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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 

 
PJM Interconnection L.L.C.   )  Docket No. ER14-1433-000 
 

 
 

MOTION TO INTERVENE AND PROTEST OF XO ENERGY, LLC   
 
 

On April 18, 2017, PJM Interconnection LLC (“PJM”) filed a compliance filing in 

response to the Federal Energy Regulatory Commission’s (“FERC” or “Commission”) order in 

Docket No. EL14-37-001 directing PJM to make certain modifications to the FTR Forfeiture 

Rule’s application to virtual transactions.1  XO Energy, LLC (“XO Energy”) hereby moves to 

intervene and protests the Compliance Filing as beyond the scope of the Commission’s directives 

in the January 19 Order, and as giving PJM unfettered discretion in certain regards.   

I. EXECUTIVE SUMMARY 

XO Energy supports the directives of the Commission’s January 19 Order, namely, that 

(i) “PJM’s current application of the FTR forfeiture rule to virtual transactions is no longer just 

and reasonable”; (ii) “an individual transaction approach does not accurately consider the net 

impact of a market participant’s overall portfolio of virtual transactions on a constraint related to 

an FTR position”; and (iii) the portfolio approach should evaluate the “net effect of a 

participant’s entire virtual portfolio – including Incremental Offers (INCs), Decrement Bids 

(DECs), and UTCs” on a constraint related to an FTR position.2  In addition, XO Energy 

                                                            
1 PJM Interconnection, LLC, Docket No. ER17-1433-000 (filed April 18, 2017) (“Compliance 
Filing”).  
2 PJM Interconnection, L.L.C., et al., 158 FERC ¶ 61,038 at P 1 (2017) (“January 19 Order”)   
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suggests the following:  (x) FTRs should also be treated on a portfolio basis and only trigger the 

forfeiture rule when the FTR portfolio position on a binding constraint exceeds that of the day-

ahead position; (y) the granularity of the rule should be measured across longer periods of hours 

(versus singular hours) in order to establish a more consistent convergence metric; and (z) the 

calculated forfeiture amount should be limited to the triggered binding constraints’ benefit to the 

FTR portfolio instead of the entire value of the FTR portfolio from all binding constraints.  

PJM’s Compliance Filing together with the proposed modifications to its Amended and 

Restated Operating Agreement and Open Access Transmission Tariff (the “Proposed Tariff”) 

represent the ISO’s failed attempt to interpret and implement the objectives of the Commission’s 

January 19 Order.  As discussed in greater detail below, the Proposed Tariff is flawed in the 

following respects:  (1) contrary to the overall intent of the January 19, 2017 Order, the Proposed 

Tariff fails to result in the evaluation of a market participant’s entire FTR portfolio and does not 

differentiate leveraged paths from those that are not; (2) the requirements of proposed Section 

5.2.1(b) are contradictory; (3) the triggers set forth in proposed Section 5.2.1(c) and (d) are too 

low and will thereby discourage the placement of beneficial transactions by market participants; 

(4) the substance of proposed Section 5.2.1(b) - (d) is vague and could result in outcomes that are 

in direct opposition to the objectives of the January 19, 2017 Order; (5) proposed Section 

5.2.1(d) does not accurately account for counterflow transactions; (6) given the lack of 

transparency in PJM, market participants will have no way to monitor their transactions to 

determine whether they may potentially trigger the FTR forfeiture rule; and (7) apart from the 

10% flow limit, PJM’s proposed forfeiture rule does not resemble CAISO’s existing forfeiture 

rule in any respect.   

Based on the foregoing, XO Energy respectfully requests that the Commission reject and 
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order PJM to resubmit those portions of the Compliance Filing and Proposed Tariff that are not 

consistent with the January 19 Order.  Furthermore, XO Energy strongly recommends that the 

Commission order PJM to include any and all changes to the FTR forfeiture rule in the Proposed 

Tariff, which the ISO is bound by, instead of a business practice manual, which it is not.     

II. COMMUNICATIONS 

 Please direct all communications and correspondence regarding this matter to the 

following individual:  

Carey Drangula 
General Counsel  
XO Energy 
1619 New London Road 
Landenberg, PA 19350 
Phone: (610) 400-3344 
Facsimile: (866) 281-3774 
cdrangula@xo-energy.com  

III. MOTION TO INTERVENE  

 XO Energy is a Delaware entity headquartered in Pennsylvania whose affiliates transact 

in several ISO/RTO-operated wholesale markets, including through virtual transactions and 

FTRs, and including in PJM.  As such, XO Energy is an interested party whose interests cannot 

be adequately represented by any other party in this proceeding.  

