
 

  

UNITED STATES OF AMERICA 

BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 

 

PJM Interconnection L.L.C.   )  Docket No. ER14-37-001 and  

                     )  Docket No. ER17-1433-000 

 

 

PROTEST OF XO ENERGY, LLC   
 

 

On April 18, 2017, PJM Interconnection L.L.C. (“PJM”) filed a compliance filing1 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.2  On May 9, 2017, XO Energy, LLC (“XO Energy”) filed a 

motion to intervene and protest of the Compliance Filing as beyond the scope of the Commission’s 

directives in the January 19 Order and providing PJM unfettered discretion in certain regards.3  On 

June 2, 2017, PJM filed an amended compliance filing4 to “address[] certain issues raised in 

response to its Compliance Filing” together with a Motion for Leave to Answer and Answer to 

certain protests of its Compliance Filing.5  XO Energy hereby protests the Amended Compliance 

Filing as beyond the scope of the Commission’s directives in the January 19 Order and as unjust, 

unreasonable, and discriminatory in application.     

  

                                                           
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 (2017) (“January 19 Order”). 
3 PJM Interconnection, LLC, Motion to Intervene and Protest of XO Energy, LLC, Docket No. 

ER17-1433-000 (filed May 9, 2017) (“Original Protest”). 
4 PJM Interconnection, LLC, Amended Compliance Filing Concerning the FTR Forfeiture Rule, 

Docket Nos. EL14-37-001 and ER17-1433-000 (filed June 2, 2017) (“Amended Compliance 

Filing”). 
5 PJM Interconnection, LLC, Motion for Leave to Answer and Answer of PJM Interconnection, 

L.L.C., Docket Nos. EL14-37-001 and ER17-1433-000 (filed June 2, 2017)(“PJM Answer”). 
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I. EXECUTIVE SUMMARY 

XO Energy continues to support the directives of the Commission’s January 19 Order, as 

set forth in its Original Protest.6  PJM’s Amended Compliance Filing together with the additional 

proposed modifications to its Amended and Restated Operating Agreement and Open Access 

Transmission Tariff (the “Amended Proposed Tariff”) represent yet another failed attempt by the 

ISO to interpret and implement the objectives of the Commission’s January 19 Order.  As 

discussed in greater detail in Section III below, XO Energy makes the following observations with 

respect to PJM’s Amended Compliance Filing, Amended Proposed Tariff and Answer: (1) PJM’s 

threshold for forfeiting FTR revenues continues to be unduly broad and vague; (2) contrary to 

PJM’s contention, the California Independent System Operator’s (“CAISO”) tariff does not allow 

discretionary changes to the threshold percentage; (3) PJM’s Amended Proposed Tariff is still 

contradictory; (4) the $0.01 trigger is too low when compared with the forfeited amount; (5) despite 

PJM’s arguments to the contrary, the calculation of forfeitures on an FTR portfolio basis is 

consistent with FERC’s January 19 Order; (6) a $0.01 change in real-time price can cause an all-

or-nothing forfeiture; (7) a 0.1 MW difference in virtual flow can cause an all-or-nothing 

forfeiture; (8) implicit virtual transactions are not considered; (9) the proposed FTR forfeiture rule 

still allows some forms of manipulation; (10) the implementation of these types of forfeiture rules 

by the independent system operators (“ISOs”) is the exception and not the rule; (11) the use of 

firm flow entitlements as line limits highlights the need for greater transparency; and (12) lastly, 

the proposed FTR forfeiture rule is yet another attempt by PJM and its internal market monitor 

(“IMM”) to limit virtual trading and FTR participation by financial marketers.   

 

                                                           
6 Original Protest at 1. 
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Based on the foregoing, XO Energy respectfully requests that the Commission reject and 

order PJM to resubmit those portions of the Amended Compliance Filing and the Proposed Tariff 

that are not consistent with the January 19 Order.  Furthermore, XO Energy once again 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. PROTEST  

 XO Energy protests PJM’s Amended Compliance Filing as beyond the scope of the 

Commission’s directives in the January 19 Order and as continuing to grant PJM unfettered 

discretion in certain regards.  

