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Re: Settlement Agreement and Explanatory Statement of the Settlin

g
Parties Resolving All Issues in PJM Interconnection L.L.C., Docket
Nos. ER05-1410-000 and -001, and EL05-148-000 and -001

Dear Ms. Salas:

PIM 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
settlement documents described below.

| & 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 PIM
Open Access Transmission Tariff (“PJM Tariff”), 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.

II. Documents Enclosed

The Scttling Parties submit the following settlement 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 PIM; Mr. Paul Williams, on behalf of the

Portland Cement Association; and Mr. Robert Stoddard, on behalf of
Mirant.



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

Honorable Magalie R. Salas, Secretary
September 29, 2006 s
Pagez - ‘L

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.

1II. Comment Dates s

Pursuant to Rule 602(f)(2), 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 Settlement Agreement provides that the RPM construct shall replace PIM’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 clectronic service, the settlement documents listed in section 11
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, 30 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 service 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
§ 61,110 (2005).

2 Id. at P 2, citing 44 U.S.C. § 3504.
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this filing, F¥JM 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) 393-7756 (phone)
(202) 393-393-7741 (fax)

(202) 393-1200 (phone)
(202) 393-1240 (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) 666-4281 (fax)
mayesj(@pjm.com
Attorneys for
PJM Interconnection, L.L.C.

Encl.
cc: Service List

3 PJM already maintains, updates, and regularly uses ¢-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 §385.2010(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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- viii) The Net Energy and Ancillary Services Revenue Offset values for
the PJM Region for use in the Variable Resource Requirement
Curves for the PJM Region and each Locational Deliverability
Area for which a separate Variable Resource Requirement Curve
has been established for such Base Residual Auction; and

ixX) The results of the Preliminary Market Structure Screen in
accordance with section 6.2(a).
b) The information listed in (a), with the exception of the Preliminary PJM Region
Peak Load Forecast and the Variable Resource Requirement Curves, will continue to be posted
and applicable for the First, Second, and Third Incremental Auctions for such Delivery Year.

The Variable Resource Requirement Curves shall remain posted during the auction process for a
Delivery Year, but shall be used only in the Base Residual Auction for such Delivery Year.

c) In accordance with the schedule provided in the PJM Manuals, PJM will post the
Final PJM Region Peak Load Forecast and the allocation to each zone of the incremental
obligation resulting from such final forecast, prior to conducting the Second Incremental Auction
for such Delivery Year;

d) In accordance with the schedule provided in the PJM Manuals, PJM will advise
owners of Generation Capacity Resources of the updated EFORd values for such Generation
Capacity Resources prior to the conduct of the Third Incremental Auction for such Delivery
Year.

- 5.12 Conduct of RPM Auctions

The Office of the Interconnection shall employ an optimization algorithm for each Base
Residual Auction and each Incremental Auction to evaluate the Sell Offers and other inputs to
such auction to determine the Sell Offers that clear such auction.

a) Base Residual Auction
For cach Base Residual Auction, the optimization algorithm shall consider:
e all Sell Offers submitted in such auction;
e the Variable Resource Requirement Curves for the PJM Region and

cach LDA;
e any constraints resulting from the Locational Deliverability
Requirement;
¢ the PJM Region Reliability Requirement, minus the Forecast RTO ILR
Obligation.
-
Issued By:  Craig Glazer Effective: June 1, 2007

Vice President, Federal Government Policy
Issued On:  September 29, 2006
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The optimization algorithm shall be applied to calculate the overall clearing result to
minimize the cost of satisfying the reliability requirements across the PYM Region, regardless of
whether the quantity clearing the Base Residual Auction is above or below the applicable target
quantity, while respecting all applicable requirements and constraints. Where the supply curve
formed by the Sell Offers submitted in an auction falls entirely below the Variable Resource
Requirement Curve, the auction shall clear at the price-capacity point on the Variable Resource
Requirement Curve corresponding to the total Unforced Capacity provided by all such Sell
Offers. Where the supply curve consists only of Sell Offers located entirely below the Variable
Resource Requirement Curve and Sell Offers located entirely above the Variable Resource
Requirement Curve, the auction shall clear at the price-capacity point on the Variable Resource
Requirement Curve corresponding to the total Unforced Capacity provided by all Sell Offers
located entirely below the Variable Resource Requirement Curve. In determining the lowest-
cost overall clearing result that satisfies all applicable constraints and requirements, the
optimization may select from among multiple possible alternative clearing results that satisfy
such requirements, including, for example (without limitation by such example), accepting a
lower-priced Sell Offer that intersects the Variable Resource Requirement Curve and that
specifies a minimum capacity block, accepting a higher-priced Sell Offer that intersects the
Variable Resource Requirement Curve and that contains no minimum-block limitations, or
rejecting both of the above alternatives and clearing the auction at the higher-priced point on the
Variable Resource Requirement Curve that corresponds to the Unforced Capacity provided by all
Sell Offers located entirely below the Variable Resource Requirement Curve.

- The Sell Offer price of a Qualifying Transmission Upgrade shall be treated as a capacity
price differential between the LDAs specified in such Sell Offer between which CETL is
increased, and the Import Capability provided by such upgrade shall clear to the extent the
difference in clearing prices between such LDAs is greater than the price specified in such Sell
Offer. The Capacity Resource clearing results and Capacity Resource Clearing Prices so
determined shall be applicable for such Delivery Year.

b) First Incremental Auction
For each First Incremental Auction, the optimization algorithm shall consider:

e the same locational constraints that were modeled in the Base Residual
Auction ; and

e the Sell Offers and Buy Bids submitted in such auction,

The optimization algorithm shall calculate the overall clearing result to minimize the cost
of committing replacement Capacity Resources in response to the Buy Bids submitted, while
satisfying or honoring such reliability requirements and constraints.

c) Second Incremental Auction
For each Second Incremental Auction, the optimization algorithm shall consider:

e The PIM Region Reliability Requirement, less the Forecast RTO ILR
Obligation;

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006
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e For cach LDA, such LDA’s share of the Final RTO Peak Load Forecast less
the Forecast RTO ILR Obligation,

o The Sell Offers submitted in such auction;
o The Unforced Capacity previously committed for such Delivery Year; and

o the same Locational Deliverability Requirements that were modeled in the
Base Residual Auction.

The optimization algorithm shall calculate the overall clearing result to minimize the cost
to satisfy the Unforced Capacity Obligation of the PJM Region to account for the Final PJM
Peak Load Forecast, while satisfying or honoring such reliability requirements and constraints, in
the same manner as set forth in subsection (a) above.

d) Third Incremental Auction
For each Third Incremental Auction, the optimization algorithm shall consider:

e the same Locational constraints that were modeled in the Base Residual
Auction ; and

e the Sell Offers and Buy Bids submitted in such auction.

The optimization algorithm shall calculate the overall clearing result to minimize the cost
of committing replacement Capacity Resources in response to the Buy Bids submitted, while
satisfying or honoring such reliability requirements and constraints.

()  Equal-priced Sell Offers

If two or more Sell Offers submitted in any auction satisfying all applicable constraints
include the same offer price, and some, but not all, of the Unforced Capacity of such Sell Offers
is required to clear the auction, then the auction shall be cleared in a manner that minimizes total
costs, including total make-whole payments if any such offer includes a minimum block and, to
the extent consistent with the foregoing, in accordance with the following additional principles:

1) as necessary, the optimization shall clear such offers that have a flexible
megawatt quantity, and the flexible portions of such offers that include a minimum
block that already has cleared, where some but not all of such equal-priced flexible
quantities are required to clear the auction, pro rata based on their flexible megawatt
quantities; and :

2) when equal-priced minimum-block offers would result in equal overall
costs, including make-whole payments, and only one such offer is required to clear
the auction, then the offer that was submitted carliest to the Office of the
Interconnection, based on its assigned timestamp, will clear.

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006
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- 513 Certification of ILR

No later than three months prior to the start of the Delivery Year, ILR Providers may
submit resources for review and certification by the Office of the Interconnection, in accordance
with the Reliability Assurance Agreement and the PJM Manuals, as ILR Resources for the
Delivery Year. In accordance with Schedule 6 of the Reliability Assurance Agreement, ILR
Providers must provide the Nominated ILR Value for the ILR resources certified.

5.14 Clearing Prices and Charges
a) Capacity Resource Clearing Prices

For each Base Residual Auction and Incremental Auction, the Office of the
Interconnection shall calculate a clearing price to be paid for each megawatt-day of Unforced
Capacity that clears in such auction. The Capacity Resource Clearing Price for each LDA will
be the sum of the following: (1) the marginal value of system capacity for the PJM Region,
without considering locational constraints, and (2) the Locational Price Adder, if any in such
LDA.all as determined by the Office of the Interconnection based on the optimization algorithm.
If a Capacity Resource is located in more than one Locational Deliverability Area, it shall be
paid the highest Locational Price Adder in any applicable LDA in which the Sell Offer for such
Capacity Resource cleared.

b) Resource Make-Whole Payments

If a Sell Offer specifies a minimum block, and only a portion of such block is needed to
- clear the market in a Base Residual or Incremental Auction, the MW portion of such Seli Offer
needed to clear the market shall clear, and such Sell Offer shall set the marginal value of system
capacity. In addition, the Capacity Market Seller shall receive a Resource Make-Whole Payment
equal to the Capacity Resource Clearing Price in such auction times the difference between the
Sell Offer's minimum block MW quantity and the Sell Offer's cleared MW quantity. The cost
for any such Resource Make-Whole Payments required in a Base Residual Auction or Second
Incremental Auction shall be collected pro rata from all LSEs in the LDA in which such
payments were made, based on their Daily Unforced Capacity Obligations. The cost for any such
Resource Make-Whole Payments required in a First or Third Incremental Auction shall be
collected from all Capacity Market Buyers in the LDA in which such payments were made, on a
pro-rata basis based on the MWs purchased in such auction.

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006
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- ¢)  New Entry Price Adjustment

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

a. Such Capacity Market Seller provides notice of such
election at the time it submits its Sell Offer for such
resource in the BRA for the first Delivery Year for
which such resource is eligible to be considered a
Planned Generation Capacity Resource;

b. 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
where price is no greater than 0.40 times the applicable
Net CONE divided by (one minus the pool-wide average
EFORJ); and

c. Such Capacity Market Seller submits Sell Offers in the
BRA for the two immediately succeeding Delivery
- Years for the entire Unforced Capacity of such
Generation Capacity Resource equal to the lesser of: 1)
the price in such seller’s Sell Offer for the BRA in
which such resource qualified 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 is submitted consistent with the foregoing conditions, then:

i. in the first Delivery Year, the Resource sets the
Capacity Resource Clearing Price for the LDA and all resources in
the LDA reccive the Capacity Resource Clearing Price.

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

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.L.C. Original Sheet No. 598
FERC Electric Tariff
Sixth Revised Volume No. 1

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

For each 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}(ii) of this
Attachment.

d). Qualifying Transmission Upgrade Payments

A Capacity Market Seller that submitted a Sell Offer based on a Qualifying Transmission
Upgrade that clears in the Base Residual Auction shall receive a payment equal to the Capacity
Resource Clearing Price, including any Locational Price Adder, of the LDA into which the
Qualifying Transmission Upgrade is to increase Capacity Emergency Transfer Limit, less the
Capacity Resource Clearing Price, including any Locational Price Adder, of the LDA from
which the upgrade was to provide such increased CETL, multiplied by the megawatt quantity of
increased CETL cleared from such Sell Offer. Such payments shall be reflected in the
Locational Price Adder determined as part of the Final Zonal Capacity Price for the Zone
associated with such LDAs.

). Locational Reliability Charge

In accordance with the Reliability Assurance Agreement, cach LSE shall incur a

Locational Reliability Charge (subject to certain offsets as described in sections 5.13 and 5.15)

- equal to such LSE’s Daily Unforced Capacity Obligation in a Zone during such Delivery Year
multiplied by the applicable Final Zonal Capacity Price in such Zone.

f) The Office of the Interconnection shall determine Zonal Capactty Prices in
accordance with the following, based on the optimization algorithm:

i) The Office of the Interconnection shall calculate
and post the Preliminary Zonal Capacity Prices for each Delivery
Year following the Base Residual Auction for such Delivery Year.
The Preliminary Zonal Capacity Price for cach Zone shall be the
sum of: 1) the marginal value of system capacity for the PIM
Region, without considering locational constraints; 2) the
Locational Price Adder, if any, for the LDA in which such Zone is
located; provided however, that if the Zone contains multiple
LDAs with different Capacity Resource Clearing Prices, the Zonal
Capacity Price shall be a weighted average of the Capacity
Resource Clearing Prices for such LDAs, weighted by the
Unforced Capacity of Capacity Resources cleared in each such
LDA; and 3)

an adjustment, if required, to account for Resource Make-Whole
Payments, all as determined in accordance with the optimization
algorithm.

Issued By:  Craig Glazer Effective: Junc 1, 2007
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ii) The Office of the Interconnection shall calculate
and post the Adjusted Zonal Capacity Price following cach Second
Incremental Auction. The Adjusted Zonal Capacity Price for each
Zone shall equal (1) the Preliminary Zonal Capacity Price, plus (2)
the Zonal Capacity Price for such Zone in the Second Incremental
Auction minus the Preliminary Zonal Capacity Price for such
Zone, multiplied by the ratio of (y) the total megawatts of
Unforced Capacity cleared in the Second Incremental Auction
divided by (z) the sum of the megawatts of Unforced Capacity
cleared in the Base Residual Auction and the megawatts of
Unforced Capacity cleared in the Second Incremental Auction,
plus the Forecast RTO ILR Obligation.

iii) The Office of the Interconnection shall calculate
and post the Final Zonal Capacity Price after all ILR resources are
certified for the Delivery Year. The Final Zonal Capacity Price for
each Zone shall equal the Adjusted Zonal Capacity Price, as
further adjusted to reflect the certified ILR compared to the ILR
Forecast previously used for such Delivery Year, and any
decreases in the Nominated Demand Resource Value of any
existing Demand Resource cleared in the Base Residual Auction
and Second Incremental Auction.

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006
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g) Resource Substitution Charge

Each Capacity Market Buyer in the First Incremental Auction or Third Incremental
Auction shall pay a Resource Substitution Charge equal to the Capacity Resource Clearing Price
resulting from such auction multiplied by the megawatt quantity of Unforced Capacity purchased
by such Market Buyer in such auction.

h) Minimum Offer Price Rule for Certain Planned Generation Capacity Resources

(1) Prior to each Base Residual Auction, the Market
Monitoring Unit shall develop locational asset-class estimates of
competitive, cost-based, real levelized (year 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
Asset Class Cost of New Entry shall be consistent with the
methodology used to determine the Cost of New Entry set forth in
Section 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 Integrated
Gasification Combined Cycle, that requirc a period for
development greater than three years; (ii) any facility associated
with the production of hydroelectric power; (iii) any upgrade or
addition to 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 shortfall in the Delivery Year affecting that
state, as determined pursuant to a state evidentiary proceeding that
includes due notice, PJM participation, and an opportunity to be
heard.

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

i Sell Offer affects the Clearing Price;

ii. Sell Offer is less than 80 percent of the
applicable Net Asset Class Cost of New Entry or, if there is no
applicable Net Asset Class Cost of New Entry, less than 70 percent
of the Net Asset Class Cost of New Entry for the Reference
Resource effective in such LDA; and

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
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iii. The Capacity Market Secller and any
Affiliates has or have a “net short position” in such Base Residual
Auction for such LDA that equals or exceeds (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 Year, using the Forecast 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 genecration that is, at the time of the BRA, under
contract for the Delivery Year.

(3) If the Market Monitoring Unit determines that all 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 Seller fails to supply any such information within the
specified time, or if the Market Monitoring Unit determines that
the information provided, combined with revenues that would be
camed in PJM-administered markets as determined 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 alternative Sell Offer employed in place
of the actual Sell Offer shall be equal to 90 percent of the
applicable Net Asset Class Cost of New Entry or, if there is no
applicable Net Asset 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 determine whether such Sell Offer is
consistent with the real levelized (year one) competitive, cost-
based, fixed, net cost of new entry were the resource to rely solely
on revenues from PJM-administered markets (i.c., were al! output
from the unit sold in PJM-administered spot markets). The Market
Monitoring Unit shall adjust the alternative Sell Offer if
appropriate on the basis of the relevant and reliable supporting
information available and the application of an objective analysis.

Issued By:  Craig Glazer Effective: June 1, 2007
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(4) The Market Monitoring Unit shall request that the
Office of the Interconnection perform a sensitivity analysis on any
Base Residual Auction that included Sell Offers meeting 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 Base
Residual Auction employing in place of cach actual Sell Offer
mecting the criteria a substitute Sell Offer equal to 90 percent of
the applicable ecstimated cost determined in accordance with
Section 5.14(h)1) above, or, if there is no applicable estimated
cost, equal to 80 percent of the then-applicable Net CONE. If the
resulting difference in price between the new clearing price and the
initial 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 Reliability Requirement 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 less than
5,000 megawatts; 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 set forth in section
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, PIM
shall first calculate the replacement clearing price and the total
quantity of Capacity Resources needed for the LDA. PJM 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 eatirety designated as self-supply;
(ii) then, all Sell Offers of zero, prorating to the extent necessary,
and (iii) then all remaining Sell Offers in order of the lowest price,
subject to the optimization principles set forth in Section 5.14.

{(6) Notwithstanding the foregoing, this provision shall
terminate when there exists a positive net demand for new
resources, as defined in Section 5.10(a)(iv)}(B) of this Attachment,
calculated over a period of consecutive Delivery Years beginning
with the first Delivery Year for which this Attachment is effective
and concluding with the last Delivery Year preceding such
calculation, in an area comprised of the Unconstrained LDA Group
in existence during such first Delivery Year. Notwithstanding the
foregoing, the Market Monitoring Unit shall reinstate the

- provisions of this section, solely under conditions in which a
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constrained LDA has a gross Cost of New Entry equal to or greater
than 150 percent of the greatest prevailing gross Cost of New
Entry in any adjacent LDA.

5.15 Capacity Transfer Rights

(a) To recognize the value of Import Capability and provide a partial offset to
potential Locational Price Adders that may be determined for an LDA (as to any Zone that
cocompasses two or more LDAs, the term “LDA™ as used herein shall refer to such Zone, rather
than to the LDAs it encompasses), the Office of the Interconnection shall allocate Capacity
Transfer Rights to cach LSE serving load in such LDA pro rata based on such LSE’s Daily
Unforced Capacity Obligation in such LDA. The total megawatts of Capacity Transfer Rights
available for allocation shall equal the megawatts of Unforced Capacity imported into such LDA
as determined in the Base Residual Auction (“Capacity Imported™), less any Incremental
Capacity Transfer Rights into such LDA allocated pursuant to section 5.16 (but not less than
zero), and shall be subject to change in subsequent Delivery Years as a result of changes in the
quantity of such Capacity Imported into such LDA. Each change in an LSE’s Daily Unforced
Capacity Obligation during a Delivery Year shall result in & corresponding change in the
Capacity Transfer Rights allocated to such LSE.

(b)  For purposes of any Base Residual Auction in an LDA that results in a positive
Locational Price Adder, the holder of the Capacity Transfer Rights shall receive a payment
during the Delivery Year equal to (i) the Locational Price Adder determined as a result of such

- auction for such LDA minus the Locational Price Adder for the LDA from which Unforced
Capacity is imported to determine the Capacity Transfer Right, multiplied by (ii) the megawatt
quantity of the Capacity Transfer Right allocated to such LSE.(c) For purposes of any Second
Incremental Auction in such LDA that results in a positive Locational Price Adder, the holder of
a Capacity Transfer Right shall receive a payment during the Delivery Year equal to (i) the
difference between the Locational Price Adder determined as a result of such auction for such
LDA and the Locational Price Adder for the LDA from which Unforced Capacity is imported to
determine the Capacity Transfer Right, multiplied by (ii) the megawatt quantity of the Capacity
Transfer Right allocated to such LSE, multiplied by (iii) the ratio of the increase in the quantity
of Capacity Imported into such LDA from the Base Residual Auction to the Second Incremental
Auction, divided by the quantity of Unforced Capacity imported into such LDA in the Base
Resgidual Auction.

(d) Where an LDA is entircly contained within another LDA: (i) a portion of the
Capacity Imported into the larger LDA will be allocated to the smaller LDA, based on the
smatler LDA’s proportion of the larger zone’s unforced capacity obligation; (ii) the CTRs
available for allocation to LSEs in the smaller LDA will include the product of the assigned
portion of the larger LDA’s Capacity Imported times the difference between the Locational Price
Adder in the smaller LDA and the Locational Price Adder in the area from which capacity was
imported into the larger LDA; and (jii) the total amount of Imported Capacity into the smaller
LDA remaining for determination of further credits will be reduced by the allocation of credits
attributable to Capacity Imported into the larger LDA.
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() Capacity Transfer Rights shall be transferable. A purchaser of Capacity Transfer
Rights from the original party allocated such rights shall receive any payments due under this
section or section 5.16, provided the seller and purchaser of such rights timely notify the Office
of the Interconnection of such purchase, in accordance with procedures specified in the PJM
manuals.

516 Incremental Capacity Transfer Rights

(a)  The Office of the Interconnection shall allocate Incremental Capacity Transfer
Rights to a Generation Interconnection Customer or Transmission Interconnection Customer
obligated to fund a transmission facility or upgrade through a rate or charge specific to such
facility or upgrade, to the extent such upgrade or facility increases the Import Capability into a
Locational Decliverability Area, with respect to any such transmission facility or upgrade
interconnected to the Transmission System pursuant to Part IV of this Tariff, including
transmission facilities or upgrades interconnected to the Transmission System pursuant to Part
[V prior to the effective date of this Attachment. Incremental Capacity Transfer Rights shall be
available for a facility or upgrade for a Delivery Year only if the Office of the Interconnection
certifies the quantity of Import Capability provided by such facility or upgrade at least 45 days
prior to the Base Residual Auction for such Delivery Year. The mcgawatt quantity of
Incremental Capacity Transfer Rights allocated to such an Interconnection Customer shall equal
the megawatt quantity of the increase in Import Capability across a locational constraint resulting
from such upgrade or facility, provided that the total Incremental Capacity Transfer Rights
awarded as to an LDA may not excced the total Capacity Transfer Rights determined as to such

- LDA. A Capacity Market Seller that ofters and clears a Qualifying Transmission Upgrade in the
Base Residual Auction for a Delivery Ycar shall not receive Incremental Capacity Transfer
Rights with respect to such upgrade for such Delivery Year.

(b) For any Base Residual or Incremental Auction that results in a positive Locational
Price Adder for such LDA, the holder of an Incremental Capacity Transfer Right shall receive a
payment equal to such Locational Price Adder multiplied by the mcgawatt quantity of the
Incremental Capacity Transfer Right allocated to such Interconnection Customer.

6. MARKET POWER MITIGATION

6.1 Applicability

The provisions of the Market Monitoring Plan in Attachment M to this Tariff apply to the
Reliability Pricing Model Auctions. In addition, PJM shall apply market power mitigation
measures, as set forth in this section 6, to any Base Residual Auction or Incremental Auction for
any Locational Deliverability Area having a Locational Price Adder greater than zero as
determined by the optimization algorithm pursuant to section 5.12, but only in the event the Sell
Offers that were accepted by such algorithm to resolve any locational constraint giving rise to the
Locational Price Adder (and that would not have been accepted absent such constraint), and all
Sell Offers that would resolve such copstraint remaining available but unaccepted by such
algorithm, collectively fail the Market Structure Screen set forth in this section 6. PJM shali also
apply market power mitigation mcasures, as set forth in this section 6, to any Base Residual
Auction or Incremental Auction for the entire PJM Region. This section also specifies an offer

- requirement applicable to all Capacity Resources, regardless of Locational Deliverability Arca.
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6.2 Process

(a) By no later than three months (or such other time period as established for
purposes of the Transition Period) prior to the conduct of the Base Residual Auction and each
Incremental Auction for such Delivery Year, the Officc of the Interconnection shall post the
results of the Market Monitoring Unit's application of the Preliminary Markct Structure Screen
set forth below to each such LDA and to the entire PJM Region.

(b) In accordance with the schedule specified in the PJM Manuals, following PIM’s
conduct of a Base Residual Auction or Incremental Auction pursuant to section 5.12, but prior to
PJM’s final determination of clearing prices and charges pursuant to section 5.14, PJM shall: (i)
apply the Market Structure Test to any LDA having a Locational Price Adder greater than zero
and to the entire PJM region; (ii) apply Offer Caps, if required under this section 6; and (iii)
recompute the optimization algorithm to clear the auction with the Offer Caps in place.

6.3  Market Structure Tests
(a) Preliminary Market Structurce Screen.

(1) In sufficient timc to permit the posting required by section 6.2(a), the
Market Monitoring Unit shall apply the Preliminary Market Structure Screen to identify
the LDAs in which Capacity Market Sellers must provide the data specified in section
6.7(b) for any auction conducted with respect to such Delivery Ycar and whether
Capacity Market Sellers must provide this data for the entire PJM Region. For cach LDA
and for thc PJM Rcgion, the Preliminary Market Structure Screen will be based on: (1)
the Unforced Capacity available for such Delivery Year from Gencration Capacity
Resources located in such area; and (2) the Locational Deliverability Area Reliability
Requirement and the PJM Reliability Requirement. For purposes of this screen, any
LDA for which a scparate Variable Resource Requirement Curve has not becn
established under section 5.10 of this Attachment shall be combined with all other such
LDAs that form an clectrically contiguous area (“Unconstrained LDA Group™), and the
screen shall be applied to such area in the aggregate, rather than to each such LDA
individually. Any such Unconstrained LDA Groups shall be identificd in the posting
required by section 6.2(a).

(i)  An LDA, Unconstrained LDA Group, or the entirc PJM Region shall fail
the Preliminary Market Structure Screen, and Capacity Market Sellers owning or
controlling any Generation Capacity Resource located in such LDA, Unconstrained LDA
Group, or region shall be required to provide the information specified in section 6.7, if
any one of the following three conditions is met: (1)} the market share of any Capacity
Market Scller exceeds twenty percent; (2) the HHI for all such sellers is 1800 or higher,;
or (3) there are not more than three jointly pivotal suppliers.

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  Scptember 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.[..C. Original Sheet No. 606
FERC Electric Tariff
Sixth Revised Volume No. |

(b) Market Structurc Test.

(i) In accordance with the schedule set under scction 6.2, thc Market
Monitoring Unit shall apply the Market Structure Test to an LDA or the PJM Region if
the conditions specified in section 6.5 are met as to such LDA.

(i) An LDA, Unconstrained 1.DA Group, or the PJM Region shall fail the
Market Structure Test, and mitigation shall be applied to all jointly pivotal suppliers
(including all Affiliates of such suppliers, and all third-party supply in the relevant LDA
or Unconstrained LDA Group controlled by such suppliers by contract), if, as to the Sell
Offers described in section 6.1, there are not more than three jointly pivotal suppliers.

(©) Determination of Incremental Supply

In applying thc market structure screen and market structure test, the Market Monitoring
Unit shall consider all incremental supply up to and including all such supply available at an
effective cost less than or equal to 150% of the cost-based clearing price calculated using the
incremental megawatts of supply available to solve the constraint and the nced for megawatts to
solve the constraint giving risc to a Locational Price Adder.

6.4 Market Seller Offer Caps

The Market Seller Offer Cap, stated in dollars per MW-year, applicable to price-quantity
offers within the Basc Offer Scgment for an existing Generation Capacity Resource shall be the
Avoidable Cost Rate for such resource, less the Projected PJM Market Revenues for such

- resource. During the first three Delivery Years of the Transition Period, the Market Seller Offer
Cap shall be increased for Sell Offers submitted by cligible Capacity Market Scllers in any
Unconstrained LDA Group by the Transition Adder set forth in section 17.5 of this Attachment.
The Market Seller Offer Cap applicable to price-quantity offers within the EFORd Offer
Segment for an existing Generation Capacity Resource shall be the net Cost of New Entry for the
Delivery Year. Notwithstanding the foregoing, the Market Seller Offer Cap for an existing
Generation Capacity Resource shall be the Opportunity Cost for such resource, if applicable in
accordance with section 6.7. Nothing herein shall preclude any Capacity Market Scller and the
Market Monitoring Unit from agreeing to, nor require cither such entity to agree to, an
alternative market seller offer cap determined on a mutually agrecable basis. Any such
alternative offer cap shall be filed with the FERC for its approval.

6.5  Mitigation

The Office of the Interconnection shall apply market power mitigation measures to any
Base Residual Auction or Incremental Auction for any LDA, Unconstrained LDA Group, or the
PJM Region that, without mitigation, would have a Locational Price Adder greater than zero, but
only in the event the cost-based Sell Offers that would be accepted by the optimization algorithm
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to resolve any locational constraint giving rise to the Locational Price Adder (and that
would not have been accepted absent such constraint), and all cost-based Sell Offers made at a
price less than or equal to 150 percent of the clearing price determined by the optimization
algorithm that would help resolve such constraint remaining available but unaccepted by such
algorithm, coliectively fail the Market Structure Test.

(a) Mitigation for Generation Capacity Resourcces.
1) Existing Generation Resource.

Mitigation will be applied on a unit-specific basis and only if the Scll Offer of Unforced
Capacity from a Generation Capacity Resource: (1) is greater than the Market Seller Offer Cap
applicable to such resource; and (2) would, absent mitigation, increase the Capacity Resource
Clearing Price in the relevant auction. [f such conditions are met, such Sell Offer shall be sct
equal to the Market Scller Offer Cap.

1) Planned Generation Capacity Resources

(A)  Sell Offers based on Planned Genceration Capacity Resources shall be
presumed to be competitive and shall not be subject to market power mitigation in the
Basc Residual Auction or Second Incremental Auction 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 Monitoring Unit not to be competitive in accordance
with the criteria and procedures set forth below. Such resources shall be treated as
Existing Generation Capacity Resources in the auctions for any subsequent Delivery
Y ear; provided, however, that such resources may receive certain price assurances for the
two Delivery Years immediately following the first Delivery Year of service under
certain conditions as sct forth in section 5.14 of this Attachment.

(B)  Sell Offers based on Planned Generation Capacity Resources submitted
for the first year in which such resources qualify as Planned Gencration Capacity
Resources shall be deemed competitive and not be subject to mitigation if: (1}
collectively all such Sell 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 least two unaffiliated suppliers have submitted Sell
Offers for Planned Generation Capacity Resources in such LDA. Notwithstanding the
foregoing, any Capacity Market Seller, together with Affiliates, whose Scll Offers based
on Planned Generation Capacity Resources in that LDA are pivotal, shall be subject to
mitigation.
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- {(C)  Where the two conditions stated in Paragraph (B) are not met, or the Sell
Offer is pivotal, the Market Monitoring Unit shall (1) compare each such Sell Offer to
Sell Offers submitted in other LDAs (with due recognition 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 barriers to
new entry on the basis of interviews with potential suppliers and other market
participants; and (3) dctermine, based on that analysis, whether to reject such Sell Offer
as non-competitive. Following the conduct of the applicable auction and before the final
determination of clearing prices, in accordance with Section 6.2(b) above, the Market
Monitoring Unit shall notify a Capacity Market Seller whose Sell Offer is deemed non-
competitive and allows such Capacity Market Seller an opportunity to submit a revised
Scll Offer. The Office of the Interconnection then shall clear the auction with such
revised Sell Offer in place if the Market Monitoring Unit determines that such revised
offer is competitive in accordance with the above criteria. If the revised Sell Offer is not
dcemed competitive, it will be rejected.

(b) Mitigation for Demand Resources

The Market Seller Offer Cap shall not be applied to Sell Offers of Planned Demand
Resources. When the Market Structure Test is failed, any Sell Offers of existing Demand
Resources shall not be considered in determining the Capacity Resource Clearing Price in any
auction for the market for which such test was failed.

6.6  Offer Requirement for Capacity Resources

(a) To avoid application of subsection (d), all Unforced Capacity of all existing
Generation Capacity Resources located in the PJM Region shall be offered (which may include
submission as Self-Supply) in the Base Recsidual Auction for each Delivery Year, where
Unforced Capacity is determined using an EFORJ less than or cqual to the EFORJ for the 12
months ending on the September 30 that last precedes the submission of such offers.

(b) Notwithstanding the foregoing, to address the risk of a change in EFORd between
the auction and the Delivery Year, a Capacity Market Seller may include an EFORd Offer
Segment in its Scil Offer(s) pursuant to section 6.7.

(c) Existing generation resources in the PJIM Region capable of qualifying as a
Generation Capacity Resource may not avoid the rule in subsection (a) by failing to qualify as a
Generation Capacity Resource, or by attempting to remove a unit previously qualified as a
Generation Capacity Resource from classification as a Capacity Resource, excepting only
generation resources that, as shown by appropriate documentation: (i) are reasonably expected to
be physically unable to participate in the relevant Delivery Year; (ii) have a financially and
physically firm commitment to an external sale of its capacity, or (iii} were interconnected to the
Transmission System as Energy Resources and not subsequently converted to a Capacity
Resource.

(d) Any existing generation resource located in the PJM Region that is not offered
into the Base Residual Auction for a Delivery Year, and that does not meet any of the
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exceptions stated in the prior subsection: (i) may not participate in any subsequent auctions
conducted for such Delivery Year; (ii) shall not receive any payments under section 5.14 for such
Delivery Year; and (iii) shall not bec permitted to satisfy any LSE’s Unforced Capacity
Obligation, or any entity’s obligation to obtain the commitment of Capacity Resources, for such
Declivery Year.

(e) To avoid application of subsection (f), any existing Generation Capacity Resource
located in the PJM Region that is offered into the Base Residual Auction for a Delivery Year, but
that does not clear in such auction, shall be offered in the First, Second, and Third Incremental
Auctions for such Delivery Year, unless such Generation Capacity Resource, as shown by
appropriate documnentation, (i) is reasonably expected to be physically unable to participate in the
relevant auction; (ii} has a financially and physically firn commitment to an external sale of its
capacity; or (iii) was interconnected to the Transmission System as an Energy Resource and not
subscquently converted to a Capacity Resource.

) Any existing Generation Capacity Resource located in the PJM Region that is
offcred into the Base Residual Auction for a particular Delivery Year, does not clear in such
auction, is not offered into the First, Second, or Third Incremental Auctions for such Delivery
Year, and docs not meet any of the exceptions stated in subsection (¢): (i) may not participate in
any subsequent auctions conducted for such Delivery Year; (i1) shall not receive any payments
under section 5.14 for such Delivery Year; and (iii) shall not be permitted to satisfy any LSE’s
Unforced Capacity Obligation, or any entity’s obligation to obtain the commitment of Capacity
Resources, for such Delivery Year.

(g) In addition to the remedics sct forth in subsections {c}, (d), (e), and (f), if the
Market Monitoring Unit determines that onc or more Capacity Market Sellers’ failure to offer
part or all of one or more existing generation resources into an auction would result in an
increasc of greater than five percent in any Zonal Capacity Price.determined through such
auction, the Office of the Interconnection shall apply to FERC for an order, on an expedited
basis, directing such Capacity Market Seller to participate in the auction, or for other appropriate
relief, and PJM will postpone clearing the auction pending FERC’s decision on the matter.

6.7 Data Submission

(a) Potential participants in any PJM Reliability Pricing Model Auction shall
submit the following data, (all submitted data is subject to verification by the MMU)
together with supporting documentation for each item, to the Market Monitoring Unit no
later than four months prior to the posted date for the conduct of such auction,a list of
owned or controlled generation resources by PIM transmission zone for the specified
Delivery Year, including the amount of gross capacity, the EFORd and the net (unforced)
capacity.
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(b) Except as provided in subsection (c) below, potential participants in any PJM

- Reliability Pricing Model Auction in any LDA or Unconstrained LDA Group that fails the

Preliminary Market Structure Screen (or, if such region fails the screen, potential auction

participants in the entire PJM Region) shall, in addition, submit the following data, (all submitted

data is subject to verification by the MMU) together with supporting documentation for each

item, to the Market Monitoring Unit no later than two months prior to the conduct of such

auction:

1. If the Capacity Market Seller intends to submit a non-zero price in its Sell
Offer in any such auction, the Capacity Market Seller shall submit a calculation of the
Avoidable Cost Rate, EFORd Offer Segment, and Projected PJM Market Revenues,
as defined in subsection (d) below, together with detailed supporting documentation.

ii. If the Capacity Market Scller intends to submit a Sell Offer based on
opportunity cost, the Capacity Market Seller shall also submit a calculation of
Opportunity Cost, as defined in subsection (d), with detailed supporting
documentation.

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

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

ii. 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.

The Market Monitoring Unit shall determine, in its discretion, following stakeholder
consultation, the resource classes and corresponding prices described in this subsection and shall
identify such resource classes and prices in the posting required by scction 6.2(a). Nothing
herein precludes the Market Monitoring Unit from requesting additional information from any
potential auction participant as decemed necessary by the Market Monitoring Unit, including,
without limitation, additional cost data on resources in a class that is not otherwise expected to
include the marginal price setting 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 Sell Offer that complies with
such commitments. If the Capacity Market Seller does not timely resubmit its Sell Offer, it shall
be deemed to have submitted a Sell Offer that complies with the commitments made under this
subsection, with a default price equal 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 required by
section 6.2(a). Notwithstanding the foregoing, if the Capacity Market Seller demonstrates to the
satisfaction of the Market Monitoring Unit that a significant change in circumstances warrants
submission of a Sell Offer that is inconsistent with a prior commitment under this subsection,
then the Market Monitoring Unit shall allow such Sell Offer provided that the Capacity Market
Seller promptly notifies the Market Monitoring Unit upon becoming aware of the change in
circumstances and provides all information deemed necessary by the Market Monitoring Unit to
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support such Sell Offer and that the offer is otherwise consistent with the requirements of this
section 6. The obligation imposed under scction 6.6(a) shall not be satisfied unless and until the
Capacity Market Scller submits (or is deemed to have submitted) a Secll Offer that conforms to its
commitments made pursuant to this subsection.

(d) In order for costs to qualify for inclusion in the Market Seller Offer Cap, the
Capacity Market Seller must provide to PJM relevant cost data conceming cach data item
specified. Based on the data and calculations submitted by the Capacity Market Sellers for each
existing generation resource and the formulas specified below, the MMU shall calculate the
Market Seller Offer Cap for each such resource, and notify the Capacity Market Seller one
month prior to the auction whether such submittal will be accepted, and if not, provide to such
scller detailed information as to why such submittal was not accepted. If a Capacity Market
Seller fails to submit costs consistent with the above, it shall be required to submit any Sell Offer
in such auction as Self-Supply. (All submitted data is subject to verification by the MMU.)

i Avoidable Cost Rate: The Avoidable Cost Rate for an existing generation
resource shall be determined using the formula below and applied to the unit’s Basc
Offer Segment.

iL. Opportunity Cost: Opportunity Cost shall be the documented price
available to an existing generation resource in a market external to PJM. In the event
that the total MW of existing generation resources submitting opportunity cost offers
in any auction for a Delivery Year cxceeds the firm export capability of the PJM

D— system for such Delivery Year, or thc capability of external markets to import
capacity in such year, PJM will accept such offers on a competitive basis. PJM will
construct a supply curve of opportunity cost offers, ordered by opportunity cost, and
accept such offers to export starting with the highest opportunity cost, until the
maximum level of such exports is reached. The maximum level of such cxports is the
lesser of PJM’s ability to permit firm exports or the ability of the importing arca(s) to
accept firm imports or imports of capacity, taking account of relevant export
limitations by location. If, as a result, an opportunity cost offer is not accepted from
an existing generation resource, thec Market Seller Offer Cap applicable to Sell Offers
rclying on such generation resource shall be the Avoidable Cost Rate.
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- iii. EFORd Offer Scgment: To address the risk of a change in EFORJ for an
existing generation resource between the auction and the Dclivery Year, a Capacity
Market Seller may submit a Scll Offer that includes a quantity of megawatts priced at
up to the Net Cost of New Entry. Such quantity of megawatts shall be no greater than
such resource’s demonstrated summer net capability of installed capacity, as
determined in accordance with the PJM Manuals, multiplied by, at the Capacity
Market Seller’s clection, either: (A) the positive difference between such resource’s
five-year average EFORJ for the five consecutive years ending three months prior to
the submission of such Sell Offer and such resource’s twelve-month average EFORd
for the twelve months ending three months prior to the submission of such Sell Offer,
or (B) the positive difference between the EFORd reasonably anticipated, based on
known and measurable changes and supported by appropriate documentation, for the
twelve months ending on the September 30 last preceding the commencement of the
Delivery Year, and the twelve-month average EFORd for the twelve months ending
three months prior to the submission of such Sell Offer.

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

6.8 Avoidable Cost Definition

(a) Avoidable Cost Rate: The Avoidable Cost Rate for a Generation Capacity
Resource that is the subject of a Sell Offer shall be determined using the following formula,
cxpressed in dollars per MW-year:

Avoidable Cost Rate = [1.10*(AOML + AAE + AME + AVE + ATFI +
ACC + ACLE) + APIR]

Where:

e AOML (Avoidable Operations and Maintenance Labor) consists of the
avoidable labor cxpenses related directly to operations and maintenance of the
generating unit for the twelve months preceding the month in which the data
must be provided. The categories of expenses included in AOML are those
incurred for: (a) on-site based labor engaged in operations and maintenance
activities; (b) off-sitc based labor cngaged in on-site operations and
maintenance activities directly related to the generating unit; and (c) off-sitc
based labor engaged in off-site operations and maintenance activities directly
related to generating unit equipment removed from the generating unit site.
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e AAE (Avoidable Administrative Expenses) consists of the avoidablc
administrative expenses related directly to cmployees at the gencrating unit
for twelve months preceding the month in which the data must be provided.
The categories of expenses included in AAE arc those incurred for: (a)
cmployee cxpenses (except employee cxpenses included in AOML); (b)
environmental fees; (c) safety and operator training; (d) office supplies; (e)
communications; and (f) annual plant test, inspection and analysis.

e AME (Avoidable Maintenance Expenses) consists of avoidable
maintcnance expenses (other than expenses included in AOML) related
directly to the generating unit for the twelve months preceding thc month in
which the data must be provided. The categories of expenses included in
AME are those incurred for: (a) chemical and matcrials consumed during
maintenance of the generating unit; and (b) rented maintenance cquipment
used to maintain the gencrating unit.

e AVE (Avoidable Variable Expenscs) consists of avoidable variable expenses
rclated directly to the generating unit incurred in the twelve months preceding
the month in which the data must be provided. The categories of expenses
included in AVE arc those incurred for: (a) water treatment chemicals and
lubricants; (b) water, gas, and electric scrvice (not for power generation); and
(c) wastc water treatment.

e ATFI (Avoidable Taxes, Fees and lInsurance) consists of avoidable
expenses related directly to the generating unit incurred in the twelve months
preceding the month in which the data must be provided. The categorics of
cxpenses included in AFTI arc those incurred for: (a) insurance, (b) permits
and licensing fees, (¢) site security and utilities for maintaining security at the
site; and (d) property taxes.

e ACC (Avoidable Carrying Charges) consists of avoidable short-term
carrying charges related directly to the generating unit in the twelve months
preceding the month in which the data must be provided. Avoidable short-
term carrying charges shall include short term carrying charges for
maintaining reasonable levels of inventories of fuel and spare parts that result
from short-term operational unit decisions as measured by industry best
practice standards. For the purpose of determining ACC, short term is the
time period in which a reasonable replacement of inventory for normal,
expected operations can occur.
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e ACLE (Avoidable Corporate Level Expenses) consists of avoidable
corporate level expenses directly related to the generating unit incurred in the
twelve months preceding the month in which the data must be provided.
Avoidable corporate level expenses shall include only such expenses that are
directly linked to providing tangible services required for the operation of the
gencrating unit proposed for Deactivation. The categorics of avoidable
cxpenses included in ACLE are thosc incurred for: (a) legal services, (b)
environmental reporting; and (c) procurement expenscs.

e APIR (Avoidable Project Investment Recovery Rate) = PI * CRF
Where:

e PI is the amount of project investment rcasonably required to enable a
Generation Capacity Resource that is the subject of a Sell Offer to
continue operating or improve availability during Peak-Hour Periods
during the Delivery Year.

e CRF is the annual capital recovery factor from the following table,
applied in accordance with the terms specified below.
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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 relevant Delivery
Year.

Remaining Life of Plant defines the amortization schedule (i.e., the maximum number of
years over which the Project Investment may be included in the Avoidable Cost Rate.)

Capital Expenditures and Project Investment

For any given Project Investment, a Capacity Market Seller may make a one-time
election to recover such investment using: (i) the highest CRF and associated recovery schedule
to which it is entitled; or (ii) the next highest CRF and associated recovery schedule. For these
purposes, 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 Alternative” categories.
The Capacity Market Seller using the above table must provide the PJM Market Monitoring Unit
with information, identifying and supporting such election, including but not limited to the age of
the unit, the amount of the Project Investment, the purpose of the investment, cvidence of
corporate commitment (e.g., an SEC filing, a press release, or a letter from a duly authorized
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corporate officer indicating intent to make such investment), and detailed information concerning
the governmental requirement (if applicable). Absent other written notification, such election
shall be deemed based on the CRF such Seller employs for the first Sell 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 recovery
schedule is selected may not exceed an offer price cqual to the then-current Net CONE (on an
unforced-equivalent basis).

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

If the project associated with a Project Investment that was included in a Sell Offer using
a CRF and associated recovery schedulc 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 elect to
cither (i) pay a charge that is equal to the difference between the Capacity Resource Clearing
Price for such LDA for the relevant Delivery Ycar and what the clearing price would have been
absent the APIR component of thc Avoidable Cost Rate, this difference to be multiplied by the
cleared MW volume from such Resource (“rebate payment”); (ii) hold such rebate payment in
escrow, to be released to the Capacity Market Seller in the event that the project enters into
commercial operation during the subsequent Delivery Ycar or rebated to LSEs in the relevant
- [.DA if the project has not entered into commercial operation during the subsequent Delivery
Year; or (iii) make a reasonable 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 rebate payments shall be allocated pro rata to LSEs in the
relcvant LDA(s) that were charged a Locational Reliability Charge for such Delivery Year, based
on their Daily Unforced Capacity Obligation in the relevant LDA(s). If the Sell Offer from the
Gencration Capacity Resource did not set the Capacity Resource Clearing Price in the relevant
LDA, no alternative investment or rebate payment is required. If the difference between the
Capacity Resource Clearing Price for such LDA for the relevant Delivery Year and what the
clearing price would have been absent the APIR amount does not cxceed the greater of $10 per
MW-day or a 10% increase in the clearing price, no alternative investment or rebate payment is
required.
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Mandatory CapEx Option

The Mandatory CapEx CRF and recovery schedule is an option available, beginning in
the third BRA (Delivery 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 Delivery Year, where: (i) such resource is 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 rccovery is sought, and such Project Investment is equal to or exceeds
$200/kW of capitalized project cost; or (ii) such resource is a coal-fired resource located in an
LDA for which a separate VRR Curve has becn established for the relevant Delivery Years,
began commercial operation at least 50 years 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 Settlement Agrcement.

A Capacity Market Seller that wishes to elect the Mandatory CapEx option for a Project
Investment must do so beginning with the Basc Residual Auction for the Delivery Year in which
such project is expected to enter commercial operation. A Sell Offer submitted in any Base
Residual Auction for which the “Mandatory CapEx” option is selected 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 is an option available, beginning in
- the third BRA (Delivery Year 2009-10), for a resource that is a gas- or oil-fired resource that
began commercial operation no less than 40 years prior to the conduct of the relevant BRA
(excluding, however, any resource in any Delivery Year for which the resource is receiving a
payment under Part V of the PJM Tariff Generation Capacity Resources electing this 40 Plus
Alternative CRF shall be trcated as At Risk Generation for purposes of the sensitivity runs in the
RTEP process). Resources electing the 40 Ycar Plus Option will be modeled in the RTEP

process as “at-risk” at the end of the one-year amortization period.

A Capacity Market Seller that wishes to elect the 40 Plus Alternative option for a Project
Investment must provide written notice of such election to the Office of the Interconnection no
later than six months prior to the Basc Residual Auction for which such election is sought;
provided however that shorter notice may be provided if unforescen circumstances give risc to
the need to make such election and such seller gives notice as soon as practicable.

The Office of the Interconnection shall give market participants reasonable notice of such
election, subject to satisfaction of requirements under the PJM Operating Agreement for
protection of confidential and commercially sensitive information. A Sell Offer submitted in any
Base Residual Auction for which the “40 Plus Alternative™ option is selected may not exceed an
offer price equivalent to the then-current Net CONE (on an unforced-equivalent basis).
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(b) For the purpose of determining an Avoidable Cost Rate, avoidable expenses are
incremental expenses directly required to operate a Generation Capacity Resource that a
Generation Owner would not incur if such generating unit did not operate in the Delivery Year or
meet Availability criteria during Peak-Hour Periods during the Delivery Year.

(c) For the purpose of determining an Avoidable Cost Ratc, avoidable expenses shall
exclude variable costs recoverable under cost-based offers to sell energy from operating capacity
on the PJM Interchange Energy Market undcr the Operating Agreement.

(d) Projected PJM Market Revenues for any Generation Capacity Resource to which
the Avoidable Cost Ratc is applied shall include all actual unit-specific revenues from PJM
energy markets, ancillary services, and unit-specific bilateral contracts from such Generation
Capacity Resource, net of marginal costs for providing such cnergy (i.e., costs allowed under
cost-based offers pursuant to Scction 6.4 of Schedule 1 of the Operating Agreement) and
ancillary services from such resource.

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

(ii) For the fourth BRA (delivery ycar 2010-11) and thereafter, the
calculation of Projected PJM Market Revenues shall be equal to
- the rolling simple average of such net revenues as described above
from the three most rccent whole calendar years prior to the year in
which thc BRA is conducted.
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If a Generation Capacity Resource did not receive PJM market revenues during the entire
relevant time period because the Generation Capacity Resource was not integrated into PJIM
during the full period, then the Projected PJM Market Revenucs shall be calculated using only
those whole calendar years within the full period in which such Resource received PJM markct
revenues.

If a Generation Capacity Resource did not receive PJM market revenues during the cntire
relevant time period because it was not in commercial operation 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.

