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July 13, 2001

The Commission issued an order late yesterday provisionally granting RTO status to PJM.  Specifically, the Commission approves most aspects of PJM, including scope, but states that it “will not permit three RTOs in the Northeast” and strongly encourages the formation of one Northeast RTO encompassing PJM, NYISO and New England ISO.  The Commission finds that PJM’s structure is a good platform to use to create the regional RTO but urges participants to take the best practices from each of the ISOs in forming the new Northeast RTO.

With regard to the Commission’s 12 RTO functions and characteristics that were developed in Order No. 2000, the Commission finds that PJM meets most of these functions and characteristics, with some exceptions:

PJM’s Reliability Assurance Agreement

The Reliability Assurance Agreement (“RAA”) is currently available only to load serving entities (“LSEs”).  Under this agreement, LSEs have the exclusive responsibility to set reliability requirements and penalties, which the Commission states is contrary to Order No. 2000.  Consequently, the Commission orders that these reliability responsibilities be given exclusively to the PJM Board, with the RAA acting only in an advisory role to the Board.  The Commission also urges PJM to consider expanding membership to more market participants.  

Scope and Configuration

As noted above, the Commission approves PJM’s scope and configuration as marginally complying with Order No. 2000.  However, the Commission also states that it wants only one RTO in the Northeast, and also notes that it is rejecting the RTO proposals of New York and New England.  Although the Commission is still not technically “mandating” RTO participation, by granting RTO status to PJM, the Commission is leaving little choice for New York and New England but to join with PJM and adopt the PJM structure in order to gain RTO status.

In discussing the need for a single RTO in the northeast, the Commission includes good language about why the current configuration does not work, and why the attempt to work through the MOU process will not lead to the efficiencies the Commission wants to achieve:

“The existence of three separate ISOs in the Northeast with three sets of rules and structures has resulted in a balkanized market that does not encourage trade across seams or increase efficiencies over and above the tight power pool structure that has predated the ISOs.  Worse still, absent a course correction, this fragmented market may continue for years to come.”

“[I]t is not reasonable for the three ISOs to continue to spend considerable time and money to refine their own separate structures.”

“The MOU initiative cannot be considered the practical equivalent of eliminating the seams between the three ISOs as would occur by forming a larger RTO, since it does not result in anything resembling a single Northeast market.” (emphasis added)

The Commission then refers to the Mediation proceeding that will begin within the next week, to continue for 45 days thereafter, with a report from the ALJ to the Commission 10 days after that.  The ALJ’s report will contain an outline of the Northeast RTO proposal, milestones for completing intermediate steps, and a deadline for submitting a joint proposal. 

Operational Authority and Short-term Reliability

The Commission finds that because PJM is a single control area that PJM controls and has authority to dispatch the generation within the control area, PJM meets these characteristics.

Tariff Administration

The Commission focused on PJM’s interconnection procedures, noting that many market participants do not consider the process to be fair, particularly with regard to the affected TO’s responsibility for estimating the cost and construction time needed for the interconnection.  

Because of these concerns, the Commission finds that the entire interconnection process must be under PJM’s decisional control – customers should negotiate with, and sign agreements with, PJM only.  The Commission also notes that it intends “in the near future” to consider whether standardized interconnection procedures are needed.  On this issue, Commission Massey issued a concurring opinion, stating that he would have been clearer and firmer in expressing the Commission’s resolve to standardize interconnection procedures.

Congestion Management

The Commission approves PJM’s use of LMP as its congestion management system but reiterates that while LMP is an acceptable congestion management approach, it is not the only one.  

The Commission does not address Enron’s comments regarding FTR allocation but notes in a footnote that expansion of trading FTRs (and other issues) is better addressed in a separate proceeding because it does not relate to whether or not PJM meets the RTO requirements of Order No. 2000.[footnoteRef:2]   [2:  In its footnote (footnote 24), the Commission states that the following issues that were raised by intervenors are better addressed in separate proceedings:  ICAP requirements, expansion of the trading of FTRs, revision of the definition of market power, termination of CBM procedures, and the need for unscheduled deliveries by intermittent generators.] 