A. PJM’s Threshold for Forfeiting FTR Revenues Continues to be Unduly Broad 

and Vague 

PJM’s Amended Proposed Tariff continues to be unduly broad and vague and will afford 

the ISO the unfettered discretion to determine the percentage trigger of an “Effective FTR Holders 

Virtual Transaction”:    
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(c)  For purposes of Section 5.2.1(b), an Effective FTR Holder’s Virtual 

Transaction portfolio shall be considered if the absolute value of the attributable 

net flow across a Day-ahead Energy Market binding constraint relative to the Day-

ahead Energy Market load weighted reference bus between the Financial 

Transmission Right delivery and receipt buses exceeds the physical limit of such 

binding constraint by the greater of 0.1 MW or ten percent, or such other percentage 

under certain circumstances further defined in the PJM Manuals.  [emphasis added]. 

The phrase “or other such percentage” has the effect of rendering this provision meaningless.  

Furthermore, the phrase “under certain circumstances further defined in the PJM Manuals” is 

unacceptable.  The underlying “circumstances” should be explicitly identified in the tariff and not 

a manual. 

Additionally, PJM’s Amended Compliance Filing does not provide the material details that 

would place market participants on notice of the rules that would apply to FTR forfeitures.  PJM 

states that it “seeks to ensure that beyond a narrow rule, there is the ability for additional analysis 

and enforcement of the FTR forfeiture rule as necessary.”7  XO Energy disagrees with this 

proposition.  As revised, the scope of the threshold that would apply to FTR forfeitures is no less 

subjective or limited.  This once again highlights the general lack of transparency that XO Energy 

identified in its Original Protest, namely, that market participants will have no way to monitor their 

transactions to determine whether they will potentially trigger the proposed rule.8 

B. CAISO’s Tariff Does Not Allow Discretionary Changes to the Threshold 

Percentage 

PJM cites CAISO Business Practice Manual, BPM for Market Operations, Attachment M 

as evidence that other ISOs have discretion to change the threshold for applying similar rules.9  

The section of the BPM to which PJM refers is in direct violation with CAISO’s FERC-approved 

tariff, which states “the threshold percentage is ten (10) percent of the flow limit for each 

                                                           
7 PJM Answer at 6. 
8 Original Protest at 10. 
9 Id. 
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Transmission Constraint.”10  There is no additional language in the tariff that would allow CAISO 

to deviate from this ten percent threshold, as implied by the BPM.  XO Energy contends that if 

CAISO attempted to invoke the language PJM referenced in the BPM, the ISO would be in 

violation of its tariff.  Furthermore, when XO Energy contacted CAISO about this discrepancy, 

CAISO stated that they had never changed the ten percent threshold.  Significantly, PJM’s 

Amended Compliance Filing indicates that PJM would change the percentage thresholds routinely.   

C. PJM’s Amended Proposed Tariff is Still Contradictory 

The Amended Proposed Tariff is still contradictory.  Section 5.2.1(b) states, in relevant 

part, that the virtual portfolio must “result[] in the Day Ahead LMP being greater than the Real 

Time LMP for the FTR path.”  The amended language does not implement a test to determine 

whether the virtual portfolio caused this difference in LMP to occur.  PJM has agreed that “any 

number of events can cause a constraint to become more congested in Day-ahead Energy Market 

than the Real-time Energy Market,”11 but that “[i]t would be impractical to attempt to attribute any 

constraint value to any one event.”  In the proposed language, PJM instead attempts to attribute all 

constraint differences only to virtual transactions, even if the virtual transactions had no impact on 

those differences.  Notably, in a recent price spike presentation, the IMM indicated that price spikes 

could result in an FTR price being lower in the Day-Ahead Market, but virtual transactions are not 

listed as the cause of even one price spike.12  

As an example, if a market participant placed a portfolio of virtual transactions which 

impacts a constraint in the Day-Ahead Market (and contributes to greater than 10% of the line 

                                                           
10 CAISO Tariff Section 11.2.4.6(b). 
11 PJM Answer at 5. 
12 Monitoring Analytics.  Market Monitor Report at 12 (June 19, 2017), available at  

http://pjm.com/~/media/committees-groups/committees/mc/20170619-webinar/20170619-item-

10-imm-report.ashx. 
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limit), which in turn increased the value of an FTR they owned by $0.01 or greater, but in the Real-

Time Market that constraint bound with an even higher shadow price, they could still be subject 

to forfeiture if a different constraint, unrelated to their virtual portfolio, occurred in the Real-Time 

Market which decreased the real-time price of the FTR.  In this example, the portfolio of virtual 

transactions resulted in the convergence of the shadow price of the constraint it impacted.  The 

cause of the Day-Ahead LMP being greater than Real-Time LMP was a different constraint that 

was not impacted by the portfolio of virtual transactions.  Therefore, the portfolio of virtual 

transactions could not have “resulted in” the outcome, yet it would still be subject to forfeiture 

under the Amended Proposed Tariff.  

