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COMPLIANCE FILING CONCERNING THE MINIMUM OFFER PRICE RULE,
REQUEST FOR WAIVER OF RPM AUCTION DEADLINES, AND
REQUEST FOR AN EXTENDED COMMENT PERIOD OF AT LEAST 35 DAYS

In compliance with the December 19, 2019 Order Establishing a Just and
Reasonable Rate of the Federal Energy Regulatory Commission (“Commission” or
“FERC”) in the above referenced proceedings,! PIM Interconnection, L.L.C. (“PIM”)
hereby submits revisions to the PIM Open Access Transmission Tariff (“Tariff”) to
modify the application of the Minimum Offer Price Rule (“MOPR”) to address State
Subsidies and their impact in the PJM capacity market, known as the Reliability Pricing
Model (“RPM”).2 This filing is strictly designed to comply with the Commission’s
December 19 Order with specific tariff language included to effectuate the Commission’s
order.?

By this filing, PJM addresses the Commission’s compliance directives and
incorporates the modified MOPR design elements into the capacity market rules in the
Tariff. As further explained below, where certain elements of the Commission’s
December 19 Order required additional details to support the design and application of
the modified MOPR, PJM has used its best efforts to add these additional detailed
elements to comply with the overarching goal of the December 19 Order. To provide
market certainty, PJM will await Commission action on this filing before implementing

the modified MOPR in the next Base Residual Auction (“BRA”).

! Calpine Corp. v. PJM Interconnection, L.L.C., 169 FERC 9 61,239 (2019) (“December 19
Order”).

For the purpose of this filing, capitalized terms not defined herein shall have the meaning as
contained in the Tariff, Amended and Restated Operating Agreement of PJM Interconnection,
L.L.C. (“Operating Agreement”), or the Reliability Assurance Agreement Among Load Serving
Entities in the PJM Region (“RAA”).

Many parties, including PJM, have sought rehearing and clarification of various provisions in the
December 19 Order. PJM respectfully requests prompt action on those rehearing and clarification
requests to reduce market uncertainty.
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As directed by the December 19 Order, PIM is also providing a timetable for
conducting the BRA for the 2022/2023 Delivery Year, as well as the BRAs for the
following three Delivery Years. As necessitated by this timetable and to allow PJM to
conduct the upcoming RPM Auctions on an orderly, but compressed, schedule following
Commission action on this compliance filing, PJM requests waiver of its Tariff
provisions that prescribed set dates or timelines for conducting pre-auction activities.
Those issues are further addressed and detailed in Section IV of, and Attachment A to,
this Transmittal Letter.

PJM also respectfully requests that the Commission establish a minimum
comment period of at least 35 days (i.e., no sooner than April 22, 2020). Such an
extension is appropriate given the volume of this filing and current circumstances. This
will afford Market Participants sufficient time to review and comment on the proposed
changes, which is necessary given the relative importance of this filing to PJM’s capacity
market.

I. BACKGROUND

On June 29, 2018, the Commission found that PJM’s existing MOPR does not
result in efficient market outcomes due to resources receiving out-of-market payments.*
As a result, the Commission found PJM’s existing MOPR rules to be unjust and
unreasonable.” The December 19 Order established a replacement rate, providing
parameters for addressing state subsidies in PJM’s capacity market by extending the

MOPR to cover not only certain new natural gas-fired generators, but also resources

4 Calpine Corp. v. PJM Interconnection, L.L.C., 163 FERC 4 61,236, at P 2 (June 29, 2018) (“June
29 Order™).
> June 29 Order at P 6.
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receiving out-of-market support through state subsidies.® In short, the December 19
Order directed PJM to extend application of the MOPR to all Capacity Resources
receiving or entitled to receive a State Subsidy, regardless of resource type,’ unless such
resource qualifies for one of the exemptions set forth in the December 19 Order.® The
December 19 Order also included a competitive exemption through which Capacity
Market Sellers may elect to avoid being subjected to the modified MOPR by committing
to forego any State Subsidies for the relevant Delivery Year.” Finally, the December 19
Order affirmed PJM’s continued use of a resource-specific exception!® that allows
Capacity Market Sellers to demonstrate that the costs of their resources are less than the
applicable default MOPR floor price and thus re-set the resource’s applicable MOPR
floor price down to a level that represents the resource’s actual costs (excluding the
impact of any State Subsidies).
1I. STAKEHOLDER PROCESS

In an effort to allow all stakeholders to provide feedback to PJM prior to this
compliance filing and to minimize the number of issues presented to the Commission to
resolve on compliance, PJM held nine stakeholder meetings at which PJM’s intended
compliance with this order was discussed, including four special meetings of its Markets
Implementation Committee dedicated solely to this topic. Each of the meetings was

accompanied with detailed slide presentations and a description of specific elements to be

6 The Commission did not adopt the resource-specific Fixed Resource Requirement (“FRR”)

Alternative it proposed in its June 29 Order.

7 December 19 Order at PP 8, 9 (“PJM must extend the MOPR to apply to all resource types.”).
8 December 19 Order at P 9.
o December 19 Order at P 2.

