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Counterflow
 By Steve Huntoon

More than 20 years ago 
it was agreed in PJM, 
and approved by FERC, 
that new generators 
would pay the full 
capital cost of transmis-
sion system upgrades 
(network upgrades) 
needed for intercon-
nection.1 That was, and 
remains, one of the 

cornerstones of PJM. It’s a basic “but for” test 
that ensures, as FERC observed more than 20 
years ago, that the most economic generation 
is interconnected.2

The New Ball and Chain
The PJM transmission owners have now pro-
posed to FERC to eliminate that and replace 
it with a TO option to rate base the cost of 
such upgrades and charge every generator a 
monthly formula rate for 20 years (ER21-2282). 
Generation interconnection customers would 
face the double whammy of putting up security 
for the full capital cost of network upgrades, 
while also paying the monthly formula rate for 
20 years.3 

The analogy to utility service for retail cus-
tomers would be customers having to put up 
security equal to pro rata shares of total utility 
rate base, while also paying the utility monthly 
bill with an embedded return on rate base for 
the next 20 years. 

Needless to say, the PJM TOs’ proposal would 
compound the costs and risks of interconnec-
tion, with adverse consequences for new wind 
and solar projects.

PJM Tariff Violations
The PJM TO proposal violates the PJM tariff. 
Since at least 2007, the PJM tariff has stated: 
“No Network Upgrade … shall be a Customer- 
Funded Upgrade if and to the extent that the 
costs thereof are included in the rate base of 
a public utility on which a regulated return is 
earned.”4

Because the PJM TO proposal would rate 
base network upgrades, such upgrades could 
no longer be Customer-Funded Upgrades for 
which a generator could have “cost responsi-
bility.”5 Thus, PJM and the PJM TOs could not 
impose cost responsibility upon generator cus-
tomers — violating the fundamental principle 
of “but for” cost responsibility. And begging the 
question, if generators do not pay for network 
upgrades, who does?

Moreover, in one fell swoop the PJM TOs 
would strip generators of the financial rights 
(Incremental Auction Revenue Rights, Incre-
mental Available Transfer Capability Revenue 
Rights and Incremental Capacity Transfer 
Rights) that they are entitled to from network 
upgrades they pay for. The PJM tariff does not 
allow generators to receive financial rights for 
rate-based network upgrades.6 Taking away 
those rights would violate the PJM tariff, and 
the many FERC orders accepting and approv-
ing these rights over the last 20 years.7

The Commission has succinctly summarized 
both rules: “PJM’s tariff provides that a 
customer cannot fund upgrades and cannot 
receive financial rights for projects that are 
included in a utility’s cost-of-service.”8 

Nowhere do the PJM TOs explain how they 
can unilaterally eviscerate these PJM tariff 
provisions approved by the Commission.

Perverse Incentive Created
The PJM TO proposal would create a perverse 
incentive for TOs to inflate the scope and costs 
of network upgrades in order to inflate rate 
base. Generation interconnection customers 
would be in weak position to defend against 
inflated scope and costs because of the TO 
near monopoly on critical system information 

and because the consequence of resisting in-
flated scope and costs would be project delay 
or failure.

A Windfall for Existing TO Affiliated 
Generation
Raising interconnection costs and risks, and 
piling on the perverse incentive to inflate 
scope and costs, discourages new entry and 
thus provides a windfall for existing TO- 
affiliated generation. It would be highly 
inequitable to reverse a 20-year cornerstone 
of PJM to provide a windfall for TO-affiliated 
generation. This is independent of whether 
TOs also would discriminate in favor of their 
new affiliated generation.

PJM TOs’ Nonexistent Risks
The PJM TOs’ arguments for their proposal are 
insubstantial in theory and unsubstantiated in 
reality. 

