Problem Statement
RPM Incremental Auction PJM Sales
Problem / Opportunity Statement
Historically, PJM has released a large amount of capacity in RPM Incremental Auctions due to declining peak load forecasts,
and more recently due to excess capacity created by Capacity Performance transition auctions. PJM affects these capacity
releases using sell offers in the Incremental Auctions that are combined with market participants’ submitted buy bids and sell
offers to set cleared capacity quantities and prices. PJM’s sell offers have typically included large quantities of capacity at
very low prices, relative to other market participant bid/offer activity. The impact of these offers has been to create a generally
predictable auction outcome, wherein Incremental Auction clearing prices are set substantially below those set in the Base
Residual Auction. The chart below shows the impact of load forecast reductions and Capacity Performance transition auction
excess on the RPM Reliability Requirement between the Second and Third Incremental Auction for the last 5 delivery years,
and the resulting auction clearing price differential between the Base Residual and Third Incremental Auction. Notably, in all
but one year (where a one-time Tariff waiver granted PJM’s request to not sell back excess capacity in the Third Incremental
Auction) the Third Incremental Auction cleared at a substantial discount to the Base Residual Auction.

The low Incremental Auction clearing prices create an opportunity for Capacity Resources that cleared in the Base Residual
Auction to buy out of their commitment, thereby avoiding all capacity availability, offer and performance requirements, while
retaining a large portion of the payment associated with being a committed capacity resource. The chart below shows the
Incremental Auction buyback quantities and percentages for different RPM products over the last four delivery years (negative
buyback quantities indicate a net sale of that product in the incremental auctions).

Further, the low Incremental Auction clearing prices and large reductions in committed capacity result in a substantial
reduction in the reliability of the PJM system, while providing the load that pays for that reliability with little resulting financial
benefit. In essence, load gets a lot less reliability in exchange for a negligible reduction in capacity cost. For instance, the
Third Incremental Auction for the 2016/2017 delivery year resulted in the sale of 4,556 MW of capacity by PJM at a price of
~$5, netting proceeds of $21,827/day or a total of $8 million. This means load exchanged of a reliability value of ~3% (4,556
MW Sale/173,313 MW BRA UCAP Obligation) of the reliability requirement for a reduction of approximately .103% of RTO
reliability charges. The chart below reflects this trend over the last 5 delivery years.
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Through this problem statement, Direct Energy requests that the MRC conduct an investigation of whether PJM’s policies
governing its Incremental Auctions yield reasonable results that correctly value capacity in circumstances where PJM is a
capacity seller, and to revise those policies if they are deemed deficient. Direct seeks to ensure that the reliability value of
retaining excess capacity is properly reflected in any PJM Incremental Auctions where PJM is a substantial seller, and that
any PJM offers reflect a reasonable level of compensation for load in exchange for the reduction in reliability while
simultaneously maintaining opportunity for market sellers to procure replacement resources when needed for legitimate
reasons. Specifically, the sale of capacity by PJM reduces the level of reliability in the RTO, regardless of whether capacity
commitments exceed PJM’s planning targets prior to those sales or not. Load should be appropriately compensated for the
resulting reliability reduction, in consideration of the fact that, among other benefits, capacity in excess of the PJM’s planning
targets can have value in a tail reliability event.
The MRC investigation should include a review of PJM’s sales practices as discussed above, and should also look at the
general structure of the RPM Incremental Auctions including, but not limited to the number of incremental auctions, timing of
incremental auctions, PJM participation in incremental auctions, etc.
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