While the December 19 Order referred to the unit-specific exception, this filing uses the term
“resource-specific” to clarify that the exception is available for all Capacity Resources because
“resource” better encapsulates Energy Efficiency Resources and Demand Resources.
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included in tariff language. In addition, stakeholders have availed themselves of
opportunities to discuss their views with PJM staff and to send correspondence directly to
the PJM Board. As a result, these issues have been the subject of rigorous review and
consideration of varying stakeholder interests within the time limitations allotted by the
Commission for the submission of this compliance filing.

Moreover, PJM has met with representatives of the state commissions in its
footprint on a number of occasions and testified before state commissions and state
legislatures throughout its footprint as to the details and potential impacts of the
December 19 Order. The Organization of PJM States (“OPSI”), among others, has
informed PJM and its Board of its views on a number of the subjects of this compliance
filing (most notably the proposed timing of the next auction).

PJM has heard and thoroughly considered the views of all stakeholder and
representatives of states and, through this compliance filing, has attempted to balance all
of the competing views on these various issues into a proposal (set forth below) which is
designed to meet the Commission’s December 19 Order’s directives while also ensuring
orderly and timely capacity auctions going forward.

III.  SATISFACTION OF THE COMPLIANCE REQUIREMENTS OF THE
DECEMBER 19 ORDER

In compliance with the Commission’s December 19 Order, PJM submits the

following revisions to the capacity market rules in its Tariff.
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A. In Compliance with the December 19 Order, PJM Is Extending the
Application of the MOPR to State-Subsidized Resources, While
Retaining MOPR Application to New Combustion Turbine and
Combined Cycle Natural Gas Resources.

1. Commission Directive

The December 19 Order directed PJM to extend application of the MOPR to all
resources receiving or entitled to receive a State Subsidy, regardless of resource type.!'!
However, such resources are not subject to the MOPR to the extent they qualify for “one
of the exemptions” established by the December 19 Order,!? i.e., any of the four'?
categorical exemptions, the resource-specific exception, or the competitive exemption for
foregoing receipt of any State Subsidy. In addition, the December 19 Order “clarif[ied]
that the MOPR will continue to apply to new natural gas-fired combustion turbine and
combined cycle resources,” because “new natural gas-fired resources remain able to
suppress capacity prices.”!* As with the current MOPR, any resource whose Sell Offer is
limited by the MOPR may use the default MOPR Floor Offer Prices or seek a resource-
specific exception under which its floor offer price will be set based on the resource’s
actual costs.!?

2. PJM Compliance Language

PJM is complying with this broad directive by revising the MOPR provisions to

apply to any Capacity Resource that receives or is entitled to receive State Subsidies (i.e.,

i December 19 Order at PP 8, 9 (“PJM must extend the MOPR to apply to all resource types.”).
12 December 19 Order at P 9.

While the December 19 Order combined the exemption for Demand Resource, Energy Efficiency
Resources, and Capacity Storage Resources, PJM proposes to separate out Capacity Storage
Resources as a separate categorical exemption given the distinctions with Demand Resources and
Energy Efficiency Resources.

14 December 19 Order at P 42.
15 See December 19 Order at P 214.
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“Capacity Resources with State Subsidy”), while continuing to apply the MOPR to new
natural gas-fired combustion turbine (“CT”) and combined cycle (“CC”) resources.'®
PIM generally defines a “Capacity Resource with State Subsidy” as any Capacity
Resource for which the relevant Capacity Market Seller receives or is entitled to receive a
State Subsidy.!” The proposed Tariff language also provides that a Capacity Market
Seller is “entitled to” a State Subsidy if it has a legal right or legal claim to the subsidy,
regardless of whether the Capacity Market Seller has actually received the subsidy.'®

PJM is not modifying the basic structure of the MOPR to comply with the
December 19 Order. As currently applied to CT and CC resources, the MOPR Floor
Offer Price generally establishes the lowest price the Capacity Market Seller of a
Capacity Resource with State Subsidy may offer, while the Capacity Market Seller Offer

Cap generally continues to establish the highest price. Further, as before, Capacity

Unlike the current MOPR provisions that effectively apply only to natural gas-fired generation
resources by setting the MOPR floor prices at zero for nuclear, coal, Integrated Gasification
Combined Cycle, hydroelectric, wind, and solar resources, PJM is affirmatively applying the
MOPR provisions to all CTs and CCs that have not cleared an RPM Auction (i.e., new CTs and
CCs) and to Capacity Resources with State Subsidy based on the Commission’s directive in the
December 19 Order. See id., at P 42. In addition, even though the Commission accepted the
application of MOPR to natural gas-fired resources across the entire regional transmission
organization (“RTO”) and not only in constrained Locational Deliverability Areas (“LDA”) in
Docket No. ER13-535, the current MOPR rules apply only to resources in constrained LDAs. See
proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(ii). Consistent with the directives in the
December 19 Order to expand the scope of the MOPR, PJM is proposing to apply the MOPR to
new CTs and CCs located throughout the PJM Region.

Proposed Tariff, Definitions C-D. There are some additional caveats on this term, which are
discussed below.

