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Settlement Agreement and Explanatory Statement of the Settling

Parties Resolving All Issues in PJM Interconnection L.L.C., Docket
Nos. ER05-1410-000 and -001, and EL0S-148-000 and 001

Dear Ms. Salas:

PJM Interconnection, L.L.C. (“PJM™), pursuant to Rule 602 of the Commission’s
Rules, submits for filing, on behalf of itself and the parties listed in the enclosed
Settlement Agreement (collectively “Settling Parties™), an original and 14 copies of the
settierent documents described below.

L Description of the Filing

The Settlement Agreement filed herein resolves all issues regarding the
implementation by PJM of a reliability pricing model (“RPM”) to replace PJM’s existing
capacity obligation rules, without the need for an evidentiary hearing or further
proceedings. Therefore, the Settling Parties respectfully request that the Commission
approve the Settlement Agreement, including the enclosed revised sheets of the PJIM
Open Access Transmission Tariff (“PJM Tarnff”), PJM Operating Agreement, and the

enclosed new Reliability Assurance Agreement for the PJM Region (“RAA™), as set
forth in Attachments A through F to the Settlement Agreement.

IL Documents Enclosed

The Settling Parties submit the following scttlement materials:
1. Explanatory Statement, including appendices containing supplemental
affidavits of Mr. Andrew L. Ott, Mr. Joseph E. Bowring, and Mr.
Benjamin F. Hobbs, on behalf of PJM; Mr. Paul Williams, on behalf of the
Portland Cement Association; and Mr. Robert Stoddard, on behaif of
Mirant.
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2. Settlement Agreement, including appendices containing revised sheets to
the PJM Tariff, Operating Agreement and RAA;

3. Proposed Letter Order; and
4, Certificate of Service.
III. Comment Dates ke

Pursuant to Rule 602(f)X2), comments on the Settlement Agreement must be filed
with the Secretary within 20 days of the filing of the settlement, i.e., on or before October
19, 2006, and reply comments must be filed with the Secretary within 30 days of such
filing, i.e. on or before October 30, 2006.

IV. Request for Review and Waiver

The Scttlement Agreement provides that the RPM construct shall replace PJIM’s
current capacity construct beginning on June 1, 2007, which is the first day of the next
annual Delivery Year under the new capacity rules. To permit this implementation date,
PJM must conduct the Base Residual Auction for the 2007-2008 Delivery Year in April
2007, therefore, PJM and the market participants must begin to implement the necessary
systems and business practice changes as soon as possible. To that end, the Settling
Parties are asking the Commission to approve the Settlement Agreement by December
22, 2006. To the extent necessary, waiver of the Commission’s notice requirements is
requested.

V. Service and Request for Waiver of Posting Requirements

Pursuant to Rules 602(d) and 2010 (18 C.F.R. §§ 385.602(d) & 2010), PJM has
served, either by paper or electronic service, the settlement documents listed in section I1
above, on all the parties listed on the official service list compiled by the Secretary in this
proceeding, all PJM members, and all state commissions in the PJM Region.

With regard to service on the PJM members and the state commissions, PJM
requests waiver of the posting requirements, so as to permit electronic service rather than
paper service. Waiver of paper service is consistent with the Commission’s decision to
establish electronic service as the default method of semoe on service lists maintained by
the Commission Secretary for Commission proceedings." While Order No. 653 did not
amend the posting requirements, application of its rules to tariff filings would be
consistent with the Commission’s “efforts to reduce the use of paper in compliance with
the Government Paperwork Elimination Act.”? Applying amended section 385.2010(f) to

! See Electronic Notification of Commission Issuances, Order No. 653, 110 FERC
91 61,110 (2005).

2 1d. at P 2, citing 44 U.S.C. § 3504.
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this filing, PJM will post this filing today to the FERC filings section of its internet site,
http://www.pjm.com/documents/ferc.html, and send an e-mail to all PJM members and
all state utility regulatory commissions in the PJM Region® alerting them that this filing
has been made by PJM today and is available by following such link. Within one
business day, PJM will send a second e-mail to the same list, containing a link that takes
the recipient directly to the filed document.*

p Respectfully submitted,
Craig Glazer Barry S. Spector ;
Vice President — Federal Government Policy Paul M. Flynn
PJM Interconnection, L.L.C. Wright & Talisman, P.C.
1200 G Street, N.W. 1200 G Street, N.W.
Suite 600 Suite 600 Washington, D.C. 20005
Washington, D.C. 20005 (202) 393-1200 (phone)
(202) 393-7756 (phone) (202) 393-1240 (fax)
(202) 393-393-7741 (fax) flynn@wrightlaw.com
glazec@pjm.com
Jeffrey W. Mayes
Senior Counsel
PJM Interconnection, L.L.C.
955 Jefferson Avenue
Norristown, PA 19403
(610) 666-8878 (phone)
(610) 6664281 (fax)
Attorneys for
PJM Interconnection, L.L.C.
Encl.

cc: Service List

3 PIM already maintains, updates, and regularly uses e-mail lists for all Members
and affected commissions.

4 PJM anticipates that in unusual circumstances, it may not be possible to post the
document to its website on the day of filing, or to distribute an active link to the
document within one business day. Consistent with §385.201(i)3), if a link to
the document does not become available within two business days after filing,
PJM will arrange for immediate service by other means.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

PJM INTERCONNECTION, L.L.C. ) Docket Nos. ER05-1410-000
and EL05-148-000

SUPPLEMENTAL AFFIDAVIT OF JOSEPH E. BOWRING
ON BEHALF OF PJM INTERCONNECTION, L.L.C.
ON SETTLEMENT AGREEMENT

My name is Joseph E. Bowring and I am the PJM Market Monitor. My business
address is 955 Jefferson Avenue, Valley Forge Corporate Center, Norristown,
Pennsylvania 19403. Since March 1999, I have been responsible for the market
monitoring activities of PJM, as defined by the PJM Market Monitoring Plan,
Attachment M to the PYM Open Access Transmission Tariff. ] am a Ph.D. economist and
have substantial experience in applied energy and regulatory economics. I have taught
economics as a member of the faculty at Bucknell University and at Villanova
University. I have served as a senior staff economist for the New Jersey Board of Public
Utilities and as Chief Economist for the New Jersey Department of the Public Advocate’s
Division of Rate Counsel. I have also worked as an independent consulting economist.

I previously submitted an affidavit in this proceeding to explain and support
several aspects of PIM's August 31, 2005 initial filing on its proposed Reliability Pricing
Model (“RPM”). I am submitting this Supplemental Affidavit to explain and support
several changes to PJM’s initial filing effected by the September 29, 2006 Settlement
Agreement (“Settlement”) in this proceeding. In particular, in this affidavit, I will:

¢ cxplain that the revised methodology used in RPM to calculate the net energy and
ancillary services revenue offset is consistent with the objectives I described in
my prior affidavit both for the calculation of Net CONE and the calculation of
offer caps for specific units; and

e explain why identified, revised portions of the market power mitigation rules
included in the settlement are consistent with the objectives I described in my
prior affidavit.

) Net Energy and Ancillary Services Revenue Offset Against the Cost of New
Entry

RPM uses a variable resource requirement curve (“VRR Curve”) to represent the
demand side in each RPM auction market. The cost of new entry (“CONE") for a
combustion turbine (“CT™"), net of the revenues such a unit would receive in the energy
and ancillary services markets (“Net CONE”), is a key parameter of the VRR Curve and
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therefore of the maximum price that will be paid for capacity under various supply
conditions.

If a new unit is to recover all of its costs from the PJM markets in equilibrium, the
unit needs to recover from the capacity market only those costs not recovered in the other
PJM markets. A competitive offer price in the RPM market for a new CT for its first year
of operation equals the total annual fixed costs of the CT, less expected net revenues from
all other sources. This is the incremental cost of new capacity. Accordingly, the CONE
value must be reduced by an amount equal to the revenue a new CT can expect to receive
from the PJM energy and ancillary services markets, less the variable expenses incurred
to obtain those revenues (“revenue offset™).

Net revenue, as applied in the RPM context, is the contribution to fixed costs
received by generators from PJM energy and ancillary services markets.! Gross energy
market revenue is the product of the energy market price paid for the output and the
generation output. Gross revenues are also received from ancillary services markets. Net
revenue equals total gross revenue less variable operating costs.

The RPM proposal relies on a formula to determine this revenue offset amount for
the Reference Resource. The revenue offset is based on the operating parameters of the
same resource on which the CONE is based. The CONE is based on the GE Frame 7FA
combustion turbine and the net capacity and net heat rate of this Reference Resource are
used to calculate revenue offset values based on historical data from defined time periods,

The Settlement modifies the initial RPM filing and uses the following to define
the historical time period used to calculate the net revenue offset for CONE: “For each of
the first three Delivery Years of the Transition Period, such determination shall be based
on the six consecutive calendar years preceding the relevant BRA. For any subsequent
Delivery Year, such determination shall be based on the three consecutive calendar years
preceding the relevant BRA.” The change is that the initial RPM filing included the use
of a six year period for all auctions.

The revenue offset calculation is used in RPM auctions that will determine
capacity prices for Delivery Years three years in the future. The objective in the revenue
offset calculation is to get the incentives right both for investors in generation and for
load that will purchase capacity. Given that net revenue is calculated based on historical
data, the choice is among possible numbers of years and annual weights. Investors are
making decisions about constructing capacity based on expectations of energy revenues
for the economic life of the facility. Thus investors are unlikely to build a unit based on

! The net revenues calculated in the Market Monitoring Unit’s PJM State of the
Market Report include capacity market revenues. Such revenues are not included
here as the goal is to determine a competitive offer price in the capacity market
for new entry after accounting for net revenues from ail the markets except the
capacity market.
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the expectation that the last one or two years of net revenues represents future net
revenues, especially in light of actual historical net revenue fluctuations.

I conclude that the use of a rolling three-year simple average of net revenues for
the Reference Resource for the revenue offset calculation beginning after the third
Delivery Year will reasonably meet the stated objective.

Nonetheless, neither PJM nor investors can perfectly predict net revenues for the
operating year. One goal in calculating both the CONE and the revenue offset is to define
a reasonable measure of the competitive cost of new entry while leaving room for
competitive forces to actually determine the clearing price in the capacity auctions,
subject to the constraint of the VRR Curve. If actual competitive participant offers are
less than the estimated Net CONE, the clearing price will be lower than the Net CONE
and if actual competitive participant offers are greater than the estimated Net CONE, the
clearing price will be higher than the Net CONE.

Another goal of calculating the revenue offset is to provide a mechanism for
equilibrating the results of the energy markets and the capacity market. If the revenue
offset is high, the competitive offer price for new entry will decline correspondingly as
will the Net CONE. The reverse is also true. In the absence of such an equilibrating
mechanism, there is a risk that total payments from all markets could exceed or fall short
of the incentives consistent with resource adequacy. In addition, such an equilibrating
mechanism provides a disincentive to the exercise of market power in the energy market.
If market power is exercised in the energy market so as to increase prices and net
revenues, this mechanism would reduce the capacity market price correspondingly but
the impact would be attenuated by the inevitable differences between the historical
average revenue offset and actual delivery year results.

The revenue offset formula in the filing calculated energy market revenues using
a “perfect dispatch™ approach. The perfect dispatch approach assumes that a unit will
operate whenever the LMP is greater than the marginal costs of the unit (fuel plus
variable operation and maintenance expense). This is the simplest approach and does not
take account of operating constraints like minimum run times and other similar
constraints. The Settlement uses the “peak-hour” approach, also presented in my prior
Affidavit, which explicitly accounts for such operating constraints for the Reference
Resource. This approach produces a more refined estimate but also requires a number of
detailed assumptions about how the unit would run. The relevant assumptions, as
presented in my prior Affidavit, are included in the Settlement.

I conclude that the peak-hour approach, as adopted, will provide a more accurate
measure of net revenues than the perfect dispatch approach and thus provide a more
accurate VRR.

The same time periods identified for the revenue offset formula will be used in the
determination of offer caps for individual units. However, actual net revenues for specific
units will include all relevant sources of revenue depending on the unit. The actual net
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revenues will include, as appropriate, revenues from energy markets, ancillary services
markets and operating reserves credits as well as from bilateral contracts.

I conclude that it is reasonable to apply the defined time periods from the
Settlement to the calculation of actual net revenues for actual units to be used in the
calculation of unit-specific offer caps. This will ensure consistency between the
determination of the VRR, resultant market prices and the projected revenues for
individual units.

IL. Market Power Mitigation Rules

RPM includes explicit rules governing market power mitigation in the capacity
market. This is an important benefit of the RPM proposal, as PJM’s existing capacity
market does not include explicit market power mitigation rules. As I have concluded in
the 2005 and prior State of the Market Reports, market power is endemic to the current
capacity market design, yet there are no explicit rules limiting the exercise of market
power in the capacity market. Given that, all else equal, RPM will increase market power,
e.g through the creation of smaller, regional or LDA-based (Locational Deliverability
Area) capacity markets, this explicit set of market power mitigation rules is central to the
RPM construct. The RPM mitigation rules are required to make the RPM construct
produce competitive outcomes. At the same time, the RPM market power mitigation rules
are designed to minimize intervention in the capacity markets and to explicitly permit
scarcity pricing as described in my prior Affidavit.

1 will address the following changes to Section 6 of the RPM rules in proposed
Attachment DD to the PJM Tariff, which contains the proposed market power mitigation
rules for RPM:

. Detailed application of the three pivotal supplier test;
o Definition of the competitiveness of new entry;

. Revised data submission requirements;

. CRF table modifications.

A. Three Pivotal Supplier Test

Consistent with the Commission approved test currently applied to the energy
market, the market structure test uses the three pivotal supplier test. The exact method of
defining the three pivotal supplier has been modified to conform with that currently
applied by PJM in the energy market, consistent with PYM’s statement in the RPM filing.
Two changes to the filed RPM are the removal of references to net supply and the use of
a market definition based on 150 percent of the clearing price.

I conclude that this is the appropriate way to apply the three pivotal supplier test
and the three pivotal test is the appropriate test to apply in the RPM.
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B. Definition of the Competitiveness of New Entry

The market power mitigation rules in the RPM filing assumed that new entry
would be competitive. The Settlement modifies this assumption at section 6.5(a)ii)
where certain criteria and procedures for evaluating the competitiveness of new entry are
specified.

I conclude that these provisions appropriately strengthen the market power
mitigation provisions of the RPM while maintaining the incentives for new entry and the
ability of competitive new entry to set the clearing price when appropriate.

C. Revised Data Submission Requirements

The Settlement modifies the data submission requirements at section 6.7(c) of
Attachment DD. The RPM filing provided that potential participants in any RPM auction
in any LDA that failed the Preliminary Market Structure Screen would have to submit
specified data to permit calculation of an offer cap if required by the auction clearing
results. The Settlement provides that if a unit is in an Unconstrained LDA Group and
unlikely to be in a resource class that will set the clearing price, such unit will not have to
submit data in the first instance. In addition, if the owner of a unit commits to offer such
unit at or less than the defined proxy price for the relevant resource class, such unit will
not have to submit data in the first instance. The MMU could require such data
submission if the data is required for a complete evaluation of the market. The rationale
for such revised data submission requirements is to reduce the data reporting
requirements where the resultant data would not change the ability of the MMU to
evaluate the competitiveness of the market.

I conclude that the revised data submission requirements do not affect the ability
of the MMU to evaluate the competitiveness of any affected auction, especially as the
MMU has the ability to obtain such data if it is subsequently determined to be necessary
in a particular case.

D. Modified CRF Table in Offer Caps

The Settlement modifies an element of the offer caps in section 6.8 (a) of
Attachment DD. In particular the CRF (capital recovery factor) table is modified to
include additional options.

The definition of avoidable costs included in the RPM filing provided for the
potential that an owner may need to make an incremental investment in a unit in order to
maintain it as a capacity resource for the delivery year and for future years. The definition
of avoidable costs provides for inclusion of the annual carrying costs of making such an
investment (the capital recovery factors). These carrying costs include the return on and
of capital including a rate of return and depreciation. The underlying financial model
assumptions are identical to those used in PJM’s definition of the CONE, with one
important exception. The definition of avoidable costs explicitly recognizes that the
useful life of a capacity investment in an existing unit is directly related to the age of the
existing unit. It can reasonably be expected that an investment in a unit that is 20 years
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old will have a shorter useful life than an investment in a unit that is 5 years old. The
capital recovery factors included in the definition of avoidable costs are therefore
calculated on the basis of the age of the unit and therefore the expected remaining useful
life. This provides an appropriate incentive to maintain and invest in existing capacity
resources.

The Settlement modifies the CRF table by adding two new categories, i.e., the “40
Plus Alternative” category and the “Mandatory Capital Expenditures™ Category.

The 40 Plus Alternative category provides for 100 percent recovery of all
incremental capital costs in one year, using a CRF of 1.100. This accelerated recovery is
provided for units that are either gas or oil-fired and that began commercial operation no
less than 40 years prior to the conduct of the relevant BRA (excluding units that are
receiving payments under the generation deacitivation provisions of the PYM OATT).
Resources electing the 40 Year Plus Option will be modeled in the RTEP process as “at-
risk” at the end of the one-year amortization period. The Settlement provides that PIM
shall give market participants reasonable notice of such election. Finally, the Settlement
caps such offers at the Net CONE.

The Mandatory Capital Expenditures category provides for accelerated recovery
of all incremental capital costs. This accelerated recovery is provided for units that must
make an incremental investment to comply with a governmental requirement that would
otherwise materially impact operating levels during the Delivery Year. In order to qualify
a unit must be a coal, oil or gas-fired resource that began commercial operation no fewer
than fifteen years prior to the start of the first Delivery Year for which such recovery is
sought and the required incremental investment is equal to or exceeds $200/kW of
capitalized project cost. A unit could also qualify if it is a coal-fired unit located in a
constrained LDA, began commercial operation at least 50 years prior to the date of the
RPM Settlement, and the seller signed the Settlement. Finally, the Settlement caps such
offers at .90 times Net CONE.

I conclude that these modifications to the CRF table component of the RPM offer
caps are generally consistent with a competitive outcome.

1L Conclusions

It is my overall conclusion that these modifications made to the market power
mitigation provisions of the RPM will not materially affect the ability of the MMU to
ensure that market outcomes are competitive. The market power mitigation rules do not
and cannot guarantee a competitive outcome, but they do provide a critical, tariff-based
set of rules that will substantially increase the probability of a competitive outcome. I
also conclude that the rules do not inhibit the MMU from monitoring the RPM market,
from proposing modifications to the mitigation rules if necessary to prevent the exercise
of market power, or from seeking specific mitigating actions from the Commission
should the MMU identify a market power issue.

This completes my affidavit.
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) Commonwealth of Pennsylvania
SS: )
) County of
AFFIDAVIT OF JOSEPH E. BOWRING
Joseph E. Bowring, being first duly sworn, deposes and says that he has read the
foregoing “Supplemental Affidavit of Joseph E. Bowring,” that he is familiar with the
contents thereof, and that the matters and things set forth therein are true and correct to

the best of his knowledge, information and belief.

Is! /]b‘-'—‘—nél gp ‘
U Joseph E. Bowring

Subscribed and sworn to before me lhi{ﬂ‘tay of September, 2006.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

PJM Interconnection, L.L.C. Docket No. ER05-1410-000 and
and EL05-148-000

SUPPLEMENTAL AFFIDAVIT OF BENJAMIN F. HOBBS
ON BEHALF OF PJM INTERCONNECTION, L.L.C.
ON THE SEPTEMBER 29, 2006 SETTLEMENT CAPACITY DEMAND CURVE
1 I, Benjamin F. Hobbs, being duly sworn, depose and state as follows:
2 My name is Benjamin F. Hobbs and I am a Professor of Geography and Environmental En-
3  gineering, and of Applied Mathematics and Statistics (Joint Appointment) at the Johns Hopkins
4  University. I previously submitted an affidavit in this proceeding (“August 31 Affidavit”) in
5  connection with the August 31, 2005 filing by PIM Interconnection, L.L.C. (“PJM™) to establish
6 the Reliability Pricing Model (“RPM”). I also submitted a supplement affidavit on May 30, 2006
7  in response to the Commission’s April 20, 2006 order on the RPM proposal (*“April 20 Order™),
8 addressing certain issues concerning the definition and analysis of alternative demand curves for
9  capacity.
10 The purpose of this supplemental affidavit is to present an analysis of the demand curve
11 agreed upon by the parties in the settlement filed on Sept. 29, 2006 (the “Settlement Curve”), and

12 to discuss the adjustment of the assumed CONE in response to experienced capacity prices.