D. XO Energy Understands the $0.01 Trigger; it is Too Low When Compared 

with the Forfeited Amount 

XO Energy fully understands the role of the $0.01 trigger in the proposed FTR forfeiture 

rule.  The $0.01 trigger is only invoked once a constraint is determined to have been “significantly 

impacted” by a portfolio of virtual transactions (by exceeding 10% “or other such percentage” line 

flow on the constraint).  XO Energy believes that it is unreasonable to forfeit the entire profit from 

an FTR when PJM has calculated the exact impact the constraint impacted by the portfolio of 

virtual transactions had on the FTR path and that amount is de minimis.  Since the entire profit of 

the FTR is forfeited, the rule causes the forfeiture of unrelated congestion above and beyond any 

potentially manipulated amounts.  Any amounts forfeited beyond the actual increased value of the 

FTR is punitive.  The proposed rule is in direct conflict with FERC’s January 19 Order, that is, 

“forfeits should be limited to those who actually increase the value of their FTR positions.”13  The 

forfeiture rule should cause forfeiture of only the increase in value of the FTR, not any unrelated 

amounts. 

                                                           
13 January 19 Order at 58. 
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On January 19, 2017, the effective date of the January 19 Order, a market participant that 

owned an FTR on the path EASTERN HUB - WESTERN HUB could potentially trigger the 

proposed FTR forfeiture rule based on 12 constraints that impacted the path by between $0.01 and 

$0.10 (see Figure 1 below). For example, on hour ending 7 of that day, the FTR had a day-ahead 

congestion price of $11.96 and was impacted most significantly by the CONASTON-

NORTHWES constraints, which priced the path up by $11.15, together with at least 5 other 

constraints with impacts greater than $0.01.  One of these constraints, ALLDAM6 138 KV  ALL-

KIT, impacted the FTR by $0.02.  According to the PJM FTR case, this constraint had a base limit 

of 159 MW, which means that it would require only 15.9 MW of prevailing flow from virtual 

transactions to trigger the proposed rule.  This constraint occurred just days before January 19, so 

a market participant attempting to arbitrage this constraint would most likely place a DEC on 

KITTANNI 138 KV T1 LOAD and an INC on ALLDAM6 138 KV GEN  6 GEN, which together 

have an 78% shift factor on the constraint.  Placing just 21 MW on each of these transactions 

would cause the 10% threshold to be exceeded.  These virtual transactions are very slightly 

negatively impacted by the CONASTON-NORTHWES constraint, that is, the virtual transactions 

provided a small amount of relief to the constraints that caused the FTR to be profitable.  Because 

the virtual portfolio impacted the ALLDAM6 constraint by more than 10%, and the constraint 

impacted the FTR by more than $0.01, and the FTR path’s price was higher in the Day-Ahead 

Market than the Real-time Market, the FTR would be subject to forfeiture.  The hourly purchase 

price of the FTR in the January 2017 FTR auction was -$1.85, so the participant would forfeit 

$13.81 ($11.96 day-ahead congestion minus -$1.85 hourly FTR cost).14  This outcome is both 

                                                           
14 For purposes of this example, note that PJM bound on CONASTON-NORTHWES 2322 A 230 

KV with two different contingencies (L500.Brighton-Conastone and L230.Conastone-

Northwest.2310) during HE7; XO Energy has combined the effects of both of these contingencies 

into a single value.  Figure 1 illustrates the effects of each contingency separately.  Furthermore, 
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unjust and unreasonable. 