Resources included in an FRR Capacity Plan are not considered to be Capacity Resources with
State Subsidy, nor would revenues received through inclusion in an FRR Capacity Plan be
considered a State Subsidy. Rather, that term applies only to resources that participate in RPM.
Accordingly, a resource that was in an FRR Capacity Plan one year and participates in an RPM
Auction the next year would not be considered a Capacity Resources with State Subsidy solely
due to such participation. However, as discussed below, the resource may otherwise be deemed a
Capacity Resource with State Subsidy if, for example, the Capacity Resource previously accepted
a State Subsidy before being included in an FRR Capacity Plan and has not cleared an RPM
Auction since such State Subsidy terminated. See infra Section I11.B.2.c.
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Market Sellers of a Capacity Resource with State Subsidy will be able to offer at the
default or resource-specific MOPR Floor Offer Price.!’

The only exception to this general rule, other than when a Capacity Market Seller
elects the competitive exemption, is when a Capacity Market Seller submits a Sell Offer
for commercially aggregated resources where one or more resources that constitute such
offer is eligible for a State Subsidy. In those cases, it is reasonable to allow a Capacity
Market Seller to submit a Sell Offer that is equal to the time and MW-weighted average
of the aggregated resources.?’ For instance, if a state subsidized solar resource (summer-
only) is commercially aggregated with a state subsidized wind resource (winter-only), the
Capacity Market Seller of such aggregated resources can submit a Sell Offer that is no
lower than the time and MW-weighted average of the respective resource’s default or
resource-specific MOPR Floor Offer Price.

Because MOPR Floor Offer Prices will differ based on whether a Capacity
Resource has previously cleared an RPM Auction, PJM is adding two new defined terms
to clarify application of the rules and distinguish between new entry and cleared
resources: “New Entry Capacity Resources” and “Cleared Capacity Resources with State
Subsidies.” New CTs, new CCs, and Capacity Resources with State Subsidies (including
new uprates) that have not cleared in an RPM Auction pursuant to a Sell Offer at or
above its resource-specific MOPR Floor Offer Price or the applicable default New Entry

MOPR Floor Offer Price (other than any resources that qualify for a categorical

19 Offer prices must be greater than or equal to the default MOPR Floor Offer Price or actual costs as
determined under a resource-specific review unless the Capacity Market Seller elects the
competitive exemption for such Capacity Resource with State Subsidy.

20 See proposed Tariff, Attachment DD, section 5.6.1(h).
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exemption) will be collectively referred to as “New Entry Capacity Resources.”?! Sell
Offers for New Entry Capacity Resources may be no lower than the MOPR Floor Offer
Price based on the cost of new entry (“CONE”) (less net expected energy and ancillary
services (“E&AS”) revenues) for the resource (i.e, Net CONE). As always, Capacity
Market Sellers will be able to elect to use a default MOPR Floor Offer Price or may seek
a resource-specific value through the resource-specific exception.??

Capacity Resources remain New Entry Capacity Resources until they clear an
RPM Auction based on their Sell Offer at or above their resource-specific or default
MOPR Floor Offer Price.”*> Once a New Entry Capacity Resource clears in such fashion,
then different MOPR offer rules apply. Consistent with the existing MOPR
implementation, if the cleared resource is a CT or a CC and it does not receive a State
Subsidy, then it is no longer subject to the MOPR and may offer at any level it chooses
up to the applicable Capacity Market Seller Offer Cap. On the other hand, if the cleared
resource is a Capacity Resource with State Subsidy, then it becomes a “Cleared Capacity
Resource with State Subsidy” and continues to be subject to the MOPR. But, its MOPR
Floor Offer Price will be based on its going-forward costs, i.e., its Avoidable Cost Rate
(“ACR”) (less net expected E&AS revenues) (i.e., Net ACR), which may be a resource-

specific or a default value based on its resource type.?*

2 To be clear, Capacity Resources that cleared an RPM Auction before it received or became

eligible to receive a State Subsidy cannot be New Entry Capacity Resources. See proposed Tariff,
Definitions C-D (definition of Cleared Capacity Resource with State Subsidy).

2 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A).

3 Proposed Tariff, Definitions L-M-N (definition of New Entry Capacity Resource).

2 Proposed Tariff, Definitions C-D (definition of Cleared Capacity Resource with State Subsidy).

While it is conceivable that a Capacity Market Seller of a new Capacity Resource may attempt to
time a State Subsidy so that resource is not entitled to it at the time of the RPM Auction for the
resource’s first year (and therefore the resource could avoid being subject to MOPR based on its
cost of new entry), such behavior would be easily detectable given the publicly available record
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In addition, Capacity Resources that initially are not entitled to a State Subsidy at
the time they first cleared an RPM Auction,?® but later became entitled to a State Subsidy
for a subsequent Delivery Year (i.e., not a Delivery Year in which the resource already
has an RPM commitment) would also be deemed as Cleared Capacity Resources with
State Subsidy that would be subject to the MOPR. In other words, any Capacity
Resource that has cleared in an RPM Auction before the December 19 Order, and is now
entitled to a State Subsidy, would be a Cleared Capacity Resource with State Subsidy.
Likewise, going forward, any Capacity Resource that is not entitled to a State Subsidy
and clears an RPM Auction, and subsequently becomes entitled to a State Subsidy would
then become a Cleared Capacity Resource with State Subsidy.