13 1. Analysis of the Settlement Curve

14 Assumptions. The Settlement Curve has been defined for the purposes of this simulation as
15 connecting the following points:

16 e IRM-3%: 1.5%(72,000 -E/AS offset)/0.93 (in $/unforced MW/yr)

17 o [RM+1%: 1*%(72,000 —-E/AS offset)/0.93 (in $/unforced MW/yr)

18 o IRM+5%: 0.2*(72,000 - E/AS offset)/0.93 (in $/unforced MW/yr)
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19 “IRM" is the installed capacity target of 115%. The “E/AS offset” is the amount that the curve is
20  adjusted for energy and ancillary services gross margins that the benchmark turbine is assumed to
21 beabletoeamn.' The curve to the left of IRM-3% is flat at the indicated price; the price is zero to
22 the right of IRM+5%. Al! percentages are expressed in terms of the ratio of installed capacity to
23 peak load. The capacity prices are expressed in terms of $/unforced MW/yr; to express these in
24  $/installed MW, the denominator of 0.93—the expected unforced availability of turbines—is
25 removed.

26 The analysis is based on the same approximating assumption as in the analyses in my August
27 31,2005 and May 30, 2006 affidavits concerning the E/AS offset used to define the demand curve:
28  that the offset is the same in every year. As explained on pages 25-26 of my August 31, 2005
29  affidavit, the average E/AS gross margin earned by the benchmark turbine during the 1999-2004
30  would have been $21,000/installed MW/yr under the “peak-hour dispatch” assumption.’ This
31  $21,000 value is the offset used to define the Settlement Curve in these simulations, according to
32 the above definition of the curve. As an approximation, this value is treated as being the same in
33 every year, rather than a rolling average of previous years as in the actual curve definition.

34 An assumption also needs to be made about what E/AS gross margins are actually earned in
35 each year, as a function of system scarcity conditions. Reduced reserve margins will increase
36 these gross margins, according to the 1999-2004 experience summarized in my August 31, 2005

37 affidavit. In this supplemental affidavit, the simulations assume that E/AS gross margins are

'The energy and ancillary service (E/AS) gross margin is defined as revenues net of variable operating cost. Thus,
it can be viewed as the contribution of revenue to covering fixed costs.

2 Under this assumption, the benchmark turbine (that is the basis of the CONE calculation) is assumed to be oper-
ated only during peak periods. In particular, turbines are assumed to be dispatched in four distinct blocks of four
hours of continuous output for each block from the peak-hour period (between 8 a.m. and 11 p.m.) for any day when
the average real-time locational marginal price is at least equal to the cost of generation (including start-up and
shutdown costs) for at least two hours during each four-hour block. The blocks are assumed to be dispatched inde-
pendently. This is a more realistic characterization of the dispatch, and thercfore of the revenues, of the benchmark
turbine for the purpose of calculating net CONE.
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38 eamned by the benchmark turbine according to the peak-hour dispatch assumption.” Therefore,
39  consistent with this assumption, the benchmark turbine is assumed to earn E/AS gross margins in
40  each year according to the lower of the two curves in Figure 3 of the August 31, 2005 affidavit,
41  which is based on a peak-hour dispatch assumption for the benchmark turbine. That curve is
42 $7600/installed MW/yr lower than the curve used in the base case simulations in my August 31,
43 2005 affidavit, where instead I assumed that the benchmark turbine would be operated in any hour
44  in which the price exceeded the marginal operating cost.

45 The E/AS curve used in the below analyses is the sum of two components: (1) a
46  $2400/installed MW/yr fixed E/AS revenue stream that does not depend on reserve margin and (2)
47  a variable E/AS gross margin (termed “scarcity revenue” in the tables of results, infra) that de-
48  pends on the actual reserve margin in the year. In comparison, the E/AS gross margin curve used
49 in the base cases of the August 31, 2005 affidavit had a higher fixed component of
50  $10,000/installed MW/yr but the same variable E/AS gross margin, and so yielded $7600/installed
51  MW/yrmore in E/AS revenue at any given reserve margin. Use of the latter curve, which assumes
52 maximally flexible operation of the baseline turbine, including the ability to start any number of
53 times and run for very short times, is less realistic than the peak-hour dispatch assumption with
54  limited number of starts on a day and minimum run time.

55 To summarize the E/AS assumptions, the base case results I discuss below use the peak-hour
56  dispatch-based E/AS gross margins for determining the average E/AS offset in the curves, while
57  the actual E/AS gross margins earned in each year are simulated using the peak-hour dispatch
58  assumption (the lower curve in Figure 3 of the August 31, 2005 affidavit). Additionally, all de-
59  mand curves are evaluated under the assumption that the auction takes place three years ahead of
60 the date in which the capacity is made available, rather than the four years assumed in my August

61 31, 2005 affidavit. All other assumptions are the same as in my August 31, 2005 base case

* See Footnote 2, supra.
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62  analyses, including the use of twenty five simulations, each 100 years in length.

63 The sensitivity analyses are based on the same changes in assumptions described in Table 2
64  (page 50) of my August 31, 2005 affidavit.

65 Results. 1 now summarize base case results and sensitivity analyses for the Settlement Curve,
66  as well as selected results for Curves 1, 3, and 4 (as defined in the August 31, 2005 Affidavit) for
67 comparison. Curve 4 is the curve recommended by PJM in its August 31, 2005 filing, while
68  Curve 3 is an alternative curve that is shifted 1% to the left from the recommended curve (meas-
69 ured in terms of installed reserve margin). Curve 1 is the “no demand curve” case, in which the
70  demand curve is effectively a vertical line at the IRM, with the price capped at twice the CONE
71 minus the E/AS offset.* Results for these curves allow me to characterize the relative performance
72 of the Settlement Curve. First, Table 1 shows the base case results for the Settlement Curve and
73 Curves 1, 3, and 4. Then Tables 2 and 3 provide results for Curve 4 and the Settlement Curve,
74  respectively, under a number of sensitivity analyses.

75

4 Curve 1 is evaluated in Table 1 under the assumption that all new capacity bids in at $25,000/unforced MW,
rather than the $0/unforced MW /yr assumed for Curves 3 and 4. The bidding assumption has only a small effect on
the performance of Curves 3 and 4, as shown in my August 31, 2605 affidavit as well as in Table 2, infra. However,
that assumption does impact the performance of Curve 1; in order to provide a conservative estimate of the relative
deterioration in performance that results from using no demand curve, 1 use a bidding assumption for Curve 1 that is
more favorable for that curve. If instead bids of new capacity are assumed to be zero, then the performance is instead
as follows: 34.6% probability of meeting or exceeding IRM; -0.8% average reserve over IRM; and 145.6 $/peak
MW/ consumer payments for scarcity and ICAP.
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75 Table 1. Summary of Base Case Results for Settlement Curve and Curves 1, 3, and 4: Average
76  Values (Standard Deviations In Parentheses) (All Values in $/installed kW/yr, except Consumer

77 Payments)
. Components of Generation Reve- .o nar
Reserve Indices Generation nue ($/installed kW/yr) Payments
% Years Profit, for Scarcity
Curve Meet or A;:’:f::" $/installed  Scarcity E/AS Fixed ICAP Pay- +ICAP
Exceed IRM kWhr Revenue Revenue ment $/Peak
IRM_ Over KWiyr
Curve . Vertical Demand
" -0.5 522 419 68.9 122.9
Curveat ‘Péz‘fel‘;" Demand 522 0.9) 93.2) (72.5) 24 (503)  (99.9)
Curve 3. Alternate Curve
with New Entry Net Cost at 90.2 1.1 14.0 258 24 46.8 81.6
IRM (Shift Left to CT net (0.8) (50.9) (49.8) : (5.0) (53.3)
cost at IRM)
Curve 4. Alternate Curve
: 1.7 11.3 212 487 792
New Eni 8.4 24
with New Enfry Net Costat 9 ©.9) @30  (@414) 66) (4489
1.1 144 25.1 47.8 82.1
Settlement Curve 952 ©.7) 494)  (482) 24 ©63) (517

78
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78 Table 2. Summary of Results for Curve 4 (August 31, 2005 Proposed Curve), Average Values
Components of Generation Reve- (o pcimer

Reserve Indices

Generation nue ($/installed kW/yr) Payments
% Years Profit for Scarcity
C 9 . iy . .
urve Meet or A;:g;"f:f $/installed Scarcity E/AS Fixed ICAP Pay- + ICAP
Exceed over IRM kW/yr  Revenue Revenue  ment $/Peak
IRM ¢ kW/yr
Base Case 98.4 1.7 1.3 212 24 48.7 792
Max Price = Net Cost mul-
doliod by 15 96.8 L6 11.8 219 24 485 79.7
Max Price = Net Cost mul-
oliedby Lo 94.0 1.5 126 229 24 483 80.4
Price drops to zero at
IRAs 1000 98.8 1.7 1.1 21.1 24 48.6 79.0
Original Curve: No chopoff  98.8 1.7 111 21.1 24 48.6 79.0
Low Percent CT added
when profit s ecual 10 cost 774 1.6 124 217 24 493 80.4
High Percent CT added
wher profitis ecaal o cost 778 1.7 115 21.5 24 436 793
10,000 bids f;’ mew capac-  gg ¢ 1.7 1.2 212 2.4 48.6 79.0
25,000 bids f;' new capac- g4 4 1.7 1.1 211 24 486 79.0
44,000 bids ft‘;’ newcapac-  ggg 1.7 11.0 21.0 2.4 486 78.9
44,000 bids for new, 20,000 o o 1.7 1.0 21.0 24 48.6 78.9
for existing capacity
Zerorisk aversion (0.5) 970 2.1 75 202 24 459 74.9
High risk aversion 90.6 12 23.1 28.0 24 53.7 91.7
High rate of decay in 100.0 1.6 10.5 21.1 2.4 48.1 78.3
weights
Low decay in weights 87.4 1.6 17.8 24.3 24 52.0 86.1

79
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79 Table 3. Summary of Results under Settlement Curve, Average Values
Reserve Indices Components. of Generation Reve- concumer
Generation nue (¥/installed kW/yr) Payments
% Years o Profit, for Scarcity
Curve Meet or A;i‘;ﬁ:f $/installed  Scarcity E/AS Fixed ICAP Pay- +ICAP
Exceed over [RM kW/Hr  Revenue Revenue  ment $/Peak
IRM kW/yr
Base Case 95.2 1.1 14.4 25.1 24 478 82.1
Low Percent CT added
when profit is equal to cost 922 1.1 15.3 25.7 24 482 83.1
High Percent CT added
when profit s equal to cost 95.5 1.2 14.4 25.4 2.4 47.5 82.1
10,000 bids f;’ Dewcapac- 952 1.1 144 25.1 24 478 82.1
25,000 bids ft‘;’ new capac- - g5 11 144 25.1 24 478 82.1
44,000 bids f:;' new capac- 942 12 13.8 248 24 47.6 815
44,000 bids for new, 20,000
for existi ity 942 12 13.8 24.8 24 47.6 81.5
Zero risk aversion (0.5) 87.8 1.6 9.5 24.6 24 43.5 76.5
High risk aversion 65.7 0.0 38.2 4316 24 532 1072
High rate of decay in 99.7 12 14.1 24.6 2.4 48.0 81.8
weights
Low decay in weights 84.4 1.0 173 277 24 482 85.1
80 The qualitative conclusions concerning the comparison of Curves 1, 3, and 4 (Table 1) and the

81 effects of alternative assumptions upon the Curve 4 results (Table 2) are the same as in my August
82 31, 2005 affidavit. Thus, the change from a four year-ahead to three year-ahead auction does not
83  change the general conclusions.’

84 Turning to the comparison of the Settiement Curve results with Curves 1, 3, and 4, I make the

3 However, it should be noted that the average “Consumer Payments for Scarcity + ICAP” are higher than reported
in the August 31, 2005 affidavit for Curves 1, 3, and 4. The reason for this is that the average consumer costs includes
only scarcity E/AS costs, and not the fixed component. When the assumption of a peak-hour dispatch-based E/AS
curve is used in the simulation, the fixed component of the E/AS gross margin to turbines shrinks from
$10,000/installed MW/yr to $2400/installed MW/yr; therefore, for a turbine to break even, it must obtain more
revenue from other sources, namely capacity payments and variable (scarcity) E/AS revenues. In equilibrium,
therefore, the latter increase by approximately $7600 per installed MW per year. This change also translates into an
increase in calculated “Consumer Payments for Scarcity + ICAP” by roughly that much; the increase is not exact,
because the equilibrium solutions change slightly and, more importantly, Consumer Payments are expressed on a
$/peak MW load/yr basis, not $/instatled MW/yr. Note that the total cost paid by consumers does not actually in-
crease; this increase in “Consumer Payments for Scarcity + ICAP” is matched by a decrease in nonscarcity-related
energy and ancillary services payments.
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85 following conclusions. When the Settlement Curve is defined using a fixed average E/AS offset
86 (rather than a rolling 3 year average, as actually would be used), Table 1 shows that its perform-
87  ance in terms of Consumer Cost is comparable to Curve 3, achieving a value of 82.1 $/Peak kW/yr
88  (as opposed to 81.6 and 79.2 for Curves 3 and 4, respectively, under the base case assumptions).
89  Its performance in terms of “% Years Meeting or Exceeding IRM” is 95.2%, which lies between
90 Curves 3 and 4 (90.2% and 98.4%, respectively).
91 These differences between the Settlement Curve and Curves 3 or 4 are very sma!l compared to
92  the gulf between their performance and that of Curve 1 (“*No Demand Curve”), which performs
93  much worse. In particular, in comparison to the Settlement Curve and Curves 3 and 4, Curve 1
94  results in 50% higher consumer payments for scarcity and ICAP, and roughly half the probability
95  of meeting or exceeding the IRM. Therefore, I conclude that the differences among Curves 3, 4,
96 and the Settlement Curve are minor compared to the benefits of moving from the vertical curve
97  case (analogous to the present PJM ICAP system) to RPM.
98 The sensitivity analysis results for the Settiement Curve, in terms of how alternative assump-
99  tions affect Consumer Payments, are qualitatively similar to Curve 4. The Settlement Curve is,
100  however, somewhat more sensitive to risk aversion assumptions (because it has a slightly more
101  vertical aspect than Curve 4). But this difference is not large compared to the differences between
102 the vertical curve (Curve 1) results and the sloped demand curves.
103 Thus, based on this analysis, I conclude that the Settlement Curve’s performance would likely
104  be similar to that of Curve 4, which was recommended by PJM in its August 31, 2005 filing, and

105 much better than the vertical demand curve (Curve 1).

106 2, Updating Procedures for the Settlement Curve: The Empirical CONE

107 In this section, I address the settlement’s “Empirical CONE” procedure. Given that any es-
108 timate of CONE is uncertain and that generation technology is evolving, it is desirable to have a
109  predictable and transparent procedure for changing the assumed CONE when bidding behavior

8
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110  and market clearing prices indicate that actual capacity costs may differ significantly from the
111 assumed CONE. Predictability and transparency is helpful in establishing confidence in the
112 market and in facilitating the creation of a forward market for capacity rights. It is also desirable
113 that such a procedure not result in large swings in CONE that reflect short-term market behavior
114 rather than changes in technology. The proposed procedure, in which the demand curve’s CONE
115  is changed by no more than the minimum of (1) 10% and (2) 50% of the difference between the
116  assumed CONE assumed and the Empirical CONE (as defined in the settlement), is a reasonable
117 compromise for the following reasons. First, it will yield much less year-to-year variation than the
118  situation where the demand curve’s CONE was set equal to the Empirical Cone. Second, the
119  curve’s CONE will nevertheless still move over time in the direction of the Empirical CONE if
120  bidding behavior indicates a persistent shift in peaking technology costs.

121

122 This concludes my affidavit.
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Benjamin F. Hobbs, being first duly sworn, deposcs and says that he has read the
foregoing “Supplemental AfMdavit of Benjamin F. Hobbs,” that he is tuniliar with the
comkents thereof, and twr the matters and things st forth thercin are true and comect o

the hest of his Knowledpe, information and belief.

e

ln F. Habbs

Subsuribed and 1w ora to before me: this 2 2 day of Seprember, 2006.
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My Commission expires: Z 610 ! N ¥ Gt
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

PJM INTERCONNECTION, L.L.C. ) Docket Nos. ER05-1410-000
and EL05-148-000

AFFIDAVIT OF PAUL R. WILLIAMS ON
BEHALF OF THE PORTLAND CEMENT ASSOCIATION
ON SETTLEMENT AGREEMENT

Please state your name and business address.

My name is Paul R. Williams, and my business address is 150 Green Valley
Circle, Dresher, Pennsylvania, 19025-1515. My business telephone number is
(215) 499-6940.

Q. What is your current position and background?

A. I am the President of Liberty Energy Group, Inc (“LEG”™). LEG provides
strategic and tactical management services for energy and related products to
heavy industrial and utility clients. LEG clients include the Portland Cement
Association and its members; Mittal Steel; Eastman Chemical; Air Liquide
Group; and Sterling Energy Management, LLC, a global power plant project
development and operations company providing services to utility companies and
independent power producers. Prior to LEG, 1 was Director - Energy
Management for Air Liquide America, Inc., for approximately 6 months after
their purchase of Messer Griesheim Industries, Inc., and was employed in the
same role by Messer for approximately 4 years. Prior to Messer, | worked for
Bethlehem Steel, Air Products and Chemicals, and Exelon Corporation in various

energy management, risk management, project development, asset optimization,
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pricing and rates, and regulatory roles. I have a Bachelor of Science Degree in
Electrical Engineering from Drexel University in Philadelphia, PA, with a
concentration on electric power systems and electrical machines. I hold a Master
of Science Degree in Engineering Management from Drexel University, which
was concentrated on utility management and specifically the economic operation
of bulk power systems.

What is the purpose of your statement?

I am addressing the benefits of the proposed use of an Empirical Cost Of New
Entry (“E-CONE”) in the Reliability Pricing Model (“RPM”) capacity mechanism
proposed by the Supporting Parties and PJM Interconnection, LLC (“PJM”) in the
settlement filed in Docket Nos. ER05-1410 and EL05-148.

How would E-CONE be used within RPM, as proposed in the settlement?
RPM includes a downward-sloping demand curve based on an administratively
determined Cost Of New Entry (“CONE™), which is essentially an estimate of the
capital carrying charges of new electric generation capacity. The value of CONE
is important to the RPM mechanism because it essentially drives capacity
revenues for generation suppliers and costs for consumers. Therefore, CONE
needs to provide adequate compensation for generation suppliers to build
adequate electric generation capacity to supply system loads, while not over-
compensating generation suppliers and causing consumer prices to exceed “just
and reasonable” levels.

What is the benefit of the proposed E-CONE process?

ER05-1410-000
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PJM’s RPM filing relied on an administrative determination of CONE in order to
create the demand curve. This value was the subject of much debate for many
valid reasons. In order for PJM to develop a CONE value, PJM Staff made a
series of assumptions regarding the size and configuration of the expected
marginal electric generation capacity that a competitive market would produce.
The myriad assumptions were the subject of debate between generation suppliers,
which would necessarily want the CONE value to be as high as reasonably
possible, and consumers, which would pay less under a more conservative set of
assumptions. Ultimately, the administrative wrangling over CONE values would
be expected to lead to periodic over- and under-pricing within the RPM capacity
construct. This outcome would be sub-optimal for both generation suppliers and
consumers, as revenues to generation would alternately be inadequate to provide
the necessary levels of investment for system reliability or excessive relative to
the reasonable actual costs of new generation. E-CONE uses market-like
dynamics, rather than an administrative process, to determine the appropriate
value of CONE. The use of E-CONE avoids the need for PJM Staff to make
numerous assumptions regarding the size and configuration of likely new
generation capacity investments and, instead, uses actual clearing prices in the
Base Residual Auction, ostensibly driven by rational bids of successful
developers in PJM’s footprint, to set CONE.