Although this statement could be interpreted to mean that FTR allocation will not be an issue for discussion during the mediation proceeding, we will explore this further since FTRs (as well as ICAP) are two of our biggest complaints about PJM.

Parallel Path Flow

The Commission finds that PJM meets the requirements for internalizing parallel path flows within PJM, but that PJM has not addressed how flows will be internalized within the Northeast region or with other regions to the west and south.  The Commission expects parallel flows within the Northeast region to be addressed in the mediation proceeding and establishes separate procedures (see below) for addressing parallel flows with neighboring regions.

Calculation of TTC and ATC

The Commission finds that PJM independently calculates ATC and TTC based on data partially or totally developed by PJM, thus meeting this RTO requirement.  However, the Commission states that it is not clear how PJM resolves disputes between data it gathers and information supplied by TOs.  The Commission directs PJM to clarify its procedures in a compliance filing.

Market Monitoring

The Commission finds that PJM meets the market monitoring criteria but states that it expects to receive reports and analyses of the RTO’s market monitor at the same time the reports are submitted to the RTO.  The Commission also notes that it reserves the right to issue supplemental orders regarding market monitoring.

Transmission Planning and Expansion

The Commission notes that an RTO’s expansion plans must consist of more than a collection of traditional expansion plans developed by the individual TOs.  The focus of the RTO’s regional plan must be broader than simply “maintaining the PJM Control Area’s reliability in an economic and environmentally acceptable manner” (which is the current PJM standard) and must fully explain how the RTO will pursue infrastructure investment that will make generation markets more competitive.

The Commission lays out criteria that the RTO should focus on when identifying projects:  i)  the ability to expand trading opportunities; ii) the ability to better integrate the grid; and iii) the ability to relieve congestion.  The Commission notes that the existing planning processes focus more on the specific needs of TOs to serve their traditional retail customers than on fostering competitive markets.  Therefore, PJM is directed to modify its procedures to give full consideration to all market perspectives.

Additionally, the Commission is concerned about TO involvement in transmission planning.  The Commission notes that although the Board has final approval of any plan, the Board only reviews those projects that are first approved by the TOs (the projects rejected by the TOs never get to the Board).  While third parties should be encouraged to participate, PJM must ultimately be responsible for developing the plan and conducting the studies that are currently being done by the TOs.  Third parties must also be permitted to construct and own new transmission facilities in PJM.  This issue will be addressed further in the mediation proceeding.

Interregional Coordination (Seams Issues)

Although the seams between PJM and New York and New England will be addressed in the mediation proceeding, the Commission notes that PJM will still have seams with Alliance and GridSouth.  Therefore, the Commission directs PJM to file reports with milestones for resolving the seams issues within 60 days from the date of the order.  The report must include updated status reports on the meetings, including a schedule of future meetings and a schedule for future reports.

Innovative Rate Treatment

The PJM TOs filed an innovative rate proposal along with PJM’s RTO filing.  Although PJM did not make the filing, it stated that it generally endorses the proposal.   Many intervenors opposed the proposal.  

The Commission rejects the TOs’ proposal, finding that the TOs are not independent market participants and that the Commission cannot accept unilateral filings by market participants.  PJM must be responsible for developing and filing any proposed innovative pricing proposals.

A Few End Notes

Commission Wood filed a partial dissent regarding PJM’s $5,000 membership fee.  He thinks the fee is too high for small retail customers and should be lowered.

Commissioner Breathitt also filed a partial dissent regarding the Commission’s statements that only four RTOs should be created in the U.S.  Commission Breathitt recalls that when Order No. 2000 was first issued, the Commission refused to “draw boundaries” for the RTOs, and she does not believe that it is necessary or appropriate to do so in an individual RTO proceeding.  If the Commission decides its must order RTO boundaries, it should do so in a formal rulemaking proceeding.
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