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I. INTRODUCTION 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. My name is Paul F. McGlynn. 4 

Q. Are you the same Paul F. McGlynn that provided testimony in this docket? 5 

A. Yes.  My background, qualifications, duties, and responsibilities remain unchanged. 6 

B. Purpose of Testimony 7 

Q. What, in sum, are the purposes and conclusions of your rebuttal testimony? 8 

A. My rebuttal testimony has several purposes.  First, I respond to the assumption of Staff 9 

witness Richard Zuraski (Staff Ex. 1.0) that congestion hedges are perfect so that any 10 

reduction in the cost of congestion will be exactly offset by a loss in value of the hedge.  11 

While the PJM congestion management system is critical to the efficiency of the energy 12 

market and saves customers billions of dollars, hedging using Auction Revenue Rights 13 

(“ARRs”) and Financial Transmission Rights (“FTRs”) is not perfect.  Some congestion 14 

is unhedged; other congestion is hedged, but by instruments that are incompletely funded.  15 

Reductions in congestion, therefore, provide substantial benefits to customers.   16 

Second, I provide data related to ARRs and FTRs used by ComEd witnesses 17 

Naumann and Oppel to calculate the values of the hedges and their impact on customers.  18 

Third, I respond to Mr. Zuraski’s citation of PJM “Market Efficiency Test” in 19 

2010 and 2011 and explain why the fact that a prior iteration of the Project failed those 20 

tests in earlier years does not call into question the need for the Project. 21 
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Finally, I will confirm that PJM has an absolute obligation as a Regional 22 

Transmission Organization (“RTO”) to pursue a project or projects (and to continue to 23 

pursue ARR fixes).  Should the Illinois Commerce Commission (“Commission”) accept 24 

Mr. Zuraski’s inaccurate view of market efficiency and reject the Project, as long as the 25 

need persists, PJM will have no option but to come back to the Commission with 26 

continued proposals.  In the meantime, customers will continue to have to pay greater 27 

congestion charges.   28 

C. Itemized Attachments to Rebuttal Testimony 29 

Q. Are you sponsoring any attachments to you testimony? 30 

A. Yes, there are two.   31 

 ComEd Ex. 14.01 is a table showing the Percent FTR Credit by Month (June 32 

2003-December 2013) for PJM, which were part of my calculations. 33 

 ComEd Ex. 14.02 is the PJM January Stakeholder Markets Implementation 34 

Committee Market Operations Report.  This report is also available at 35 

http://www.pjm.com/~/media/committees-groups/committees/mic/20140108/ 36 

20140108-item-13a-markets-operations-report.ashx. 37 

II. UPDATE OF ARR INFEASABILITY 38 

Q. Has PJM completed any studies on the need for the Grand Prairie Gateway Project 39 

since the 2012 RTEP? 40 

A. Yes.  As part of the 2013 RTEP,
1
 PJM updated its analysis on the need for the Project.  41 

The 2013 RTEP analyses continued to identify constraints on the transmission system 42 

that will limit the simultaneous feasibility of Stage 1A ARRs.  The analysis showed that 43 

the ARR infeasibilities exist now and are expected to continue throughout PJM’s 15-year 44 

                                                 
1
  Available at http://www.pjm.com/documents/reports/rtep-documents/2013-rtep.aspx 
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planning horizon if the line is not built.  Specifically, the 2013 RTEP identified the same 45 

constraints as those that were identified in the 2012 RTEP.  The 2013 RTEP similarly 46 

concludes that as load continues to grow, the constraints that are preventing the 47 

simultaneous feasibility of the Stage 1A ARRs are expected to worsen.  48 

III. CUSTOMERS BENEFIT FROM DECREASED CONGESTION 49 

Q. In his direct testimony, Mr. Zuraski suggests the Project should not be built because 50 

the cost of the Project exceeds his definition of the benefits.  Are all projects in the 51 