Capacity Resources that clear an RPM Auction without any benefit from a State
Subsidy, or even the promise of a future benefit (as it is not “entitled” to a subsidy) based
on an offer that presumably would account for recovery of the resource’s construction
and development cost, should not continue to be subject to the MOPR at the new entry
cost (CONE) because the market has demonstrated a need for such resource based on its
economic merit. Accordingly, if such a resource later receives a subsidy, it is proper to
view a competitive offer from such Capacity Resource to be based only on its going-

forward costs (ACR).

associated with State Subsidies. This would result in a referral to the Commission’s Office of
Enforcement for possible market manipulation.

= Because such resources (including CT and CC resources) would not be Capacity Resources with

State Subsidy, they would not be subject to the MOPR and could offer in at any price, without
needing to elect a competitive exemption.
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For clarity, the following graphic below provides a high-level overview of the
application of the modified MOPR and what default MOPR Floor Offer Price applies in

various circumstances.
| State-Subsidized
s Resource? ' 2
E NO * YES 4
Owned by Self-
No MOPR .
§ NO : YES %
Cleared in es for R

Prior Auction?

NO YES Y NO YES %
MOPR at cts Con
Net CONE tior NaMOES

NO YES v
Cleared in Cleared in

N YES ¥ NO YES ¥
MOPR at MOPR at MOPR at MOPR at
Net CONE Net ACR Net CONE Net ACR

o]
1 A Capacity Resource tothe FRR s not t solely as a result of that commitment
2 A Capacity Resource is still considered to be entiiled to receive a State Subsidy following the sunset of the subsidy if the resource previously received a State Subsidy, and has not cleared an RPM Auction since that time.
3 New state-subsidized Capacity Resources must first clear an RPM Auction subject to the Net CONE offer price floor before being considered ‘Cleared in Prior Auction”

NO

YES A
No MOPR

In the following sections, PJM describes the revised rules for determining how
resources qualify as Capacity Resources with State Subsidy, and how such a resource
may avoid the MOPR by qualifying for a categorical or competitive exemption (and
avoid being subject to the MOPR), or may offer below the default MOPR Floor Offer
Price through the resource-specific exception. Then, PJM details the default MOPR
Floor Offer Price values and the process for Capacity Market Sellers to seek a resource-
specific exception to such default values and set a floor price based on the resource’s

actual costs.

10
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B. The Proposed Tariff Revisions Incorporate the Commission’s
Definition of State Subsidy for Determining Which Resources May Be
Subject to the Modified MOPR. PJM Also Proposes to Provide High
Level Guidance on Application of the Commission’s Subsidy
Definition.

1. Commission Directive

In the December 19 Order, the Commission found that application of PJM’s
MOPR should be expanded to resources receiving, or entitled to receive, “out-of-market
payments provided or required by” a state, i.e., subsidized resources.?® To aid in
identifying resources subject to this modified MOPR, the Commission provided a
definition of the term “State Subsidy.”?” However, the Commission clarified that its
State Subsidy definition “is not intended to cover every form of state financial assistance
that might indirectly affect FERC-jurisdictional rates or transactions.”?® Rather, it
“focuses” on those payments that “squarely impact” electricity production or new or

t.2° Accordingly, the Commission found it

continued participation in the capacity marke
reasonable to exclude certain types of out-of-market payments from being considered
State Subsidies, including “generic industrial development and local siting support” from
being considered State Subsidies.** Further, the Commission excluded “private,”

“voluntary, arm’s length bilateral transactions” from the types of out-of-market payment

sources that would subject a resource to the modified MOPR !

26 December 19 Order at P 68.

2 December 19 Order at P 67.

8 December 19 Order at P 68.

2 December 19 Order at P 68.

30 December 19 Order at P 83. The Commission also excluded federal subsidies from the types of
out-of-market payments that would subject a resource to the MOPR. December 19 Order at P 89.

31 December 19 Order at P 70.

11
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2. PJM Compliance Language

a. Definition of State Subsidy

As directed by the December 19 Order, PIM is submitting the Commission’s
definition of “State Subsidy” in its Tariff, with non-substantive modifications.** Thus,
State Subsidies shall include “direct or indirect payment, concession, rebate, subsidy,
non-bypassable consumer charge, or other financial benefit that is [] a result of any
action, mandated process, or sponsored process of a state government, a political

subdivision or agency of a state, or an electric cooperative formed pursuant to state

9933

law’"° and:

(1) is derived from or connected to the procurement of (a)
electricity or electric generation capacity sold at wholesale in
interstate commerce, or (b) an attribute of the generation process
for electricity or electric generation capacity sold at wholesale in
interstate commerce; or

(2) will support the construction, development, or operation of a
new or existing capacity resource; or

(3) could have the effect of allowing the unit to clear in any PJM
capacity auction.>

To the extent a resource receives or is eligible to receive any revenue associated with the
foregoing, it is a Capacity Resource with State Subsidy.
To provide further guidance and reduce any ambiguity on what is not a State

Subsidy, PJM also proposes to include programs that categorically will not be considered

32 December 19 Order at P 67. The non-substantive modifications to the definition of State Subsidy

include a slight change in the structure and also lists explicit programs (discussed below) that,
consistent with the December 19 Order, are not deemed as a State Subsidy. The explicit
exclusions will help reduce any uncertainty that such programs are properly excluded from the
definition of State Subsidy.