 

Figure 1.  January 19,2017 Forfeiture Example 

 

  

                                                           

XO Energy calculated the shift factors internally based on publically available data. 
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E. The Calculation of Forfeitures on an FTR Portfolio Basis is Consistent with 

FERC’s January 19 Order 

1. There is no Requirement to Treat “Individual FTRs” the Same  

FERC’s Compliance Order does not require PJM to treat “individual FTRs” the same, and 

there is no requirement anywhere else.  FERC has previously approved rules in PJM which require 

PJM to net FTR portfolios for determining congestion credits and rejected the requirement to treat 

individual FTRs the same for FTR underfunding.15 

2. The Manipulation Test is Constraint-Based; the Forfeiture Rule Should be 

As Well  

The test for manipulation is performed on a constraint basis, therefore, the amounts 

forfeited should also be calculated on a constraint basis.  The increase in value from the constraint 

is determined by the total net increase of all FTRs held by the participant.  If a participant holds 

two FTRs, one of which is prevailing flow across a constraint and the other a counterflow across 

the constraint, the increase in value to the participant is not only the value of the prevailing flow, 

but is reduced by their additional counterflow position. FERC has previously recognized that 

counterflows cancel out prevailing flows: 

[W]henever FTR holders with a net positive position assume a counterflow FTR 

obligation, the negatively settling FTR cancels out (i.e., nets with) a proportionate 

amount of congestion credits that PJM would otherwise owe to these FTR holders 

at settlement.16 

The proposed rule, even as amended, is unjust and unreasonable because it will cause 

market participants who are negatively affected by their own portfolio of virtual transactions to 

sustain forfeitures.  FERC rejected the previous FTR forfeiture rule as unjust and unreasonable 

because it “may lead to forfeitures from some participants who have offsetting positions 

                                                           
15 PJM Interconnection, L.L.C., 158 FERC ¶ 61,093 (2017)(“January 31 Order”). 
16 January 31 Order at 70. 
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elsewhere.”17  The current rule fails in the same way. 

Under the Proposed Tariff, market participants would be subject to different forfeiture 

amounts based on how they structured their portfolio.  For example, if a market participant 

purchased the FTR A-C at auction, it would be subject to less forfeiture than if the participant had 

purchased the mathematically equivalent positions of A-B and B-C, when the positions 

“significantly impact” constraint B-D (see Figure 2).  Placing segmented transactions allows the 

market participant to be more price sensitive, valuing each leg of the transaction at the appropriate 

amount.  Similar segmenting can be seen as participants purchase FTRs from generator to hub and 

hub to load.  Applying the proposed rule to individual FTRs would discourage these transactions 

because the rule increases the risk of incidentally triggering the forfeiture rule. 

Figure 2.  Forfeiture Example  

  

F. A $0.01 Change in Real-Time Price Can Cause an All-or-Nothing Forfeiture 

The proposed rule continues to include the all-or-nothing forfeiture that can occur based 

                                                           
17 January 19 Order at 58. 
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upon a $0.01 change in real-time price.  Because the proposed rule is only applied if the Day-

Ahead LMP is greater than the Real-Time LMP, no matter the amount of difference, the real-time 

price being $0.01 higher or lower can result in a participant either forfeiting all of its FTR profits 

or none of its FTR profits.  For example, a market participant owns an FTR in which the Day-

Ahead LMP between the delivery and receipt buses is $10 and places a portfolio of virtual 

transactions which exceed 10% “or such other percentage” of line flow on a constraint that has at 

least a $0.01 impact on the FTR.  In the real-time, if the LMP between the delivery and receipt 

buses is $10, the market participant will keep all of its profit from the FTR, but if the difference is 

instead $9.99, the participant will forfeit all of its profits from the FTR.  These types of all-or-

nothing triggers are unjust and unreasonable because they cause uncertainty among market 

participants who will avoid placing transactions that could be efficiency-enhancing. 