RTEP subject to a cost / benefit analysis? 52 

A. No.  Schedule 6 of the PJM Operating Agreement contains the Regional Transmission 53 

Expansion Planning Protocol (“RTEP Protocol”), which governs the process by which 54 

PJM plans for the enhancement and expansion of the transmission system to meet the 55 

demands for firm transmission service and to support competition within the PJM 56 

region.  The RTEP Protocol, among other things, requires PJM to consolidate the 57 

transmission needs of the region into a single plan which is assessed on the bases of 58 

maintaining the reliability of the PJM Region, supporting competition in the PJM Region, 59 

and striving to maintain and enhance the market efficiency and operational performance 60 

of wholesale electric service markets.  Under the RTEP Protocol, PJM is required to 61 

develop transmission solutions to address the market efficiency and operational 62 

performance needs of the transmission system, to ensure compliance with the NERC 63 

Reliability Standards and any more stringent reliability criteria that may be applicable 64 

including transmission-owner FERC filed planning criteria, and to address constraints 65 

that prevent the simultaneous feasibility of stage 1A Auction Revenue Rights.  With the 66 
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exception of transmission upgrades required to satisfy the bright line market efficiency 67 

criteria contained in the RTEP, transmission upgrades needed to satisfy any of the other 68 

requirements in the Operating Agreement are not subject to a benefit to cost test.   69 

Q. Does Mr. Zuraski apply an approach to the GPG Project consistent with PJM’s 70 

tariff and the PJM regional planning process? 71 

A. No.  Mr. Zuraski’s direct testimony (Staff Ex. 1.0) recommends that the Project should 72 

not be built because the cost of the project (as he defines it) exceeds what he then later 73 

narrowly defines as the benefits.  However, the Grand Prairie Gateway Project is not 74 

subject to a benefit-to-cost test.  From the PJM perspective, the Project must be built 75 

because transmission system constraints are preventing the feasibility of Stage 1A ARRs 76 

and PJM is required to reinforce the system to address constraints that limit the 77 

simultaneous feasibility of Stage 1A ARRs.  That does not, of course, mean that the line 78 

does not or cannot have major market efficiency benefits.  As explained in the rebuttal 79 

testimonies of Ms. Brownell, Mr. Elliot, and Dr. Shanker (ComEd Exs. 10.0, 11.0, and 80 

12.0, respectively), there are significant market efficiency benefits to the Project.   81 

Q. Does Mr. Zuraski correctly measure Project benefits, even to Illinois? 82 

A. No.  Mr. Zuraski incorrectly suggests that the benefits of the project should be measured 83 

strictly based on the production cost in Illinois.  However, change in net load payments 84 

should also be considered in a benefit to cost test for a project.  In PJM, the net load 85 

payments are calculated by reducing the gross load payments by the FTR credits.  The net 86 

load payments are equivalent to the unhedged load payments.  In the PJM market, all 87 

congestion is not fully hedged by FTRs.  Mr. Zuraski incorrectly assumes that all 88 



Docket No. 13-0657 

ComEd Ex. 14.0 

Page 5 of 14 

congestion is fully hedged and as a result he ignores a significant benefit of the Project.  89 

The reduction in unhedged congestion is one of the benefits of the Project.  90 

Q. Is Mr. Zuraski correct that hedging benefits are not directly relevant to ComEd and 91 

its eligible retail customers? 92 

A. No.  Mr. Zuraski improperly assumes that congestion in the PJM market is fully 93 

hedged.  Congestion is hedged with the use of FTRs.  Due to limitations on the 94 

transmission system, FTRs cannot be allocated to fully hedge congestion.  The difference 95 

between the actual congestion costs and the FTR credits is the unhedged congestion.  In 96 

PJM, the objective is to allocate FTRs only up to the capability of transmission system.  97 