3 December 19 Order at P 67.
34 December 19 Order at P 67.
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a State Subsidy. More particularly, PJM is proposing to codify in its Tariff that the
following items are not State Subsidies:

(a) payments, concessions, rebates, subsidies, or incentives
designed to incent, or participation in a program, contract or other
arrangement that utilizes criteria designed to incent or promote,
general industrial development in an area or designed to incent
siting facilities in that county or locality rather than another county
or locality;

(b) state action that imposes a tax or assesses a charge utilizing the
parameters of a regional program on a given set of resources
notwithstanding the tax or cost having indirect benefits on
resources not subject to the tax or cost (e.g., Regional Greenhouse
Gas Initiative);

(c) any indirect benefits to a Capacity Resource as a result of any
transmission project approved as part of the Regional Transmission
Expansion Plan;

(d) any contract, legally enforceable obligation, or any rate
pursuant to the Public Utility Regulatory Policies Act or any other
state-administered federal regulatory program (e.g., the Cross-State
Air Pollution Rule);

(e) any state-directed default service procurement program that is
competitively procured without regard to resource fuel type (e.g.,
New Jersey Basic Generation Service, Maryland Standard Offer
Service);

(f) any revenues for providing capacity as part of an FRR Capacity
Plan or through bilateral transactions with FRR Entities; or

(g) any voluntary and arm’s length bilateral transaction (including
but not limited to those reported pursuant to Tariff, Attachment
DD, section 4.6), such as a power purchase agreement or other
similar contract where the buyer is a Self-Supply Entity and the
transaction is (1) a short term transaction (one-year or less) or (2) a
long-term transaction that is the result of a competitive process that
was not fuel-specific and is not used for the purpose of supporting
uneconomic construction, development, or operation of the subject
Capacity Resource, provided however that if the Self-Supply
Entity is responsible for offering the Capacity Resource, the
specified amount of installed capacity purchased by such Self-
Supply Entity shall be considered to receive a State Subsidy in the

13
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same manner, under the same conditions, and to the same extent as
any other Capacity Resource of a Self-Supply Entity.>

Item (a) above is taken from PJM’s October 2018 filing®® and is a vehicle for
providing general development and siting support. The Commission, in the December 19
Order, accepted excluding these generic subsidies, which are unrelated to the supply-side
participation, from consideration as State Subsidies.?’

PJM is including item (b) to remove any potential ambiguity regarding the
applicability of the revised MOPR with respect to payments related to the Regional
Greenhouse Gas Initiative (“RGGI”) and similar programs. Such regulatory schemes do
not provide a “payment, concession, rebate, subsidy, non-bypassable consumer charge, or
other financial benefit” directly or indirectly to a resource.’® Because such programs do
not “support[] the entry or continued operation of preferred generation resources that may
not otherwise be able to succeed in a competitive wholesale capacity market,”*” they are
not State Subsidies that would trigger application of the MOPR. For example, as PJM
has explained, the central feature of RGGI is a regional cap on CO> emissions, i.e., an
emissions limitation, is just like any other environmental regulation or limit on power
plant operations, whether for NOx or SO, emissions or water discharge rates.** Such
performance limitations cannot be considered subsidies to the affected resources or the

unaffected resources that may indirectly benefit by not being subject to such state

3 Proposed Tariff, Definitions R-S (definition of State Subsidy).

36 See Initial Submission of PJM Interconnection, L.L.C., Docket Nos. EL16-49-000, et al., at 20-21
(Oct. 2, 2018).

37 December 19 Order at P 83.

38 December 19 Order at P 19.

¥ December 19 Order at P 68.

40 Request for Rehearing and Request for Clarification of PJM Interconnection, L.L.C., Docket

Nos. EL16-49-002, et al., at 22 (Jan. 21, 2020) (“PJM Rehearing Request”).
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imposed costs. PJM has limited the blanket exception to taxes and costs imposed by use
of parameters of a regional program. Since the application of the subsidy definition to
the RGGI program has been brought into question in this proceeding through
Commissioner Glick’s dissent, it is prudent to clarify in the Tariff that such programs are

appropriately exempted from the definition of State Subsidy.*!

This exception does not
exclude consideration of other programs which may be similarly structured but not be
regional in nature. However, for purposes of crafting a blanket exemption (as opposed to
case-by-case exemption), PJM has crafted the language to be responsive to specific
concerns raised in the stakeholder process as to the application of the State Subsidy
definition with respect to the RGGI program. +?

