISO-NE, NYISO, MISO, SPP, and ERCOT do not 

have FTR forfeiture rules.9 In addition to omitting an FTR forfeiture rule, ERCOT encourages 

market participants to move their congestion risk from day-ahead to real-time by transacting 

their forward positions on the same paths in the Day-Ahead and Real-Time Markets.10 Market 

participants acquire FTR positions in the forward auctions (annual, quarterly, monthly) at the 

auction cost and will settle against the day-ahead prices if not actively managed. If the market 

participant believes that the real-time value of the FTR will be greater than the day-ahead value, 

they are able to move the settlement to the real-time prices. This allows the market participant to 

maximize the value of their FTR in a price sensitive way. If a market participant’s decision is 

correct, they haven’t manipulated the market; they have converged the markets resulting in better 

market efficiencies and reliability. If their decision was not correct (the real-time value of the 

FTR was lower than the day-ahead value), or if they allow the FTR to settle in the Day-Ahead 

                                                          
9 Patton, Dr. David.  Technical Conference on Financial Transactions in PJM.  Federal Energy Regulatory 
Commission, Washington, D.C. (7 January 2015). 
10 ERCOT.  Ercot Market Education:  Congestion Revenue Rights (February 2014), available at 
http://www.ercot.com/content/wcm/training_courses/53/crr_february2014.pdf

20150529-5530 FERC PDF (Unofficial) 5/29/2015 4:57:27 PM



14

Market and real-time prices are higher, they did not maximize the value of the FTRs and market 

efficiencies are lost. The simple economic incentive exists for participants to attempt to sell their 

FTRs at the highest price. This is properly aligned with economic principles resulting in better 

convergence of the Day-Ahead and Real-Time markets.

Load serving entities (“LSEs”) have large ARR/FTR positions which need to be 

managed. A number of LSEs have a physical presence in both the PJM and ERCOT markets. In 

ERCOT, LSEs actively manage their FTR positions in a price sensitive manner. They will move 

their congestion risk from the Day-Ahead Market to the Real-Time Market when appropriate. 

The same LSEs could utilize the UTC (an hourly FTR) to manage their congestion risks in PJM 

and attempt to sell their transmission positions at the highest possible price. Consequently, if 

these participants tried to move their congestion risk in PJM to real-time by placing a UTC on 

the same path in the Day-Ahead Market, these participants would run the risk of triggering the 

FTR forfeiture rule. The current application of the rule can result in significant financial impacts 

that are related to very small changes in the Real-Time Market. For example, assume that the 

path that a market participant owns has a day-ahead price of $10. If the market participant places 

a UTC on the path and the real-time price settles at $9.98 the UTC will lose $0.02 but they 

would also forfeit all $10 of the FTR value (minus their auction cost to purchase the FTR). 

Alternatively, if the real-time prices settled at $10.02 then the UTC would profit $0.02 and they 

would keep all $10 of the FTR value. The FTR forfeiture rule creates huge economic risks for 

utilities to hedge their transmission position. Assume an LSE has 8,000 MW of FTRs, purchased 

at auction for $2/MW, and wanted to move 25% of their congestion risk (2,000 MW) to the 

Real-Time Market. If the real-time price is lower than the day-ahead price, the participant would 

lose $40 on the UTC (2,000 MW * $0.02/MW) and forfeit $64,000 of their FTR (8,000 MW * 
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($10/MW - $2/MW)), for a total loss of $64,040. If these numbers are extrapolated over a 24-

hour period for the LSE that is attempting to react to the proper economic incentives: the LSE 

will be penalized $1,536,000 for the day just because the path settled 2 cents lower than 

expected. That said, it is not surprising that PJM LSEs simply let their FTR positions settle in the 

Day-Ahead Market. The unfortunate by-product is a reduction in convergence of the Day-Ahead 

and Real-Time Market, increased inefficiencies, lower reliability and higher uplift costs.