7. GENERATION RESOURCE RATING TEST FAILURE CHARGE

71 Generation Resource Rating Test Failure Charges

A Generation Resource Rating Test Failure Charge shall be assessed on any Market
Sciler that commits a Generation Capacity Resource for a Delivery Year if such resource fails a
generation resource capacity test, as provided herein.

a) Gencration Resource Fails Capacity Test in Delivery Year

Each Generation Capacity Resource committed for a Delivery Year shall be obligated to
complete a generation resource capacity test, as described in the PJM Manuals, for both the
Summer and Winter Scasons. The Market Seller that committed the resource may perform an
unlimited number of tests during each such period. If none of the tests during a testing period

w certify full delivery of the mcgawatt amount of installed capacity the Market Seller committed
for such Delivery Year, the Market Seller shail be asscssed a daily Genecration Resource Rating
Test Failure Charge for cach day from the first day of the Summer or Winter Season in which
such resource failed the rating test through the last day of such Delivery Year, provided,
however, that a Capacity Market Scller that fails or is expected to fail a rating test may obtain
and commit Unforced Capacity from a replacement Generation Capacity Resource meeting the
same locational requirements. Such Unforced Capacity may include uncommitted or uncleared
Sell Offer blocks from Generation Capacity Resources that were othcrwise committed. In such
case, the charge prescribed below shall be assessed from the first day of the season for which the
test was failed through the last day before the effective date of the commitment of such
replacement Generation Capacity Resource in an amount cqual to the full shortage of Unforced
Capacity determined in subsection (b) below. Any such commitment of replacement capacity
shall be effective upon no less than one day’s noticc to the Office of the Interconnection.
Thereafter, any charges assessed on the Capacity Market Seller that fails such a rating test shall
be assessed for the quantity of Unforced Capacity less any amount from such replacement
Generation Capacity Resource.
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b) Generation Resource Rating Test Failure Charge

The Generation Resource Rating Test Failure Charge shall equal the Daily Deficiency
Rate multiplied by the following megawatt quantity, converted to an Unforced Capacity basis
using the EFORp associated with such Market Seller’s cleared Sell Offer: (i) the installed
capacity in such Sell Offer for such resource, minus (ii) the highest installed capacity rating
determined for such resource in any test during the relevant testing period. The Daily Deficiency
Rate shall equal the greater of: (iii) two times the Capacity Resource Clearing Price, in 3/MW-
day, applicablc to the Generation Capacity Resource; or (iv) the Net Cost of New Entry. If a
single resource is the basis for cleared Sell Offers of multiple Capacity Market Sellers, the
installed capacity shortfall determined under (i) and (ii) above shall be assessed upon such
Capacity Market Sellers on a pro-rata basis in accordance with the megawatts of capacity from
such resource in their cleared Sell Offers.

c) Allocation of Revenue Collected from Generation Resource Rating Test Failure
Charges.

The revenue collected from Generation Resource Rating Test Failure Charges shall be
distributed on a pro-rata basis to LSEs that were charged a Locational Reliability Charge for the
Delivery Year for which the Generation Resource Rating Test Failure Charge was assessed. The
charges shall be allocated on a pro-rata basis to LSEs based on their Daily Unforced Capacity
Obligation.

8. CAPACITY RESOURCE DEFICIENCY CHARGE

8.1 A Capacity Resource Deficiency Charge shall be assessed on any Capacity
Market Seller that commits a Capacity Resource for a Delivery Year that is unable or unavailable
to deliver Unforced Capacity for all or any part of such Delivery Year for any of the following
reasons, and that does not obtain replacement Unforced Capacity in thc megawatt quantity
required to satisfy.its cleared Scll Ofter:

a) Unit Derating — Such Capacity Resource is a Generation Capacity Resource and
its capacity value is derated prior to or during the Delivery Year;

b) EFORp Increase — Such Capacity Resource is a Generation Capacity Resource
and the EFORp value determined for such resource two (2) months prior to the Third
Incremental Auction is lower than the EFORp value submitted in the Capacity Market Seller’s
cleared Sell Offer;

<) Planned Generation Resource — Such Capacity Resource is a Planned Generation
Capacity Resource and Interconnection Service has not commenced as to such resource prior to
the start of the Delivery Year;

d) Planned Demand Resource - Such Capacity Resource is a Planned Demand
Resource and the associated demand response program is not installed prior to the start of the
Delivery Year; or

e) Existing Demand Resource — Such Capacity Resource is an existing Demand

Resource and, subject to section 8.4, is not capable of providing the megawatt quantity of load
response specified in the cleared Sell Offer.
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8.2. Capacity Resource Deficiency Charge

The Capacity Resource Deficiency Charge shall equal the Daily Deficiency Rate (as
defined in section 7) multiplied by the megawatt quantity of deficiency below the level of
capacity committed in such Capacity Market Seller’s Scll Offer, for each day such Capacity
Market Seller is deficient.

83. Allocation of Revenue Collected from Capacity Resource Deficiency Charges

The revenue collected from the assessment of a Capacity Resource Deficiency Charge
shall be distributed on a pro-rata basis to all LSEs that were charged a Locational Reliability
Charge for the day for which such Capacity Resource Deficiency Charge was assessed. Such
revenues shall be distributed on a pro-rata basis to such LSEs based on their Daily Unforced
Capacity Obligations.

8.4  Relief from Charges

A Capacity Market Seller that is otherwisc subject to the Capacity Resource Deficiency
Charge solely as a result of section 8.1(e) may receive relicf from such Charge if it decmonstrates
that the inability to provide the level of demand response specified in its Sell Offer is due to the
permanent departurc (due to plant closure, efficiency gains, or similar reasons) from the
Transmission System of load that was relied upon for load responsc in such Sell Offer; provided,
however, that the Capacity Market Seller must provide the Office of the Interconnection with all
information deemed necessary by the Office of the Interconnection to assess the merits of the
request for relief.

9. PEAK SEASON MAINTENANCE COMPLIANCE PENALTY
CHARGE.

a) Purpose

To preserve and maintain the reliability of the PJM Region and to recognize the impact of
planned outages and maintenance outages of Generation Capacity Resources during the Pecak
Scason, each Capacity Market Seller that commits a Generation Capacity Resource for a
Delivery Ycar must cnsure that such Generation Capacity Resource has available sufficient
Unforced Capacity during the Peak Season to satisfy the megawatt amount specified in the
cleared Sell Offer for such resource.

b) Peak Season Requirement

To the extent the Generation Capacity Resource will not be available due to a planned or
maintenance outage that occurs during the Peak Season without the approval of the Office of the
Interconnection, the Capacity Market Seller must obtain replacement Unforced Capacity from a
Capacity Resource that is not already committed for such Delivery Year and that mects all
characteristics specified in the Sell Offer, including the megawatt quantity of Unforced Capacity
committed for such Delivery Year, or otherwise pay a Peak Scason Maintenance Compliance
Penalty Charge. The Capacity Market Seller shall commit such replacement Capacity Resource
in accordance with the procedure set forth in the PJM Manuals.
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c) Peak Season Planned and Maintenance Outages

The Office of the Interconnection shall adopt and maintain rules and procedures for
determining the allowable Peak Season planned and maintenance outages.

d) Peak Season Maintenance Compliance Penalty Charge

The Peak Season Maintenance Compliance Penalty Charge shall equal the Daily
Deficiency Rate (as defined in section 7) multiplied by the megawatt quantity of capacity
committed from such Generation Capacity Resource in the cleared Sell Offer, for each day
during the Peak Season that such resource is out-of-service on a maintenance outage that is not
authorized by the Office of the Interconnection.

c) Allocation of Revenue Coliected from Peak Scason Maintenance Compliance
Penalty Charges

The revenue collected from assessment of a Peak Season Maintenance Compliance
Penalty Charge shall be distributed on a pro-rata basis to all LSEs that were charged a Locational
Reliability Charge for the day for which the Capacity Resource Deficiency Charge was assessed.
Such revenues shall be distributed on a pro-rata basis to all such LSEs based on their Daily
Unforced Capacity Obligation.

10. PEAK-HOUR-PERIOD AVAILABILITY CHARGES AND CREDITS

(a) To preserve and maintain the reliability of the PJM Region 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 Generation Capacity Resources exceeds or falls short,
respectively, of the expected availability of such resources. Charges and credits hereunder shall
not apply to wind or solar resources.

(b) Critical peak periods for purposes of this assessment (“Peak-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.

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.L.C. Original Sheet No. 622
FERC Electric Tariff
Sixth Revised Volume No. 1

c) Pcak-Period Equivalent Forced Outage Rate and Pcak-Period Capacity
Calculations

The Peak-Period Equivalent Forced Outage Rate shall be calculated for Peak-Hour
Periods based on the following formula:

EFORp (%)= (FOH + EFPOH) / (SH + FOH)
where

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

EFPOH = cquivalent forced partial outage hours when the unit was
called upon, excluding those 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 - EFORp)
where

ICAP = the installed capacity rating of such Generation Capacity
Resource

d) Determination of Expected EFORp and PCAP for Generation Capacity Resources

For each Delivery Year, the expected EFORP and PCAP of each Generation Capacity
Resource committed to serve load in such Delivery Year shall be the EFOR;,, and UCAP,
respectively, calculated on a rolling-average basis using such resource’s service history during the
five consecutive annual periods of twelve consecutive months ending September 30 last preceding
such Delivery Year. Such EFORp and UCAP shall be determined in accordance with Schedule 5 of
the Reliability Assurance Agreement, which excludes (for purposes of Capacity Resource UCAP
calculations) outages deemed outside management control in accordance with the standards and
guidelines of NERC, as defined in the Generating Availability Data System, Data Reporting
Instructions in Attachment K or its successor (“Outside Plant Management Control™ or “OMC”).

(e) For each Delivery Year, the actual EFORp and PCAP of each Generation
Capacity Resource shall be calculated during the Peak-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, cancellation,
retirement, de-rating, or rating test failure. The full or partial forced outage hours when called
upon shall be those outage hours during which the cost-based offer for energy from the resource
would have been less than the applicable Locational Marginal Price for such resource, or when
the Office of the Interconnection would have called upon the resource (absent the outage) for
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operating reserves, in both cases as determined by the Office of the Interconnection in
accordance with the procedures specificd in the PJM Manuals (including, without limitation,
respecting such unit’s current operating constraints). In addition, for single-fueled, 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 Sclier can demonstrate to the Office of the Interconnection
that such failure was due to non-availability of gas to supply the unit.

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

(g) For each Delivery Year, the excess or shortfall in Peak-Hour Period availability
for each Generation Capacity Resource shall be determined by comparing such resource’s
expected and actual PCAP, subject to the limitation under subsection (i) below. The net Peak-
Hour Period availability shortfall or cxcess for each Capacity Market Seller and FRR Entity in
cach Locational Deliverability Area shall be the net of the shortfalls and excesses of all
Generation Capacity Resources in such Locational Dcliverability Area committed by such
Capacity Market Seller for such Delivery Year.

(h) As to any Generation Capacity Resource cxperiencing or cxpected to expericnce a
full or partial outage during any Peak-Hour Period that would or could result in a shortfafl under
subsection (g) above, a Capacity Market Scller may obtain and commit Unforced Capacity from
a replacement Generation Capacity Resource (not previously committed) meeting the same
locational requircments as such resource. Such Unforced Capacity shall be recognized for
purposes of this section prospectively from the effective date of commitment of such
replacement resource, and to the cxtent such replacement Unforced Capacity thereafter is
available during Pcak-Hour Periods, any shortfall that otherwise would have been calculated
shall be reduced to that cxtent. Any such commitment of replacement capacity shall be effective
upon no less than one day’s notice 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, howcver, that
if such limitation is triggered as to any Generation Capacity Resource for a Delivery Year, then
the decimal multiplicr for this calculation as to such resource in the immediately succeeding
Delivery Year shall be increased to 0.75, and if such limitation again is triggered in such
succeeding Delivery Year, then the multiplier shall be increased to 1.00. The multiplier shall
remain at either such elevated level for each succeeding Delivery Year until the shortfall
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experienced by such resourcc is less than 0.50 times thc Unforced Capacity of such
resource for three consecutive Delivery Years.

() A Peak-Hour Period Availability Charge shall be assessed on each Capacity Market
Seller with a net shortfall in PCAP in an LDA, where such charge is equal to such shortfall times the
Capacity Resource Clearing Price determined for such Locational Deliverability Arca for such
Delivery Year.

(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 seller shall
be paid no more than the product of such seller’s net excess PCAP times the Capacity Clearing Price
determined for such Locational Deliverability Area for such Dclivery Year. Any excess revenucs
remaining after such distribution shall be distributed on a pro-rata basis to all LSEs in the Zone that
were charged the same Locational Reliability Charge for the Delivery Year for which the Peak Hour
Availability 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
each 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.

11. DEMAND RESOURCE AND ILR COMPLIANCE PENALTY
CHARGE

(a) The Office of the Interconnection shall scparately evaluate compliance of each
Demand Resource offered and cleared in a Reliability Pricing Model Auction and each nominated
[LR resource certified for a Delivery Year, in accordance with procedures set forth in the PIM
Manuals. The compliance is evaluated scparately in each LDA (or Zone, wherc such Zone
encompasses two or more LDAs). Capacity Market Sellers that committed Demand Resources and
ILR Providers that nominated ILR for a Delivery Year that cannot demonstrate the hourly
performance of such resource in real-time based on the capacity commitment reflected in the
applicable Sell Offer or ILR certification shall be assessed a Demand Resource and ILR Compliance
Penalty charge; provided, however, that such under compliance shall be determined on an aggregate
basis for all Demand Resources and ILR offered by the same Capacity Marker Seller or by the same
ILR Provider in a single Zone.

b) The Demand Resource and JLR Compliance Penalty Charge shall equal 0.20 times
the Annual Revenue Rate muitiplied by the following megawatt quantity, converted to an Unforced
Capacity basis using the applicable DR Factor and Forecast Pool Requirement: (i) the megawatts of
load reduction capability committed in the applicable Sell Offer or ILR certification minus {ii} the
under-compliance megawatts of load reduction actually provided during a reduction event called by
the Office of the Interconnection. The Annual Revenue Rate for a Demand Resource shall be the
Resource Clearing Price that the resource received in the auction in which it cleared. The Annual
Revenue Rate for an ILR resource shall be the
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Adjusted Zonal Capacity Price for the Zone in which such ILR was certified, but no to exceed the
Locational Reliability Charges assessed on loads in such LDA, net of any Capacity Transfer Right
credits allocated to such loads. The total charge per megawatt that may be assessed on a Demand
Resource or ILR resource in a Delivery Year shall be capped at the Annual Revenue Rate the
resource would receive in the Delivery Year.

c) Revenues from assessment of a Demand Resource and ILR Compliance Penalty
Charge shall be distributed by the third billing month following the event that gave rise to such
charge on a pro-rata basis to Demand Resource Providers and ILR Providers that provided load
reductions in excess of the amount such resources were committed or certified to provide. Such
revenue distribution, however, shall not exceed for any resource the quantity of excess megawatts
provided by such resource during a single event times 0.20 times the Annual Revenue Rate received
by such resource. To the extent any such revenues remain afer such distribution, thc remaining
revenucs shall be distributed to LSEs based on each LSE’s average Daily Unforced Capacity
Obligation for the month in which the non-compliance event occurred.

12.  QUALIFYING TRANSMISSION UPGRADE COMPLIANCE
PENALTY CHARGE

If a Qualifying Transmission Upgrade forming the basis of a Sell Offer that cleared in
the Base Residual Auction for a Delivery Year is not in service at the commencement of such
Delivery Ycar, and the Capacity Market Scller does not obtain replacement Capacity Resources in

. the LDA for which such upgrade was to increase CETL, such seller shall pay a compliance penalty
charge for each day such upgrade is delayed during such Delivery Year cqual to the megawatt
quantity of Import Capability cleared in the Basc Residual Auction based on such upgrade,
multiplied by the greater of> (i) two times the Locational Price Adder of the LDA into which the
Qualifying Transmission Upgrade is cleared, in $/MW-day; or (ii) the Net Cost of New Entry less the
clearing price in the LDA-from which CETL was incrcased. The revenue coliected from the
assessment of Qualifying Transmission Upgrade Compliance Penalty Charges shall be distributed on
a pro-rata basis to all LSEs that were charged a Locational Reliability Charge for the day for which
such charge was assessed. Such revenues shall be distributed on a pro-rata basis to such LSEs based
on their Daily Unforced Capacity Obligations.

13. EMERGENCY PROCEDURE CHARGE
13.1 Application of the Emergency Procedure Charge

Following an Emergency, the compliance during the period of such Emcrgency with
the instructions of the Office of the Interconnection of: (a) each Capacity Market Seller that
committed Capacity Resources during such period; and (b) cach ILR Provider responsible for ILR
certified for such period, shall be evaluated as recommended by the Reliability Committee and
directed by the PJM Board. If, based on such evaluation, it is determined that a Capacity Market
Seller or ILR Provider refused to comply with, or otherwise failed to employ its best cfforts to
comply with, the instructions of the Office of the Interconnection to implement PJM emergency
procedures, then such Market Seller or ILR Provider shall pay an Emergency Procedure Charge.
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13.2 Emergency Procedure Charge

The Emergency Procedure Charge shall equal 365 multiplied by the Daily Deficiency
Ratc for such Delivery Year times each megawatt of a Demand Resource or ILR that was not
implemented as directed, and each megawatt of a Generation Capacity Resource that was not made
available as directed despite being capable of producing energy at the time, and that is deliverable to
the PJM Region in the case of a Generation Capacity Resource located outside the PJM Region.

13.3  Allocation of Revenue from Emergency Procedure Charges

The revenue collected from assessment of an Emergency Procedure Charge shall be
distributed on a pro-rata basis to all LSEs that were charged a Locational Reliability Charge for the
day for which the Emergency Procedure Charge was assessed. The charges shall be allocated on a
pro-rata basis to all such LSEs based on their Daily Unforced Capacity Obligation,

14, CONVERSION OF CAPACITY CREDITS FROM PRIOR CAPACITY
ADEQUACY REGIME

14.1 Purpose

Capacity Credits shall not be accepted as satisfaction of the Daily Unforced Capacity
Obligation of any LSE. Parties to Capacity Credit transactions may agree bilaterally to convert such
transactions on a basis that permits them to clear in a Reliability Pricing Model Auction, or may
settle such transactions financially as described in section 14.2.

. 14.2 Settlement

For the 2007/2008 Delivery Ycar, only Capacity Credits confirmed by the Office of
the Interconnection to have been entered into prior to April 1, 2006 will be settled based on the
marginal value of system capacity ($/MW-day) as determined under section 5.14(a) in the Base
Residual Auction for such Delivery Year, plus any Locational Price Adder determined in such
auction for the Locational Deliverability Areca that corresponds to the Mid-Atlantic Region plus the
Allegheny Power System Zone. The party that purchased such Capacity Credit shall receive this
value multiplied by the megawatt quantity of the Capacity Credit, for the duration of such
transaction. The party that sold such Capacity Credit shall be assessed this value, multiplied by the
megawatt quantity of the Capacity Credit, for the duration of such transaction. For the 2008/2009
Delivery Year, and thereafter, Capacity Credits will be settled based on the marginal valuc of system
capacity ($/MW-day) as determined under section 5.14(a) in the Base Residual Auction for such
Delivery Year. The party that purchascd such Capacity Credit shall receive this value multiplied by
the megawatt quantity of the Capacity Credit, for the duration of the transaction. The party that sold
such Capacity Credit will be assessed this value multiplied by the megawatt quantity of the Capacity
Credit, for the duration of the transaction.
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15. COORDINATION WITH ECONOMIC PLANNING PROCESS

Following cach Base Residual Auction, the Office of the Interconnection shall review
each LDA that has a Locational Price Adder to determine if Planned Generation Capacity Resources,
Planned Demand Resources, or Qualifying Transmission Upgrades submitted Sell Offers that cleared
in such auction. If a Locational Price Adder results from the clearing of an LDA for two consecutive
Base Residual Auctions, and no such planned resources or upgrades clear in such auctions for such
LDA, then thc Office of the Interconnection shall evaluate in the RTEP process the costs and benefits
of a transmission upgrade that would reduce to zero the Locational Price Adder for such LDA. Such
evaluation will compare the cost of the upgrade over ten ycars against the value of elimination of the
Locational Price Adder over such period. If such upgrade is found to be feasible and beneficial, it
shall be included in the RTEP as soon as practicable. The annual costs of such upgrade shall be
allocated to all LSEs serving load in such LDA, pro rata based on such loads.

16 RELIABILITY BACKSTOP
16.1. Purpose

The Reliability Backstop provides a mechanism to resolve reliability criteria

violations caused by: (a) lack of sufficient capacity committed through the Reliability Pricing Model

Auctions; or (b) near-term transmission deliverability violations identified after the Base Residual

Auction is conducted. These backstop mechanisms are intended to guarantee that sufficient

generation, transmission and demand response solutions will be available to preserve system

reliability. The backstop mechanisms arc based on specific triggers that signal a need for a targeted

. solution to a rcliability problem that was not resolved by the long-term commitment of Capacity
Resources through Self-Supply or the Reliability Pricing Model Auctions.

16.2 Investigation of Capacity Shortfall

If the total Unforced Capacity of Capacity Resources committed for a Delivery Year
following the Base Residual Auction equatcs to an installed reserve margin that is more than one
percentage point lower than the approved PJM Region Installed Reserve Margin, the Office of the
Interconnection shall investigate the cause for the shortage, and recommend corrective action,
including, without limitation, adjusting the Cost of New Entry to the extent determined necessary by
such investigation, or addressing other barricrs to entry identified by such investigation. No
Reliability Backstop Auction will be conducted to address such a shortfall unless it occurs in the
Base Residual Auctions for three consecutive Delivery Years.

16.3 Triggering Conditions

a) Either of the following two conditions will trigger reliability backstop
measurcs provided in this section, as described below:

i) If the total Unforced Capacity of all Capacity Resources committed
through Self-Supply or the Base Residual Auctions for three consecutive Delivery Years,
equates to an installed reserve margin that is more than one percentage point lower than the
approved PJM Region Installed Reserve Margin, the Office of the Interconnection will
declare a capacity shortage and make a filing with FERC for approval to conduct a
Reliability Backstop Auction. Upon reccipt of such approval, the Office of the

. Interconnection will conduct a Reliability Backstop Auction in accordance with Section
16.4,
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. i) If the total Unforced Capacity of all Base Load Generation

Resources committed in a Base Residual Auction for a Delivery Year is less than the
forecasted minimum hourly load calculated by the Office of the Interconnection for such
Delivery Year, the Office of the Interconnection will investigate the cause of shortfall. If
such a shortfall occurs in the Base Residual Auctions for three consecutive Delivery Years,
the Office of the Interconnection shall declare a capacity shortage and make a filing with
FERC for approval to conduct a Reliability Backstop Auction. Upon receipt of such
approval, the Office of the Interconnection will conduct a Reliability Backstop Auction in
accordance with Section 16.4.

b) In addition to thc foregoing events that trigger reliability backstop
measurcs, if a near-term, i.e., later in time than the conduct of the Base Restdual Auction for a
Delivery Yecar, transmission criteria violation caused by an announced generation resource
deactivation is identified by the regional transmission reliability planning analysis performed by
the Office of the Interconnection in accordance with Part V of this Tanff, the Office of the
Interconnection will identify the necessary transmission upgrade. In accordance with such rules,
such generation resource may remain in service until the transmission upgrade is installed. No
Reliability Backstop Auction will be conducted.

16.4. Reliability Backstop Auction
a) Scope of Auction

The Office of the Interconnection shall conduct each Reliability Backstop Auction to
. commit additional Generation Capacity Resources, or in the case of an auction triggered by section
16.3(a)(i1), additional Base L.oad Generation Resources to the PJM Region to resolve the system-
wide reliability critcria violation that triggered the need for such auction. Capacity Resources
committed in a Reliability Backstop Auction for a Delivery Year shall not include any Planned
Generation Capacity Resources previously committed in the Base Residual Auction for such
Declivery Year. The Reliability Backstop Auction shall obtain commitments of additional Generation
Capacity Resources (or, as applicable, additional Base Load Generation Resources) for a term of up
to fifteen (15) Delivery Years. If a Reliability Backstop Auction is required, the offer period for such
auction shall commence, subject to FERC approval as specified above, no later than four months
after the Base Residual Auction in which the third consecutive Capacity Resource shortfall occurs.
Upon verification and notification by the PJIM Board of Managers that a Reliability Backstop
Auction is required, the Office of the Interconnection shall post notification that a Reliability
Backstop Auction is to be held. Upon such notification, the offer period shall commence, and shall
remain open for six (6) months.

b) Sell Offers

Each Sell Offer shall specify the following information, as further specified in the
PJM Manuals:
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. . the minimum price in $/MW-day required by the Capacity Market
Seller to provide additional Unforced Capacity from a Generation
Capacity Resource (or from a Basc Load Generation Resource, in the case
of an auction triggered by section 16.3{a)(ii));

. the mcgawatts of Unforced Capacity to be provided by such
resource;

o the specific location of the proposed plant;

o all information required from a Generation Interconnection
Customer by Part IV of this Tariff and the PJM Manuals;

. general plant technical specifications, as specified in the PJM
Manuals;

. the term of cost recovery (“Backstop Period™) requested, not to
exceed 15 years; and

. the first full Delivery Year for which such resource shall be
available, which shall also be the first year of the Backstop Period.

Each Generation Capacity Resource (or Base Load Generation Resource) accepted in

a Reliability Backstop Auction shall comply with the procedures for new generation interconnection

in Part IV of this Tariff, and each such resource shall be responsible for satisfying all capability and

. deliverability requirements for Capacity Resources, pursuant to the Reliability Assurance Agrecment.

c) Submission of Sell Offers

The Sell Offer period shall begin at 00:01 Eastern Prevailing Time on the date
specified by the Office of the Interconnection in the notification posting and shail end at 23:59
Eastern Prevailing Time six calendar months after such date. Sell offers shall be submitted during
such period in writing to the Office of the Interconnection, and shall conform to the submission
procedures as specified in the PJM Manuals. The Office of the Interconnection shall confirm in
writing the receipt of cach Sell Offer, within two weeks after receipt of each such offer.

d) Posting of Information by the Office of the Interconnection

Upon notification by the PJM Board of Managers that a Reliability Backstop Auction
will be conducted, the Office of the Interconnection shall post the following information:

. Systemn condition that necessitates a Reliability Backstop Auction;

. Megawatt quantity of Unforced Capacity required from additional
Generation Capacity Resources, or from additional Base Load Generation
Resources;

. Date by which the resources must be capable of delivering
Unforced Capacity;

. Any other required specifications for the additional Unforced
. Capacity sought through such auction.
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. ¢)  Conduct of the Reliability Backstop Auction

1) Auction Clearing Procedure

The Reliability Backstop Auction shall select the Sell Offer or
combination of Scll Offers that that satisfies the requirements posted by
the Office of the Interconnection at the lowest offer price(s). If more than
one Sell Offer must be selected to satisfy the specified requirements, the
Sell Offers shall be selected in rank order from lowest offer price to
highest offer price until the requirement is satisfied. In the cvent two or
more Sell Offers specify the same offer price, and fewer than all of such
offers are nceded to satisfy the specified requirements, the Office of the
Interconnection shall select the Sell Offer(s) proposing Generation
Capacity Resource(s), or, as applicable, Base Load Generation
Resource(s) that will best satisfy overall rcliability requirements for the
PJM Region, as determined by the Office of the Interconnection using
transmission rchability analysis.

i) Market Settlement

Pursuant to the agreement specified beclow, cach Capacity Market Seller
submitting a Sell Offer that is accepted in a Reliability Backstop Auction
shall be paid the offer price in such Sell Offer for cach MW-day in the
Backstop Period, less any payments the Capacity Market Scller is entitled
to reccive pursuant to section 5 of this Attachment as a result of Sell

. Offers submitted with respcct to such Generation Capacity Resource in
any Base Residual Auction or Incremental Auction, including, without
limitation, payments of Capacity Resource Clearing Prices (including for
Self-Supply) and Resource Make-Whole Payments; and less any payments
the Capacity Market Seller is entitled to receive for cnergy or ancillary
services pursuant to Schedule 1 of the Operating Agrcement with respect
to services provided by such resource, net of the Variable Operations and
Maintenance costs of such resource, as determined in accordance with the
PJM Manuals.

PJM shall rccover the costs of any such payments to Capacity Market
Sellers for such resources through a charge, in addition to the Locational
Reliability Charge, assessed on all LSEs in the PJM Region, pro rata based
on each such LSE’s Daily Unforced Capacity Obligations in all LDAs in
which such LSE serves load.

iii) Standard Contract Provisions

The Office of the Interconnection, on behalf of all LSEs in the PIM
Region, will enter into an agreement with each Capacity Market Seller that
submitted an acccpted Sell Offer in any Reliability Backstop Auction
providing for the payments specified above. Such agreement shall include
the provisions and address the standards set forth in Section 16.4(b), and

shall include such other terms and conditions as are customary in the
. industry, as specified in the PJM Manuals.
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. d) FERC Approval

Any such agreement shall provide that it shall be filed with FERC as a rate schedule
pursuant to section 205 of the Federal Power Act, and that the effectivencss of such agrecement shall
be conditioned on receipt of FERC acceptance or approval of such agreement.

16.5 Must Offer into Base Residual Auction

All Capacity Market Sellers submitting a Scll Offer that is selected in a Reliability
Backstop Auction must offer all Unforced Capacity of the Generation Capacity Resource underlying
such Sell Offer into the Basc Residual Auctions conducted subsequent to the Reliability Backstop
Auction for all Delivery Years in the Backstop Period. The Market Seller shall offer the Unforced
Capacity of such resources into each such auction at zero price, and shall receive the Capacity
Resource Clearing Price as determined in each such auction.

16.6 Reliability Backstop Resource Deficiency Charges

(a) Any Capacity Market Seller that submits a Sell Offer that was sclected in
a Reliability Backstop Auction and that is not able to dcliver in a Delivery Year all megawatts of
Unforced Capacity specified in the sclected Sell Offer, shall not receive any payments that such
Capacity Market Seller othcrwisc would have been eligible to receive for such Delivery Year
pursuant to the Reliability Backstop Auction.

(b) Any Capacity Market Seller that submits a Sell Offer that was selected in

a Rchability Backstop Auction and that fails to deliver all megawatts of Unforced Capacity
. specified in the selected Scll Offer at any time during the Backstop Period specified in such Sell
Offer must refund all payments received by such Market Scller pursuant to section 16.4(b).
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. 17. TRANSITION
17.1 Phase-in of the Reliability Pricing Model

The Reliability Pricing Model shall be phased in during the Transition Period as
described below.

17.2  Reliability Pricing Model Auctions Conducted During Transition Period

(a) The Office of the Interconnection shall conduct Base Residual Auctions
for each Delivery Year in the Transition Period in accordance with the following schedule:

Delivery Year Base Residual Auction Held

June 1, 2007 — May 31, 2008 | April 2007

June 1, 2008 — May 31, 2009 | July 2007

June 1, 2009 — May 31, 2010 | October, 2007

June 1, 2010 — May 31, 2011 | January, 2008

June 1, 2011 —May 31, 2012 | May 2008

. b) The Office of the Intcrconnection shall conduct Incremental Auctions for
each Delivery Year in the Transition Period in accordance with the following schedule:
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Delivery Year First Second Third
Incremental Incremental Incremental
Auction Held | Auction Held | Auction Held
If Necessary

June 1, 2007 — May 31, 2008 | None Held None Held None Held

June 1, 2008 — May 31, 2009 | None Held None Held January, 2008

June 1, 2009 —~ May 31, 2010 | None Held April, 2008 January, 2009

June 1, 2010 — May 31, 2011 | None Held April, 2009 January, 2010

June 1, 2011 — May 31, 2012 | June 2009 April 2010 January 2011

17.3 Transition Period Locational Deliverability Areas

The Office of the Interconnection shall establish Locational Deliverability Arcas
during the Transition Period in accordance with the following:

2007/2008, 2008/2009, and 2009/2010 Delivery Years
. o} MAAC Region and APS (the zones listed below for Eastern
MAAC, Southwestern MAAC and Western MAAC, plus APS)
o ComEd, AEP, Dayton, Dominion and Duquesne
o Eastern MAAC (PSE&G, JCP&L, PECO, AE, DPL & RECO)
o Southwestern MAAC (PEPCO & BG&E)

2010/2011 and subsequent Delivery Years
MAAC Region

ComkEd, AEP, Dayton, APS, and Duquesne
Dominion

Eastern MAAC

Southwestern MAAC

Western MAAC (Penclec, MetEd, PPL)
Penelec

ComEd

AEP

Dayton

Duquesne

APS

OO0 CO0O0CO0OO0O00O0O0O0
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BG&E
DPL
PECO
PEPCO
PSE&G
JCP&L
MetEd
PPL
PSEG northern region (north of Linden substation); and
DPL southern region (south of Chesapcake and Delaware Canal).

000 000O0O0CO0OO

17.4  Transition Period Variable Resource Requirement Curves

During the Transition Period, the Office of the Interconnection shall post on the PJM
internet site the Vanable Resource Requirement Curves that will apply for each Delivery Year no
later than one month prior to the conduct of the Base Residual Auction for such Delivery Year.

17.5 Market Mitigation

The provisions of Section 6 of this Attachment shall apply to all Reliability Pricing
Model Auctions conducted during the Transition Period; provided, however, that during the
Transition Penod, as to a Capacity Market Seller that was a signatory to that certain Settlement
Agreement dated Scptember 29, 2006 in FERC Docket No. ER05-1410 and ER05-148, or any
. Affiliate of such a signatory, and that owns or controls no more 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 Sell Offer submitted
by such a seller in any Unconstrained LDA Group, with respect to no more than 3,000 megawatts of

such Unforced Capacity:

(a) $10/MW-day for the 2007-2008 Delivery Year;
(b) $10/MW-day for the 2008-2009 Dciivery Year; and
(¢) $7.50/MW-day for the 2009-2010 Delivery Year;

For purposes of this provision, the 10,000 megawatt maximum shall apply separately
to a Capacity Market Seller’s resources subject to state rate-based regulation and resources that are
not subject to state rate-based regulation,

17.6 Performance Assessment

Within six months after the end of the fourth Delivery Year, the Office of the
Interconnection shall prepare, provide to Members, and file with FERC an asscssment of the
performance of the Reliability Pricing Model.
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. | COMMON SERVICE PROVISIONS

1 Definitions

1.OA Affected System: An electric system other than the Transmission Provider’s
Transmission System that may be affected by a proposed interconnection.

1.0B Affected System Operator: An entity that operates an Affected System or, if the
Affected System is under the operational control of an independent system
operator or a regional transmission organization, such independent entity.

1.1 Ancillary Services: Those services that arc necessary to support the transmission
of capacity and energy from resources to loads while maintaining reliable
operation of the Transmission Provider’s Transmission System in accordance
with Good Utility Practice.

1.2 Annual Transmission Costs: The total annual cost of the Transmission System
for purposes of Network Integration Transmission Service shall be the amount
specified in Attachment H for each Zone until amended by the applicable
Transmission Owner or modified by the Commission.

1.2A Applicable Regional Reliability Council: The reliability council for the region
in which a Nectwork Customer, Transmission Custemer, Interconnection
Customer, or Transmission Owner operates.

. 1.3  Application: A request by an Eligible Customer for transmission service
pursuant to the provisions of the Tariff.

1.3A Attachment Facilities: The facilities necessary to physically connect a Customer
Facility to the Transmission System or interconnected distribution facilitics.

1.3B Behind The Meter Generation: Bchind The Meter Generation refers to a
generation unit that delivers energy to load without using the Transmission
System or any distribution facilities (unless the entity that owns or leases the
distribution facilities has consented to such use of the distribution facilitics and
such consent has been demonstrated to the satisfaction of the Office of the
Interconnection); provided, however, that Behind The Meter Generation does not
include (i) at any time, any portion of such generating unit’s capacity that is
designated as a Generation Capacity Resource; or (ii) in an hour, any portion of
the output of such generating unit[s] that is sold to another entity for consumption
at another electrical location or into the PJM Interchange Energy Market.
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1.3BB Black Start Service: Black Start Service is the capability of generating units to
start without an outside electrical supply or the demonstrated ability of a
generating unit with a high operating factor (subject to Transmission Provider
concurrence) to automatically remain operating at reduced levels when

disconnccted from the grid.

1.3C Capacity Interconnection Rights: The rights to input generation as a
Generation _Capacity Resource into the Transmission System at the Point of
Interconncction where the gencrating facilities connect to the Transmission
System.

1.3D

Capacity Resource

cered : et-torth §hallh§vg mg
Mﬂgﬁ_m thc Rcllablllty Assurancc Agrecmcnt—er—dae—Rehebﬂ-ﬁy
Assuranee-Agreement-South.

1.3E  Capacity Transmission Injection Rights: The rights to schedulc energy and

capacity deliveries at a Point of Interconnection (as defined in Section 50.44) of a

Merchant Transmission Facility with the Transmission System. Capacity

Transmission Injection Rights may be awarded only to a Merchant D.C.

Transmission Facility and/or Controllable A.C. Merchant Transmission Facilities

that connccts the Transmission System to another control area. Deliveries

scheduled using Capacity Transmission Injection Rights have rights similar to

. those under Firm Point-to-Point Transmission Service or, if coupled with a
generating unit external to the PJM
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36.1.1 Interconnection Services: Gencration Interconnection Customers may
request cither of two forms of Interconnection Service, i.e.,
interconncction as a Capacity Resource or as an Energy Resource. Encrgy
Resource status allows the gencrator to participate in the PJIM Interchange
Encrgy Market pursuant to the PJM Operating Agreement, Capacity
Resource status allows the generator to participate in the PJM Interchange
Encrgy Market to be utilized by load-serving entities in the PJM Region to
meet capacity obligations imposed under the Reliability Assurance
Agreement and/or to be designated as a Network Resource under Part II1.
Capacity Resources also may participate in PIM-GCapaeity-Credit- Markets
Reliability_Pricing Model Auctions and in Ancillary Services markets
pursuant to thc PJM Tarff or the Operating Agreement.  Capacity
Resource status is based on providing sufficient transmission capability to
ensure deliverability of generator output to the aggregatc PJM Network
Load and to satisfy various contingency criteria established by the
Applicable Regional Reliability Council in which the generator is located.
Specific tests performed during the Generation Interconnection Feasibility
Study and later System Impact Study will identify those upgrades required
to satisfy the contingency criteria applicable at the generator’s location.

36.1.2 No Applicability to Transmission Service: Nothing in this Part IV shall
constitute a request for transmission service, or confer upon a Generation
Interconnection Customer any right to receive transmission scrvice, under
Part Il or Part III.

36.1.3 Acknowledgement of Generation Interconnection Request: The
Transmission Provider shall acknowledge receipt of the Generation
Interconnection Request (electronically when available to all parties,
otherwisc written) within five (5) business days after reccipt of the request
and shall attach a copy of the received Generation Interconnection Request
to the acknowlcdgement.

36.1.4 Deficiencies in Interconnection Request: A Generation Interconncction
Request will not be considered a valid request until all information
required under Section 36.1 has been received by the Transmission
Provider. If a Generation Interconnection Request fails to meet the
requirements set forth in Section 36.1, the Transmission Provider shall so
notify the Generation Interconnection Customer (electronically when
available to all parties, otherwise writtcn) within five (5) business days of
receipt of the initial Generation Interconnection Request. Such notice
shall explain that the Generation Interconnection Request does not
constitute a valid request and the reasons for such failure to meet the
applicable requirements. Generation Interconnection Customer shall
provide the additional information that Transmission Provider’s notice
identifies as nceded to constitute a valid request within ten (10) business
days after receipt of such notice. Upon timely correction of the
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Subpart D - INTERCONNECTION RIGHTS

45 Capacity Interconnection Rights

45.1 Purpose: Capacity Interconnection Rights shall entitle the holder to deliver the
output of a Capacity Resource at the bus wherc the Capacity Resource
interconnects to the Transmission System. The Transmission Provider shall plan
the enhancement and expansion of the Transmission System in accordance with
Schedule 6 of the Operating Agrecement such that the holder of Capacity
Interconnection Rights can integrate its Capacity Resources in a manner
comparable to that in which cach Transmission Owner integrates its Capacity
Resources to scrve its Native Load customers.

45.2 Receipt of Capacity Interconnection Rights: Generation accredited under the

‘ Reliability Assurance Agreement;-theReliabiity-Assuranee-Agreement-West;or

the-Reliability Assurance-Agreement-South as a Capacity Resource prior to the
original effective date of this Part [V shall have Capacity Interconnection Rights

commensurate with the size in megawatts of the accredited generation. When a
Generation Interconnection Customer's generation is accredited as a Capacity
Resource, the Generation Interconnection Customer also shall receive Capacity
Interconnection Rights commensurate with the size in megawatts of the
generation accredited as a Capacity Resource. Pursuant to applicable terms of

. Schedule 10 of the Recliability Assurance Agreement, Reliability Assurance
Agreement-South or of the Reliability Assurance Agreement-West, a
Transmission Interconnection Customer may combine Incremental Deliverability
Rights associated with Merchant Transmission Facilities with generation capacity
that is not otherwisec accredited as a Capacity Resource for the purposes of
obtaining accreditation of such gencration as a Capacity Resource and associated
Capacity Interconnection Rights.

45.3 Loss of Capacity Interconnection Rights:

45.3.1 Operational Standards: To retain Capacity Intcrconnection Rights, the
generating resource associated with the rights must operate or be capable
of operating at the capacity level associated with the rights. Operational
capability shall be established consistent with Schedule 9 of the Reliability
Assurance Agreement, the Reliability Assurance Agreement-South or the
Reliability Assurance Agrecment-West and the PJM Manuals. Generating
resources that meet these operational standards shall retain their Capacity
Interconnection Rights regardless of whether they are available as a
Capacity Resource or are making sales outside the PJM Region.
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110  Permanent Capacity Resource Additions Of 20 MW Or Less

This section describes procedures related to the submission and processing of Generation
Interconnection Requests related to new generation resources of 20 MW or less or the increase in
capability, by 20 MW or less over any period of 24 consecutive months, of an existing
generation resource, for which Capacity Interconnection Rights are to be granted. Such resources
may participate in the PJM energy and capacity markets and may, therefore, be used by load
serving entities to meet capacity obligations imposed under the. PJM Reliability Assurance
Agreement or the Reliability Assurance Agreement-South. These procedures apply to generation
resources which, when connected to the system, are expected to remain connected to the system
for the normal life span of such a generation resourcc. These procedures do not apply to
resources that are specifically being connected to the system temporarily, with the expectation
that they will later be removed.

110.1 Application

| The Interconnection Customer desiring the interconnection of a new Generatioy
Capacity Resource of 20 MW or less or the increasc in capacity, by 20 MW or

| less, of an existing Generation Capacity Resource, must submit a completed
Attachment N - Form of Generation Interconnection Feasibility Study
Agrcement. Attachment N of the PIM Tariff may be found on the PIM web site at
www.pjm.com/geninter/geninter.html and must be submitted to Transmission
Provider.

. All requircments related to the submission, for a larger resource, of an Attachment
N application must be satisfied for a capacity addition of 20 MW or Icss, except
that the non-refundable $10,000 deposit requirement is waived. In submitting the
Attachment N application, the Interconnection Customer may strike out and initial
all references to the non-refundable $10,000 deposit. While the deposit
requirement is waived, the Interconncction Customer is responsible for all costs
associated with the processing of the request and the performance of the
Feasibility Study related to the request and will be billed for such costs following
the completion of the Feasibility Study.

Documentation of site control must be submitted, for small resource additions,
with the completed Attachment N. Site control may be demonstrated through an
exclusive option to purchase the property on which the generation project is to be
developed, a property deed, or a range of tax or corporate documents that identify
property ownership. Site contrel must either be in thc name of the party
submitting the generation interconnection request or documentation must be
provided establishing the business relationship between the project developer and
the party having site control.

All information required in the completed Attachment N related to the gencrating
project site, point of interconncction, and generating unit size and configuration
must be provided.
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Once it has been established that the requirements related to the submission of the
Attachment N application have becn met, the Generation Interconnection Request
will be entered into the then current Interconnection Queue for analysis. The
generation addition project will be identified in the Interconnection Queue on the
PIM web site by the size of the capacity addition and by its proposed Point of
Interconnection on the PJM system.

110.2 Feasibility Study

Feasibility Study analyses can gencrally be expedited by examining a limited
contingency set that focuses on the impact of the small capacity addition on
contingency limits in the vicinity of the Geperation_Capacity Resource. Linear
analysis tools are uscd to evaluate the impact of a small capacity addition with
respect to compliance with Applicable Regional Reliability Council contingency
criteria. Generally, small capacity additions will have very limited and isolated
impacts on system facilities. If criteria violations are observed, further AC testing
is required.

Short circuit calculations are performed for small resource additions to cnsure that
circuit breaker capabilities are not exceeded.

. Once the Feasibility Study is completed, a Feasibility Study report will be
prepared and transmitted to the Interconnection Customer along with a System
Impact Study Agrcement. In order to remain in the Interconnection Queue, the
Interconnection Customer must return the executed System Impact Study
Agreement within 30 days, along with documents demonstrating that an initial air
permit application has been filed, if required. The deposit associated with the
System Impact Study Agreement shall be equal to the estimated cost of the
System Impact Study, as specified by the Transmission Provider. The
Interconnection Customer is responsible for all actual costs associated with the
performance of the System Impact Study related to the request and will be billed
for such costs following the completion of the System Impact Study, as necessary.
Transmission Provider shall retain the deposit until the settlement of the final
invoice for the System Impact Study, provided however, in the event that the total
actual cost of the System Impact Study does not exceed the total cstimated cost of
the System Impact Study then the deposit may be applied for payment of invoices
for the cost of the study. In some cases, where no network impacts arc identified
and there arc no other projects in the vicinity of the small resource addition, the
System Impact Study may not be required and the project will proceed directly to
the Facilitics Study.
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110.3 System Impact Study

As with the Feasibility Study, expedited analysis procedures will be utilized,
where appropriate, in the course of the System Impact Study.

Load deliverability will only be evaluated for sub-areas where margins are known
to be limited. In most cases, the addition of small Generation Capacity Resources
will improve local deliverability margins. However, if sub-area margins are
known to be limited, the impact of the new resource will be evaluated based on its
impact on the contingencies limiting emergency imports to the sub-area.

Generation deliverability is tested using linear analysis tools. In most cascs, small
capacity additions will have no impact on generator deliverability in an area. If
violations are observed, more detailed testing using AC tools is required.

Stability analysis is gencrally not performed for small capacity additions. If the
capacity of an cxisting generating resource is increased by 20 MW or less,
stability will be evaluated for critical contingencies only if existing stability

l margins arc small. New Geperation Capacity Resources of 20 MW or less will
only be evaluated if they are connccted at a location where stability margins
associated with existing resources arc small.

Short circuit calculations are performed during the System Impact Study for small
resource additions, taking into consideration all clements of the regional plan, to
ensure that circuit breaker capabilities are not excecded.

Once the System Impact Study is completed, a System Impact Study report will
be preparcd and transmitted to the Interconnection Customer along with a
Facilities Study Agreement. In order to remain in the Interconnection Queue, the
Interconnection Customer must return the executed Facilitics Study Agreement
within 30 days, along with a deposit in the amount of the estimated cost of the
Factlitics Study. The Interconnection Customer is responsible for all actual costs
assoctated with the performance of the Facilities Study related to the rcquest and
will be billed for such costs following the completion of the Facilities Study. If
no transmission system facilitics are required, the Facilities Study may not be
required and the project will procced directly to the cxecution of an
Interconnection Service Agreement.
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110.4 Facilities Study

As with larger gencration projects, transmission facilities design for any required
Attachment Facilities, Local Upgrades and/or Network Upgrades will be
performed through the execution of a Facilities Study Agreement between the
Interconnection Customer and Transmission Provider. Transmission Provider
may contract with consultants, including the Interconnected Transmission
Owners, or contractors acting on their behalf, to perform the bulk of the activities
required under the Facilitics Study Agreement. In some cases, the
Interconnection Customer and Transmission Provider may reach agreement
allowing the Interconnection Customer to separately arrange for the design of
some of the required transmission facilities. In such cases, facilities design will
be reviewed, under the Facilities Study Agreement, by the Interconnected
Transmission Owner.

Facilities design for small capacity additions will be expedited to the extent
possible. In most cascs, few or no Network Upgrades will be required for small
capacity additions. Attachment Facilities, for some small capacity additions, may,
in part, be clements of a “turn key” installation. In such instances, the design of
“turn key” attachments will be reviewed by the Interconnected Transmission
Owners or their contractors.

110.5 Interconnection Service Agreement

. As with larger generation projects, an Interconncection Service Agrecment must be
exccuted and filed with the FERC. The Interconnection Service Agreement
identifics the obligations, on the part of the Interconnection Customer, to pay for
transmission facilitics required to facilitate the interconnection and the Capacity

| [nterconnection Rights which arc awarded to the Generation Capacity Resource.

In general, the execution of an Intcrconnection Service Agreement is no different

| for capacity additions of 20 MW or lcss than for larger Generation Capacity
Resources. However, in instances where an increase of 20 MW or less to an

| existing Geperation Capacity Resource can be put in scrvice immediately, a
modified Interconnection Service Agreement may be cxecuted. If such an
increase is expedited through the System Impact Study phase, ahcad of larger
projects already in the Interconnection Queue, an Interconnection Service
Agreement will be executed granting interim Capacity Interconnection Rights.
These interim rights will allow the capacity increase to be implemented and the
resource to participate in the capacity market until studies have been completed
for earlier qucued resources and all related obligations have been defined. At
such time, the interim rights awarded the smaller capacity addition will become
dependent on the construction of any required transmission facilitics and the
satisfaction of any financial obligations for those facilities. If, once those
obligations are defined, the smaller capacity addition desires to retain the interim
Capacity Interconnection Rights, a new Interconnection Service Agreement will
be exccuted.
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| If a new Generation Capacity Resource of 20 MW or less can be quickly
connected to the system, interim Capacity Interconnection Rights can be awarded,
as above, through the execution of a modified Interconnection Service
Agreement.

110.6 Other Requirements

Requirements and application procedures related to PJM membership are
specified in the PJM Manuals. Additionally, the PJM Manuals detail a range of
operational requirements for generation owners related to, among other things, the
need for control center facilities and modeling in the PJM Energy Management
System and unit commitment tools.

111  Permanent Energy Resource Additions Of 20 MW Or Less But Greater Than 2MW

This section describes procedures related to the submission and processing of requests
rclated to the interconnection of new generation resources of 20 MW or less but greater than 2
MW or the increase in capability of 20 MW or less but greater than 2 MW of an existing
gencration resource, for which Capacity Interconncction Rights will not be granted. Such
resources may participate in the PJM energy markets, but not in the PJM capacity markets. They
may, therefore, not be uscd by load serving entities to meet capacity obligations imposed under
the PJM Reliability Assurance Agrecment or the Reliability Assurance Agreement-South. These
proccdures apply to generation resources which, when connected to the system, are expected to
remain connected to the system for the normal life span of such a generation resource. These

. procedures do not apply to resources that are specifically being connected to the system
temporarily, with the cxpectation that they will later be removed.

111.1 Application

The Interconnection Customer desiring the interconnection of a new Energy
Resource of 20 MW or less but greater than 2 MW or the increase in capability,
by 20 MW or less but greater than 2 MW of an existing resource, must submit a
completed Attachment N - Form of Generation Interconnection Feasibility Study
Agrcement. Attachment N of the PJM Tariff may be found on the PJM web site
at www.pjm.com/genintcr/geninter.html and must be submitted to Transmission
Provider.

