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Increase the Opportunities to Transact



FTR Credit Working Group 

Recommendation

 The FTR Credit Working Group has reached consensus 
in submitting the following recommendation for 
consideration by the Budget & Finance Subcommittee
 Enhance the FTR auction structure to provide the 

means to more frequently transact on the same 
forward product.

 Two fundamental issues prompting the request to 
alter or augment current FTR auction structures
 In the event of default, the ISO does not have the means 

to liquidate FTR portfolio via standard auction
 No ability to utilize market expectations in determining 

appropriate margin requirements for future exposures



Basis for Recommendation ð

Liquidation 

 [ƛǉǳƛŘŀǘƛƻƴ ƻŦ ŀ ŘŜŦŀǳƭǘŜŘ C¢w ǇŀǊǘƛŎƛǇŀƴǘǎΩ ǇƻǊǘŦƻƭƛƻ ǿƻǳƭŘ ŀƭƭƻǿ the 
ISO to monetize future positions thus limiting default risk to the pool

 As FTR auctions only cover a single month at a time, the ISO has no 
ŦƻǊǳƳ ǘƻ ƭƛǉǳƛŘŀǘŜ ŀ ŘŜŦŀǳƭǘŜŘ ǇŀǊǘƛŎƛǇŀƴǘΩǎ ƭƻƴƎ-term FTRs (beyond 
prompt month)

 Losses ŀǊƻǳƴŘ ŀ ŘŜŦŀǳƭǘ ŎŀƴΩǘ ōŜ ŜǎǘŀōƭƛǎƘŜŘ ǳƴǘƛƭ ǘƘŜ ŜƴŘ ƻŦ ǘƘŜ C¢w term

 There is no formal method by which the ISO can prevent accrual of further 
losses from open positions 

 In order for the ISO to limit risks from defaults, it needs to be able to 
liquidate ςrequiring:

 The right to liquidate

 The means to liquidate



Basis for Recommendation ð

Measure of Future Exposure

 Use of historical measure alone in forecasting future exposures is 
insufficient

 Market expectations is a valuable tool in assessing future valuations 
and risk

 Because any particular contract can only be transacted once, there is 
ƴƻ ŀōƛƭƛǘȅ ǘƻ ǘǊŀŎƪ ǘƘŜ ƳŀǊƪŜǘΩǎ ǾƛŜǿ ƻŦ ŀ ǇƻǎƛǘƛƻƴΩǎ ŎƘŀƴƎƛƴƎ ǾŀƭǳŜ

 Transacting single-month FTRs numerous times prior to settlement, 
provides the opportunity to refine collateral requirements for 
Ǉƻǎƛǘƛƻƴǎ ƘŜƭŘ ŦƻǊ ŦǳǘǳǊŜ ƳƻƴǘƘǎ όάaŀǊƪ-to-aŀǊƪŜǘέύ

 Market signals provide opportunity to collect margin in advance of 
pending obligations



Transaction Volume and Increased 

Auction Frequency
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Auction

Volume Traded in PJM FTR Auctions
ςMonthly, 3/06-9/07 ς

Balancing Period

Prompt Month

Introduction of Balance of Planning Year 
Strip FTR AuctionsTotal 

Volume 
Traded
(GWh)

PJM transacted volume 
increase suggests that more 
frequent opportunities to 
transact the same FTR led to 
increased participation and 
more liquidity



Frequent Forward Auctions Permits Mark-to-

Market Opportunity
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Settlement Value

Clearing Price

After June Forward Auction, Path 
would have required increased 
collateral support; failing that, it 
would have been liquidated at a 
relatively low cost

Market-Based 

Path Valuation

Defaulting Path Valuation Evolution
ςAuction/Settlement Value from Acquisition to Default ς

Market performed as a leading 
indicator ahead of significant 
drop in value