If the LSE shifts their congestion risk from the Day-Ahead to the Real-Time Market and 

the real-time prices clear lower, the LSE will lose money.  If the LSE shifts their congestion risk 

from the Day-Ahead to the Real-Time Market and the Real-Time Market clears higher than the 

Day-Ahead, the LSE will have maximized the economic value of its transmission positions and 

converged the Day-Ahead and Real-Time Markets. The economic incentives are always in line 

with the goals of convergence.
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e) If you believe that changes to the current FTR Forfeiture Rule provisions of PJM’s 
tariff are necessary, propose appropriate tariff language that you believe addresses 
your concern.

XO Energy believes that the current FTR Forfeiture Rule should be stricken in its 
entirety.

2) Uplift

a) Should UTCs be assessed uplift? Explain why or why not. If so, how, if at all, should 
this allocation differ from the allocation to individual INCs and DECs and “paired” 
INCs and DECs? Should INCs and DECs continue to be required to pay uplift 
charges? What effect does imposing these charges have on the ability of virtual traders 
to arbitrage day-ahead and real-time price differences?

UTCs should only be assessed uplift if the uplift is allocated on a transaction by 

transaction basis, that is, if a “helping” versus “harming” analysis is performed.  If uplift is 

allocated on a broad, socialized basis, UTCs should not be charged as they have been 

demonstrated to reduce total system cost (both theoretically and through studies). The impact on 

uplift is not always intuitive, for example, a UTC could “cause” uplift but at the same time 

reduce the total system cost (including uplift).  Charging a UTC for the uplift it “caused,” while 

ignoring the total system benefit it provided, is unreasonable.  

“Paired” INCs and DECs (an INC and DEC cleared in the same hour for the same 

quantity) should be treated in the same manner as a UTC since the net impact is zero on energy 

balance and because they are both simply a transmission position. UTCs can only affect the 

transmission flow since it is a simultaneous injection and withdrawal. They can only change 

around the dispatch and commitments to manage congestion. A withdrawal anywhere on the 

system requires additional capacity to be committed, with respect to security-constrained 

economic dispatch. When cleared simultaneously with an injection, power balance cancels out, 

and the result is just flow across the system.
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Individual INCs and DECs should be netted by market participant on an hourly basis and 

only net short positions should be allocated uplift.  This methodology is consistent in approved 

tariffs for MISO, ERCOT, and CAISO. 

Any charge imposed on virtual traders creates a barrier to day-ahead and real-time price 

convergence of at least the amount charged.  A trader’s bid prices will be reduced by at least the 

amount of the charge, leading to less efficiency gains.  For example, if a trader is willing to pay 

up to $1 for a transaction that they expect to profit $2 from (i.e., bid price of $1 for an expected 

RT value of $3), with a $1 charge, a rational trader would reduce his bid price to $0 (so his total 

cost is the same). In this case, the trader may choose to lower his bid price even more (or not 

enter the bid at all) because, without the charge, the trader will only pay a maximum of $1 (i.e., 

he could pay less), but with a $1 charge the trader will pay exactly $1.

FERC has previously stated that imposing charges on virtual trades impairs their ability 

to arbitrage day-ahead and real-time prices: “high transaction costs deter virtual trades and thus 

limit the ability of these transactions to provide market efficiencies, including price 

convergence”11 and “[t]he costs of submitting bids reduces the expected value of any transaction 

and therefore as the cost of submitting bids is increased, the potential profit for any transaction 

will decrease and arbitrageurs will participate less. The cost of bidding also will increase 

potential spreads between Day-Ahead and Real-Time prices because the expected profit from 

any bid must exceed the cost of submitting the bid.”12

                                                          
11 ISO New England Inc., 110 FERC ¶ 61,250, at P 30 (2005).
12 ISO New England, Inc., 113 FERC ¶ 61,055, at P 32 (2005).
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As can be seen below, immediately following the FERC 206 refund effective date, UTC 

volume dropped off by about 80%.13  Due to the uncertainty of fees related to these transactions, 

most participants elected to discontinue their operations with UTCs in PJM. This has had 

dramatic adverse affects on the market. This reduction in volume increased both the average per 

MWh profitability of UTCs in PJM as well as the gross market-wide profitability of UTCs, from 

approximately $2 million in the 60 days prior, to over $15 million in the 60 days following the 

refund effective date.14  The profitability of financial transactions is routinely used as a measure 

of competitiveness and convergence in the Day-Ahead and Real-Time Markets:

Low virtual profitability is consistent with a competitive day-ahead market.15

In a well-arbitraged market, profitability is expected to be low.16

Price convergence resulting from this arbitrage increases efficiency and mitigates 
market power in the day-ahead market.17

Thus, the increase in profitability of these transactions due to the reduction in volume is an 

indication that the market is no longer well-arbitraged, prices are not as converged as they would 

be otherwise, and the market efficiency has decreased.