All requirements related to the submission, for a larger resource, of an Attachment
N application must be satisfied for a capability addition of 20 MW or less but
greater than 2 MW, except that the non-refundable deposit requirement is $1,000,
rather than $10,000. The Interconnection Customer is responsible for all actual
costs associated with the processing of the request and the performance of the
Feasibility Study related to the request and will be billed for such costs following
the completion of the Feasibility Study.
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Once the Feasibility Study is completed, a Feasibility Study report will be
prepared and transmitted to the Interconnection Customer along with a System
Impact Study Agreement. In order to remain in the Interconnection Queue, the
Interconnection Customer must return the executed System Impact Study
Agrecement within 30 days, along with documents demonstrating that an initial air
permit application has been filed, if required. The deposit associated with the
System Impact Study Agreement shall be equal to the estimated cost of the
System Impact Study, as specified by the Transmission Provider. The
Interconnection Customer is responsible for all actual costs associated with the
performance of the System Impact Study related to the request and will be billed
for such costs following the completion of the System Impact Study.
Transmission Provider shall retain the deposit until the settlement of the final
invoice for the System Impact Study, provided however, in the event that the total
actual cost of the System Impact Study does not exceed the total estimated cost of
the System Impact Study then the deposit may be applied for payment of invoices
for the cost of the study. In some cases, where no network impacts are identified
and there arc no other projects in the vicinity of the small resource addition, the
System Impact Study may not be required and the project will proceed directly to
the Facilities Study.

111.3 System Impact Study

As with the Feasibility Study, expedited analysis procedures will be utilized,
where appropriate, in the course of the System Impact Study.

. Load dcliverability and generation deliverability tests are not performed for
Energy Resources.

Stability analysis is generally not performed for small capacity additions. If the
capacity of an existing gencrating resource is increased by 20 MW or less,
stability will be evaluated for critical contingencies only if existing stability
margins arc small. New Generation Capacity Resources of 20 MW or less will
only be cvaluated if they arc connected at a location where stability margins
associated with existing resources are small.

Short circuit calculations are performed during the System Impact Study for small
resource additions, taking into consideration all elements of the regional plan, to
ensure that circuit breaker capabilities arc not exceeded.

Once the System Impact Study is completed, a System Impact Study report will
be prepared and transmitted to the Interconnection Customer along with a
Facilities Study Agreement. In order to remain in the interconnection queue, the
Interconnection Customer must return the exccuted Facilities Study Agreement
within 30 days, along with a deposit in the amount of the estimated cost of the
Facilities Study. The Interconnection Customer is responsible for all actual costs
associated with the performance of the Facilities Study related to the request and
will be billed for such costs following the completion of the Facilities Study. If
no transmission system facilities arc required, the Facilities Study may not be
required and the project will proceed directly to the cxecution of an
[nterconnection Service Agreement,
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Total Generation Owner Monthly Revenue Requirement is the sum of the Zonal
Generation Owner Monthly Revenue Requirements for all Zones in the PIM
Region.

Allocation Factor is the monthly transmission use of each Network Customer or
Transmission Customer per Zone or Non-Zone, as applicable, on a megawatt
basis divided by the total transmission use in the Zone or in the PJM Region, as
applicable, on a megawatt basis.

For Network Customers, monthly transmission use on a megawatt basis is
the sum of a Network Customer’s daily values of DCPZ or DCPNZ (as
those terms are defined in Section 34.1) as applicable, for all days of the
month.

For Transmission Customers, monthly transmission use on a megawatt
basis is the sum of the Transmission Customer’s hourly amounts of
Reserved Capacity in the month (not curtailed by PJM) divided by 24.

Adjustment Factor is determined as the sum of the total monthly transmission use
in the PJM Region, exclusive of such use by Transmission Customers serving
Non-Zone Load, divided by the total monthly transmission usc in the PJIM Region

. on a megawatt basis.

In the event that a single customer is serving load in more than one Zone, or serving Non-
Zonc Load as well as load in one or more Zones, or is both a Network Customer and a
Transmission Customer, the Monthly Charge for such a customer shall be the sum of the
Monthly Charges determined by applying the appropriate formulae set forth in this Schedule 2
for each category of service.

Payment to Generation Owners

Each month, the Transmission Provider shall pay each Generation Owner an amount

equal to the Generation Owner’s monthly revenue requircment as accepted or approved by the

| Commission. In the event a Generation Owner sells a Generation Capacity Resource(s) which is

included in its current effective monthly revenue requircment accepted or approved by the

Commission, payments in that Generation Owner’s Zone may be allocated as agreed to by the

| owners of Generation Capacity Resources in that Zone. Such Generation Owners shall inform

Transmission Provider of any such agreement. In the absence of agrecment among such

Generation Owners, the Commission, upon application, shall establish the allocation. Generation

Owners shall not be eligible for payment, pursuant to this Schedule 2, of monthly revenue

requirernent associated with those portions of generating units designated as Behind The Meter
Generation.
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SCHEDULE 9-5
Capacity Resource and Obligation Management Service

a) Capacity Resource and Obligation Management Service comprises the activities
of PJM associated with (i) assuring that customers have arranged for sufficient generating
capacity to meet their mstelled—mm_capamty obhgahons under the Rellablhty Assurance
Agreement (“RAA”),—the 95 Fen

: ; : est); (11) processing Network Integratlon
Transm1ssmn Sennce aad—(m) adm:mstermg the eapaeity—eredit-market-in-Reliability Pricigg
Model auctions for the PJM Region; and (iv) administering or providing technical support for the
RA A-Seuth-and RAA—West (as delegated to PJM under the RAA; RAA-Seuth-and-RAA-West),
including, but not limited to, long-term load forecasting, studies to establish reserve
requirements, and the determination of each Load-Serving Entity’s capacity obligations. PIJM’s
cCapacity Internet-based tool enables many of these functions. PJM provides this service to
Load-Serving Entitics and to owners of Capacity Resources; as such terms are defined in the
RAA; RAA Seuth-and-RAAWest.

b) PJM will charge each Load-Serving Entity in the PJM Region each month a
charge equal to the Capacity Resource and Obligation Management Service Rate stated below
times the summation for each day of such month of the AeeountedFeor-Daily Unforced Capagity
. Obhgatlon of such user, as determined for each such day pursuant to Schodule ?—B_QI 8 1 of the

c) In addition to any charge under paragraph (b), PJM will charge cach month, cach

entity that included in an FRR Capacity Plan, gelf-scheduled, or sold and cleared, in a Reliability
Pricing Model Auction, ewnerefa- Capacity Resources comypitted to serve load for such eaeh

month, a charge equal to the Capacity Resource and Obligation Management Service Rate stated
below times such ewner’s-entity’s total share, in MWs, of the Unforced Capacity of all Capacity
Resources ewned—in—whele—er—in—part—cleared or self-scheduled (including through an FRR
;amﬂanl.by suchmm JMMMJHDDK suc.h.msm.t_hwhefe
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B. Transmission Congestion Credits.
1. General.

Financial Transmission Rights may be acquired by purchase in the Financial Transmission
Rights auctions or in the secondary market provided for in Section 7 of the Appendix to this
Attachment K. The Office of the Interconnection will post information on the QASIS regarding
FTR auction results, FTR transfers, including which FTRs have been transferred, the amount of
the transfer (MW), the duration of the transfer and the identity of the buyer and seller.

For a new PJM zone, each Transmission Customer purchasing Firm Point-to-Point Service, each
Network Customer, with respect to its reservation of firm transmission service for deliveries
from Network Resources to Network Load, and each Transmission Owner with respect to its

| reservation of firm transmission service for the delivery of energy from Generation Capacity
Resources to Native Load Customers (any of the foregoing being referred to as a “Firm
Transmission User”), shall receive Financial Transmission Rights (“FTRs”) corresponding to
points of reccipt and delivery designated for their firm uses of the Transmission System. Such
FTRs shall remain in effect until the first annual aliocation of Auction Revenue Rights to occur
after the integration of such new PJM zone into the PJM Interchange Energy Market.

Each holder of an FTR shall receive the total Transmission Congestion Credits determined in
. accordance with section B(2) of this Attachment.

2. Determination of Credit.

(a) Overview. For cach hour with respect to which the Transmission Provider receives
payments of Transmission Congestion Charges, determined in accordance with section A of this
Attachment, Transmission Congestion Credits shall be allocated to the holders of Financial
Transmission Rights. As explained in subsection (b), the Financial Transmission Rights are
associated with the points on the Transmission System between which the Firm Transmission
User to whom the FTR was originally issued has arranged for the firm transmission of electric
energy, whether on a network or point-to-point basis. Holders of FTRs reccive credits
attributable to the difference, if any, between Locational Marginal Prices at the Point or Points of
Receipt and the Point or Points of Delivery associated with the Financial Transmission Rights.
As explained in subscctions (b) and (c), cach FTR holder shares in Transmission Congestion
Credits to the extent it holds Financial Transmission Rights between the Point or Points of
Receipt and the Point or Points of Delivery at which congestion is experienced in a particular
hour. Distribution of credits in this manner ensures that cach FTR holder will not incur energy
costs that are greater than the costs of energy from the generation resources associated with the
FTR holder’s Financial Transmission Rights. Target allocations of Transmission Congestion
Credits to holders of Financial Transmission Rights are calculated in accordance with subsection
(c) and Transmission Congestion Credits arc distributed in accordance with that allocation, as
described in subsection (d).
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had C. Virtual Bid Screening Process

If it is determined that Virtual Bid Screcning is required for a market participant, the
screening process will be conducted in the PJM ¢MKT web interface. The process will
automatically reject all virtual bids and offers submitted by the PJM market participant if
the participant’s Credit Available for Virtual Bidding is exceeded by the Virtual Credit
Exposure that is calculated based on the participant’s submitted bids and offers as
described below.

A Participant/Member’s Virtual Credit Exposure will be calculated on a daily basis for all
virtual bids submitted by the market participant for the next opcrating day using the
following equation:

Virtual Credit Exposure = the lesser of:

(i) ((total MWh bid or offered, whichever is greater, hourly at each node) x Nodal
Reference Price x 2 days) summed over all nodes and all hours; or

(i1) (a) ({the total MWh bid or offered, whichever is greater, hourly at each node) x
the Nodal Reference Price x 1 day) summed over all nodes and all hours; plus (b) ((the
difference between the total bid MWh cleared and total offered MWh cleared hourly at
each node) x Nodal Reference Price) summed over all nodes and all hours for the
previous three cleared day-ahead markets.

A Member/Participant’s  Credit  Available for Virtual Bidding will be  the
Member/Participant’s Working Credit Limit less any unpaid billed and unbilled amounts
owed to PJM, plus any current month unbilled amounts owed by PIM to the
Member/Participant, less any credit required for FTR or other credit requirement
determinants as defined in this Policy.

Each PJM Market Participant that is identificd as requiring Virtual Bid Screening based
on bidding history will be screened in the following manner: If the participant’s Virtual
Credit Exposure exceeds its Credit Available for Virtual Bidding, the Market Participant
will be notified via an eMKT error message, and the submitted bids will be rcjected.
Upon such notification, the Market Participant may alter its virtual bids and offers so that
its Virtual Credit Exposure does not exceed its Credit Available for Virtual Bidding, and
may resubmit them. Bids may be submitted in one or more groups during a day. If one
or more groups of bids is submitted and accepted, and a subsequent group of submitted
bids causes the total submitted bids to exceed the Virtual Credit Exposure, then only that
subsequent set of bids will be rejected. Previously accepted bids will not be affected,
though the Market Participant may choose to withdraw them voluntarily.
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- A. Applicability
A Market Seller secking to submit a.Sell Offer in apy Reliability Pricing Model Auctiog
b ource for which there is a matcriall ¢ased ris

performance must_satisfy_the credit requirement specified in_section IV.B beforc
submitting such_Sell Offer. _Credit must be maintained uptil such risk of non-
performance_is substantially ¢liminatec e wuh,thc

reduction in such nisk, as set forth in Section IV.C, o

For purposes of this provision c_15_ama

a l-llv'

wm&mmmﬂmmmm
submitted in a Sell Offer has not secured_firm transmission service to the border of the
PJM Region suﬁims:m_tp_&ansfx the deliverability requirements_of the Reliability

B. Reliability Pricing Model Auction Credit Requi
EQ[ apy. resource sgcmﬁqd_m_S&nanM.AFth_cmucquumganhaththc_BﬂM

- M&mgmmt shall be detmﬁm separately for each Delivery
um_of

the credit rgmrcmcms_ﬁzr_alLsuch resources to be offered by such Market Seller in the
auction.

The RPM Augtion Credit Requirement for a Market_Seller will_be reduced, for any
Delivery Ycar tmmummmmmmmmm_&lmpfrm clear in the Basg
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- b, For exjsting Gengration Capacity_Resources located outside the PIM. Region that
have pot secured sufficient firm transmission to the border of the PIM Region prior to
the ayction in which such resource is first offered, the RPM Credit Requjrement shall
be reduced in direct proportion to the megawatts of firm transmission service secured
of the Reliability Assurance Agreement,

c.For Planned Generation Capacity Resources, the RPM Credit Requirement shall be
reduced to 50% of the amount calculated under Section IV.B beginning as_of the
sffective date of an Interconnection Service Agreement, and shall be reduced to zero
on the date of commencement of Intercopnection Service,

d. For Qualifying Transmission Upgrades, the, RPM Credit Requirement_shall be
reduced to zero on the date the Qualifving Transmission Upgrade is placed in service,

D. RPM Auction Credit Rate
Market Sellers offering resources into a Reliability Pricing Model Auction for any

Delivery Year will incur a forward financial obligation to PJIM if: (i) the offered resource
clears in such auction; (ii) the Market Seller subsequently becomes deficient in its ability
to provide such resource; (i) the Market Seller participates in a_First or Thiyd
Incremental Auction 10 obtain replacement resources for such Seasen Delivery Year to
- meet the obligation for which the Market Seller is deficient; and (iv)_the Capacity
Resource Clearing Pricg in such Incremental Augction exceeds the Capacity Resource
Clearing Price the resource was to receive as a result of clearing the prior auction,

As set forth in the PJM Manuals, a separate Augtion Credit Rate shall be calculated for
cach Delivery year prior to each Reliability Pricing Model Auction for such Delivery

Year, as follows:
a. _For g Base Residual Auction for a Delivery Year, the Auction Credit Rate for_gach
Sea. hall be th arging C ‘ apacity de ined in the Base
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- b._Subsequent_to any. auction, the Auction_Credit Rate used for ongeing credit
requircments for supply committed in such ayction sha]l be the lesser of the Auction
Credit Ratc established prior to offering jpto_the auction, and the agtual marginal
value of system capacity (times the number of days in such Delivery Year, nmc&.m
Maximum Price Exposurg factor described bejow) that was posted for that auction for
all of a supplier’s offers which ¢lcared in that auctjon.

¢. The Maximum Price Exposure factor will be calculated as follows:

1, _Prior tg the date that three Incremental Auctions for a given Delivery Year(s)
&MMMC Maximum Pn'cc waagm ww

hasMﬂM_s_markct simulations.

2. _After three Incremental Auwctions have been conducted for any Delivery
Year(s), but befor¢ six such auctions_have becn conducted, the Maximum
Price Exposure factor will be calculated initially in the same manner as for the
first three Incremental Auctions, but shall be reduced to the extent the greagest
percent price increase _for a ﬂmﬂchycﬂcmimmurm_t&m
Incremental Auction and its associated Base Residual Auction) was less than
the value initially_calculated, and shall be increased to the ¢xtent the second
greatest_percent price increase for a given Delivery Year (as_measured
between any Incremental Auction and its assgciated Basc Residual Auction)

- was_greater than the valug initially calculated,

3 After six Incremental Auctions have been gonducted for any Delivery Year(s),
the Maximum Price Exposure factor for such Delivery Year will be the second
largest percent pricg increase (as measured between any Incremental Auction
and its associated Base Residual Auctiop) for any Incremental Auctions for
such Delivery Year conducted during the then-current calendar vear or during

any of the three preceding calendar years.

V.  FORMS OF FINANCIAL SECURITY

Applicants/Participants/Members that provide Financial Security must provide the
security in a PJM approved form and amount according to the guidelines below.
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Acceptable forms of Financial Security include cash deposits and letters of credit.

| V.1  FINANCIAL TRANSMISSION RIGHT AUCTIONS
A.SCOPE.

Credit shall be required for all FTR auction products. The forcgoing notwithstanding, bids
from Established Monthly FTR Market Participants for single calendar month FTRs covering
the month beginning immediately after a monthly FTR auction will not be included in their
FTR credit requirement(s).

A. Total FTR Credit Requirement.

PJM shall calculate a total FTR credit requirement for cach Market Participant equal to the
sum of its Auction Credit Requirements for all FTR auctions. Market Participants in FTR
Auctions shall be required to maintain this minimum amount of credit with PIM in addition
to any other credit requircments the Market Participant may have pursuant to the Tariff.

C. Auction Credit Requirement.

For each FIR auction, PJM shall calculate an Auction Credit Requirement for cach Market

Participant. If a set of submitted bids would ever cause a Market Participant’s Auction

Credit Requirement to exceed the Market Participant’s auction credit limit, then that set of
- Submitted bids shall be rejected.

In calculating a Market Participant’s Auction Credit Requirement, self-scheduled FTR’s shall
have a zero credit requirement. Positive FTR bids for which the bidder holds matching
ARRSs will not be counted in the bid total. In addition, the Auction Credit Requirement will
be reduced in accordance with the credit release schedule set forth in section IV.E of this
Credit Policy.

A. Total FTR Credit Limit.

Market Participants shall establish a total FTR credit limit prior to bidding in an FTR auction,
provided that this requirement shall not apply if an Established Monthly FTR Market
Participant exclusively bids on single calendar month FTRs covering the month beginning
immediately after a monthly FTR auction.

A total FTR credit limit can be established by utilizing the unused portion of a Market
Participant’s currently established Unsecured Credit limit at PJM provided the Market
Participant specifically makes such a request in writing to the PJM Treasury Department.
FTR credit can also be established or enhanced by the Market Participant providing
additional Financial Security or Corporate Guaranty, of a type acceptable under this Credit
Policy.
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e The letter of credit must clearly state the full names of the "Issuer”, "Account Party"
and "Beneficiary” (PJM), the dollar amount available for drawings, and shall specify
that funds will be disbursed upon presentation of the drawing certificate in
accordance with the instructions stated in the letter of credit. The letter of credit
should specify any statement that is required to be on the drawing certificate, and any
other terms and conditions that apply to such drawings.

+ The PJM Credit Application contains an acceptable form of a letter of credit that
should be utilized by an Applicant/Participant/Member choosing to mect its Financial
Security requirement with a letter of credit. If the letter of credit varies in any way
from the PJM format, it must first be reviewed and approved by PJM. All costs
associated with obtaining and maintaining a letter of credit and mecting the policy
provisions are the responsibility of the Applicant /Participant/Member

¢ PJM may accept a letter of credit from a Financial Institution that does not meet the
credit standards of this Policy provided that the lctter of credit has third-party support,
in a form acceptable to PJM, from a financial institution that docs mcet the credit
standards of this Policy.

| V. EVENTS OF DEFAULT

Fallure to comply with this policy (except for the responsibility of an

- Applicant/Participant/Mecmber to notify PJM of a Material change) shall be considered an
event of default. Pursuant to §15.1.3(a) of the Operating Agreement of PJM
Interconnection, L.L.C. and §1.7.3 of thc PJM Open Access Transmission Tariff,
non-compliance with the PJM Credit Policy 1s an cvent of default under those respective
Agreements. In cvent of default under this Credit Policy or one or morc of the
Agrcements, PIM will take such actions as may be required or pcrmitted under the
Agreements, including but not limited to the termination of Participant/Member’s
ongoing Transmission Service and participation in PJM Markets. A Participant/Member
will have three (3) Business Days from notification of policy breach to remedy the
situation in a manner deemed acceptable by PJM. PJM has the right to liquidate all or a
portion of a Participant/Member’s Financial Security at its discretion to satisfy Total Net
Obligations to PJM in the event of default under this Credit Policy or one or more of the
Agreements.

I VII. DEFINITIONS:

Affiliate —Affiliate is defined in the PJM Operating Agreement, §1.2.

Agreements — The Operating Agreement of PJM Interconnection, L.L.C., the PJM Open
Access Transmission Tariff, the Reliability Assurance Agreement, the Reliability
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Individual FTR Credit Requirements — Shall mcan the bid price for the FTR less the
Revenue Offset for the FTR. If the Individual FTR Credit Requirement for an FTR
results in a value less that zero, that Individual FTR Credit Requirement shall be set to
zero.

Market Participant — shall have the meaning provided in the Opcrating Agreement,

Material - For these purposes, material is defined in §1.B.3, Material Changes. For the
purposes herein, the usc of the term "material” is not necessarily synonymous with use of
the term by governmental agencies and regulatory bodies.

Member - shall have the meaning provided in the Operating Agreement.

Net Obligation — Thc amount owed to PJM for purchases from the PJIM Markets,
Transmission Service, (under both Part II and Part 111 of the O.A.T.T.), and other services
pursuant to the Agreements, after applying a deduction for amounts owed to a Participant

by PJM as it pcrtams to monthly market act1v1ty LHWMM

mu—be—aéded—m—ﬂais—ﬁgufe—Should othcr markets be formcd such that Pa.mclpants may
incur future Obligations in thosc markets, then the aggrcgate amount of those
Obligations will also be added to the Net Obligation.

- Nodal Reference Price — A probabilistic (97%) maximum price differcntial historically
experienced between day-ahead and real-time market prices at a given location as defined
in this policy. This number is used in Virtual Bid Screcning.

Obligation — All amounts owed to PJM for purchases from the PJM Markets,
Transmission Service, (under both Part 11 and Part 1l of the O.A.T.T.), and other services
pursuant to the Agreements. In addition, aggregate amounts that will be owed to PJM in
the future for Capacity purchases within the PJM Capacity markets will be added to this
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- ATTACHMENT ¥DD

Reliability Pricing Model

1. INTRODUCTION

This Attachment sets forth the terms and conditions governing the Reliability
Pricing Model for the PJM Region. As more fully set forth in this Attachment and the PJIM
Manuals, and in conjunction with the Reliability Assurance Agreement, the Reliability Pricing
Model provides:

(a) support for LSEs in satisfying Daily Unforced Capacity Obligations for future Delivery
Ycars through Seclf Supply of Capacity Resources;

(b) a competitive auction mechanism to secure the forward commitment of additional

| Capacity Resources and Qualifying Transmission Upgrades as necessary to satisfy the portion of
LSEs’ Unforced Capacity Obligations not satisfied through Self-Supply, in order to ensure the
reliability of the PJM Region for future Delivery Years;

- {c) long-term pricing signals for the development of Capacity Resources, including demand
resources and planned generation resources, to ensure the reliability of the PJM Region,;

l {d) rccognition for the locational and-eperational reliability-benefits of Capacity Resources;

{c) deficiency charges to ensure progress toward, and ftulfillment of, forward commitments
| by demand and gencration resources to satisfy capacity and-eperational-reliability-requirements;

H measures to identify and mitigate capacity market structure deficiencies; and

(g) a Reliability Backstop mechanism to ensure that sufficient generation, transmission and
demand response solutions will be available to preserve system reliability.
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2. DEFINITIONS

Definitions specific to this Attachment are set forth below. In addition, any capitalized

terms used in this Attachment not defined herein shall have the meaning given to such terms

| clsewhere in this Tariff gr in the RAA. References to section numbers in this Attachment ¥-DD
refer to sections of this attachment, unless otherwise specified.

2.1 Annual Revenue Rate

“Annual Revenue Rate” shall mean the rate cmployed to asscss a compliance
penalty charge on a Demand Resource Provider or ILR Provider under section 11.

2.2 Avoidable Cost Rate

“Avoidable Cost Rate” shall mean a2 component of the Market Scller Offer Cap
calculated in accordance with scction 6.

23 Base Load Generation Resource

“Base Load Generation Resource™ shall mean a Generation Capacity Resource
that operates at least 90 percent of the hours that it is available to operate, as determined by the
Office of the Interconnection in accordance with the PJM Manuals.

24 Base Offer Segment

“Basc Offer Scgment” shall mean a component of a Scll Offer based on an
- existing Generation Capacity Resource, equal to the summer—net—capability of —the
wstalledUnforced eCapacity of such resource, as determined in accordance with the PJIM
Manuals, minus the EFORd Offer Segment. If the Sell Offers of multiple Market Sellers are
based on a single existing Generation Capacity Resource, the Base Offer Segments of such
Market Sellers shall be determined pro rata based on their entitlements to Unforced Capacity
from such resource.

2.5 Base Residual Auction

l “Base Residual Auction™ shall mean the auction conducted feus-three ycars prior
to the start of the Delivery Year to secure commitments from Capacity Resource as necessary to
satisfy any portion of the Unforced Capacity Obligation of the PJM Region not satisfied through
Sclf-Supply.

2.6 BuyBid

“Buy Bid” shall mean a bid to buy Capacity Resources in the First Incremental
Auction or Third Incremental Auction.

2.7 Capacity Credit

“Capacity Credit” shall have the meaning specified in Schedule 11 of the
Operating Agreement, including Capacity Credits obtained prior to the termination of such
Schedule applicable to periods after the termination of such Schedule.
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2.8  ImpertCapabilityCapacity Emergency Transfer Limit

“Impert-CapabitityCapacity Emergency Transfer Limit” or CCETL" shall have the

“ ity _Emer sfer Objective” or “CETO” shall have the meaning
provided in the Reliability Assurance Agreement,

2.10 Capacity Market Buyer

“Capacity Market Buyer” shall mean a Member that submits bids to buy Capacity
Resources in the First Incremental Auction or Third Incremental Auction.

2.11  Capacity Market Seller

“Capacity Market Scller” shall mean a Member that owns, or has the contractual
authority to control the output or load reduction capability of, a Capacity Resource, that has not
transferred such authority to another entity, and that offers such resource in thc Basc Residual
Auction or an Incremental Auction.

2.12 Capacity Resource

“Capacity Resource” shall have the meaning specified in the Reliability
- Assurance Agrcement.

2.13  Capacity Resource Clearing Price

“Capacity Resource Clearing Price” shall mean the price calculated for a Capacity
Resource that offered and cleared in a Base Residual Auction or Incremental Auction, in accordance
with Section 5.

2.14 Capacity Transfer Right

“Capacity Transfer Right” shall mean a right, allocated to LSEs serving load in a
Locational Deliverability Area, to receive payments, based on the transmission import capability
into such Locational Deliverability Area, that offset, in whole or in part, the charges attributable
to the Locational Pricc Adder, if any, included in the Zonal Capacity Price calculated for a
Locational Delivery Area.

2.16 Cost of New Entry

“Cost of New Entry” or “CONE” shall mean the realpominal levelized cost of a Reference
Resource, as quantified-and-stateddetermined in accordance with-#a section 5.
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- 2.17 Daily Deficiency Rate

“Daily Deficiency Rate” shall mean the rate employed to assess certain deficiency
charges under sections 7, 8, 9, or 12.

2.18 Daily Unforced Capacity Obligation

“Daily Unforced Capacity Obligation” shall mean the capacity obligation of a Load
Serving Entity during the Delivery Year, determined in accordance with Schedule 8 of the
Reliability Assurance Agreement.

2.19 Delivery Year

Dclivery Year shall mean the Planning Period for which a Capacity Resource is
committed pursuant to the auction procedures specified in Section 3.

2.20 Demand Resource

“Demand Resource” shall have the meaning specified in the Reliability Assurance
Agreement.

2.21 Demand Resource Factor

“Demand Resource Factor” shall have the meaning specified in the Reliability
- Assurance Agreement.

2.22 Demand Resource Provider

“Demand Resource Provider” shall mean a Member that has the capability to reduce
joad, or that aggregates customers capable of reducing load. A Curtailment Scrvice Provider, as
defined in the Operating Agreement, may be a Demand Resource Provider, provided it qualifics its
load reduction capability as a Demand Resource.

223 EFORd

“EFORd” shall have the mecaning specificd in the PJM Reliability Assurance
Agreement.

2.24 EFORd Offer Segment

“EFORd Offer Segment” shall mean a component of a Sell Offer permitted under
section 6 to address the potential for changes in EFORJ in the time period between the conduct
of an auction and the final determination of EFORJ for a Delivery Year. If the Sell Offers of
multiple Market Sellers are based on a single existing Generation Capacity Resource, the EFORd
Offer Scgments of such Market Sellers shall be determined pro rata based on their entitlements
to Unforced Capacity from such resource.
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225 Equilibrium Z

“Equilibrium Zone” shail mean: (a) for mﬂﬂﬂﬂm@r%@.ﬂlx

q ced
MMMMHMQMWMM@
and, (ii) [the PJM Region Reliability Requirement multiplied by.(100% plus IRM% plus 2%)
divided by (100% plus IRM%)] minus the Forecast RTO ILR Obligation; and (b) for the VRR
Curve for anv_Locational Reliverbility. Area, anLg_umMLmMM %.(l
[the LDA_Reliability Requi I ]
[RM%)] minus the Forecast LDA ILR Obligation; apd (ii) [the LDA Reliability Requirement
multiplied by (100% plus [RM% plus 2%) divided by (100% plus IRM%)] minus the Forecast

LDA ILR Obligation (if not previously accounted for in cstablishing the CETO for such LDA),
where “Forecast LDA ILR Obligation” shall mean the sum of the Forecast Zopal ILR
Obligations for all Zones in such LDA,

2.26 Final RTO Unforced Capacity Obligation

“Final RTQ Unforced Capacity Obligation™ shall mcan the capacity obligation for
the PJM Recgion, determined in accordance with Schedule 8 of the Rcliability Assurance
Agreement.

2.27 First Incremental Auction

“First Incremental Auction” shall mean an auction conducted pursuant to Section
5 in which Market Scllers that committed Capacity Resources in the Base Residual Auction for a
Delivery Year, which subsequently are determined to be unavailable to deliver the committed
Unforced Capacity in such Delivery Year, may submit Buy Bids for replacement Capacity
Resources.

2.28 Forecast Pool Requirement

“Forecast Pool Requirement” shall have the meaning specified in the Reliability
Assurance Agrecment.

2.29 Forecast RTO ILR Obligation

“Forecast RTO ILR Obligation” shall mean, in unforced capacity; terms, the ILR
Forecast- for the PJM Region times the DR Factor, times the Forecast Pool Requirement.

2.30 Forecast Zonal ILR Obligation

“Forecast Zonal ILR Obligation™ shall mean, in unforced capacity terms, the ILR
Forecast for the Zone times the DR Factor, times the Forecast Pool Requirement.
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ol 2.31 Generation Capacity Resource

“Generation Capacity Resource” shall have the meaning specified in the
Reliability Assurancc Agreement.

2.32 ILR Forecast

“ILR Forecast” shall mean, for a Delivery Year, the average annual megawatt
quantity of ILR certified for thc five Planning Pcriods preceding the date of the forecast;
provided, howcver, that before such data becomes available for five Delivery Years under the
Reliability Pricing Model, comparable data on Active Load Management (as defined in the
preexisting reliability assurance agreements) from up to five prior Planning Pcriods shall be
substituted as nccessary; and provided further that, for transmission zones that were integrated

| into the PJM Region in-the-tweless than five years prior to the conduct of the Basc Residual
Auction for the Delivery Year, data on incremental load subjcct to mandatory interruption by
Electric Distribution Companies within such zones shall be substituted as necessary.

2.33 ILR Provider

“ILR Provider” shall mean a Mcmber that has the capability to reduce load, or
that aggregates customers capable of reducing load. A Curtailment Service Provider, as such
term is defined in the PJM Operating Agreement, may be an [LR Provider, provided it obtains
certification of its load reduction capability as ILR.

- 2.34 Incremental Auction

“Incremental Auction” shall mean any of the First Incremental Auction, Second
Incremental Auction, or Third Incremental Auction.

2.35 Incremental Capacity Transfer Right

“Incremental Capacity Transfer Right” shall mean a Capacity Transfcr Right
allocated to a Generation Interconncction Customer or Transmission Interconnection Customer
obligated to fund a transmission facility or upgrade, to the cxtent such upgrade or facility
increascs the transmission import capability into a Locational Deliverability Area.

2.36 Interruptible Load for Reliability (ILR)

“Interruptible Load for Reliability” or “ILR" shall have the meaning specified in
the Reliability Assurance Agreement.

- Assuranee-Agreement.
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2.37 Load Serving Entity (LSE)

“Load Serving Entity” or “LSE" shall have the meaning specified in the Reliability
Assurance Agreement.

2.38 Locational Deliverability Area (LDA)

“Locational Deliverability Area” or “LDA” shall mean a geographic arca within
the PJM Region that has limited transmission capability te import capacity to satisfy such area’s
reliability requirement, as determined by the Office of the Interconnection in connection with
preparation of the Regional Transmission Expansion Plan, and as specified in Schedule 10.1 of

2.39 Locational Deliverability Area Reliability Requirement

“Locational Dcliverability Arca Reliability Requirecment” shall mean the projected
internal capacity in the Locational Deliverability Arca plus the Capacity Emergency Transfer
Objective for the Delivery Year, as determined by the Office of the Interconnection in connection
with preparation of the Regional Transmission Expansion Plan.

238 1§ sonal Deli bilitvReaui :
— 4] peational Deliverability Reguirement”shall-imean-the requirementfor Unforeed
Capacity-to-meet-the-needs-of-load-Jocated-inan EDAas-determined-in-accordanee-with-Schedule
10-1-of the- Reliability Assuranee-Agreement:

- 240 Locational Price Adder

“Locational Pricc Adder” shall mean an addition to the marginal value of Unforced
Capacity within an LDA as necessary to reflect the price of Capacity Resources required to relieve
applicable binding locational constraints.

2.41 Locational Reliability Charge

“Locational Reliability Charge” shall have the meaning specified in the Reliability
Assurance Agreement.

242 Net Cost of New Entry

“Net Cost of New Entry” shall mean the Cost of New Entry minus the Net Energy
and Ancillary Service Revenue Offset, as defined in Section 5.

2.43 Nominated Demand Resource Value

“Nominated Demand Resource Value” shall mcan the amount of load reduction
that a Demand Resource commits to provide either through direct load control, firm service level
or guaranteed load drop programs. For existing Demand Resources, the maximum Nominated
Demand Resource Value is limited, in accordance with the PJM Manuals, to the value
appropriate for the method by which the load reduction would be accomplished, at the time the
Base Residual Auction or Incremental Auction is being conducted.
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2.44 Nominated ILR Value

“Nominated ILR Value” shall mean thc amount of load reduction that an ILR

resource commits to provide either through direct load control, firm service level or guaranteed

| load drop_pregrams. For ILR, the maximum Nominated ILR Capacity Value is limited, in

accordance with the PJM Manuals, to the value appropriate for the mecthod by which the load
reduction would be accomplished, at the time the ILR is certified.

2.45 Opportunity Cost

“Opportunity Cost” shall mean a component of the Market Seller Offer Cap
calculated in accordance with section 6.

2,46 Peak-Hour Dispatch

“Peak-Hour Dispatch” shall meap, for purposes of calculating the Energy and
Ancillary Services Revenue Offset under section 5 of this Aftachment, an assumption, as morg
fully set forth in the PYM Manuals, that the [ Resource is dispatched i four distinct
blocks of four hours of continuoys output for each block from the peak-hour pefied, 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 area for which the Net Cost of New Entry is being determined, is
greater than, or equal to, the cost to generate (including the cost for_a complete start and
shutdown cycle) for at least two hours during each four-hour block, where such blocks shall be
as to_be dispatched_independently; provided. that, if therc are not at least two, econopic

praad_ =

- hours in_any given four-hour block, then the Reference Resource shall be_assumed not to be

dispatched for such block.
2.47 Pgak Season

“Peak Season” shall mean the weeks containing the 24" through 36™ Wednesdays
of the calendar year. Each such week shall begin on a Monday and end on the following Sunday,
except for the week containing the 36" Wednesday, which shall end on the following Friday.

2.48 Percentage Internal Resoyrces Required

“Percentage Interpal Resources Required” shall have the meaping specified jn the

2.49 Planned Demand Resource

“Planned Demand Resource” shall have the meaning specified in the Reliability
Assurance Agreement.

2.50 Planned Generation Capacity Resource

“Planned Generation Capacity Resource” shall have the meaning specified in the
Reliability Assurance Agreement.
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2.51 Planning Period

“Planning Period” shall have the mcaning specificd in the Reliability Assurance
Agreement.

252 PJM Region

“PJM Region” shall have the meaning specified in the Reliability Assurance
Agrecement.

2.53 PJM Region Installed Reserve Margin

“PJM Region Installed Reserve Margin™ shall have the meaning specified in the
Reliability Assurancc Agreement.

2.54 PJM Region Peak Load Forecast

I “PJM Region Peak Load Forecast” shall mean the peak load forecast- used by the
Office of the Interconnection in determining the PJM Region Reliability Requirement, and shall
be determined on both a preliminary and final basis as set forth in section 5.

2.55 PJM Region Reliability Requirement

“PJM Region Reliability Requirement” shall mean, for purposes of the Basc
Residual Auction, the Forecast Pool Requirement multiplied by the Preliminary PJM Region Peak
Load Forecast; and, for purposcs of thc Second Incremental Auction, the Forecast Pool
- Requirement multiplied by the Final PJM Region Peak Load Forecast.

2.56 Projected PJM Market Revenues

“Projected PJM Market Revenues” shall mean a component of the Market Seller
Offer Cap calculated in accordance with section 6.

2.57 Qualifying Transmission Upgrade

“Qualifying Transmission Upgrade” shall mean a proposed enhancement or addition

to the Transmission System that: (a) will increase lmper—Capabilitythe Capacity Emergency
Transfer Limit into an LDA by a megawatt quantity certified by the Office of the Interconnection;
(b) the Office of the Interconnection has determined will be in service on or before the
commencement of the first Delivery Year for which such upgrade is the subject of a Sell Offer in

the Base Residual Auction; @M@Mmﬂ@ﬂ_ before the
- Augt] ar_and (ed) a Generation

Interconnection Customer or Transmlssmn Intcrconncctlon Customer is obligated to fund
through a rate or charge specific to such facility or upgrade.

2.58 Reference Resource
“Reference Rwourcc shall mean a combushon turbme_gw
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-
2,59 Reliability Assurance Agreement
“Reliability Assurance Agreement” shall mean that certain “Reliability Assurance
Agreement Among Load-Serving Entities in the PJM Region,” on file with FERC as PJM
Interconnection, L.L.C. Rate Schedule FERC No.44.
2.60 Reliability Pricing Model Auction
“Reliability Pricing Model Auction™ shall mean the Base Residual Auction or any
Incremental Auction,
2.61 Resource Substitution Charge
“Resource Substitution Charge” shall mean a charge assessed on Capacity Market
Buyers in a First Incremental Auction or Third Incremental Auction to recover the cost of
replacement Capacity Resources.
2.62 Second Incremental Auction
“Second Incremental Auction” shall mean an auction conducted pursuant to
- Section 5, to secure the commitment of Capacity Resources as necessary to satisfy an increase in
the PJM Region Peak Load Forecast above that reflected in the Base Residual Auction.
2.63 Sell Offer
“Seli Offer™ shall mean an offer to scll Capacity Resources in a Base Residual
Auction, Incremental Auction, or Reliability Backstop Auction.
2.64 Sell Offer Price Cap
“Sell Offer Price Cap” shall mean a maximum offer price applicable to certain
Market Sellers under certain conditions, as determined in accordance with Section 6.
2,65 Self-Supply
“Self-Supply” shall mean Capacity Resources secured by a Load-Serving Entity,
by ownership or contract, outside a Reliability Pricing Model Auction, and used to meet
obligations under this Attachment or the Reliability Assurance Agreement through submission in
a Base Residual Auction of a Sell Offer indicating such Market Seller’s intent that such Capacity
Resource be committed regardless of clearing price. An LSE may submit a Sell Offer with a
price bid for an owned or contracted Capacity Resource, but such Sell Offer shall not be deemed
“Self-Supply,” solely as such term is used in this Attachment.
-
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2.66 Third Incremental Auction

“Third Incremental Auction” shall mean an auction conducted pursuant to Section
5, in which Market Sellers that committed Capacity Resources in the Base Residual, First
Incremental, or Second Incremental Auction for a Delivery Year, which subsequently are
determined to be unavailable to deliver the committed Unforced Capacity in such Delivery Year,
may submit Buy Bids for replacement Capacity Resources.

2.67 Thirty-Minute Start Resoureelransition Adder

“Trapsition Adder” shall mean a component of a Sell Offer permitted for certain
Capacity Market Sel Stzllm for thc Itansmoml’_mod as set anh_m sesznon,L_‘—‘ﬂnm‘MnuwStaﬂ

e

2.68 Transition Period

“Transition Period” shall mean the four-year period consisting of the Delivery Years
commencing June 1, 20076, June 1, 20087, June 1, 20098, and June 1, 201069.

2.69 Unforced Capacity

“Unforced Capacity” shall have the meaning specificd in the Reliability Assurance
Agreement.

2.70  Variable Resource Requirement Curve

“Variable Resource Requirement Curve” shall mean a series of maximum prices that
can be cleared in a Basc Residual Auction for Unforced Capacity, corresponding to a series of
varying resource requirements based on varying installed reserve margins, as dctermined by the

_Office of the Interconnection for the PJM Region and eaeh-for certain Locational Deliverability
Areas in accordance with the methodology provided in Section 5.

2.71 Zonal Capacity Price

“Zonal Capacity Price” shall mean the clearing price required in cach Zone to

meet thc demand for Unforcod Capacnty and satisfy Locational Deliverability Requirements and
wree-Operationd ab BTROntS for the LDA Qr_LQA_dssocmted wnh such Zone.

‘ .-. .: - . ‘.'- e a _- i average _ - .
such LDAs, weighted by the Unforced Capacity of Capagity Resources cleare clmrgl_g_qa_ch_ﬁ_u_d]
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1. COMMON SERVICE PROVISIONS

1 Definitions

1.0A Affected System: An electric system other than the Transmission Provider’s
Transmission System that may be affected by a proposed interconnection.

1.0B  Affected System Operator: An entity that opcrates an Affected System or, if the
Affected System is under the operational control of an independent system
operator or a regional transmission organization, such independent entity.

1.1 Ancillary Services: Those scrvices that are neccssary to support the transmission
of capacity and energy from rcsources to loads while maintaining rcliable
operation of the Transmission Provider’s Transmission System in accordance
with Good Utility Practice.

1.2  Annual Transmission Costs: The total annual cost of the Transmission System
for purposcs of Network Integration Transmission Service shall be the amount
specificd in Attachment H for each Zone until amended by the applicable
Transmission Owner or modified by the Commission.

1.2A  Applicable Regional Reliability Council: The reliability council for the region
in which a Network Customer, Transmission Customer, Interconnection
Customer, or Transmission Owner operates.

1.3  Application: A request by an Eligible Customer for transmission service
- pursuant to the provisions of the Tariff.

1.3A Attachment Facilities: The facilities nccessary to physically connect a Customer
Facility to the Transmission System or interconnected distribution facilitics.

1.3B Behind The Meter Generation: Bchind The Meter Generation refers to a
gencration unit that delivers cnergy to load without using the Transmission
System or any distribution facilities (unless the cntity that owns or leases the
distribution facilitics has consented to such use of the distribution facilities and
such consent has been demonstrated to the satisfaction of the Office of the
Interconnection); provided, however, that Behind The Meter Generation does not
include (i) at any time, any portion of such generating unit’s capacity that is
designated as a Generation Capacity Resource; or (ii) in an hour, any portion of
the output of such generating unit[s] that is sold to another cntity for consumption
at another electrical location or into the PJM Interchange Energy Market.

Issued By:  Craig Glazer Effective: Junc 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.L.C. Fourth Revised Sheet No. 33.01
FERC Electric Tariff Superseding First Revised Second Revised Sheet No. 33.01
Sixth Revised Volume No. 1

- 1.3BB Black Start Service: Black Start Service is the capability of generating units to
start without an outsidc electrical supply or the demonstrated ability of a
generating unit with a high operating factor (subject to Transmission Provider
concurrence) to automatically remain operating at reduced levels when
disconnccted from the grid.

1.3C Capacity Interconnection Rights: The rights to input generation as a
Gengration Capacity Resource into the Transmission System at the Point of
Interconnection where the gencrating facilitics connect to the Transmission
System.

1.3D Capacity Resource:

e—preeedures—set—feﬁh—Shall_havcm
meaning_provided in the Recliability Assurance Agreement—or—the-Reliability
Assumnee—A—greemem-Seu&.
1.3E  Capacity Transmission Injection Rights: The rights to schedule energy and
capacity deliverics at a Point of Interconnection (as defined in Section 50.44) of a
Merchant Transmission Facility with the Transmission System. Capacity
Transmission Injection Rights may be awarded only to a Merchant D.C.
Transmission Facility and/or Controllable A.C. Merchant Transmission Facilitics
that connects the Transmission System to another control area. Deliverics
scheduled using Capacity Transmission Injection Rights have rights similar to
those under Firm Point-to-Point Transmission Service or, if coupled with a
generating unit external to the PJM
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36.1.1 Interconmection Services: Generation Interconnection Customers may
request either of two forms of Interconnection Service, i.e.,
interconnection as a Capacity Resource or as an Energy Resource. Energy
Resource status allows the generator to participate in the PJM Interchange
Energy Market pursuant to the PJM Operating Agreement. Capacity
Resource status allows the generator to participate in the PJM Interchange
Energy Market to be utilized by load-serving entities in the PJM Region to
meet capacity obligations imposed under the Reliability Assurance
Agreement and/or to be designated as a Network Resource under Part II1.
Capacity Resources also may participate in PIM-Capacity-Credit Markets
Rcliability Pricipg Model Auctions and in Ancillary Services markets
pursuant to the PJM Tariff or the Opcrating Agreement. Capacity
Resource status is based on providing sufficient transmission capability to
ensure deliverability of generator output to the aggregate PJM Network
Load and to satisfy various contingency criteria established by the
Applicable Regional Reliability Council in which the gencrator is located.
Specific tests performed during the Generation Interconnection Feasibility
Study and later System Impact Study will identify those upgrades required
to satisfy the contingency criteria applicable at the generator’s location.

36.1.2 No Applicability to Transmission Service: Nothing in this Part IV shall
constitute a request for transmission scrvice, or confer upon a Generation
Interconnection Customer any right to receive transmission service, under
Part II or Part IIl.

- 36.1.3 Acknowledgement of Generation Interconnection Request: The
Transmission Provider shall acknowledge rcceipt of the Generation
Interconncction Request (electronically when available to all parties,
otherwise written) within five (5) business days after reccipt of the request
and shall attach a copy of the received Generation Interconnection Request
to the acknowledgement.

36.1.4 Deficiencies in Interconnection Request: A Generation Interconnection
Request will not be considered a valid request until all information
required under Section 36.1 has been received by the Transmission
Provider. 1If a Generation Interconnection Request fails to meet the
requirements set forth in Section 36.1, the Transmission Provider shall so
notify the Generation Interconnection Customer (electronicaily when
available to all parties, otherwise written) within five (5) business days of
receipt of the initial Generation Interconnection Request. Such notice
shall explain that the Generation Interconnection Request does not
constitute a valid request and the reasons for such failure to meet the
applicable requirements. Generation Interconnection Customer shall
provide the additional information that Transmission Provider’s notice
identifies as needed to constitute a valid request within ten (10) business
days after receipt of such notice. Upon timely correction of the
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- Subpart D — INTERCONNECTION RIGHTS

45 Capacity Interconnection Rights

45.1 Purpose: Capacity Interconnection Rights shall entitle the holder to deliver the
output of a Capacity Resource at thc bus where the Capacity Resource
interconnects to the Transmission System. The Transmission Provider shall plan
the cnhancement and e¢xpansion of the Transmission System in accordance with
Schedule 6 of the Operating Agreement such that the holder of Capacity
Interconnection Rights can integrate its Capacity Resources in a manner
comparable to that in which cach Transmission Owner integrates its Capacity
Resources to serve its Native Load customers.

45.2 Receipt of Capacity Interconnection Rights: Generation accredited under the
Reliability Assurance Agreement;-the-Reliability-Assurance-Agreement-West—of
the-Reliability-Assurance-Agreement-South as a Capacity Resource prior to the
original effective date of this Part IV shall have Capacity Interconnection Rights
commensurate with the size in megawatts of the accredited generation. When a
Generation Interconnection Customer's generation is accredited as a Capacity
Resource, the Generation Interconnection Customer also shall receive Capacity
Interconncction Rights commensurate with the size in megawatts of the
generation accredited as a Capacity Resource. Pursuant to applicable terms of

- Schedule 10 of the Reliability Assurance Agrcement, Reliability Assurance
Agrcement-South or of the Reliability Assurance Agrecement-West, a
Transmission Interconnection Customer may combine Incremental Deliverability
Rights associated with Merchant Transmission Facilities with generation capacity
that is not otherwise accredited as a Capacity Resource for the purposes of
obtaining accreditation of such generation as a Capacity Resource and associated
Capacity Interconnection Rights.

45.3 Loss of Capacity Interconnection Rights:

45.3.1 Operational Standards: To rctain Capacity Interconnection Rights, the
generating resource associated with the rights must operate or be capable
of operating at thc capacity level associated with the rights. Operational
capability shall be established consistent with Schedule 9 of the Reliability
Assurance Agreement, the Reliability Assurance Agreement-South or the
Reliability Assurance Agreement-West and the PJM Manuals, Generating
resources that meet these operational standards shall retain their Capacity
Interconnection Rights regardless of whether they are available as a
Capacity Resource or are making sales outside the PJM Region.
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- 110  Permanent Capacity Resource Additions Of 20 MW Or Less

This section describes procedures related to the submission and processing of Generation
Interconnection Requests related to new generation resources of 20 MW or less or the increase in
capability, by 20 MW or less over any period of 24 consecutive months, of an existing
generation resource, for which Capacity Interconncction Rights are to be granted. Such resources
may participatc in the PJM energy and capacity markets and may, therefore, be used by load
serving cntities to meet capacity obligations imposed under the PJM Reliability Assurance
Agreement or the Reliability Assurance Agreement-South. These procedures apply to generation
resources which, when connected to the system, are expected to remain connected to the system
for the normal life span of such a generation resource. These procedures do not apply to
resources that are specifically being connected to the system temporarily, with the expectation
that they will later be removed.

110.1 Application

[ The Interconnection Customer desiring the interconnection of a new Generation
Capacity Resource of 20 MW or less or the increase in capacity, by 20 MW or

| less, of an existing Generation Capacity Resource, must submit a completed
Attachment N - Form of Generation Interconnection Feasibility Study
Agreement. Attachment N of the PIM Tariff may be found on the PJM web site at
www.pjm.com/geninter/geninter.html and must be submitted to Transmission
Provider.

All requirements related to the submission, for a larger resource, of an Attachment

p— N application must be satisfied for a capacity addition of 20 MW or less, except
that the non-refundable $10,000 deposit requirement is waived. In submitting the
Attachment N application, the Interconnection Customer may strike out and initial
all references to the non-refundable $10,000 deposit. While the deposit
requirement is waived, the Interconnection Customer is responsiblc for all costs
associated with the processing of the request and the performance of the
Feasibility Study related to the request and will be billed for such costs following
the completion of the Feasibility Study.

