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I speak as someone who has lived in PJM World for a very long time as a regulator with the duty to protect the public interest.  

I was a state regulator– in Virginia – for 17 years, and as such served as president of the Organization of PJM States (OPSI) and served on the OPSI board for a decade.

Then I spent 4 ½ years regulating PJM as a FERC commissioner and chairman.

Based on that long experience, I will say to you today that PJM is mired in a crisis of confidence.

It is a crisis of confidence because the tens of millions of consumers across the 13 states in PJM have lost confidence that the grid is being run in their interest.  And since another word for consumers is “voters” – when voters lose confidence, the political leaders they elect lose confidence also.

Let’s boil it down to the basics:  When it comes to the grid, consumers – voters – care about two things:   first, that their lights stay on (and that includes their heat pumps in winter and a/c in summer) and second, that they can afford to pay their monthly power bills.

But on both core concerns, consumers have lost confidence in PJM.

The last two capacity market auctions in PJM each resulted in capacity costs higher than ever before in history.   And the most recent auction price last summer would have been even higher if it had not been capped.

Those capacity costs represent real money flowing right into consumers’ monthly bills, especially in the so-called “deregulated” states which are heavily dependent on the capacity market for resource adequacy.

And the most recent auction last summer did not even clear the reliability requirement, but needed to use what are called FRR resources to meet the reliability minimum -- but FRR assets are not part of the capacity auction. (SDH note: Fixed Resource Requirement generation assets are normally committed to serve just the utility which owns them and not be part of capacity auctions.)

Now I said many times as a FERC commissioner that PJM is run by good people trying their best.  The professional staff at Valley Forge who run PJM on a day-to-day basis are dedicated and talented; they are not the reason for the crisis of confidence.  The reason is a flawed governance structure.

The core problem at PJM is not even economic.  The capacity market and regional transmission planning work fine in theory in an economics textbook.  

But textbook theory often doesn’t work in the real world, and we live in the real world.

Indeed, I have often said that the real problem with PJM – and the root cause of the crisis of confidence – is political, not economic.   And the solution has to be political.  Not in a partisan sense, but in the structure of governance.

PJM was originally intended by the FERC that pushed its creation a quarter century ago to be, in effect, a regional government for the grid, but no voters elect this regional govt and it is accountable only to FERC.  FERC and a lot of special interest groups wanted the states cut out of any serious role in this regional government of the grid.

And that’s exactly the position that the transmission owners and PJM have always taken, most recently in the lawsuit against the PA Public Utilities Commission for making its own finding of need for a so-called “market efficiency” transmission project.

The transmission developer and PJM both argued in court that the states were pre-empted from conducting their own fact-finding as to need for a project and should be ignored if they disagreed with PJM planners’ findings.

And they succeeded in persuading the federal courts to agree with them.

Now I respectfully disagree with those court opinions – and if I had an hour we could hold a law school class on that one case – but for today’s purposes let me say this:    If this is the new set of rules – and it is a new set of rules, because no  federal court has ever ruled that the states in an RTO cannot even make an independent finding of need for a project – then this new set of rules compels this conclusion:

If the states cannot make an independent finding of need because only PJM can decide what the need criteria are, what the cost-benefit formula is, then the states must be at the table on the front end of this process,  when those decisions are made.

Right now PJM is an insiders’ game.  Run by and for the interests who profit from what PJM does.  

None of the tens of millions of consumers throughout PJM ever cast a vote to elect the managers of PJM, even though those PJM managers are going to make decisions that impact both the reliability and costs of power for those tens of millions of people in PJM.

So if PJM is going to be a regional government for the grid across 13 states, then the elected leaders of those states – or their designees under state laws – must have a proper role in how this regional government for the grid makes decisions that affect their citizens.

Especially on issues as important as cost allocation for transmission projects planned to serve public policy goals, as FERC’s order 1920-B now requires.

Especially on policies governing interconnection of generators and the rules governing the interconnection of large-load customers such as data centers, which are driving load forecasts which in turn drive capacity market results.

Especially on how the capacity market is structured and run, and to whose profit and to whose benefit.

PJM does not exist in splendid isolation, carrying out the textbook theories of power markets from an ivory tower.  It is well past time – in the interest of nothing less than democratic accountability – for the states to have the appropriate role in governance of this regional government for the grid that the states should have been given two decades ago.

And the place to start is for PJM states to have filing rights over cost allocation under Section 205 of the Federal Power Act just as states in MISO (Midwestern RTO) and SPP (Southwest Power Pool) have.  It is absurd that states in the largest RTO in the country have never had the same filing rights as those in other RTOs.  

Thank you.