                                                          
13 Monitoring Analytics, LLC.  State of the Market Report for PJM , Volume 2: Detailed Analysis at 104 (March 12, 
2015), available at  http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2014/2014-som-pjm-
volume2.pdf
14 Bowring, Dr. Joseph.  Market Monitor Report at 14 (November 17, 2014) available at  
https://pjm.com/~/media/committees-groups/committees/mc/20141117-webinar/20141117-item-06-market-monitor-
report.ashx.
15  Potomac Economics.  2013 State of the Market Report for the MISO Electricity Markets at 28 (June 2014), 
available at 
https://www.potomaceconomics.com/uploads/midwest_reports/2013%20SOM%20Report_Full%20Body_Final.pdf

16 Potomac Economics.  2013 State of the Market Report for the MISO Electricity Markets: Analytical Appendix at 
A-56 (June 2014) (“2013 MISO SOM Appendix”), available at  
https://www.potomaceconomics.com/uploads/midwest_reports/2013%20SOM_Analytic%20Appendix_Final.pdf
17 2013 MISO SOM Appendix at A-48.
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ISO-NE has also seen a large decrease in their financial markets in recent years, which 

has a very similar uplift structure to PJM. As stated by Dr. David Patton:

The relatively high levels of NCPC charges that have been allocated to real-time 
deviations since May 2010 provide disincentives for firms to schedule virtual 
transactions. Hence, it is likely that some virtual traders have chosen not to schedule 
virtual trades (or increased the margin between their bid or offer and the expected real-
time price) that would have improved the consistency between day-ahead and real-time 
prices.18

                                                          
18 Patton, Dr. David, Dr. Pallas Lee VanShaick, and Dr. Jie Chen.  2011 Assessment of the ISO New England 
Electricity Markets at 13 (June 2012) (“2011 ISO-NE Assessment”), available at  
https://www.potomaceconomics.com/uploads/isone_reports/ISONE_2011_EMMU_Report_Final_June_2012.pdf
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Furthermore: 

...allocating substantial NCPC costs to virtual load that does not cause these costs has 
likely degraded the performance of the day-ahead market…19

The reduction in virtual trading activity that was discussed in the previous sub-section 
raises potential concerns regarding the efficiency of the day-ahead market because 
active virtual trading in the day-ahead market promotes price convergence with the 
real-time market. Good price convergence, in turn, facilitates an efficient commitment 
of generating resources, lowering the costs of satisfying the system’s needs in real 
time. Active virtual traders also protect the day-ahead market against market 
manipulation and market power abuses, since they make it more difficult for a single 
firm to affect day-ahead clearing prices by submitting uneconomic bids and/or offers in 
the day-ahead market. 20

Just as profitable virtual trades contribute to better convergence between day-ahead and 
real-time prices, unprofitable virtual trades tend to degrade price convergence. Hence, 
uneconomic virtual transactions may indicate an attempt to manipulate prices in the 
day-ahead market.21

In the long-run, the best safeguard against manipulative conduct is a liquid market with 
participation by a large number of firms. A liquid market is relatively resistant to 
attempts by a single firm to push day-ahead above or below competitive levels. This 
highlights the importance of changing the allocation of NCPC charges improve the 
incentives for efficient participation by virtual traders and other firms in the day-ahead 
market.22

These market outcomes are consistent with the inefficient allocation of real-time NCPC 
costs to virtual load and other real-time deviations. Therefore, we recommend that the 
ISO revise the allocation methodology for Economic NCPC, making it more consistent 
with cost causation principles.23

The IMM continues to support the recommendation made in the 2010, 2011, and 2012 
Annual Markets Reports that the ISO revise the market rules so that real-time NCPC 
charges do not prevent virtual transactions from improving the liquidity in the day-
ahead market. Currently, the ISO is sponsoring market rule changes that will exclude 
decrement bids from receiving real-time NCPC charges. The IMM will be reviewing 

                                                          
19 2011 ISO-NE Assessment at 14.
20 Id. at 15.
21 Id.
22 Id.
23 Id at 16.