How does E-CONE work within RPM and why is that better than the

administratively determined CONE value?

ER05-1410-000
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A. Starting with Base Residual Auction (“BRA™) number §, which will be held in
2009 for a subsequent Delivery Year, the value of gross CONE (i.e., CONE prior
to a Net Energy and Ancillary Services Revenue Offset) may be adjusted if there
has been cumulative net demand for new resources in the defined “Adjustment
Areas.” This approach is superior to the administratively determined CONE in
that it evaluates the accuracy of the CONE value only after there has been a need
for actual “New Entry.” Requiring this demonstration of actual need as a trigger
for E-CONE calculations provides better assurances that the BRA clearing prices
upon which E-CONE is calculated are being driven by the offer prices of actual,
new generation investment in that Adjustment Area. Because the process
provides for dynamic interaction between real-world outcomes and the CONE
value used in the VRR Curve, it should provide a more realistic estimate of the
actual CONE than any administratively determined CONE.

Q. How does E-CONE develop a new CONE value for use within RPM?

If the evaluation of CONE demonstrates that the actual offers within an
Adjustment Area are within a reasonable band of the current value of CONE, then
no change to the current CONE estimate is made. This bandwidth helps to avoid
excessive modification to CONE, providing a more stable capacity price curve for
both suppliers and consumers. However, if there is excess generation and the
excess grows, or if there is less than the desired amount of generation and the
shortfall grows, then the value of CONE is either decreased or increased,

respectively, to adjust for the imbalance in the model.
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Changes, when necessary, to the CONE value used in the price curve would be
based on a three-year rolling average of the Gross Clearing CONE (i.e., the actual
clearing value of capacity for that year, grossed up to reflect a back-out of the Net
Energy and Ancillary Services Revenue Offsets for that year). Essentially, the
new CONE value is adjusted based upon the actual projects that successfully clear
the market. This is a more robust CONE determination than an administrative
mechanism with all of its inherent assumptions. By using actual cleared offers
that have undergone the appropriate checks for market power and any necessary
mitigation, consumers’ ever-present concerns about market power in PJM’s
footprint are reduced with respect to the key pricing point on the VRR Curve (i.e.,
the value at IRM + 1).

Q. Does this complete your statement?

A. Yes.

Attested By,
/ Paul R. Williams /

September 29", 2006
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Supporting Affidavit of Robert B. Stoddard
Page 3 of 3

1 I, Robert B. Stoddard, being duly sworn, depose and say:

2 1. INTRODUCTION AND SUMMARY

1. My name is Robert B. Stoddard. I am a Vice President of CRA International (“CRA”) in
its offices at 200 Clarendon Street, T-33, Boston, Massachusetts 02116. On October 19, 2005, 1
submitted an affidavit in these dockets on behalf of Mirant Americas Energy Marketing, LP,
Mirant Chalk Point, LLC, Mirant Mid-Atlantic, LLC, Mirant Peaker, LL.C and Mirant Potomac
River, LLC (“Mirant”)' commenting on the Reliability Pricing Mode! (“RPM") filings by PIM
Interconnection, LLC (“PJM"). That affidavit presented my professional and educational
credentials. On November 23, 2005, I filed a supplemental affidavit on behalf of the {Mirant
10  Parties], Williams Power Company, Inc. (“Williams"), and NRG Power Marketing, Inc.,
11 Conemaugh Power LLC, Indian River Power LLC, Keystone Power LLC, NRG
12  Energy Center Dover LLC, NRG Rockford LLC, Rocky Road Power LLC, and
13 Vienna Power LLC (“NRG Companies”), and on February 3, 2006, I spoke on Panel
14 2 at the Commission’s Technical Conference. Subsequently, on February 23, 2006, 1
15 filed an answering affidavit on behalf of Mirant and the NRG Companies, and on
16 June 1, 2006, prefiled testimony on paper hearing issues on behalf of Mirant.

O 00 ~1 N bW

17 2. Thave also been active through the settlement process on behalf of Mirant. In this

18  capacity, I participated fully in nearly all settlement meetings and conference calls, and I had

19  extensive personal involvement in the development and negotiation of several key aspects of the
20 proposed market design that would be created by the proposed settlement. Ihave carefully

21  reviewed the Settlement Agreement and the accompanying tariff sheets and Reliability

22 Assurance Agreement.

23 3. Irender this affidavit in support of the overall settlement and, in particular, two elements
24  of the settlement: the New Entry Price Adjustment Rule and the Minimum Offer Price Rule.
25  These two rules, although not included as part of the RPM design filed by PIM last year, make

' At the time that I submitted my Affidavit on October 19, 2005, the Mirant Parties were: Mirant
Americas Energy Marketing, LP (“MAEM™), Mirant Chalk Point, LLC, Mirant Mid-Atlantic, LLC,
Mirant Peaker, LLC (“Mirant Peaker”), and Mirant Potomac River, LLC. Since that time, MAEM
has ceased to conduct any active business, and has transferred its assets to Mirant Energy Trading,
LLC (“MET"), which is also an intervenor in these proceedings. Likewise, Mirant Peaker has
merged into Mirant Chalk Point. As a result, the Mirant Parties, as referred to herein, included MET,
instead of MAEM, and do not include Mirant Peaker.
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Page 4 of 4
1  good economic sense either in that market design or in the design as modified by the Settlement
2 Agreement, inasmuch as they will create market prices for capacity that are less susceptible to
3  swings created either by the inherent “lumpiness” of investment or by attempts to depress
4  wholesale prices by needlessly overbuilding capacity. With these two rules, therefore, capacity
5  market prices will more closely reflect the actual marginal cost of meeting system resource
6 adequacy.
7 4, As with all settlements, the proposed Reliability Pricing Model (the “RPM") market
8  design reflects a number of compromises necessary to resolve this case without litigation. With

9  this background in mind, it is my professional opinion that it is a reasonable market design. It is
10 not necessarily the only market design that could work to accomplish these goals, but it is a
11 workable design that reflects a widely-supported compromise of suppliers, buyers and regulators.
12 Given the settlement posture of this case, however, my opinion should not be construed out of
13 context as my support or the support of my client for specific individual components, or for any
14  aspect of the market design as it might be implicated in other proceedings.

15 II. NEw ENTRY PRICE ADJUSTMENT

16 5. Inits May 19, 2006 brief on paper hearing issues, PIM proposed the addition of a pricing
17  rule to allow new units to set the clearing price for several years in small, import-constrained

18  areas.? The nub of the issue is this: the size of a single, efficient generating plant may be several
19  times larger than the annual load growth in a locational delivery area (“LDA”). Building such a
20  unit would sharply lower the capacity clearing price in that LDA until the surplus created by the
21  investment can be absorbed by load growth. As I have described in earlier testimony, this effect
22  would lead to a saw-tooth pattern of prices and may undermine investment in capacity. The New
23  Entry Price Adjustment Rule in the Settlement Agreement provides that a large, new unit

24  selected in the Base Residual Auction (“BRA™) in an import-constrained LDA may be offered in
25 the next two BRAs at the lower of its first-year bid or 90 percent of Net CONE. If it does so and
26 s selected in the BRA, the unit is paid no less than its first-year offer price, while other capacity

27  resources would receive the (potentially lower) capacity clearing price.

2 Brief of PJM Interconnection, L.L.C. on Paper Hearing Issues (May 19, 2000) at 36-37.
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1 6. Furthermore, during this three year period, PIM will model the LDA with its own VRR
2 curve. This is a necessary design element of the rule. If the import constraint was modeled only
3 inthe first year, then the unit that was needed in that year to meet the LDA’s reliability
4  requirement would appear not to be needed in subsequent years. Without this unit, however, the
5 LDA would not meet its locational reliability requirement. Therefore, to give meaning to the
6 ability to bid at a meaningful level in the second and third years as a new resource, PJM must
7  continue to model the LDA as a potentially constrained region.
8 7. The Settlement Agreement’s New Entry Price Adjustment rule strikes a reasonable

9  balance between two competing views of how capacity clearing price should be set when load
10  growth is met entirely with surplus capacity built in an earlier year. One view is that, the price
11 should remain equal to the first-year offer price of the resource, reflecting the price paid to that
12 resource and the fact that the overbuild resulted from a technological limitation. An alternative
13 view is that it should fall to the VRR curve value, regarding the surplus capacity as a free good.
14  If the first view prevailed, the price could remain at or above Net CONE for several years even
15  when no new capacity was required, potentially causing yet more new capacity being built in
16  response to the high price. If the second view prevailed, we would have left unaddressed the
17  inefficiencies created by the saw-tooth prices. The proposed New Entry Price Adjustment rule
18 finds a middle path that damps harmful price volatility while avoiding sending a false *build”
19  signal to the market.

20 III. MINIMUM OFFER PRICE RULE

21 8. The Minimum Offer Price Rule (“MOPR”) is a mechanism to limit the effect on

22 wholesale capacity prices that could occur if buyers with a net short position purchase or build
23 new capacity in excess of market needs, thereby artificially suppressing the price of existing
24  resources it obtains through the RPM. This rule should, in my profession opinion, reduce the
25 incentive of buyers to undertake such wasteful over-investment in new capacity without

26 restricting their ability to engage in, and realize the full value of, commercially reasonable

27  bilateral contracts to provide for loads’ future reliability needs.

28 9. The MOPR is important to the proper functioning of the RPM. Without it, a two-tiered
29  pricing system will likely develop, where new resources are paid a competitive New CONE

30 through bilateral contracts, while existing resources (providing exactly the same reliability
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services) are paid an RPM clearing price that has been suppressed through overbuilding that
serves little purpose except to suppress capacity prices. If the RPM price were consistently
[ower than the price being paid to new entrants paid through contracts, this will weaken the
market. Only resources qualifying for, willing, and able to enter into such contracts would enter,
since spot RPM prices would be artificially low. Furthermore, it would suppress the

development of demand-side resources, because customers would not see the to the full cost of

~ hn L b W N e

maintaining resource adequacy in the capacity price.

10. The need for a MOPR is perhaps best illustrated by example. Consider this hypothetical:
an import-constrained LDA has a locational requirement of 15,000 MW, currently met by

{ ]

10 internal resources and imports totaling 15,300 MW. No new resources are needed, and if no new
11  resources come on line, the fact that supply is 102% of requirements will lead to a market price
12 of 80 percent of Net CONE.* If Net CONE is $120/MW-day, the RPM price would be $96/MW-
13 day and total payments by load in the LDA will be $536,112,000, as shown in Exhibit RS-2.

14 11. Suppose one LSE in that LDA has a net short position of 1,500 MW, 10 percent of the
15 locational requirement. To cover that net short position in the RPM auction, its cost will be
16  $53,611,200.° Seeking to reduce its costs, the LSE considers another option: buying capacity
17  bilaterally. It has two options:

18 a. It can solicit bids for capacity resources generally. Existing resources may

19 consider responding to the RFP and offering a price near the expected spot-
20 market price of $96/MW-day (80 percent of Net CONE). New resources,

21 however, would not be expected to win the solicitation, since their likely offer

3 My concem on this point is not merely hypothetical, but is borne out by a recent Request for
Proposals issued by the Connecticut Department of Public Utility Control, secking “‘new or
incremental capacity™ (and explicitly noting that “[e]xisting resources will not be considered eligible
under this procurement process.”), and such new capacity will be required to submit bids into the
New England Forward Capacity Market (“FCM") in a way narrowly tailored to be as low as possible
without triggering the rule analogous to the MOPR, regardless of actual costs. Connecticut will pay
the difference between the bid cost and the revenue requirements of the new suppliers through
supplemental contract payments. But for the existence of the MOPR-like rule in the FCM, the
opportunity to suppress prices anl distort market outcomes would be even greater.

*  Iassume throughout that the offer prices from existing supply are low enough to clear all existing
supply.

5 This figure is not the same as the net short position times the clearing price because the LSE also has
responsibility to buy 10% of the cleared resources above the IRM, 30 MW.
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1 would be closer to Net CONE. While a bilateral contract with existing
2 resources may provide benefits such as greater long-term price certainty, it
3 would not necessarily lead to a discount from the RPM prices.
4 b. It can solicit bids for new capacity resources, but only for a portion of its net
5 short position. Although the cost per MW of new capacity will be higher than
6 the cost of existing resources in this hypothetical, the fotal cost of meeting the
7 LSE’s capacity needs may be lower depending on how that new resource is
8 bid into RPM. Adding new resources into the market lowers the RPM
9 clearing price formulaically. Thus the higher per-MW cost of a relatively
10 small quantity of new MWs can be offset by the reduction in the market-
11 clearing price the LSE pays to cover its remaining short position.
12 12. Suppose in particular that the LSE in question decides to build (either on its own balance

13 sheet or by contract) a new 300 MW resource. The extra resources, equal to 2 percent of the

14 LDA’s requirement, drives the reserve margin up to 104% and the price down to 40 percent of
15 Net CONE, or $48/MW-day—half of the price that would otherwise occurred, thereby roughly
16  halving the cost of covering its remaining 1,200 MW of net short position.® If the LSE paid the
17  full gross Cost of New Entry (“CONE") for the new resources it built, its one-year savings would
18  be $18,396,000, about one-third of the total cost without this new-build strategy. Even if it paid
19  twice CONE for the new capacity, the LSE would still save $5,256,000 in the first year.

20 13. I have prepared a chart, Exhibit RS-3, that shows how capacity payments are sharply

21  reduced by this overbuilding. Unlike most graphs of the VRR, this one plots the entire range of
22  the VRR, from 0 MW to IRM+5, demonstrating just how steep the VRR is. The market outcome
23 is at 80 percent of CONE, and payments are the shaded green rectangle. By buying 300 MW at a
24  price of 100 percent of CONE, the 15,300 MW of existing capacity resources are repriced to 40
25  percent of CONE, and total consumer payments is the area below the red line.

26 14. The example shows two important parts of the issue:
27 a. First, in order to benefit from this behavior, the LSE needs to have a net short
28 position in the market after considering its bilateral purchases and owned

¢ The cost is not exactly halved, because the LSE also must by an additional 30 MW of capacity
resulting from the overbuild.
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1 assets. The key to the overbuild strategy is to offset above-market bilateral
2 costs paid to cover part of a net short position with depressed market prices to
3 cover the remaining, unhedged position.
4 b. Second, the quantity of new resources has to be large enough to lower market
5 prices materially. Otherwise, the savings on the unhedged position would not
6 be large enough to offset the above-market costs paid for the new resources.
7 15. The MOPR, as proposed, therefore includes a net-short test and impact tests, which

provide reasonable assurance that the MOPR will not change the market price unless warranted

9 to restore the price to a competitive level:

10 16. Net Short Test. Resources offered by (or under contract to) parties that do not have a

11  significant net short position in the LDA are presumed to be offered in competitively. For

12 example, if an independent power producer is willing and able to build a generation resource

13 with no capacity payment, its bid of zero would not be repriced by the MOPR since the

14  developer is not net short of capacity. Likewise, if a buyer wants to purchase or self-provide its
15 entire capacity obligation, leaving itself without a net short position in the BRA, the MOPR will
16  not apply to its bilateral purchases.

17 17. Impact Tests. The MOPR includes two impact tests that are designed to limit the appli-
18  cation of the rule to situations where the oversupply is unlikely to have a legitimate purpose:

19 a. Offer price threshold. PJM should not reprice legitimate offers of new supply
20 that reflect the resources’ actual economics but are simnply less costly than

21 expected. Therefore, offers that are within 20% of the class-specific Net

22 CONE estimate, or (if there is no class-specific Net CONE estimate for the

23 resource)} 30% of the generic Net CONE value will not be repriced, since

24 these offers (a) are likely to be consistent with a competitive offer level and
25 (b) can at worst suppress prices by 20 to 30 percent.

26 b. Price impact threshold. If some capacity offers were repriced, but the effect
27 of repricing those offers is not large, then the RPM will clear with the offers
28 as submitted. If each LSE simply covered its net short position through

29 ownership or contracts, the total quantity of resources would be approximately

30 what was needed, IRM+1, plus or minus some amount reflecting differing
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1 views on load growth, lumpy project investment, etc. Even if all these
2 resources were offered in at $0, the RPM would clear near the IRM+1 target
3 quantity and a corresponding price near Net CONE. The MOPR’s price
4 impact threshold allows natural fluctuations around Net CONE, only restoring
5 a price nearer Net CONE if a large price effect was induced by the actions of a
6 party that stood to profit from the excursion.
7 18. The MOPR also includes a “sunset” provision that triggers when new resources are
8 required in the Rest of Market area. At such time, the price differential between historically

9  constrained zones and the rest of market will be small, with the pool-wide clearing price at or
10 near Net CONE in most years. When that occurs, the benefit to suppressing the price inside the
11  LDA is also small. The Settlement Agreement does provide, however, that if the Net CONE in
12 some LDA exceeds the Net CONE in surrounding areas by 50 percent or more, that the MOPR
13 would apply to that high-cost LDA. This provision ensures that differences in prices driven by
14 underlying cost differences are not erased.

15 19. To the greatest extent possible, the MOPR was designed to be a symmetric check on the
16  bids from new entry. Although, as a general matter, bids from new entry should be competitive,
17  the Settlement Agreement identifies possible situations where bids that, if left in the market,

18  would unduly shift (up or down) the capacity clearing price from its competitive level., Bids that
19  are above a competitive level and not checked by sufficient competition from other new entry
20  bids can be rejected, avoiding market price distortions. The MOPR provides a parallel check on
21  Dbids that are below a competitive level. The MOPR strikes an equitable balance of leaving these
22 offers in the market, thereby giving the contracting parties the benefit of the particular contract,
23 while neutralizing large price distortions created by purchases well in excess of forecast

24  reliability needs.