Inclusion of item (c) clarifies, consistent with the December 19 Order, that any
Capacity Resource that may indirectly benefit from transmission investments that are a
result of the Regional Transmission Expansion Plan are excluded from classification as
State Subsidies. Specifically, this exclusion pertains to resources that may stand to
benefit because of the ability to use new transmission assets associated with state public
policies that are built and funded pursuant to the State Agreement Approach embodied in
PJM’s transmission planning process.*’ In other words and by way of example, if a state
subsidizes transmission assets through the State Agreement Approach outlined in the

PJM Tariff, any Capacity Resources that subsequently use such transmission assets

should not be deemed to have received a state subsidy. This is appropriate given that

4 December 19 Order, dissenting op. (Commissioner Glick) at P 17.

2 A number of PJM states are either today participants in the RGGI program or indicated their intent

to participate going forward making this clarification and proposed clarification particularly
relevant and needed at this time.

3 See Operating Agreement, Schedule 6, section 1.5.9.
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such transmission projects are recoverable under PJM’s Tariff and approved by the
Commission.

Inclusion of item (d) clarifies, consistent with the December 19 Order,** that any
federal program that may be administered by a state are not State Subsidies. In
particular, the Public Utility Regulatory Policies Act of 1978* derived benefits are not

4 This could also

considered State Subsidies, as they are part of a federal program.
include state-administered Federal air pollution regulations such as the Cross-State Air
Pollution Rule. Any payments received by Capacity Resources as a result of selling
excess emission allowances to another resource owner should not be deemed a State
Subsidy given that the genesis of such emission trading are based on state programs that
are derived from specific authority granted by the Congress through the Clean Air Act*’
or other such federal legislation.

Inclusion of item (e) clarifies that a state-directed default service procurement
program also would not operate as a regime that qualifies as a State Subsidy subjecting
resources to the MOPR. These state programs are mechanisms by which load-serving
entities in retail choice states acquire obligations to provide energy and related services to
retail customers through a state-directed competitive and non-discriminatory auctions.
The resources which are chosen in those auctions are being paid for their providing

service to load serving entities and have been chosen through a competitive state auction

and resource neutral. For this reason, PJM does not see any basis for finding these

H December 19 Order at P 89.

4 Public Utility Regulatory Policies Act, Pub. L. No. 95-617, 92 Stat. 3117 (1978).
46 See December 19 Order at P 67 n.143.

4 42 U.S.C. § 7401.
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auctions to represent state subsidies within the definition of subsidy in the Order. To
eliminate any uncertainty on this point, PJM proposes to explicitly exempt such state-
directed default service procurement programs from the definition of State Subsidy for
MOPR purposes.

Item (f) ensures that participation in an FRR Capacity Plan does not provide a
basis for a Capacity Resource becoming subject to the MOPR. Such participation in a
Commission-approved means for providing capacity in the PJM Region does not amount
to a State Subsidy. This is clear from the December 19 Order where the Commission
affirmed the existing FRR Alternative in the context of the modified MOPR provisions.*
As such, any payment received through such participation should not constitute a State
Subsidy.

Finally, PIM is including item (g) to ensure continuing viability and liquidity in
the secondary markets for bilateral transactions from non-subsidized resources. There,
PJM is excluding from the definition of State Subsidy revenues associated with “any

»49 in which an owner of a non-subsidized

voluntary, arm’s length bilateral transaction
resource may bilaterally transact a part or all of the capacity, energy, or ancillary services

from its facility to a Self-Supply Entity® without jeopardizing the non-subsidized status

48 December 19 Order at P 204.

49 December 19 Order at P 70.

30 PJM is proposing to define a “Self-Supply Entity” as the following types of Load Serving Entity

that operate under long-standing business models: single customer entity, public power entity, or
vertically integrated utility, where “vertically integrated utility” means a utility that owns
generation, includes such generation in its regulated rates, and earns a regulated return on its
investment in such generation; “single customer entity” means a Load Serving Entity that serves at
retail only customers that are under common control with such Load Serving Entity, where such
control means holding 51% or more of the voting securities or voting interests of the Load Serving
Entity and all its retail customers; and “public power entity” means cooperative and municipal
utilities, including public power supply entities comprised of either or both of the same and rural
electric cooperatives, and joint action agencies.” Proposed Tariff, Definitions R-S (definition of
Self-Supply Entity).
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of the underlying generating facility (while the capacity transacted to the Self-Supply
Entity would be considered a Capacity Resource with State Subsidy). Not every
transaction would insulate the Capacity Market Seller. Rather, to ensure no improper
transference of subsidy, the transaction would need to be either short-term, of one year or
less, or “a long-term transaction that is the result of a competitive process that was not
fuel-specific and is not used for the purpose of supporting uneconomic construction,

”31 These bounds are

development, or operation of the subject Capacity Resource.
reasonable, as they ensure the underlying resource does not gain a benefit from the State
Subsidy. Specifically, short-term transactions that are less than one year are generally
used to ensure sufficient capacity by a Self-Supply Entity in the event a resource owned
or contracted by the Self-Supply Entity becomes unavailable. Long term transactions
with a Self-Supply Entity that are a result of a competitive process, not fuel-specific, and
not used to support the uneconomic construction, development, or operation of the
resource should also not be deemed a State Subsidy. This is consistent with the
Commission’s December 19 Order that “voluntary, arm’s length bilateral transactions”
do not raise inappropriate subsidy concerns,’? particularly when such transaction is not
used to support the construction, development, or operation of the resource. This
exclusion ensures Self-Supply Entities retain access to the secondary market—because

Capacity Market Sellers will not be afraid of transacting with them (such as through in a

unit-specific capacity transaction) for fear of tainting their resource as State Subsidized.>

St Proposed Tariff, Definitions R-S (definition of State Subsidy).
2 December 19 Order at P 70.

