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FTR Credit Enhancement

Problem / Opportunity Statement 
The FTR Market recognizes two categories of primary participants as determined by PJM’s Minimum Participation Criteria in 
Attachment Q of the tariff -  

Participants that transact in PJM’s FTR markets with the sole intent to hedge congestion risk in connection with the 
rights Participant has to generate electricity in the PJM Region (“physical transactions”), and

Participants that transact in PJM’s FTR markets that do not intend to hedge congestion risk in connection with the 
rights Participant has to generate electricity in the PJM Region

The FTR credit policy i) segregates credit for FTR trading from credit requirements in other PJM markets, and ii) does not 
recognize the credit risk difference between the two types of market participant described above.  While it is reasonable that 
the credit risk policy differentiates the credit risk and commensurate collateral requirements of FTR and non-FTR market 
participants, it is also reasonable to recognize risk differences between types of FTR market participants.  To that point, the 
credit risk of a FTR market participant that does not intend to hedge congestion risk in connection with generation of electricity 
and does not receive revenues from other PJM markets is materially different from the credit risk of an FTR market participant 
such as a generator that transacts FTRs for the sole purpose of hedging congesting risk and receives revenues from other 
PJM markets, e.g., the Energy Market.  During the normal course of market activity, PJM is typically in a net payable position 
to generators which use FTRs to hedge congestion risk.  Moreover, PJM has the ability to retain generator revenues in the 
event of default.  Despite those facts, in setting credit requirements for FTR market activities, generator revenues are not 
incorporated, nor are they considered in determining the net liquidation value. Finally, the credit risk policy does not factor that 
the use of FTRs by a generator for the purpose of hedging congestion represents a natural hedge, where the risk of 
devaluation of the FTR position is offset by the opposing physical energy position.  Thus, if the value of the FTR position 
decreases, the value of the physical generation position increases, and vice versa, thereby offsetting the total credit risk 
exposure to PJM.

Tariff, Att Q - PJM’s Minimum Participation Criteria