20150529-5530 FERC PDF (Unofficial) 5/29/2015 4:57:27 PM



21

the results of these changes and may make additional recommendations for 
improvements in the future (see Section 3.1.4).24

This increased allocation to virtual transactions has placed downward pressure on 
virtual trading volumes and likely hindered the day-ahead market’s natural response to 
transitory price differences between the day-ahead and real-time market.25

b) Do UTCs impact unit commitment decisions? If so, how? Several views were expressed 
during the conference. For example, one panelist cited PJM documentation stating 
that UTCs are not included in commitment decisions. Other panelists expressed the 
view that both “paired” INCs and DECs and UTC’s impact unit commitment.

UTCs do not impact unit commitment decisions in order to serve load, but can impact 

unit commitment decisions of combustion turbines in order to manage constraints. UTC 

transactions are not modeled in the “Resource Scheduling & Commitment” phase (RSC) of the 

Day-Ahead Market, which performs a security constrained unit commitment to ensure that there 

is enough capacity committed to serve load. UTCs are modeled in the “Scheduling Pricing & 

Dispatch” phase (SPD) of the Day-Ahead Market, which determines the hourly MW outputs of 

committed units. The SPD phase may commit/decommit combustion turbine units, so it is 

possible for a UTC to impact unit commitments, but only to CTs in the SPD run.26  A UTC does 

not impact the total amount of generation dispatched on the system, only the side of a 

transmission constraint on which the generation would be located.

                                                          
24 ISO New England Inc. 2013 Annual Markets Report at 6 (May 6, 2014), available at http://www.iso-
ne.com/markets/mkt_anlys_rpts/annl_mkt_rpts/2013/2013_amr_final_050614.pdf
25 Id. at viii.
26 PJM.  Energy Markets Scheduling Process and eMKT (Interconnection Training Program Module EM4) at 35 
(Winter 2011), available at
https://www.pjm.com/~/media/training/nerc-certifications/em4-schedulingprocess,-d-,PPT.ashx
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A “paired” INC/DEC cleared with identical volumes would have the same net impact as a 

UTC, though they are modeled differently in the day-ahead clearing process, since INCs and 

DECs are included in the RSC run.  Any “paired” INC/DEC that does not clear with identical 

volume would affect the total amount of generation committed or dispatched on the system. For 

example, clearing 5,000 MW of INCs would significantly reduce the number of units committed 

and dispatched.  Clearing 5,000 MW of UTCs could only move the level of dispatch of already 

committed units, or the commitment of combustion turbines, from the low side to the high side 

of any constraints they caused.
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In PJM’s February 2014 Report on the Impact of Virtual Transactions, which is part of 

Docket No. ER13-1654-000, PJM performed a unit commitment and dispatch analysis on INC, 

DEC, and UTC transactions for four random days in December 2013.27 PJM re-cleared the Day-

Ahead Market for these days twice:  once to remove INCs and DECs from the Day-Ahead 

Market, and the second to remove UTCs.  The purpose of the study was to measure the changes 

in unit commitments due to these transactions. 

For the first day analyzed, the study indicated that, after removing INCs and DECs from 

the 634 units that were committed in the actual Day-Ahead Market, 39 of the units (or 6.1%) 

were decommitted after removing INCs and DECs.  On the second day, 10 of the 565 previously 

committed units (or 1.7%) were subsequently decommitted. On the third day, 13 of the 596 

previously committed units (or 2.1%) were decommitted.  Finally, on the last day, 9 of 532 units 

were decommitted (or 1.6%).  It can be concluded that INCs and DECs do in fact change unit 

commitment, but very minimally. For this reason, it is not just and reasonable for these 

transactions to be charged the same amount as other transactions, as they have a far lesser impact 

to the market and, consequently, uplift.