Documentation of site control must be submitted, for small resource additions,
with the completed Attachment N. Site control may be demonstrated through an
cxclusive option to purchase the property on which the generation project is to be
developed, a property deed, or a range of tax or corporate documents that identify
property ownership. Site control must either be in the name of the party
submitting the generation interconnection request or documentation must be
provided establishing the business relationship between the project developer and
the party having site control.

All information required in the completed Attachment N related to the generating
project site, point of interconnection, and generating unit size and configuration
must be provided.
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Once it has been established that the requirements related to the submission of the
Aftachment N application have been met, the Generation Interconnection Request
will be entercd into the then current Interconnection Queue for analysis. The
gencration addition project will be identified in the Interconnection Queue on the
PJM wcb site by the size of the capacity addition and by its proposed Point of
Interconncection on the PJIM system.

110.2 Feasibility Study

Feasibility Study analyses can generally be expedited by cxamining a limited
contingency set that focuses on the impact of the small capacity addition on
contingency limits in the vicinity of the Generation Capacity Resource. Linear
analysis tools are used to evaluate the impact of a small capacity addition with
respect to compliance with Applicable Regional Reliability Council contingency
criteria.  Generally, small capacity additions will have very limited and isolated
impacts on system facilities. If criteria violations are observed, further AC testing
is required.

Short circuit calculations are performed for small resource additions to ensure that
circuit breaker capabilities arc not exceeded.

. Once the Feasibility Study is completed, a Feasibility Study report will be
prepared and transmitted to the Interconnection Customer along with a System
Impact Study Agrecment. In order to remain in the Interconnection Queue, the
Interconnection Customer must return the cxecuted System Impact Study
Agreement within 30 days, along with documents demonstrating that an initial air
permit application has been filed, if required. The deposit associated with the
System Impact Study Agreement shall be equal to the cstimated cost of the
System Impact Study, as specified by thc Transmission Provider. The
Interconnection Customer is responsible for all actual costs associated with the
performance of the System Impact Study related to the request and will be billed
for such costs following the completion of the System Impact Study, as necessary.
Transmission Provider shall retain the deposit until the settlement of the final
invoice for the System Impact Study, provided however, in the event that the total
actual cost of the System Impact Study does not exceed the total estimated cost of
the System Impact Study then the deposit may be applied for payment of invoices
for the cost of the study. In some cases, where no network impacts are identified
and there are no other projects in the vicinity of the small resource addition, the
System Impact Study may not be required and the project will proceed directly to
the Facilities Study.
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110.3 System Impact Study

As with the Feasibility Study, expedited analysis procedures will be utilized,
where appropriate, in the course of the System Impact Study.

Load deliverability will only be evaluated for sub-areas where margins are known
to be limited. In most cases, the addition of small Generation Capacity Resources
will improve local deliverability margins, However, if sub-area margins are
known to be limited, the impact of the new resource will be evaluated based on its
impact on the contingencies limiting emergency imports to the sub-area.

Gencration deliverability is tested using linear analysis tools. In most cases, small
capacity additions will have no impact on genecrator dcliverability in an area. If
violations are observed, more detailed testing using AC tools is required.

Stability analysis is generally not performed for small capacity additions. If the
capacity of an existing generating resource is increased by 20 MW or less,
stability will be cvaluated for critical contingencies only if existing stability

| margins are small. New Generation Capacity Resources of 20 MW or less will
only be cvaluated if they are connected at a location where stability margins
associated with cxisting resources are small.

. Short circuit calculations are performed during the System Impact Study for small
resource additions, taking into consideration all elements of the regional plan, to
ensure that circuit breaker capabilitics are not excecded.

Once the System Impact Study is completed, a System Impact Study report will
be prepared and transmitted to the Interconnection Customer along with a
Facilities Study Agrcement. In order to remain in the Interconnection Queue, the
Interconnection Customer must return the exccuted Facilitics Study Agreement
within 30 days, along with a deposit in the amount of the estimated cost of the
Facilities Study. The Interconnection Customer is responsible for all actual costs
associated with the performance of the Facilities Study related to the request and
will be billed for such costs following the completion of the Facilities Study. If
no transmission system facilities are required, the Facilities Study may not bc
required and the project will proceed directly to the execution of an
Interconnection Service Agreement.
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~ 110.4 Facilities Study

As with larger generation projects, transmission facilities design for any required
Attachment Facilities, Local Upgrades and/or Network Upgrades will be
performed through the execution of a Facilities Study Agreement between the
Interconnection Customer and Transmission Provider. Transmission Provider
may contract with consultants, including the Interconnected Transmission
Owners, or contractors acting on their behalf, to perform the bulk of the activities
required under the Facilities Study Agreement. In somc cases, the
Interconnection Customer and Transmission Provider may reach agreement
allowing the Interconnection Customer to scparately arrange for the design of
some of the required transmission facilities. In such cases, facilities design will
be reviewed, under the Facilities Study Agrcement, by thc Interconnccted
Transmission Owner.

Facilities design for small capacity additions will be expedited to the extent
possible. In most cases, few or no Network Upgrades will be required for small
capacity additions. Attachment Facilities, for some small capacity additions, may,
in part, be elements of a “turn key” installation. In such instances, the design of
“turn key” attachments will be reviewed by the Interconnccted Transmission
Owners or their contractors.

110.5 Interconnection Service Agreement

As with larger generation projects, an Interconnection Service Agreement must be

executed and filed with the FERC. The Interconnection Scrvice Agreement

identifics the obligations, on the part of the Interconnection Customer, to pay for

transmission facilities required to facilitate the interconncction and the Capacity
| Interconnection Rights which are awarded to the Gegeration Capacity Resource.

In general, the execution of an Interconnection Service Agreement is no different

| for capacity additions of 20 MW or less than for larger Generation Capacity
Resources. However, in instances where an increase of 20 MW or less to an

| existing Generation Capacity Resource can be put in service immediately, a
modified Interconnection Scrvice Agrcement may be executed. If such an
increase is expedited through the System Impact Study phase, ahcad of larger
projects already in the Interconnection Queue, an Interconnection Service
Agreement will be executed granting interim Capacity Interconnection Rights,
These interim rights will allow the capacity increase to be implemented and the
resource to participate in the capacity market until studies have been completed
for earlier queued resources and all related obligations have been defined. At
such time, the interim rights awarded the smaller capacity addition will become
dependent on the construction of any required transmission facilities and the
satisfaction of any financial obligations for those facilities. If, once those
obligations are defined, the smaller capacity addition desires to retain the interim
Capacity Interconnection Rights, a new Interconnection Service Agreement will
be executed.
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- | If a new Generation Capacity Resource of 20 MW or less can be quickly
connected to the system, interim Capacity Interconnection Rights can be awarded,
as above, through the execution of a modified Interconnection  Service
Agreement.

110.6 Other Requirements

Requirements and application procedures related to PJM membership are
specified in the PJM Manuals. Additionally, the PJM Manuals detail a range of
operational requirements for generation owners related to, among other things, the
nced for control center facilities and modcling in the PJM Energy Management
System and unit commitment tools.

111 Permanent Energy Resource Additions Of 20 MW Or Less But Greater Than 2MW

This section describes procedures related to the submission and processing of requests
related to the interconnection of new gencration resources of 20 MW or lcss but greater than 2
MW or the increase in capability of 20 MW or less but greater than 2 MW of an existing
gencration resource, for which Capacity Interconnection Rights will not be granted. Such
resourccs may participate in the PJM energy markets, but not in the PJM capacity markets. They
may, thercfore, not be used by load serving entities to meet capacity obligations tmposed under
the PJM Reliability Assurance Agreement or the Reliability Assurance Agreement-South. These
procedurcs apply to generation resources which, when connected to the system, are expected to
remain connccted to the system for the normal life span of such a gencration resource. These
procedures do not apply to resources that are specifically being connected to the system
temporarily, with the expectation that they will later be removed.

111.1 Application

The Interconnection Customer desiring the interconnection of a new Energy
Resource of 20 MW or less but greater than 2 MW or the increase in capability,
by 20 MW or less but greater than 2 MW of an existing resource, must submit a
completed Attachment N — Form of Generation Interconnection Feasibility Study
Agrcement. Attachment N of the PJM Tariff may be found on the PJM web site
at www.pjm.com/geninter/geninter.html and must be submitted to Transmission
Provider,

All requirements related to the submission, for a larger resource, of an Attachment
N application must be satisfied for a capability addition of 20 MW or less but
greater than 2 MW, except that the non-refundable deposit requirement is $1,000,
rather than $10,000. The Interconnection Customer is responsible for all actual
costs associated with the processing of the request and the performance of the
Feasibility Study related to the request and will be billed for such costs following
the completion of the Feasibility Study.
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- Once the Feasibility Study is completed, a Feasibility Study report will be
prepared and transmitted to the Interconnection Customer along with a System
Impact Study Agreement. In order to remain in the Interconnection Queue, the
Interconnection Customer must return the executed System Impact Study
Apgrecment within 30 days, along with documents demonstrating that an initial air
permit application has been filed, if required. The deposit associated with the
System Impact Study Agreement shall be equal to the estimated cost of the
System Impact Study, as specified by the Transmission Provider. The
Intcrconnection Customer is responsible for all actual costs associated with the
performance of the System Impact Study related to the request and will be billed
for such costs following the completion of thc System Impact Study.
Transmission Provider shall retain the deposit until the settlement of the final
invoice for the System Impact Study, provided however, in thc event that the total
actual cost of the System Impact Study does not exceed the total estimated cost of
the System Impact Study then the deposit may be applied for payment of invoices
for the cost of the study. In some cases, where no network impacts are identified
and therc are no other projects in the vicinity of the smali resource addition, the
System Impact Study may not be required and the project will proceed directly to
the Facilities Study.

111.3 System Impact Study

As with the Feasibility Study, expedited analysis procedures will be utilized,
where appropriate, in the course of the System Impact Study.

Load dcliverability and generation deliverability tests are not performed for
Energy Resources.

Stability analysis is generally not performed for small capacity additions. If the
capacity of an cxisting gencrating resource is increased by 20 MW or Iess,
stability will be cvaluated for critical contingencics only 1f existing stability
margins arc small. New Generation Capacity Resources of 20 MW or less wil
only be cvaluated if they are connected at a location where stability margins
associated with existing resources arc small.

Short circuit calculations are performed during the System Impact Study for small
resource additions, taking into consideration all elements of the regional plan, to
ensure that circuit breaker capabilities are not exceeded.

Once the System Impact Study is completed, a System Impact Study report will
be prepared and transmitted to the Interconnection Customer along with a
Facilities Study Agreement. In order to remain in the interconnection queue, the
Interconnection Customer must return the executed Facilities Study Agreement
within 30 days, along with a deposit in the amount of the estimated cost of the
Facilities Study. The Interconnection Customer is responsible for all actual costs
associated with the performance of the Facilities Study related to the request and
will be billed for such costs following the completion of the Facilities Study. If
no transmission system facilities are required, the Facilities Study may not be
required and the project will proceed directly to the execution of an
Interconnection Service Agreement,
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Total Generation Owner Monthly Revenue Requircment is the sum of the Zonal
Generation Owner Monthly Revenue Requirements for all Zones in the PJM
Region,

Allocation Factor is the monthly transmission use of each Network Customer or
Transmission Customer per Zone or Non-Zone, as applicable, on a megawatt
basis divided by the total transmission use in the Zone or in the PJM Region, as
applicable, on a megawatt basis.

For Network Customers, monthly transmission use on a megawatt basis is
the sum of a Network Customer’s daily values of DCPZ or DCPNZ (as
those terms are defined in Section 34.1) as applicable, for all days of the
month.

For Transmission Customers, monthly transmission usc on a megawatt
basis is thc sum of the Transmission Customer’s hourly amounts of
Reserved Capacity in the month (not curtailed by PIM) divided by 24.

Adjustment Factor is determined as the sum of the total monthly transmission use
in the PJM Region, exclusive of such use by Transmission Customers serving
Non-Zone Load, divided by the total monthly transmission use in the PJM Region
on a megawatt basis.

In the event that a single customer is serving load in more than one Zone, or serving Non-
Zone Load as well as load in onc or more Zones, or is both a Network Customer and z
Transmission Customer, the Monthly Charge for such a customer shall be the sum of the
Monthly Charges determined by applying the appropriatc formulae set forth in this Schedule 2
for each category of service.

Payment to Generation Owners

Each month, the Transmission Provider shall pay each Generation Owner an amount

cqual to the Generation Owner’s monthly revenue requircment as accepted or approved by the

| Commission. In the event a Generation Owner sells a Generatiog Capacity Resource(s) which is

included in its current effective monthly revenue requirement accepted or approved by the

Commission, payments in that Generation Owner’s Zone may be allocated as agreed to by the

I owners of Generation Capacity Resources in that Zone. Such Generation Owners shall inform

Transmission Provider of any such agreement. In the absence of agreement among such

Generation Owners, the Commission, upon application, shall establish the allocation. Generation

Owners shall not be ecligible for payment, pursuant to this Schedule 2, of monthly revenue

requirement associated with those portions of generating units designated as Bechind The Meter
Generation.
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SCHEDULE 9-5
Capacity Resource and Obligation Management Service

a) Capacity Resource and Obligation Management Service comprises the activities
of PIM associated with (i) assuring that customers have arranged for sufficient gencrating
capacity to meet their installed-unforced capacity obligations under the Reliability Assurance
Agreement (“RAA”)—the bility —Assurance—Apreement-South—(“RAA- South”)—and—the

- > e iy 0

Reliability Assuranee—Agreement- West—(“RAA-West?): (ii) processing Network Integration
Transmission Service; and-(iii) administering the eapaeity-eredit-market—in-Reliability Pricing
Model auctions for the PJM Region; and (iv) administering or providing technical support for the
RAA-Seuth-and RAA-West (as delegated to PJM under the RAARAASouth-and-RAA West),
including, but not limited to, long-term load forecasting, studies to establish reserve
requirements, and the determination of each Load-Serving Entity’s capacity obligations. PJM’s
eCapacity Internet-based tool enables many of these functions. PJM provides this service to
Load-Serving Entities and to owners of Capacity Resources; as such terms are defined in the

RAARAA-South-and RAA-West.

b) PJM will charge each Load-Serving Entity in the PJM Region each month a
charge cqual to the Capacity Resource and Obligation Management Scrvice Rate stated below

times thc summation for cach day of such month of the Aoocounted-For-Daily Unforced Capacity
Obligation of such uscr, as determined for each such day pursuant to Schedule 78 or 8.1 of the
- RAA;Schedule 7ofthe RAA-Seuth-6 chedute—/1-o+the RAA pet-provided--however—that 45

¥ Wty ]

-
Oy acatian O BLERAA0
=t - H Pt pPosd 0

c) In addition to any charge under paragraph (b), PIM will charge each month, each
entity that included in an ERR Capacity Plan, self-scheduled, or sold and cleared, in a Reliability

Pricing Model Auctiop, ewner-efa- Capacity Resources committed to_serve load, for such each

month, a charge cqual to the Capacity Resource and Obligation Management Service Rate stated
below times such ewner’s-entjty’s total share, in MWs, of the Unforced Capacity of all Capacity
Resources ewned—i g in—part—¢leare - i ing )

Capacity Plan) by such-ewsner_entity,
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e B. Transmission Congestion Credits.
1. General.

Financial Transmission Rights may be acquired by purchase in the Financial Transmission
Rights auctions or in the secondary market provided for in Scction 7 of the Appendix to this
Attachment K. The Office of the Interconnection will post information on the OASIS regarding
FTR auction results, FTR transfers, including which FTRs have been transferrcd, the amount of
the transfer (MW), the duration of the transfer and the identity of the buyer and seller.

For a new PJM zone, each Transmission Customer purchasing Firm Point-to-Point Service, cach
Network Customer, with respect to its reservation of firm transmission service for deliveries
from Network Resources to Network Load, and each Transmission Owner with respect to its

| reservation of firm transmission service for the delivery of cnergy from Geperation Capacity
Resources to Native Load Customers (any of the foregoing being referred to as a “Firm
Transmission User”), shall receive Financial Transmission Rights (“FTRs™) corresponding to
points of receipt and delivery designated for their firm uses of the Transmission System. Such
FTRs shall remain in cffect until the first annual allocation of Auction Revenue Rights to occur
after the integration of such new PJM zone into the PJM Interchange Encrgy Market.

Each holder of an FTR shall receive the total Transmission Congestion Credits determined in
accordance with section B(2) of this Attachment.

2. Determination of Credit.

(a) Overview. For each hour with respect to which the Transmission Provider receives
payments of Transmission Congestion Charges, determined in accordance with section A of this
Attachment, Transmission Congestion Credits shall be allocated to the holders of Financial
Transmission Rights. As explained in subsection (b), the Financial Transmission Rights are
associated with the points on the Transmission System betwecen which the Firm Transmission
User to whom the FTR was originally issued has arranged for the firm transmission of electric
energy, whether on a network or point-to-point basis. Holders of FTRs receive credits
attributable to the difference, if any, between Locational Marginal Prices at the Point or Points of
Receipt and the Point or Points of Delivery associated with the Financial Transmission Rights.
As explained in subsections (b) and (c), each FTR holder shares in Transmission Congestion
Credits to thc extent it holds Financial Transmission Rights between the Point or Points of
Receipt and the Point or Points of Delivery at which congestion is experienced in a particular
hour. Distribution of credits in this manner ensures that each FTR holder will not incur energy
costs that are greater than the costs of energy from the generation resources associated with the
FTR holder’s Financial Transmission Rights. Target allocations of Transmission Congestion
Credits to holders of Financial Transmission Rights are calculated in accordance with subsection
(c) and Transmission Congestion Credits are distributed in accordance with that allocation, as
described in subsection (d).
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- C. Virtual Bid Screening Process

If it is determined that Virtual Bid Screening is required for a market participant, the
screening process will be conducted in the PJM eMKT web interface. The process will
automatically reject all virtual bids and offers submitted by the PJM market participant if
the participant’s Credit Available for Virtual Bidding is exceeded by the Virtual Credit
Exposure that is calculated based on the participant’s submitted bids and offers as
described below.

A Participant/Member’s Virtual Credit Exposure will be calculated on a daily basts for all
virtual bids submitted by the market participant for the next operating day using the
following equation:

Virtual Credit Exposure = the lesser of:

(i) ((total MWh bid or offered, whichever is greater, hourly at each node) x Nodal
Reference Price x 2 days) summed over all nodes and all hours; or

(i1) (a) ((the total MWh bid or offered, whichever is greater, hourly at each node) x
the Nodal Reference Price x 1 day) summed over all nodes and all hours; plus (b) ((the
difference betwcen the total bid MWh cleared and total offered MWh cleared hourly at
each node) x Nodal Reference Pricc) summed over all nodes and all hours for the
previous three cleared day-ahead markets.

A Mecmber/Participant’s  Credit  Available for Virtual Bidding will be the

- Member/Participant’s Working Credit Limit less any unpaid billed and unbiiled amounts
owed to PJM, plus any current month unbilled amounts owed by PIM to the
Member/Participant, less any credit required for FTR or other credit requirement
determinants as defined in this Policy.

Each PJM Market Participant that is identificd as requiring Virtual Bid Screening based
on bidding history will be screened in the following manner: If the participant’s Virtual
Credit Exposurc exceeds its Credit Available for Virtual Bidding, the Market Participant
will be notified via an eMKT error message, and the submitted bids will be rejected.
Upon such notification, the Market Participant may alter its virtual bids and offers so that
its Virtual Credit Exposure does not exceed its Credit Available for Virtual Bidding, and
may resubmit them. Bids may be submitted in one or more groups during a day. If one
or more groups of bids is submitted and accepted, and a subsequent group of submitted
bids causes the total submitted bids to exceed the Virtual Credit Exposure, then only that
subsequent set of bids will be rejected. Previously accepted bids will not be affected,
though the Market Participant may choosc to withdraw them voluntarily.
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\. Applicabili

A Market Seller sceking to submit a Sell Offer in any Reliability Pricing Model Auction
basﬂm@mﬁxﬂﬁou;m_ﬁqr_\xh ch there m_a_ma;gnallv increased gsk of nop-
performance._must it _requirem _secti

submwm_s_dl Offer. Credit, must be maintained unnl_sus:h_nsk_of_non-

performance js substantially eliminated, but may be reduced commensurate with the
reduction in such risk, as set forth in Section 1IV.C,

For purposcs of this provision, a resource for which there is a materially ingrcased risk of
non- MWhMLMMWWM
Dcmand _Resource; (i) a Quali ;
Generation _M&M@_Memon thaLat_thc time it is
submitted.in a Sell Offer has not secured firm transmigsion service to the border of the
PIM Region sufficient to  satisfy the deliverability requircments of the Reliability
Assurance Agreement.

B. Reliability Pricing Model Auction Credit Requi

For any resource specified _in Section IV.A, the credit requirgment shall bc the RPM
Augtion Credit Rate, as provided in Section IV.D, times the megawatts to be offere otl"crsai_fo:
sale from such resource jn a Reliability Pricing Model Auction. As set forth in Section

- IV.D, the Auction Credit Requirement shall be determined separatgly for each Delivery
Ycar. The RBMAuctlonﬁmujmulrmm&mﬂLM&deﬂmﬂum of
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- b. . For_existing Generation Capacity Resources located outside the PJM_Region that
have not secured sufficient firm transmission to the border of the PJM Region prior to
the auction in which such resource is first offered, the RPM Credit Requirgment, shall
be reduced in direct proportion to the megawatts of fion transmissjon service secured
by the Market Seller that qualify such resource under the deliverability requirements

of the Reliability Assurance Agreement.

g tmmMMMcgmlng as of the

i .gg@dc is plas:ﬂmjmacc

. iability Pricing Model Auction for any
Delivery. chr will incur a forward financial obligation to PJM if: (i) the offered resource
szlszar> in such auction; (ii) the ngm_ﬁcﬂﬂ_wmly_bmmﬁ_dgﬁmm_mlts abilit
provid ,(iii)_the Market Seller participates in a_First or Third
Ins:mms:maLAuﬁmn_to obtain. rcplaccmcm_msgnm_for sugh Season Delivery Year to
- meet the obligation for which the Market Sel ; i it
Resource Clearing Price in such Incremental Aggngp_cxsx&ds_m&m_v_ﬁmmc
Clearing Price the resource was to receive as a result of clearing the prior auction,

As set forth in the PJM Manuals, a separate Auction Credit Rate shall be calculated for
each Delivery year prior to each Reliability Pricing Model Auction_for such Delivery

Year, as follows;
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- b. Subseque

_l.mmem&hmh clcargim that. ausznm

L__%Mimwﬂwﬂm

maximum, gxpected two-year percent price ingrease with 90%_00nﬁdm
based on PJM’s market simulations.

Year(s), but_before six such auctions have been conducted, the Maximum
Price Exposurg factor vajl_bc calculated ipitially in the same manner as for the

M%RMMMMM&MM_X
Inmﬂ%md.ﬁmsma@ﬁasc Residual Auction} was Jess than

3.___ After six Incremental Auctions have beep conducted for any Delivery Year(s),
the Maximum Price Exposure factor for such Delivery Year will be the second
largest percent price increase (as measured between any Incrgmental Auction
apd jts associated Basc Residual Auction) for any Incremental Auctions for
such Delivery Year conducted during the then-current calendar year of during
any.of the threg preceding calendar years.

IV. FORMS OF FINANCIAL SECURITY

Applicants/Participants/Members that provide Financial Security must provide the
security in a PJM approved form and amount according to the guidelines below.
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Acceptable forms of Financial Security include cash deposits and letters of credit.

| }IV.I FINANCIAL TRANSMISSION RIGHT AUCTIONS
A.SCOPE.

Credit shall be required for all FTR auction products. The foregoing notwithstanding, bids
from Established Monthly FTR Market Participants for single calendar month FTRs covering
the month beginning immediately after a monthly FTR auction will not be included in their
FTR credit requirement(s).

A. Total FTR Credit Requirement.

PJM shall calculate a total FTR credit requirement for each Market Participant equal to the
sum of its Auction Credit Requirements for all FTR auctions. Market Participants in FTR
Auctions shall be required to maintain this minimum amount of credit with PJM in addition
to any other credit requirements the Market Participant may have pursuant to the Tariff.

C. Auction Credit Requirement.

For each FTR auction, PM shall calculate an Auction Credit Requirement for cach Market

Participant. If a set of submitted bids would ever cause a Market Participant’s Auction

Credit Requirement to exceed the Market Participant’s auction credit limit, then that set of
- Submitted bids shall be rejected.

In calculating a Market Participant’s Auction Credit Requirement, self-scheduled FTR’s shall
have a zero credit requirement. Positive FTR bids for which the bidder holds matching
ARRs will not be counted in the bid total. In addition, the Auction Credit Requirement will
be reduced in accordance with the credit release schedule set forth in section IV.E of this
Credit Policy.

A. Total FTR Credit Limit.

Market Participants shall establish a total FTR credit limit prior to bidding in an FTR auction,
provided that this requirement shall not apply if an Established Monthly FTR Market
Participant exclusively bids on single calendar month FTRs covering the month beginning
immediately after a monthly FTR auction.

A total FTR credit limit can be established by utilizing the unused portion of a Market
Participant’s currently established Unsecured Credit limit at PJM provided the Market
Participant specifically makes such a request in writing to the PJM Treasury Departinent.
FTR credit can also be established or enhanced by the Market Participant providing
additiona! Financial Security or Corporatc Guaranty, of a type acceptable under this Credit
Policy.
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e The letter of credit must clearly state the full names of the "Issucr”, "Account Party”
and "Beneficiary" (PJM), the dollar amount available for drawings, and shall specify
that funds will be disbursed upon presentation of the drawing certificate in
accordance with the instructions stated in the Jetter of credit. The letter of credit
should specify any statement that is required to be on the drawing certificate, and any
other terms and conditions that apply to such drawings.

e The PJM Credit Application contains an acceptable form of a letter of credit that
should be utilized by an Applicant/Participant/Mcmber choosing to meet its Financial
Security requirement with a letter of credit. If the letter of credit varies in any way
from the PJM format, it must first be reviewed and approved by PJM. All costs
associated with obtaining and maintaining a letter of credit and meeting the policy
provisions are the responsibility of the Applicant /Participant/Member

e PJM may accept a letter of credit from a Financial Institution that does not meet the
credit standards of this Policy provided that the letter of credit has third-party support,
in a form acceptable to PJM, from a financial institution that docs mect the credit
standards of this Policy.

| VI. EVENTS OF DEFAULT

Failure to comply with this policy (except for the responsibility of an

- Applicant/Participam/anbcr to notify PJM of a Material change) shall be considered an
event of default. Pursuant to §15.1.3(a) of the Operating Agreement of PJM
Interconnection, L.L.C. and §1.7.3 of the PIM Open Access Transmission Tariff,
non-compliance with the PJM Credit Policy is an event of default under those respective
Agrecments. In event of default under this Credit Policy or onc or more of the
Agreements, PJM will take such actions as may be required or permitted under the
Agreements, including but not limited to thc termination of Participant/Member’s
ongoing Transmission Service and participation in PJM Markets. A Participant/Member
will have three (3) Business Days from notification of policy breach to remedy the
situation in a manner deemed acceptable by PIM. PJM has the right to liquidate all or a
portion of a Participant/Member’s Financial Security at its discretion to satisfy Total Net
Obligations to PIM in the event of default under this Credit Policy or one or more of the
Agrcements.

| VIl. DEFINITIONS:

Affiliate —Affiliate is defined in the PJM Operating Agrcement, §1.2.

Agreements — The Operating Agreement of PJ M Interconnection, L.L.C., the PJM Open
Access Transmission Tariff, the Reliability Assurance Agreement, the Reliability
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- Individual FTR Credit Requirements — Shall mcan the bid price for the FTR less the
Revenue Offset for the FTR. If the Individual FTR Credit Requirement for an FTR
results in a value less that zero, that Individual FTR Credit Requirement shall be set to
ZET0.

Market Participant — shall have the meaning provided in the Operating Agreement.

Material - For these purposes, material is defined in §1.B.3, Material Changes. For the
purposes herein, the use of the term "material” is not necessarily synonymous with use of
the tem by governmental agencies and regulatory bodies.

Member — shall have the meaning provided in the Operating Agreement.

Net Obligation — The amount owed to PJM for purchases from the PJM Markets,
Transmission Service, (under both Part If and Part Il of the O.A.T.T.), and other services
pursuant to the Agreements, after applying a deduction for amounts owed to a Participant
by PJM as it pertains to monthly market activity. ition; i

: | to P Mointhe§ forC . I ehin the PIM Capaei I
will- be-added-to-this-figure—Should other markets be formed such that Participants may
incur future Obligations in those markets, then the aggregate amount of those
Obligations will also be added to the Net Obligation.

- Nodal Reference Price — A probabilistic (97%) maximum price differential historically
experienced between day-ahead and rcal-time market prices at a given location as defined
in this policy. This number is used in Virtual Bid Screcning.

Obligation — All amounts owed to PIM for purchases from the PJM Markets,
Transmission Service, (under both Part 1l and Part IlI of the O.A.T.T.), and other services
pursuant to the Agrecments. in addition, aggregate amounts that will be owed to PIM in
the future for Capacity purchases within the PIM Capacity markets will be added to this
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- | ATTACHMENT ¥DD

Reliability Pricing Model

1. INTRODUCTION

This Attachment sets forth the terms and conditions goveming the Reliability
Pricing Model for the PJM Region. As more fully set forth in this Attachment and the PJM
Manuals, and in conjunction with the Recliability Assurance Agreement, the Reliability Pricing
Model provides:

(a) support for LSEs in satisfying Daily Unforced Capacity Obligations for future Delivery
Y cars through Self Supply of Capacity Resources;

(b) a competitive auction mechanism to secure the forward commitment of additional

| Capacity Resources aj ifying Transmission Upgrades as necessary to satisty the portion of
LSEs’ Unforced Capacity Obligations not satisfied through Self-Supply, in order to ensure the
reliability of the PJM Region for future Delivery Years;

- (c) long-term pricing signals for the development of Capacity Resources, including demand
resources and planned generation resources, to ensure the reliability of the PJM Region;

| (d) recognition for the locational and-eperatienatreliability-benefits of Capacity Resources;

(e) deficiency charges to ensure progress toward, and fulfillment of, forward commitments
' by demand and generation resources to satisfy capacity and-eperational-reliability-requirements;

(H mcasures to identify and mitigate capacity market structure deficiencies; and

(g) a Reliability Backstop mechanism to ensure that sufficient generation, transmission and
demand response solutions will be available to preserve system reliability.
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- 2. DEFINITIONS

Definitions specific to this Attachment are set forth below. In addition, any capitalized

terms used in this Attachment not defined herein shall have the meaning given to such terms

| elsewhere in this Tariff or in the RAA. References to section numbers in this Attachment ¥-DD
refer to sections of this attachment, unless otherwise specified.

2.1 Annual Revenue Rate

“Annual Revenue Rate” shall mean the rate ecmployed to assess a compliance
penalty charge on a Demand Resource Provider or ILR Provider under section 11.

2.2 Avoidable Cost Rate

“Avoidable Cost Rate” shall mean a component of the Market Scller Offer Cap
calculated in accordance with section 6.

23 Base Load Generation Resource

“Base Load Generation Resource” shall mean a Generation Capacity Resource
that operates at least 90 percent of the hours that it is available to operate, as detcrmined by the
Office of the Interconnection in accordance with the PYM Manuals.

24 Base Offer Segment

“Basc Offer Segment” shall mean a component of a Scll Offer based on an

existing Generation Capacity Rcsource, equal to the summer—not—eapability —of —the

- installedUnforced eCapacity of such resource, as determined in accordance with the PJIM
Manuals, minus the EFORd Offer Segment. If the Sell Offers of multiple Market Sellers are
based on a single existing Generation Capacity Resource, the Base Offer Segments of such
Market Sellers shall be determined pro rata based on their entitlements to Unforced Capacity
from such resource.

2.5 Base Residual Auction

| “Base Residual Auction” shall mean the auction conducted feus-thifee years prior
to the start of the Delivery Year to secure commitments from Capacity Resource as neccssary to
satisfy any portion of the Unforced Capacity Obligation of the PJM Region not satisfied through
Sclf-Supply.

2.6 BuyBid

“Buy Bid” shall mean a bid to buy Capacity Resources in the First Incremental
Auction or Third Incremental Auction.

2.7  Capacity Credit

“Capacity Credit” shall have the meaning specified in Schedule 11 of the
Operating Agreement, including Capacity Credits obtained prior to the termination of such
Schedule applicable to periods after the termination of such Schedule.
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2.8  Impoert CapabilityCapacity Emergency Transfer Limit

“Impert-CapabilityCapacity Emergency Transfer Limit”_or “CETL” shall have the
meaning;_provided MQR@MIMMWH%W

s Wa¥ale

“Capacity Emergency Transfer Obiective” or “CETOQ” shall have the meaning
provided in the Reliability Assurance Agreement,

2.10 Capacity Market Buyer

“Capacity Markct Buyer” shall mean a Member that submits bids to buy Capacity
Resources in the First Incremental Auction or Third Incremental Auction.

2.11 Capacity Market Seller

“Capacity Market Scller” shall mean a Mcmber that owns, or has the contractual
authority to control the output or load reduction capability of, a Capacity Resource, that has not
transferred such authority to another entity, and that offers such resource in the Base Residual
Auction or an Incremental Auction.

2.12 Capacity Resource

“Capacity Resource” shall have the mcaning specified in the Reliability
- Assurance Agrecement.

2.13  Capacity Resource Clearing Price

“Capacity Resource Clearing Price” shall mcan the price calculated for a Capacity
Resource that offered and cleared in a Base Residual Auction or Incremental Auction, in accordance
with Scction 5.

2.14 Capacity Transfer Right

“Capacity Transfer Right” shall mean a right, allocated to LSEs serving load in a
Locational Deliverability Area, to receive payments, based on the transmission import capability
into such Locational Deliverability Arca, that offset, in whole or in part, the charges attributable
to the Locational Price Adder, if any, included in the Zonal Capacity Pricc calculated for a
Locational Delivery Area.

2,15 _CONE Area
MMMMLMMMM

established as CONE Areas pursuant to section 5.10{a)(iv)(B),
2.16 Cost of New Entry

“Cost of New Entry” or “CONE”_shall mcan the realgominal levelized cost of a Reference
Resource, as quantified-and-statedde ined j rdance with-in section 5.
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A 2.17 Daily Deficiency Rate

“Daily Deficiency Rate” shall mcan the rate employed to assess certain deficiency
charges under scctions 7, 8, 9, or 12.

2,18 Daily Unforced Capacity Obligation

“Daily Unforced Capacity Obligation™ shall mean the capacity obligation of a Load
Serving Entity during the Delivery Year, determined in accordance with Schedule 8 of the
Reliability Assurance Agreement.

2.19 Delivery Year

Delivery Year shall mcan the Planning Period for which a Capacity Resource is
committed pursuant to the auction procedures specified in Section 5.

2.20 Demand Resource

“Demand Resource™ shall have the meaning specified in the Reliability Assurance
Agrecment,

2.21 Demand Resource Factor

“Demand Resource Factor” shall have the meaning specified in the Reliability
- Assurance Agreement.

2.22 Demand Resource Provider

“Demand Resource Provider” shall mean a Member that has the capability to reduce
load, or that aggregates customers capable of reducing load. A Curtailment Service Provider, as
defined in the Operating Agreement, may be a Demand Resource Provider, provided it qualifies its
load reduction capability as a Demand Resource.

223 EFORd

“EFORd” shall have thc meaning specified in the PJM Reliability Assurance
Agreement.

2.24 EFORd Offer Segment

“EFORd Offer Segment” shall mean a component of a Sell Offer permitted under
section 6 to address the potential for changes in EFORA in the time period betwecn the conduct
of an auction and the final determination of EFORJ for a Delivery Year. If the Sell Offers of
multiple Market Sellers are based on a single existing Generation Capacity Resource, the EFORd
Offer Segments of such Market Sellers shall be determined pro rata based on their entitlements
to Unforced Capacity from such resource.
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2.25 Equilibrium Zone
“Equilibriym Zong” shall mean; (a) for the YRR Curve for the PJM Region, any
mmmmmmuw_muwwm
by (100% plus IRM%) divided by (100% plus [RM%)] minus the Forecast RTO ILR Obligation;
%ﬂ@ﬁ%@w
Forgeast RTO ILR Obligation; and (b) for the VYRR
Q.uyc ﬂﬂmm_mm_@mmw Capacity between (i)
M@MMMMMM plus
MMILMbMMMMm
multiplied by (100% plus [RM% plus 2%) divided by (100% plus JRM%)] minus the Forecast

LDA ILR Obligation {if not previously accounted for in establishing the CETO for such LDA),
where “Forecast LDA JLR_Obligation” shall mean the sum of the Forccast Zonal JLR

Obligations for all Zongs in such LDA.
2.26  Final RTO Unforced Capacity Obligation

“Final RTO Unforced Capacity Obligation” shall mean the capacity obligation for
the PJM Region, determined in accordance with Schedule 8 of the Reliability Assurance
Agrecement.

2.27 First Incremental Auction

“First Incremental Auction” shall mean an auction conducted pursuant to Section

- 5 in which Market Sellers that committed Capacity Resources in the Base Residual Auction for a

Dclivery Year, which subsequently are determined to be unavailable to deliver the committed

Unforced Capacity in such Dclivery Year, may submit Buy Bids for replacement Capacity
Resources.

2.28 Forecast Pool Requirement

“Forccast Pool Requircment” shall have the meaning specified in the Reliability
Assurance Agreement.

2.29 Forecast RTO ILR Obligation

“Forecast RTO ILR Obligation” shall mean, in unforced capacity; terms, the ILR
Forecast- for the PJM Region times the DR Factor, times the Forecast Pool Requirement.

230 Forecast Zonal ILR Obligation

“Forecast Zonal ILR Obligation” shall mean, in unforced capacity terms, the ILR
Forecast for the Zone times the DR Factor, times the Forecast Pool Requirement.
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- 2.31 Generation Capacity Resource

“Generation  Capacity Resource” shall have the mecaning specified in the
Reliability Assurance Agrecement.

2.32 ILR Forecast

“ILR Forecast™ shall mean, for a Delivery Year, the average annual megawatt
quantity of ILR certified for the five Planning Periods preceding the date of the forecast;
provided, however, that before such data becomes available for five Delivery Years under the
Reliability Pricing Model, comparable data on Active Load Management (as defined in the
preexisting reliability assurance agreements) from up to five prior Planning Periods shall be
substituted as necessary; and provided further that, for transmission zones that were integrated

] into thc PJM Region in-the-tweless than five years prior to the conduct of the Base Residual
Auction for the Delivery Year, data on incremental load subject to mandatory interruption by
Electric Distribution Companies within such zoncs shall be substituted as necessary.

2.33 ILR Provider

“ILR Provider” shall mecan a Member that has the capability to reduce load, or
that aggregates customers capable of reducing load. A Curtailment Scrvice Provider, as such
term 1s defined in the PJM Operating Agreement, may be an ILR Provider, provided it obtains
certification of its load reduction capability as I[LLR.

- 2.34 Incremental Auction

“Incremental Auction™ shall mcan any of the First Incremental Auction, Second
Incremental Auction, or Third Incremental Auction.

2.35 Incremental Capacity Transfer Right

“Incremental Capacity Transfer Right” shall mean a Capacity Transter Right
allocated to a Generation Interconnection Customer or Transmission Interconnection Customer
obligated to fund a transmission facility or upgrade, to the cxtent such upgrade or facility
increases the transmission import capability into a Locational Deliverability Area.

2.36 Interruptible Load for Reliability (ILR)

“Interruptible Load for Reliability” or “ILR” shall have the meaning specified in
the Reliability Assurance Agreement.

- Assurapee-Agreement.

Issued By: Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy

Issued On: September 29, 2006




Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.L.C. Second Revised Sheet No. 568
FERC Electric Tariff Superseding First Revised Sheet No. 568
Sixth Revised Volume No. 1

2.37 Load Serving Entity (LSE)

“Load Serving Entity” or “LSE” shall have the meaning specified in the Reliability
Assurance Agreement.

238 Locational Deliverability Area (LDA)

“Locational Deliverability Area” or “LDA” shall mean a geographic area within
the PJM Region that has limited transmission capability to import capacity to satisfy such area’s
reliability requirement, as determined by the Office of the Interconncction in connection with
preparation of the Regional Transmission Expansion Plan, and as specified in Schedule 10,1 of
the Reliability Assurance Agreement.

2.39  Locational Deliverability Area Reliability Requirement

“Locational Delivcrability Area Reliability Requirement” shall mean the projected
internal capacity in the Locational Deliverability Arca plus the Capacity Emergency Transfer
Objective for the Delivery Year, as determined by the Office of the Interconnection in connection
with preparation of the Regional Transmission Expansion Plan.

hd 2,40 Locational Price Adder

“Locational Price Adder” shall mean an addition to the marginal value of Unforced
Capacity within an LDA as necessary to reflect the price of Capacity Resources required to relicve
applicable binding locational constraints.

241 Locational Reliability Charge

“Locational Reliability Charge” shall have the meaning specified in the Reliability
Assurance Agreement.

242  Net Cost of New Entry

“Net Cost of New Entry” shall mean the Cost of New Entry minus the Net Energy
and Ancillary Service Revenue Offset, as defined in Section 5.

243 Nominated Demand Resource Value

“Nominated Demand Resource Value” shall mean the amount of load reduction
that a Demand Resource commits to provide either through direct load control, firm service level
or guaranteed load drop programs. For existing Demand Resources, the maximum Nominated
Demand Resource Value is limited, in accordance with the PJM Manuals, to the value
appropriate for the method by which the load reduction would be accomplished, at the time the
Base Residual Auction or Incremental Auction is being conducted.
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244 Nominated [LLR Value

“Nominated ILR Value” shall mean the amount of load reduction that an ILR

resource commits to provide either through direct load control, firm service level or guaranteed

| load drop_programs. For ILR, the maximum Nominated ILR Capacity Value is limited, in

accordance with the PJM Manuals, to the value appropriate for the method by which the load
reduction would be accomplished, at the time the ILR is certificd.

2.45 Opportunity Cost

“Opportunity Cost” shall mean a component of the Market Seller Offer Cap
calculated in accordance with section 6.

2.46 Peak-Hour Dispatch

“Peak-Hour_Dispatch” shall m
Ancillary_Services Revenue Offset under section 5 of this Attachment, an assumption, as more
fully set forth in the PJM Manuyals, that the Reference_Resource is dispatched in four distinct
blos;k.s_Qf_fQur_hqus_Qf continuous output for each block from the peak-hour period beginping
to the hour ending 2300 EPT_for any day when the
average, real-time LMP for the area for which the Net Cost of New Entry js being detcrmined is
greater than, or equal to, the cost to generate (including the ¢ost for a_complete start and
shutdown cycle) for at least two hours during each four-hour block, where such blocks shall be

qumog,mL dispatched independently; provided that, if there are not at least two economic
ir-hour_block, then the Reference Resource shall be assumed not to_be

mghgd_for_su;h_block,
2.47 Peak Season

“Pcak Season’ shall mean the weeks containing the 24" through 36" Wednesdays
of the calendar year. Each such week shall begin on a Monday and end on the following Sunday,
except for the weck containing the 36" Wednesday, which shall end on the following Friday.

2.49 Planned Demand Resource

“Planned Demand Resource” shall have the meaning specified in the Reliability
Assurance Agreement,

2.50 Planned Generation Capacity Resource

“Planned Generation Capacity Resource” shall have the meaning specified in the
Reliability Assurance Agrecment.
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2.51 Planning Period

-
“Planning Period” shall have the mecaning specificd in the Reliability Assurance
Agreement.
252 PJM Region
“PJM Region” shall have the mcaning specified in the Reliability Assurance
Agreement.

2.53 PJM Region Installed Reserve Margin

“PJM Region Installed Reserve Margin™ shall have the meaning specified in the
Reliability Assurance Agreement.

2.54 PJM Region Peak Load Forecast

| “PJM Region Peak Load Forecast” shall mean the peak load forccast- used by the
Office of the Interconnection in determining the PJM Region Reliability Requircment, and shall
be determined on both a preliminary and final basis as set forth in section 5.

2.55 PJM Region Reliability Requirement

“PIM Region Reliability Requirement” shall mean, for purposes of the Base
Residual Auction, the Forecast Pool Requirement multiplied by the Preliminary PJM Region Peak
Load Forecast; and, for purposes of the Sccond Incremental Auction, the Forccast Pool
- Requirement multiplied by the Final PJM Region Peak Load Forecast.

2.56 Projected PJM Market Revenues

“Projected PJM Market Revenues” shall mean a component of the Market Seller
Offer Cap calculated in accordance with section 6.

2.57 Qualifying Transmission Upgrade

“Qualifying Transmission Upgradc” shall mean a proposed enhancement or addition
to the Transmission System that: (a) will increasc Impert—Gepabilitythe Capacity Emergency
Transfer Limit into an LDA by a megawatt quantity certified by the Office of the Interconnection;
(b) the Office of the Interconnection has determined will be in service on or before the
commencement of the first Dchvcry Year for which such upgmde is the subject of a Sell Offer in
the Base Residual Auction; (¢) is the subjex : executed before
wwmw and (eg) a Generatwn
Interconnection Customer or Transmission Interconnection Customer is obligated to fund
through a rate or charge specific to such facility or upgrade.

2.58 Refercnce Resource
“Reference Resource” shall mean a combusnon turbmew
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2.59 Reliability Assurance Agreement

“Reliability Assurancc Agreement” shall mean that certain “Reliability Assurance
Agreement Among Load-Serving Entities in the PJM Region,” on file with FERC as PJM
Interconnection, L.L.C. Rate Schedule FERC No.44.

2.60 Reliability Pricing Model Auction

“Reliability Pricing Model Auction™ shall mean the Base Residual Auction or any
Incremental Auction.

2.61 Resource Substitution Charge

“Resource Substitution Charge” shall mean a charge assessed on Capacity Market
Buyers in a First Incremental Auction or Third Incremental Auction to recover the cost of
replacement Capacity Resources.

2.62 Second Incremental Auction

“Second Incremental Auction™ shall mean an auction conducted pursuant to

- Scction 5, to sccure the commitment of Capacity Resources as necessary to satisfy an increase in

the PJM Region Peak Load Forecast above that reflected in the Base Residual Auction.

2.63 Sell Offer

“Sell Offer” shall mean an offer to sell Capacity Resources in a Base Residual
Auction, Incremental Auction, or Reliability Backstop Auction.

2.64 Sell Offer Price Cap

“Sell Offcer Price Cap” shall mean a maximum offer price applicable to certain
Market Sellers under certain conditions, as determined in accordance with Section 6.

2.65 Self-Supply

“Self-Supply” shall mean Capacity Resources secured by a Load-Serving Entity,
by ownership or contract, outside a Reliability Pricing Model Auction, and used to mecet
obligations under this Attachment or the Reliability Assurance Agreement through submission in
a Base Residual Auction of a Sell Offer indicating such Market Seller’s intent that such Capacity
Resource be committed regardless of clearing price. An LSE may submit a Sell Offer with a
price bid for an owned or contracted Capacity Resource, but such Sell Offer shall not be deemed
“Self-Supply,” solely as such term is used in this Attachment.

-
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- 2.66 Third Incremental Auction

“Third Incremental Auction” shall mean an auction conducted pursuant to Section
5, in which Market Sellers that committed Capacity Resources in the Base Residual, First
Incremental, or Second Incremental Auction for a Dclivery Year, which subsequently arc
determined to be unavailable to deliver the committed Unforced Capacity in such Delivery Year,
may submit Buy Bids for replacement Capacity Resources.

2.67 Thirty-Minute Start Resoureeransition Adder
_Transmon Adder” SM%MQ&M@

2.68 Transition Period

“Transition Period” shall mean the four-year period consisting of the Delivery Years
commencing Junc 1, 20076, June 1, 20087, June 1, 20098, and June 1, 201009.

2.69 Unforced Capacity

“Unforced Capacity” shall have the meaning specified in the Reliability Assurance
Agreement.

2.70  Variable Resource Requirement Curve

- “Variable Resource Requirement Curve” shall mean a series of maximum prices that
can be cleared in a Base Residual Auction for Unforced Capacity, corresponding to a serics of
varying resource rcquirements based on varying installed reserve margins, as determined by the
Office of the Interconnection for the PJIM Region and eaeh-for_ce¢rtain Locational Deliverability
Areas in accordance with the methodology provided in Section S.

2.71  Zonal Capacity Price

“Zonal Capacity Price” shall mecan the clearing price required in each Zone to
mcct the demand for Unforced Capacxty and satlsfy Locational Deliverability Requirements ané
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1.4A Authorized Commission,

“Authorized Commission™ shall mecan (i) a State public utility commission within the
geographic limits of the PJM Region that regulates the distribution or supply of elcctricity to retail
customers and is legally charged with monitoring the operation of wholesale or retail markets serving
retail suppliers or customers within its State or (ii} an association or organization comprised
exclusively of State public utility commissions described in the immediately preceding clause (i)

1.4B Authorized Person.

“Authorized Person” shall mean a person who has executed a Non-Disclosure Agreement,
and is authorized in writing by an Authorized Commission to receive and discuss confidential
information. Authorized Persons may include attorneys represcenting an Authorized Commission,
consultants and/or contractors directly employed by an Authorized Commission. provided however
that consultants or contractors may not initiate requests for confidential information from the Office
of the Interconnection or the PJM Market Monitor.

1.5 Board Member.
“Board Member" shall mean a member of the PJM Board.
1.5A  Applicable Regional Reliability Council.

“Applicable Regional Reliability Council” shall mean the reliability council for the region in
which a Member operates.

1.5B Behind The Meter Generation.

“Behind The Meter Generation™ refers to a generating unit that delivers energy to load without
using the Transmission System or any distribution facilities (unless the entity that owns or leases the
distribution facilities has consented 1o such use of the distribution facilities and such consent has becen
demonstrated to the satisfaction of the Office of the Interconnection); provided, however, that Behind
The Meter Generation docs not include (i) at any time, any portion of such generating unit’s capacity
that is designated as a Generation Capacity Resource, or (ii) in any hour, any portion of the output of
such generating unit|s) that is sold to another entity for consumption at another electrical location or into
the PJM Interchange Energy Market.
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1.6 Capacity Resource.
“Capacity Resource” have the meaning provided in the Reliability Assurance Agreement.
1.6A Consolidated Transmission Owners Agreement.

“Consolidated Transmission Owners Agreement™ dated as of December 15, 2005, by and among
the Transmission Owners and by and between the Transmission Owners and PJM Interconnection,
L.L.C.

1.7 Control Area.

“Control Area” shall mean an electric power system or combination of clectric power systems
bounded by interconnection metering and tclemetry to which a common automatic generation control
scheme is applied in order to:

(a) match the power output of the generators within the electric power system(s) and energy
purchased from entities outside the electric power system(s). with the load within the electnc power
system(s),

(b) maintain scheduled interchange with other Control Areas, within the limits of Good
Utility Practice:

(c) maintain the frequency of the electric power system(s) within reasonable limits in
accordance with Good Utility Practice and the cnitena of NERC and the applicable regional reliability
council of NERC;

(d) maintain power flows on transmission facilitics within appropnate limits to preserve
reliability; and

(e) provide sufficient generating capacity to maintain operating rescrves in accordance with
Good Ulity Practice.