However, if Stage 1A ARRs are infeasible, then PJM must expand the capability of the 98 

transmission system to ensure the Stage 1A ARRs and corresponding FTRs can clear in 99 

the market. The result of the FTRs being allocated above the transmission capability is an 100 

inadequacy of dollars in the market because the congestion costs from the transmission 101 

system will be less than the FTR Credits expected payout.  The GPG project is necessary 102 

to achieve an adequacy of dollars and reduce the unhedged congestion. 103 

Q. Please explain what underfunding is.  104 

A. “Underfunding,” which is also known as Financial Transmission Right Inadequacy, 105 

occurs when the total amount of congestion charges and excess FTR auction revenue is 106 

not sufficient to cover the value of FTR Target Allocations.  Excess FTR auction revenue 107 

used for FTR funding includes all monthly, long-term, and annual auction revenue minus 108 

ARR credits, however such revenues are a relatively minor contributor to FTR funding.   109 

Q. How is underfunding allocated throughout PJM? 110 
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A. Congestion charges are the primary source used to fund FTR Target Allocations.  If 111 

sufficient congestion charges are collected from the day-ahead and real-time energy 112 

markets to satisfy FTR Target Allocations, then FTRs will be fully funded.  Excess 113 

congestion charges are used first to cover (i) any deficiencies in FTR Target Allocations 114 

within the relevant month, and (ii) to cover any deficiencies in FTR Target Allocations 115 

within the relevant planning period.  To the extent there are any remaining year-end 116 

excess congestion charges, PJM will apply these to cover any deficiencies in ARR Target 117 

Allocations from previous months within the relevant planning period.  Any remaining 118 

year-end excess congestion charges are then distributed to FTR participants on a pro-rata 119 

basis based on total FTR Target Allocations.   120 

If insufficient congestion charges are collected from the day-ahead and real-time 121 

energy markets to satisfy FTR Target Allocations, then FTR credits are prorated on a pro-122 

rata basis to Financial Transmission Right Target Allocations.  FTR Target Allocation 123 

deficiencies are first funded from excess congestion charges from current month and 124 

subsequent months.  To the extent there are any remaining year-end FTR Target 125 

Allocation deficiencies after the monthly excess congestion charges are applied, PJM will 126 

assess an uplift charge to all FTR-holders on a pro-rata basis based on total Target 127 

Allocations for all FTRs held at any time during the planning period. 128 

Q. What is the significance of the underfunding in 2013? 129 

A. The total 2013 Financial Transmission Right Revenue inadequacy was equal to about 130 

$353 million, which represents about a 70% Financial Transmission Right Revenue 131 
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Funding percentage.  With revenue adequacy at approximately 70% for 2013, it is 132 

evident that congestion has not been fully hedged.   133 

Q. What are Stage 1A ARR infeasibilities costing customers in the ComEd zone right 134 

now? 135 

A. The stage 1A ARR insufficiencies are one factor of the Financial Transmission Right 136 

Revenue inadequacy.  The Stage 1A over-allocated ARRs will result in FTR revenue 137 

inadequacies because the ownership of the ARRs guarantees the rights to the FTRs which 138 

are infeasible.  These infeasible MW quantities resulted in Revenue Inadequacy for the 139 

2013 calendar year equivalent to $119.8 million across PJM’s territory.  Specifically, the 140 

ComEd zonal ARR inadequacies are equivalent to $68.9 million.  This represents about 141 

20% of the 2013 Revenue Inadequacy, as shown in below table. 142 

 
FTR Revenue  

Inadequacy ($ millions) 

2013 % of FTR  

Revenue Inadequacy 

Total PJM Stage 1A  

Infeasible Facilities 
$119.8 34% 

ComEd Zone Stage 1A 

Infeasible Facilities 
$68.9 20% 

 143 

Q. How do you anticipate the Grand Prairie Gateway Project will impact funding of 144 

Financial Transmission Right Revenues? 145 

A. As shown in the table below, PJM anticipates the addition of the Grand Prairie Gateway 146 

Project will improve Financial Transmission Right Revenue funding by about 6%. 147 
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FTR Revenue Inadequacy 

($ millions) 