When PJM performed the same analysis on UTCs for the same days, the results showed 

that on the first day analyzed, out of the 634 previously committed units, only 10 units were 

decommitted and 10 different units were committed after removing UTCs (that is, only 1.5% of 

the units).  On the second day, 7 units were decommitted and 13 different units were committed, 

or 1.2% and 2.3%, respectively. On the third day, 1 unit was decommitted and 10 different units 

were committed, or .1% and 1.6%, respectively.  Finally, on the last day, 1 unit was decommitted 

and 2 different units were committed, or .1% and .4%, respectively.  As previously stated in this 
                                                          
27 PJM. Report on the Impact of Virtual Transactions (February 7, 2014) (“PJM Report on Virtuals”), available at 
https://www.pjm.com/~/media/documents/ferc/2014-filings/20140207-er13-1654-000.ashx
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section, UTCs can move combustion turbine units in order to control transmission flow and 

constraints.  This is why there are both units being committed and decommited with UTCs. 

UTCs do not impact energy, or the cost to serve load, which is the bulk of uplift.  This study also 

clearly showed that both types of financial transactions have minimal impact in the Day-Ahead 

Market.

This was the extent of the analysis performed by PJM for this study.  In the opinion of 

XO Energy, this very limited analysis is inadequate and should have been far more 

informational. Since PJM re-cleared the Day-Ahead Market and is aware of the unit commitment 

changes that occurred, PJM should be able to identify which specific units were changed.  XO 

Energy believes that more data should be provided about these units.  PJM should have provided 

participants with more data regarding the types of units that were committed and de-committed 

as well as unit capacity, startup, no-load, incremental energy costs, minimum run times, and 

whether the units received real-time uplift payments.  The total amount of uplift that should be 

allocated to UTCs should not be more than the uplift that these units could possibly receive.  It is 

very unlikely, if not impossible, that a UTC could commit a baseload long run time unit.  PJM 

has stated that baseload units sitting at minimum output levels with long required run times are  

the number one contributor to uplift.28  PJM may need these units for only a few hours of a day, 

or for reactive support, yet they need to be committed all day because of a required 24-hour run 

time.29

                                                          
28 EMUSTF Phase 1 Action Item Responses at item 30 (April 30, 2014), available at 
http://www.pjm.com/~/media/committees-groups/task-forces/emustf/20141113/20141113-item-06b-phase-1-action-
item-responses.ashx
29 Keech, Adam. PJM 2014 Reduction in Uplift at 13-14 (August 2014), available at   
http://www.pjm.com/~/media/committees-groups/task-forces/emustf/20140828/20140828-item-04c-2014-uplift-
reduction.ashx
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Additionally, there was no analysis performed during this study that indicates whether 

these units helped or harmed uplift and/or total bid production cost.  The units that were changed 

as a result of the UTCs could have helped better align the Day-Ahead Market for the Real-Time 

Market by dispatching units for congestion that occurred. Again, PJM could have provided 

market participants with the constraints that the units were committed for as well as whether 

congestion occurred on these constraints in the real-time.  Further analysis should be performed 

to study the profitability of the UTCs on these four days.  As stated at the end of PJM’s Report 

on the Impact of Virtual Transactions:

● UTCs profit when they contribute to convergence of day�ahead and realtime 
congestion

● When they increase congestion in day�ahead drawing it closer to real�time, 
they make money

● When they create congestion in day�ahead that does exist in real�time, they 
lose money

● This principles applies for both prevailing and counter�flow congestion
● Therefore, the economic incentive for UTCs is to provide price convergence30

In the same PJM report, it is stated that UTCs had an average daily net profit of $389,828 

in 2013, while INCs and DECs had a net profitability of -$63,499.  The profitability of the UTCs 

on the four days that were studied should be analyzed. If they were profitable, they actually 

helped the market. Transactions that help the Day-Ahead Market should not be allocated an 

uplift fee. Allocating uplift to these transactions is an economic disincentive that will drive away 

volume, and therefore degrade market performance.