25 20. This concludes my affidavit.
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RPM Timetable
Date item
4 months before Data Submittal to MMU for Preliminary Market Structure
BRA Screen (MSS)

3 months before
BRA

¢ Post results of Preliminary MSS
¢ Post Parameters for Delivery Year (DY)
o Preliminary PJM Region/Zonal Peak Load
Forecasts and ILR Forecasts by LDA
o |IRM, Pool-wide Average EFORd, and FPR
o Demand Resource Factor
o PJM Region Reliability Requirement and VRR
Curve for PJM Region
o LDA Reliability Requirements and VRR Curves
for the LDAs to be modeled in BRA (including
the CETO and CETL information)
o Transmission Upgrades expected to be in
service for DY
o CONE and Net E&AS values used in VRR
Curves

2 months before
BRA

o Data Submittal to MMU if submitting non-zero sell offer
price for a resource in an LDA or Unconstrained LDA
Group that fails Preliminary MSS

o Election of FRR Alternative starting with DY

1 month before DY
BRA

MMU to notify Capacity Market Sellers of Market Seller
Offer Caps

e Submittal of Initial FRR Capacity Plan for Delivery
Year

DY - 3 years (May)

DY Base Residual Auction (BRA)

DY - 23 months DY First Incremental Auction
(June)

DY - 12 months Post Final PJM Region/Zonal Peak Load Forecasts for DY
(Feb 28)

DY - 13 months DY Second Incremental Auction
(April)

DY — 6 months Final EFORd fixed for DY

(Nov 30)

DY - 4 months DY Third Incremental Auction
(January)

DY - 3 months ILR Nomination

(March 1)

June 1, DY Start of Delivery Year (DY)
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RPM Timetable

RPM Timetable Example for 2011/2012 Delivery Year

Date

Item

January 2008

Data Submittal to MMU for Preliminary Market Structure
Screen (MSS)

February 1, 2008

s Post results of Preliminary MSS
o Post Parameters for 2011/2012 Delivery Year (DY)
o Preliminary PJM Region/Zonal Peak Load
Forecasts and ILR Forecasts by LDA
o |IRM, Pool-wide Average EFORd, and FPR
o Demand Resource Factor
o PJM Region Reliability Requirement and VRR
Curve for PJM Region
o LDA Reliability Requirements and VRR Curves
for the LDAs to be modeled in BRA (including
the CETO and CETL information)
o Transmission Upgrades expected to be in
service for 2011/2012 DY
o CONE and Net E&AS values used in VRR
Curves

March 2008

o Data Submittal to MMU if submitting non-zero sell offer
price for a resource in an LDA or Unconstrained LDA
Group that fails Preliminary MSS
Election of FRR Alternative starting with 2011/2012 DY

April 2008

MMU to notify Capacity Market Sellers of Market Seller
Offer Caps

+ Submittal of Initial FRR Capacity Plan for 2011/2012
Delivery Year

May 2008

2011/2012 DY Base Residual Auction

June 2009

2011/2012 DY First incremental Auction

February 28, 2010

Post Final PJM Region/Zonal Peak Load Forecasts for
2011/2012 DY

April 2010 2011/2012 DY Second Incremental Auction
November 30, 2011 | Final EFORJ fixed for 2011/2012 DY
January 2011 2011/2012 DY Third Incremental Auction
March 1, 2011 ILR Nomination

June 1, 2011 Start of 2011/2012 Delivery Year
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Make-Whole Example

- Make-Whole Payment

A

All Offers are Block Bid

4 -2 0 2 4 6
% +/- of IRM

- [-#=VRR —=—Suwply|

Since Optimization only needs to clear portion of last offer, VRR sets clearing price
Clearing Price is 0.7 CONE at IRM+2.5%
Make Whole payments are for the MW portion of block bid beyond VRR curve

000-0TPT-G0OYA :#319)00Q UT 900Z/6Z/60 DdSO 0433 Aq PaAT203Yd (LGT0-¥00T900Z 3O 3IAd P2IPI2USH-DYII TETOTIFOUN



Substitution Example

CONE
o
®

|
|

% +/- of IRM

~—VRR —=— Su};pﬂ

All Offers are Block Bid
Optimization will clear the lowest overall cost to LDA

Substitutes the higher priced offer in for the lower priced offer with no flexibility
Clearing Price is 0.8 CONE at IRM+2%

Offer with dotted line does not clear because of lack of flexibility

No Make Whole payments
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CONE
=)
o

-10 -8 -6 -4 -2 0 2 4 6
% +i-of IRM

+VRR ;.-Supply_

All Offers are Block Bid

Continuing vertical portion of supply curve to intersection of VRR Curve results in
lower overall cost to LDA

Since intersection occurs at vertical portion of Supply curve, VRR sets clearing price
Clearing Price is 0.8 CONE at IRM+2%

Offer with dotted line does not clear because of lack of flexibility

No Make Whole payments

000-0TPT-G0OYA :#319)00Q UT 900Z/6Z/60 DdSO 0433 Aq PaAT203Yd (LGT0-¥00T900Z 3O 3IAd P2IPI2USH-DYII TETOTIFOUN



No Make-Whole Example

% +/- of IRM

L—O— VRR +_§Lpp|yJ

All Offers are Block Bid

Since intersection occurs at vertical portion of Supply curve, VRR sets clearing price
Clearing Price is 0.6 CONE at IRM+3%

No Make Whole payments

000-0TPT-G0OYA :#319)00Q UT 900Z/6Z/60 DdSO 0433 Aq PaAT203Yd (LGT0-¥00T900Z 3O 3IAd P2IPI2USH-DYII TETOTIFOUN



Vertical VRR Example

CONE
o
co

|
|

Make-Whole
Payment

.
&
&
A

% +/- of IRM

|- VRR —a—suppy |

Al Offers are Block Bid
Since intersection occurs at vertical porti
Clearing Price is 0.13 CONE at IRM+5%

on of VRR curve, Supply sets clearing price

Make Whole payments are for the MW portion of block bid beyond VRR curve
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

PJM Interconnection, L.L.C. ) Docket Nos.  ER05-1410-000 and -001
) EL05-148-000 and -001

SETTLEMENT AGREEMENT
AND OFFER OF SETTLEMENT

Pursuant to Rule 602 of the Federal Energy Regulatory Commission’s
("Commission” or “FERC"™) Rulcs of Practice and Procedure, this Settlement Agreement
and Offer of Settlement (collectively “Settlement Agreement™) is submitted by the
following parties {and ccrtain of their members or affiliates, as listed in the Settlement
Agreement) in this proceeding:  Allegheny Llectric Cooperative, Inc., Allegheny Encrgy
Companies. Amcrican Electric Power, American Forest and Paper Association, Blue
Ridge Power Agency, Con Edison Encrgy, Constcllation Encrgy Group Inc., Dayton
Power & Light Co., Dominion Resources Services, Inc., Duke Energy North America,
LI.C, Edison Mission Energy, Exelon Corporation, FirstEnergy Service Co., FPL Encrgy
Generators, Indiana Office of Utility Consumer Counsel, Indiana Utility Regulatory
Commission, Kentucky Public Service Commission, Liberty Electric Power, LLC, [.S
Power Associates, LP, Michigan Public Service Commission, Mirant Encrgy Trading,
L.L.C., North Carohna Electric Mcmbership Corporation, Old Dominion Electric
Cooperative. Pennsylvania Office of Consumer Advocate, PEPCO Holdings, Inc., PJM
Industrial  Customer Coalhtion, PJM  Interconnection, L.L.C., Portland Cement

Association, Reliant Energy Inc., Southem Maryland Electric Cooperative, Inc., Virginia
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Municipal Flectric Association, and Willlams Power Company, Inc. (collectively
“Sectthng Parties™).

This Settlement Agrcement resolves all issucs in Docket Nos. ER05-1410-000
and -001, and EL05-148-000 and -001.

L BACKGROUND

On August 31, 2005, PJM Interconnection, L.L.C. filed under scctions 205 and
206 of the Federal Power Act (‘FPA™) a proposal for a rehability pricing model (“RPM™)
to replace its cxisting capacity obligation rules (" August 31st Filing”). In the August 31st
Filing, PJM askcd the Commission to find that its existing capacity construct is unjust
and unreasonablc and that its RPM proposal was a just and reasonable replacement.’

On April 20, 2006, the Commission issued an Initial Order on RPM.? In its order.
the Commission found that PJM’s existing capacity construct is unjust and unreasonablc.
In addition, the Commission madc a number of findings as to various aspects of the RPM
proposal.’ In addition to thesc findings, the Commission instituted a paper hcaring and
scheduled a technical conference to address a number of issues for which the
Comnussion sought additional information.*

Pursuant to the April 20 Order, on May 19, 2006, PJM filed a bricf on the paper
hearing issucs. Partics to the proceeding filed comments on PJIM’s brief on June 2, 2006,

and reply comments on Junc 16, 2006. The technical conference required by the Apnl 20

August 31st Filing at 3.

- PJM Interconnection, L.L.C., 115 FERC 4 61,079 (2006) (**Apnl 20 Order™).

¥ Id atP 1.
* Il atP 6.
; Id atP 173
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Order was held on June 7-8, 2006. Comments on the technical conference were filed on
June 22, 20006.

On May 8, 2006, the American Forest and Paper Association (“AFPA™) filed a
motion to establish settlement judge proceedings, and requested that Administrative Law
Judge Lawrence Brenner conduct those proccedings.” AFPA also requested that the
Commission suspend the technical confercnce and paper hearing procedures established
in the April 20 Order pending the outcome of the proposed settlement judge
proceedings.’” On May 17, 2006, the Commission issued an Order Granting Motion for
Appointment of Scttlement Judge and Denying Request to Suspend Scheduled
Proceedings.” In that order, the Commission established settlement judge procedures, but
denied AFPA’s request to suspend the procedural schedule during the course of the
settlement judge proceedings.” In addition, the Commission granted AFPA’s request that
the scope of the settlement discussions would not be limited to the issucs that the
Commission ordered to be the subject of the paper hearing and technical conference.'”

Beginning on June 5, 2006, and continuing through the end of July, the partics to
this procceding engaged in lengthy and intense settlement discussions. As noted in the
August 3, 2006 Report By Scttlement Judge On Agreement In Princtple issued in this

proceeding, over 150 individuals representing morc than 65 parties engaged in morc than

A number of partics cither supported or did not opposc the motion to cstablish
scttlement judge proceedings.

-1

See AFPA Motion at 1.
s 115 FERC 4 61,186 (2006).
! Id atP1.

1o Id atP5.
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25 days of scttlement discussions with direct Scttlement Judge involvement and with the
assistance of Mr. Steven Shapiro of the Dispute Resolution Service, and numerous other
mectings among the negotiating partics during the settlement penod. On August 2, the
partics voted on an agreement in principle embodied in a settiement term sheet. All of
the partics to this Settlement Agreement cither voted to support or not opposec the
settlement term sheet. Six parties to the proceeding voted to opposc the scttlement term
sheet.!!

Throughout the months of August and Scptember, the parties either supporting or
not opposing scttlement engaged in further ncgotiations to resolve the open tssues and
specifics necessary to reach final scttlement on all issues in the term sheet. In addition,
the partics drafted and finalized this Secttlement Agreement, the accompanying PJIM
Tariff sheets, and necessary changes to the Reliability Assurance Agreement (“RAA™).

II. SETTLEMENT AGREEMENT

A. Implementation Date

The RPM construct described herein shall replace PIM’s current capacity
construct heginning on June 1, 2007.

B. Variable Resource Requirement Curve

The parties that opposed the settlement term sheet were:  Catoctin Power, 11.C,
Coral Power LLC, Maryland Office of the Pcople’s Counsel, New Jerscy Board
of Public Utilities, PPL. Parties, and thc PSEG Companics, consisting of Public
Service Electric and Gas Company, PSEG Encrgy Resources & Trade LLC and
PSEG Power LLC.
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The RPM capacity auctions shall be cleared using a Varable Resource
Requirement Curve'? (“VRR Curve™) as outlined in the August 31st Filing, at scction
5.10 of the proposcd attachment to the PJM Tarnff sctting forth the RPM terms and

" The Setthng Parties have agreed to modify the paramcters of the VRR

conditions.
Curve as described below, and depicted i the accompanying graph.  All Cost of New
Entry (“CONE™) valucs described and depicted in this section are computed on an
unforced cquivalent basis as defined in Section 5.10 of Attachment DD.

1 The price 1s 1.5 times the difference between the CONE and the Net
Encrgy and Ancillary Services Revenue Offsct (“Net CONE™), when the
quantity is less than or ecqual to three percentage points less than the
approved PJM Region Installed Reserve Margin (“IRM™);

2. The VRR Curve then follows a straight line to a price equal to Net CONE,
when the quantity is onc percentage point greater than the approved PJIM
Region IRM;

3. The VRR Curve then follows a straight line to a price equal to 0.2 times

Net CONE, when the guantity is five percentage points greater than the

approved PJM Region IRM; and

- Capitahzed terms uscd in this Secttlement Agreement that arc not otherwise
defined in this Settlement Agreement have the meaning given in the PJM Tariff or
Rclhability Assurance Agreement.

That PJM Tariff attachment was designated as “Alttachment Y™ in the August 31st
Filing (“Original Attachment Y™).  The attachment is now designated as
“Attachment DD to the PIJM Tanff.
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4. The VRR Curve then falls vertically to a price of zero at a reserve level,
which is five percentage points greater than the approved PJM Region

IRM.
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C. Base Residual Auction

PJM will conduct a Base Residual Auction (*“BRA™) as outlined in Section 5.4 of
Original Attachment Y, except that, after the Transition Period, the forward commitment
shall be threc years, not four years, before the Delivery Year. For example, the BRA for
the Delivery Year beginning June 2011 will be held in May 2008.

D. Incremental Auctions

Subsequent to the BRA and prior to the Delivery Year, PJM will conduct threc
Incremental Auctions, as proposcd in Original Attachment Y § 5.4, to provide a

mechanism for market participants to commit additional resources that may be needed for

6
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the Delivery Ycar cither to replace previously committed resources that have become
unavailable or to accommodate an increase in the forecasted load.

E. Commitment Period

As proposcd in the August 31st Filing, as modified hercin, the commitment period
for the capacity being offered in the BRA is onc year, beginning on June 1 and
continuing through May 31 of the following calendar year (“Delivery Year™).

F. Reliability Backstop

The Settlement retains Section 16 of Original Attachment Y, except that Section
16.3(a)(1) shall provide that, rather than being triggered after four consecutive years, the
Reliability Backstop will be triggered “if the total Unforced Capacity of all Capacity
Resources committed through Self-Supply or the Base Residual Auctions for three
consccutive Delivery Years....” (emphasis added).

G. Auction Clearing

1. Annual Pricing

This Settlement Agrcement eliminates the scasonal aspect to capacity pricing
proposed in the August 31st Filing. Therefore, the optimization algorithm utilized in the
BRA shall minimize the cost of committing Capacity Resources for the entirc Delivery
Year.

2. Optimization to Minimize LDA Cost

This Scttlement clarifies Section 5.12 of Onginal Attachment Y to ensure that
PJM minimizes total PJM Region capacity costs, regardless of whether the quantity
clearing the BRA is above or below the applicable target quantity, by providing that the
optimization algorithm will sclect from among multiple possible alternative clearing

results that satisfy applicable constraints and requirements. Such alternatives include, for
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example, accepting a lower-priced Scll Offer that interscets the VRR Curve and that
specifies a minimum capacity block, accepting a higher-priced Seli Offer that intersccts
the VRR Curve and that contains no mimimum-block limitations, or rejecting both of the
above alternatives and clearing the auction at the higher-priced point on the VRR Curve
that corresponds to the Unforced Capacity provided by all Sell Offers located entirely
below the VRR Curve. Scction 5.12 shall also be modified to add Section 5.12(e),
entitled Equal-Priced Scll Offers, to address the situation where two or more Sell Offers
would result in the same total costs to the market under the algorithm.
H. System Constraints
1. Phase-in of LDAs for RPM Pricing Purposes
This Scttlement Agreement retains a transition to the full number of Locational
Deliverability Areas (“LDAs™), but modifics the phasc-in approach.'* Specifically, under
this Settlement Agreement, the LDA transition shall be as follows:
. For Dchvery Year 2007/2008: 4 LDAs- SW MAAC (PEPCO and
BG&E), Eastern MAAC (PSE&G, JCP&L, PECO, AE. DPL, RECO),
MAAC Region plus APS (SW MAAC, Eastern MAAC, Penclec, Met Ed,
PPL, and APS), and Rest of Market (“ROM™) (ComEd, AEP, Dayton,
Dominion, and Duquesne);
. For Delivery Year 2008/2009: same 4 LDAs;

. For Dclivery Year 2009/2010: same 4 LDAs; and

. For Delivery Year 2010/2011 and forward: 23 LDAs proposed by PIM in
the August 31st Filing.

During this Transition Period, PJM shall post, for informational purposes only, prices for

each of the 23 L.LDAs (i.e., assuming no LDA phase-in) for cach BRA.

1 The LDA phase-in described herein is intended to apply for RPM pricing

purposes and 1s not intended to apply for purposes of the Regional Transmission
Expansion Plan (“"RTEP™).
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2. ldentification of ‘Uransmission Constraints for Pricing
Purposes

As part of the process to determine pricing for cach LDA, PJM will determinc and
post the Capacity Emergency Transfer Objective (“CETO™) and Capacity Emergency
Transfer Limit (“CETL™) values for all [.DAs. If an LDA potentially would be
constrained, PJIM shall determine and post the scparate VRR Curve and separate VRR
Curve data (e.g.. LDA Rehability Requirement, projected ILR, applicable CONE, and
applicable Net CONE) for the LDA. Thus, there will be a potential for price separation
for that LDA. To be clear, because the BRA shall clear using the actual resource offers
in cach of the LDAs, some of the LDAs may not bind in terms of a price separation.

Consistent with the phase-in of LDAs as discussed above, PJM will establish a
scparate VRR Curve for an LDA whenever the CETL is less than 105% of the CETO of
the 1.DA, unless PJM determines that an acceptable Ievel of rehiability, consistent with
the Reliability Principles and Standards, requires cstablishment of a separate VRR Curve
for an LDA with a margin greater than 5%. [n such a case, PJM will post on its web site
before February 1, the LDA for which the VRR Curve is being cstablished and the
margin or other information that is being used rather than the 5% margin.

3. Integration with Regional Transmission Expansion Planning
Process

The manner in which the Capacity Resources will be integrated with the Regional
Transmission Expansion Planning (“RTEP™) process shall be clarified. First, Generation
Capacity Resources that do not clear in the BRAs, and arc not sold clsewhere (At Risk
Generation™), shall be considered the minimum amount of at risk generation in the
market cfficiency analysis of the RTEP process and be considered at risk in the

sensitivity cases in the RTEP market efficiency analysis. If nccessary, PIM shall file to

9
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amend Schedule 6 of the PIJM Operating Agreement to ensure such treatment of “at risk™
generation. Second, the PJM planning market cfficiency analysis shall take into account
encrgy congestion and locational capacity prices, differentials in the imtial cost-benefit
determination of proposed transmission solutions, and later cost-benefit analyscs.
4. I.DAs for Pricing Purposes - Definitions and Process
a. Creation of New [.LDAs for RPM Pricing Purposes
If 2 new LLDA 1s included in the PJM RTEP planning process, PIM will make a
filing to create under RPM, a new LDA (including a new aggregate LDA) if such new
region is projected to have a CETL less than 105% of CETO or to address other
reliability concemns discussed above. In addition, market participants may propose. and
PJM will e¢valuate, new LDAs (including new aggregate [.DAs) for inclusion in the
RTEP planning proccss and RPM.
b. Posting Unconstrained LLDAs
In order to ensure that market participants have relevant information prior to the
conduct of a BRA, PJM will identify on its website prior to the BRA the LDAs that do

not have the potential to bind becausc they arc not constrained 1.LDAs.

c. Process to Change I.DAs for RPM Pricing Purposes
The Settling Parties agree that in order for PJM to change any of the LLDAs, cither
during the transition or in the ¢nd state, PJM shall make a filing under Section 205 of the
FPA to effectuate such a change.
5. Transfer of Obligations to Pay Locational Reliability Charges
Original Attachment Y shall be modificd to provide that for purposcs of PIM
settlements and billing processes, obligations to pay Locational Reliability Charges can

be transferred between and among LSEs and other Market Participants as follows: PJM

10
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shall facilitate a process, similar to cSchedules, whereby before or after any BRA, an
LSE or other Market Participant can provide PJM with a schedule that specifies the
buyer, scller, volume of capacity to be transferred, location where capacity prices arc
calculated, and start and end date of that transfer. This PIM-facilitated process shall not
alter the physical supply and demand balance in the BRA, and such transfers shall not
establish any obhigations that arc incompatible with the BRA or any other auction.

L Market Power Mitigation

All mitigation shall be as proposed by PJM in the August 31st Filing and PJM’s
May 19, 2006 Bricf on Paper Heanng Issucs (at pages 25-38), except as follows:

1. Market Power Mitigation Rules for Planned Generation
Capacity Resources

Section 6.5(a)(n1) of Onginal Attachment Y shall be amended to provide that
offers bascd on Planned Generation Capacity Resources shall be presumed competitive in
the auctions for the first Delivery Year for which such resource qualifies as a Planned
Generation Capacity Resource, but may be rejected if found by the PJM Market
Montitonng Unit not to be competitive in accordance with certain specified cntena and
procedures.

Planned Genceration Capacity Resources that clear the BRA shall be treated as
Existing Generation Capacity Resources in the auctions for any subscquent Delivery
Y ear; provided, however, that such resources may receive certain price assurances for the
two Declivery Years immediately following the first Delivery Year of service under the
conditions specificed in Section 11K of this Agreement.