1.7.01 Control Zone.

“Control Zone™ shall mean any of the ECAR Control Zone(s), MAAC Control Zone, or MAIN
Control Zone(s). or the VACAR Control Zone.

1.7.02 Default Allocation Assessment.

“Default Allocation Assessment’™ shall mean the assessment determined pursuant to section
15.2.2 of this Agreement.

1.7.03 Demand Resource.

“Demand Resource” shall have the meaning provided in the Reliability Assurance Agrcement.
1.7A  [Reserved].

1.7B  [Reserved|.

1.7C ECAR.

“ECAR” shall mean the reliability council under section 202 of the Federal Power Act,
cstablished pursuant to the ECAR Coordination Agreement dated June 1, 1968, or any successor thereto
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1.9 Effective Date.

“Effective Date” shall mecan August 1. 1997, or such later date that FERC permits this
Agreement to go into ctect.

1.10  Emergency.

“Emergency” shall mean: (i) an abnormal system condition requiring manual or automatic
action to maintain system frequency, or to prevent loss of firm load, equipment damage, or tripping of
system elements that could adversely affect the reliability of an electric system or the safety of persons
or property. or (ii) a fucl shortage requiring departurc from normal operating procedures in order to
minimize the use of such scarce fuel: or (i) a condition that requires implementation of emergency
procedures as defined in the PJM Manuals.

1.11  End-Use Customer.

“End-Use Customer™ shall mean a Member that is a retail end-user of clectricity within the PIM
Region.

1.12  FERC.

“FERC" shall mean the Federal Energy Regulatory Commission or any successor federal
agency, commission or department exercising jurisdiction over this Agreement.

1.13  Finance Committee.

“Finance Committee’ shall mean the body formed pursuant to Section 7.5.1 of this Agreement.
1.14  Generation Owner.

“Generation Owner™ shall mean a Member that owns or lcases with rights equivalent to
ownership facilities for the gencration of electric energy that arc located within the PJM Region.
Purchasing all or a portion of the output of a generation facility shall not be sufficient 1o qualify a
Member as a Generation Owner.

1.14A Generation Capacity Resource.

“Generation Capacity Resource™ shall have the meaning provided in the Reliability Assurance
Agreement.

1.15  Good Utility Practice.

“Good Ultility Practice™ shall mean any of the practices, methods and acts engaged in or
approved by a significant portion of the clectric utility industry during the relevant time period, or any of
the practices, methods and acts which, in the exercise of reasonable judgment in light of the facts known
at the time the decision was made, could have been expected to accomplish the desired result at a
reasonable cost consistent with good business practices, reliability, safety and cxpedition. Good Utility
Practice is not intended to be limited to the optimum practice, method, or act to the exclusion of all
others, but rather is intended to include acceptable practices, methods, or acts generally accepted in the
region.

1.16 Information Request.

“Information Request™ shall mean a written request, in accordance with the terms of this
Agreement for disclosure of confidential information pursuant to Scction 18.17.4 of this Agrecment.
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1.16A Interruptible Load for Reliability.
“Interruptible Load for Reliability” or “[LR™ shall have the meaning specified in the
Reliability Assurance Agreement.

1.17 LLC.
“LLLC" shall mean PJM Interconnection, L.1..C.. a Delaware limited liability company.

Effective: June 1. 2007
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1.18  Load Serving Entity.

“Load Serving Entity” shall mean an entity, including a load aggregator or power marketer. (1)
serving end-users within the PJIM Region, and (2) that has been granted the authority or has an
obligation pursuant to state or local law, regulation or franchise to sell clectne energy to end-users
located within the PJM Region, or the duly designated agent of such an entity.

1.19  Locational Marginal Price.
“[ocational Marginal Price” shall mean the hourly integrated market clearing marginal price for

energy at the location the energy is delivered or received, calculated as specified in Section 2 of
Schedule 1 of this Agreement.

120 MAAC.

“MAAC” shall mecan the Mid-Atlantic Arca Council, a reliability council under § 202 of the
Federal Power Act established pursuant to the MAAC Agreement dated August 1. 1994 or any
successor thercto.

1.20A MAAC Control Zone.

“MAAC Control Zone™ shall mean the aggregate of the Transmission Facilities of Atlantic City
Electric Company, Baltimore Gas and Electric Company, Delmarva Power and Light Company, Jersey
Central Power and Light Company, Metropolitan Edison Company. PECO Encrgy Company,
Pennsylvania Electric Company, PPL Electric Utilities Corporation, Potomac Electric Power Company,
Public Service Electric and Gas Company. and Rockland Electric Company.

1.20B MAIN.

“MAIN" shall mcan the Mid-America Interconnected Network. a reliability council under § 202
of the Federal Power Act established pursuant to the Amended and Restated Bylaws of MAIN, dated
January 8. 1998, or any successor thereof.

1.20C MAIN Control Zone.

“MAIN Control Zone" shall mean any one of the one or more Control Zones comprised of the
Transmission Facilities of one or more of the Transmission Qwners for which MAIN is the Applicable
Regional Reliability Council, as designated in the PIM Manuals.

1.21  Market Buyer.

“Market Buyer” shall mean a Member that has met reasonable creditworthiness standards
established by the Office of the Intcrconnection and that is otherwise able to make purchases in the PJM
Interchange Energy Market.
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1.22  Market Participant.

“Market Participant” shall mcan a Market Buyer, a Market Scller, an Economic Load Response
Participant, or all three.

1.23  Market Seller.

“Market Seller” shall mean a Member that has met rcasonable creditworthiness standards
established by the Office of the Interconnection and that 1s otherwise able to make sales in the PJIM
Interchange Energy Market.

1.24 Member.

“Member™ shall mean an entity that satisfies the requirements of Section 11.6 of this Agreement
and that (i) is a member of the LLC immediately prior to the Effective Date. or (i1) has exccuted an
Additional Member Agreement in the form set forth in Schedule 4 hereof.

1.2 Members Committee.

“Members Committee”™ shall mean the committee specified in Section 8 of this Agreement
composed of representatives of all the Members.

1.26 NERC.

“NERC™ shall mean the North American Electric Reliability Council, or any successor thereto.
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1.35 PJM Manuals.

“PJM Manuals” shall mean the instructions, rules, procedurcs and guidclines established by the
Office of the Interconnection for the operation, planning, and accounting requircments of the PIM
Region and the PJM Interchange Energy Market.

1.35.01 PJM Market Monitor.

“pJM Market Monitor” shall mcan the Market Monitoring Unit established under
Attachment M to the PJM TarifY.

135A PJM Region.

“PJM Region™ shall mean the aggregate of the MAAC Control Zone. the PIM West Region, and
VACAR Control Zonc.

1.35B PJM South Region.
“PIM South Region™ shall mean the VACAR Control Zone.

1.36 PJM Tariff.

“PIM Tarifl” shall mean the PJIM Open Access Transmission Tarift providing transmission
service within the PJM Region, including any schedules, appendices. or exhibits attached thereto. as n
effect from time to ime,

1.36A [Reserved.}

1.36B PJM West Region.

“PJM West Region™ shall mean the aggregate of the ECAR Control Zone(s) and MAIN Control
Zone(s).

1.37 Planning Period.

“Planning Period™ shall initially mean the 12 months beginning June 1 and extending through
May 31 of the following year. or such other period established under the procedures ofthe Reliability
Assurance Agreement.

1.38  President.
“president” shall have the meaning specified in Section 9.2.

1.38A Regulation Zone.

“Regulation Zone™ shall mean any of those one or more geographic areas, each consisting of a
combination of one or more Control Zone(s) as designated by the Office of the Interconnection in the
PJM Manuals, relevant to provision of, and requirements for, rcgulation service.

1.39 Related Parties.

“Related Parties” shall mean. solely for purposcs of the governance provisions of this
Agreement: (i) any generation and transmission cooperative and one of its distribution cooperative
members; and (ii) any joint municipal agency and one of its members. For purposcs of this Agreement,
representatives of state or federal government agencies shall not be deemed Related Parties with respect
to each other, and a public body's regulatory authonity, if any. over a Member shall not be deemed to
make it a Related Party with respect to that Member.
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1.40  Reliability Assurance Agreement.

“Reliability Assurance Agrecment™ shall mean that certain Refiabifity Assurance Agreement
Among l.oad-Serving Entities in the PIM Region, on file with FERC as PIJM Interconnection, L.I..C.
Rate Schedule FERC. No. 42 [correct number reference]. establishing obligations. standards and
procedures for maintaining the rcliable operation of the PIM Region.

1.40A [Reserved).
1.40B |Reserved|.
1.40C SERC.

“SERC™ or “Southeastemn Electric Reliability Council™ shall mean the reliability council under
section 202 of the Federal Power Act established pursuant to the SERC Agreement dated January 14,
1970, or any successor thereto.
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1.47A VACAR.

“VACAR" shall mean the group of five companies. consisting of Duke Energy. Carolina Power
and Light. South Carolina Public Service Authority. South Carolina Electric and Gas. and Virginia
Electric and Power Company.

1.47B VACAR Control Zone.

“VACAR Control Zone™ shall mean the Transmission Facilities of Virginia Electric and Power
Company.

1.48 Voting Member.

“Voling Member™ shall mean (i) a Member as to which no other Member is an Affiliate or
Related Party, or (ii) a Member together with any other Members as to which it is an Aftiliate or Related
Party.

1.49  Weighted Interest.
“Weighted Interest” shall be equal to (0.1(1/Ny + 0.5(B/C) + 0.2(D/E) + 0.2(F/(3)). where:

N= the total number of Members excluding ex officio Members and
State Consumer Advocates (which, for purposes of Section 15.2 of this
agreement, shall be calculated as of five o’clock p.m. Eastem Time on the date
PIM declares a Member in default)

B=  the Member's internal peak demand for the previous calendar
year (which. for Load Serving Entities under the Reliability Assurance
Agreement, shall be that used to calculate Accounted For Obligation as
determined by the Office of the Interconnection pursuant to Schedule 7 of the
Reliability Assurance Agreement averaged over the previous calendar ycar)

C = the sum of factor B for all Members

D=  the Member's generating capability from Generation Capacity

Resources located in the PJIM Region as of January 1 of the current calendar

year. determined by the Office of the Interconnection pursuant to Schedule 9 of
the Reliability Assurance Agreement

E = the sum of factor D for all Members

= the sum of the Member's circuit miles of transmission facilities
multiplicd by the respective operating vohage for facilities 100 kV and above as
of January 1 of the current calendar year

G= the sum of factor F for all Members
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(d) The Markets and Reliability Committee shall provide advice and

rccommendations concerning studics and analyses rclating to the overall efficacy of the PJM
Interchange Encrgy Market and in carrying out actions as may be initiated as a result thereof.

(¢) The Markets and Reliability Committee  shall  provide advice and
recommendations conceming revisions to the Operating Agreement, the Reliability Assurance
Agreement, and the PJM TarifT that pertain to its areas of responsibility.

() The Markets and Reliability Committee shall make annual and timely
recommendations concerning the generating capacity reserve requirement and related demand-side
valuation factors for consideration by the Members Committee. in order to assist the Members
Committee in making rccommendations to the PJM Board of Managers.

(g) The Markets and Reliability Committee shall provide direction to the Market
Implementation Committee, which committee shall report to the Markets and Reliability Committee.
The Market Implementation Committee shall provide advice and recommendations to the Markets
and Reliability Committee directed to the advancement and promotion of competitive wholesale
electricity markets in the PJM Region, and perform such other functions as the Markets and
Reliability Committee may direct from time to time.

(h) The Markets and Reliability Committee shall provide direction to the
Operating Committec and Planning Committee, which committees shall report to the Markets and
Reliability Committece. The Operating Committee shall advise the Markets and Reliability
Committce and PJM on matters pertaining to the reliable and secure operation of the PJM Region
and the PJM Interchange Energy Market, as appropriate, and other matters as the Markets and
Reliability Committee may request. The Planning Committee shall advisc the Markets and Reliability
Committee and PJM on matters pertaining to system reliability. security, economy of service, and
planning strategies and policies and other matters as the Markets and Reliability Committee may
request. The Markets and Reliability Committee shall review technical recommendations and
changes initiated by the Operating Committee and Planning Committees and provide comments as
needed.

(i The Markets and Reliability Committee shall perform such other functions,
directly or through delegation to a Standing Committee. subcommittee. working group or task force
reporting to the Markets and Reliability Committee, as the Members Committee may direct.

g) The Markets and Reliability Committec shall create subcommittees, working
groups or task forces when needed to assist in carrying out the duties and responsibilitics of the
Markets and Reliability Committee.

8.6.2 [Reserved.)
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i) Prepare, maintain. update and disseminate the PJM Manuals;

iv) Comply with NERC. and Appticable Regional Reliability
Council operation and planning standards, principles and guidelines;

v) Maintain an appropriately trained workforce, and such
equipment and facilities, including computer hardware and software and backup
power supplies. as necessary or appropriate to implement or administer this
Agreement:

vi) Dircct the operation and coordinate the maintenance of the
facilities of the PJM Region used for both load and reactive supply. so as to
maintain reliability of service and obtain the benefits of pooling and interchange
consistent with this Agreement. and the Reliability Assurance Agreement:

vii) Direct the operation and coordinate the maintenance of the bulk
power supply facilities of the PJM Region with such facilitics and systems of
others not party to this Agrecment in accordance with agreements between the
LL.C and such other systems to secure reliability and continuity of service and
other advantages of pooling on a regional basis:

viii)  Perform interchange accounting and maintain records pertaining
to the operation of the PIM Interchange Energy Market and the PJM Region:

iX) Notify the Members of the receipt of any application to become
a Member, and of the action of the Office of the Interconnection on such
application, including but not limited to the completion of integration of a new
Member’s system into the PIM Region. as specified in Section 11.6(f):

X) Calculate the Weighted Interest and Default  Allocation
Assessment of each Member;

Xi) Maintain accurate records of the scctors in which each Voting
Member is entitled to vote. and calculate the results of any vote taken in the
Members Committee;

xii)  Furnish appropriate information and reports as are required o
keep the Members regularly informed of the outlook for, the functioning of, and
results achieved by the PJM Region:

xiii)  File with FERC on behalf of the Members any amendments to
this Agreement or the Schedules hereto, any new Schedules hereto. and make
any other regulatory filings on behalf of the Members or the L1.C necessary to
implement this Agreement;

xiv) At the direction of the PJM Board, submit comments (o
regulatory authorities on matters pertinent to the PJM Region;
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xv)  Consult with the standing or other committecs established pursuant to
Section 8.6(a) on matters within the responsibility of the committee:

xvi)  Perform operating studics of the bulk power supply facilities of the PJM Region
and make such recommendations and initiate such actions as may be necessary
to maintain reliable operation of the PJM Region:

xvii)  Accept. on behalf of the Members, notices served under this Agreement;

xviii) Perform those functions and undertake those responsibilities transferred to it
under the Consolidated Transmission Qwners Agreement including (A) direct
the operation of the transmission facilities of the parties to the East ‘Transmission
Owners Agreement (B) direet the operation of the transmission factlities of the
Parties to the West Transmission Owners Agreement. (C) direct the operation of
the transmission facilities of the Parties 1o the South Transmission Owner
Agrcement. (D) administer the PJM Tariff, and (L') administer the Regional
Transmission Expansion Planning Protocol set forth as Schedule 6 to this
Agreement:

xix)  Perform those functions and undertake those responsibilities transferred to it
under the Reliability Assurance Agreement. as specified in Schedule 8 of this
Agreement,

XX) Monitor the operation of the PJM Region. ensure that appropriate Emergency
plans are in place and appropriate Emergency drills are conducted, declare the
existence of an Emergency, and direct the operations of the Members as
necessary 1o manage. alleviate or end an Emergency:

xxi)  Incorporate the grid reliability requirements applicable to nuclear generating
units in the PJM Region planning and operating principles and practices; and

xxii)  Initiate such legal or regulatory proceedings as directed by the PIM Board to
enforce the obligations of this Agreement.

11. MEMBERS
11.1  Management Rights.

The Members or any of them shall not take part in the managemcent of the business of. and shall
not transact any business for. the LLC in their capacity as Members. nor shall they have power to sign
for or to bind the L.LC.

11.2  Other Activities.

Except as otherwise expressly provided herein. any Member may engage in or possess any
interest in another business or venture of any nature and description, independently or with others, even
if such activities compete directly with the business of the LLC, and neither the LL.C nor any Member
hereof shall have any rights in or to any such independent ventures or the income or profits derived
thercfrom.
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11.3  Member Responsibilities.
11.3.1 General.

To tacilitate and provide for the work of the Office of the Interconnection and of the
several committees appointed by the Members Committee. cach Member shall. to the extent applicable:

(a) Maintain adequate records and. subject to the provisions of this Agrecement for
the protection of the confidentiality of proprietary or commercially sensitive information, provide data
required for (1) coordination of operations, (ii) accounting for al! interchange transactions. (iil)
preparation of required reports. (iv) coordination of planning, including those data required for capacity
accounting under the Reliability Assurance Agreement; (v) preparation of maintenance schedules.

(vi) analysis of systern disturbances. and (vii) such other purposes, including those set forth in
Schedule 2. as will contribute to the reliable and economic operation of the PJM Region;

(b) Provide such recording. telemetering. revenue quality metering. communication
and control facilities as are required for the coordination of its operations with the Office of the
Interconnection and those of the other Members and to enable the Office of the Interconnection o
operate the PJM Region and otherwise implement and administer this Agreement. including equipment
required in normal and Emergency operations and for the recording and analysis of system disturbances:

(c) Provide adequate and properly trained personnel to (i) permit participation in the
coordinated operation of the PIM Region (ii) mect its obligation on a timely basis for supply of records
and data. (iii) serve on committees and participate in their investigations, and (iv) share in the
representation of the Interconnection in inter-regional and national reliability activities. Minimum
training for Members that operate Market Operations Centers and local control centers shall include
compliance with the applicable training standards and requirements in PJM Manual 01, Control Center
Requirements. including the PJM System Operator Training Requirements in Attachment C;

{d) Share in the costs of committee activities and investigations (including costs of
consultants, computer time and other appropriate items), communication facilities used by all the
Members (in addition to those provided in the Office of the Interconnection). and such other expenses as
are approved for payment by the PJM Board. such costs to be recovered as provided in Schedule 3:

(e) Comply with the requirements of the PIM Manuals and all directives of the
Office of the Interconnection to take any action for the purpose of managing, alleviating or ending an
Emergency. and authorize the Office of the Interconnection to direct the transfer or interruption of the
delivery of cnergy on their behalf to meet an Emergency and to infplement agreements with other
Control Areas interconnected with the PJM Region for the mutual provision of service to meet an
Emergency, and be subject to the emergency procedure charges specified in Schedule 9 of this
Agreement for any failure to follow the Emergency instructions of the Office of the Interconnection. In
addressing any Emergency. the Office of the Interconnection shall comply with the terms of any reserve
sharing agreecments in cffect for any part of the PJM Region.

11.3.2 Facilities Planning and Operation.

Consistent with and subject to the requirements of this Agreement, the PJIM
Tariff, the governing agreements of the Applicable Regional Reliability Councils, the Reliability
Assurance Agreement, the Consolidated Transmission Owners Agreement, and the PJM Manuals, each
Member shall
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cooperate with the other Members in the coordinated planning and operation of the facilitics of its
System within the PJM Region so as to obtain the greatest practicable degree of reliability, compatible
economy and other advantages from such coordinated planning and operation. In furtherance of such
cooperation cach Member shall, as applicable:

(a) Consult with the other Members and the Office of the Interconnection. and
coordinate the installation of its electric generation and Transmission Facilities with those of such other
Members so as to maintain reliable service in the PJIM Region:

(b) Coordinate with the other Members. the Office of the Interconnection and with
others in the planning and operation of the regional facilities to secure a high level of reliability and
continuity of service and other advantages:

{¢) Cooperate with the other Members and the Office of the Interconnection in the
implementation of all policies and procedures established pursuant to this Agreement for dealing with
Emergencies, including but not limited to policics and procedures for maintaining or arranging for a
portion of a Member’s Generation Capacity Resources. at least equal to the applicable levels established
from time to time by the Office of the Interconnection, to have the ability to go from a shutdown
condition to an operating condition and start delivering power without assistance from the power system:

{d) Cooperate with the members of the Applicable Regional Reliability Councils o
augment the reliability of the bulk power supply facilities of the region and comply with Applicable
Regional Reliability Councils and NERC operating and planning standards. principles and guidelines
and the PJM Manuals implementing such standards. principles and guidelines:

(c) Obtain or arrange for transmission service as appropriate to carry out this
Agreement;

(f) Cooperate with the Office of the Interconnection’s coordination of the operating
and maintenance schedules of the Member’s generating and ‘Transmission Facilities with the facilities of
other Members to maintain reliable service to its own customers and those of the other Members and to
obtain economic cfficiencics consistent therewith:

(g) Cooperate with the other Members and the Office of the Interconnection in the
analysis. formulation and implementation of plans to prevent or eliminate conditions that impair the
reliability of the PJM Region: and

(h) Adopt and apply standards adopted pursuant to this Agreement and conforming
to NERC. and Applicable Regional Reliability Council standards, principles and guidelines and the PIM
Manuals, for system design, equipment ratings, operating practices and maintenance practices.

11.3.3 Electric Distributors.

In addition to any of the foregoing responsibilitics that may be applicable, cach Member
that is an Electric Distributor, whether or not that Member votes in the Members Committee in the
Electric Distributor sector or meets the eligibility requirements for any other sector of the Members
Committee. shall:
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(a) Accept. comply with or be compatible with all standards applicable within the
PJM Region with respect to system design, equipment ratings, operating practices and maintenance
practices as set forth in the PJM Manuals, or be subject to an interconnected Member’s requirements
relating to the foregoing. so that sufficient electrical equipment. control capability. information and
communication are available to the Oftice of the Interconnection for planning and operation of the PJM
Region,

(b) Assurc the continued compatibility of its local system energy management
system monitoring and telecommunications systems to satisfy the technical requirements of interacting
automatically or manually with the Office of the interconnection as it directs the operation of the PJIM
Region;

(c) Maintain or arrange for a portion of its connected load to be subject 10 control
by automatic underfrequency. under-voltage, or other load-shedding devices at least equal to the levels
established pursuant to the Reliability Assurance Agreement. or be subject to another Member’s control
for these purposes:

(d) Provide or arrange for sufficient reactive capability and voltage control facilities
to conform to Good Utility Practice and (i) to meet the reactive requirements of its system and customers
and (ii) to maimain adequate voltage levels and the stability required by the bulk power supply facilities
of the PJM Region:

(e) Shed connected load. share Generation Capacity Resources, initiate Interruptible
Load for Reliability programs, and take such other coordination actions as may bec necessary in
accordance with the directions of the Office of the Interconnection in Emergencies;

(H Maintain or arrange for a portion of its Gencration Capacity Resources at least
equal to the level established pursuant to the Reliability Assurance Agreement to have the ability to go
from a shutdown condition to an operating condition and start delivering power without assistance from

the power system;

(L) Provide or arrange through another Member for the services of a 24-hour local
control center to coordinate with the Office of the Interconnection. cach such contro} center to be
furnished with appropriate telemetry equipment as specified in the PJ M Manuals, and to be staffed by
system operators trained and delegated sufficient authority to take any action necessary to assure that the
system for which the operator is responsible is operated in a stable and reliable manner. In addition to
meeting any training standards and requircments specified in this Agreement, local control center staft
shall be required to meet applicable training standards and requirements in PJM Manual 01, Control
Center Requirements, including the PIM System Operator Training Requirements in Attachment C;

{h) Provide to the Office of the Interconnection all System, accounting, customer
tracking, load forecasting (including all load to be served from its System) and other data necessary or
appropriate to implement or administer this Agreement, and the Reliability Assurance Agreement; and

(1) Comply with the underfrequency relay obligations and charges specified in
Schedule 7 of this Agreement.
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11.3.4 Reports to the Office of the Interconnection.

Each Member shall report as promptly as possible to the Office of the Interconnection
any changes in ils operating practices and procedures relating to the reliability of the bulk power supply
facilities of the PJM Region. The Office of the Interconnection shall review such reports. and if any
change in an operating practice or procedure of the Member is not in accord with the established
operating principles, practices and procedures for the PIM Region and such change adversely affects
such region and regional reliability, it shall so inform such Member. and the other Members through
their representative on the Operating Commitiee. and shall direct that such change be modified to
conform to the established operating principles, practices and procedures.

11.4  Regional Transmission Expansion Planning Protocol.

The Members shall participate in regional transmission expansion planning in accordance with
the Regional Transmission Expansion Planning Protocol set forth in Schedule 6 to this Agreement.

11.5 Member Right to Petition.

(a) Nothing herein shall deprive any Member of the right to petition FERC to modify any
provision of this Agreement or any Schedule or practice hereunder that the petitioning Member believes
to be unjust, unreasonable, or unduly discriminatory under section 206 of the Federal Power Act, subject
to the right of any other Member (a} to oppose said proposal, or (b) to withdraw from the L1.C pursuant
to Section 4.1.

(b} Nothing hercin shall be construed as affecting in any way the night of the Members,
acting pursuant to a vote of the Members Committee as specified in Section 8.4, unilaterally to make an
application to FERC for a change in any rate, charge. classification, tariff or service. or any rule or
regulation related thereto. under section 205 of the Federal Power Act and pursuant to the rules and
regulations promulgated by FERC thercunder, subject to the right of any Member that voted against
such change in any rate, charge, classification. tariff or service, or any rule or regulation related thereto,
in intervene in opposition o any such application.

11.6 Membership Requirements.
(a) To qualify as a Member, an entitv shall:

i) Be a Transmission Owner a Generation Owner. an Other Supplier. an
Electric Distributor, or an End-Use Customer: and

i) Accept the obligations set forth in this Agreement.

(b) Certain Members that are Load Serving Entities are parties to the Reliability Assurance
Agreement, . Upon becoming a Member, any entity that is a Load Scrving Entity in the PJM Region
and that wishes to hecome a Market Buyer shall also simultaneously exccute the Reliability Assurance
Agreement.
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(c) An entity that wishes to become a party to this Agreement shall apply. in writing. to the
President setting forth its request, its qualifications for membership. its agreement to supply data as
specificd in this Agreement, its agreement to pay all costs and expenses in accordance with Schedule 3,
and providing all information specified pursuant to the Schedules to this Agreement for entitics that wish
to become Market Participants.  Any such application that meets all applicable requircments shall be
approved by the President within sixty (60) days.

(d} Nothing in this Section 11 is intended to remove, in any respect. the choice of
participation by other utility companies or organizations in the operation of the PJM Region through
inclusion in the System of a Member.

(e) An entity whose application is accepted by the President pursuant to Section
11.6(c) shall execute a supplement to this Agreement in substantially the form prescribed in Schedule 4,
which supplement shall be countersigned by the President. The entity shall become a Member effective
on the date the supplement is countersigned by the President.

(1) Entities whose applications contemplate expansion or rearrangement of the PJM Region
may become Members promptly as described in Sections 11.6(c) and 11.6(¢) above, but the integration
of the applicant's system into all of the operation and accounting provisions of this Agreement and the
Reliability Assurance Agreement, shall occur only after completion of all required installations and
modifications of metering. communications, computer programming, and other necessary and
appropriate facilities and procedures, as determined by the Office of the Interconnection. The Office of
the Interconnection shall notify the other Members when such integration has occurred.

(g) Entities that become Members will be listed in Schedule 12 of this Agreement.

(h) In accordance with the MAAC Agreement. a Member serving load in the MAAC
Contro} Zone shall be a member of MAAC and any other Member may be a member of MAAC.

12, TRANSFERS OF MEMBERSHIP INTEREST

The rights and obligations created by this Agreement shall inure to and bind the successors and
assigns of such Member; provided, however, that the rights and obligations of any Member hereunder
shall not be assigned without the approval of the Members Committee cxcept as to a successor in
operation of a Member's electric operating properties by reason of a merger, consolidation.
reorganization, sale. spin-off, or foreclosure, as a result of which substantially all such electric operating
propertics are acquired by such a successor, and such successor becomes a Member.

13. INTERCHANGE
13.1  Interchange Arrangements with Non-Members.

Any Member may enter into interchange arrangements with others that are not Members with
respect to the delivery or receipt of capacity and energy to fulfill its obligations hercunder or for any
other purpose, subject to the standards and requirements established in or pursuant to this Agreement.
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1.3.13  Maximum Generation Emergency.

*Maximum Generation Emergency™ shall mean an Emergency declared by the Office of
the Interconnection in which the Office of the Interconnection anticipates requesting one or more
Generation Capacity Resources to operate at its maximum net or gross clectrical power output. subject to
the equipment stress limits for such Generation Capacity Resource. in order to manage. alleviate. or end
the Emergency.

1.3.14  Minimum Generation Emergency.

“Minimum Generation Lmergency™ shall mean an Emergency declared by the Office of
the Interconnection in which the Office of the Interconnection anticipates requesting one or more
generating resources to operate at or below Normal Minimum Generation, in order to manage. alleviate,
or end the Emergency.

1.3.14A NERC Interchange Distribution Calculator.

“NFRC Interchange Distribution Caleulator”™ shall mean the NERC mechanism that is in
effect and being used to calculate the distribution of energy, over specific transmission interfaces. from
encrgy transactions.

1.3.15  Network Resource.

“Network Resource™ shall have the meaning specified in the PJM TarifT.

1.3.16  Network Service User.

“Network Service User™ shall mean an entity using Network Transmission Service.
1.3.17  Network Transmission Service.

“Network Transmission Service™ shall mean transmission service provided pursuant 1o
the rates. terms and conditions set forth in Part 111 of the PIM Tariff. or transmission service comparable
1o such service that is provided to a Load Serving Entity that is also a Transmission Owner.

1.3.183  Normal Maximum Generation.

“Normal Maximum Generation” shall mean the highest output level of a generating
resource under normal operating conditions.

1.3.19  Normal Minimum Generation.

“Normal Minimum Generation™ shall mean the lowest output level of a generating
resource under normal operating conditions.

1.3.20  Offer Data.

“Offer Data" shall mean the scheduling, operations planning. dispatch, new resource.
and other data and information necessary to schedule and dispatch generation resources and Demand
Resource(s)
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(b) An applicant that is a Load Serving Entity or that will purchase on behalf of or
for ultimate delivery to a Load Serving Entity shall establish to the satisfaction of the Office of the
Interconnection that the end-users that will be served through energy and related services purchased in
the PJM Interchange Encrgy Market. are located clectrically within the PJM Region, or will be brought
within the PJM Region prior to any purchases from the PJM Interchange Energy Market.  Such
applicant shall further demonstrate that:

i) The load Serving Entity for the end users is obligated 10 meet the
requirements of the Reliability Assurance Agreement; and

i) The Load Serving Entity for the end users has arrangements in place for
Network Transmission Service or Point-To-Point Transmission Service
for all PIJM Interchange Energy Market purchases.

(c) An applicant that is not a l.oad Serving Entity or purchasing on behalf of or for
ultimate delivery to a Load Serving Entity shall demonstrate that:

i) The applicant has obtained or will obtain Network Transmission Service
or Point-to-Point Transmission Service for all PIM Interchange
Energy Market purchases: and

i) The applicant's PJM Interchange Encrgy Market purchases will
ultimately be delivered to a load in another Control Arca that is
recognized by NERC and that complies with NERCs standards for
operating and planning reliable bulk clectric systems.

(d) An applicant shall not be required to obtain transmission service for purchases
from the PJM Interchange Energy Market to cover quantity deviations from its sales in the Day-ahead
Energy Market.

() All applicants shall demonstrate that:

i) The applicant is capable of complying with al! applicable metering, data
storage and transmission. and other reliability, operation, planning and
accounting standards and requirements for the operation of the PJM
Region and the PJM Interchange Energy Market:

i} The applicant meets the creditworthiness standards established by the
Office of the Interconnection, or has provided a letter of credit or other
form of security acceptable to the Office of the Interconnection: and

i) The applicant has paid all applicable fees and reimbursed the Office of
the Interconnection for all unusual or extraordinary costs of processing
and evaluating its application to become a Market Buyer. and has
agreed in its application to subject any disputes arising from its
application to the PJM Dispute Resolution Procedures.

(f) The applicant shall become a Market Buyer upon a final favorable
determination on its application by the Office of the Interconnection as specified below, and execution
by the applicant of counterparts of this Agreement.
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1.4.2 Submission of Information,

The applicant shall furnish all information reasonably requested by the Office of the
Interconnection in order to determine the applicant’s qualification to be a Market Buyer. The Office of
the Interconnection may waive the submission of information relating to any of the foregoing criteria, to
the extent the information in the Office of the Interconnection’s possession is sufficient to evaluate the
application against such criteria.

1.4.3 Fees and Costs.

The Office of the Interconnection shall require all applicants to become a Market Buyer
to pay a uniform application fee. initially in the amount of $1.500. to defray the ordinary costs of
processing such applications. The application fee shall be revised from time to time as the Office of the
Imerconnection shall determine to be necessary to recover its ordinary costs of processing applications.
Any unusual or extraordinary costs incurred by the Office of the Interconnection in processing an
application shall be reimbursed by the applicant.

1.4.4  Office of the Interconnection Determination.

Upon submission of the information specified above. and such other information as shall
rcasonably be requested by the Office of the Interconnection, the Office of the Interconnection shall
undertake an evaluation and investigation to determine whether the applicant meets the criteria specified
above. As soon as practicable, but in any event not later than 60 days after submission of the foregoing
information, or such later date as may be necessary to satisfy the requirements of the Reliability
Assurance Agreement. the Office of the Interconnection shall notify the applicant and the members of
the Members Committee of its determination. along with a written summary of the basis for the
determination. The Office of the Interconnection shall respond promptly to any reasonable and timely
request by a Member for additional information regarding the basis for the Office of the
Interconnection’s detcrmination, and shall take such action as it shall deem appropriate in response (o
any request for reconsideration or other action submitted to the Office of the Interconnection not later
than 30 days from the initial notification to the Members Committee.

1.4.5 Existing Participants.

Any entity that was qualified to participatc as a Market Buyer in the PJM Interchange
Encrgy Market under the Operating Agreement of PIM Interconnection L.1.C. in effect immediately
prior o the Effective Date shall continue to be qualified to participate as a Market Buyer in the PIM
Interchange Energy Market under this Agreement.

1.4.6 Withdrawal.

(a) An Internal Market Buyer that is a Load Serving Entity may withdraw from this
Agreement by giving written notice to the Office of the Interconnection specifying an effective date of
withdrawal not earlicr than the effective date of (i) its withdrawal from the Reliability Assurance
Agreement, or {ii) the assumption of its obligations under the Reliability Assurance Agreement by an
agent that is a Market Buyer.
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1.6 Office of the Interconnection.
1.6.1 Operation of the PJM Interchange Energy Market.

The Office of the Interconnection shall operate the PJM Interchange Energy Market in
accordance with this Agreement.

1.6.2 Scope of Services,

The Office of the Interconnection shall, on behalf of the Market Participants. perform
the services pertaining to the PJM Interchange Energy Market specified in this Agrecment. including but
not limited to the following:

i) Administer the PIM Interchange Energy Market as part of the PJM Region.
including scheduling and dispatching of gencration resources. accounting for
transactions, rendering bills to the Market Participants. receiving payments from
and disbursing payments to the Market Participants. maintaining appropriate
records, and monitoring the compliance of Market Participants with the
provisions of this Agreement. all in accordance with applicable provisions of the
Office of the Interconnection Agreement. and the Schedules to this Agreement;

i) Review and evaluate the qualification of entitics to be Market Buyers. Market
Sellers. or Economic Load Response Participants under applicable provisions of
this Agreement;

i) Coordinate. in accordance with applicable provisions of this Agreement, the
Reliability Assurance Agreement, and the Consolidated Transmission QOwners
Agreement. maintenance schedules for generation and transmission resources
operated as part of the PIM Region:

) Provide or coordinate the provision of ancillary services necessary for the
operation of the PIM Region or the PJM Interchange Energy Market:

¥) Determine and declare that an Emergency is expected to exist, exists, or has
ceased 1o exist. in all or any part of the PIM Region. or in another directly or
indirectly interconnected Control Area and serve as a primary point of contact
for interested state or federal agencies:

vi) Enter into (a) agreements for the transfer of encrgy in conditions constituting an
Emergency in the PJM Region or in an interconnected Control Arca. and the
mutual provision of other support in such Emergency conditions with other
interconnected Control Areas, and (b) purchases of Emergency energy offercd
by Members from resources that are not Capacity Resources in conditions
constituting an Emergency in the PJM Region;
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1.7.9  Delivery to an External Market Buyer.

A purchase of Spot Market Encrgy by an External Market Buyer shail be delivered to a
bus or buses at the electrical boundarics of the PJM Region specified by the Office of the
Interconnection. or to load in such arca that is not served by Network Transmission Service. using
Point-to-Point Transmission Service paid for by the External Market Buyer. Further delivery of such
energy shall be the responsibility of the External Market Buyer.

1.7.10 Other Transactions.

(a) Market Participants may enter into bilateral contracts for the purchase or sale of
electric energy to or from each other or any other entity. subject to the obligations of Market Participants
1o make Generation Capacity Resources available for dispatch by the Office of the Interconnection.
Bilateral arrangements that contemplate the physical transfer of energy to or from a Market Participant
shall be reported to and coordinated with the Office of the Interconnection in accordance with this
Schedule.

(b) Market Participants shall have Spot Market Backup with respect to all bilateral
transactions that are not dynamically scheduled pursuant to Section 1.12 and that are curtailed or
interrupted for any reason (except for curtailments or interruptions through active load management for
load located within the PIM Region).

() To the extent the Office of the Interconnection dispatches a Generating Market
Buyer's generation resources, such Generating Market Buyer may clect to net the output of such
resources against its hourly Equivalent Load. Such a Generating Market Buyer shal! be deemed a buyer
from the PJM Interchange Energy Market to the extent of its PJM Interchange Imports. and shall be
deemed a seller to the PIM Interchange Energy Market to the extent of its PJIM Interchange Exports.

() A Market Seller may self-supply Station Power for its generation facility in
accordance with the following provisions:

(i A Market Seller may self-supply Station Power for its generation
facility during any month (1) when the net output of such facility is
positive, or (2) when the net output of such facility is negative and the
Market Scller during the same month has available at other of its
generation facilities positive net output in an amount at least sufficient
to offset fully such negative net output. For purposes of this subsection
(d), “net output”™ of a generation facility during any month means the
facility’s gross cnergy output, less the Station Power requirements of
such facility. during that month. The determination of a generation
facility's or a Market Seller’s monthly net output under this subsection
(d) will apply only to determine whether the Market Seller self-supplicd
Station Power during the month and will not affect the price of energy
sold or consumed by the Market Seller at any bus during any hour
during thc month. For
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(b) The Office of the Interconnection shall obtain and maintain for each
Synchronized Reserve Zone an amount of Synchronized Reserve equal to the Synchronized Reserve
objective for such Synchronized Rescerve Zone, as specitied in the PJM Manuals.

() The Synchronized Reserve capability of a generation resource and Demand
Resource shall be the increase in energy output or load reduction achievable by the gencration
resource and Demand Resource within a continuous 10-minute period.

(d) A generation unit capable of automatic energy dispatch that also is providing
Synchronized Reserve shall have its energy dispatch range reduced by the amount of the
Synchronized Reserve provided. The amount of Synchronized Reserve provided by a generation unit
shall serve to redefine the Normal Maximum Generation energy limit of that generation unit in that
the amount of Synchronized Rescrve provided shall be subtracted from its Normal Maximum
Generation energy limit.

1.7.20 Communication and Qperating Requirements.

(a) Market Participants. Fach Market Participant shall have, or shall arrange to
have. its transactions in the PIM Interchange Energy Market subject to control by a Market Operations
Center. with staffing and communications systems capable of real-time communication with the Oftice
of the Interconnection during normal and Emergency conditions and of control of the Market
Participant’s relevant load or facilities sufficient to meet the requirements of the Market Participant’s
transactions with the PIM Interchange Encrgy Market, including but not limited to the following
requirements as applicable.

(b) Market Sellers selling from generation resources and/or Demand Resources
within the PJM Region shall: report to the Office of the Interconnection sources of energy and Demand
Resources available for operation; supply to the Office of the Interconnection all applicable Offer Data;
repont to the Office of the Interconnection generation resources and Demand Resources that are
self-scheduled: with respect to generation resources, report 1o the Office of the Interconnection bilateral
sales transactions to buyers not within the PJM Region; confirm to the Office of the Interconnection
hilateral sales to Market Buyers within the PJM Region: respond to the Office of the Interconnection’s
directives to start. shutdown or change output levels of generation units. or change scheduled voltages or
reactive output levels of gencration units, or reduce load from Demand Resources: continuously
maintain all Offer Data concurrent with on-line operating information; and ensure that. where so
equipped. generating  cquipment and Demand Resources are operated with control equipment
functioning as specificd in the PJM Manuals.

{c) Market Sellers selling from generation resources outside the PJM Region shall:
provide to the Office of the Interconnection all applicable Offer Data, including offers specifying
amounts of energy available, hours of availability and prices of energy and other services: respond to
Office of the Interconnection directives to schedule delivery or change delivery schedules; and
communicate delivery schedules to the Market Seller’s Control Area.

(d) Market Participants that are Load Serving Lntities or purchasing on behalf of
l.oad Serving Fntities shall: respond to Office of the Interconnection directives for load management
steps; report to the Office of the Interconnection Generation Capacity Resources to satisfy capacity
obligations that arc available for pool operation; report to the Office of the Interconnection all bilateral
purchase transactions; respond to other Office of the Interconnection directives such as those required
during Emergency operation.
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adequately resolved, or discloses a need for changes in standards or policics established in or pursuant to
the Operating Agreement. any of the foregoing parties may make a written request for review of the
matter by the Members Committee, and shall include with the request the forwarding party’s
recommendation and such data or information (subject to confidentiality or other non-disclosure
requirements) as would enable the Members Committee to assess the matter and the recommendation.
The Members Committee shall take such action on the recommendation as it shall deem appropriate.

(d) Subject to the right of a Market Participant to obtain correction of accounting or
billing errors, the L1.C or a Market Participant shall not be entitled to actual, compensatory,
consequential or punitive damages, opportunity costs. or other form of reimbursement from the 1.1.C or
any other Market Participant for any loss. liability or claim, including any claim for lost profits, incurred
as a result of a mistake. error or other fault by the Office of the Interconnection in the selection.
scheduling or dispatch of resources.

1.9 Prescheduling.

The following procedures and principles shall govern the prescheduling activities necessary o
plan for the reliable operation of the PIM Region and for the efficient operation of the PJM Interchange
Energy Market.

1.9.1 OQutage Scheduling.

The Office of the Interconnection shall be responsible for coordinating and approving
requests for outages of generation and transmission facilities as necessary for the reliable operation of
the PJM Region. in accordance with the PJM Manuals. The Office of the [nterconnection shall maintain
records of outages and outage requests of these facilities.

1.9.2  Planned Outages.

(a) A Generator Planned Qutage shall be included in Generator Planned Outage
schedules established prior to the scheduled start date for the outage. in accordance with standards and
procedures specified in the PJM Manuals.

(b) The Office of the Interconnection shall conduct Generator Planned Quiage
scheduling for Generation Capacity Resources in accordance with the Reliability Assurance Agrecment
and the PIM Manuals and in consultation with the Members owning or controlling the output of such
resources. A Market Participant shall not be expected to submit offers for the sale of energy or other
services. or to satisfy delivery obligations, from all or part of a generation resource undergoing an
approved Generator Planned Outage. 1f the Office of the Interconnection determines that approval of a
Generator Planned Outage would significantly affect the reliable operation of the PJIM Region. the
Office of the Interconnection may withhold approval or withdraw a prior approval. Approval for a
Generator Planned Outage of a Generation Capacity Resource shall be withheld or withdrawn only as
necessary 1o ensure the adequacy of reserves or the reliability of the PIM Region in connection with
anticipated implementation or avoidance of Emergency procedures. If the Office of the Interconnection
withholds or withdraws approval. it shall coordinate with the Market Participant owning or controlling
the resource to reschedule the
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Generator Planned Outage of the Generation Capacity Resource at the carliest practical time. The Office
of the Interconnection shall if possible propose alternative schedules with the intent of minimizing the
economic impact on the Market Participant of a Generator Planned Outage.

(c) The Office of the Interconnection shall conduct Transmission Planned Outage
scheduling in accordance with procedures specified in, the Consolidated ‘Transmission Owners
Agreement. and the PIM Manuals, and in accordance with the following procedures:

(i) Transmission Owners shall submit Transmission Planned Outage
schedules one year in advance for all outages that arc expected to
exceed five working days duration or that are anticipated to result in
significant system impacts. with regular (at Icast monthly) updates as
new information becomes available.

() Transmission Owners shall submit notice of all Transmission Planned
Outages to the Office of the Interconnection by the first day of the
month preceding the month the outage will commence. with updates as
new information becomes available.

(i) If notice of a Transmission Planned Outage is not provided by the first
day of the month preceding the month the outage will commence, and if
such outage is determined by the Office of the Interconnection to have
the potential to cause transmission system congestion, then the Office of
the Interconnection may require the Transmission Owner to implement
an altemative outage schedule to reduce or avoid the congestion. The
Office of the Interconnection shall perform this analysis and notify the
Transmission Owner in a timely manner if it will require rescheduling
of the outage.

(iv)  The Office of the Interconnection shall post notice of Transmission
Planned Qutages on OASIS upon receipt of such notice from the
Transmission Owner: provided, however, that the Office of the
Interconnection shall not post on OASIS notice of any component ofa
Transmission Planned Outage to the extent such component shall
directly reveal a generator outage. In such cases, the Transmission
Owner. in addition to providing notice to the Office of interconnection
as required above, concurrently shall inform the affected Generation
Owner of such outage, limiting such communication to that necessary to
describe the outage and to coordinate with the Generation Owner on
matters of safety to persons, facilities, and equipment. The
T'ransmission Owner shall not notify any other Market Participant of
such outage and shall arrange any other necessary coordination through
the Office of the Interconnection.

In addition. if the Office of the Interconnection determines that transmission maintenance
schedules proposed by one or more Members would significantly affect the efficient and rcliable
operation of the PJM Region. the Office of the Interconnection may cstablish alternative schedules, but
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such alternative shall minimize the economic impact on the Member or Members whose maintenance
schedules the Office of the Interconnection proposes to modify.

(d) The Office of the Interconnection shall coordinate resolution of outage or other
planning conflicts that may give rise to unreliable system conditions. The Members shall comply with ail
maintenance schedules established by the Office of the Interconnection.

1.9.3 Generator Maintenance Qutages.

A Market Participant may request approval for a Generator Maintenance Outage of any
Generation Capacity Resource from the Otfice of the Interconnection in accordance with the timetable
and other procedures specified in the PIM Manuals. The Office of the Interconnection shall approve
requests for Generator Maintenance Qutages for such a Generation Capacity Resource unless the outage
would threaten the adequacy of reserves in, or the reliability of. the PJM Region. A Market Participant
shall not be expected to submit offers for the sale of energy or other services, or to satisfy delivery
obligations, from a generation resource undergoing an approved full or partial Generator Maintenance
Outage.

1.9.4 Forced Qutages.

(a) Each Market Scller that owns or controls a pool-scheduled resource, or a
Generation Capacity Resource whether or not pool-scheduled, shall: (i) advise the Office of the
Interconnection of a Generator Forced Outage suffered or anticipated to be suffered by any such
resource as promptly as possible; (if) provide the Office of the Interconnection with the expected date
and time that the resource will be made available: and (iii) make a record of the events and
circumstances giving risc to the Generator Forced Qutage. A Market Seller shall not be expected to
submit offers for the sale of energy or other services, or satisfy delivery obligations. from a generation
resource undergoing a Generator Forced Outage. A Generation Capacity Resource that does not deliver
all or part of its scheduled energy shall be deemed to have experienced a Generator Forced Outage with
respect to such undelivered energy. in accordance with standards and procedures for full and partial
Generator Forced Outages specified in the Reliability Assurance Agreement, and the PJIM Manuals.

(b) The Office of the Interconnection shall receive notification of Forced
Transmission Qutages. and information on the return to service. of Transmission Facilities in the PIM
Region in accordance with standards and procedures specified in. as applicable. the Coensolidated
Transmission Owners Agreement and the PIM Manuals.

1.9.4A Transmission Qutage Acceleration.

(a) Planned Transmission Qutages and Forced Transmission Qutages
otherwise scheduled pursuant to sections 1.9.2 and 1.9.4 respectively of this Schedule may be
accelerated or rescheduled at the request of a Generation Qwner or other Market Participant in
accordance with the terms and conditions of this section 1.9.4A and the PJM Manuals.
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shall provide detailed data justifying such transmission facility ratings when directed by the Office of
the Interconnection.

(b) In addition to the seasonal verification of all ratings, cach Transmission
Owner shall submit to the Operations Planning Department (or successor Department) of the Office
of the Interconnection updates to its transmission facility ratings as soon as such Transmission
Owner is aware of any changes. Such Transmission Owner shall provide the Office of the
Interconnection with detailed data justifying all such transmission facility ratings changes.

(c) All Transmission Owners shall submit to the Operations Planning Department
(or successor Department) of the Office of the Interconnection formal documentation of any
procedure for changing facility ratings under specific conditions, including: the detailed conditions
under which such procedures will apply, detailed explanations of such procedures, and detailed
calculations justifying such pre-established changes to facility ratings. Such procedures must be
updated twice each year consistent with the provisions of this Section.

1.9.9 Office of the Interconnection Responsibilities.

(a) ‘The Office of the Interconnection shall perform seasonal operating studies to
assess the forecasted adequacy of generating reserves and of the transmission system. in accordance with
the procedures specified in the PJM Manuals.

(b) The Office of the Interconnection shall maintain and update tables sctting forth
Operating Reserve and other rescrve objectives as specified in the PJM Manuals and as consistent with
the Reliability Assurance Agreement.

() The Oftfice of the Interconnection shall receive and process requests for firm and
non-firm transmission service in accordance with procedures specified in the PIM TarifY.

(d) The Office of the Interconnection shall maintain such data and information
rclating to generation and transmission facilitics in the PJM Region as may be necessary or appropriate
to conduct the scheduling and dispatch of the PIM Interchange Energy Market and PJM Region.

{e) The Office of the Interconnection shall maintain an historical database of all
transmission facility ratings. and shall review, and may modify or reject. any submitted change or
any submitted procedure for pre-established transmission facility rating changes.  Any dispute
between a Transmission Owner and the Office of the Interconnection concemning transmission
facility ratings shall be resolved tn accordance with the dispute resolution procedures in schedule 5 to
the Opcrating Agreement; provided, however. that the rating level determined by the Office of the
Interconnection shall govern and be effective during the pendency of any such dispute.

H The Office of the Interconnection shall coordinate with other interconnected
Control Area as necessary to manage, alleviate or end an Emergency.

1.10  Scheduling.
1.10.1 General.

(@) The Office of the Interconnection shall administer scheduling processes to
implement a Day-ahead Encrgy Market and a Real-time Energy market.
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cach such self-scheduled resource will disconnect or reduce output, or confirmation of the Market
Buyer's intent not to reduce output.