G. A 0.1 MW Difference in Virtual Flow Can Cause an All-or-Nothing Forfeiture 

Similarly, the proposed rule can cause an all-or-nothing forfeiture to occur based upon a 

0.1 MW difference in flow across a constraint.  If a market participant places a portfolio of virtual 

transactions that impacts a 100 MW constrained line by 9.9 MW, the threshold percentage in the 

proposed rule will not be triggered (assuming that it remains at 10%) and the market participant 

will keep all profits from FTRs that are impacted by the constraint.  If instead the participant’s 

virtual impact on the constraint is increased by 0.1 MW to 10 MW, the threshold percentage will 

be triggered and the participant will be forced to forfeit all profits from FTRs that are impacted by 

the constraint.  Once again, these types of all-or-nothing triggers are unjust and unreasonable 

because they cause uncertainty among market participants who will avoid placing transactions that 

could be efficiency-enhancing.   
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H. Implicit Virtual Transactions are Not Considered 

XO Energy believes that the proposed FTR forfeiture rule is discriminatory because it treats 

explicit and implicit virtual transactions differently.  As proposed, only explicit virtual transactions 

are able to cause FTR forfeiture, while implicit virtual transactions are exempt.  Explicit and 

implicit virtual transactions are both “virtual transactions,” not physical transactions, and can both 

affect constraints and FTRs in the same manner.  Since only a subset of market participants can 

engage in implicit virtual transactions, the rule is discriminatory against those that can only use 

explicit virtual transactions.   

I. The Proposed FTR Forfeiture Rule Allows Some Forms of Manipulation 

XO Energy believes that the proposed rule allows some forms of manipulation because it 

causes forfeiture of only FTR profits (day-ahead amounts greater than its “hourly” cost). 18  This 

would allow market participants that own unprofitable FTRs to use virtual transactions to increase 

the value of their FTRs so long as they do not generate a profit.  For example, if a participant 

purchased an FTR with an “hourly” cost of $10/MWh, but in the day-ahead the path has been 

settling at $1/MWh, the participant is able to use virtual transactions to increase the price of the 

path by $9/MWh without triggering the FTR forfeiture rule. 

J. The Implementation of FTR Forfeiture Rules in the ISOs is the Exception and 

Not the Rule 

It is worth noting that only two ISOs – PJM and CAISO – have adopted FTR (in the case 

of CAISO, Congestion Revenue Rights) forfeiture rules.  As aptly stated by Dr. David Patton, the 

market monitor of three of the six FERC-regulated ISOs in addition to ERCOT, during the January 

7, 2015 technical conference on financial transactions in PJM: 

Every time we have evaluated a forfeiture rule, I have come to the conclusion that 

                                                           
18 FTRs are not purchased hourly.  The “hourly” cost of an FTR is calculated as the total cost of 

the FTR divided by the number of hours in the period for which the FTR was purchased. 
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the costs are greater than the benefits for the following reasons. 

One is, at any time we design a market power mitigation rule we try to adhere to a 

principle of designing a rule that is not going to impede competitive behavior and 

I don’t think it is possible to design a forfeiture rule that doesn’t impede competitive 

behavior. 

With regard to virtuals and the ownership of FTRs, virtuals that are profitable are 

in general competitive and beneficial to the market, they are profiting because they 

are bringing about convergence between day ahead and real time. 

If in bringing about convergence happens to increase the value of somebody’s FTR, 

then most forfeiture rules will kick in, so that violates my principle right off the bat, 

and you could say, ‘That is easy to deal with, just have a screen that we don’t forfeit 

FTR revenues from profitable virtuals,’ and while that seems like it would make 

sense, the problem is you have to recognize that the way virtuals make money as 

they are arbitraging day ahead and real-time differences where the real-time is 

extremely volatile, and we have had a problem with congestion in particular being 

convertual in MISO where we don't have Up-to-Congestion transactions. I have 

been proposing them for three or four years to try to resolve that.19 

XO Energy agrees with the position of Dr. Patton, that is, the cost of implementing an FTR 

forfeiture rule outweighs the benefits and impedes overall competitive behavior.  

K. The Use of Firm Flow Entitlements as Line Limits Highlights the Need for 

Greater Transparency  

PJM has acknowledged that the use of Firm Flow Entitlements (“FFE”) for the PJM-MISO 

coordinated Market-to-Market (“M2M”) constraints requires an adjustment to the proposed 10% 

line limit: 

Also, to address VECO’s concern that PJM’s anticipated method for capturing 

Virtual Transaction portfolio impacts on Midcontinent Independent System 

Operator (“MISO”) owned PJM-MISO coordinated Market-to-Market (“M2M”) 

constraints, PJM is clarifying its proposal in an amended compliance filing so that 

any Virtual Transaction portfolio resulting in less than 0.1 MW impact on a 

transmission constraint will not be deemed to incur appreciable impacts on the 

constraint, subsequently resulting in the affected FTR profits to be forfeited.20  