There is no evidence to suggest that UTCs should be charged real-time uplift solely 

because they impact the number of units committed in the Day-Ahead Market.  If this approach 

                                                          
30 PJM Report on Virtuals at 12.
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were adopted, then it should be used as the basis to charge all day-ahead transactions uplift to the 

extent that they cause units to be committed. Using the average percentage of units committed 

for INC/DEC and UTC transactions versus the total number of units committed in the PJM 

study, INC/DEC transactions would be responsible for about 3% of real-time uplift, and UTC 

transactions would be responsible for about 1% of real-time uplift. The remaining 96% of real-

time uplift would be allocated to all other day-ahead transactions that could affect unit 

commitment (e.g., day ahead load and exports).

c) Should market participants be allowed to net INC and DEC transactions for the 
purpose of uplift allocations? Why or why not? If yes, should netting within a market 
participant’s portfolio (intra-market participant) be allowed or should market-wide 
(inter-market participant) netting be allowed? Should physical assets be included in the 
netting process? Please discuss the advantages and disadvantages to both approaches.

To the extent that the uplift allocation remains as it is today, INC and DEC transactions 

should be allowed to net. A net-flat portfolio of transactions has no impact on the amount of 

energy required on the system or the price of energy, which is a majority of the cost of the 

system. Physical real-time deviations (e.g., a unit tripping, load increasing) have a much greater 

impact on system cost and uplift because the deviations are not known until they occur, which 

makes them much more expensive to solve.

At a minimum, netting should be performed intra-market participant. Inter-market 

participant netting could be done, but would depend upon the allocation method ultimately 

selected. Any inter-market participant netting should be performed automatically versus 

“shopping” deviations or limiting the market participants, as currently occurs with IBTs.

Physical deviations should net only to the extent that this induces the proper incentives. 

Generators following PJM’s dispatch instructions do not count as deviations, regardless of their 

day-ahead schedule, because it allows PJM to dispatch the system in the most efficient manner. 
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Allowing market participants to net their generator deviations could incent generation owners to 

ignore PJM’s dispatch instructions in order to net their other deviations, leading to less efficient 

dispatch for the benefit of a single market participant.  Physical load should be incented to 

purchase their forecasted load in the Day-Ahead Market so that generation is pre-positioned for 

the Real-Time Market.  Allowing physical load to net their deviations arguably reduces their 

incentive to purchase load in the Day-Ahead Market.

In 2013, 41% of the INC volume was transacted at the Western Hub, while 33% of the 

DEC volume was transacted at the Western Hub.31  The total hourly average for INCs in 2013 

was 5,131 MWh, and 7,202 MWh for DECs.  On average, there was an estimated 2,104 MWh 

INC at Western Hub and 2,377 MWh DEC at Western Hub.  This means that at least 2,104 

MWh had absolutely no impact on unit commitment or dispatch, yet all 4,481 MWh were 

allocated uplift charges. This is unreasonable as these transactions are being charged a balancing 

uplift deviation charge, and an additional day-ahead uplift charge for a DEC, when they had no 

impact on the system. This does not follow the fundamental rationale as to why PJM charges 

uplift, which is supposed to be allocated to any transaction that has an impact on the system.

                                                          
31 PJM. 2014 State of the Market Report (2015), available at  
http://monitoringanalytics.com/reports/PJM_State_of_the_Market/2014/2014-som-pjm-volume2-sec3.pdf  
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d) Are there other cost-causation approaches that should be considered? What 
advantages, disadvantages, and operational challenges would be associated with 
implementing such approaches in PJM?

There are no strict cost-causation approaches that exist for allocating uplift.  Uplift is the 

residual costs left after all the costs that can be allocated based on cost-causation have already 

been allocated.32

Of the other six ISOs/RTOs in the country, two ISOs (SPP33 and ISO-NE34) allocate 

uplift to virtual transactions in the same manner as PJM: each cleared MWh of virtual bid and 

virtual offer is allocated a share of uplift. Two ISOs (CAISO and ERCOT) allocate uplift to 

virtuals by netting all virtual bids and virtual offers, regardless of location, and only charging 

participants that are net short (clear more virtual offers than virtual bids).  NYISO allocates only 

a day-ahead uplift to virtual supply transactions.35  MISO also allocates uplift to virtual 

transactions by netting virtual bids and offers and only charging participants that are net short,

but goes even further and nets every market participants’ virtual positions market wide. The 

charges to net-short participants in MISO are charged only for uplift paid for generation that was 

needed to serve load. MISO has an additional uplift charge for generation that was needed to 

manage transmission constraints, which is charged based on each market participant’s impact on 

the transmission constraint (calculated by summing all positive and negative flow deviations 