Scction 6.5(a)(1) further shall provide that Sell Offers based on Planned

Generation Capacity Resources submitted for the first ycar in which such resources

11
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qualify as Planncd Generation Capacity Resources shall be deemed competitive and not
be subject to mitigation if: (1) collectively all such Scll Offers provide Unforced
Capacity in an amount equal to or greater than two times the incremental quantity of new
entry required to mect the LDA Reliability Requirement; and (2) at Icast two unaffiliated
supplicrs have submitted Sell Ofters for Planned Generation Capacity Resources in such
LLDA. Notwithstanding the foregoing, any Capacity Market Scller, together with
Affiliates, whose Scll Offers based on Planned Generation Capacity Resources i that
LDA arc pivotal 1s subject to mitigation.

Where these first two conditions arc not met or the Sell Offer is pivotal, the
Market Monttoring Unit shall: (1) compare cach such Sell Offer to Sell Offers submutted
in other LDAs (with due rccognition for locational differences) and to the Cost of New
Entry for the LDA in which the offer otherwise would clear and other LDAs (with due
recognition for locational differences); (2) evaluate potential barricrs to new entry on the
basis of intervicws with potential suppliers and other market participants; and (3)
determing, based on that analysis, whether to reject such Sell Offer as non-competitive.
Following the conduct of the applicablc auction and before the final determination of
clearing pnces, in accordance with the same timeframe for possible cost-capping of
offers based on existing resources, the Market Monitoring Unit shall notify a seller whosc
Sell Offer is decemed non-competitive and allow such Capacity Market Seller an
opportunity to submit a revised Sell Offer. PJM then shall clear the auction with such
reviscd Scll Offer in place if the Market Monitortng Unit determines that such revised
offer is competitive in accordance with the above criteria. [f the revised Sell Offer is not
deemed competitive, it will be rejected.

2. Modifications and Clarifications to Avoeidable Cost Formula

12
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The Avoidable Cost Rate contained in Section 6.8(a) of Original Attachment Y

shall be modified and clanified as follows:

. APIR (Avoidable Project Recovery Rate) = PI * CRF

Where:

. PI is the amount of project investment reasonably required to enable a
Gieneration Capacity Resource that 1s the subject of a Scll Offer to
continue operating or improve availability during Peak-Hour Periods
during the Delivery Ycar.

. CREF 1s the annual capital recovery factor from the following table applied
in accordance with the terms specified below.

Agec of Existing Unit Remaining Levelized CRF |
(in Years) Life of Plant
S (Ycars) _ B
! Ito5 20 0.125
6 to 10 | 15 0.146
111015 10 0.198
16 Plus 5 0.363
Mandatory Capital 4 0.450
Expenditurcs
(“CapEx™)
40 Plus Alternative ! | 1100

Unless otherwise stated, Age of Existing Unit shall be cqual to the number of
years since the Unit commenced commercial operation, up to and through the
rclevant Delivery Year.

Remaining Life of Plant dcfines the amortization schedule (ie., the maximum
number of ycars over which the Project Investment may be included in the
Avoidable Cost Ratc.)

Capital Expenditures and Project Investment

FFor any given Project Investment, a Capacity Market Scller may make a one-time
clection to recover such investment using: (1) the highest CRF and associated
recovery schedule to which it is entitled; or (i1) the next highest CRF and
associated recovery schedule. For these pumposes, the CRF and recovery schedule
for the **16 Plus™ category is the next highest CRF and recovery schedule for both
the “Mandatory CapEx™ and the “40 Plus Altemative™ categorics. The Capacity
Market Sclier using the above table must provide the PIM Market Monitoring
Unit with information, identifying and supporting such clection, including but not

12
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limited to the age of the unit, the amount of the Project Investment, the purposc of
the investment, evidence of corporate commitment (c.g., an SEC filing, a press
release, or a letter from a duly authonized corporate officer indicating intent to
make such investment), and detailed information concerming the governmental
requirement (if applicable). Absent other wntten notification, such election shall
be deemed based on the CRF such Scller employs for the first Scll Offer
reflecting recovery of any portion of such Project Investment. A Sell Offer
submitted in the BRA for either or both of the 2007-2008 and 2008-2009 Delivery
Years for which the 16 Plus™ CRF and rccovery schedule is sclected may not
exceed an offer price equal to the then-current Net CONE (on an unforced-
cquivalent basis).

For any resource using the CRF and associated recovery schedule from the CRF
table that sct the Capacity Resource Clearing Price in any Delivery Year, such
Capacity Market Selter must also provide to the PIM Market Monitoring Unit, for
informational purposes only, evidence of the actual expenditure of the Project
Investment, when such information becomes availabic.

If the project associated with a Project Investment that was included in a Scll
Offer using a CRFE and associated recovery schedule from the above table has not
entered into commercial operation prior to the end of the relevant Delivery Year,
and the resource’s Sell Offer sets the clearing price for the relevant LDA, the
Capacity Market Seller shall be required to clect to cither (1) pay a charge that is
equal to the difference between the Capacity Resource Clearing Price for such
I.DA for the relevant Delivery Ycar and what the clearing pnce would have been
absent the APIR component of the Avoidable Cost Rate, this differcnce to be
multiplied by the cleared MW volume from such Resource (“rcbate payment™);
(i1) hold such rebate payment in escrow, to be released to the Capacity Market
Seller in the cvent that the project enters into commerctal operation during the
subsequent Delivery Ycar or rebated to LSEs in the relevant LDA if the project
has not entered into commercial operation during the subscquent Delivery Year,
or (in) make a rcasonablec investment in the amount of the Pl in other existing
Generation Capacity Resources owned or controlled by the Capacity Market
Seller or its Affiliates in the relevant LDA. The revenue from such rcbate
payments shall be allocated pro rata to LSEs in the relevant LDA(s) that were
charged a locational Reliability Charge for such Delivery Year, based on their
Daily Untorced Capacity Obligation in the relevant LDA(s). If the Sell Offer
from the Generation Capacity Resource did not set the Capacity Resource
Clearing Price in the relevant LDA, no alternative investment or rebate payment
1s required.  If the difference between the Capacity Resource Cleaning Price for
such LDA for the rclevant Delivery Year and what the cleanng price would have
been absent the APIR amount does not exceed the greater of $10 per MW-day or
a 10% increasc in the cleaning price, no alternative investment or rebate payment
is requircd.

14
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Mandatory CapEx Option

The Mandatory CapEx CRF and recovery schedule is an option available,
beginning in the third BRA (Dehivery Year 2009-10), to a resource that must
make a Project Investment to comply with a governmental requirement that would
otherwise materially impact operating levels during the Dehivery Year, where: (1)
such resource 1s a coal, otl or gas-fired resource that began commercial operation
no fcwer than fifteen yecars prior to the start of the first Delivery Year tor which
such recovery is sought, and such Project Investment i1s equal to or exceeds
S200/kW of capitalized project cost; or (11) such resource is a coal-fired resource
located in an LDA for which a separate VRR Curve has been established for the
rclevant Delivery Years, began commercial operation at least 50 ycars prior to the
effective date of that certain September 29, 2006 Settlement Agreement in FERC
Docket Nos. ER05-1410 and EL05-148, and the Capacity Market Seller
submitting the sell offer for such resource was a signatory or an Affiliate of a
signatory to such Scttlement Agreement.

A Capacity Market Seller that wishes to elect the Mandatory CapEx option for a
Project Investment must do so beginning with the Base Residual Auction for the
Delivery Year in which such project is expected to enter commercial operation. A
Sell Offer submitted n any Base Residual Auction for which the “Mandatory
CapEx" option 1s seclected may not cxceed an offer price equivalent to 0.90 times
the then-current Net CONE (on an unforced-equivalent basis).

40 Year Plus Alternative Option

The 40 Plus Alternative CRF and recovery schedule i1s an option available,
beginning in the third BRA (Dclivery Year 2009-10), for a resource that 1s a gas-
or oil-fired resource that began commercial operation no less than 40 ycars prior
to the conduct of the rclevant BRA (excluding, however, any resource in any
Delivery Year for which the resource is receiving a payment under Part V of the
PJM Tantf). Generation Capacity Resources electing this 40 Plus Alternative
CRF shall be treated as At Risk Generation for purposes of the sensitivity runs in
the RTEP process. Resources clecting the 40 Year Plus Option will be modeled
in the RTEP process as *“‘at-risk™ at the end of the one-year amortization period.

A Capacity Market Scller that wishes to clect the 40 Plus Alternative option for a
Projcct Investment must provide wntten notice of such ¢lection to the Office of
the Interconnection no later than six months prior to the Base Residual Auction
for which such election is sought; provided however that shorter noticec may be
provided 1f unforescen circumstances give risc to the need to make such clection
and such scller gives notice as soon as practicable.

The Office of the Interconnection shall give market participants reasonable notice
of such clection, subjcct to satisfaction of requircments under the PJIM Operating
Agreement for protection of confidenual and commercially sensitive information.
A Scll Offer submitted in any Base Residual Auction for which the “40 Plus

15
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Alternative™ option 1s sclected may not exceed an offer price equivalent to the
then-current Net CONE (on an unforced-equivalent basis).

Scction 6.8(b) of Onginal Attachment Y 1s modtfied as follows:
(b) For the purpose of determining an Avoidable Cost Rate, avoidable
cxpenses arc incremental expenses directly required to operate a
Generation Capacity Resource that a Generation Capacity Resource
Owner would not incur if such Resource did not operate during the

Delivery Year or meet Availability critena during Peak-Hour Periods
during the Delivery Year.

In addition, Scction 6.7 of the Original Attachment Y 1s modified to provide, in
connection with the Capacity Market Scller’s submittal of data and calculations for the
Market Scller Offer Cap for cach existing generation resource that the Market Monitoring
Unit shall “notify the Capacity Market Seller one month prior to the auction whether such
submittal will be accepted, and if not, provide to such seller detailed information as to
why such submittal was not accepted.”™

3. Relaxed Information Requirement Conditions

The Settling Parties have agrced to delete 6.7(a)(ii) of Original Attachment Y. In
addition, the Settling Partics have agreed to make non-substantive modifications to
Section 6.7(b) to conform with the Settlement described herein.  The Settlement
Agreement also includes a new Scction 6.7(c) that provides as follows:

(c) Potential auction participants identified in subsection (b) above nced not
submit the data specified in that subscction for any Generation Capacity
Resource:

1. that is in an Unconstrained LDA Group or. if this is the relevant
market, thc entire PJM Region, and i1s in a resourcc class
determined by the Market Monitoring Unit as not likely to include
the marginal price-setting resources in such auction; or

. for which the potential participant commits that any Sell Offer it
submits as to such resource shall not include any price above the
level identified for the relevant resource class by the Market
Monitoring Unit.

16
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‘The Market Monitoring Unit shall determine, in its discretion, following
stakeholder consultation, the resource classes and corresponding prices described
in this subscction and shall identify such resource classes and prices in the posting
required by section 6.2(a). Nothing herein precludes the Market Monitoring Unit
from requesting additional information from any potential auction participant as
deemed necessary by the Market Monitonng Unit, including, without limitation,
additional cost data on resources in a class that i1s not otherwise expected to
include the marginal price sctting resource; and compliance with such request
shall be a condition of participation in any auction. Any Sell Offer submitted in
any auction that is inconsistent with any commitment made pursuant to this
subsection shall be rejected, and the Capacity Market Scller shall be required
promptly to resubmit a Scll Offer that complics with such commitments. If the
Capacity Market Seller docs not timely resubmit its Sell Offer, it shall be deemed
to have submitted a Sell Offer that comphes with the commitments made under
this subsection, with a default price cqual to the maximum price for the class of
resource identified in the Sell Offer, as previously specified by the Market
Monitoring Unit in the posting requircd by scction 6.2(a). Notwithstanding the
forcgoing, If the Capacity Market Scller demonstrates to the satisfaction of the
Market Monttoring Unit that a significant change in circumstances warrants
submission of a Scll Offer that 1s inconsistent with a prior commitment under this
subscction, then the Market Monitoring Unit shall allow such Sell Oftfer provided
that the Capacity Market Scller promptly notifies the Market Monttoring Umit
upon becoming aware of the change in circumstances and provides all
information deemed necessary by the Market Monitoring Unit to support such
Sell Offer and that the offer 1s otherwise consistent with the requirements of this
section 6. The obligation imposed under section 6.6(a) shall not be satisfied
unless and until the Capacity Market Scller submits (or is deemed to have
submitted) a Sell Offer that conforms to its commitments made pursuant to this
subscction.

Finally, the Settling Parties havc agreed to replace Section 6.7(d)(1v) with the following:

(iv)  Projected PJM Market Revenues, as defincd by section 6.8(d) for
any Generation Capacity Resource to which the Avoidable Cost
Rate 15 applied.

4. Offer Cap Offset
The Scttling Parties have agreed to sct forth the energy and ancillary scrvices
offset to the Offer Cap in a new section to Original Attachment Y. Specifically, the
Settling Parties have agreed to a new provision, Section 6.8(d), which provides that:
(d) Projected PJM Market Revenues for any Generation Capacity Resource to

which thc Avoidable Cost Rate 1s applied shall include all actual unit-
specific revenues from PJM energy markets, ancillary services. and unit-
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specific bilateral contracts from such Generation Capacity Resource, net
of marginal costs for providing such cnergy (1.c., costs allowed under cost-
based offers pursuant to Section 6.4 of Schedule | of the Operating
Agrecement) and ancillary services from such resource.

(1) For the first three BRAs (for Dclivery Years 2007-08, 2008-09,
2009-10), the calculation of Projected PJM Market Revenues shall
be cqual to the simple average of such net revenues as described
above for calendar years 2001-2006; and

(1) For the fourth BRA (delivery year 2010-11) and thercafter, the
calculation of Projected PJIM Market Revenues shall be equal to
the rolling simple average of such net revenues as described above
from the three most recent whole calendar years prior to the year in
which the BRA is conducted.

If a Generation Capacity Resource did not reccive PJM market revenues
during the enuire relevant tme period because the Generation Capacity
Resource was not integrated into PJM during the full period, then the
Projected PJM Market Revenues shall be calculated using only those
whole calendar years within the full period in which such Resource
received PJM market revenues.

If a Generation Capacity Resource did not receive PJM market revenues
during the entire relevant time period because it was not in commercial
opcration during the entire period, then the Projected PJM  Market
Revenues shall be calculated based upon net revenues received over the
entire period by comparable units, to be developed by the MMU and the
Capacity Market Seller.

5. Market Power Mitigation During the Transition Period
A ncw scction 17.5, cntitled “"Market Mitigation During Transition Penod™ will
be added to Onginal Attachment Y. New section 17.5 will provide as follows:

The provisions of Section 6 of this Attachment shall apply to all Reliability
Pricing Model Auctions conducted durtng the Transition Peniod; provided.
however, that during the Transition Pcnod, as to a Capacity Markcet Seller that
was a signatory to that certain Settlement Agrcement dated September 29, 2006 in
FERC Docket Nos. ER05-1410 and ERO05-148, or any Affiliate of such a
signatory, and that owns or controls no morc than 10,000 megawatts of Unforced
Capacity in the PJM Region, the otherwisc applicable Market Seller Offer Cap
provided in Section 6 shall be increased by up to the following amounts in the
following years for any Secll Offer submitted by such a seller in any
Unconstrained LDA Group with respect to no more than 3,000 megawatts of such
Unforced Capacity:

18
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(&) S10/MW-day for the 2007-2008 Delivery Year;
(b) S1(/MW-day for the 2008-2009 Delivery Year; and
(c) $7.50/MW-day for the 2009-2010 Delivery Year;

For purposcs of this provision, the 10,000 megawatt maximum shall apply
scparately to a Capacity Market Seller’s resources subject to statc rate-based
regulation and resources that are not subject to state ratc-bascd regulation.

J. Minimum Offer Price Rule for New Entry in Constrained LDAs

A new Section 5.14(h) shall be added to Original Attachment Y of the PJM Taniff,
providing as follows:

(H) Prior to cach Basc Residual Auction, the Market Monitoning Unit shall
develop locational assct-class estimates of competitive, cost-basced, real
levelized (ycar one) Cost of New Entry, net of energy and ancillary
service revenues (“Net Asset Class Cost of New Entry”).  Other than the
levelization approach, determination of the Cost of New Entry component
of the Net Assct Class Cost of New Entry shall be consistent with the
methodology uscd to determine the Cost of New Entry sct forth in Scction
5.10(a)(iv)}(A) of this Attachment. Notwithstanding the foregoing, the Net
Asset Class Cost of New Entry shall be zero for: (i) base load resources,
such as nuclear, coal and Intcgrated Gasification Combined Cycle, that
require a period for development greater than three years; (1) any facility
associated with the production of hydroclectric power; (111) any upgrade or
addition 1o an existing Generation Capacity Resource; or (iv) any Planned
Generation Capacity Resource being developed in response to a state
regulatory or legislative mandate to resolve a projected capacity shortfail
in the Delivery Year affccting that state, as determined pursuant to a state
evidentiary procceding that includes due notice, PJM participation, and an
opportunity to be heard.

(2) The Market Monitoring Unit shall evaluate any Scll Offer that is based on
a Planned Generation Capacity Resource submitted in a Basc Residual
Auction for the first Delivery Year in which such resource qualifics as
such a recsource, in any LDA for which a separate VRR Curve has been
established, and shall determine whether such Scll Offer mects cach of the
following critenia:

. Scll Offer affects the Clcaring Price;
it. Scll Offer 1s less than 80 percent of the applicable Net Asset Class

Cost of New Entry or, if there 1s no applicable Net Asset Class
Cost of New Entry, less than 70 percent of the Net Asset Class
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Cost of New Entry for the Reference Resource effective in such
[.DA; and

1. The Capacity Market Scller and any Affiliates has or have a “net
short position™ in such Basc Residual Auction for such [.LDA that
cquals or excceds (a) ten percent of the LDA Reliability
Requirement, if less than 10,000 megawatts, or {b) five percent of
the total LDA Reliability Requirement, if equal to or greater than
10,000 megawatts. A “net short position™ shall be calculated as
the actual retail load obligation minus the portfolio of supply. An
“actual retail load obligation™ shall mean the LSE"s combined load
served in the LDA at or around the time of the Base Residual
Auction adjusted to account for load growth up to the Delivery
Yecar, using the Forccast Pool Requirement. A “portfolio of
supply” shall mean the Generation Capacity Resources (on an
unforced capacity basis) owned by the Capacity Market Seller and
any Affiliates at the time of the Base Residual Auction plus or
minus any gencration that 1s, at the ume of the BRA, under
contract for the Delivery Year.

(3) If the Market Monitoring Unit determines that alt of the criteria of Section
5.14(h)2) are met, it shall notify the Capacity Market Seller of this
determination.  Within five business days, or such other period to which
the Market Monitoring Unit consents, such Capacity Market Seller may
supply the Market Monitoring Unit with specific information about the
costs and operational parameters relating to its Sell Offer.  If the Capacity
Market Scller fails to supply any such information within the specificd
time, or if the Markct Monitoring Unit dcterminces that the information
provided, combined with revenues that would be camed in PIM-
administered markets as detcrmined by PJM, does not support the offer,
the applicable cost-based net Cost of New Entry determined in Section
5.14(h)(1) shall be used to establish an alternative Sell Offer. The
altcrnative Sell Offer employed in place of the actual Scll Offer shall be
equal to 90 percent of the applicable Net Asset Class Cost of New Entry
or, if there is no applicable Net Assct Class Cost of New Entry equal to 80
percent of the Net Asset Class Cost of New Entry for the Reference
Resource. Upon timely receipt of such information, the Market
Monitoring Unit shall determinc whether such Sell Offer is consistent with
the real levelized(ycar one) competitive, cost-based, fixed, net cost of new
entry were the resource to rely solely on revenucs from PJM-administered
markets (i.e., were all output from the unit sold in PJM-administered spot
markets). The Market Monitoring Unit shall adjust the altcrmative Sell
Offer if appropriate on the basis of the relevant and rchiable supporting
information available and the application of an objective analysis.