2013 Total Revenue 

Adequacy % 

2013 Calendar Year $353 70% 

2013 if Grand Prairie 

Gateway project included* 
$284.1 76% 

*All ComEd Stage 1A infeasible ARRs are assumed to be made feasible with Project.  From a cost-benefit 148 

perspective, this is a conservative assumption. 149 

By reducing the ARR funding insufficiencies, the GPG Project significantly 150 

reduces unhedged congestion that would cost ComEd Zone customers nearly $70 million 151 

annually, as shown in the chart below, showing FTR revenue insufficiency in millions of 152 

dollars. 153 

 154 
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Q. Has PJM observed any trends with respect to underfunding in recent years? 155 

A. Yes.  In recent years, FTR revenue Inadequacy has increased, as reflected in the data 156 

provided at the PJM January Stakeholder Markets Implementation Committee Market 157 

Operations Report, attached to my testimony as ComEd Ex. 14.02, and as illustrated in 158 

the table below.   159 

 160 

In particular, as page 15 of ComEd Ex. 14.02 shows, there has been a steady decrease of 161 

FTR funding over the last several years.  For instance, in 2012, the Financial 162 

Transmission Right Revenue Adequacy was approximately 75%, but in 2013 the 163 

Financial Transmission Right Revenue Adequacy dropped nearly five percent.  A trend 164 

like this will result in decreasing value to customers as time goes on. 165 
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IV. THE 2010 AND 2011 “MARKET EFFICIENCY” TESTS ARE NOT RELEVANT 166 

Q. Does the fact that the GPG Project is not a PJM “market efficiency” project mean 167 

that it does not promote market efficiency? 168 

A. Of course not.  The fact that a project is not required under the PJM “market efficiency” 169 

test is not to say that there are no market efficiency benefits of these or other transmission 170 

upgrades that are included in the RTEP.  Recent analyses completed as part of the 2013 171 

RTEP evaluated the congestion benefits of transmission upgrades in the RTEP.  Even 172 

though the majority of the transmission upgrades included in the RTEP are required to 173 

satisfy criteria other than the market efficiency criteria, many of them have a beneficial 174 

impact on reducing overall congestion on the transmission system.  The Grand Prairie 175 

Gateway project is no different.  Even though the project is required to address 176 

constraints that prevent the simultaneous feasibility of stage 1A Auction Revenue Rights, 177 

PJM analyses - as well as the independent analyses of Ms. Oppel – show that there are 178 

significant market efficiency benefits to the Project. 179 

Q. What are the differences between the types of analyses PJM conducted for the 180 

“market efficiency” test and how the GPG Project has been studied? 181 

A. The PJM Operating Agreement, which is also filed with FERC as a tariff and binding on 182 

PJM, specifies many of the assumptions and the methodological approach of the analysis.  183 

Mr. Zuraski references market efficiency analyses conducted by PJM as part of the 2010 184 

RTEP and 2011 RTEP.  In accordance with the Operating Agreement as it then existed, 185 

those analyses were conducted using a single set of bright line assumptions and would 186 

not have considered things such as generation that may be “at-risk” due to pending 187 
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environmental regulation or new renewable generation beyond that which had executed 188 

an Interconnection Service Agreement or the effects of generation in adjacent areas.  In 189 

addition, consistent with the Operating Agreement the analyses only considered units 190 

within the PJM RTO, and generation from external areas was not included in the 191 

analyses.  The comprehensive analysis referenced in Ms. Oppel’s testimony accounted 192 

for these types of future assumptions.   193 

I note that, recognizing the limitations in this approach, PJM in 2012 filed 194 

changes to Schedule 6 of the Operating Agreement to expand the RTEP to include 195 

sensitivity studies, modeling assumption variations, and scenario analyses.
2
  The results 196 

of these analyses are used by PJM in evaluating and choosing among solution 197 

alternatives.  In addition to these changes, PJM recently filed proposed additional 198 

changes to the Operating Agreement to among other things, include the effects of 199 

generation in adjacent regions.
3
  But, again, none of those changes were in place when 200 

the 2010 and 2011 screening studies were performed.   201 

V. A DECISION DECLINING TO SITE THE LINE WILL NOT REMOVE PJM’S 202 

MANDATE TO CONSTRUCT IT. 203 

Q. Regardless of the outcome of this proceeding, is PJM required to resolve the 204 

transmission constraints that are limiting the simultaneous feasibility of Stage 1A 205 

ARRs? 206 

                                                 
2
  PJM Interconnection, L.L.C., 139 FERC ¶ 61,080 (2012), order on reh’g, 144 FERC ¶ 61,045 

(2013). 