IV. PROTEST  

 XO Energy protests PJM’s compliance filing as beyond the scope of the Commission’s 

directives in the January 19 Order, and as giving PJM unfettered discretion in certain regards.  

a. The Proposed Tariff Fails to Result in the Evaluation of a Market Participant’s 
Entire FTR Portfolio and Does Not Differentiate Leveraged Paths from Those 
That Are Not 

The Proposed Tariff will result in the evaluation of a market participant’s FTR portfolio 
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on an individual FTR basis instead of considering the net effect of the entire portfolio.  The 

proposed approach does not differentiate between leveraged FTR positions and those that are 

not.  The purpose and intent of the rule is to prohibit cross-product manipulation by using virtual 

transactions to increase the value of the FTR.  If a participant’s FTR portfolio position is less 

than a participant’s day-ahead portfolio position, it is not possible for the unprofitable activity in 

the Day-Ahead Market coupled with the FTR position to be profitable.  Only in the cases where 

an FTR position exceeds the day-ahead position can this rule be applied in a just and reasonable 

manner.  PJM provided an example in which it specifically indicated that this is the root cause 

necessitating the rule.3 Allowing the rule to capture any and all FTR paths that are slightly 

benefited (i.e., by $0.01) is an overly stringent interpretation, if not a misinterpretation, of the 

rule.  PJM’s interpretation of the directives issued by FERC will deter all virtual activity in the 

market from a participant that holds an FTR position.  Additionally, failing to apply a portfolio 

approach to FTRs is unjust and unreasonable for the same reasons it was for virtual transactions 

in PJM’s original rule.    

By way of example, a participant may place a virtual transaction on a triggering 

constraint, where that constraint has a positive impact on some of the participant’s FTRs while 

negatively impacting others.  As written, the Proposed Tariff would force participants to forfeit 

their entire profit associated with the positively impacted FTRs even if the net impact of the 

constraint was detrimental to their entire FTR portfolio.  This example demonstrates the 

unreasonable outcomes that could result.  A market participant that holds both prevailing and 

counterflow transactions on the same path will be forced to forfeit profits in one direction even 

                                                            
3 FTR Forfeiture FERC Order MIC Update at 10 (February 8, 2017), available at 
http://www.pjm.com/~/media/committees-groups/committees/mic/20170208/20170208-item-10-
ftr-forfeiture-ferc-order-feb-2017.ashx  

http://www.pjm.com/%7E/media/committees-groups/committees/mic/20170208/20170208-item-10-ftr-forfeiture-ferc-order-feb-2017.ashx
http://www.pjm.com/%7E/media/committees-groups/committees/mic/20170208/20170208-item-10-ftr-forfeiture-ferc-order-feb-2017.ashx
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though it is impossible for the participant to manipulate their profits. 

b. The Requirements of Proposed Section 5.2.1(b) are Contradictory   

Section 5.2.1(b) of PJM’s Proposed Tariff states that an Effective FTR Holder will forfeit 

its Transmission Congestion Credits when: 

the Effective FTR Holder’s Virtual Transaction portfolio resulted in (i) a 
difference in Locational Marginal Prices in the Day-ahead Energy Market 
between such delivery and receipt buses which is greater than the difference in 
Locational Marginal Prices between such delivery and receipt buses in the Real-
time Energy, and (ii) an increase in value between such delivery and receipt 
buses. 

The calculations set forth in the subsections that follow fail to address whether the 

differences in prices between the Day-Ahead and Real-Time Markets are the result of the virtual 

transaction portfolio.  There are a multitude of events that could lead to differences in Day-

Ahead and Real-Time Market prices, even in the presence of a virtual transaction portfolio that 

exceeds the appreciable percentage of the physical limit of the binding constraints described in 

Sections 5.2.1(c) and (d), such as an unexpected transmission outage, cancelled transmission 

outages, change in load forecasts, generation outages, availability and physical operating 

parameters, emergency operator actions, conservative transmission line limits, real-time 

constraint relaxation, and many others. 

The Proposed Tariff does not explain in any detail how PJM will determine if the 

difference between day-ahead and real-time prices was caused by the participant’s virtual 

transaction portfolio. 