4) The Market Monitoring Unit shall request that the Office of the
Interconnection perform a sensitivity analysis on any Base Residual
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Auction that included Scll Offers mecting the criteria of Section
5.14(h)(2), for which an acceptable alternative Sell Offer was not provided
consistent with Section 5.14(h)3). Such analysis shall re-calculate the
clearing price for the Basc Residual Auction employing in place of cach
actual Sell Offer meeting the criteria a substitute Sell Offer equal to 90
percent of the applicable cstimated cost determined in accordance with
Section 5.14(h)(1) above, or, if there 1s no applicable cstimated cost, equal
to 80 percent of the then-applicable Net CONE. If the resulting difference
in price between the new clearing price and the imtal clearing price
differs by an amount greater than the greater of 20 percent or 25 dollars
per megawatt-day for a total LDA Reliability Requirement greater than
15,000 megawatts; or the greater of 25 percent or 25 dollars per megawatt-
day for a total LDA Rcliability Requircment greater than 5,000 and less
than 15,000 megawatts; or the greater of 30 percent or 25 dollars per
megawatt-day for a total LDA Reliability Requirement of lcss than 5.000
mcgawatts; then the Market Monitoring Unit shall discard the results of
the Base Residual Auction and determine a replacement clearing price and
the identity of the accepted Capacity Resources using the procedure sct
forth in scction 5.14(h){(5) below,

(5) Including all of the Sell Offers in a single Base Residual Auction that meet
the criteria of 5.14(h)(4) above, PJM shall first calculate the replacement
clearing price and the total quantity of Capacity Resources needed for the
[.DA. PIM shall then accept Sell Offers to provide Capacity Resources in
accordance with the following priority and criteria for allocation: (i) first,
all Sell Offers in their entirety designated as self-supply; (11) then, all Sell
Offers of zcro, prorating to thc extent necessary, and (ni) then all
remaining Scll Offers in order of the lowest price, subject to the
optimization principles set forth in Scction 5.14.

(0) Notwithstanding the foregoing, this provision shall terminate when there
cxists a positive net demand for new resources, as defined in Section
5.10(a)(iv)(B) of this Attachment, calculated over a period of consccutive
Delivery Years beginning with the first Delivery Yecar for which this
Attachment 1s effective and concluding with the last Delivery Yecar
preceding such calculation, in an arca comprised of the Unconstrained
I.LDA  Group in cxistence during such first Delivery Year
Notwithstanding the forcgoing, the Market Monitoring Unit shall reinstatc
the provisions of this section, solely under conditions tn which a
constrained LDA has a gross Cost of Ncw Entry cqual to or greater than
150 percent of the greatest prevailing gross Cost of New Entry in any
adjacent [LDA.

The Settling Parties agree that, in addition to the Article V provision regarding No

Admissions or Precedent, contained in this Scttlement Agreement, this Scction I is not
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intended to reflect any position of the Settling Partics regarding the appropnate level of
offer price for new capacity resources in a residual auction.

K. New Entry Price Adjustment

This Agrcement cstablishes a New Entry Price Adjustment in the PJM Tanff and
addresses PJM Market Monitoring Unit review of such New Entry Price Adjustment.

1. New section 5.14(c)

The Scttling Parties have added a new Scection 5.14(¢) to Attachment DD in order

to address a New Entry Price Adjustment. The new provision states as follows:

A Capacity Market Scller that submits a Sell Offer based on a Planned Generation
Capacity Resource that clears in the BRA for a Delivery Year may, at its clection,
submit Sell Offers with a New Entry Price Adjustment in the BRAs for the two
immediately succeeding Delivery Years if:

1. Such Capacity Market Scller provides notice of such clection at the
time it submits its Scll Offer for such resource in the BRA for the
first Delivery Year for which such resource i1s cligible to be
considered a Planned Generation Capactity Resource;

1. Acceptance of such Sell Offer in such BRA increases the total
Unforced Capacity in the LDA in which such Resource will be
located from a megawatt quantity below the LDA Reliability
Requirement to a megawatt quantity corresponding to a point on
the VRR Curve wherc price is no greater than 0.40 times the
applicable Nct CONE divided by (one minus the pool-wide
average EFOR); and

il Such Capacity Market Scller submits Sell Offers in the BRA for
the two immediately succecding Delivery Ycars for the entire
Unforced Capacity of such Generation Capacity Resource equal to
the lesser of: 1) the price 1n such seller’s Sell Offer for the BRA in
which such resourcc qualificd as a Planned Generation Capacity
Resource; or 2) 0.90 times the then-current Net CONE, on an
Unforced Capacity basis, for such LDA.

If the Sell Offer 1s submitted consistent with the foregoing conditions, then:

1. in the first Delivery Year, the Resource sets the Capacity Resource
Clearing Price for the LDA and all resourccs in the LLDA receive
the Capacity Resource Clearing Price.

xS
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. in the subsequent two BRAs, if the Resource clears, it shall receive
the higher of the foregoing Sell Offer price and the Capacity
Resource Clearing Price for such LDA. If the Scll Offer price
exceeds the Capacity Resource Clearing Price, the difference will
be paid as a Resource Make-Whole Payment in accordance with
Section 5.14(b). Other capacity resources that clear the BRA in
such LDA reccive the Capacity Resource Clearing Price as
determined 1n Section 5.14(a).

The failure to submit a Sell Offer consistent with Section 5.14(c)(1)-(iit) in the
BRA for Delivery Year 3 shall not retroactively revoke the New Entry Price
Adjustment for Delivery Year 2.

For cach Delivery Year that the foregoing conditions are satisfied, the Office of
the Interconnection shall maintain and employ in the auction clearing for such
LDA a separate VRR Curve, notwithstanding the outcome of the test referenced
in Section 5.10(a)(1) of this Attachment.

2. Market Monitor Review
The MMU’s ¢xisting authority and review responsibilitics will include the New
Entry Price Adjustment. The MMU shall analyze and include New Entry Price
Adjustment in the State of the Market Report.
1. Determination of the Cost of New Entry
1. CONE for First Four Delivery Years
Subject to Article III of this Agrcement, the CONE used to establish thc VRR
Curves for the BRA for the first, sccond, third, and fourth Delivery Ycars (i.c., the
Delivery Years commencing June 1, 2007, June 1, 2008, June 1, 2009, and June 1, 2010)
shall be at the levels provided in section 5.10(a)(in) of Onginal Attachment Y, offset by
the Encrgy and Ancillary Services Rcvenue offsets determined in accordance with
scction II.M of this Agreement. The CONE and the Energy and Ancillary Services
Revenue Offset shall continue to be sceparately calculated for any subsequent Delivery

Years, and determined in accordance with the provisions of this Agreement and the PJM

Tariff.
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2. Procedures for Possible Automatic Adjustment to the Cost of
New Entry for the Fifth and Subsequent Delivery Years

The CONE established by Scction 11.L.1 of this Agreement is subject to automatic
adjustment under certain conditions.  The procedures, conditions, and standards
governing such automatic adjustments shall be set forth in a new subsection to section

5.10 of Attachment DD, providing as follows:

(B)  Following the Transition Period, the CONE shall be subject to adjustment
in accordance with the following:

(1) The CONE in a CONE Arca shall be evaluated for possible
adjustment when there is a Net Demand for New Resources in the
Base Residual Auctions over a period of three consecutive
Delivery Ycars.

(2) Net Demand for New Resources means that, for any such three-
year period evaluated, the following formula yields a positive
numbecr:

FPR Adjusted Load Growth in Years 1 to 3 + Generation Retirements in Ycars |
to 3 —Surplus Resources in Year 1 + (CETL in Year 3 CETL in Year 1);

where:

FPR Adjusted Load Growth in Years 1 to 3 — (Prehminary Zonal Peak Load
Forecast for all Zones in such CONE Area for the third Delivery Year in such
cvaluation minus the Preliminary Zonal Peak Load Forecast for such Zones for
the Delivery Year immediately preceding the three Delivery Years cvaluated)
times the Forecast Pool Requirement (substituting in such calculation, however, a
percentage figure of IRM+1, rather than IRM);

Generation Retirements in Years 1 to 3 = all announced deactivations, pursuant to
Part V of the PJM Tanff, of Existing Generation Capacity Resources in such
CONE Arca with an cffective date of any day dunng the threc consecutive
Delivery Years cvaluated, statcd on an Unforced Capacity basis;

Surplus Resources in Year 1 = the total Unforced Capacity of all existing
Generation Capacity Resources located in such CONE Area that arc subject to the
offer requirement in scction 6.6 of this Attachment for the first Delivery Year
evaluated, less the total Unforced Capacity corresponding to “Point Two™ (as
defined in section 5.10(a)(1)) on the Vanable Resource Requirement Curves for
all LDAs in such CONE Area for such Delivery Ycar.
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CETL = Capacity Emergency Transfer Limit to the area for which there is a
separatc VRR curve.

(3) For ecach CONE Arca for which there 1s a Net Demand for New
Resources over such three-year period, as determined pursuant to
subscction (b) above, the CONE shall be adjusted (if at all) as
prescribed by subscction (¢) to the extent required based on the
quantity of Unforced Capacity cleared in the Base Residual
Auction, as sct forth in subsecction (d).

(4) If a CONE Arca encompasses arcas with separate VRR Curves,
then the procedures described in subscctions (d) and (¢) below will
be applied separatcly for cach arca with a scparatc VRR Curve,
and the CONE for thc CONE Arca will be determined as the
average of the resulting CONE value for the areas, the average to
be weighted by the LDA Rcliability Requirement of cach arca. If,
pursuant to subscction {f) below, a CONE Area that had been
composcd of arcas with separate VRR Curves 1s divided nto
multiple CONE Areas, then the CONE for each new CONE Arca
will be reset based on the histonical CONE values computed for
that arca, not the weighted average of the now-defunct CONE
Arca.

(5) If the quantity of Unforced Capacity cleared in the Base Residual
Auction for the third Delivery Year evaluated is:

(1) in the Equilibrium Zone, no change to CONE is required.

(1) above the Equilibrium Zone, CONE shall be decreased in
accordance with subscction (¢); provided, however, that no
change to CONE 1s required 1f the excess of Unforced
Capacity relative to the Equilibum Zone for the third
Dclivery Ycar cvaluated is less than or cqual to the cxcess
of Unforced Capacity relative to the Equilibrium Zone for
the first Delivery Year evaluated.

(1)  below the Equilibrium Zone, CONE shall be increased in
accordance with subsection (e¢); provided, howecver, if
CONE was increased as a result of Unforced Capacity
clcaring below the Equilibrium Zone in a CONE
adjustment evaluation hereunder for such CONE Arca for
the immediately preceding Delivery Year, then CONE shall
be increased only if the shortage of Unforced Capacity
relative to the Equilibrium Zone for the third Delivery Year
cvaluated 1s greater than or cqual to the shortage of
Unforced Capacity rclative to the Equilibrium Zone for the
first Delivery Year evaluated.
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(6) In any case where an increase or decrease to CONE in a CONE
Area is required by the above provisions:

(1) the then-current value of the Cost of New Entry for such
CONE Area shall be compared agamst the Empirical
CONE for such area,

where:

Empirical CONE - the weighted average for all LDAs in
the CONE Area (weighted by load in such [LIDAs) of: (1)
the average Capacity Resource Clearing Price in each such
[.DA determined in the Base Residual Auctions for such
threc Dchivery Years; plus (1) the average of the Net
Encrgy and Ancillary Market Revenue Offsets used in the
Vanable Resource Requirement Curve for such LDA for
such threc ycars.

(11) if an increase 1s required, CONE shall be increased by the
lesser of (a) 0.50 times the positive difference between
Empirical CONE and CONE; and (b) (.10 times CONE.

where a decrease is requircd, CONE shall be decrcased by
the lesser of (a) (.50 times the negative difference between
Empinical CONE and CONE; and (b) 0.10 times CONE.

(7 Any LDA for which a scparate VRR Curve has been established
for the Basc Residual Auctions for cach of threc consccutive
Delivery Ycars shall be cvaluated under the provisions of this
scction. If the result of such c¢valuation 1s that the CONE
calculated for such LDA would differ by at least 10 percent from
thc CONE then applicable to such LDA, then such LLDA shall be
established as a CONE Area, with a Cost of New Entry adjusted
based on thc Cost of New Entry computed over the prior three
Dechivery Years for that LDA.

ADDITIONAL DEFINITIONS FOR DEFINITION SECTION

“Equilibrium Zone™ shall mean:

(a) for the VRR Curve for the PJM Region, any quantity of Unforced
Capacity between (1) [the PJM Region Reliability Requirement
multiplied by (100% plus IRM%) divided by (100% plus IRM%)]
minus the Forecast RTO ILLR Obligation; and (i1} [the PJM Region
Reliability Requirement multiplied by (100% plus IRMY% plus 2%)
divided by (100% plus IRM%)] minus the Forecast RTO ILR
Obligation; and
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(b) for the VRR Curve for any Locational Dcliverability Arca. any
quantity of Unforced Capacity between (1) [the LDA Rcliability
Requirement multiplied by (100% plus IRM%) divided by (100%
plus IRM%)] minus the Forccast I.DA ILR Obligation; and (i1)
[the LDA Relability Requirement multipliecd by (100% plus
IRM% plus 2%) divided by (100% plus IRM%)] minus the
Forccast LDA ILLR Obligation (if not previously accounted for in
establishing the CETO for such LDA);

where:

“Forecast LDA ILR Obligation™ — the sum of the Forccast Zonal
ILR Obligations for all Zones in such LDA.

“CONE Area” shall mcan the arcas listed in section 5.10(a)(111) and
any LDAs established as CONE Arcas pursuant to section 5.10(a).

M. Net Energy and Ancillary Services Revenue Offset to the Cost of New
Entry Used to Establish the VRR Curve

The Net Energy and Ancillary Services Revenue Offset used to determune the
VRR Curves in the BRA for the first, sccond, and third Delivery Years (i.c., the Delivery
Years beginning on Junc 1, 2007, Junc 1, 2008, and June 1, 2009) shall be determined as
proposed in section 5.10(a)(iv) to Original Attachment Y. However, the Scttlement
Agreement amends that subsection to provide that:

. energy revenues will be calculated on the basis of Peak-Hour Dispatch, as
described herein, using Real-Time Prices;

. the Reference Resource definition in Attachment DD used as the basis of
this calculation shall be revised to state that it is based on the same
specific resource used in the August 31st Filing to estimate the CONE;

. the heat rate of such resource shall be 10,500 MMBtW/MWhs;

. the calculation of the Net Energy and Ancillary Services Revenue Offset
for sub-regions of thc PJM Region pursuant to scction 5.10(a) of
Attachment DD, shall use a posted fuel prnicing point in such sub-region, if
available, and if such pricing point is not available, a fuel transmission
adder to such sub-region from an appropriate pricing point for the PJM
Region; and

. if such sub-rcgion, for which a separate CONE was calculated, was not
integrated mto the PIM Region for the entire applicable penod, then the

[
)
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offset shall be calculated using only those whole calendar years during
which the sub-region was integrated.

For purposcs of the Base Residual Auction for any Delivery Year following the
first three Delivery Years, the Energy and Ancillary Services Revenue Offset shall be
calculated in the same manner as set forth n this section, ¢xcept that the calculation shali
be based on the three consceutive calendar years preceding such calculation.

Peak-Hour Dispatch, for purposcs of calculating the Net Energy and Ancillary
Scrvices Revenue Offset for the Reference Resource prescnibed above, will be defined in
Attachment DD as an assumption that the Reference Resource is dispatched in four
distinct blocks of four hours of continuous output for cach block from the peak-hour
period beginning with the hour ending 0800 EPT through to the hour ending 2300 EPT
for any day when the average real-time LMP for the arca for which the Net CONE is
being determined is greater than, or cqual to, the cost to gencrate (including the cost for a
complete start and shutdown cycle) for at least two hours during cach four-hour block,
where such blocks shall be assumed to be dispatched independently; provided that, if
there arc not at least two cconomic hours in any given four-hour block, then the
Reference Resource shall be assumed not to be dispatched for such block. The details of
such calculation will be posted in the PJM Manuals.

N. Deficiency Charges

1. Ability to Cure

The charges and credits proposed in the Sections 7-13 of Original Attachment Y
shall apply. Provided, however, that a Capacity Market Seller that fails or is expected to
fail a raung test under Section 7 may obtain and commit Unforced Capacity from a

replacement Generation Capacity Resource meeting the same locational requirements.

28
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Any such commitment shall be effective upon no less than one day’s notice to the Office
of the Interconnection.  Such Unforced Capacity may include uncommtted/uncleared
Sell Offer blocks from Generation Capacity Resources that were otherwise committed.
The charge shall be assessed from the first day of the season for which the test was failed
through the tast day before the cffective date of the commitment of such replacement
Generation Capacity Resource in an amount equal to the full shortage of Unforced
Capacity determined in Scction 7.1(b) of Attachment DD. Thereafter, any charges
asscssed on the Capacity Market Seller that fails such a rating test under Section 7 shall
be assessed for such full shortage of Unforced Capacity less any amount from such
replacement Generation Capacity Resource.
2. Peak Hour Period Availability

The Secttling Partics agree to add a new Scction 10 to Attachment DD that

provides for peak hour availability charges and credits. The new Scction 10 will provide

as follows:

(a) To preserve and maintain the reliability of the PJM Rcegion and to
encourage Capacity Market Sellers to maintain the availability of
Generation Capacity Resources during critical peak hours of the Delivery
Year, each Capacity Market Seller that commits a Generation Capacity
Resource for a Delivery Year shall be credited or charged to the extent the
critical peak-period availability of its committed Gencration Capacity
Resources exceeds or falls short, respectively, of the expected availability
of such resources. Charges and credits hercunder shall not apply to wind
or solar rcsources.

(b)  Cntical pcak penods for purposes of this assessment (“Pcak-Hour
Periods™) shall be the hour ending 1500 EPT through the hour ending
1900 EPT on any day during the calendar months of June through August
that is not a Saturday, Sunday, or federal holiday, and the hour ending
800 EPT through the hour ending 900 EPT and the hour ending 1900 EPT
through the hour ending 2000 EPT on any day during the calendar months
of January and February that is not a Saturday, Sunday or federal holiday.

29
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(c) Peak-Pcriod Equivalent Forced Qutage Rate and Peak-Period Capacity
Calculations

The Peak-Period Equivalent Forced Qutage Rate shall be calculated for Peak-
Hour Pcriods based on the following tormula:

EFORp (%) — (FOH ~ EFPOH) / (SH ~ FOM{)
where

FOH = full forced outage hours when the unit was called upon, excluding
thosc outages deemed as OMC (as defined below);

EFPOH - equivalent forced partial outage hours when the unit was called
upon, excluding thosc outages deemed as OMC (as defined below); and

SH — service hours as defined pursuant to NERC GADS standards.

The Peak-Period Capacity of a Generation Capacity Resource shall be calculated
as follows:

PCAP = ICAP * (1.0 - EFORy)
where
ICAP = the installed capacity rating of such Generation Capacity Resource

(d) Determination of Expected EFORp and PCAP for Generation Capacity
Resources: For cach Delivery Year, the expected EFORy and PCAP of
cach Generation Capacity Resource committed to serve load tn such
Delivery Yecar shall be thec EFOR; and UCAP, respectively, calculated on
a rolling-average basis using such rcsource’s service history during the
five consccutive annual pcriods of twelve consccutive months ending
September 30 last preceding such Delivery Year. Such EFOR;p and
UCAP shall be determined in accordance with Schedule 5 of the
Reliability Assurance Agreement, which excludes (for purposcs of
Capacity Resourcc UCAP calculations) outages deemed outside
management control in accordance with the standards and guidclines of
NERC (*Outside Plant Management Control” or “OMC™) as defined in the
Generating Availability Data System, Data Reporting Instructions in
Attachment K or its successor.