                                                           
19 Technical Conference on Financial Transactions in PJM (Transcript) at 25-26: 11-15. Federal 

Energy Regulatory Commission, Washington, D.C. (7 January 2015). 
20 PJM Answer at 3. 
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This adjustment mechanism highlights the general lack of transparency surrounding the line limits 

to be used in the appreciable impact test.  While line limits for internal PJM constraints can change 

with temperature and season, FFEs change even more frequently and have a much greater variance 

from one day to the next.  Furthermore, while the temperature adjusted line limits are posted to 

PJM’s OASIS, FFEs used in the Day-Ahead Market are not made available to market participants 

nor is the underlying data used to calculate the hourly FFEs.  Using limits that are not readily 

available to market participants creates unnecessary uncertainty.  In general, all line limits used in 

the appreciable impact test must be made available to market participants prior to the market 

clearing, including FFEs.   

L. The Proposed FTR Forfeiture Rule is Another Attempt by PJM and its 

Internal Market Monitor to Limit Virtual Trading and FTR Participation by 

Financial Marketers 

PJM and the IMM have taken significant steps to limit virtual trading via the Energy 

Market Uplift Senior Task Force by taxing virtual transactions with uplift fees to render virtual 

trading unprofitable.  Furthermore, PJM and its IMM have proposed the limitation of biddable 

locations for virtual transactions to hubs, interfaces and load zones.  The proposed FTR forfeiture 

rule is yet another attempt to limit virtual trading by implementing overly stringent thresholds that 

force participants to categorically select to transact in either FTRs or virtual trading.  As proposed, 

a participant choosing to participate in both markets will be subject to forfeiture on many, if not 

all, FTR positions, if they exceed the proposed 10% appreciable impact test from their virtual 

trading activity.  As PJM states, it will require the forfeiture of the entire FTR profits if any 

constraint triggered in the appreciable impact test increases the value of the FTR by $0.01.  A 

participant risks losing its entire FTR profit due di minimis impact from one constraint on its FTR 

paths.  
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Because of the uncertainty in this docket, XO Energy has chosen to limit its market activity 

by not participating in both the FTR and daily market.  If the FTR forfeiture rule is accepted as 

proposed, the uncertainty and lack of transparency will again force XO Energy to choose to forego 

participation in the FTR market. 

M. All Virtual Products and FTR Locations Should be Aligned in Order to Justify 

the Equitable Treatment of UTCs as well as INCs and DECs in the Forfeiture 

Rule 

One of PJM’s reasons for scrutinizing the FTR forfeiture rule was to ensure the equitable 

treatment of UTCs, INCs and DECs.  FTRs and UTCs  are transmission products and INCs/DECs 

are energy products.  Unfortunately, these virtual transactions are not treated equitably from a 

physical locational or transactional standpoint.  In particular, UTCs are severely restricted by 

physical location and, in the context of the FTR forfeiture rule, are subject to PJM’s narrowly 

defined proposed thresholds, which significantly disadvantage market participants with both UTC 

and FTR portfolios.  A participant with a UTC portfolio is much more likely to be caught up in the 

“grey” area of the test due to PJM’s use of the proposed $0.01 threshold.  Historically, UTCs would 

rarely trigger the 75% threshold of the forfeiture rule because the available paths were not granular 

enough to have a large impact on a single localized constraint.  Instead, UTCs (with the currently 

available nodes in PJM) tend to have a smaller effect on many constraints, therefore, significantly 

more volume is required by a single participant to converge a targeted constraint that occurs in the 

Day-Ahead or Real-Time Markets.  The incentive to increase volume in order to provide 

convergence on a targeted constraint is often hindered by the inadvertent flows on other branches 

that cause constraints in the Day-Ahead Market that do not occur in the Real-Time Market.  