Furthermore, PJM’s verbatim interpretation of this language defines convergence 

between day-ahead and real-time to be a difference of $.01.  Convergence is not always meant to 

imply a perfect match with real-time prices.  It is possible for virtual activity to converge day-

ahead and real-time prices closer than they would have been absent this activity, even if the 
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convergence resulted in day-ahead prices that are greater than real-time. For example, if the real-

time price was $25 and the day-ahead price absent virtual activity was $24, the virtual 

transaction may have resulted in a day-ahead price that was $25.50.  The price with virtual 

transactions results in greater convergence than without and there was benefit from the virtual 

transaction even though the transaction was unprofitable and created day-ahead prices that were 

higher than real-time.   

Dr. Patton highlights this type of activity in the 2015 MISO State of the Market report:   

We also identified a small amount (9 percent of virtual transactions) that was 
unprofitable, but efficiency enhancing because they led to improved price convergence. 
This happens when virtual transactions respond to a real-time price trend, but overshoot 
so they are ultimately unprofitable at the margin.4 

While convergence is a good measure of efficiency and larger divergences from real-time can 

indicate inefficiencies, convergence is not and should not be defined as narrowly as PJM has 

chosen to define it. 

c. The Triggers Set Forth in Proposed Section 5.2.1(c) and (d) are Too Low and 
Will Thereby Discourage the Placement of Beneficial Transactions by Market 
Participants 

Sections 5.2.1(c) and (d) create thresholds that are too low, resulting in the forfeiture of 

FTR profits in the absence of manipulation, thereby discouraging market participants from 

placing beneficial transactions to avoid the possibility of triggering the rule.  The relevant 

sections of the Proposed Tariff together with PJM’s description of the proposed manual changes 

will result in the following:  a virtual transaction portfolio will trigger the FTR forfeiture rule if 

the transactions exceed 10% (or lower in some cases) of a binding constraint’s limit (prevailing 

or counter flow), and that binding constraint changes the price of the FTR path by $0.01 (positive 
                                                            
4 Potomac Economics, 2015 State of the Market Report at 49, available at   
https://www.potomaceconomics.com/wp-content/uploads/2017/02/2015-State-of-the-Market-
Report.pdf  

https://www.potomaceconomics.com/wp-content/uploads/2017/02/2015-State-of-the-Market-Report.pdf
https://www.potomaceconomics.com/wp-content/uploads/2017/02/2015-State-of-the-Market-Report.pdf
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or negative). 

Under the proposed rules, it would be possible to place a virtual transaction at a location 

geographically remote from a held FTR in which both transactions have a very small impact on a 

small line.  Even though the virtual transaction has a very small impact on the price of the FTR, 

it would result in the forfeiture of the entire profit from the FTR.  For example, on January 19, 

2017, the effective date of the Proposed Tariff, there were over 125 constraint hours in the Day-

Ahead Market with a shadow price of less than $1.00 that could have triggered the forfeiture rule 

for an FTR that had only a 2% response to the constraint (i.e., the shadow price was between 

$0.50 and $1.00).  By way of comparison, there were only 76 total constraint hours in the Real-

Time Market that day, regardless of their price.  

The nodes that are available to transact in PJM are strictly limited, in particular, for the 

Up-to Congestion product (the “UTC”).  Market participants are forced to transact across less 

efficient paths, which can cause binding constraints on smaller transmission lines, while 

inadvertently having a miniscule effect on the FTRs held by the participant.  XO Energy has 

conducted extensive analysis on this issue, which it previously presented to FERC5 as well as to 

PJM and its stakeholders.6  

Using the first example presented to PJM stakeholders, a participant attempting to cause 

the Otter - Altavista 138 kV transmission line to bind using the nodes currently available to Up-

to Congestion transactions, would cause flows on more than 29 other transmission lines to 

                                                            
5 Comments of XO Energy, LLC on ISO/RTO Reports on Price Formation, Docket No. AD14-
14-000 (filed April 7, 2016). 
6 XO Energy.  Expansion of Biddable Nodes: Promoting Greater Efficiency and Accurate 
Price Formation in Wholesale Electricity Markets available at   
http://pjm.com/~/media/committees-groups/task-forces/emustf/postings/phase-3-supporting-
analysis-package-f-and-g.ashx  

http://pjm.com/%7E/media/committees-groups/task-forces/emustf/postings/phase-3-supporting-analysis-package-f-and-g.ashx
http://pjm.com/%7E/media/committees-groups/task-forces/emustf/postings/phase-3-supporting-analysis-package-f-and-g.ashx
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exceed the proposed 10% threshold for the forfeiture rule.7  Under the Proposed Tariff, if this 

market participant owned an FTR that had any position whatsoever on any of these 29 lines, the 

participant would have to avoid placing the UTC transaction for Otter – Altavista or risk 

forfeiting all of its FTR profits.  In addition, a market participant that holds a portfolio of FTRs 

which include both prevailing and counterflow across any transmission line would be effectively 

barred from placing virtual transactions that have any impact on that transmission line. 