3
  PJM Interconnection, L.L.C., Docket No. ER14-1394 (filed Feb. 28, 2014). 
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A. Yes.  As I have noted previously, PJM has an obligation under the PJM Operating 207 

Agreement,
4
 which is a FERC filed tariff with the force and effect of federal law, as well 208 

as under the FERC-filed PJM Open Access Transmission Tariff,
5
 to reinforce the 209 

transmission system to address constraints that limit the simultaneous feasibility of Stage 210 

1A ARRs.  This is not a “practice” or “policy” of PJM, as Mr. Zuraski describes it.  If a 211 

CPCN for the Grand Prairie Gateway Project is not issued, that cannot relieve PJM of its 212 

responsibility under federal law.  We will need to continue to develop transmission 213 

solutions to address the infeasibilities.  Given that the location of the transmission 214 

constraints that are limiting the simultaneous feasibility of the Stage 1A ARRs at issue 215 

here are only in the ComEd Zone, realistically, the only solution is new transmission 216 

capacity in Illinois that would reduce the flow on the constrained transmission facilities.  217 

We know the locations of the specific constrained facilities that are limiting the 218 

simultaneous feasibility of the Stage 1A ARRs that exist today.  We also know that if 219 

these constraints go unaddressed, they will worsen in the future.  Therefore, any delay 220 

will continue to result in the inefficiencies that exist today, which will continue to harm 221 

customers. 222 

Q. As the Director of System Planning for PJM, if every state within PJM were to only 223 

approve transmission facility expansions within their boundaries if they could be 224 

shown to result in production cost reductions within that state greater than the cost 225 

                                                 
4
  FERC Rate Schedule No. 24. 

5
  Appendix. Attachment K, PJM Open Access Transmission Tariff, on file with FERC. 
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attributable to that state, could you plan and expand the regional transmission 226 

system as required to promote a competitive regional electric market? 227 

A. Restricting expansion planning for the regional transmission system only to those 228 

transmission facility expansions within the boundaries of the state that could be shown to 229 

result in production cost reductions within the state would severely limit PJM’s ability to 230 

fulfill its obligations under Schedule 6 of the FERC-approved Operating Agreement.  As 231 

a FERC-approved RTO, PJM is responsible for coordinating the movement of wholesale 232 

electricity across thirteen states and the District of Columbia.  The RTEP identifies the 233 

transmission system enhancements required to satisfy PJM’s reliability criteria and to 234 

promote a competitive regional electric market, while providing PJM’s members access 235 

to PJM’s regional power market, as well as those of adjacent regions.  PJM operates and 236 

plans the transmission system seeking operational, reliability and economic efficiencies 237 

that cross corporate and state boundaries.  Today the RTEP assesses the needs of the 238 

transmission system and develops solutions to needs from a regional perspective 239 

spanning transmission owner zonal boundaries and state boundaries to address system 240 

enhancement drivers.  Using this approach, PJM can identify one comprehensive set of 241 

expansion plans that comprise economical solutions to solve reliability criteria violations, 242 

resolve persistent congestion, promote operational performance and ensure Stage 1A 243 

ARR adequacy.  Limiting consideration and resolution of the various drivers for 244 

transmission system expansion on a state-by-state basis would lead to inefficient 245 

solutions. 246 
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VI. CONCLUSION 247 

Q. Does this complete your rebuttal testimony? 248 

A. Yes.  249 