                                                          
32 Hogan Study at 8.
33 SPP Settlement Charge Types Training Reference Guide at 4, available at 
http://www.spp.org/publications/Settlements%20Charge%20Types_Training%20Reference%20Guide.pdf
34 Couto, Ron. Market Interactions:  Bidding, FTRs and Transactions, ISO New England, Northhampton, MA at 26 
(November 3-5, 2014), available at  http://www.iso-ne.com/static-
assets/documents/2014/11/06_wem201_nov_2014_market_interactions.pdf
35 New York Independent System Operator, Inc. Uplift in the NYISO Markets, Valley Forge, PA at 13 (November 
13, 2014), available at
http://pjm.com/~/media/committees-groups/task-forces/emustf/20141113/20141113-item-02-uplift-in-the-nyiso-
market.ashx
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across the constraint, and only charging participants that net “harm” on the constraint). The 

MISO allocation is not a strict cost-causation approach because it classifies deviations as helping 

or harming not on their direct impact to uplift, but instead whether they made the Day-Ahead 

Market closer to or further from Real-Time Market conditions, separately for energy and 

transmission. While the interaction between uplift and convergence may not always be intuitive, 

FERC has previously found a correlation between the two, stating:  

Uplift payments are closely related to price divergences between day-ahead and Real-
Time Markets.36

ERCOT is the only other ISO/RTO that currently has a transmission product similar to 

the UTC (the DAM PTP Obligation), and no real-time uplift charges apply.37  MISO expects to 

implement a similar product (the Virtual Spread Bid) in the first quarter of 2016, and the only 

uplift charge expected to be associated is the uplift charge for generators needed to manage 

transmission constraints, which is based on each market participant’s net impact of all 

transactions on the transmission constraint.38

Since strict cause-causation is not possible, the next best allocation method is beneficiary 

pays. Virtual transactions do not benefit from uplift; they are actually harmed by uplift.  Since 

uplift costs are not included in the locational prices they make it impossible for virtual 

transactions to fully converge the markets. To the extent that uplift could be included in the 

locational prices, virtual transactions could better converge the Day-Ahead and Real-Time 

Markets, increasing market efficiencies and reducing market power.  LSEs are the beneficiaries 

                                                          
36 FERC Staff Analysis at 2.
37 ERCOT.  Nodal Market Education at 175, available at 
http://ercot.com/content/wcm/training_courses/70/RUCRTM_Proof.pdf
38 MISO. Virtual Spread Bid Proposal, Stakeholder Workshop at 26 (November 18, 2013), available at 
https://www.misoenergy.org/Library/Repository/Meeting%20Material/Stakeholder/Workshops%20and%20Special
%20Meetings/2013/20131118%20Virtual%20Spread%20Bid%20Workshop/20131118%20Virtual%20Spread%20B
id%20Workshop%20Presentation.pdf
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of uplift because the uplift only occurs in order to serve their load reliably. Load also benefits 

because the occurrence of uplift means that the price of energy is not sufficient to pay for the 

cost to generate that energy, meaning the prices that load pays to purchase energy are 

suppressed.

e) If virtual transactions are assessed uplift, should the uplift be designed as a fixed 
amount known in advance to permit the traders to assess the costs of the trade versus 
the potential arbitrage differences between day-ahead and real-time?

As long as it is $0.

Fixed rates are good for stability, but bad for just about anything else. Using a fixed fee 

acknowledges that virtual transactions have a much smaller impact on uplift than physical 

transactions, but can cause virtual transactions to pay all (or even more than 100%) of uplift 

credits on particular days. Certainly, this is not reasonable.