The gist of their case for changing the para-
digm of the last 20+ years is that they face 
“untenable financial pressure” from increased 
risks because of an increase in network 
upgrades because of increased generation in-
terconnections, principally renewable energy 
generation (page 8). Surely such an existential 
threat would be disclosed to shareholders in 
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SEC filings. Nope. Not there.9

And, in fact, new network upgrades paid for 
by interconnection customers decrease, rather 
than increase, virtually all of the risks listed 
by the PJM TOs. Let’s take “operational and 
safety risks” where the PJM TOs cite “trans-
former fires at substations” (page 14). In this 
case the relevant network upgrade would be 
replacing an older, smaller transformer with a 
new, larger transformer which would of course 
reduce fire risk.

The PJM TOs do not identify a single event 
associated with network upgrades, among 
the many thousands of them over the last 20 
years, that caused a loss to TO shareholders.

And as for transmission risks generally, the 
PJM TOs provide no examples of actual loss 
to shareholders and a paucity of events that 
somehow could have produced such a loss. The 
totality of their specific events are:10

• Dump truck drove through 230-kV tower.

• Fighter jet pilot ejector seat nicked 230-kV 
line.

• NERC imposed $2.5 million in penalties in 
2020 (across the entire country).

• A switching station was built on contaminat-
ed land.11

• Hurricane Isaias caused an outage to 50,000 
customers lasting five hours.

• A tornado might have caused 3,798 custom-
ers to lose power (but didn’t).

In other words, risk is basically nil.

PJM TOs Ignore Insurance
Under the interconnection service agreements 
in the PJM tariff, PJM TOs are required to 
carry commercial general liability insurance 
of not less than $1 million per occurrence and 
excess/umbrella insurance on top of that of 
not less than $20 million per occurrence.12 The 
PJM TOs don’t mention insurance, much less 
explain why insurance wouldn’t cover any risks. 

PJM TOs’ Business Model
The PJM TOs claim that owning and operating 
facilities that are not rate based adversely 
affects the TOs’ “business model” (pages 14-
15). This “business model” was agreed to by 
the PJM TOs more than 20 years ago. After 20 
years investors know — or should be presumed 
to know — what they are and are not investing 
in. 

A review of the largest TOs’ presentations to 
shareholders this year reveals rosy claims of 
continued growth in rate base and similar met-
rics.13 Here is Exelon (NASDAQ:EXC) telling 
shareholders of its “Strong Growth Trajectory” 
for the utility business, and projecting future 
utility rate base to increase 7.6% per year, 
along with a 6-8% increase per year in earnings 
per share.14 

Wrong Denominator for Alleged Risks
The PJM TOs say that if the historical per-
centage of network upgrades actually built 
is applied to projects in the PJM queue, and 
added to past network upgrades, that the total 

dollars would be about 4% of PJM TOs’ current 
combined net transmission plant (page 18). 
They call this a “material and significant por-
tion of transmission assets.” Assuming, for the 
sake of argument, that past network upgrades 
should be counted, and that there are actual 
risks to shareholders associated with network 
upgrades, the PJM TOs have used the wrong 
denominator. The significance of any risk to 
shareholders is relative to total utility rate 
base, not just transmission.

With few exceptions, shareholders do not 
invest in transmission by itself. The Exelon slide 
shows that Exelon reports total rate base to 
shareholders. Taking Commonwealth Edison, 
the largest Exelon utility subsidiary as an 
example, its transmission plant is only 19.2% of 
its total utility plant — the lion’s share is distri-
bution plant.15 Using Commonwealth Edison 
as a go-by, the PJM TOs’ 4% of transmission 
is less than 1% of total utility plant (19.2% of 
4%). Tiny.

Assuming TO Risks to be Alleviated by 
this Filing, TO Rates of Return Should Be 
Commensurately Reduced 
Assuming for the sake of argument that there 
is some material risk associated with network 
upgrades, there should be a commensurate 
and concurrent reduction in the TOs’ autho-
rized rate of return if FERC were to relieve 
TOs of that risk. 

In Conclusion
Renewable energy has enough challenges 
without adding this one. 
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