3 Although the above MOPR rules are intended to apply to Incremental Auctions (“IA”) as well as

the Base Residual Auction, PJM is proposing no special rules in the narrow circumstance
associated with replacement transactions undertaken when the Capacity Market Seller can
demonstrate the inability of its Capacity Resource to meet its capacity commitment during a

18



Document Accession #: 20200318-5149 Filed Date: 03/18/2020

b. Capacity Resource with State Subsidy

The December 19 Order directed PJM to expand the scope of the MOPR to also
apply to Capacity Resources that receive or are entitled to receive State Subsidy. To
facilitate application of the modified MOPR to such resources, PJM has defined the term
“Capacity Resource with State Subsidy,” which, generally speaking, is any Capacity
Resource that receives or is entitled to receive a State Subsidy.

However, because the effects of State Subsidies may also be indirect and there are
many paths by which a State Subsidy may impact the level of costs a Capacity Market
Seller needs to recover in the capacity market, PJM has identified three other scenarios in
which a Capacity Resource will be considered subject to the MOPR as a Capacity
Resource with State Subsidy. One, as directed by the December 19 Order,>* a Capacity
Resource that was once subsidized but is no longer receiving or entitled to receive a State

Subsidy and has not cleared an RPM Auction since it last received the benefit of such

limited period between the Third IA on one hand and six months prior to the delivery year on the
other. Generally, replacement transactions can only be entered into after the Equivalent Demand
Forced Outage Rate (“EFORd”) for the Delivery Year has been locked in the Capacity Exchange
system (November 30 prior to the Delivery Year). After November 30 prior to the Delivery Year
and prior to the conduct of the Third IA for the Delivery Year, the commitment of such a resource
may be replaced but only up to the quantity of any commitment deficiency of the resource caused
by the differences between sell offer EFORd and Final EFORd, and/or derating (as opposed to
replacing the entire resource). In limited instances, a Capacity Market Seller may replace any or
all of a resource’s capacity commitment prior to the Third IA, but only to the extent that the
Capacity Market Seller of the replaced resource provides transparent and verifiable evidence of
the inability for such resource to meet its capacity commitment to PJM and the Market Monitor.
Acceptable reasons for such replacement include deactivation of the resource, cancellation of a
planned resource, or delay in in-service date. PJM Manual 18: PJM Capacity Market, Revision:
44 at section 8.8 (Replacement Resources) (Dec. 9, 2019). Due to this limited utility, it is
acceptable to allow subsidized resources to be used as replacement capacity because they have
very limited opportunity to displace unsubsidized resources in the RPM Auctions. Further, if it is
determined that a Market Participant deliberately circumvents the MOPR rules by replacing an
unsubsidized committed Capacity Resource with a Capacity Resource with State Subsidy, PIM
and the Market Monitor can refer such Market Participant to the Commission’s Office of
Enforcement.

4 December 19 Order at P 75 (“We further find that a capacity resource should be considered to be
entitled to receive a State Subsidy if the resource previously received a State Subsidy, and has not
cleared a capacity auction since that time.”).
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State Subsidy shall be considered to be a Capacity Resource with State Subsidy and
subject to the MOPR as either a New Entry Capacity Resource or a Cleared Capacity
Resource with State Subsidy, depending on whether and how it has previously cleared an
RPM Auction.

Two, Capacity Resources for which the Capacity Market Seller does not own the
underlying generating facility but may nonetheless benefit from any State Subsidy
received by the resource’s owner will also be considered a Capacity Resource with State
Subsidy. For example, the owner of an Intermittent Resource may retain or sell
renewable energy credits (“RECs”) to one entity while selling the capacity rights to
another entity. In this scenario, although the Capacity Market Seller of such Capacity
Resource may technically not be entitled to a State Subsidy (because the contract
provides only the capacity rights for the resource to the Capacity Market Seller and not
the RECs), the resource should still be subject to the MOPR because the owner of such
Intermittent Resource may be able to transact the capacity rights to the Capacity Market
Seller for less than its actual costs due to other revenues derived from the renewable
energy credits. Accordingly, PJM is proposing to consider as a Capacity Resource with
State Subsidy any

Capacity Resource that is the subject of a bilateral transaction
(including but not limited to those reported pursuant to Tariff,
Attachment DD, section 4.6) shall be deemed a Capacity Resource
with State Subsidy to the extent the transacting owner of the
facility supporting the Capacity Resource is entitled to a State

Subsidy associated with such facility even if the Capacity Market
Seller is not entitled to a State Subsidy.>”

> Proposed Tariff, Definitions C-D (definition of Capacity Resource with State Subsidy).
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By applying the MOPR to this class of Capacity Resources, PJM is ensuring that all
Capacity Resources receiving the benefit of a State Subsidy are subject to the MOPR and
will be required to offer in at or above a level near their actual unsubsidized net cost to
provide capacity.