A variable rate with a cap would be more reasonable. For example, a rate structure could 

be designed as the lesser of a $0.05 fee or [25% * Uplift Credits / Virtual Volume] so that on 

days when virtual volume is very high and/or uplift credits are very low, virtual transactions 

never pay for more than a quarter of all uplift credits.

f) If you believe that changes to the current Uplift provisions of PJM’s tariff are 
necessary, propose appropriate tariff language that you believe addresses your 
concern.

PJM should adopt a netting of virtual transactions. A simultaneous injection and 

withdrawal has zero impact on energy balance. Therefore, a market participant with a net short 

position (more injections than withdrawals) should be subject to uplift related to resources called 

upon for energy related uplift. This would eliminate any potential disparity between cleared, 

“paired” INCs/DECs and UTCs as they would pay the same amount of uplift. Uplift related to 
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resources dispatched for transmission constraints should pay for uplift to the extent they are 

helping or harming the constraint, based on the distribution factors of that transaction on the 

specific constraint.

PJM currently allocates balancing operating reserve uplift into two buckets: deviations 

and reliability. This rule was negotiated through the 2008 Balancing Operating Reserve Cost 

Allocation Task Force.  In the Real-Time Market, credits are also identified as being related to 

either reliability or deviations.  The purpose of making this distinction was to allocate a portion 

of the uplift to real-time load and exports, which benefited from the commitment of out-of-merit 

units. Credits are allocated as reliability if units are turned on for “conservative operations,” 

which include hot and cold weather alerts and emergency procedures. Additionally, all real-time 

uplift goes through a screen in the settlement process. This particular rule was negotiated through 

the stakeholder process as well and doesn’t seem to follow any sort of reasonable logic. 2009 

was the first year this rule was implemented. According to the PJM State of the Market Reports 

by the IMM, in 2009 only 18% of the total real-time uplift was allocated to the reliability bucket, 

34% in 2010, 19% in 2011, 18% in 2012, 15% in 2013, and 57% in 2014. The remaining amount 

was allocated to the deviations bucket. This rule needs to be examined more thoroughly, as XO 

Energy believes a large proportion of real-time uplift is being unreasonably allocated to the 

deviations bucket based on an arbitrary rule. It is also inconsistent with the list that PJM has said 

the majority of uplift is paid for.39 This states the number one reason is “Resources with large 

minimum output values committed for transmission constraints that are not needed above 

minimum. Under the current rules these resources are not able to set LMP. These resources can 

                                                          
39 EMUSTF Phase 1 Action Item Responses http://www.pjm.com/~/media/committees-groups/task-
forces/emustf/20141113/20141113-item-06b-phase-1-action-item-responses.ashx (Item 30)
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be for either reactive or thermal constraints.” Almost every single day there is at least a block of 

4 intervals in which the energy component of the LMP jumps well above its day-ahead value. 

This could be due to a variety of reasons, including a unit tripping, a large import or export ramp, 

changes in weather, etc. This does not, however, automatically mean that every unit is now 

running for deviation reasons. A unit could be running with a long minimum run time for a 

reactive constraint in the eastern part of PJM, then a unit could have tripped in the western 

region, causing the energy component of LMP to rise above the eastern units offer for 4 

intervals. According to today’s practices, this eastern unit is now considered to be running for 

deviations, and not its originally intended purpose of reliability. This is extremely troubling, as a 

very arbitrary rule with no substantial reason is causing the mis-allocation of a very substantial 

amount of uplift on the system.

VI. CONCLUSION

To date, there has been no evidence or analysis provided to support the allocation of 

uplift to UTCs.  PJM should focus on price formation issues like convex hull pricing or ELMP to 

more accurately represent both day ahead and real-time pricing thereby minimizing the amount 

of uplift.  

In addition, XO Energy strongly recommends that PJM expand its available nodes for 

UTCs to be consistent with the nodes available for INCs and DECs.  All ISOs need a vibrant 

energy AND transmission market.  Billions of dollars will be invested into the modernization of 

the electric grid, which will take decades to complete.  In the near term, the expansion of the 

day-ahead markets in all ISOs to include financial transmission rights (UTCs) will facilitate the 

proper alignment of the energy and transmission markets while facilitating the integration of a 
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more diverse generation portfolio. This expansion, through better convergence, will result in 

billions of dollars of efficiencies and will result in lower consumer prices.
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