d. The Substance of Proposed Section 5.2.1(b)-(d) is Vague and Could Result in 
Outcomes That Are in Direct Opposition with the Objectives of the January 19, 
2017 Order 

The substance of proposed Section 5.2.1(b) - (d) may result in outcomes that are in direct 

opposition with the tenets of the January 19, 2017 Order.  PJM’s tariff language defining the net 

flow and dollar impacts are problematically vague.  PJM uses the absolute value of attributable 

flow and absolute value of dollar differences between an FTR source and sink, but, in so doing, 

does not accurately describe what constitutes a prevailing flow or counter-flow position.  The 

Commission expressly defined a prevailing flow or counter-flow position, however, the language 

of PJM’s Proposed Tariff loses this principle and, as such, multiple interpretations may arise.  

For example, if the percentage of line flow is ten percent in the prevailing direction, but the FTR 

value decreased by $0.01, PJM’s use of absolute values in the Proposed Tariff would incorrectly 

pair these activities together.  If the purpose of the phrase “an increase in value between such 

delivery and receipt buses” in Section 5.2.1(b) is to verify that the virtual transaction portfolio 

and FTR are in the same direction, this language should be explicitly clarified as it is vague and 

confusing.  

PJM’s description of a binding constraint and its impact on an FTR is vague, therefore, 

                                                            
7 Id. at 21. 
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clarifying language is required:  

(d)    For purposes of Section 5.2.1(c) a binding constraint shall be considered if the 
binding constraint has a $0.01 or greater impact on the absolute value of the difference 
between the Financial Transmission Right delivery and receipt buses. 

It is unclear how PJM proposes to determine how much the net flow of a virtual position 

increased the value of an FTR since they do not provide any mathematical equations or 

explanations.  Absent a re-simulation of the Day-Ahead Market without the virtual position, it is 

impossible to determine how much a participant’s position impacted the value of an FTR.  

Alternatively, it is possible to determine how much a binding constraint contributed to an FTR 

path using the day-ahead shadow price and day-ahead distribution factor, however, these have 

two vastly different meanings.  We will assume that PJM is referring to the latter calculation and 

since it is possible for PJM to determine the exact amount that a day-ahead binding constraint 

impacted a participant’s FTR portfolio by using day-ahead shadow prices and distribution 

factors, a participant should be limited to forfeiting only this amount.  This is particularly 

relevant because FTRs are impacted by all binding constraints in the Day-Ahead Market and the 

value is derived from all of the constraints.  It is possible for one binding constraint to have a 

much larger impact on the total FTR value than another constraint.  PJM’s Proposed Tariff 

would result in an FTR participant forfeiting the entire value of an FTR, given that one of the 

contributing constraints increased the value by a penny or more.  The Proposed Tariff should 

explain in detail how PJM intends to determine whether a virtual transaction portfolio increased 

the value between the two buses and provide justification for such a small threshold of $0.01. 

e. Proposed Section 5.2.1(d) does not Accurately Account for Counterflow 
Transactions 

Proposed Section 5.2.1(d) will only trigger the forfeiture rule if the constraint actually 

binds in the Day-Ahead Market.  In the case of counterflow manipulation, the market 
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participant’s actions could completely relieve the constraint such that it does not bind in the Day-

Ahead Market, which would avoid the trigger entirely. 

f. Given the Lack of Transparency in PJM, Market Participants Will Have No Way 
to Monitor Their Transactions to Determine Whether They May Potentially 
Trigger the FTR Forfeiture Rule  

Proposed Section 5.2.1(b) and PJM’s manuals do not identify the flow limit that would 

trigger the forfeiture rule.  In fact, PJM states that it may change the flow limit arbitrarily “under 

some circumstances,” although these circumstances are also undefined.  If the percentage 

threshold is not expressly set forth in the Proposed Tariff, PJM will have unfettered discretion to 

set it.  Market and topology changes occur daily (even hourly), implying that PJM could set a 

different threshold each day (or hour).  Since the forfeiture screen is applied after the market 

clearing process, any change to the threshold would be subjective and could unjustly target a 

subset of market participants without warning or timely notification.  Given the lack of clarity, it 

would be difficult if not impossible for market participants to avoid transactions that would 

trigger the proposed flow limit rule. This lack of clarity coupled with a significant delay in 

posting FTR forfeiture amounts would introduce unnecessary risks to participants. 