(c) For each Delivery Year, the actual EFORp and PCAP of each Generation
Capacity Resource shall be calculated during the Pcak-Hour Periods of
such Delivery Year, provided however, that such calculation shall not
include any day such a resource was unavailable if such unavailability
resulted in a charge or penalty due to delay, canceliation, retirement, de-
rating, or rating test failure. The full or partial forced outage hours when
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called upon shall be those outage hours during which the cost-based offer
for encrgy from the resource would have been less than the applicable
L.ocational Marginal Price for such resource, or when the Office of the
Interconnection would have called upon the resource (absent the outage)
for operating reserves, in both cases as determined by the Office of the
Interconnection in accordance with the procedures specified in the PJIM
Manuals (including, without hmitation, respecting such unit’s current
operating constraints).  In addition, for single-fucled, natural gas-fired
units, a failure to perform during the winter Peak-Hour Period shall be
excused for purposes of this section if the Capacity Market Seller can
demonstrate to the Office of the Interconnection that such failure was duc
1o non-availability of gas 1o supply the unit.

(f) If the calculation under subsecction (¢) for any Generation Capacity
Resource for a Delivery Year results in fewer than fifty total Service
Hours during Peak Hour Periods, then the actual EFORp for purposes of
such calculation shail be the resource’s EFORp and the actual PCAP for
purposes of such calculation shall be the resource’s UCAP, in both cases
considering all hours in the Delivery Year (to the extent required by the
EFOR}, and UCAP calculations).

(g) For cach Dclivery Ycar, the excess or shortfall in Peak-Hour Period
availability for cach Generation Capacity Resource shall be determined by
comparing such resourcc’s expected and actual PCAP, subject to the
limitation under subsection (h) below. Thc nect Pcak-Hour Period
availability shortfall or cxcess for each Capacity Market Seller and FRR
Entity in cach Locational Deliverability Area, shall be the nct of the
shortfalls and excesscs of all Generation Capacity Resources in such
Locational Deliverability Area committed by such Capacity Market Seller
for such Delivery Ycar.

(h) As to any Gencration Capacity Resource experiencing or expected to
experience a full or partial outage during any Peak-Hour Period that would
or could result in a shortfall under subsection (g) above, a Capacity
Market Seller may obtain and commit Unforced Capacity from a
replacement Generation Capacity Resource (not previously committed)
meeting the samc locational requircments as such resource.  Such
Unforced Capacity shall be recognized for purposes of this section
prospectively from the cffective date of commitment of such replacement
resourcee, and to the extent such replacement Unforced Capacity thereafter
is available during Peak-Hour Periods, any shortfall that otherwise would
have been calculated shall be rcduced to that extent.  Any such
commitment of replacement capacity shall be effective upon no less than
one day’s noticc to the Office of the Interconnection.

(1) The shortfall determined for any Generation Capacity Resource shall not
exceed an amount cqual to 0.50 times the Unforced Capacity of such
resource; provided, however, that if such imitation 1s triggercd as to any
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Generation Capacity Resource for a Delivery Year, then the decimal
multiplicr for this calculation as to such resource tn the immediately
succeeding Delivery Year shall be increased to 0.75, and 1f such limitation
again 1s triggered in such succeeding Delivery Year, then the multipher
shall be increased to 1.00. ‘The multiplier shall remain at such elevated
level for cach succecding Delivery Year until the shortfall expenenced by
such resource is less than (L.50 times thc Unforced Capacity of such
resource for three consecutive Delivery Years.

() A Peak-Hour Period Availability Charge shall be assessed on cach
Capacity Market Seller with a net shortfall in PCAP in an LDA, where
such charge 1s cqual to such shortfall times the annual Capacity Clearing
Price determined for such Locational Dchiverability Arca for such
Dclivery Year (365* the clearing price expressed in S/MW-day).

(k) The revenues from such charges shall be distributed to the Capacity
Market Scllers, and FRR Entities that committed Generation Capacity
Resources, in such Locational Deliverability Area that have net excess
PCAP for such Delivery Year, provided however that any such scller shall
be paid no more than the product of such scller’s net excess PCAP times
the Capacity Resource Clearing Price determined for such locational
Deliverability Arca for such Delivery Year. Any ecxcess rcvenucs
remaining after such distribution shall be distributed to all 1.SEs in the
Zone that were charged the same locational Reliability Charge for the
Delivery Year for which the Peak Hour Availabihty Charge was assessed,
and to all FRR Entities in the Zone that are LSEs and whose FRR
Capacity Plan resources over-performed in the Delivery Year, on a pro-
rata basis in accordance with cach LSE’s Daily Unforced Capacity
Obligation.

(1) The Office of the Interconnection shall provide estimated charges and
credits based on the summer Peak-Hour Periods within three calendar
months after the end of the summer period. Final charges and credits for

the Delivery Year shall be billed within three calendar months following
the end of the winter period.

By June 1, 2007, PJM will analyze the historical availability of gas supplies in the PIM
Region during winter conditions and its impact on the ability of generators to deliver
capacity and to othcrwisc affect their rchability of performance. PIM shall, to the extent
that such analysis indicates is nccessary, develop adequate performance metrics within
the PJM Manuals and propose any necessary changes to Section 1{{e) of Attachment DD,

Pending the outcomc of the above study and acceptance by FERC of the resulting FPA

‘s
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Scction 205 filing by PJM, the following. as sct forth in new scction 10(c¢) above, shall
apply: For single fucled natural gas-fired umits, a failure 10 perform during the winter
EFORp period shall be excused for purposcs of the EFORp performance metric if Scller
can demonstrate to the Ol that such failure was due to non-availability of gas to supply
thc umit.

0. Fixed Resource Requirement

The long-term Fixed Resource Requircment Alternative (“*FRR Alternative™)
proposcd by PIM in its August 31st Filing shall be revised as provided below. The FRR
Alternative discussed herein provides an alternative means to RPM for an chgible LSE to
satisfy its Unforced Capacity Obligation for loads in the PJM Region. The FRR
Alternative applics only to the ability of an FRR Entity to meet its Unforced Capacity
Obligation and does not affect the ability of an FRR Entity to participate in all other
voluntary markets administered by PJM. Terms used in this Section 11.O are as defined
in the PJM RAA.

1. Eligibility

An investor-owned utility (“IOU™), Electric Cooperative, or Public Power Entity,
as defined in the RAA, shall be cligible to sclect the FRR Altemnative if it demonstrates
the capability to satisfy the entire Unforced Capacity obligation for all load, including
load growth, in thc applicable FRR Service Arca for the term of such entity’s
participation in the FRR Alternative.

Eligible entities that sclect the FRR Altemative must designate all load, including
load growth, in the PJM Region.

However, an FRR Entity may spht its loads between RPM and the FRR

Alternative 1f: (1) the Party clects the FRR Alternative for all load (including expected
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load growth) in onc or more FRR Service Arcas; (2) the Party complies with the rules and
procedures of the Office of the Interconnection and all relevant Electric Distributors
related to the metering and reporting of load data and settlement of accounts for separate
FRR Service Arcas; and (3) the Party separately allocates its Capacity Resources to and
among FRR Service Areas in accordance with rules specified in the PJM Manuals. The
Office of the Interconnection shall use sub-accounts for Parties mecting these conditions,
to facilitate implementation of these provisions.

In addition to the cligibility requircments of Paragraph 1 above, a Single-
Customer LSE may select the FRR Alternative, provided that: (a) the Single-Customer
LSE is a signatory to this Settlement Agreement (or is an cnlity that (1) 15 a named
member of an association or coalition that 1s a signatory to the Scttlement Agreement,
and (i1) does not file or join in any comments opposing this Scttlement Agreement); (b)
the Single-Customer LSE selects the FRR Alternative on or before April 1, 2008 (c) the
Single-Customer LSE mcets the requirements of Scction B.3. of Schedule 8.1 to the PIM
RAA; and (d) the aggregate total of such sclections docs not exceed 1000 MW of
Obligation Pcak Load in the PJM Region.

2. Election, and Termination of Election, of the FRR Alternative

An cntity cligible for the FRR Alternative must make its tnitial selection of the
FRR Alternative option no less than two months before the conduct of the BRA for the
first Delivery Ycar for which such clection is to be cffective.  Such noticc must be
provided in writing to the Office of the Interconnection and the minimum duration of the
FRR Altcrnative selection is five consccutive Delivery Ycars.

An FRR Entity may terminate its election of the FRR Alternative effective with

the commencement of any Delivery Year following the minimum five Dehvery Year
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commitment by providing written notice of such termination to PJM no later than two
months prior to the BRA for such Delivery Ycar. An FRR Entity that has terminated its
clection of the FRR Alternative shall not be eligible to re-clect the FRR Alternative for a
period of five consccutive Delivery Ycars following the effecuve date of such
termination.

Notwithstanding Sections B.1. and B.2. above, in the event of a State Regulatory
Structural Change, as defined in Scction 1.81 of the RAA, the affected FRR Entity may
cither ¢lect the FRR Alternative or terminate its clection of the FRR Alternative effective
as to any Delivery Ycar by providing written notice of such election or termination to
PJM as soon as possible but in any cvent no later than two (2) months prior to the BRA
for such Delivery Year.

No later than one month prior to the deadline for entitics to sclect the FRR
Alternative, PJM shall post on its website the percentage of Capacity Resources required
to be located in cach LDA.

3. FRR Capacity Plan and FRR Commitment Insufficiency
Charge

No later than one month before the initial BRA after FRR seclection, each FRR
Entity shall submit its FRR Capacity Plan to PJM demonstrating its commitment of
Capacity Resources for the term of such clection sufficient to meet the FRR Enuty’s
Daily Unforced Capacity Obligation for the load identified in the FRR Capacity Plan.
Fach FRR Entity shall extend and update such plan by no later than onc month prior to
the BRA for cach succeeding Dchivery Year.

Each FRR Capacity Plan shall indicate the nature and current status of cach

resource, including the status of cach planned Generation or Demand Response resource,
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the planned deactivation or retirement of any such resource, and the status of
commitments for cach sale or purchase of capacity included in the FRR Capacity Plan.

The FRR Capacity Plan of any FRR Entity that commits, for any Dchvery Year,
not to sell surplus Capacity Resources as a Capacity Market Seller in the RPM auctions,
cither directly or indirectly, shall designate Capacity Resources in an amount (MW) no
less than the Forecast Pool Requirement for cach applicable Delivery Year times the FRR
Entity's allocated share of the Preliminary Zonal Pcak Load Forccast for such Delivery
Year. Those FRR Entities that do not commit, for any Dclivery Year, to not sell surplus
Capacity Resources as a Capacity Market Scller in the RPM auctions, cither directly or
indirectly, shall designatc Capacity Resources at lcast equal to the Threshold Quantity. as
defined in Scction 1.82 and Schedule 8.1 to the PJM RAA. The Threshold Quantity
cannot be sold into the RPM auctions, but can be used to mect the FRR Entity’s load
growth or be sold to an entity outsidc of PJM or to another FRR Entity.

All Capacity Resources committed in an FRR Capacity Plan shall mect the
applicable Capacity Resource requirements pursuant to the RAA and the PJM Operating
Agreement and must be on a unit-specific basis. Capacity Resources that are subject to
bilateral contract(s) for less than a full Delivery Ycar may be committed in an FRR
Capacity Plan if the resources included in such plan in the aggregate sausfy all
obligations for all Delivery Years.

All load management programs on which an FRR Entity intends to rely for a
Delivery Year must be included in the FRR Capacity Plan and satisfy all requirements
applicablc to Demand Resources. However, previously uncommitted Unforced Capacity
from such load managemcnt programs may be uscd to satisfy an increased capacity

obligation of an FRR Entity.
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For cach LDA for which PIM establishes a separate VRR Curve for any Dehivery
Ycar addressed by a Capacity Resourcc Plan, the plan must include a minimum
percentage of Capacity Resources for such Delivery Year located within such LDA
(“Percentage Internal Resources Required™).  Such Percentage Intermal Resources
Requircd shall be calculated as provided in Section D.5. of Schedule 8.1 to the PJM
RAA. An FRR Entity may reduce its Perecentage Internal Resources Required for an
LDA by committing to a Qualified Transmission Upgrade, as set forth in Attachment DD
to the PJM Tanff, that increascs the CETL for such LDA.

PJM shall asscss the adequacy of all FRR Capacity Plans. If PJM determines that
an FRR Capacity Plan submitted by an entity secking to clect the FRR Alternauve does
not satisfy the Party’s capacity obligations, the cntity shall not be permitted to clect the
FRR Altemative.

If a previously approved FRR Entity submits an FRR Capacity Plan that is not
sufficient, the Office of the Interconnection shall notify the FRR Entity, in wnting, of the
insufficiency within five (5) business days of the submittal of the FRR Capacity Plan. If
the FRR Entity does not curc such insufficicncy within five (5) busincss days after
receiving such notice of insufficiency, then the FRR Entity shall be assessed an FRR
Commitment Insufficiency Charge. The amount of this charge shall be cqual to two
times the CONE for the relevant location, times the shortfall of Capacity Resources
below the FRR Entity’s capacity obligation, including any Thresheold Quantity
requirement, for the remaining term of the plan.

4. Conditions on Purchases and Sales of Capacity Resources by
FRR Entities
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An FRR Entity may not include in its FRR Capacity Plan for any Delivery Year
any Capacity Resource that has cleared in any RPM auction for such Delivery Year. An
FRR Entity may include in its FRR Capacity Plan Capacity Resources obtamed from
another FRR Entity, provided, however, that each FRR Entity is responsible for meeting
its own capacity obligations and that the same megawatts of Unforced Capacity shall not
be committed to more than one FRR Capacity Plan for any given Delivery Year.

An FRR Entity that designates Capacity Resources in its FRR Capacity Plan for a
Delivery Year based upon a Threshold Quantity may offer to sell Capacity Resources in
excess of that needed for the Threshold Quantity in an RPM auction, provided, however,
that such sales must not exceed an amount cqual to the lesser of {a) 25% times the
Unforced Capacity cquivalent of the IRM for such Delivery Year times the Preliminary
Forecast Peak Load for which the FRR Entity is responsible under its plan for such
Delivery Year, or (b) 1300 MW,

An FRR Entity that designates Capacity Resources in its FRR Capacity Plan for a
Delivery Year based upon a Threshold Quantity may not offer to scll such resources in
any RPM auction, but may use such resources to meet any increased capacity obligation
due to unanticipated load growth, or may scll such resources outside the PJM region or to
another FRR Entity, subject to Section D of Schedule 8.1 of the RAA.

An entity that sclects the FRR Altemative for only part of its load in the PJIM
Region that designates Capacity Resources as Sclf-Supply in an RPM auction to mect its
expected Daily Unforced Capacity Obligation shall not be required, solely due to such
designation, 1o identify Capacity Resources in its FRR Capacity Plan based on the
Threshold Quantity. However, such entity may not designate Capacity Resources in

excess of the lesser of (2) 25% times the entity’s total Unforced Capacity Obligation or
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(b) 200 MW. An entity can avoid this limitation by identifying Capacity Resources in its
FRR Capacity Plan based on the Threshold Quantity.

5. FRR Daily Unforced Capacity Obligations and Deficiency
Charges

For each billing month during a Dclivery Year, the Daily Unforced Capacity
Obligation of an FRR Entity shall be determined on a daily basis for cach Zonc as
provided in Section F of Schedule 8.1 to the RAA.

An FRR Entity shall be assessed an FRR Capacity Deficiency Charge 1n each
Zonc addressed in the Entity’s FRR Capacity Plan for each day during a Delivery Ycar
that it fails to satisfy its Daily Unforced Capacity Obligation in cach Zonc. Such
Capacity Deficiency Charge shall be in an amount equal to the deficiency below such
FRR Entity’s Daily Unforced Capacity Obligation for such Zone times twice the Cost of
New Entry applicable to such Zone.

If an FRR Entity acquires load that is not included in the Preliminary Zonal Peak
l.oad Forecast. such acquired load shall be treated in the same manner as provided in
Sections H.1 and H.2 of Schedule 8.1 to the RAA.

6. Capacity Resource Performance

Any Capacity Resource committed by an FRR Entity tn an FRR Capacity Plan for
a Delivery Year shall be subject during such Delivery Year to the following charges as
set forth in Attachment DD to the PIM Tanff: (a) Generation Resource Rating Test
Failure Charge (Attachment DD, Scction 7); (b) Capacity Resource Deficiency Charge
(Attachment DD, Section 8); (¢) Peak Season Maintenance Compliance Penalty Charge
(Attachment DD, Section 9); (d) Peak Hour Period Avatlability Charges and Credits

(Attachment DD, Section 10); (¢) Demand Resource and ILR Compliance Penalty
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Charge (Attachment DD, Section 11); and (f) Emergency Procedure Charge (Attachment
DD. Section 13); provided. however, that the Daily Deficiency Rate under Sections 7, 8,
9 and 13 of Attachment DI to the PIM Tariff, and the charge rates under Sections 10 and
12 of Attachment DD to the PJM Tariff, shall be the applicable Net Cost of New Entry.
An FRR Entity shall have the same opportunitics to cure deficiencics and avoid or reduce
associated charges during the Delivery Year that a Market Scller has under Sections 7
and 10 of Attachment DD to the PJM Tariff An FRR Entity may cure deficiencics and
avoid or reduce associated charges prior to the Delivery Year by procuring replacement
Unforced Capacity outside of any RPM auction and committing such capacity in its FRR
Capacity Plan.
7. Annexation

In the event a Public Power Entity anncxes service territory to include new
customers on sitcs where no load had previously existed, then incremental load on such a
sitc shall be treated as unanticipated load growth with an obligation to have suffictent
resources in the Delivery Year.

In the event a Public Power Entity annexes scrvice territory to include load from

an entity that has not elected the FRR Alternative, then:

a. For any Delivery Year for which a BRA alrcady has been conducted, such
acquiring Public Power Entity shall meet its obligations for the
incremental load by paying PIM for incremental obligations (including
any additional demand curve obligation) at the Capacity Resource
Clearing Price for the relevant location. PJM shall use such revenucs to

pay capacity resources that cleared in the BRA for that LDA.
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b. For any Delivery Year for which a BRA has not been conducted, such
acquiring FRR Entity shall include such incremental load in its FRR
Capacity Plan.

Anncxation whereby a Party that has not clected the FRR Alternative acquires

load from an FRR entity:

a. For any Dclivery Year for which a BRA alrcady has been conducted, PIM
would consider shifted load as unanticipated load growth for purposes of
determining whether to hold a Second Incremental Auction, and if a
Second Incremental Auction is held, the FRR Entity would have a must
offer requirement for sufficient capacity to meet the load obligation of
shifted load. If no Second Incremental Auction is held, the FRR Entity
may sell associated voiumes of capacity into RPM or bilaterally.

b. For any Delivery Year for which a BRA has not been conducted, the FRR
Entity that lost such load would no longer include such load in 1its FRR
Capacity Plan, and PJM would include shifted load in future BRAs.

8. Savings Clause for State-Wide FRR Program

Schedule 8.1 of the RAA shall include the following savings clause:

Nothing herein shall obligate or preclude a state, acting cither by law or through a

regulatory body acting within its authority, from designating the Load Scrving

Entity or Load Serving Entities that shall be responsible for thc capacity

obligation for all load in onc or more FRR Service Arcas within such state

according to the terms and conditions of this Settlement Agreement and the PJM

Tariff and Reliability Assurance Agreement. Each LSE subject to such state

action shall become a Party to the PJM Rchiability Assurance Agreement and shall
be deemed to have elected the FRR Altemative.

9, FRR Interaction with RTEP

4]
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The Settling Parties recognize the following principles concerning interaction of
the FRR Altcrnative with the Regional Transmission Expansion Planning (“RTEP™)
process:

RPM auctions will be conducted and capacity clearing prices will be cstablished
for any LDA that includes loads for which the FRR Alternative has not been clected, and
the payments for capacity based on such clearing prices will be considered in PJM’s
Office of the Interconnection’s market efficiency analysis for economic-based
transmission upgrades or cnhancements.

RPM auctions will not be conducted for any LDA in which the FRR Altemative
has been elected as to all load.

The PIM market efficiency analysis for economic-based transmission upgradces or
cnhancements shall be applied consistently throughout the PJM Region in accordance
with applicable provisions of the PJM Tariff; provided however that for any L.DA in
which the FRR Alternative has been elected as to all load, such market cfficiency
analysis will not consider payments for capacity within such LDA.