{c) All Market Participants shall submit to the Office of the Interconnection
schedules for any bilateral transactions involving use of generation or Transmission Facilitics as
specified below, and shall inform the Office of the Interconnection whether the transaction is to be
included in the Day-ahead Encrgy Market. Any Market Participant that elects to include a bilateral
transaction in the Day-ahead Lnergy Market may specify the price (such price not to exceed the
maximum price that may be specified in the PJM Manuals), if any, at which it wiil be wholly or partially
curtailed rather than pay Transmission Congestion Charges. The foregoing price specification shall
apply to the price difference between the specified bilateral transaction source and sink points in the day-
ahead scheduling process only. Any Market Participant that clects not to include its bilateral transaction
in the Day-ahead Energy Market shall inform the Office of the Interconnection if the parties to the
transaction are not willing to incur Transmission Congestion Charges in the Real-time Energy Market in
order to complete any such scheduled bilateral transaction.  Scheduling of bilateral transactions shali be
conducted in accordance with the specifications in the PJM Manuals and the following requirements:

1) Internal Markct Buyers shall submit schedules for all bilateral purchases
for delivery within the PIM Region, whether from generation resources
inside or outside the PJM Region;

i) Market Sellers shall submit schedules for bilateral sales to entities
outside thc PJM Region from generation within the PJM Region that is
not dynamically scheduled to such entities pursuant to Section 1.12: and

i) In addition to the foregoing schedules for bilateral transactions, Market
Participants shall submit confimations of each scheduled bilateral
transaction from cach other party to the transaction in addition to the
party submitting the schedule, or the adjacent Control Area.

(d) Market Sellers wishing to scil into the Day-ahcad Energy Market shall submit
offers for the supply of energy (including energy from hydropower units), demand reductions.
Regulation. Operating Reserves or other services for the following Operating Day. Offers shall be
submitted to the Office of the Interconnection in the form specified by the Office of the Interconnection
and shall contain the information specified in the Office of the Interconnection’s Offer Data
specification, as applicable. Market Scllers owning or controlling the output of a Generation Capacity
Resource that was committed in an FRR Capacity Plan, self-supplied or offered and cleared in a Base
Residual Auction or Incremental Auction as specified in Attachment DD of the PJM Tariff, and that has
not been rendered unavailable by a Generation Planned Outage, a Generator Maintenance Outage. or a
Generation Forced Qutage shall submit offers for the available capacity of such Generation Capacity
Resource, including any portion that is self-scheduled by the Generating Market Buyer. The submission
of offers for resource increments that have not cleared in a Base Residual Auction or an Incremental
Auction, or were not committed in an FRR Capacity Plan shall be optional, but any such offers must
contain the information specified in the Office of the Interconnection’s Offer Data specification. as
applicable. Energy offered from generation resources that have not cleared a Base Residual Auction or
an Incremental Auction, or were not committed in an FRR Capagcity Plan, shall not be supplied from
resources that are included in or otherwise committed
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to supply the Operating Reserves of a Control Area outside the PJM Region. The foregoing offers:

i) Shall specify the Generation Capacity Resource or Demand Resource and
energy for cach hour in the offer period;

i1} Shall specify the amounts and prices for the entirc Operating Day for each
resource  component offered by the Market Seller to the Office of the
Interconnection:

iii) If based on energy from a specific generating unit, may specity start-up and no-
load fees equal to the specification of such fees for such unit on file with the
Office of the Interconnection. if based on reductions in demand from a Demand
Resource may specify shutdown costs;

iv) Shall set forth any special conditions upon which the Market Seller proposes to
supply a resource increment. including any curtailment rate specified in a
bilateral contract for the output of the resource. or any cancellation fecs;

v) May include a schedule of offers for prices and operating data contingent on
acceptance by the deadline specified in this Schedule, with a sccond schedule
applicable if accepted after the foregoing deadline:

vi) Shall ¢constitute an ofter to submit the resource increment to the Office of the
Interconnection for scheduling and dispatch in accordance with the terms of the
offer, which offer shall remain open through the Operating Day for which the
offer is submitted:

vil)  Shall be final as to the price or prices at which the Market Seller proposes to
supply energy or other scrvices to the PIM Interchange Energy Market. such
price or prices being guaranteed by the Market Seller for the period extending
through the end of the following Operating Day; and

viii)  Shall not exceed an energy ofter price of $1.000/megawatt-hour.

(e) A Market Seller that wishes to make a resource available to sell Regulation
service shall submit an offer for Regulation that shall specify the MW of Regulation being
offered. the Regulation Zone for which such regulation is offered, the price of the offer in dollars
per MWh, and such other information specified by the Office of the Interconnection as may be
necessary to evaluate the offer and the resource’s opportunity costs. The price of the offer shall
not exceed $100 per MWh in the case of regulation offered for all Regulation Zones, except that
offers for Regulation by American Electric Power Company and Virginia Electric Power
Company and/or their respective affiliates for the Regulation Zone comprised of the LCAR
Control Zone(s). MAIN Control Zone(s), or the VACAR Control Zone shall be cost-based
consisting of the following components:

i. The costs (in $/MW) of the fuel cost increase duc to the heat rate increase
resulting from operating the unit at lower MW output incurred from the
provision of Regulation;
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ii. The cost increase (in $/MW) in variable operating and maintenance costs
resulting from operating the unit at lower MW output incurred from the
provision of Regulation; and

lii. An adder of up to $7.50 per MW of Regulation provided.
Qualified Regulation capability must satisfy the verification tests specified in the PJIM Manuals.

(t) Fach Market Scller owning or controlling the output of a Generation Capacity
Resource shall submit a forecast of the availability of each such Generation Capacity Resource for the
next seven days. A Market Seller (i) may submit a non-binding forecast of the price at which it expects
to offer a generation resource increment to the Office of the Interconnection over the next seven days,
and (ii) shall submit a binding offer for energy. along with start-up and no-load fees. if any. for the next
seven days or part thercof, for any gencration resource with minimum notification or start-up
requirement greater than 24 hours.

() Each offer by a Market Seller of a Generation Capacity Resource shall remain in
effect for subsequent Operating Days until superseded or canceled.
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(h) The Office of the Interconnection shall post on the PIM Open Access
Same-time Information System the total hourly loads scheduled in the Day-ahead Energy Market, as
well as. its estimate of the combined hourly load of the Market Buyers for the next four davs, and peak
load forecasts for an additional three days.

(i Except for Economic Load Response Participants, all Market Participants may
submit Increment Bids and/or Decrement Bids that apply to the Day-ahead Energy Market only. Such
bids must comply with the requirements set forth in the PJM Manuals and must specify amount. location
and price, if any, at which the Market Participant desires to purchase or sell encrgy in the Day-ahead
Energy Market. The Office of the Interconnection may require that a market participant shall not
submit in excess of 3000 bid/offer segments in the Day-ahead Energy Market. when the Office of the
[nterconnection determines that such limit is required to avoid or mitigate significant system
performance problems related to bid/offer volume. Notice of the need to imposc such limit shall be
provided prior to 10:00 a.m. EPT on the day that the Day-ahead Energy Market will clear. For
purposes of this provision. a bid/offer segment is each pairing of price and megawatt quantity
submitted as part of an Increment Bid or Decrement Bid.

() A Market Scller that wishes to make a gencration resource or Demand
Resource available to sell Synchronized Reserve shall submit an offer for Synchronized Reserve that
shall specify the megawatts of Synchronized Reserve being offered. the price of the offer in dollars
per megawatt hour, and such other information specified by the Office of the Interconnection as may
be necessary to cvaluate the offer and the energy used by the generation resource to provide the
Synchronized Reserve and the generation resource’s unit specific opportunity costs. The price of the
offer shali not exceed the variable operating and maintenance costs for providing Synchronized
Reserve plus seven dollars and fifty cents.

(k) An Lconomic Load Response Participant that wishes to participate in the
Day-ahead Energy Market by reducing demand shall submit an offer to reduce demand to the Office
of the Interconnection. The offer shall specify: (i) the amount of the offered curtailment in
minimum increments of .1 megawatts: (ii) the Day-ahead .ocational Marginal Price above which the
end-use customer will reduce load; and (iii) at the Fconomic Load Response Participant’s option,
start-up costs associated with reducing load. including direct labor and equipment costs, opportunity
costs, and/or a minimum of number of contiguous hours for which the load reduction must be
committed.

() Market Sellers owning or controlling the output of a Demand Resource that
was committed in an FRR Capacity Plan, self-supplied or offered and cleared in the Base Residual
Auction or one of the Incremental Auctions, or owning or controlling the output of an ILR resource
which was certified as specified in Attachment DD of the PJM Tariff, may submit demand reduction
bids for the available load reduction capability of the Demand Resource or 1I.R resource. The
submission of demand reduction bids for resource increments that have not cleared in the Base
Residual Auction or in one of the Incremental Auctions, or for ILR resources that were not certified,
or were not committed in an FRR Capacity Plan, shall be optional, but any such bids must contain
the information specified in the PJM Economic Load Response Program to be included in such bids.
A Demand Resource that was committed in an FRR Capacity Plan, self-supplied or offered and
cleared in a Base Residual Auction or an Incremental Auction may submit a demand reduction bid in
the Day-ahead Energy Market as specified in the Economic Load Response Program, provided
however, that in the event of an Emergency, PJM shall require Demand Resources and 11.R resources
to reduce load notwithstanding that the Zonal [.MP at the time such Emergency is declared is below
the price identified in the demand reduction bid
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1.10.2 Pool-scheduled Resources.

Pool-scheduled resources are those resources for which Market Participants submitted
offers to sell energy in the Day-ahcad FEnergy Market and offers to reduce demand in the Day-ahead
Energy Market, which the Office of the Interconnection scheduled in the Day-ahead Energy Market as
well as generators committed by the Office of the Interconnection subsequent to the Day-ahead FEnergy
Market.  Such resources shall be committed to provide energy in the real-time dispatch unless the
schedules for such units are revised pursuant to Sections 1.10.9 or 1.11. Pool-scheduled resources shall
be governed by the following principles and procedures.

{a) Pool-scheduled resources shall be selected by the Office of the Interconnection
on the basis of the prices offered for energy and demand reductions and related scrvices, start-up,
no-load and cancellation fees, and the specified operating characteristics, offered by Market Sellers to
the Office of the Interconnection by the offer deadline specified in Section 1.10.1A.

(b) A resource that is scheduled by a Market Participant to support 4 bilateral sale,
or that is self-scheduled by a Generating Market Buyer, shall not be selected by the Office of the
Interconnection as a pool-scheduled resource except in an Emergency.

(c) Market Sellers offering energy from hydropower or other facilities with fuel or
environmental limitations may submit data to the Office of the Interconnection that is sufficient to
enable the Office of the Interconnection to determine the available operating hours of such facilities.

(d) The Market Seller of a resource selected as a pool-scheduled resource shall
rcccive payments or credits for energy. demand reductions or related services, or for start-up and no-load
fees, from the Office of the Interconnection on behalf of the Market Buyers in accordance with Section 3
of this Schedule 1. Alternatively. the Market Selier shall receive, in lieu of start-up and no-load fees, its
actual costs incurred. if any. up to a cap of the resource’s start-up cost. if the Office of the

Issued By: Craig Glazer Effective: June [, 2007
Vice President. Federal Government Policy
Issued On: September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.L.C. Fifth Revised Sheet No. 96
Third Revised Rate Schedule FERC No. 24 Superseding Third Revised Sheet No. 96

Interconnection cancels its selection of the resource as a pool-scheduled resource and so notities the
Market Seller before the resource is synchronized.

(c) Market Participants shall make available their pool-scheduled resources to the
Office of the Interconnection for coordinated operation to supply the Operating Reserves needs of the
applicable Control Zone.

1.10.3 Self-scheduled Resources.
Self-scheduled resources shall be governced by the following principles and procedures.

{(a) Each Generating Market Buyer shall use all reasonable efforts. consistent with
Good Utility Practice, not to self-schedule resources in excess of its Equivalent Load.

(b) The oftered prices of resources that are sclf-scheduled, or otherwise not
following the dispatch orders of the Office of the Interconnection. shall not be considered by the Office
of the Interconnection in determining Locational Marginal Prices.

«©) Market Participants shall make available their seif-scheduled resources to the
Office of the Interconnection for coordinated operation to supply the Operating Reserves needs of the
applicable Control Zone, by submitting an offer as to such resources.

(d) A Market Participant self-scheduling a resource in the Day-ahead Fnergy
Market that does not deliver the energy in the Real-time Energy Market, shall replace the energy not
delivered with energy from the Real-time Energy Market and shall pay for such energy at the applicable
Real-time Price.

1.10.4 Capacity Resources.

(a) A Generation Capacity Resource that is selected as a pool-scheduled resource
shall be made available for scheduling and dispatch at the direction of the Office of the Interconnection.
Such a Generation Capacity Resource that does not deliver energy as scheduled shall be deemed to have
experienced a Cienerator Forced Outage to the extent of such energy not delivered. A Market Participant
offering such Generation Capacity Resource in the Day-ahead Energy Market shall replace the energy
not delivered with energy from the Real-time Energy Market and shall pay for such energy at the
applicable Real-time Price.

(b) Lnergy from a Generation Capacity Resource that has not been scheduled in the
Day-ahead Energy Market may be sold on a bilateral basis by the Market Seller, may be self-scheduled,
or may be offered for dispatch during the Operating Day in accordance with the procedures specified in
this Schedule. Such a Generation Capacity Resource that has not been scheduled in the Day-ahead
Energy Market and that has been sold on a bilateral basis must be made available upon request to the
Office of the Interconnection for scheduling and dispatch during the Operating Day if the Office of the
Interconnection declares a Maximum Generation Emergency.  Any such resource so scheduled and
dispatched shail receive the applicable Real-time Price for energy delivered.
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(<) A Generation Capacity Resource that has been self-scheduled shall not receive

payments or credits for start-up or no-load fees.
1.10.5 External Resources,

(a) External Resources may submit offers to the PJM Interchange Lnergy Market,
in accordance with the day-ahcad and real-time scheduling processes specified above.  An External
Resource selected as a pool-scheduled resource shall be made available for scheduling and dispatch at
the direction of the Office of the Interconnection, and except as specified below shall be compensated on
the same basis as other pool-scheduled resources. Fxternal Resources that are not capable of dynamic
dispatch shall. if selected by the Office of the Interconnection on the basis of the Market Seller’s Offer
Data, be block loaded on an hourly scheduled basis. Market Sellers shall offer External Resources to the
PJM Interchange Energy Market on either a resource-specific or an aggregated resource basis. A
Market Participant whose pool-scheduled resource does not deliver the energy scheduled in the Day-
ahead Energy Market shall replace such energy not delivered as scheduled in the Day-ahead Energy
Market with energy from the PJIM Real-time Lnergy Market and shall pay for such encrgy at the
applicable Real-time Price.

(b) Ofters for External Resources from an aggregation of two or more gencrating
units shall so indicate, and shall specify. in accordance with the Offer Data requirements specified by the
Office of the Interconnection: (i) enecrgy prices; (i) hours of energy availability: (iii) a minimum
dispatch level: (iv) a maximum dispatch level: and (v) unless such information has previously been
made available to the Office of the Interconnection, sufficient information. as specified in the PJIM
Manuals. 10 enable the Office of the Interconnection 1o model the flow into the PJM Region of any
energy from the External Resources scheduled in accordance with the Offer Data. If a Market Seller
submits more than one offer on an aggregated resource basis. the withdrawal of any such offer shall be
deemed a withdrawal of al} higher priced offers for the same period.

(c) Offers for External Resources on a resource-specific basis shall specify the
resource being offered. along with the information specified in the Offer Data as applicable.

1.10.6 External Market Buyers.

(a) Deliveries to an External Market Buyer not subject to dynamic dispatch by the
Office of the Interconnection shall be delivered on a block loaded basis to the 1oad bus or buses at the
clectrical boundaries of the PJM Region, or in such arca with respect to an External Market Buyer’s load
within such arca not served by Network Service, at which the energy is delivered to or for the xternal
Market Buyer. External Market Buyers shall be charged or credited at either the Day-ahcad Prices or
Real-time Prices, whichever is applicable. for energy at the foregoing load bus or buses.

(b) An External Market Buyer’s hourly schedules for energy purchased from the
PJM Interchange Energy Market shall conform to the ramping and other applicable requirements of the
interconnection agreement between the PJM Region and the Control Area to which, whether as an
intermediate or final point of delivery, the purchased cnergy will initially be delivered.
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output of pool-scheduled resource increments as necessary: () to maintain reliability. and subject to that
constraint, o minimize the cost of supplying the energy, reserves. and other services required by the
Market Buyers and the operation of the PJM Region: (b) to balance load and generation, maintain
scheduled tic flows, and provide frequency support within the PIM Region; and (c)to minimize
unscheduled interchange not frequency related between the PJM Region and other Control Areas.

1.11.2 Operating Basis.

In carrying out the foregoing objectives, the Office of the Interconnection shall conduct
the operation of the PJIM Region in accordance with the PJM Manuals, and shall: (i) utilizc available
generating reserves and obtain required replacements: and (i) monitor the availability of adequate
reserves.

1.11.3 Pool-dispatched Resources.

(a) The Office of the Interconnection shall implement the dispatch of energy from
pool-scheduled resources with limited energy by direct request.  In implementing mandatory or
economic use of limited energy resources, the Office of the Interconnection shall use its best efforts to
select the most economic hours of operation for limited encrgy resources, in order to make optimal use
of such resources consistent with the dynamic load-following requircments of the PIM Region and the
availability of other resources to the Office of the Interconnection.

(b) The Office of the Interconnection shall implement the dispatch of energy trom
other pool-dispatched resource increments, including generation increments from Capacity Resources
the remaining increments of which are self-scheduled. by sending appropriate signals and instructions to
the entity controlling such resources, in accordance with the PJM Manuals. Each Market Seller shall
ensure that the entity controlling a pool-dispatched resource offered or made available by that Market
Seller complies with the energy dispatch signals and instructions transmitted by the Office of the
Interconnection.

1.11.3A Maximum Generation Emergency.

If the Office of the Interconnection declares a Maximum Generation Emergency. all
deliveries to load that is served by Point-to-Point Transmission Service outside the PJIM Region from
Generation Capacity Resources may be interrupted in order to serve load in the PJIM Region.

1.11.4 Regulation.

(a) A Market Buyer may satisfy its Regulation Obligation from its own generation
resources and/or Demand Resources capable of performing Regulation service, by contractual
arrangements with other Market Participants able to provide Regulation service. or by purchases from
the PIM Interchange Energy Market at the rates set forth in Section 3.2.2.

(b) The Office of the Interconncction shall obtain Regulation service from the
lcast-cost alternatives available from either pool-scheduled or sclf-scheduled generation resources and/or
Demand Resources as needed to meet Regulation Zone requirements not otherwisc satisfied by the
Market Buyers. (eneration resources or Demand Resources offering to sell Regulation shall be
sclected to provide Regulation on the
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4, RATE TABLE
4.1 Offered Price Rates.

Spot Market Energy, Regulation. Operating Rescrve. and Transmission Congestion are based on
offers to the Office of the Interconnection specified in this Agreement.

4.2 Transmission Losses.
Average loss factors shall be as specified in the PJM Tarift.
4.3 Emergency Energy Purchases.
The pricing for Emergency energy purchascs will be determined by the Office of the
Interconnection and: (a) an adjacent Control Area, in accordance with an agreement between the Office
of the Interconnection and such adjacent Control Area. or (b) a Member, in accordance with

arrangements made by the Office of Interconnection to purchase energy offered by such Member from
resources that are not Capacity Resources.

s CALCULATION OF TRANSMISSION CONGESTION CHARGES AND CREDITS
5.1 Transmission Congestion Charge Calculation.
5.1.1 Calculation by Office of the Interconnection.

When the transmission system is operating under constrained conditions, Or as necessary
to provide third-party transmission provider losses in accordance with Section 9.3, the Office of the
Interconnection shall calculate Transmission Congestion Charges for each Network Service User, the
PJM Interchange Energy Market, and cach Transmission Customer.

5.1.2 General,

The basis for the Transmission Congestion Charges shall be the differences in the
l.ocational Marginal Prices between points of delivery and points of receipt. as determined in
accordance with Section 2 of this Schedule.

5,13 Network Service User Calculation.

tach Network Service User shall be charged for the increased cost of energy incurred by
it during cach constrained hour to deliver the output of its firm Generation Capacity Resources or ather
owned or contracted for resources. its firm bilateral purchases, and its non-firm bilateral purchases as to
which it has elected to pay Transmission Congestion Charges. The Transmission Congestion Charge for
deliveries from each such source shall be the Network Service User’s hourly net bill less its hourly net
PIM Interchange payments or sales as determined in accordance with Section 3.2.1 or Sections 3.3 and
3.3.1 of this Schedule.
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7.4.3 Target Allocation of Auction Revenue Right Credits.

A target allocation of Auction Revenue Right Credits for each entity holding an
Auction Revenue Right shall be determined for cach Auction Revenue Right. After cach round of
the annual Financial Transmission Right Auction. cach Auction Revenue Right shall be divided by
four and multiplicd by the price differences for the receipt and delivery points associated with the
Auction Revenue Right, calculated as the l.ocational Marginal Price at the delivery points(s) minus
the 1.ocational Marginal Price at the receipt point(s), where the price for the reccipt and delivery
point is determined by the clearing prices of cach round of the annual Financial Transmission Right
auction. The daily total target allocation for an entity holding the Auction Revenue Rights shal! be
the sum of the daily target allocations associated with all of the entity’s Auction Revenue Rights.

7.44 Calculation of Auction Revenue Right Credits.

(a) Each day. the total of all the daily target allocations determined as specified
above in Section 7.4.3 plus any additional Auction Revenue Rights target allocations applicable for
that day shall be compared to the total revenues of all applicable monthly Financial Transmission
Rights auction(s) (divided by the number of days in the month) plus the total revenues of the annual
Financial Transmission Rights auction (divided by the number of days in the Planning Period). If the
total of the target allocations is less than the total auction revenues, the Auction Revenue Right
Credit for each entity holding an Auction Revenue Right shall be equal to its target allocation. All
remaining funds shall be distributed as Excess Congestion Charges pursuant to Section 5.2.5.

(12} If the total of the target allocations is greater than the total auction revenucs.
cach holder of Auction Revenue Rights shall be assigned a share of the total auction revenues in
proportion to its Auction Revenue Rights target allocations for Auction Revenue Rights which have a
positive Target Allocation value. Auction Revenue Rights which have a negative Target Allocation
value are assigned the full Target Allocation value as a negative Auction Revenue Right Credit.

7.8 Simultaneous Feasibility.

The Office of the Interconnection shall make the simultancous feasibility determinations
specified hercin using appropriate powerflow models of contingency-constrained dispatch.  Such
determinations shall take into account outages of both individual generation units and transmission
facilities and shall be based on reasonable assumptions about the configuration and availability of
transmission capability during the period covered by the auction that are not inconsistent with the
determination of the deliverability of Generation Capacity Resources under the Reliability Assurance
Agreecment. The goal of the simultancous feasibility determination shall be to ensure that there are
sufficient revenues from Transmission Congestion Charges to satisfy all Financial Transmission
Rights obligations for the auction period under expected conditions and to ensurc that there are
sufficient revenues from the annual Financial Transmission Right Auction to satisfy all Auction
Revenue Rights obligations.
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REGISTRATION

Participants must complete the PJM Emergency Load Response Program
Registration Form (“Emergency Registration Form”) that is posted on the PJM
web site (www.pjm.com). The following general steps will be followed:

1. The participant completes the Emergency Registration Form located on the PJM web site.
PJM reviews the application and ensures that the qualifications are met, including
verifying that the appropriate metering cxists. PJM also confirms with the appropriate
I.SE and EDC whether the load reduction is under other contractual obligations.
Other such obligations may not preclude participation in the program. but may
require special consideration by PJM such that appropriate settlements are made
within the confines of such existing contracts. The EDC and LSL have ten (10)
business days to respond or PJM assumes acceptance.

2. PJM informs the requesting participant of acceptance into the program and notifies the

appropriate LSE and EDC of the participant’s acceptance into the program.

Any end-use customer intending to run distributed generating units in support of local load
for the purpose of participating in this program must represent in writing to PJIM that it
holds all applicable environmental and use permits for running those generators.
Continuing participation in this program will be deemed as a continuing representation by
the owner that each time its distributed generating unit is run in accordance with this
program. it is being run in compliance with all applicable permits, including any
cmissions. run-time limit or other constraint on plant operations that may be imposed by
such permits.

EMERGENCY OPERATIONS

PIM will initiate the request for load reduction following the declaration of Maximum
FEmergency Generation and prior to  the implementation of ILR Steps | and 2.
(Implementation of the Emergency load Response Program can be used for regional
emergencies.) It is implemented whenever gencration is nceded that is greater than the
highest economic incremental cost. PJM posts the request for load reduction on the PJM web
site. on the Emergency Conditions page, and on cData, and issues a burst ¢mail to the
Emergency Load Response majordomo. A separate All-Call message is also issued.

Following PJM’s request to reduce load, (i) participants in the Energy Only Option voluntarily may
reduce load: and (ii) participants in the Full Program Option are required to reduce load unless they
already have reduced load pursuant to the Economic l.oad Response Program. PJM will dispatch the
resources of all Emergency Load Response Program participants (not already dispatched under the
Economic Load Response Program) based on the Minimum Dispatch Prices specified in the
participants’ Emergency Registration Forms.
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Full Program Option participants that. prior to June 1, 2002, entered into contracts with .SEs
or CSPs that enable participation in the Full Program Option, may participate in the
Emergency [.oad Response program during Interruptible Load for Reliability (ILR) events as
long as the customer’s [1.R contract explicitly excludes payment or credit for energy not
consumed during I1.R events, If the LSE that submitted the Full Program Option participant
for 11.R credit indicates that such participant is not eligible for simultaneous credit under the
Emergency l.oad Response program and IR s called for concurrent with the Emergency
Load Response program. then payments will be made to the participant according to the
Emergency l.oad Response program only for the time during which ILR obligations were not
in effect. Any response in excess of the contracted 11.R amount will be
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SCHEDULE S

PJM DISPUTE RESOLUTION PROCEDURES

1. DEFINITIONS

1.1 Alternate Dispute Resolution Committee.

“Alternate Dispute Resolution Committee™ shall mean the Committee established pursuant to
Section 5 of this Schedule.

1.2 MAAC Dispute Resolution Committee.

“MAAC Dispute Resolution Committee™ shall mean the committee established by the Mid-
Atlantic Area Council to administer its industrv-specific mechanism for resolving certain types of
wholesale electricity disputes.

1.3 Related PJM Agreements.

“Related PJIM Agreements” shall mean this Agreement. the Consolidated Transmission Owners
Agreement and the Reliability Assurance Agreement.

2. PURPOSES AND OBJECTIVES

2.1 Common and Uniform Procedures.

The PJM Dispute Resolution Procedures are intended to establish common and uniform
procedures for resolving disputes arising under the Related PJM Agreements. To the extent any of the
foregoing agreements or the PJM Tariff contain dispute resolution provisions expressly applicable to
disputes arising thereunder, however, this Agreement shall not supplant such provisions, which shall
apply according to their terms.

22 Interpretation,

To the extent permitted by applicable law. the PIM Dispute Resolution Procedures are to be
interpreted to effectuate the objectives set forth in Section 2.1. To the extent permitted by these PIM
Dispute Resolution Procedures, the Alternate Dispute Resolution Committee shall coordinate with the
established dispute resolution committee of an Applicable Regional Reliability Council. where
appropriate, in order to conscrve administrative resources and to avoid duplication of dispute resolution
staffing.
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SCHEDULE 8

DELEGATION OF PJM REGION RELIABILITY RESPONSIBILITIES

1. DELEGATION

The following responsibilities shall be delegated to the Office of the Interconnection by the
parties to the Reliability Assurance Agreement.

2. NEW PARTIES

With regard to the addition. withdrawal or removal of a party to the Reliability Assurance
Agreement, the Office of the Interconnection shall:

(a) Receive and evaluate the information submitted by entitics that plan to serve loads
within the PJM Region, including entitics whose participation in the Agreement will expand the
boundaries of the PJM Region, such evaluation to be conducted in accordance with the requirements of
the Reliability Assurance Agreement; and

(b) Evaluate the effects of the withdrawal or removal of a party from the Rcliability
Assurance Agreement.

3. IMPLEMENTATION OF RELIABILITY ASSURANCE AGREEMENT

With regard to the implementation of the provisions of the Reliability Assurance Agreement. the
Office of the Interconnection shall:

(a) Receive all required data and forecasts from the parties to the Reliability Assurance
Agreement and other owners or providers of Capacity Resources;

(b) Perform all calculations and analyses necessary to determine the Forecast Pool
Requirement and the capacity obligations imposed under the Reliability Assurance Agreement.
including periodic reviews of the capacity benefit margin for consistency with the Reliability Principles
and Standards. as the foregoing terms are defined in the Reliability Assurance Agreement;

(c) Monitor the compliance of each party to the Reliability Assurance Agreement with its
obligations under the Reliability Assurance Agrecment:
(d) Keep cost records, and bill and collect any costs or charges due from the parties 1o the

Reliability Assurance Agreement and distribute those charges in accordance with the terms of the
Reliability Assurancc Agreement;

(e) Assist with the development of rules and procedures for determining and demonstrating
the capability of Capacity Resourcces;

)] Establish the capability and deliverability of Capacity Resources consistent with the
requircments of the Reliability Assurance Agreement;

(g) Collect and maintain generator availability data;
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(h} Perform any other forecasts. studies or analyses required to administer the Reliability
Assurance Agreement:

() Coordinate maintenance schedules for generation resources operated as part of the
PJMRegion:

) Determine and declare that an Emergency exists or has ceased to exist in all or any part

of the PJM Region or announce that an Emergency exisls or ceases to exist in a Control Area
interconnected with the PJIM Region;

(k) Enter into agreements for (i) the transfer of energy in Emergencies in the PIM Region or
in a Control Arca interconnected with the PJIM Region and (i) mutual support in such Emergencies with
other Control Areas interconnected with the PJM Region: and

(n Coordinate the curtailment or shedding of load. or other measures appropriate to
alleviate an Emergency, to preserve reliability in accordance with FERC. NERC or Applicable Regional
Reliability Council principles, guidelines. standards and requirements and the PJM Manuals. and to
ensure the operation of the PJM Region in accordance with Good Utility Practice.
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1.4A Authorized Commission.

“Authorized Commission” shall mean (i) a State public utility commission within the
geographic limits of the PJM Region that regulates the distribution or supply of electricity to retail
customers and is legally charged with monitoring the operation of wholesale or retail markets serving
retail suppliers or customers within its State or (i) an association or organization comprised
exclusively of State public utility commissions described in the immediately preceding clause (1).

1.4B Authorized Person.

“Authorized Person” shall mean a person who has executed a Non-Disclosure Agreement,
and is authorized in writing by an Authorized Commission to receive and discuss confidential
information. Authorized Persons may include attorneys representing an Authorized Commission,
consultants and/or contractors dircctly employed by an Authorized Commission, provided however
that consultants or contractors may not initiate requests for confidential information from the Office
of the Interconnection or the PIM Market Monitor.

1.5 Board Member.
“Board Member” shall mean a member of the PIM Board.
1.5A Applicable Regional Reliability Council.

*Applicable Regional Reliability Council” shall mean the reliability council for the region in
which a Member operates.

1.5B  Behind The Meter Generation.

“Behind The Meter Generation™ refers to a generating unit that delivers energy to load without
using the Transmission System or any distribution facilitics (unless the entity that owns or leascs the
distribution facilities has consented to such use of the distribution facilities and such consent has been
demonstrated to the satisfaction of the Office of the Interconnection); provided, however, that Behind
The Meter Generation does not include (i) at any time. any portion of such gencrating unit’s capacity

| that is designated as a Generation Capacity Resource, or (i1} in any hour. any portion of the output of
such generating unit[s] that is sold to another entity for consumption at another electrical location or into
the PJM Interchange Energy Market.
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1.6 Capacity Resource.

“(‘apamty Resourcc shall -mean—4
eilitie: ” : | |

1.6A Consolidated Transmission Owners Agreement.

“Consolidated Transmission Qwners Agreement” dated as of December 15, 2005, by and among
the Transmission Owners and by and between the Transmission Owners and PJM Interconnection,
L.L.C.

1.7 Control Area.

“Control Area” shall mean an electric power system or combination of electric power systems
bounded by interconnection metering and telemetry to which a common automatic gencration control
scheme is applied in order to:

(a) match the power output of the gencrators within the electric power system(s) and energy
purchased from entities outside the electric power system(s), with the load within the clectric power
system(s);

{b) maintain scheduled interchange with other Control Areas, within the limits of Good
Utlity Practice;

() maintain the frequency of the electric power system(s) within rcasonable limits in
accordance with Good Utility Practice and the criteria of NERC and the applicable regional reliability
council of NERC;

(d} maintain powcr flows on transmission facilitics within appropnate limits to preserve
reliability; and

(e) provide sufficicnt generating capacity to maintain operating reserves in accordance with
Good Unlity Practice.

1.7.01 Control Zone.

“Control Zone” shall mean any of the ECAR Control Zone(s), MAAC Control Zone, or MAIN
Control Zone(s), or the VACAR Control Zone.

1.7.02 Default Allocation Assessment.

“Default Allocation Assessment” shall mean the assessment determined pursuant to section
15.2.2 of this Agreement.

1.7.03 Demand Resource.

“Demand Resource” shall have the meaning provided in the Reliability Assurance Agreement.
LL7A  [Reserved|.

1.7B  [Reserved).

1.7C ECAR.

“ECAR” shall mean the reliability council under section 202 of the Federal Power Act.
established pursuant to the ECAR Coordination Agreement dated Junc 1, 1968, or any successor thereto
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1.9 Effective Date.

“Effective Date” shall mean August 1. 1997, or such later datc that FERC permits this
Agreement (o go into effect.

1.10 Emergency.

“Emergency” shall mean: (i) an abnormal system condition requiring manual or automatic
action to maintain system frequency, or to prevent loss of firm load, equipment damage, or tripping of
system elements that could adversely affect the reliability of an electric system or the safety of persons
or property: or (ii) a fuel shortage requiring departure from normal operating procedurcs in order to
minimize the use of such scarce fuel: or (iii) a condition that requircs implementation of emergency
procedures as defined in the PJIM Manuals.

1.11  End-Use Customer.

“End-Use Customer” shall mean a Member that is a retail end-user of electricity within the PIM
Region.

1.12 FERC.

“FERC” shall mean the Federal Encrgy Regulatory Commission or any successor federal
agency, commission or department exercising jurisdiction over this Agreement,

1.13  Finance Committee.
“Finance Committee” shall mean the body formed pursuant to Section 7.5.1 of this Agrecment.
1.14  Generation Owner.

“Generation Owner” shall mean a Member that owns or leases with rights equivalent to
ownership facilities for thc generation of clectric encrgy that are located within the PJM Region.
Purchasing all or a portion of the output of a generation facility shall not be sufficient to qualify a
Member as a Generation Owner.

1.14A Generation Capacity Resource.

“Generation Capacity Resource” shall have the meaning provided in the Reliability Assurance
Agreement.

1.15  Good Utility Practice.

“Good Utility Practice” shall mean any of the practices, methods and acts engaged in or
approved by a significant portion of the elcetric utility industry during the relevant time period, or any of
the practices, methods and acts which, in the exercise of reasonable judgment in light of the facts known
at the time the decision was made, could have been expected to accomplish the desired result at a
reasonable cost consistent with good business practiccs, reliability, safety and expedition. Good Utility
Practice is not intended to be limited to the optimum practice, method, or act to the exclusion of all
others, but rather is intended to include acceptable practices, methods, or acts gencrally accepted in the
region.

1.16 Information Request.

“Information Request” shall mean a written request, in accordance with the terms of this
Agreement for disclosure of confidential information pursuant to Section 18.17.4 of this Agreement.
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1.16A Interruptible Load for Reliability.

“Interruptible Load for Reliability” or “1LR” shall have the meaning specitied in the
Reliability Assurance Agreement.

1.17  LLC.

“LLC™ shall mean PIM Interconnection, L.L.C.. a Delaware limited liability company.
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1.18  Load Serving Entity.

“Load Serving Entity”" shall mean an entity, including a load aggregator or power marketer, (1)
serving end-users within the PJM Region, and (2) that has becn granted the authority or has an
obligation pursuant to state or local law. regulation or franchise to sell electric encrgy to end-users
located within the PJM Region, or the duly designated agent of such an entity.

1.19  Locational Marginal Price.
“Locational Marginal Price” shall mean the hourly integrated market clearing marginal price for

energy at the location the energy is delivered or received, calculated as specified in Section 2 of
Schedule 1 of this Agreement.

1.20 MAAC.

“MAAC" shall mean the Mid-Atlantic Area Council, a reliability council under § 202 of the
Federal Power Act cstablished pursuant to the MAAC Agreement dated August 1. 1994 or any
successor thereto.

1.20A MAAC Control Zone.

“MAAC Control Zone™ shall mean the aggregate of the Transmission Facilities of Atlantic City
Electric Company, Baltimore Gas and Electric Company, Delmarva Power and Light Company, Jerscy
Central Power and Light Company, Metropolitan Edison Company, PECO Energy Company,
Pennsylvania Electric Company, PPL Electric Utilities Corporation, Potomac Electric Power Company,
Public Service Electric and Gas Company. and Rockland Electric Company.

1.20B MAIN.

“MAIN" shall mean the Mid-America Interconnected Network, a reliability council under § 202
of the Federal Power Act established pursuant to the Amended and Restated Bylaws of MALIN, dated
January 8, 1998, or any successor thereof.

1.20C MAIN Control Zone.

“MAIN Control Zone” shall mean any one of the onc or more Control Zones comprised of the
Transmission Facilitics of one or more of the Transmission Owners for which MAIN is the Applicable
Regional Reliability Council, as designated in the PJIM Manuals.

1.21  Market Buyer.

“Market Buyer” shall mecan a Member that has met reasonable creditworthiness standards
established by the Office of the Interconnection and that is otherwisc able to make purchases in the PIM

Interchange Energy Market-or PIM-Capaeity-Credit.
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1.22  Market Participant.

“Market Participant” shall mean a Market Buyer. a Market Seller, an Economic l.oad Response
Participant, or all three.

1.23  Market Seller.

“Market Seller” shall mean a Member that has met reasonable creditworthiness standards
established by the Office of the Interconnection and that is otherwise able to make sales in the PIM

Interchange Energy Market-orPIM-Capaeity-Credit-Market.
1.24 Member.

“Member" shall mean an entity that satisfics the requirements of Section 11.6 of this Agreement
and that (i) is a member of the LLC immediately prior to the Effective Date, or (11) has exccuted an
Additional Member Agreement in the form sct forth in Schedule 4 hereof.

1.25 Members Committee,

“Members Committee” shall mean the committce specified in Section 8 of this Agreement
composed of representatives of all the Members.

1.26 NERC.

“NERC™ shall mecan the North American Electric Reliability Council, or any successor thercto.
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1.35 PJM Manuals.

“PJM Manuals” shall mean the instructions. rules, procedures and guidelines established by the
Office of the Interconnection for the operation. planning. and accounting requirements of the PIM
Region and the PJM Interchange Energy Market.

1.35.01 PJM Market Monitor.

“PIM Market Monitor™ shall mcan the Market Monitoring Unit established under
Attachment M to the PIM Tarnifl.

1.35A PJM Region.

“PJM Region™ shall mean the aggregate of the MAAC Control Zone, the PJM West Region. and
VACAR Control Zone.

1.35B PJM South Region.
“pPJM South Region” shall mean the VACAR Control Zone.
1.36 PJM Tariff.

“PJM Tariff" shall mean the PJM Open Access Transmission Tariff providing transmission
service within the PJM Region, including any schedules, appendices, or exhibits attached thereto, as in
effect from time to time.,

1.36A {Reserved.]

1.36B PJM West Region.

“PJM West Region™ shall mean the aggregate of the ECAR Control Zone(s) and MAIN Control
Zone(s).

1.37  Planning Period.

“Planning Period” shall initially mean the 12 months beginning Junc 1 and extending through
May 31 of the following ycar, or such other period established under the procedures of-as-apphicable;
the Reliability Assurance Agementmmmmﬁw%mm‘?

1.38  President.
“President” shall have the meaning specified in Section 9.2.
1.38A Regulation Zone.

“Regulation Zone™ shall mean any of those one or more geographic areas, cach consisting ofa
combination of one or more Control Zone(s) as designated by the Office of the Interconnection in the
PJM Manuals, relevant to provision of, and requirements for, regulation service.

1.39 Related Parties.

“Related Parties” shall mean, solely for purposes of the governance provisions of this
Agrecment: (i) any generation and transmission cooperative and one of its distribution cooperative
members: and (ii) any joint municipal agency and one of its members. For purposes of this Agreement,
representatives of state or federal government agencies shall not be deemed Related Parties with respect
to cach other, and a public body’s regulatory authority, if any, over a Member shall not be decmed to
make it a Related Party with respect to that Member.
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1.40  Reliability Assurance Agreement.

shall mean that certain Reliability Assurance Agreement
Among Load-Serying Entities in the PJM Region, on file with FERC as PIM Interconngetion, L.1.C.
Rate Schedule FERC. No. 42 [correct number reference]—agreement. dated June 2. 1997 and as
amended from time to time, cstablishing obligations, standards and procedures for maintaining the

reliable operation of the MAACPIM Control Region Lene.

1.40A IResewed|.MiabmqV—Ammee—Aﬁreemeﬂ‘-W€%

“Reliability Assurance Agreement”

1.40C SERC.

“SERC™ or “Southcastern Electric Reliability Council” shall mean the reliability council under
202 of the Federal Power Act established pursuant to the SERC Agreement dated January 14.

1970 or any successor thereto.

section

Issued By: Craig Glazer Effective: June 1. 2007
Vice President. Federal Government Policy

Issued On: September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.L.C. Sixth Revised Sheet No. 25
Third Revised Rate Schedule FERC No. 24 Superseding Fourth Revised Sheet No. 25
1.47A VACAR.

*VACAR" shall mean the group of five companies, consisting of Duke Fnergy. Carolina Power
and Light, South Carolina Public Service Authority, South Carolina Elcctric and Gas. and Virginia
Electric and Power Company.

1.47B VACAR Control Zone.

“VACAR Control Zone™ shall mean the Transmission Facilities of Virginia Llectric and Power
Company.

1.48  Voting Member.

“Voting Member™ shall mean (i) a Member as to which no other Member is an Affiliate or
Related Party. or (ii) a Member together with any other Members as to which it is an Affiliate or Related
Party.

1.49  Weighted Interest.
“Weighted Interest” shall be equal to (0.1(1/N) + 0.5(B/C) + 0.2(D/E) + 0.2(F/()). where:

N = the total number of Members excluding ex officio Members and
State Consumer Advocates (which, for purposcs of Section 15.2 of this
agrcement, shall be calculated as of five o’clock p.m. Eastern Time on the date
PIM declares a Member in default)

B=  the Member's intemal peak demand for the previous calendar
year (which, for Load Serving Entities under the Reliability Assurance
Agreement, shall be that used to calculate Accounted For Obligation as
determined by the Office of the Interconnection pursuant to Schedule 7 of the
Reliability Assurance Agreement averaged over the previous calendar year)

C - the sum of factor B for all Membcrs

D= the Member's generating capability from Generation Capacity
Resources located in the PJM Region as of January | of the current calendar
year. determined by the Office of the Interconnection pursuant to Schedule 9 of
the Reliability Assurance Agrcement. Schedule 9 of the West Reliability
Assurance-Agreement—or-Schedute 9-oftheRehabiity-Assurance-Agreerment
South; respectively

k= the sum of factor D for all Members

F=  the sum of the Member's circuit miles of transmission facilities
multiplied by the respective operating voltage for facilities 100 kV and above as
of January 1 of the current calendar year

G= the sum of factor F for all Members

Issued By: Craig Glazer Effective: Junc 1, 2007
Vice President, Federal Government Policy
Issued On: September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PIM Interconnection, L.1..C, Second Revised Sheet No, 378
Third Revised Rate Schedule FERC No, 24 Superseding First Revised Original Sheet No. 378

(d) The Markets and Reliability Commitiee shall provide advice and
recommendations concerning studies and analyses relating to the overall cfficacy of the PIM
Interchange Energy Market and in carrying out actions as may be initiated as a result thereof,

(e) The Markets and Reliability Committee  shall  provide advice and
recommendations concerning revisions to the Operating Agreement, the Reliability Assurance

| Agrecment, MMWWWMMW—%R&EM&

and the PJM Tariff that pertain to its areas of responsibility.

(N The Markets and Reliability Committee shall make annual and timely
recommendations concerning the gencrating capacity reserve requirement and related demand-side
valuation factors for consideration by the Members Committee, in order to assist the Members
Committee in making recommendations to the PJM Board of Managers.

(g) ‘The Markets and Reliability Committee shall provide direction to the Market
Implementation Committee, which committee shall report to the Markets and Reliability Committee.
The Market Implementation Committee shall provide advice and recommendations to the Markets
and Reliability Committee directed to the advancement and promotion of competitive wholesale
electricity markets in the PJM Region. and perform such other functions as the Markets and
Reliability Committee may direct from time to time.

{h) The Markets and Reliability Committee shall provide direction to the
Operating Committee and Planning Committee, which commitiees shall report to the Markets and
Reliability Committec. The Operating Committee shall advise the Markets and Reliability
Committec and PJIM on matters pertaining to the reliable and secure operation of the PIM Region
and the PJM Interchange Energy Market, as appropriate. and other matters as the Markets and
Reliability Committee may request. The Planning Committee shall advise the Markets and Reliability
Committee and PJM on matters pertaining to system reliability. security, cconomy of service, and
planning strategics and policies and other matters as the Markets and Reliability Committee may
request. The Markets and Reliability Committee shall review technical recommendations and
changes initiated by the Operating Committee and Planning Committees and provide comments as
needed.

(1) The Markets and Reliability Committee shall perform such other functions.
directly or through delegation to a Standing Committee, subcommittee, working group or task force
reporting to the Markets and Reliability Committee, as the Members Committec may direct.

)] The Markets and Reliability Committee shall create subcommittees, working
groups or task forces when needed to assist in carrying out the duties and responsibilitics of the
Markets and Reliability Committee.

8.6.2 |[Reserved.]

Issued By: Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On: September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.L.C. Seventh Revised Sheet No. 41
Third Revised Rate Schedule FERC No. 24 Superseding Fifth Revised Sheet No. 41
iii) Prepare, maintain, update and disscminate the PJM Manuals;

v) Comply with NERC, and Applicable Regional Rcliability
Council operation and planning standards. principles and guidelines:

v) Maintain an appropriately trained workforce, and such
equipment and facilitics, including computer hardware and software and backup
power supplies. as necessary or appropriate to implement or administer this
Agreement:

vi) Direct the operation and coordinate the maintenance of the
facilities of the PJM Region used for both load and reactive supply. so as 1o
maintain reliability of service and obtain the benefits of pooling and interchange
consistent with this Agreement, and the Reliability Assurance Agreement. the
Reliability  Assurance  Agreement- West—eand—the—Rehabiity - -Assuranee
Agreement-South;

vii)  Direct the operation and coordinate the maintenance of the bulk
power supply facilities of the PJM Region with such facilities and systems of
others not party to this Agreement in accordance with agreements between the
.LLC and such other systems to secure reliability and continuity of service and
other advantages of pooling on a regional basis;

viil)  Perform interchange accounting and maintain records pertaining
to the operation of the PJIM Interchange Energy Market and the PJM Region:

ix) Notify the Members of the receipt of any application to become
a Member, and of the action of the Office of the Interconnection on such
application, including but not limited to the completion of integration of a new
Member’s system into the PJM Region. as specified in Section 11.6(1);

X) Calculate the Wecighted Interest and Default Allocation
Assessment of cach Member:

xi) Maintain accurate records of the sectors in which cach Voting
Member is entitled to vote. and calculate the results of any vote taken in the
Members Committee;

xii) Furnish appropriate information and reports as arc required to
keep the Members regularly informed of the outlook for, the functioning of. and
results achieved by the PJM Region;

xiil}  File with FERC on behalf of the Members any amendments to
this Agreement or the Schedules hereto, any new Schedules hereto, and make
any other regulatory filings on behalf of the Members or the L.LLC necessary to
implement this Agreement;

xiv) At the direction of the PIJM Board. submit comments to
regulatory authorities on matters pertinent to the PJM Region:
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xv)  Consult with the standing or other committees established pursuant to
Section 8.6(a) on matters within the responsibility of the committee:

xvi})  Perform operating studies of the bulk power supply facilities of the PIM Region
and make such recommendations and initiate such actions as may be necessary
to maintain reliable operation of the PJM Region:

xvii)  Accept, on behalf of the Members, notices scrved under this Agreement;

xviii) Perform those functions and undertake thosc responsibilitics transferred to it
under the Consolidated Transmission Owners Agreement including (A) direct
the operation of the transmission facilities of the parties to the East Transmission
Owners Agreement (B) direct the operation of the transmission facilities of the
Parties to the West Transmission Owners Agreement, (C) direct the operation of
the transmission facilities of the Parties to the South Transmission Owner
Agreement, (D) administer the PIM Taniff, and (F) administer the Regional
Transmission Expansion Planning Protocol set forth as Schedule 6 to this
Agreement;

xix)  Perform those functions and undertake those responsibilities transferred to it
under the Reliability Assurance Agreecment, as specificd in Schedule 8 of this
Agreement;-thes i sththties 4

XX) Monitor the operation of the PIM Region, ensure that appropriate Emergency
plans are in place and appropriate Emergency drills are conducted, declarc the
existence of an Emergency. and direct the operations of the Members as
necessary to manage, alleviate or end an Emergency;

xxi)  Incorporate the grid reliability requircments applicable to nuclear generating
units in the PJM Region planning and operating principles and practices; and

xxii)  Initiate such legal or regulatory proceedings as directed by the PJM Board to
enforce the obligations of this Agrecment.

11. MEMBERS
11.1  Management Rights.

The Members or any of them shall not take part in the management of the business of, and shall
not transact any business for, the LLC in their capacity as Members, nor shall they have power to sign
for or to bind the LL.C.

11.2  Other Activities.

Except as otherwise expressly provided herein, any Member may engage in or possess any
interest in another business or venture of any nature and description, independently or with others, even
if such activitics compete directly with the business of the LLC, and neither the LLC nor any Member
hereof shall have any rights in or to any such independent ventures or the income or profits derived
therefrom.
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11.3 Member Responsibilities.
11.3.1 General.