Even if participants are aware of the constraint flow limit that would trigger the forfeiture 

rule, they still have no method of determining whether their transactions would trigger the flow 

limit rule (i.e., PJM does not release enough market information for participants to calculate the 

flow of their bids across constraints).  PJM does not release the Day-Ahead Market model that is 

used to calculate the constraint flow, and PJM does not release the hourly line limits8 or shift 

                                                            
8 PJM posts a Line Rating file on their website, however, the line ratings contained in the file are 
dependent on the forecasted temperature where the transmission line is located.  PJM does not 
provide the geographic locations of the transmission lines or the temperature forecasts used to 
determine the line ratings to market participants. 
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factors for day-ahead binding constraints. 

Even if participants could access this information, they still would not be able to 

determine whether their transactions would be subject to the forfeiture rule because they have no 

way to know if a constraint will bind in the Day-Ahead or Real-Time Markets.  Although 

participants are aware of their own transactions, they have no insight as to the day-ahead flow on 

the transmission lines from any other market participants, including other virtual participants, 

load, or generation. Since virtual transactions unwind automatically in real-time, virtual 

participants have no way to know whether a constraint will bind in the Real-Time Market. 

g. Apart From the 10% Flow Limit, PJM’s Proposed Forfeiture Rule Does Not 
Resemble CAISO’s Existing Forfeiture Rule in Any Respect 

FERC indicated that the method CAISO uses for its CRR Settlement Rule9 (which has an 

equivalent purpose to PJM’s FTR forfeiture rule), based on percent line flow, was a superior 

method.  Apart from the 10% threshold (in the normal case; PJM has stated that it can and will 

change the threshold in its sole discretion), PJM’s proposed rule bears no resemblance to 

CAISO’s rule. 

XO Energy believes that the CAISO methodology is superior to PJM’s proposed rule for 

multiple reasons.  First, CAISO’s rule uses the net CRR portfolio to determine the flow across 

the constraint and the amount of MWs to apply the forfeiture to.  Second, CAISO’s rule only 

causes market participants to forfeit the difference between the day-ahead and real-time shadow 

prices of the impacted binding constraint (i.e., the real-time shadow price is the “correct” amount 

of congestion and any amount above this price in the Day-Ahead Market is considered excess 

and forfeited).  Third, CAISO’s rule is applied across peak periods, not hourly, which accounts 
                                                            
9 See CAISO Business Practice Manual for Market Operations, Appendix F available at 
https://bpmcm.caiso.com/BPM%20Document%20Library/Market%20Operations/Appendices_
Market%20Operations_V47_clean.doc  

https://bpmcm.caiso.com/BPM%20Document%20Library/Market%20Operations/Appendices_Market%20Operations_V47_clean.doc
https://bpmcm.caiso.com/BPM%20Document%20Library/Market%20Operations/Appendices_Market%20Operations_V47_clean.doc
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for the fact that real-time constraints may be more sporadic.  For example, if a constraint binds in 

the Day-Ahead Market for the entire on-peak period, but in the real-time the constraint binds 

with a much higher shadow price for only some hours, PJM’s proposed rule would cause 

forfeiture to occur in every hour the constraint did not bind in the real-time, while the CAISO 

rule would perform the calculation across the entire on-peak period to determine the amount, if 

any, to forfeit. 

V. CONCLUSION 

 XO Energy respectfully requests that the Commission reject and order PJM to resubmit 

those portions of the Compliance Filing and proposed Tariff that are not consistent with the 

January 19 Order.  Furthermore, XO Energy strongly recommends that the Commission order 

PJM to include any and all changes to the FTR forfeiture rule in the proposed Tariff, which PJM 

is bound by, instead of a business practice manual.  

Respectfully submitted,  

Carey Drangula  
Carey Drangula 
XO Energy 
1619 New London Road 
Landenberg, PA 19350 
Phone: (610) 400-3344 
Facsimile: (866) 281-3774 
cdrangula@xo-energy.com  

  
Dated May 9, 2017  
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CERTIFICATE OF SERVICE 
 
 

 I HEREBY certify that I have this day caused the foregoing document to be served, via 

electronic mail, upon each person designated on the Official Service List compiled by the 

Secretary in these proceedings.  

 

DATED at Washington, D. C. as of the 9th day of May, 2017.  
 
 

 
Ruta Kalvaitis Skučas, Esq. 

 

 

 
 