In accordance with the secttlement revisions to the RAA included herewith, an
FRR Entity may include in its FRR Capacity Plan a transmission upgrade that incrcascs
the CETL into the LDA scrved by such FRR Entity and reduces the LDA’s reliance on
Capacity Resources located within such LDA.

Any Party’s ciection of the FRR Alternative shall not change PIM’s planning
analysis for reliability-based transmission upgrades or cnhancements.

P. Other Issues

1. Resource Operational Reliability Requirements
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The Scutling Partics agree that the Resource Operational Reliability Requirements
included in the August 31st Filing shall be climinated. No later than June 2008, PIM
shall implement markets and/or market rules for the PJM Region, outside of the RPM
markets, to address the “Operational Reliabitity Requircments™ desenbed in the August
31st Filing (i.c., load-following (which includes cycling) and thirty minute reserves).
PJM shall make a filing, cither through a stakeholder process, or if that fails, unilaterally,
in time to implement this subsection by June 2008.

2. Transmission, Generation, and Demand Response
Coordination

A forum shall be established for discussion dedicated to increase coordination
among PIM, state siting authoritics, regulatory commissions, and PJM stakcholders to
identify, cvaluate, and hopefully rectify, any barricrs to entry of investment in gencration,
transmission, and demand response.

3. Barriers to Infrastructure Development

The Scttling Partics agree that the market needs to be made aware of barriers to
infrastructure development. To that end, as part of the annual State of the Market Report,
the MMU will analyze and identify barriers, if any, to infrastructure development in cach
[LDA.

4. Demand Response and Energy Efficiency

The Scttling Parties commit to establish additional process within the PIM region
for pursuing and supporting demand responsc and incorporating cnergy cfficiency
applications.

5. Locational Reliability Charge
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Section 5.14 of Attachment DD is amended to clarify that the Locational
Rcliability Charge is assessed for each Zonc (rather than an LDA), including Zoncs
composed of multiple LDAs.

6. Fulfillment of Obligations Under EL03-236

This Settlement Agreement fulfills the obligations of Paragraph 10 of the
Scttlement Agrcement filed and approved in PJM Interconnection, LLC, Docket No.
EL.03-236.

7. Firm Capacity Exports

PJIM shall file separately to address appropriate charges and credits as necessary

to reflect locational price differences tn capacity exported from the PIM region.
8. Long-Term Market Design

Nothing herein shall preclude the development of a long-term market design that

does not rely upon an administrative capacity construct at a later time.
9. Tariff Clarifications and Corrections

Attachment DD is modified to clanify and cormrect crrors, omissions, and
inconsistencies in the August 3lst Filing, including (but not limited to): (a)
determinations of the LDAs and increases in import capability associated with a
Qualifying Transmission Upgrade (e.g., Scctions 5.6.1(g) and 5.14(d)); (b) clarification to
ILLR payment provisions (¢.g., Section 11(b)); (c) rules to cnsurc that incremental CTRs
do not cxceed the total CTRs available to loads in any LDA (c.g., Sections 5.15 and
5.16); and (d) rules governing the allocation of CTR credits in nested LDAs (e.g., section
5.15). In addition, the Reliability Assurance Agreement included with the August 31st
Filing shall be updated to reflect relevant amendments to the East RAA, West RAA, or

South RAA that have become effective since August 31, 2005,
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HI. FILING RIGHTS

Nothing contained in this Scttlement Agreement shall be construed as affecting in
any way PJM’s right unilaterally to make application to the FERC for a change in rates,
terms and conditions under section 205 of the Federal Power Act and pursuant to the
Commission’s Rules and Regulations promulgated thereunder. Nothing contained in the
Settlement Agreement shall be construed as restricting any rights of the other parties
under the Federal Power Act, including rights under section 206. Prior to PJM’s exercise
of its 205 rights with respect to changing the Reference Resource or the CONE Arcas,
PJM shall (i) hold at lcast one stakcholder meceting to discuss the proposed changes, and
(i1) provide stakcholders at least 15 calendar days’ notice of any such stakeholder
mecting.
IV. APPROVAIL AND EFFECTIVE DATE OF SETTLLEMENT AGREEMENT

The Partics shall scek and cooperate in securing Commission approval of this
Scitlement Agreement. This Settlement Agreement shall become effective as of the date
on which the Commission approves or accepts the Settiement Agreement in its entircty,
including the revised PJM Tanff sheets in Attachments A through F.

If the Commission docs not approve this Scttlement Agreement by December 22,
2000, this Seitlement Agreement shall terminate unless the Scttling Parties agree to an
extension. If the Commission should condition its approval of this Settlement Agreement
or seck to require modification of any of the terms of this Scttlement Agreement (a
“Conditional Approval Order™), the Scttling Parties shall confer and either accept the
condition or ncgotiate in good faith, 1f neccssary, to restore the balance of risks and
benefits reflected in this Settlement Agreement as cxeccuted.  Any such renegotiated

settlement agreement shall be filed with the Commission.  If no agreement can be
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reached within fificen (15) days of the date of issuance of the Conditional Approval
Order, and unless all of the Settling Parties agree to extend the time period for such
ncgotiations, this Scttlement Agreement shall terminate.

V. MISCELLANEOUS PROVISIONS

Amendments Lo the PIM Agreements

The amendments to the PJM Tanff, the Operating Agreement, RAA, West RAA
and RAA South sct forth in Attachments A through F to this Settlement Agreement
implement the terms and conditions of this Scttlement Agreement and are incorporated as
part of this Settlemcnt Agrcement. Unless otherwise provided in this Scttlement
Agreement, the provisions in the August 31st Filing apply. To the extent there s a
conflict between any provisions of this Scttlement Agrecment and the attached tanff and
agrcement provisions, the attached tariff and agreement provisions shall govern.

Just and_Recasonable Standard. The Commussion’s review of any proposed

modifications to this Secttlement Agreement shall be based on the just and reasonable
standard and not the public interest standard.

No Admissions or Precedent. This entirc Settlement Agreement, and the Partics’

performance of their obligations hercunder, are the result of the scttlement and
compromisc of all the claims and actions cxpressly addressed in this Scttlement
Agreement, and ncither the Settlement Agrecment nor the Parties’ performance
hereunder shall be deemed to be an admission of any fact or of any hability. This
Settlement Agrecement shall be binding on the Parties only with respect to the subject
matter of this Scttlement Agreement, and shall not bind the Parties to apply the principles
or provisions of this Settlement Agreement to any other agreement, arrangement, or

procceding. The Settlement Agreement estabhishes no principles and no precedent with
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respect to any issuc in this proceeding. The acceptance of this Settlement Agreement by
the Commission shall not in any respect constitute a determination by the Commission as
to the merits of any allegation or contention made in this proceeding.

Entire Agreement. This Secttlement Agrecment, including any attachments,

constitutes the entirc agreement between and among the Parties, and no other agreement
with regard to the matters addressed in this Settlement Agreement shall be binding on the
Parties except by written amendment to this Settlement Agreement.  Except for the terms
and conditions enumerated in this Settlement Agreement and any attachment hereto, the
Partics acknowledge and agree that the Parties have not madc any other promiscs,
warrantics, or representations to cach other or any other Party regarding any aspect of the
settlement of the matters addressed in this Scttlement Agreement.  Each Party
acknowledges that it has read this Settlement Agreement and executed it without relying
upon any other promise, warranty, or representation, wntten or otherwise, of any other
Party. Each Party acknowledges that no other Party has made any promise, warranty, or
representation, express or implied, to induce the Partics to exccute this Settlement

Agrcement.

Settlement Discussions. The discussions between the Parties that have produced

this Settlement Agreement have been conducted on the explicit understanding, pursuant
to Rule 602 of the Commission’s Rules of Practice and Procedure, 18 C.F.R. § 385.602,
that all settlement communications and discussions shall be privileged and confidential,
shall be without prejudice to the position of any Party or participant making such
communications or participating in any such discussions, and arc not to be used in any
manner in conncction with this proceeding, any other procecding, or otherwise, except to

the extent necessary to enforce its terms.
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Further Assurances. Following execution of this Scttlement Agreement. the

Partics shall prepare and exccute any further pleadings. documents, or amendments to
existing or futurc PIM agreements reasonably necessary to effectuate the Parties” intent

under this Scttlement Agreement.

Successors and Assigns. This Settlement Agreement 1s binding upon and for the

bencfit of the Partics and their successors and assigns.

warrants that he or she is duly authorized and empowered to act on behalf of, and to sign
for, the Party for whom he or shc has signed.

Counterparts.  This Settlement Agreement may be executed in one or more
counterparts, cach of which shall be deemed to be an original and all of which together
shall be decmed to be one and the same instrument.

IN WITNESS WHEREOQF, the Parties have caused this Settlement Agreement to

be duly executed.

im rpm documents/rpm settlement agreement - stripped
pymrp LY A |%4%
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Filed on September 29, 2006 in
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Robert Wcinbcrg" - //
Duncan, Weinberg, Genzer & Pembroke, P.C.

On Behalf Of
Allegheny Electric Cooperative, Inc.
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Randall 3. Palmer
Scnior Attorney
Allegheny Energy. Inc.

On Bchalf Of

Monongahela Power Company,

The Potomac Edison Company. and
West Penn Power Company, all doing
business as Allegheny Power, and
Allegheny Generating Company

— \ , bf\
Craig Galligan; ' 3 /30 /

Senior Attorney
Allegheny Encrgy, Inc.

On Behalt of

Allegheny Energy Supply Company, LLC and is subsidiaries. including
Buchanan Energy Company of Virginia. LLI.C' and

Buchanan Generation, 1.1.C
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rmg Baker
Scnmr Vice Presxdent of Regulatory Services
American Electric Power Service Corporation

On Bchalf Of:

Appalachian Power Company
Columbus Southem Power Company
Indiana Michigan Power Company
Kentucky Power Company
Kingsport Power Company

Ohio Power Company

Whecling Power Coinpany
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On Behalt Of
American Forest and Paper Association
NewPage Corporation
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Dawid E. Pomper
Spicgel & Mclbiarmid

Attorney For and On Behalf Of

Blue Ridge Power Agency and its members:

City of Bedford. City of Bristol. City of Danville,

Town of Front Royal, City of Martinsville, City of Radtord,
Town of Richlands, and City of Salem. all of Virginia:

Virginia Polytechnic Institute and State University

(including its Education and General and Auxiharies accounts);
Central Virginia Electric Cooperative; and

Craig-Botetourt Electric Cooperative.
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Vice President, Regulatory Affairs
Con Fdison Competitive Shared Services

On Behalf Of
Consolidated Edison Energy. Inc.
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Michael Yuffee, l:sj é : ‘ MF

McDermott Will & Emery

On Behalf Of

Baltimore Gas and Electric Company

Big Sandy Peaker Plant, LLI.C

Calvert Cliffs Nuclear Power Plant, Inc.
Constellation Energy Commodities Group. Inc.
Consteliation Generation Group, LLC
Constellation Newknergy, Inc.
Constellation Power Source Generation, Inc.
Handsome Lake Energy, LLC

University Park Energy. LLC

Wolf Hills Energy. LLC
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Gary Stephenson
Vice President, Commercial Operations
DPL Inc.

On Behalf Of
Dayton Power & Light Co.
DPL. Energy, LLC
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Fred G, Wood I '
Senior Vice President, Financial Management
Doninion Resources Services, Inc

On Behaif Of

Virginia Electric and Power Company
Dominion Energy Marketing, Inc.
Dominion Retail, Inc.

Armstrong Energy Limited Partnership, L1LP
Elwood Energy, LI.C

Fairless Encrgy. LL1.C

Pleasants Energy, LL.C

Dresden Energy, LLC

Kincaid Generation, LLC

State Line Energy, LLC
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Kenneth Jennings /
Director - Market and RTO Services
Duke Energy Americas

On Behalf Of
Duke Energy North America, LLC
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Managing Director, Market Policy
F.dison Mission Energy

On Behalf Of

Fdison Mission Energy

Edison Mission Marketing & Trading, Inc.
Midwest Generation EME, LLC
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ElizabethW. Moler

Executive Vice President Government and Environmental Affairs & Public Policy

On Bcehalf Of

Exelon Corporation and its subsidiaries
Exelon Generation

Commonwealth Edison Company
PECO Energy Company
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Michael R, Beiting
Associate General Couns
FirstEnergy Service Company
76 South Main Street

Akron, OH 44308-1890

Tel: (330) 384-5795
beitingm(etirstenergycorp.com

On Behalf Of

FirsiEnergy Service Company. and its affiliates, FirstEnergy Solutions Corp., lersey
Central Power and Light Company, Metropolitan Edison Company. and Pennsylvania
Electnic Company,
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Stephen L. Huntoon

Senior Attorney

FPL Energy, L1LC

801 Pennsylvania Avenue, N.W.
Suite 600

Washington, D.C. 20004
202-349-3348

On Behalt Of

FPL Encrgy Generators

FPL. Encrgy Marcus Hook. [..P.
North Jersey Energy Associates, L.P.
Doswell Limited Partnership
Backbone Mountain Windpower LLC
Mill Run Windpower LLC

Somerset Windpower LLC
Meyersdale Windpower LLLC
Waymart Wind Farm, LP
Pennsylvania Windfarms, Inc.
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Dcputy Consumer Counselor for Federal Atfairs
Indiana Office of Utility Consumer Counsclor
100 N. Senate Ave.. N5(¢1

Indianapolis, Indiana 46204
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réctor of Energy Policy
Indiana Utility Regulatory Commission

On Behalf Of
Indiana Utility Regulatory Commission
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“W. Turner, Jr,
Staff Attorney
On Behalf Of
Kentucky Public Service Commission
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Michacl J. Wentworth
Dickstein Shapiro LLP
Attorney for Liberty Electric Power. L1C

On Behalf Of
Liberty Electric Power, LLC

DSMDB-214952001
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Michael J. Wentworth

Dickstein Shapiro LI.P

Attorney for LS Power Associates, L..P., and
LS Power Development, 1.1.C.

On Behalf Of
[.S Power Associates, 1..P.
LS Power Development. LLC

DSMDB-214943%001
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THE MICHIGAN PUBLIC SERVICE
COMMISSION

MICHAEL A. COX
Attorney General

David A. Voges (P25143)
Steven ). Hughey (P32203)
Assistant Attorncys General
Public Service Division

6545 Mercantile Way, Suite 15
Lansing, M1 48911
Telephone: (517) 241-6680
Fax: (517) 241-6678

0.y OM

David D’ Alessandro

Kelly A. Daly

M. Denyse Zosa

Special Assistant Attorneys General
Stinson Morrison Hecker LLP

1150 18th Street, N.W., Suite 800
Washington, DC 20036-3816
Telephone: (202) 785-9100

Fax: (202) 785-9163
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Senior Vice President, Mirant Chalk Point, LLC
Senior Vice President, Mirant Mid-Atlantic, LI1.C
Senior Vice President, Mirant Potomac River, [L1.C
Senior Vice President, Mirant Sugar Creek, [LLC

On Behalf Of

Mirant Energy Trading, L.L.C.
Mirant Chalk Point, LLC
Mirant Mid-Atlantic, LLC
Mirant Potomac River, [.1.C
Mirant Sugar Creek, 1.1.C
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Scan T. Beeny

Denise C. Goulet

Miller, Balis & O’Neil, P.C.

1140 19th Street, N.W., Suite 700
Washington, D.C. 20036-6602
(202) 296-2960

Thomas K. Austin

Associate General Counsel

North Carolina Electric Membership Corporation
3400 Sumner Boulevard

Raleigh, North Carolina 27616

(919) 872-0800

Attorneys for
North Carolina Electric Membership Corporation
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Glen L. Ortman /

Adrienne E. Clair

Stinsen Morrison Hecker LLP

1150 18" Street NW, Suite 800

Washington. D.C. 20036

Edward D. Tatum, Jr.
Assistant Vice-President,
Rates and Regulation
Old Dominion Electric Cooperative
4201 Dominion Boulevard
Glen Allen, Virginia 23060

On behalf of Old Dominion
Electric Cooperative
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Dabid T. Evrard \
Assistant Consumer Advocate

On Behalf Of
Pennsylvania Office of Consumer Advocate
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Kirk J. Emge

Vice President, Legal Services
Pepco Holdings, Inc.

701 Ninth Street, NW

Suite 1100

Washingten, DC 20068
Phone: 202-872-3252

Fax: 202-872-3281

On Behalf Of

PEPCO Holdings, Inc.

Atlantic City Electric Company
Delmarva Power & Light Company
Paotomac Electric Power Company
Conectiv Energy Supply, Inc.
Conectiv Atlantic Generation
Conectiv Detmarva Generaticn, Inc.
Conectiv Bethlehem, LLC

Pepco Energy Services, Inc.
Potomac Power Resources, LLC
Fauquier Landfill Gas, LLC

Rolling Hilis Landfill Gas, LLC

|. David Rosenstein, General Counsel
Gloria Ogenyi, Vice President, Energy Policy
Conectiv Energy
P Q.Box 6066
Newark, DE 19714
Phone: 302 451-5441
302-451-5365
Fax: 302 451-5262

Helen M. Hight

Assistant General Counsel
Pepco Holdings, Inc.

701 Ninth Street, NW

Suite 1100

Washington, DC 20068
Main Phone; 202-872-2890
Direct Phone: 202-872-2318
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Robert .W-eié-haar. .
McNees Wallace & Nurick 1LILC

On Behalf Of
PJM Industrial Customer Coalition, which for purposes of this proceeding includes:

Air Liquide Industrial U.S. LP:
BOC Gases:

Carpenter Technology Corporation;
Cinram Manufacturing. Inc.;

E.I. huPont de Nemours & Co. Inc.;
Ellwood National Steel;

Gerdau Ameristec] Corporation:
Jefferson Health System;
Kimberly-Clark Corporation;
[.ehigh Cement Company:
Occidental Petroleum;

PPG Industries, Inc.;

Praxair, Inc.;

Procter & Gamble Paper Products Company:
The Timken Company;

and United States Steel Corporation.
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Paul M. FI_\'nz QV/

Wright & Talisman, P.C.

On Behalf Of
PJM Interconnection, L.L.C.



Unofficial FERC-Generated PDF of 20061004-0157 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

Signature Page for
Scttlement Agreement and
Offer of Settlement
Filed on September 29, 2006 in
FERC Docket Nos. ER05-1410 and EL05-148

Yo Wi/ ME

Paul Williams
President. Liberty Energy Group, Inc

On Behalf Of

Portland Cement Association

Buzzi Unicem, USA, dba RC Cement Co.
CEMEX S.A.de C.V.

Essroc Cement Corp.

Giant Cement Holding, Inc.

Iafarge North America. Inc.

Lchigh Cement Company

St Lawrence Cement Company



Unofficial FERC-Generated PDF of 20061004-0157 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

Signature Page for
Settlement Agreement and
Offer of Settlement
Filed on September 29, 2006 in
FERC Docket Nos. ER05-1410 and EL05-148

% Executive Vice President
Reliant Energy, Inc.

On Behalf Of

Reliant Energy Inc. and its subsidiaries Orion Power Midwest, L.P., Reliant Energy
Electric Solutions, LLC, Reliant Energy Secrvices, Inc., Reliant Energy Seward, LLC,
Reliant Energy Solutions East, LLC, and Reliant Energy Wholesale Generation, LLC
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Robert W&:W

Duncan, Weinberg. Genzer & Pembroke, P.C.

On Behalf Of
Southern Maryland Electric Cooperative. Inc.
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David Pomper
Spiegel & MceDiarmid

Attorney For and On Behalf Of

Virginia Municipal Electric Association No. |

and its members, the Town of Blackstonc.

Town of Culpeper. Town of Elkton. City of Franklin,
Harrisonburg Electric Commission,

City of Manassas, and Town of Wakefield, all of Virginia.
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Senior Vice President
M Williams Power Company, Inc.

On Behalf Of
Williams Power Company, Inc.
Williams Generation Company-Hazleton