To facilitate and provide for the work of the Office of the Interconnection and of the
several committees appointed by the Members Committee, cach Member shall. to the extent applicable:

(a) Maintain adequate records and, subject to the provisions of this Agreement for
the protection of the confidentiality of proprietary or commercially sensitive information, provide data
required for (i) coordination of operations, (ii) accounting for all interchange transactions, (iii)
preparation of required reports. (iv) coordination of planning, including those data required for capacity
accounting under the Reliability Assurance Agrecement tabiityAss ;
Rehability-AssuranceAgreement-Seuth; (V) preparation of maintenance schedules, (vi) analysis of
system disturbances, and (vii) such other purposes. including those set forth in Schedule 2. as will
contribute to the reliable and economic operation of the PJM Region:

(b) Provide such recording, telemetering. revenue quality metering. communication
and control facilities as are required for the coordination of its operations with the Office of the
Interconnection and those of the other Members and to enable the Office of the interconnection to
operate the PJM Region and otherwise implement and administer this Agreement. including equipment
required in normal and Emergency operations and for the recording and analysis of system disturbances;

(c) Provide adequate and properly trained personnel to (i) permit participation in the
coordinated operation of the PJM Region (ii) meet its obligation on a timely basis for supply of records
and data. (iii) serve on committees and participate in their investigations, and (iv) share in the
representation of the Interconnection in inter-regional and national reliability activities. Minimum
training for Members that operate Market Operations Centers and local control centers shall include
compliance with the applicable training standards and requirements in PJM Manual 01, Control Center
Requirements, including the PIM System Operator Training Requirements in Attachment C;

(d) Share in the costs of committee activitics and investigations (including costs of
consultants, computer time and other appropriate items), communication facilities used by all the
Members (in addition to those provided in the Office of the Interconnection), and such other expenses as
arc approved for payment by the PIM Board. such costs to be recovered as provided in Schedule 3;

(c) Comply with the requirements of the PJM Manuals and all dircctives of the
Office of the Interconnection to take any action for the purpose of managing, alleviating or ending an
Emergency, and authorize the Office of the Interconnection to direct the transfer or interruption of the
delivery of energy on their behalf to meet an Emergency and to implement agreements with other
Control Areas interconnected with the PJM Region for the mutual provision of service to meet an
Emergency. and be subject to the emergency procedure charges specified in Schedule 9 of this
Agreement for any failure to follow the Emergency instructions of the Office of the Interconnection. In
addressing any Emergency, the Office of the Interconnection shall comply with the terms of any rescrve
sharing agrecments in effect for any part of the PJM Region.

11.3.2 Facilities Planning and Operation.

Consistent with and subject to the requirements of this Agreement, the PJM
Tariff. the governing agreements of the Applicable Regional Reliability Councils, the Reliability
Assurance Agreement,the-ReliabilityAssurance-Agreement-Westthe-Reliability-Assuranee
Agreement-South; the Consolidated Transmission Owners Agreement. and the PIM Manuals, each
Member shall
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cooperate with the other Members in the coordinated planning and operation of the facilitics of its
System within the PJM Region so as 10 obtain the greatest practicable degree of reliability, compatible
cconomy and other advantages from such coordinated planning and operation. In furthcrance of such
cooperation cach Member shall, as applicable:

(a) Consult with the other Members and the Office of the Interconnection, and
coordinate the installation of its clectric generation and Transmission Facilities with those of such other
Members so as to maintain reliable service in the PJIM Region;

(b Coordinate with the other Members, the Office of the Interconnection and with
others in the planning and operation of the regional facilities to sccure a high level of reliability and
continuity of service and other advantages;

() Cooperate with the other Members and the Office of the Interconnection in the
implementation of all policies and procedures cstablished pursuant to this Agreement for dealing with
Emergencics. including but not limited 1o policies and procedures for maintaining or arranging for a

[ portion of a Member’s Generation Capacity Resources. at least equal to the applicable levels established
from time to time by the Office of the Interconnection, to have the ability to go from a shutdown
condition to an operating condition and start delivering power without assistance from the power system;

(d) Cooperate with the members of the Applicable Regional Reliability Councils to
augment the reliability of the bulk power supply facilities of the region and comply with Applicable
Regional Reliability Councils and NERC operating and planning standards, principles and guidelines
and the PJM Manuals implementing such standards, principles and guidelines;

(e) Obtain or arrange for transmission service as appropriate 10 carry out this
Agreement,

(H Cooperate with the Office ot the Interconnection’s coordination of the operating
and maintenance schedules of the Member's generating and Transmission Facilities with the facilities of
other Members to maintain reliable service to its own customers and those of the other Members and to
obtain economic efticiencies consistent therewith;

(g Cooperate with the other Members and the Office of the Interconnection in the
analysis, formulation and implementation of plans to prevent or ¢liminate conditions that impair the
reliability of the PJM Region; and

(h) Adopt and apply standards adopted pursuant to this Agreement and conforming
to NERC, and Applicable Regional Reliability Council standards. principles and guidelincs and the PIM
Manuals, for system design, equipment ratings, operating practices and maintenance practices.

11.3.3 Electric Distributors.

in addition to any of the foregoing responsibilities that may be applicable, each Member
that is an Electric Distributor, whether or not that Member votes in the Members Committee in the
Electric Distributor sector or meets the cligibility requirements for any other sector of the Members
Committee, shall:
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(a) Accept, comply with or be compatible with all standards applicable within the
PJM Region with respect to system design, equipment ratings. operating practices and maintcnance
practices as set forth in the PIM Manuals, or be subject to an interconnected Member's requirements
relating to the foregoing. so that sufficient electrical equipment. control capability. information and
communication are available to the Office of the Interconnection for planning and operation of the PJM
Region;

(b) Assure the continued compatibility of its local system energy management
system monitoring and tclecommunications systems to satisfy the technical requircments of interacting
automatically or manually with the Office of the Interconnection as it directs the operation of the PJM
Region:

(©) Maintain or arrange for a portion of its connected load to be subject to control
by automatic underfrequency, under-voltage. or other load-shedding devices at least equal to the lcvels
’ established pursuant to the Reliability Assurance Agrecment—Reliability AssuraneeAgreement-West:

and-Reliability Assurance-Agreement-South—as-apphcable. or be subject to another Member’s contro
for these purposes;,

(d) Provide or amange for sufficient reactive capability and voltage control facilities

1o conform to Good Utility Practice and (i) to meet the reactive requircments of its system and customers

and (ii) 10 maintain adequate voltage levels and the stability required by the bulk power supply facilities
of the PJM Region;

‘ (e) Shed connected load, share Generation Capacity Resources, initiate aetivetoad

menagement [nterruptible 1.0ad for Reliability programs, and take such other coordination actions as
may be nccessary in accordance with the directions of the Office of the Interconnection in Emergencies;

| () Maintain or arrange for a portion of its Generation Capacity Resources at least
equal to the level established pursuant to the Reliability Assurance Agreement to have the ability to go
from a shutdown condition to an operating condition and start delivering power without assistance from
the power system;

(g) Provide or arrange through another Member for the services of a 24-hour local
control center to coordinate with the Office of the Interconnection, each such control center to be
furnished with appropriate telemetry equipment as specified in the PIM Manuals. and to be staffed by
system operators traincd and delegated sufficient authority to take any action necessary to assure that the
system for which the operator is responsible is operated in a stable and reliable manner. In addition to
meeting any training standards and requirements specified in this Agreement, local control center staff
shall be required to meet applicabie training standards and requirements in PJM Manual 01, Control
Center Requirements, including the PIM System Operator Training Requirements in Attachment C;

(h) Provide to the Office of the Interconnection all System, accounting, customer
tracking, load forecasting (including all load to be served from its System) and other data necessary or
appropriate to implement or administer this Agreement. and the Reliability Assurance Agreement:—the
Raliohilits raRca A S RReR Lo Raliahili A q a- A oreainen ;and

- RACHtHY Bt HARROP RO B Gyt

A =
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) Comply with the underfrequency relay obligations and charges specified in
Schedule 7 of this Agreement.
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11.3.4 Reports to the Office of the Interconnection.

Each Member shall report as promptly as possible to the Office of the Interconnection
any changes in its operating practices and procedures relating to the reliability of the bulk power supply
facilities of the PJM Region. The Office of the Interconnection shall review such reports, and if any
change in an operating practice or procedure of the Member is not in accord with the cstablished
operating principles. practices and procedures for the PIM Region and such change adversely affects
such region and regional reliability, it shall so inform such Member. and the other Members through
their representative on the Operating Committee, and shall direct that such change be modified to
conform to the established operating principles. practices and procedures.

11.4  Regional Transmission Expansion Planning Protocol.

The Members shall participate in regional transmission expansion planning in accordance with
the Regional Transmission Expansion Planning Protocol set forth in Schedule 6 to this Agreement.

11.5 Member Right to Petition.

(a) Nothing herein shall deprive any Membcr of the right to petition FERC to modify any
provision of this Agreement or any Schedule or practice hereunder that the petitioning Member belicves
to be unjust, unreasonable, or unduly discriminatory under section 206 of the Federal Power Act, subject
to the right of any other Member (a) to oppose said proposal. or (b) to withdraw from the 1LI.C pursuant
to Section 4.1,

(b) Nothing herein shall be construed as affecting in any way the right of the Members.
acting pursuant to a vote of the Members Committee as specified in Section 8.4, unilaterally to make an
application to FERC for a change in any rate. charge, classification, tarift or service. or any rule or
regulation related thereto, under section 205 of the Federal Power Act and pursuant to the rules and
regulations promulgated by FERC thereunder, subject to the right of any Member that voted against
such change in any rate, charge, classification. tariff or service, or any rule or regulation related thereto,
in intervenc in opposition o any such application.

11.6 Membership Requirements.
(a) To qualify as a Member, an entity shall:
i) Be a Transmission Owner a Generation Owner, an Other Supplier, an
Electric Distributor. or an End-Usc Customer; and
i) Accept the obligations set forth in this Agreement.
(b Certain Members that are Load Serving Entities are partics to the Reliability Assurance

‘ Agreement, Rehability Assameﬁ&greemem—WeslreFReﬁabih&y—AssumaeeﬁgmmehH%&h. Upon

becoming a Member, any entity that is a [.oad Serving Entity in the MAACPIM Centrol Region Fone
and that wishes to become a Market Buyer shall also simultaneously exccute the Reliability Assurance
| Agreement.--Any-entity that is 8
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load Serving bntity in the PIM West Region and that wishes to become a Market Buyer shall also
snmukaneouslw eheg—uie the Rehabilnv As-,uﬁmee r\meemem West —Anmv—entity-thet-a-Load-Serving

Murket-Buvershall-alsosimultaneously

() An entity that wishes to become a party to this Agreement shall apply. in writing. to the

President setting forth its request, its qualifications for membership. its agreement to supply data as

specified in this Agreement, its agreement to pay all costs and expenses in accordance with Schedule 3,

and providing all information specified pursuant to the Schedules to this Agreement for entities that wish

to become Market Participants. Any such application that meets all applicable requirements shall be
approved by the President within sixty (60) days.

(d) Nothing in this Section 11 is intended to remove, in any respect. the choice of
participation by other utility companies or organizations in the operation of the PJM Region through
inclusion in the System of a Member.

(¢) An entity whose application is accepted by the President pursuant to Scction
1 1.6(c) shall executc a supplement to this Agreement in substantially the form prescribed in Schedule 4.
which supplement shall be countersigned by the President. The entity shall become a Member effective
on the date the supplement is countersigned by the President.

(f) Entities whose applications contemplate expansion or rearrangement of the PJM Region
may become Members promptly as described in Sections 11.6(c) and 11.6(¢) above, but the integration
of the applicant’s system into all of the operation and accounting provisions of this Agreement and the
Reliability Assurance Agreement.-or-as-applicable. theReliability Assurance-Agreement-West-or-the
ReliabilityAssurance Agreement-Seuth shall occur only after completion of all required installations

and modifications of metering, communications. computer programming. and other necessary and
appropriate facilities and pracedures, as determined by the Office of the Interconnection. The Office of
the Interconnection shall notify the other Members when such integration has occurred.

(g) Entities that become Members will be listed in Schedule 12 of this Agreement.

(h) In accordance with the MAAC Agreement, a Member serving load in the MAAC
Control Zone shall be a member of MAAC and any other Member may be a member of MAAC.

12. TRANSFERS OF MEMBERSHIP INTEREST

The rights and obligations created by this Agreement shall inure to and bind the successors and
assigns of such Member; provided, however, that the rights and obligations of any Member hereunder
shall not be assigned without the approval of the Members Committee cxcept as to a successor in
operation of a Member’s electric operating properties by reason of a merger, consolidation.
reorganization, sale, spin-off, or foreclosure, as a result of which substantially all such electric operating
properties are acquired by such a successor, and such successor becomes a Member.

13. INTERCHANGE
13.1 Interchange Arrangements with Non-Members.

Any Member may enter into interchange arrangements with others that are not Members with
respect to the delivery or receipt of capacity and cnergy to fulfill its obligations hereunder or for any
other purpose. subject to the standards and requirements established in or pursuant to this Agreement.
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1.3.13  Maximum Generation Emergency.

“Maximum Generation Emergency” shall mean an Emergency declared by the Office of
the Interconnection in which the Office of the Interconnection anticipates requesting one or more

Generation Capacity Resources er-Available-Gapaeity-Resourees 10 operate at its maximum net or gross

electrical power output. subject to the equipment stress limits for such Generation Capacity Resource, in
order to manage, alleviate, or end the Emergency.

1.3.14  Minimum Generation Emergency.

“Minimum Generation Emergency” shall mean an Emergency declared by the Office of
the Interconnection in which the Office of the Interconnection anticipates requesting one or more
generating resources to operate at or below Normal Minimum Generation, in order to manage. alleviate.
or end the Emergency.

1.3.14A NERC Interchange Distribution Calculator.

“NERC Interchange Distribution Calculator” shall mean the NERC mechanism that is in
effect and being used to calculate the distribution of energy. over specific transmission interfaces, from
encrgy transactions.

1.3.15  Network Resource.

“Network Resource”™ shall have the meaning specified in the PJM Tariff.

1.3.16  Network Service User.

“Network Service User™ shall mean an entity using Network Transmission Service.
1.3.17  Network Transmission Service.

“Network Transmission Service™ shall mean transmission service provided pursuant to
the rates. terms and conditions set forth in Part 111 of the PIM Tariff, or transmission service comparable
to such service that is provided to a Load Serving Lntity that is also a Transmission Owner.

1.3.18 Normal Maximum Generation.

“Normal Maximum Generation” shall mean the highest output level of a gencrating
resource under normal operating conditions.

1.3.19  Normal Minimum Generation.

“Normal Minimum Generation™ shall mean the lowest output level of a gencrating
resource under normal operating conditions.

1.3.20 Offer Data.

“Qffer Data” shall mean the scheduling. operations planning. dispatch, new resource,
and other data and information necessary to schedule and dispatch generation resources and Demand
Resource(s)
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(b) An applicant that is a l.oad Serving Entity or that will purchase on behalf of or
for ultimate delivery to a Load Serving Entity shall establish to the satisfaction of the Office of the
Interconnection that the end-users that will be served through cnergy and related services purchased in
the PJM Interchange l-ncr;,y Market, are located electrically within the PJM Region, or will be brought
within the PJM Region prior to any purchases from the PJM Interchange Encrgy Market. Such
applicant shall further demonstrate that:

1) The Load Serving Entity for the end users is obligated to meet the
requirements of the Reliability Assurance Apreement:. Reliahility
Assurance Agreement-West—eor—Rehabiity—Assuranee —Agreement
South-as apphicable. and

ii) The 1.0ad Serving Entity for the end users has arrangements in place for
Network Transmission Service or Point-To-Point Transmission Service
for all PJM Interchange Energy Market purchases.

(c) An applicant that is not a Load Serving Cntity or purchasing on behalf of or for
ultimate delivery to a 1.oad Serving Entity shall demonstrate that:

i) The applicant has obtained or will obtain Network Transmission Service
or Point-to-Point Transmission Service for all PJM Interchange
Energy Market purchases; and

i) The applicant’s PJM Interchange LCnergy Market purchases will
ultimately be delivered to a load in another Control Area that is
recognized by NERC and that complies with NERC's standards for
operating and planning reliable bulk electric systems.

{d) An applicant shall not be required to obtain transmission service for purchases
from the PJM Interchange Encrgy Market to cover quantity deviations from its sales in the Day-ahead
Energy Market.

(e) All applicants shall demonstrate that:

)] The applicant is capable of complying with all applicable metering, data
storage and transmission, and other reliability, operation, planning and
accounting standards and requirecments for the opceration of the PIM
Region and the PJM Interchange Encrgy Market;

i) The applicant meets the creditworthiness standards established by the
Office of the Interconnection. or has provided a letter of credit or other
form of security acceptable to the Office of the Interconnection; and

iii) The applicant has paid all applicable fees and rcimbursed the Office of
the Interconnection for all unusual or extraordinary costs of processing
and evaluating its application to become a Market Buyer, and has
agreed in its application to subject any disputes arising from its
application to the PIM Dispute Resolution Procedures.

(N The applicant shall become a Market Buyer upon a final favorable
determination on its application by the Office of the Interconnection as specified below, and execution
by the applicant of counterparts of this Agreement.
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1.4.2 Submission of Information.

The applicant shall furnish all information reasonably requested by the Office of the
Interconnection in order to determine the applicant’s qualification to be a Market Buyer. The Office of
the Interconnection may waive the submission of information relating to any of the forcgoing criteria. to
the extent the information in the Office of the Interconnection’s possession is sufficient to evaluate the
application against such criteria.

1.4.3 Fees and Costs.

The Office of the Interconnection shall require all applicants to become a Market Buyer
to pay a uniform application fee, initially in the amount of $1,500, to defray the ordinary costs of
processing such applications. The application fee shall be revised from time to time as the Office of the
Interconnection shall determine to be necessary to recover its ordinary costs of proccssmgc dpphcallons
Any unusual or cxtraordinary costs incurred by the Office of the Interconnection in processing an
application shall be reimbursed by the applicant.

1.4.4  Office of the Interconnection Determination.

Upon submission of the information specified above, and such other information as shall
reasonably be requested by the Office of the Interconnection. the Office of the Interconnection shall
undertake an evaluation and |nvest|gat|0n to determine whether the applicant meets the criteria specified
above. As soon as practicable. but in any event not later than 60 days afier submission of the foregoing
information, or such later datc as may be necchar} to sausf\ the rcqun'cmems of thc Reliability
Assurance Agreement.—Rehab A af Pg : ASSua Freem
Seuth: the Office of the lntemonncctlon 5ha|l nouf\ thc applmant and the mcmbcrs of the Members
Committee of its determination, along with a written summary of the basis for the determination. The
Office of the Interconnection shall respond promptly to any reasonable and timely request by a Member
for additional information regarding the basis for the Office of the Interconnection’s determination. and
shall take such action as it shall deem appropriate in response to any request for reconsideration or other
action submitted to the Office of the Interconnection not later than 30 days from the initial notification to
the Members Committee.

1.4.5 Existing Participants.

Any entity that was qualified to participate as a Market Buyer in the PJM Interchange
Energy Market under the Operating Agreement of PJM Interconnection L.L.C. in effect immediately
prior to the Effective Date shall continue to be qualified to participate as a Market Buyer in the PIM
Interchange Fnergy Market under this Agreement.

1.4.6 Withdrawal.

(a) An Internal Market Buyer that is a Load Serving Entity may withdraw from this
Agreement by giving written notice to the Office of the Interconnection specifying an cffective date of
withdrawal not earlier than the effective date of (i) its withdrawal from the Reliability Assurance

Agreement, Reliability Assurance Agreerent-West: or-Reliability-Assuarance-Agreement-Seuth; or (ii)

the assumption of its obligations under the Reliability Assurance Agreement—Rehability Assurance

Agreement-West-or Reliability- Assurence-Agreement-South by an agent that is a Market Buyer.
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1.6 Office of the Interconnection.
1.6.1 Operation of the PJM Interchange FEnergy Market.

The Office of the Interconnection shall operate the PIM Interchange Encrgy Market in
accordance with this Agreement.

1.6.2  Scope of Services.

The Office of the Interconnection shall, on behalf of the Market Participants. perform
the services pertaining to the PIM Interchange Energy Market specified in this Agreement. including but
not limited to the following:

i) Administer the PJM Interchange Energy Market as part of the PJM Region,
including scheduling and dispatching of generation resources, accounting for
transactions, rendering bills to the Market Participants, receiving payments from
and disbursing payments to the Market Participants, maintaining appropriatc
records. and monitoring the compliance of Market Participants with the
provisions of this Agreement. all in accordance with applicable provisions of the
Office of the Interconnection Agreement. and the Schedules to this Agrecment;

i) Review and evaluate the qualification of entitics to be Market Buyers. Market
Sellers. or Economic Load Response Participants under applicable provisions of
this Agreement;

iii) Coordinate, in accordance with applicable provisions of this Agreement. the

Reliability Assurance Agreement, the-Reliabiity-Assurance-Agreement-West,
the Reliability Assurance Agreement-Seuth;-and the Consolidated Transmission

Owners Agreement, maintenance schedules for generation and transmission
resources operated as part of the PJM Region;

v} Provide or coordinate the provision of ancillary services necessary for the
operation of the PJM Region or the PJM Interchange Energy Market:

v) Determinc and declare that an Emergency is expected to exist, exists, or has
ccased to exist. in all or any part of the PJM Region. or in another directly or
indirectly interconnected Control Area and serve as a primary point of contact
for interested state or federal agencies;

vi) Enter into (a) agreements for the transfer of energy in conditions constituting an
Emergency in the PJIM Region or in an interconnected Control Area, and the
mutual provision of other support in such Emergency conditions with other
interconnected Control Areas, and (b) purchases of Emergency energy offered
by Members from resources that are not Capacity Resources in conditions
constituting an Emergency in the PJM Region:

Issued By: Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On: September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PIM Interconnection. L.1..C.. Fifth Revised Sheet No. 80
Third Revised Rate Schedule FERC No. 24 Superseding Third Revised Sheet No. 80

1.7.9 Delivery to an External Market Buyer.

A purchase of Spot Market Energy by an External Market Buyer shall be delivered to a
bus or buses at the electrical boundaries of the PJM Region specified by the Office of the
Interconnection. or to load in such area that is not served by Network Transmission Service, using
Point-to-Point Transmission Service paid for by the External Market Buyer. Further delivery of such
encrgy shall be the responsibility of the External Market Buyer.

1.7.10 Other Transactions.

(a) Market Participants may enter into bilateral contracts for the purchase or sale of

electric energy to or from cach other or any other entity. subject to the obligations of Market Participants

i to make Generation Capacity Resources available for dispatch by the Office of the Interconnection.

Bilateral arrangements that contemplate the physical transfer of energy to or from a Market Participant

shall be reported 10 and coordinated with the Office of the Interconnection in accordance with this
Schedule.

(b) Market Participants shall have Spot Market Backup with respect to all bilateral
transactions that are not dynamically scheduled pursuant to Scction 1.12 and that are curtailed or
interrupted for any reason (except for curtailments or interruptions through active load management for
load located within the PJM Region).

{(c) To the extent the Office of the Interconnection dispatches a Generating Market
Buyer's generation resources. such Generating Market Buyer may clect to net the output of such
resources against its hourly Equivalent Load. Such a Generating Market Buyer shall be deemed a buyer
from the PJM Interchange Energy Market 1o the extent of its PJM Interchange Imports, and shall be
deemed a scller to the PIM Interchange Energy Market to the extent of its PJM Interchange Exports.

(d) A Market Seller may self-supply Station Power for its generation facility in
accordance with the following provisions:

(1) A Market Seller may self-supply Station Power for its gencration
facility during any month (1} when the net output of such facility is
positive, or (2) when the net output of such facility is negative and the
Market Seller during the same month has available at other of its
generation facilitics positive net output in an amount at least sufficient
to offset fully such negative net output. For purposes of this subsection
(d), “net output” of a generation facility during any month means the
facility’s gross energy output, less the Station Power requirements of
such facility, during that month. The determination of a gencration
facility’s or a Market Seller’s monthly net output under this subsection
(d) will apply only to determine whether the Market Seller self-supplied
Station Power during the month and will not affect the price of energy
sold or consumed by the Market Seller at any bus during any hour
during the month. For
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(b The Office of the Interconnection shall obtain and maintain for cach

Synchronized Reserve Zone an amount of Synchronized Reserve equal to the Synchronized Reserve
objective for such Synchronized Reserve Zone, as specified in the PJM Manuals.

(c) The Synchronized Reserve capability of a generation resource and Demand
Resource shall be the increase in energy output or load reduction achicvable by the generation
resource and [Demand Resource within a continuous 10-minute period.

(d) A gencration unit capable of automatic energy dispatch that also is providing
Synchronized Reserve shall have its energy dispatch range reduced by the amount of the
Synchronized Reserve provided. The amount of Synchronized Reserve provided by a generation unit
shall serve to redefine the Normal Maximum Generation ¢ncrgy limit of that generation unit in that
the amount of Synchronized Reserve provided shall be subtracted from its Normal Maximum
Generation energy limit.

1.7.20 Communication and Operating Requirements.

(a) Market Participants. Fach Market Participant shall have, or shall arrange to
have, its transactions in the PJM Interchange Fncrgy Market subject to control by a Market Operations
Center, with staffing and communications systems capable of real-time communication with the Office
of the Interconnection during normal and Lmergency conditions and of control of the Market
Participant’s relevant load or facilitics sufficient to meet the requirements of the Market Participant’s
transactions with the PJM Interchange FEnergy Market, including but not limited to the following
requirements as applicable.

(b) Market Scllers selling from generation resources and/or Demand Resources
within the PJM Region shall: report to the Office of the Interconnection sources of energy and Demand
Resources available for operation; supply to the Office of the Interconnection alt applicable Offer Data:
report to the Office of the Interconnection generation resources and Demand Resources that are
self-scheduled; with respect to gencration resources, report to the Office of the Interconnection bilateral
sales transactions to buyers not within the PIM Region: confirm to the Office of the Interconnection
bilateral sales to Market Buyers within the PJM Region; respond to the Office of the Interconnection’s
directives to start, shutdown or change output levels of gencration units, or change scheduled voltages or
reactive output levels of generation units, or reduce load from Demand Resources: continuously
maintain all Offer Data concurrent with on-line operating information; and ensure that. where so
cquipped, generating cquipment and Demand Resources are operated with control equipment
functioning as specified in the PJM Manuals.

(c) Market Scilers selling from generation resources outside the PJM Region shall:
provide to the Office of the Interconnection all applicable Offer Data, including offers specifying
amounts of energy available, hours of availability and prices of energy and other scrvices; respond to
Office of the Interconnection directives to schedule delivery or change delivery schedules; and
communicate delivery schedules to the Market Seller’s Control Area.

(d) Market Participants that are Load Scrving Entities or purchasing on behalf of

Ioad Serving Entities shall: respond to Office of the Interconnection directives for load management

| steps; report to the Office of the Interconnection Generation Capacity Resources to satisfy capacity

obligations that are available for pool operation; report to the Office of the Interconnection all bilateral

purchase transactions; respond to other Office of the Interconnection directives such as those required
during Emergency operation.
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adequately resolved. or discloses a need for changes in standards or policies cstablished in or pursuant to
the Operating Agreement, any of the foregoing parties may make a written request for review of the
matter by the Members Committee, and shall include with the request the forwarding party’s
recommendation and such data or information (subject to confidentiality or other non-disclosure
requirements) as would enable the Members Committee to assess the matter and the recommendation.
The Members Committee shall take such action on the recommendation as it shall deem appropriate.

(d) Subject to the right of a Market Participant to obtain correction of accounting or
billing errors. the L.L.C or a Market Participant shall not be entitied to actual. compensatory,
consequential or punitive damages, opportunity costs. or other form of reimbursement from the LLC or
any other Market Participant for any loss. liability or claim, including any claim for lost profits. incurred
as a result of a mistake. error or other fault by the Office of the Interconnection in the selection,
scheduling or dispatch of resources.

1.9 Prescheduling.

The following procedures and principles shall govern the prescheduling activities necessary to
plan for the reliable operation of the PJM Region and for the efficient operation of the PIM Interchange
Fnergy Market.

1.9.1 Outage Scheduling.

The Office of the Interconnection shall be responsible for coordinating and approving
requests for outages of generation and transmission facilitics as necessary for the reliable operation of
the PJM Region, in accordance with the PJM Manuals. The Office of the Interconnection shall maintain
records of outages and outage requests of these facilities.

1.9.2  Planned Outages.

{a) A Generator Planned Outage shall be included in Generator Planned Qutage
schedules established prior to the scheduled start date for the outage, in accordance with standards and
procedures specified in the PJM Manuals.

(b) The Office of the Interconnection shall conduct Generator Planned Quiage
scheduling for Generation Capacity Resources in accordance with the Reliabtlity Assurance Agreement.
the Rehabihty Assurance Apreement- Weq—ehe-keheb&ny—Awmnee—A«gfeemem—Seu&h and the PIM
Manuals and in consultation with the Members owning or controlling the output of Capaeity—such
Rresources. A Market Participant shall not be expected to submit offers for the sale of energy or other
services, or to satisfy delivery obligations, from all or part of a generation resource undergoing an
approved Generator Planned Outage. If the Office of the Interconnection determines that approval of a
Generator Planned Outage would significantly affect the reliable operauon of the PJM Region, the
Office of the Interconnection may withhald approval or withdraw a prior approval. Approval for a

| Generator Planned Outage of a Generation Capacity Resource shall be withheld or withdrawn only as
necessary to ensure the adequacy of reserves or the reliability of the PJM Region in connection with
anticipated implementation or avoidance of Emergency procedures. If the Office of the Interconnection
withholds or withdraws approval, it shall coordinate with the Market Participant owning or controlling
the resource to reschedule the
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| Generator Planned Outage of the Generation Capacity Resource at the carlicst practical time. The Office
of the Interconnection shall if possible propose alternative schedules with the intent of minimizing the
economic impact on the Market Participant of a Generator Planned Outage.

{c) The Oflice of the Interconnection shall conduct Transmission Planned Outage
scheduling in accordance with procedures specified in, the Consolidated Transmission Owners
Agreement, and the PJM Manuals, and in accordance with the following procedures:

(i Transmission Owners shall submit Transmission Planned Outage
schedules one year in advance for all outages that are expected to
exceed five working days duration or that are anticipated to result in
significant system impacts, with rcgular (at lcast monthly) updates as
new information becomes available.

(ii) Transmission Owners shall submit notice of all Transmission Planned
Outages to the Office of the Interconnection by the first day of the
month preceding the month the outage will commence. with updates as
new information becomes available.

(iii) I notice of a Transmission Planned Qutage is not provided by the first
day of the month preceding the month the outage will commence, and if
such outage is determined by the Office of the Interconnection to have
the potential to cause transmission system congestion, then the Office of
the Interconnection may require the Transmission Owner 1o implement
an alternative outage schedule to reduce or avoid the congestion. The
Office of the Interconnection shall perform this analysis and notify the
Transmission Owner in a timely manner if it will require rescheduling
of the outage.

{iv) The Oftice of the Interconnection shall post notice of Transmission
Planned Outages on OASIS upon receipt of such notice from the
Transmission Owner: provided. however, that the Office of the
Interconnection shall not post on OASIS notice of any component of a
Transmission Planned QOutage to the extent such component shall
directly reveal a generator outage. In such cases, the Transmission
Owner, in addition to providing notice to the Office of Interconnection
as required above, concurrently shall inform the affected Generation
Owner of such outage. limiting such communication to that necessary to
describe the outage and to coordinate with the Generation Owner on
matters of safety to persons, facilities, and equipment. The
Transmission Owner shall not notify any other Market Participant of
such outage and shall arrange any other necessary coordination through
the Office of the Interconnection.

In addition, if the Office of the Interconnection determines that transmission maintenance
schedules proposed by one or more Members would significantly affect the efficient and reliable
operation of the PJM Region, the Office of the Interconnection may establish altemative schedules, but
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such alternative shall minimize the economic impact on the Member or Members whose maintenance
schedules the Office of the [nterconnection proposes to modify.

(d) The Office of the Interconnection shall coordinate resolution of outage or other
planning conflicts that may give rise to unreliable system conditions. The Members shall comply with all
maintenance schedules established by the Office of the Interconnection.

1.9.3 Generator Maintenance Outages.

A Market Participant may rcquest approval for a Generator Maintenance Outage of any
| Generation Capacity Resource from the Office of the Interconnection in accordance with the timetable
and other procedures specified in the PJIM Manuals. The Office of the Interconnection shall approve
| requests for Generator Maintenance Outages for such a Generation Capacity Resource unless the outage
would threaten the adequacy of reserves in, or the reliability of. the PIM Region. A Market Participant
shall not be expected to submit offers for the sale of energy or other services, or to satisty delivery
obligations. from a generation resource undergoing an approved full or partial Generator Maintcnance
Outage.

1.94 Forced Outages.

(a) Each Market Seller that owns or controls a pool-scheduled resource, or a

Generation Capacity Resource whether or not pool-scheduled, shall: (i) advise the Office of the
Interconnection of a Generator Forced Qutage suffered or anticipated to be suffered by any such
resource as promptly as possible: (ii) provide the Office of the Interconnection with the expected date
and time that the resource will be made available; and (iii) make a record of the events and
circumstances giving rise to the Generator Forced Outage. A Market Seller shall not be expected to
submit offers for the sale of energy or other services. or satisfy delivery obligations. from a generation

| resource undergoing a Generator Forced Qutage. A Generation Capacity Resource that does not deliver
all or part of its scheduled encrgy shall be deemed to have experienced a Generator Forced Outage with
respect to such undelivered energy, in accordance with standards and procedures for full and partial
Generator Forced Qutages specified in the Reliability Assurance Agreement,the-Rehabihity-Assuranee

Agreement-West-the Reliability-Assuranee-Agreement-Seuth; and the PJM Manuals.

(b) The Office of the Interconnection shall receive notification of Forced
Transmission Qutages. and information on the return to service. of Transmission Facilities in the PIM
Region in accordance with standards and procedures specified in. as applicable, the Consolidated
Transmission Owners Agreement and the PJM Manuals.

1.9.4A Transmission Qutage Acceleration.

(a) Planned Transmission Outages and Forced Transmission Outages
otherwise scheduled pursuant to sections 1.9.2 and 1.9.4 respectively of this Schedule may be
accelerated or rescheduled at the request of a Generation Owner or other Market Participant in
accordance with the terms and conditions of this section 1.9.4A and the PJM Manuals.
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shall provide detailed data justifying such transmission facility ratings when directed by the Office of
the Interconnection.

(b) In addition to the seasonal verification of all ratings. cach Transmission
Owner shall submit to the Operations Planning Department (or successor Department) of the Office
of the Interconnection updates to its transmission facility ratings as soon as such Transmission
Owner is aware of any changes. Such Transmission Owner shall provide the Office of the
Intcrconnection with detailed data justifying all such transmission facility ratings changes.

(c) All Transmission Owners shall submit to the Operations Planning Department
(or successor Department) of the Office of the Interconnection formal documentation of any
procedure for changing facility ratings under specific conditions. including: the detailed conditions
under which such procedures will apply, detailed explanations of such procedures, and detailed
calculations justifying such pre-established changes to facility ratings. Such procedures must be
updated twice each year consistent with the provisions of this Section.

1.9.9 Office of the Interconnection Responsibilities.

(a) ‘The Office of the Interconnection shall perform scasonal operating studics to
assess the forecasted adequacy of generating reserves and of the transmission system. in accordance with
the procedures specified in the PJIM Manuals.

(b) The Office of the Interconnection shall maintain and update tables setting forth
Operating Reserve and other reserve objectives as specified in the PJM Manuals and as consistent with
the Reliability Assurance Agreement—Reltability Assurance Agreement-West-and-Rehabiitv-Assurance

(c) The Office of the Interconnection shall receive and process requests for finm and
non-firm transmission service in accordance with procedures specified in the PIM TarifT.

(d) The Office of the Intercennection shall maintain such data and information
relating to generation and transmission facilities in the PJM Region as may be necessary or appropriate
1o conduct the scheduling and dispatch of the PJM Interchange Lnergy Market and PIM Region.

{e) The Oftice of the Interconnection shall maintain an historical database of all
transmission facility ratings. and shall review. and may modify or reject, any submitted change or
any submitted procedurc for pre-cstablished transmission facility rating changes.  Any dispute
between a Transmission Owner and the Office of the Interconnection concerning transmission
facility ratings shall be resolved in accordance with the dispute resolution procedures in schedule S to
the Operating Agreement; provided, however, that the rating level determined by the Office of the
Interconnection shali govern and be effective during the pendency of any such dispute.

1)) The Office of the Interconnection shall coordinate with other interconnected
Control Area as necessary to manage, alleviate or end an Emergency.

1.10  Scheduling.
1.10.1 General.

(a) The Office of the Interconnection shall administer scheduling processes to
implement a Day-ahead Energy Market and a Real-time Energy market.
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cach such sclf-scheduled resource will disconneet or reduce output, or confimation of the Market
Buyer's intent not to reduce output.

(c) All Market Participants shall submit to the Office of the Interconnection
schedules for any bilateral transactions involving use of gencration or Transmission Facilitics as
specified below. and shall inform the Office of the Interconnection whether the transaction is to be
included in the Day-ahead Energy Market. Any Market Participant that elects to include a bilateral
transaction in the Day-ahead Fnergy Market may specify the price (such price not to exceed the
maximum price that may be specified in the PJM Manuals), if any. at which it will be wholly or partially
curtailed rather than pay Transmission Congestion Charges. The foregoing price specification shall
apply to the price difference between the specificd bilateral transaction source and sink points in the day-
ahead scheduling process only. Any Market Participant that elects not to include its bilatcral transaction
in the Day-ahcad Encrgy Market shall inform the Office of the Interconnection if the parties to the
transaction are not willing to incur Transmission Congestion Charges in the Real-time Energy Market in
order to complete any such scheduled bilateral transaction. Scheduling of bilateral transactions shall be
conducted in accordance with the specifications in the PIM Manuals and the following requirements:

i) Internal Market Buvers shall submit schedules for all bilateral purchases
for delivery within the PIM Region, whether from generation resources
inside or outside the PJIM Region;

i) Market Sellers shall submit schedules for bilateral sales to entities
outside the PJM Region from generation within the PJM Region that is
not dvnamically scheduled to such entities pursuant to Section 1.12: and

i) In addition to the foregoing schedules for bilateral transactions, Market
Participants shall submit confirmations of cach scheduled bilateral
transaction from each other party to the transaction in addition to the
party submitting the schedule, or the adjacent Control Area.

(d) Market Sellers wishing to sell into the Day-ahead Energy Market shall submit
offers for the supply of encrgy (including cnergy from hydropower units). demand reductions,
Regulation. Operating Reserves or other services for the following Operating Day. Offers shall be
submitted to the Office of the Interconnection in the form specified by the Office of the Interconnection
and shall contain the information specified in the Office of the Interconnection’s Offer Data
specification, as applicable. Market Scllers owning or controlling the output of a Generation Capacity

Resource that was committed in an FRR Capacity Plan, self-supplied or offered and hasnotcleared in a

Base Residual Auction or Incremental Auction as specified in Attachment DD of the PIM Tariff, and
that has not been rendered unavailable by a Generation Planned Qutage, a Generator Maintenance

Outage, or a Generation Forced Qutage shall submit offers for the available capacity of such Generation
Capacity Resource, including any portion that is self-scheduled by the Generating Market Buyer
claimingthe resource-as-a-Capacity-Resouree. The submission of offers for resource increments that are
not-Capaeity-Reseurees-have not cleared in a Base Residual Auction or an [ncremental Auction, or were
not committed in an FRR Capacity Plan shall be optional, but any such offers must contain the
information specified in the Office of the Interconnection’s Offer Data specification, as applicable.
Energy offered from gencration resources that are-ret-have not cleared a Base Residual Auction or an

Incremental Auction, or were not committed in an FRR Capacity Plan, Gapaeity-Resourees-shall not be

supplied from resources that arc included in or otherwise committed
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to supply the Operating Reserves of a Control Area outside the PIM Region. The foregoing offers:

| i) Shall specify the gGeneration Capacity sResource or Demand Resource and
energy for each hour in the offer period;

1) Shall specify the amounts and prices for the entire Operating Day for cach
resource component offered by the Market Scller o the Office of the
Interconnection;

1) If based on encrgy from a specific generating unit, may specify start-up and no-
load fees equal to the specification of such fees for such unit on file with the
Office of the Interconnection., if based on reductions in demand from a Demand
Resource may specify shutdown costs;

iv) Shall set forth any special conditions upon which the Market Seller proposes to
supply a resource increment, including any curtailment rate specified in a
hilateral contract for the output of the resource. or any cancellation fees:

v) May include a schedule of offers for prices and operating data contingent on
acceptance by the deadline specified in this Schedule. with a second schedule
applicable if accepted after the foregoing deadline:

vi) Shall constitute an offer to submit the resource increment to the Office of the
Interconnection for scheduling and dispatch in accordance with the terms of the
offer. which offer shall remain open through the Operating Day for which the
offer is submitted;

vii)  Shall be final as to the price or prices at which the Market Selier proposes to
supply encrgy or other services to the PJM Interchange Energy Market, such
price or prices being guaranteed by the Market Scller for the period extending
through the end of the following Operating Day: and

viii}  Shall not exceed an energy offer price of $1.000/megawatt-hour.

(e) A Market Seller that wishes to make a resource available to sell Regulation
service shall submit an offer for Regulation that shall specify the MW of Regulation being
offered, the Regulation Zonce for which such regulation is offered, the price of the offer in dollars
per MWh, and such other information specified by the Office of the Interconnection as may be
necessary to evaluate the offer and the resource’s opportunity costs. The price of the offer shall
not exceed $100 per MWh in the casc of regulation offered for all Regulation Zones, except that
offers for Regulation by American Electric Power Company and Virginia Electric Power
Company and/or their respective affiliates for the Regulation Zone comprised of the ECAR
Control Zone(s). MAIN Control Zone(s), or the VACAR Control Zone shall be cost-based
consisting of the following components:

i. The costs (in $/MW) of the fuel cost increase due to the heat rate increase
resulting from operating the unit at lower MW output incurred from the
provision of Regulation;,
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ii. The cost increase (in $MW) in variable operating and maintenance costs
resulting from operating the unit at lower MW output incurred from the
provision of Regulation; and

iii. An adder of up to $7.50 per MW of Regulation provided.
Qualified Regulation capability must satisfy the verification tests specified in the PIM Manuals.

" Each Market Scller owning or controlting the output of a Generation Capacity
Resource shall submit a forecast of the availability of each such Generation Capacity Resource for the
next seven days. A Market Seller (i) may submit a non-binding forecast of the price at which it expects
to offer a generation resource increment to the Office of the Interconnection over the next seven days.
and (ii) shall submit a binding offer for energy, along with start-up and no-load fees, if any. for the next
seven days or part thercof. for any generation resource with minimum notification or start-up
requirement greater than 24 hours.

| () Each offer by a Market Seller of a Generation Capacity Resource shall remain in
cffect for subsequent Operating Days until superseded or canceled.
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(h) The Office of the Interconnection shall post on the PJIM Open Access
Same-time Information System the total hourly loads scheduled in the Day-ahead Energy Market. as
well as, its estimate of the combined hourly load of the Market Buyers for the next four days. and peak
load forecasts for an additional three days.

(i) Except for Economic Load Response Participants, all Market Participants may
submit Increment Bids and/or Decrement Bids that apply to the Day-ahead Energy Market only. Such
bids must comply with the requirements sct forth in the PJM Manuals and must specify amount, location
and price, if any, at which the Market Participant desires to purchase or sell energy in the Day-ahcad
Energy Market. The Office of the Interconnection may require that a market participant shall not
submit in excess of 3000 bid/offer segments in the Day-ahead Energy Market, when the Office of the
Interconncction determines that such limit is required to avoid or mitigate significant system
performance problems related to bid/offer volume. Notice of the need to impose such limit shall be
provided prior to 10:00 a.m. EPT on the day that the Day-ahead Energy Market will clear. For
purposes of this provision, a bid/offer segment is cach pairing of price and megawatt quantity
submitted as part of an Increment Bid or Decrement Bid.

() A Market Seller that wishes to make a generation resource or Demand
Resource available to sell Synchronized Reserve shall submit an offer for Synchronized Reserve that
shall specify the megawatts of Synchronized Reserve being offered, the price of the offer in dollars
per megawatt hour, and such other information specificd by the Office of the Interconnection as may
be necessary to cvaluate the offer and the energy used by the generation resource to provide the
Synchronized Reserve and the generation resource’s unit specific opportunity costs. The price of the
offer shall not exceed the variable operating and maintenance costs for providing Synchronized
Reserve plus seven dollars and fifty cents.

k) An Economic Load Response Participant that wishes to participate in the
Day-ahead Encrgy Market by reducing demand shall submit an offer to reduce demand to the Oftice
of the Interconnection. The offer shall specify: (i) the amount of the offered curtailment in
minimum increments of .1 megawatts: (ii) the Day-ahead Locational Marginal Price above which the
end-use customer will reduce load; and (iii) at the Economic Load Response Participant’s option,
start-up costs associated with reducing load. including direct labor and equipment costs, opportunity
costs, and/or a minimum of number of contiguous hours for which the load reduction must be
committed.

() Market Scllers owning or controlling the output of a Demand Resource that
was committed in an FRR Capacity Plan, self-supplied or offered and cleared in the Base Residual
Auction or one of the Incremental Auctions, or owning or controlling the output of an IL.R resource
which was certified as specified in Attachment DD of the PJM Tariff, may submit demand reduction
bids for the available load reduction capability of the Demand Resource or ILR resource. The
submission of demand reduction bids for resource increments that have not cleared in the Base
Residual Auction or in one of the Incremental Auctions, or for ILR resources that were not certified,
or were not committed in an FRR Capacity Plan, shall be optional, but any such bids must contain
the information specified in the PJM Economic I.oad Response Program to be included in such bids.
A Demand Resource that was committed in an FRR Capacity Plan, sclf-supplied or offered and
clcared in a Base Residual Auction or an Incremental Auction may submit a demand reduction bid in
the Day-ahead Energy Market as specified in the Economic l.oad Response Program. provided
however, that in the event of an Emergency, PJM shall require Demand Resources and I1L.R resources
to reduce load notwithstanding that the Zonal LMP at the time such Emergency is declared is below
the price identified in the demand reduction bid
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1.10.2 Pool-scheduled Resources.

Pool-scheduled resources are those resources for which Market Participants submitted
offers to sell energy in the Day-ahead Energy Market and offers to reduce demand in the [Day-ahcad
Fnecrgy Market, which the Office of the Interconnection scheduled in the Day-ahead Lnergy Market as
well as gencrators committed by the Office of the Interconnection subsequent to the Day-ahead Energy
Market. Such resources shall be committed 10 provide energy in the real-time dispatch unless the
schedules for such units are revised pursuant to Sections 1.10.9 or 1.11. Pool-scheduled resources shall
be governed by the following principles and procedures.

(a) Pool-scheduled resources shall be selected by the QOffice of the Interconnection
on the basis of the prices offered for energy and demand reductions and related services. start-up,
no-load and cancellation fees, and the specified operating characteristics, offered by Market Sellers to
the Office of the Interconnection by the offer deadline specified in Section 1.10.1A.

(b) A resource that is scheduled by a Market Participant to support a bilateral sale,
or that is sclf-scheduled by a Generating Market Buyer. shall not be selected by the Office of the
Interconnection as a pool-scheduled resource except in an Emergency.

(c) Market Sellers oftering encrgy from hvdropower or other facilities with fuel or
environmental limitations may submit data to the Office of the Interconnection that is sufficient 1o
enable the Office of the Interconnection to determine the available operating hours of such facilities.

(d) The Market Seller of a resource selected as a pool-scheduled resource shall
receive payments or credits for encrgy, demand reductions or related services, or for start-up and no-load
fees. from the Office of the Interconnection on behalf of the Market Buyers in accordance with Section 3
of this Schedule 1. Alternatively, the Market Seller shall receive, in licu of start-up and no-load fees, its
actual costs incurred. if any, up to a cap of the resource’s start-up cost. if the Office of the
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Interconnection cancels its selection of the resource as a pool-scheduled resource and so notifics the
Market Seller before the resource is synchronized.

(e) Market Participants shall make available their pool-scheduled resources to the
Office of the Interconnection for coordinated operation to supply the Operating Reserves necds of the
applicable Control Zone.

1.10.3 Self-scheduled Resources.
Self-scheduled resources shall be governed by the following principles and procedures.

(a) Each Generating Market Buyer shall use all reasonable efforts. consistent with
Good Utility Practice, not to self-schedule resources in excess of its kquivalent Load.

(b) The offered prices of resources that are scelf-scheduled, or otherwise not
following the dispatch orders of the Office of the Interconnection. shall not be considered by the Oflice
of the Interconnection in determining [Locational Marginal Prices.

() Market Participants shall make available their sclf-scheduled resources to the
Office of the Interconnection for coordinated operation to supply the Operating Reserves needs of the
applicable Control Zone, by submitting an offer as to such resources.

(d) A Market Participant sclf-scheduling a resource in the Day-ahcad Energy
Market that does not deliver the cnergy in the Real-time Encrgy Market, shall replace the energy not
delivered with energy from the Real-time Encrgy Market and shall pay for such energy at the applicable
Real-time Price.

1.10.4 Capacity Resources.

| (a) A Generation Capacity Resource that is sclected as a pool-scheduled resource
shall be made available for scheduling and dispatch at the direction of the Office of the Interconnection.
| Such aA Generation Capacity Resource that does not deliver energy as scheduled shall be deemed to
have experienced a Generator Forced Outage to the extent of such encrgy not delivered. A Market
| Participant offering such Generation Capacity Resource in the Day-ahead Energy Market shall replace
the energy not delivered with energy from the Real-time Energy Market and shall pay for such energy at

the applicable Real-time Price.

| (b) Energy from a Generation Capacity Resource that has not been scheduled in the
Day-ahead Energy Market may be sold on a bilateral basis by the Market Seller, may be self-scheduled.
or may be offered for dispatch during the Operating Day in accordance with the procedures specified in

| this Schedule. Such A-a Generation Capacity Resource that has not been scheduled in the Day-ahead
Encrgy Market and that has been sold on a bilateral basis must bc made available upon request to the
Office of the Interconnection for scheduling and dispatch during the Operating Day if the Office of the
Interconnection declares a Maximum Generation Emergency. Any such resource so scheduled and
dispatched shall reccive the applicable Real-time Price for energy delivered.
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| (c) A Generation Capacity Resource that has been self-scheduled shall not reccive
payments or credits for start-up or no-load fees.

1.10.5 External Resources.

(a) External Resources may submit offers to the PIM Interchange Encrgy Market.
in accordance with the day-ahead and real-time scheduling processes specified above. An Lxternal
Resource selected as a pool-scheduled resource shall be made available for scheduling and dispatch at
the direction of the Office of the Interconnection, and except as specified below shall be compensated on
the same basis as other pool-scheduled resources. ixternal Resources that are not capable of dynamic
dispatch shall, if sclected by the Office of the Interconnection on the basis of the Market Seller’s Offer
Data. be block loaded on an hourly scheduled basis. Market Sellers shall offer External Resources to the
PJM Interchange Energy Market on cither a resource-specific or an aggregated resource basis. A
Market Participant whose pool-scheduled resource does not deliver the energy scheduled in the Day-
ahead Energy Market shall replace such energy not delivered as scheduled in the Day-ahead Energy
Market with energy from the PJM Real-time Energy Market and shall pay for such energy at the
applicable Real-time Price.