Generally, these constraints occur with de minimis shadow prices, but will now be large enough 

to trigger the $0.01 threshold of the proposed FTR forfeiture rule.  Simply stated, the granularity 

of the available nodes impacts the precision of convergence between day-ahead and real-time 
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prices on FTR paths.  While the convergence on one path may increase, small divergences can be 

created on other paths that may trigger the forfeiture.  A $0.01 measure of convergence on FTR 

paths will likely incorrectly capture the small inadvertent impacts and sacrifice overall efficiency-

enhancing UTC transactions.  This added risk to FTR holders with UTC transactions will also 

force participants to choose which market to transact in.  Conversely, allowing UTC transactions 

at all available nodes would increase efficiency in both the Day-Ahead and Real-Time Markets 

while reducing the risk of triggering the rule from de minimis effects. 

As previously stated, PJM and its IMM are taking steps to further reduce the granularity of 

virtual trading potentially rendering the FTR Forfeiture rule unnecessary.  During PJM’s June 22, 

2017 Members Committee meeting, a proposal to reduce the biddable locations of UTCs to hubs, 

load zones, and interfaces only was passed (see Figures 3.)  As previously highlighted, restricted 

granularity affects the precision of the convergence at the nodes or FTR paths.  Not only is this 

discriminatory, unjust and unreasonable, this constitutes a significant step backwards for wholesale 

market competition, retail market competition, accurate price formation, congestion hedging, 

energy hedging, market convergence (efficiency), unit commitment and dispatch and for the 

application of the FTR Forfeiture rule.   

Hubs, zones, interfaces and aggregates are derivatives dependent upon nodal locational 

prices.  PJM must first solve the Day-Ahead and Real-Time Markets to generate prices for nodal 

loads and generators.  After these nodal prices are calculated, they are fed into a “weighted 

average” to then calculate the prices for hubs, load zones, aggregates and interfaces.   Physical 

electrons flow through every substation, generator and nodal load location.  A nodal market is far 

more efficient than a zonal market as countless studies have shown.  By reverting back to a zonal 

construct PJM is eliminating the ability of virtual transactions to converge the local transmission 

constraints on the grid, the very reason they were created in the first place.  Local transmission 
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constraints constitute over 80% of the real-time binding congestion in PJM. 

Figure 3: Current and Proposed Nodal Availability 

 

Wholesale electricity markets must have a fully functional and competitive day-ahead 

transmission market in order to hedge positions in the wholesale and retail electricity markets.  The 

elimination of nodal generation and nodal load locations removes the ability of companies to hedge 

their hourly congestion and energy exposure in the electricity markets and to provide market 

enhancing convergence of the Day-Ahead and Real-Time Markets.  As stated in PJM’s white 

paper:  

Overall, virtual trading benefits the efficient operation of the PJM energy markets. 

It can assist in attaining efficient market outcomes and improve commitment and 

price convergence between the Day-Ahead and Real-Time Markets. 

 

The participation of financial traders alongside physical asset owners and load-

serving entities provides enhanced competition and liquidity to support hedging. 

Virtual trading generally assists in achieving efficient market outcomes, i.e. Day-

Ahead Market outcomes that commit those generation resources that will in fact be 

needed to serve load in real time.21 

 

If market participants such as retail electric providers, wind generators, solar generators, 

gas generators, dynamic energy resources and independent power producers cannot hedge their 

                                                           
21PJM.  Virtual Transactions in the PJM Energy Markets (October 12, 2015), available at 

http://www.pjm.com/~/media/documents/reports/20151012-virtual-bid-report.ashx. 

http://www.pjm.com/~/media/documents/reports/20151012-virtual-bid-report.ashx
http://www.pjm.com/~/media/documents/reports/20151012-virtual-bid-report.ashx
http://www.pjm.com/~/media/documents/reports/20151012-virtual-bid-report.ashx
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hourly congestion and energy exposure in the wholesale electricity markets, then they are at a 

competitive disadvantage to vertically-integrated utilities that own their own generation.  The 

reduction of locations available for virtual transaction hedging is tantamount to the re-regulation 

of the electricity markets.  Market power mitigation, price formation and competitive market 

outcomes will decrease while divergence of day-ahead and real-time prices and inefficient market 

outcomes will increase. 

IV. CONCLUSION 

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

those portions of the Amended Compliance Filing and proposed Tariff that continue to conflict 

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 

General Counsel 

XO Energy 

1619 New London Road 

Landenberg, PA 19350 

Phone: (610) 400-3344 

Facsimile: (866) 281-3774 

cdrangula@xo-energy.com  

  

Dated:  June 23, 2017  
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