(h) Offers for External Resources from an aggregation of two or more generating
units shall so indicate, and shall specify, in accordance with the Offer Data requirements specified by the
Office of the Interconnection: (i) energy prices; (ii) hours of encrgy availability: (iii) a minimum
dispatch level; (iv) a maximum dispatch level: and (v) unless such information has previously been
madc available to the Office of the Interconnection, sufficient information, as specified in the PIM
Manuals. to enable the Office of the Interconnection to model the flow into the PIM Region of any
energy from the External Resources scheduled in accordance with the Offer Data. If a Market Seller
submits more than one offer on an aggregated resource basis, the withdrawal of any such offer shall be
deemed a withdrawal of all higher priced offers for the same period.

{c) Offers for External Resources on a resource-specific basis shall specify the
resource being offered. along with the information specified in the Offer Data as applicable.

1.10.6 External Market Buyers.

(a) Deliveries to an External Market Buyer not subject to dynamic dispatch by the
Office of the Interconnection shall be delivered on a biock loaded basis to the load bus or buses at the
clectrical boundaries of the PJM Region, or in such area with respect to an External Market Buyer’s load
within such area not served by Network Service, at which the energy is delivered to or for the External
Market Buyer. External Market Buyers shall be charged or credited at either the Day-ahead Prices or
Real-time Prices, whichever is applicable, for energy at the foregoing load bus or buscs.

(b) An Extemnal Market Buyer’s hourly schedules for energy purchased from the
PIM Interchange Encrgy Market shall conform to the ramping and other applicablc requirements of the
interconnection agreement between the PIM Region and the Control Area to which, whether as an
intermediate or final point of delivery, the purchased cnergy will initially be delivered.
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output of pool-scheduled resource increments as necessary: (a) to maintain reliability. and subject to that
constraint. to minimize the cost of supplying the energy, reserves, and other services required by the
Market Buyers and the operation of the PJM Region; (b) to balance load and gencration. maintain
scheduled tie flows, and provide frequency support within the PJM Region: and (¢)to minimize
unscheduled interchange not frequency related between the PJM Region and other Control Areas.

1.11.2 Operating Basis.

In carrying out the foregoing objectives. the Office of the Interconnection shall conduct
the operation of the PJM Region in accordance with the PIM Manuals, and shall: (i) utilize available
generating reserves and obtain required replacements; and (ii) monitor the availability of adequate
reserves.

1.11.3 Pool-dispatched Resources.

(a) The Oftice of the Interconnection shall implement the dispatch of energy from
pool-scheduled resources with limited energy by direct request.  In implementing mandatory or
economic use of limited energy resources. the Office of the Interconnection shall use its best efforts to
sclect the most economic hours of operation for limited energy resources, in order to make optimal use
of such resources consistent with the dynamic load-following requirements of the PJM Region and the
availability of other resources to the Office of the Interconnection.

(b) The Office of the Interconnection shall implement the dispatch of energy from
other pool-dispatched resource increments, including gencration increments from Capacity Resources
the remaining increments of which are sclf-scheduled, by sending appropriate signals and instructions to
the entity controlling such resources. in accordance with the PJM Manuals. Each Market Seller shall
ensure that the entity controlling a pool-dispatched resource offered or made available by that Market
Seller complies with the energy dispatch signals and instructions transmitted by the Office of the
Interconnection.

1.11.3A Maximum Generation Emergency.

If the Office of the Interconnection declares a Maximum Generation Emergency. all
deliveries to load that is served by Point-to-Point Transmission Scrvice outside the PJIM Region from
Generation Capacity Resources may be interrupted in order to serve load in the PJM Region.

1.11.4 Regulation.

(a) A Market Buyer may satisfy its Regulation Obligation from its own gencration
resources and/or Demand Resources capable of performing Regulation service, by contractual
arrangements with other Market Participants able to provide Regulation service. or by purchascs from
the PIM Interchange Energy Market at the rates set forth in Section 3.2.2.

(b) The Office of the Interconnection shall obtain Regulation service from the
least-cost alternatives available from either pool-scheduled or self-scheduled generation resources and/or
Demand Resources as nceded to mect Regulation Zone requirements not otherwise satisfied by the
Market Buyers. Generation resources or Demand Resources offering to sell Regulation shall be
selected to provide Regulation on the
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4, RATE TABLFE
4.1 Offered Price Rates.

Spot Market Energy. Regulation, Operating Reserve, and Transmission Congestion are based on
offers to the Office of the Interconnection specified in this Agreement.

4.2 Transmission Losses.
Average loss factors shall be as specified in the PIM Tariff,
4.3 Emergency Energy Purchases.

The pricing for Emergency energy purchases will be determined by the Office of the
Interconnection and: (a) an adjacent Control Area. in accordance with an agreement between the Office
of the Interconnection and such adjacent Control Area. or (b) a Member. in accordance with
arrangements made by the Office of Interconnection to purchase energy offered by such Member from
resources that are not Capacity Resources.

5. CALCULATION OF TRANSMISSION CONGESTION CHARGES AND CREDITS
5.1 Transmission Congestion Charge Calculation.
5.1.1 Calculation by Office of the Interconnection.

When the transmission system is operating under constrained conditions, or as necessary
to provide third-party transmission provider losses in accordance with Section 9.3, the Office of the
[nterconnection shall calculate Transmission Congestion Charges for each Network Service User, the
PJM Interchange Einergy Market. and cach Transmission Customer.

5.1.2 General.

The basis for the Transmission Congestion Charges shall be the differences in the
locational Marginal Prices between points of delivery and points of receipt, as determined in
accordance with Scction 2 of this Schedule.

5.1.3 Network Service User Calculation.

Each Network Service User shall be charged for the increased cost of energy incurred by

| it during cach constrained hour to deliver the output of its firn Generation Capacity Resources or other
owned or contracted for resources, its firm bilateral purchases, and its non-firm bilateral purchases as to
which it has elected to pay Transmission Congestion Charges. The Transmission Congestion Charge for
deliveries from each such source shall be the Network Service User’s hourly net bill less its hourly net
PJM Interchange payments or sales as determined in accordance with Section 3.2.1 or Sections 3.3 and

3.3.1 of this Schedule.
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7.4.3 Target Allocation of Auction Revenue Right Credits,

A target allocation of Auction Revenue Right Credits for cach entity holding an
Auction Revenue Right shall be determined for each Auction Revenue Right. After each round of
the annual Financial Transmission Right Auction, each Auction Revenue Right shall be divided by
four and multiplied by the price differences for the reccipt and delivery points associated with the
Auction Revenue Right, calculated as the 1.ocational Marginal Price at the delivery points(s) minus
the Locational Marginal Price at the receipt point(s), where the price for the reccipt and delivery
peint is determined by the clearing prices of each round of the annual Financial Transmission Right
auction. ‘The daily total target allocation for an entity holding the Auction Revenue Rights shall be
the sum of the daily target allocations associated with all of the entity’s Auction Revenue Rights.

7.4.4 Calculation of Auction Revenue Right Credits.

(a) Each day. the total of all the daily target allocations determined as specificd
above in Section 7.4.3 plus any additional Auction Revenue Rights target allocations applicable for
that day shall be compared to the total revenues of all applicable monthly Financial Transmission
Rights auction(s) (divided by the number of days in the month) plus the total revenues of the annual
Financial Transmission Rights auction (divided by the number of days in the Planning Period). If the
total of the target allocations is less than the total auction revenues, the Auction Revenue Right
Credit for each entity holding an Auction Revenue Right shall be equal to its target allocation. All
remaining funds shall be distributed as Excess Congestion Charges pursuant to Scction 5.2.5.

{b) If the total of the target allocations is greater than the total auction revenues,
cach holder of Auction Revenue Rights shall be assigned a share of the total auction revenucs in
proportion to its Auction Revenue Rights target allocations for Auction Revenue Rights which have a
positive Target Allocation value. Auction Revenue Rights which have a negative Target Allocation
value are assigned the full Target Allocation value as a negative Auction Revenue Right Credit.

7.5 Simultaneous Feasibility.

The Office of the Interconnection shall make the simultancous feasibility determinations
specified herein using appropriate powerflow models of contingency-constrained dispatch.  Such
determinations shall take into account outages of both individual generation units and transmission
facilitics and shall be based on reasonable assumptions about the configuration and availability of
transmission capability during the period covered by the auction that are not inconsistent with the
determination of the deliverability of Generation Capacity Resources under the Reliability Assurance
Agreement, Reliability Assuranee Agreement-West-orReliability Assurance Agreement-South. The
goal of the simultancous feasibility determination shall be to ensure that there are sufficient revenues
from Transmission Congestion Charges to satisfy all Financial Transmission Rights obligations for
the auction period under expected conditions and to ensure that there are sufficient revenues from the
annual Financial Transmission Right Auction to satisfy all Auction Revenue Rights obligations.
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REGISTRATION

Participants must complete the PJM Emergency Load Response Program
Registration Form (*Emergency Registration Form”) that is posted on the PJM
web site (www.pjm.com). The following general steps will be followed:

I. The participant completes the Emergency Registration Form located on the PJM web site.
PJM reviews the application and ensures that the qualifications are met, including
verifying that the appropriate metering exists. PJM also confirms with the appropriate
I.SE and EDC whether the load reduction is under other contractual obligations.
Other such obligations may not preclude participation in the program, but may
require special consideration by PJM such that appropriate scttlements are made
within the confines of such existing contracts. The EDC and LSE have ten (10)
business days to respond or PJM assumes acceptance.

2. PJM informs the requesting participant of acceptance into the program and notifies the

appropriate LSE and EDC of the participant’s acceptance into the program.

Any end-use customer intending to run distributed generating units in support of local load
for the purpose of participating in this program must represent in writing to PIM that it
holds all applicable environmental and usc permits for running thosc generators.
Continuing participation in this program will be deemed as a continuing representation by
the owner that cach time its distributed generating unit is run in accordance with this
program, it is being run in compliance with all applicable permits. including any
emissions. run-time limit or other constraint on plant operations that may be imposed by
such permits.

EMERGENCY OPERATIONS

PJM will initiate the request for load reduction following the declaration of Maximum
I Fmergency Generation and prior to the implementation of [LR_A&M- Steps | and 2.
(Implementation of the Emergency l.oad Responsc Program can be used for regional
emergencies.) It is implemented whencver generation is needed that is greater than the
highest economic incremental cost. PIM posts the request for load reduction on the PJM web
sitc, on the Emergency Conditions page, and on eData, and issues a burst email to the

Emergency Load Response majordomo. A separate All-Call message is also issued.

Following PJM's request to reduce load. (i) participants in the Energy Only Option voluntarily may
reduce load; and (ii) participants in the Full Program Option are required to reduce load unless they
already have reduced load pursuant to the Economic Load Response Program. PJM will dispatch the
resources of all Emergency Load Response Program participants (not alrcady dispatched under the
Economic Load Response Program) based on the Minimum Dispatch Prices specified in the
participants’ Emergency Registration Forms.
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Full Program Option participants that, prior to Junc 1, 2002, entered into contracts with LSEs
or CSPs that enable participation in the Full Program Option, may participate in the
Emergency load Response program during Interruptible Load for Reliability (I1.R) ALM
cvents as long as the customer’s [LR AbM-contract explicitly excludes payment or credit for
energy not consumed during ILR ALM-cvents. If the LSE that submitted the Full Program
Option participant for ILR AdbM-credit indicates that such participant is not eligible for
simultaneous credit under the Emergency [.oad Response program and [LR AlM-is called
for concurrent with the Emergency Load Response program, then payments will be made to
the participant according to the Emergency l.oad Response program only for the time during
which 1l LR ALM-obligations were not in effect.  Any response in excess of the contracted
IL.R AEM-amount will be
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SCHEDULE 5

PJM DISPUTE RESOLUTION PROCEDURES

1. DEFINITIONS

1.1 Alternate Dispute Resolution Committee.

“Altemate Dispute Resolution Committee™ shall mean the Committee established pursuant to
Section 5 of this Schedule.

1.2 MAAC Dispute Resolution Committee.

“MAAC Dispute Resolution Committee™ shall mean the committee established by the Mid-
Atlantic Area Council to administer its industry-specific mechanism for resolving certain types of
wholesale electricity disputcs.

1.3 Related PJM Agreements.

“Related PJM Agreements™ shall mean this Agreement, the Consolidated Transmission Owners
Agreement; and the Reliability Assurance Agreement-the-ReliabHity-Assurance Agreerment-West-and

2. PURPOSES AND OBJECTIVES

2.1 Common and Uniform Procedures.

The PIJM Dispute Resolution Procedures are intended to establish common and uniform
procedures for resolving disputes arising under the Related PJM Agreements. To the extent any of the
foregoing agreements or the PJM Tariff contain dispute resolution provisions expressly applicable to
disputes arising thercunder, however. this Agreement shall not supplant such provisions, which shall
apply according to their terms.

2.2 Interpretation.

To the extent permitted by applicable law. the PJM Dispute Resolution Procedures are to be
interpreted to effectuate the objectives set forth in Section 2.1. To the extent permitted by these PIM
Dispute Resolution Procedures, the Alternate Dispute Resolution Committee shall coordinate with the
established dispute resolution committee of an Applicable Regional Reliability Council, where
appropriate, in order to conserve administrative resources and to avoid duplication of dispute resolution
staffing.
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SCHEDULE 8

| DELEGATION OF PJM REGIONCONTROL AREA RELIABILITY RESPONSIBILITIES

1. DELEGATION

The following responsibilitics shall be delegated to the Office of the Interconnection by the
parties to the Reliability Assurance Agreement.

2. NEW PARTIES

With regard to the addition. withdrawal or removal of a party to the Refiability Assurance
Agreement. the Office of the Interconnection shall:

(a) Receive and cvaluate the information submitted by entitics that plan to serve loads

| within the PIM Control AreaRegion, including entitics whose participation in the Agreement will

expand the boundaries of the PIM Conteol AreaRegion. such evaluation to be conducted in accordance
with the requirements of the Reliability Assurance Agreement: and

(b) Lvaluate the effects of the withdrawal or removal of a party from the Reliability
Assurance Agreement.

I 3. IMPLEMENTATION OF RELIABILITY ASSURANCFE. AGREEMENT

With regard to the implementation of the provisions of the Reliability Assurance Agreement, the
Office of the Interconncection shall:

(a) Receive all required data and forecasts from the parties to the Reliability Assurance
l Agrcement and other owners or providers of Capacity Resources;

(b} Perform all calculations and analyses necessary to determine the Forecast Pool
Requirement and the capacity obligations imposed under the Reliability Assurance Agreement,
including periodic reviews of the capacity benefit margin for consistency with the Reliability Principles
and Standards, as the foregoing terms are defined in the Reliability Assurance Agreement;

{c) Monitor the compliance of each party to the Reliability Assurance Agreement with its
obligations under the Reliability Assurance Agreement;

(d) Keep cost records. and bill and collect any costs or charges due from the partics to the
Relability Assurance Agreement and distribute those charges in accordance with the terms of the
Reliability Assurance Agreement;

(e) Assist with the development of rules and procedures for determining and demonstrating
the capability of Capacity Resources;

) Establish the capability and deliverability of Capacity Resources consistent with the
requirements of the Reliability Assurance Agreement;

(g) Collect and maintain generator availability data;
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(h) Perform any other forecasts. studies or analyses required to administer the Reliability

Assurance Agreement,

(i) Coordinate maintenance schedules for generation resources operated as part of the PJM
Contrel AreaRegion;

)] Determine and declare that an Emergency exists or has ccased to exist in all or any part
of the PIM Control AreaRegion or announce that an Emergency exists or ccases to exist in a Control
Arca interconnected with the PIM Control AreaRegion:

(k) Enter into agreements for (i) the transfer of energy in Emergencics in the PIM Control
Area Region or in a Control Area interconnected with the PIM Control Area Region and (i) mutual
support in such Emergencics with other Control Areas interconnected with the PIM Control
AreaRegion; and

(N Coordinate the curtailment or shedding of ioad. or other measurcs appropriate to
alleviate an Emergency, to preserve reliability in accordance with FERC, NERC or MAAC Applicable
Regional Rehability Counci principles, guidelines. standards and requirements and the PJM Manuals,
and to ensure the operation of the PJM Control Area Region in accordance with Good Utility Practice.
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|Sheet Nos, 193 — 196 Reserved for Future Use|
SCHEDULE 8A

DELEGATION OF PIM WEST REGION RELIABILITY RESPONSIBILITIES

1. DELEGATION

Fhe following responsibilities shall be delegated 1o the Office of the Interconnection bv the
parties to the Reliability Assurance Agreement—-West.

2 NEW PARTIES

With regard to the addition. withdrawal o removal of a party to the Reliability Assurance
Agreement- West. the Office of the Interconnection shall:

(it} Receive and evaluate the information submitied by entities that plan (o serve loads
within the PIM West Region, including entities whose partieipation in the Agreement will expand the
boundaries of the PIM Region. such evaluation to be conducted in accordance with the requireinents of
the Reliability Assurance Agreement-West: and

(b} Evaluate the effects of the withdrawal or removal of a party from the Reliability
Assurance Agreement-West.

3. IMPLEMENTATION OF RELIABILITY ASSURANCE AGREEMENT-WEST

With regard to the implementation of the previsions of the Rehability Assurance Agreement-
West. the Office of the Interconnection shall:

ta} Receive all required data and forecasis from the parties to the Reliability Assurance
Agreement- West and other owners of Capaeity Resources:
{b) Pertorm all calewlations and analyses necessary to determine the capacity obligations
inposed under the Reliability Assurance Agreement-West:
(©) Monitor the compliance of each party to the Reliability Assurance Agreement-West
with its ebligations under the Reliability Assurance Agreement-West:
: +d} keep cost records.and bill and-eollect-any costs-or charges due from the-parties to-the
Rehiability Assurance Agreement-West and distribute those-charges inaecordance with the tenms of the
Reliability Assurance Agreement-West:
- -4 -Assist with-the development-ofrules and-procedures for determining and demonstrating
the-eapabiity-of Capacity Resourees:
+H  —Establish-the-capability- and—deliverability of Capuaeity Resources—consistent with—the
requirements of the-Reliability-Assurance-Agreement- West:
{gr-  Collectand maintain generator availability-data;
-¢h) Perform any-other foreeasts, studies or-analyses required to-administer the Reliabdity
Asswranee Agreement-West;
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() Coordinate maintenance schedules for generation resources operated as part of the PIM

West Region:

n Determine and declare that an Lmergency exists or has ceased to exist in all or any part
of the PIM West Region or announce that an Fimergency exists or ceases to exist i a Control Area
wterconnected with the PIM West Region:

tky Linter into agreements for (i) the transter of enerey in Emergencies ia the PIM Region or
i a Control Area interconnected with the PIM Regior and (it} mutual support in such Emergencies with
tther Control Areas interconnected with the PIM Region: and

th Coordinate the curtailment or shedding of lead. or other measures appropriate to
aHeviate an Limergency, to preserve reliability in dceordance with FERC, NERC or ECAR principles.
guidelines. standards and requirements and the PIM Manuals. and to ensure the operation of the PIM
West Region in secordance with Good Uibity Practice.
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SCHEDULE 8B

DELEGATION OF PIM SOUTH REGION RELIABILITY RESPONSIBILITIES

- BELEGATION

The foHowing respensibiities shall be delegated- to the Office of the Interconneetion by the
parties to the Rehiability Assurance-Agreement-Seuth.

2. NEW-PARTIES

With regard 10 the addition, withdrawal or temoval of o party te the Reliability Assurance
Agreement-South. the Offiee of the Interconnection shall:

ta) Receive and evaluate the information subniitted by entities that plan o serve Joads
within the PIM South Region. inclading entities whose participation in the Agreement will expand the
boundaries of the RIM South Region. such evaluation to be conducted i accordance with the
requireients of the ReliabHity Assurance Agreement-South: and

th} bvaluate the eflects of the withdrawal or removal of a panty from the Reliabitiay
Assurance Agreement-South.

3. IMPLEMENTATION OF RELIABILITY ASSURANCE AGREEMENT-SOUTH

With regard to the implemetation of the provisions of the Reliability Assurance Agreement-
South, the Othce of the Interconnection shall:

(e} Receive all required data and forecasts from the parties to the Rehiability Assurance
Agreement-South and other owners of Capacity Resourees:

(b) Pertorm all calculations and anaheses necessary to detennine the Foreeast Pool
Regquirement and the capacity obligations imposed under the Reliability Assurance Agreement-South,
including periodie reviews of the capaeity benefit margin for consistency with the Relisbility Principles
and Standards, as the foregoing terms are defined in the Reliability Assurance Agreement-South:

e} Monitor the-comphanee of each party to the Reliability Assurance Agreement-South
with its obligations under the Rehability Assurance Agreement-South:

td) Keep-costreeords.-and bill and collect-any-eosts or churges-due from the partiesto-the
RehabHityAssurance Agreement-South-and distributethose—charges in accordanee with the terms of
the Reliabiity-Assurance Agreement-South;

(e}--—-—Assist with the developmentofrules and procedures for determining-and demonstrating
the-capability of Capacity Resourees;

- —LEistablish-the capability-and-deliverubility of Capacity Resources consistent—with the
regiirements of the Reliability-Assurance Agreement-South:
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tg) collect and maintain geperator availability dota:

th) Pertorm any other forecasts. studies or analyses required to administer the Reliability
Asstirance Agreement-South:

() Coordinate maintenance schedules for generation resources operated as part of the PIM
South Region:

) Determine and declare that an Limergency exists or has ceased to exist in all or any part
of the PIM South Region or annowice that an Emergency exists oF ceases to exist in a Control Area
intercomnected with the PIM South Region:

tk} Enter into agreements for (i) the trarster of energy in Emergencies i the PIM South
Region or in a Control Area interconnested with the PIM South Region and (1) mutual suppeort in such
Emergencies with other Control Areas itHerconnected with the PIM South Region: and

(h Coordinate the curtatlment of sheddig of load.. or other measures appropriate o
aHeviate an Bmergency. to preserve reliability in accordance with FERC., NERC or SERC principles,
guidelines. standards and requirements and the PIM Manuals. and 4o ensure the operation of the PIM
South Region in accordance with Good Uity Practice.

Issued By: Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On: September 29, 2006



Unofficial FERC-Generated PDF of 20061004-0159 Received by FERC OSEC 09/29/2006 in Docket#: ER05-1410-000

PJM Interconnection, L.L.C. Second Revised Sheet No. 195
Third Revised Rate Schedule FERC No. 24 Superseding Original Sheet No. 195

SCHEDULEY9

PIM CONTROE AREA EMERGENCY PROCEDURE CHARGES

L EMERGENCYPROCEDURE CHARGE

1.1 Following an Emergeney. the comphiance of-each Member with the instruetions of the
Oftice of the Intercomeetion shall be evaluated by the Oftice of the Intervonnection. I based on such
evaluation. # is determined that a Member failed 1o comply with the instruetions of the Office of the
tereonnection to implement PIM emergency procedures. that Member shall demonstrate that it
enplored #s best-eflorts to comply with such instructions. In the event-a Member failed 1o employ ity
best efforts to comply with the instructions of the Office of the Interconnection. that Member shall pay
(witless otherwise paid by the Member under the Reliability: Assurance Agreement an emergeney
provedure charge as follows:

{a) For each megawalt of voltage reduction that was net implemented as direeted, despite

being capable of implementation; the Member shall pav 365 times the daily deficiency rte per
megawatl set forth in Section A of Schedule 11 of the Reliahility Assurance Agreement:

(b} for each megawatt of load that was not dropped as directed, the Member shall pay 730
times the daily deficiency rate per megawall set forth in Section A of Schedule 11 of the Rehability
Assurance Agreement: and

{c} For each megawatt of ALM (as defined in the Reliability Assurance Agreement) that
was Aot implemented as directed and foreach megawatt of a Capaeity Resource that was pot made
avaitable as directed despite being capable of producing eneray at-the time-and that is deliverable to the
PIM Control Area in the case of a-Capacity Resouree Jocated-vutside of the PIM Control Area- the Party
shall pay 363 times the daily-deficiency rate per megawatt set forth in Seetion A of Schedule 11 of the
Rehiabihity Assurance Agreernent,

2. DISTRIBUHON OF EMERGENCY PROCEPURE CHARGES

2.4 Complving Parties,

Fach Member that has complied with the emergency procedures imposed by this Agreement
dufing an-Emergency-withoutireurring-an-emergency procedure charge, shal-share in any emergency
procedure cherges paid-by any-other Member that-has failed to satisfy said -obligation during such
Linergency in an-equituble-manner to-be-determined by the 2JM Beoard.

- 22— Al-Parties.

- 1a-the event all of-the-Members-have-ineurred emergency-procedure charses-with fespect-to-an
Emergeney- the -emergency—procedure—charges—relatedto—that Emergeney-shall-be distributed H—an
equitable manner as-directed by-the PIM-Board.
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SCHEDULE 9A

PdM WEST REGION EMERGENCY PROCEDURE CHARGES

i EMERGENCY PROCEDURE CHARGE

bd Following an Emergeney. the compliance of each Member with the structions of the
Office of the Interconnection shall be evaluated by the Office of the Interconnection. If. based on such
evaluation. it is determined that a Member failed to comply with the instructions of the Office of the
hterconnection to implement PIM emergency procedures. that Member shall - demonstrate-that #
employed its best efforts to comply with such instructions.  Inthe event a Member fatled to-employ-Hs
best efforts o comply with the instructions of the Office of the Interconnection. that Member shall pay
{unless otherwise paid by the Member under the Reliability Assurance Agreement-West) an emergency
procedure charge as follows:

ta) bor each megawatt of vollage reduction that was not implemented as directed. despite

heing capable of implementation. the Member shall pay 365 times the duily deficiency rate per
megawatt sei forth in Section A of Schedule H of the Rehability Assurapce Agreement-West:

(h) For each megawatt of load that was not dropped as directed. the Member shall pay 730
times the daily delicieney rate per megawatt set forth i Section A of Sehedule 11 of the Reliabiiity
Asstrance Agreement-West: and

(€} Eor each megawatt of ALM (as defined in the Reliabibity Assurance Agreement-West)
that was not inteerupted as directed and for each megawatt of a Capacity Resource that was not made
available as directed despite being capable of producipg energy at the time, and that s -deliverable (o the
PIM West Region in the case of a Capacity Resource located outside of the PIM West Region. the Party
shall pav 365 times the daily deficiency rute per megawatt set forth in Seetion A of Schedule 11 of the
Reliahility Assurance Agreement-West:

2. DISTRIBUTION OF EMERGENCY PROCEDURE CHARGES

2.1 Complying Parties.
Pach Member that h&s-um}phed with the emergency procedures-taposed by this Agreement

during an Emergenev—without incurring an-emergeney procedure charge: shall share in any emergeney

procedure ehafge-’—-pwd by any other Member that-has fatled to satisfy said obligation during—sueh
Emergency in an-eguitable-manner to be determined-by-the PIM Board.

- -—Z2——AH Parties.

n the-event all of the Members have-incurred emergency-procedure charges with-respeet 10 an
Emergency—the-emergency procedure—churges—related to that-Emergency shall-be—distributed i an
eduiable menner as directed-by-the-PIM Board.
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SCHEDUIE 11

PIM CAPACITY CREDIT MARKETS IN PIM REGION

1 PHERPOSES AND OBJECTIVES
1.4 PJM Capacity Credit-Markets in PJM Region.

This Schedule sets-forth the procedures applicable 1o the operation of the PIM Capacity
Credit Markets in the PIM Region. The PIM Capacity Credit Markets will allow Market Participants
to buy and sell Capacity Credits at-market clearing prices that are established by the PIM Capacity
Eredit Markets and made public by the Office of the Interconnestion. The PIM Capacity Credut
Markets shall be administered by the Office of Interconnection in accordance with the principles and
procedures specified i this Schedule:

1.2 |Reserved:|

1.3 Use of Capaeity Credits.

An entity may use Capacity Credits to meet all or part of its capacity obligations imposed
under the Reliahility Assurance Agreement: or Reliability Assurance Agreement-West, or Rehabibity
Assurance Agreement-South: - Such Capacity Credits may be used by themselves. or along with any

other options for meeting capacity obhigations impesed under the Rehability Assurance Agreement.
Reliability Assurance Agreement-West. of Relighility Assurance Agreement-South.

2. - DEFINFHONS
Linless the comtext otherwise specilies or requires. capitalized terms used in this Schedule
shall have the respective meanings assigned herein or in the Agreement for-all purposes of tns

Schedule (such definitions to be equally applicable to both the singular and the plural forms of the
terms defined).

2.1 Buy Bid,
“Buy Bid" shall mean a bid to buy Capacity Credits in a PIM Capacity Credit Market.
22 Capacity Credit.

“Capaeity-Credit” shall mean-on-entitlement to a specified-number of megawatis of Unforeed
Capacity from a Capaeity-Resource forthe-purpose of satisfying eepacity obligations—tmposed under
the Reliability Assurance Agreement. Reliability -Assurance - Agreement-West. or Rehability
Assurance Agreement-Seuth—such entitlement not to include any-entitlement to—the—output ot the
Capacity Resource. Solely forpurposes of the-PIM Installed Capacity Credi- Markets. the-term
Capacity Credit-also-shall refer-to-ecredits for-lnstaHed Capaeity-during the-Interim Period-for-the
ComkEd Zone.
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22A ComEd Zone.

“Combid Zone” shall have the meaning specified in Schedule 17 of the Rehiability Assurance
Agreement-West,

2.3 Capacity Resourees,

“Capacity Resources” shall have the meaning specified in the Reliability Assurance
Agreement. Rehability Assurance Agreement-West. or Reliability Assurance Agreement-South.

24 Holiday.

“Holiday™ shall mean a federsl or state holidav designated by the Office of the
hitereonnection for recognition in the conduct of PIM Daily Capaeity Credit Markets.

2.4A  Installed Capaeity.

“Instatled Capacity” shall have the meaning specified in Schedule 17 of the Reliability
Assurance Agreement-West,

248 Interim Period.

“haterim Period” shall have the meaning specitied in Schedule 17 of the Reliabibiy
Assuranice Agreement-West

2.5 PIM Capaeity Credit Market.

“RIM- Capacity (redit Market” shal mean the PIM-Daily Capacity- Credit Market and the
PIM Monthly Capacity Credit Market
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2.6 PJM Daily Capaeity Credit Market.

“PIM Daily Capacity Credit Market” shall mean a competitive market. administered by the
Oftice of the Interconnection in-accordance with the provisions of this Schedule. for the purchase and
sade of Capacity Credits for the business day following the day on which the market is conducted or
for en Hiervening weekend day or Holiday.

2.6A PJM Iastalled Capaecity Credit Market,
“PIM Installed Capaeity Gredit Market” shall mean a competitive market, administered by
the Office of the Interconneetion in accordance with the provisions-of-this Schedule. for the purchase

and sale of eredits for installed Capacity for the Interim Period. or any menth thereof. in the Combd
Zobhe.

2.7 PIM Meonthly Capacity Credit Market.

“PIM Monthly Capaetty Credit Market” shall mean a competitive market. administered by
the Office of the Interconnection in accordance with the provisions of this Schedule. for the purchase
and sale of Capacity Credits for eaeh or any of the twelve months-felewing the month during which
the market #s conducted. Solely for purposes of the Combd Lone during -the Interim Period. PIM
Menthly Capacity (redit Markets also shall refer to separate monthly PIM Installed Capacity Credit
Markeis.

2.8 Sell Offer.
“Sell Offer” shall mean an offer to sel Capaetty Credits ina M Capaeity Credit Market.
29 Unforeed Capaeity.

“Lntoreed Capacity” shall have the —meaning-—speetfied- in-the Rehabihity --Assurance
Agreement. Reliabtity Assurance Agreement-West. and Reliabililty Assurance Agreement-South,

2.10  Up-Te Block.

“Up-To Block™ shali mean & Sell Offer or Buy Bid for a-guantity of Capacity Credits equal 1o
or less than & specified quantity.

3, PARTICIPATION IN THEPIM - CAPACHY-CREDIT MARKET

34— Eligibility.

A Member-shall-become-ehgiblete participate in any of the PIM Capacity Credit Markets by
becoming-a Market Buyes-or-a- Market Seller—or-both-as-may be-appropriate—in-aceordanee with the
provisions of Schedule 1-of the Aureement. In order to participate in any of the PIM Capacity Credit
Markets——a—-MarketrBuyer alse either must be (a)-er-entitythatis—or will become a-Load-Serving
Entity in the PIM Region-und-a-party to the Reliability Assurance Agreement. Reliability Assurance

Agreement-West, MMM%WM%—WMW&WMMI
obligation e sel-capaetty -(including sales for resale) which will be used in the PJIM Region. -A

MuarketSeler—may -participate in any PIM-Capreity—CreditMarket—only—to—the—extentthat- it has
Capeeity Credits available to sell-in -excess-oftscapuaectty-obligationmposed-under the Rehiability
Assuranee AgreementRehabiity Assurenee-Agreement- West -or Reliability - Assurence-Agreement-
South and othercontractual obligations to sell capacity-tincluding sales forresaler—asdetesmined in

accordance with Section 6:1.3.
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3.2 Effect of Withdrawal.

Withdrawal from the Agreement shall not relieve a Market Participant of anv obligation to
furnish or pay for Capacity Credits incurred in vennection with participation in a PIM Capacity
Credit Market prior 10 such withdrawal. to pay its share of any fees and charges incurred of assesved
by the Office of the Interconnection prior 1o the date of such withdrawal, or te fulill any obligation
to previde indemnification for the consequences of acts: omissions of events oceurring prier o such
withdrawal: and provided. further. that withdrawal from this
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Agreement shall not relieve any Market Participant of any obligations it may have under. o
constitute withdrawal from: any Related PIM-Agreement.

4. RESPONSIBHLTIES OF THE OFFICE OF THE INTERCONNECTION
4.t Operation of the P4M Capacity Credit Market.

The Office of the Interconnection shall operate-the PIM Capaeity Credit Markets i
accordance with the provisions of this Sehedule and applicable provisions of the Agreement. the
Reliability Assurance Agreement, and the Reliability Assurance Agreement-West. Operation of the
PIM Capacity Credit Marketsshall include, but not be limied to-provision of the following services:

i} Determining the qualification of entities 1o become Market Participants:
H) Administering the PIM Capaeity Credit Markets:

M) Aceounting forPIM Capacity Credit Market transaetions, including but not limited to
rendering bills to. receiving payments from. and disbursing paviments to, participants
in the PIM Capacity4 redit Markeis:

tv) Maintaining such records of Sell Otfers and Buy Bids. clearing price determinations,
and other aspects of PIM Capaeity Credit Market transactions, as may be appropriate
to the administeation of the PIM Capacity Credit Markets: and

¥) Monitoring compliance of participants in the PIM Capaeity Credit Markets with the
provisions of this Sehedule and the Agreement.

4.2 Records and Reperts.,

The Office ofthe Interconmection shaH prepare and mainatain such records as are required tor
the administration of the PIM Capaeity Credit Markets.  For each day of operation of the PIM
Capaeity Credit Markets: the Oftfice of the Interconnection shall publish. as speeified below: (i} the
price, i determined. at which the PIM Capacity Credit Market cleared: (ii) the total volume of
Capaeity Credits purchased: and (i) such other PIM Capaeity Credit Market data as may be
appropriate 1 the efficient and competitive operation of the PIM Capacity-Credit Markets. consistent
with preservation of the confidentiality of commercially sensitive -or proprietary  information.
Publication of the foregeing ipformation shall be by posting on the PIM web site: Sueh infermation
chall semain available-on the PIM web site for twelve months from the date of posting. The Oftfice
of the Interconnection shallnot disclose commercially sensitive oF-propeietary—information w any
report of web site posting.

5. - GENERAL PROVISIONS

8.1 — Market Sellers:

Only Market Sellersshall be eligible to-submit Sel-Offers. MarketSellers shal comply with
the_terms -and_conditions—of all-Sell-Offers: as-established-by the-Office -oftheInterconnection—n
accordance with this-Schedule-and the Agreement:

£2 —Market Buyers:

_ —Ondy-Market Buyers-shall-be eligible-to submit Buy Bids. Marketd3uyers shalt-comply with
the terms and conditions of all Buy Bids.-us established by-the-Ofitee of-the Jnterconnection
accordance with this Schedule and the Agreement.
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5.3 Agents,

A Market Participant may participate in the PIM Capaeity Credit Markets through an agent,
provided that the Market Participant informs the Office of the Interconnection in advance in wriling
of the appointment of sueh agent. A Market Participant participating in the PIM Capaeity Credit
Markets through an agent shall be bound by all of the acts or representations of such agent with
respect to transactions in the PIM Capacity Credit Markets. and shall ensure that any such agent
complies with the requirements of this Schedule and the Agreement.

5.4 - General Obligations of Market Participants.

Fach Market Participant shall comply with all laws and regulations applicable to the
operation of the PIM Capacity Credit Markets and the use of Capaeity Credits, and shall comply with
all applicable provisions-ef this Schedule. the Agreement, and-the Reliabthty Assurance Agreement.
the Reliability Assurance Agreement-West. and all procedures and requirements for the vperation of
the PIM Capacity CredH Markets and the PIM Region established by the Office of the
Interconnection in accordance with the foregoing,

8.8 Relationship of Capuaeity Credits to Capacity Obligations Imposed under the
Reliability Assurance Agreement, Reliability Assurance Agreement-West, or
Reliability Assuranee Agreement-South,

A megawatt of Capacity Credit shal satisty a megawalt of capaciy obligation imposed under
the Reliability Assurance Agreement of Reliability Assurance Agreement-West. Cepacity Credits
purchased from a PIM Capacity Credit Market shall net be adjusted for forced outages or other
reasons. Because Capacity Credits are based on Capaeity Resources. no further capability or
deliverability demonstrations bevond those for the related Capacity Resource shall be requived.

5.6 Deficieney Charges.

If the Office of the Interconpection determines that the first Market SeHer ina PIM Capacity
Credit Market of a Capacity Credit did not have sutlicient Unforeed Capacity (or Installed Capacity.
in the case of the Combid Zone during the lnterim Period) to support the Capacity Credit transaction
at the time for which the Capacity Credit was applicable: any such deficiency shall be satisfied
through-payment of deficiency charges by such first Market Seller ealewlated as specified in the
Reliability Assurance Agreement, Reliability Assurance Agreement-West: and Reliability Assurance
Agreement-South. Ay amounts eolected from such deficiency charges shall be distributed in
sccordance with the Reliability Assurance Agreement. Reliability Assurance-Agreement-West. and
Reliability Assuranee Agreement-South.

5.7 -—¥inaneial Transmission Rights
--Acquisition of a—Capacity Credit-shall not entitle—the-holder to a Financial Transmission

Right.

§8  Cenfidentiality.
— . Thefollowing information-submitted-to-the Oflice of the-Interconneetion-in-connection with
any PIM Capacity-Credit Market shall be-deemed-confidential-information for purpeses of Seetion
18-17-of the Agreement— (i) the—terms and conditions of all Sell-Offersand-Buy Bids: end (i) the
terms-and conditions-of any-bilateral transactionsforcapacity or-Capaeity Credits.
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6. OPERATION OF THE PJM CAPACITY CREDIT MARKETS
6.1 Content of Sell Offers.
6.1.1 Speeifieations.

Sell Otters shakt specify:

H The quantity of Capacity Credits offered. in inerements of 0.1 megawati:

i} The minimwn price. in dollars and cents per megawatt per dav. that will be
aecepted by the seller:

Hi) For a PIM Daily Capacity Credit Market conducted on a Friday of the day
before @ Holiday, the dates on which the offered Capacity Credits may be
used: and

iv) For a P3IM Monthly Capacity Credit Market. the month or months for which
the uffered Capacity Credits may be used.

6.1.2 Market-based Offers.

A Market Seller that is authorized by FERC 1o sell electric generating capacity at
market-based prices. or that is pet required (o have such authorization. may submit Sell Offers 1o
PIM Capacity Credit Markets that specify market-based prices:

6.1.3  Availability of Capacity Credits for Sale.

1} The Office of the Interconnection shall determine the maximom megawatts of
Capacity Credits each Marhet Seller may offer in-a PIM Capacity Credit
Market. through verification of the availability of megawatts of capacity
from:  (a) Capacity Resources owned by or under contract to the Market
Seler: (b} eights obtained in bilateral transactions={c) the results of prior PIM
Capaeity Credit Markets; and (d) such other-information as may be avadable
to the Office of the Interconnection. The Office of the Interconnection may
reject Sell Offers o portions of Sell Offers for Capacity Credits determined
by it not to be available for sale.

it} The Office of the Interconnection shall determine the maximum amount of
Capacity Credits available for-sale ina PIM-Capacity Credit Market as of the
beginning of the period during which-Buy Bids and Sell Offers are accepled
for-each market. Fo-enable the Offieeof the dnterconnection te muke this
determination: no bilateral transactions- for eepacity of Capacity Credits
apphicable o the period covered by -8 PIM Capacity Credit Market will be
processed-from the beginning of the period for submission of Sel Offers and
Buy-Bids for-that market until-completion of the-clearingdetermination for
that narket. - Processing-of such-bilateral transactiens will recomimence once
all sales forthat-marketare deemed-finalus speetfied below
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In order for a bilateral transaction for the purchase and sale of a Capacity
Credit to be processed by the Office of the Interconnection. both parties to the
transaction must notify the Office of the Interconnection of the transter

H)
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of the Capacity Credit from the seller to the buyer in accordance with
procedures established by the Office of the Intereonnection,

6.2 Conteat of Buy Bids,

Buy Bids shall specity:

b The guantity of Capaeity Credits desired. in increments of 0.1 imegawatt:
i} The maximum price: in dollars and cents per megawait per-day. that will be paid by
the buyer:

Wiy - For a PIM Daily Capacity Credit Market condueted on a briday or the day before a
Heliday. the dates for which Capacity Credits are desired: and

iv} For a PIM Menthly Capacity Credit Market, the month of months for which Capacity
Credits are desired.

6.3 Submission of Sell Offers and Buy Bids.
The submission of Sell Offers and Buy Bids shall be subject to the following requirements:

i A Sell Ofter or Buy Bid that fails to specify price of quantity, or the date or months
for which Capacity Credits are to be used if applicable. shall be rejected by the Office
of the Intercornection.

i) Al Sell Offers and Buy Bids ave for an Up-Te Block.

in} All Sell Offers and Buy Bids for a PIM Daily Capacity Market must be received by
the Office of the Interconnection during a specitied period: as determined by the
Office of the Interconnection. A Sell Offer or Buy Bid may be withdrawn by a
notification of withdrawal received by the Office of the lnterconnection al any time
during the foregoing period. but may not be withdrawn after that pertod.

v Sell Offers or Buy Bids for a PIM Daily Capacity Credit Market conducted on a
Maonday. Tuesday. Wednesday. or Thursday that is set the day before a Holiday shall
be for eapacily credits applicable 10 the following day.

v) Sell Offers of Buy Bids for a PIM Daily Capacity Credit Market condueted on a
Friday of-the-day before-a-iloliday shel designate the-date. to and including the next
business-day, to-which the Capacity Credits—are appheable. A sepurate PIM Daily
Capaeity Credit-Market shatl-be eonducted-on suchFriday or duy-before a Holiday
for Capacity Credits—applicable to-each following day. te—and including the next
business day-

¥} Sell- Offers andBuy Bids-for a PIM Monthly Capaeity Credit Market must be
received-by-the Office-of the Interconnection during-a-speeified-period. as-determined
by the Office ofthe Interconnection for the-conduct of - PIM Monthly Capacity
Credit Morket. A-Sel Offer—orBuyBid mey-bewithdrawn by a-npetification of
withdrawelreceived—by the Office—of the Interconnection—at—any time—during the
foregoing-periodbut mey-not-be withdrawn-afler that peried.
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vib) Sell Offers and Buy Bids shall be submitted or withdrawn via the Internet site
designated by the Office of the Intereonnection: provided. however. that i that
Internet site cannot be accessed at any time during the period specitied in the
toregoing paragraph. a Sell Offer or Buy Bid may be submitied or withdrawn by a
facsimile transmitied to the number specified by the Oftice of the Interconnection,

64  Conduct of PIM Capuacity Credit Markets.
6.4.1 PJM Daily Capacity Credit Markets.

Fach business day. folowing the submission -of Sell Offers and Buy Bids in
accordance wih the specified deadline for PIM Daily Capacity Credit Markets. a PIM Daily
Capacity Credit Market(s)
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will be conducted. A PIM Daily Capacity Credit Market will ¢lear Sell Otfers and Buy Bids for
Capaeity Credits for use the next business day. and on Fridays or the day before a Hohday. a separate
Daily Capacity Credit Market(s) for each intervening weekend dav or Holiday shall clear Sell Offers
and Buy Bidy forCapacity Credits for such days..

6.4.2 PJIJM Menthly Capacity Credit Markets.

Following the submission of Sell Offers and Buy Bids 0 accordance with the
specified deadhine for PIM Monthly Capacity Credit Markets:-a-PIM Monthly Capacity Credit
Market will-be conducted. Lach sueh PIM Monthly Capacity Credit Market will clear Sell Otless
and Buy Bids tor Capacity Credits for use in each of the following twelve months.

6:5 Market Clearing Procedures.

7} For purposes of the rank ordering and market clearing procedures deseribed below.
the Oftice of the Interconnection will: (a) evaluate all Sell Ofters for an Up-To Block
at the same price as one Sell Offer for an Up-te Block. with the quantity equal to the
total quantity of the equally-priced Sell Offers: and (b) evaluate all Buy Bids for an
Lip-To Block at the same price as one Buy Bid for an Up-to Block. wath the guantity
equal to the total quantity of the equally-priced Buy Bids.

i} The Office of the Interconpection will rank order all Sell Ofters and Buy Bids by
price. Sell Offers will be ranked by lowest price first and then ranked in ascending
price order. Buy-Bids will be ranked by highest price first and then ranked in
descending price order. 1n the event that @ Market Rarticipant enters one of mere Buy
Rids with a price higher than the lowest offer price of that Market Participant’s Sell
Offers. then all of the Market Panicipant’s Buy Bids priced higher than its lowest
priced Sell Offer shall be rejected.

i) The Office of the Inierconnection will determine thedargest quantity of Sell Offers
and Buy Bids for which the price of the marginal Sell Offer is equal o or less than
the price of the marginal Buy Bid. The market will clear at price specified in the
margingl Sell Offer.

iv) H a marginal Sell Offer or Buv Bid is & combination of Sell Offers or Buy Bids
deemed to be a single Selk Offer or Buy Bid for an Lip-Te Block as specified above,
the quantity purchased-orsold will be allecated-among the combined Sel Offers or
Buy Bids in proportion-to-the quantities offered-in each of the combined-Selt Offers
orBuy Bids.

vi—Hall Sell Gﬁ‘eh—femammg—m the rank erderare-atprices higherthan-the-highest price
of any Buy Bid remaining. in the rank order—the market will be eleared with ne
transuctions. and a market-cleasing price will not be-determined.

66— Settlement Procedures:

Upen determination-of the market-elearing price as speeified-nbove: (a) all-Sel-Ofers at a
price equal to-orless—than the market-clearing price and netremoved-from the rank-ordering-and for
whieh-there-is sufficient Buy-Bid-demand at-orabove-the market-elearing price-will be deemed sold

at the market elearing-price, and-el-Buy Bids-at a price equal-to-orgreater than the market-clearing
price and-not-removed from the rank-ordering and-for-which there is sufficient Sell Offer supply at or

below the market clearing price will be deemed satisfied at the market elearing price. with any Up-te
Blocks split and pro-rated as may be appropriate; and (b)the
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accourts of Market Sellers and Market Buyers will be credited or debited secordingly.  The
forepoing determmnations shall be made, and all sales and purchases shall be deemed final, as of
specitied times. as designated by the Office of the Interconnection, on the day on which each PIM
Capacity Market is conducted.

6.7 B\Hlin‘g.

The Office of the Interconnection shall prepere a bilhing statement for each Market
Rariicipant 0 accordance with the charges and sredits-speeified i this Schedule, and showing the net
amourt o be paid or received by each Market Partieipant.  $Hling statements for PIM Daily
Capachy Markets shal be rendered foHowing the end ofeach meonth for Capacity Credits bought and
sokd in the month just ended. BHling statements for PIM Monihly Capacity Credit Markets shall be
rendered foHowing the end of the month for which the Capacity Credit apphies. Billing statements
shall provide sufficient detatl. as specified in the PIM Manuals: te allow verification of the billing
amounts and completion of the Market Participat’s internal accounting.  Pavment of statements
shatt be made i accordance with the Agreement.

6.8 Time Standard.

- Al deadlines tor the submission of withdrawal of Sel Odters or -Buy Bids, or for other
purpises specttied in this Schedule, shall be determined by the time observed in the Eastern time
rone.

Issued By: Craig Glazer Effective: June 1. 2007
Vice President, Federal Government Policy
Issued On: September 29, 2006
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PROPOSED LETTER ORDER

~ FEDERAL ENERGY REGULATORY COMMISSION
WASHINGTON, D.C. 20426

In Reply Refer To:
Docket Nos. ER05-1410-000 and -001
and EL05-148-000 and -001

Barry S. Spector

Paul M. Flynn

Wright & Talisman, P.C.
1200 G Street, N.W.
Suite 600

Washington, .C. 20005

Dear Mr. Spector and Mr. Flynn:

1. On September 29, 2006, on behalf of the Settling Partics in Docket Nos. ERO5-
1410-000 and -001, and EL05-148-000 and -001, you filed a settlement agreement, which
included revisions to the PJIM Open Access Transmission Tariff (“PIM Tariff”),
Operating Agrecment, and Reliability Assurance Agrecment ("RAA”). which resolves all
of the issues in such dockets. Comments in this proceeding were filed by on
October 19, 2006. Reply comments were filed by __on November 20. 2006.

Commission’s acceptance of the settlement agreement docs not constitute approval of. or
precedent regarding, any principle or issue in this proceeding. The Commission retains
the right to investigate the rates, terms and conditions under the just and reasonable and
not unduly discriminatory or preferential standard of Section 206 of the Fedcral Power
Act, 16 U.S.C. § 824c.

2. The scttlement agreement is in the public interest and is hereby accepted. The

3. The rate schedule designations are in compliance with Designation of Electric
Rate Schedule Sheets, Order No. 614 (FERC Statutes and Regulations, Regulations
Preambles July 1996-December 2000 § 31,096 (2000)) and are accepted for filing as
designated and made effective on June 1, 2007. The Commission grants waiver of
section 35.3(a) of its regulations to permit such cffective date.

By direction of the Commission.
Secretary
Enclosure

ce: To All Parties
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CERTIFICATE OF SERVICE
[ hercby certify that pursuant to Rules 602(d) and 2010 (18 C.F.R. §§ 385.602(d)
& 2010). I have served, either by paper or clectronic service. the forcgoing documents on
all the partics listed on the official service list compiled by the Secrctary in this

proceeding. all PJM members. and ali state commissions in the PJM Region.

Dated at Washington, D.C., this 29" day of September 2006.

Paul M. Flynn