Three, the final group of Capacity Resources that should also be considered
Capacity Resources with State Subsidy are those that are supported by a jointly owned
facility and one of the other owners of the facility is entitled to receive or receives a State
Subsidy. The broad expansion of the MOPR to new and existing resources of all types
necessarily is complex and intrudes all facets of resource ownership and participation in
the capacity market. Given the capital intensive nature of generation resource
development, many resources are jointly owned, and the joint owners are from all sectors
of the industry: public power, merchant, and vertically-integrated. There are many
important benefits of joint ownership in developing and maintaining the resource fleet
across the PJM Region and PJM has long appropriately accommodated such a business
model. Indeed, PJM’s capacity market rules recognize this reality, and that created by
the robust bilateral market, by defining Capacity Resources as only megawatts (“MWs”)
and not the physical resource.’® This allows each owner to independently participate in
PJM’s capacity and other markets, at the offer price it determines. In other words, a
single facility can (and often does) support multiple Capacity Resources.

However, because these Capacity Resources are not truly independent of each
other, as they are each supported by the same facility, the public benefits received by one

owner can affect the ownership costs of the others, effectively providing a cross-subsidy

36 See RAA, Article 1 (“*Capacity Resources’ shall mean megawatts of . . . .”).
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among the owners. The easily severable nature of the output and attributes of a single
facility therefore raises concerns in this context where the Commission is trying to
dampen the effects of any State Subsidy in the capacity market. Therefore, PIM is
proposing a general rule to apply the MOPR to Capacity Resources supported by a jointly
owned facility in which at least one owner receives or is entitled to receive a State
Subsidy.

But not all joint ownership arrangements allow for cross-subsidization among
owners. Accordingly, PJIM’s proposed MOPR implementation provisions do not apply
the MOPR to Capacity Resources where the benefit of a State Subsidy received by one
owner are effectively severable and assignable to specific owners among the class of joint
owners. Thus, any Capacity Resource supported by a facility where the joint ownership
arrangement provides that “the material rights and obligations of such generating facility
are in pari passu, meaning that such rights and obligations are allocated among the
owners pro rata based on ownership share” will not be considered a Capacity Resource
with State Subsidy (to the extent that owner is not otherwise entitled to a State
Subsidy).”” Excluding such Capacity Resources from the MOPR is reasonable. Joint
ownership arrangements that are in pari passu are designed to ensure all owners have
equal rights and responsibilities proportionate to their ownership share. Thus, each
owner is responsible only for its costs and, absent additional agreement, cannot not cross-
subsidize other owners. Such owners should also have the right to all benefits associated
with their proportionate share of energy output, such that, for example, an owner of 40%

of a 100 MW wind farm would be entitled to all the RECs associated with those 40 MW,

37 Proposed Tariff, Definitions I-J-K (definition of Jointly Owned Cross-Subsidized Capacity

Resource).
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be able to offer into RPM all the capacity associated with those 40 MW, and, importantly,
be responsible for 40% of the costs of the entire facility. With these provisions, PJM is
able to balance the December 19 Order’s directive to extend the MOPR to resources
receiving the benefit of State Subsidies against accommodating (and not hampering with)
a long-standing business model that has ensured the PJM Region has a large and diverse
resource fleet.

On the other hand, where the share of rights and obligations are disproportional
with the ownership share of a joint resource, State Subsidy benefits to one owner may
pass through to other joint owners. Accordingly, jointly owned resources that are not in
pari passu, where at least one joint owner is entitled to a State Subsidy, is subject to the
MOPR. For clarity and ease of implementation, PJM has defined these jointly owned
Capacity Resources which are subject to the MOPR as “Jointly Owned Cross-Subsidized
Capacity Resources.”8

The presumption of whether or not a Capacity Resource is a Jointly Owned
Cross-Subsidized Capacity Resource may be overcome by either the Capacity Market
Seller demonstrating that there is no cross-subsidization to the Office of the
Interconnection, with review and input from the Market Monitor, or the Office of the

Interconnection, with review and input from the Market Monitor, finds based on

sufficient evidence, that there is cross-subsidization.>®

8 Proposed Tariff, Definitions I-J-K (definition of Jointly Owned Cross-Subsidized Capacity

Resource) (“[A] Capacity Resource that is supported by a resource that is jointly owned, where at
least one owner is entitled to or receives a State Subsidy associated with such Capacity Resource,

shall be a Capacity Resource with State Subsidy . ...”).
59 Proposed Tariff, Definitions I-J-K (definition of Jointly Owned Cross-Subsidized Capacity

Resources).
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c. Process for Capacity Market Sellers to certify to PJM
whether their resources qualify as Capacity Resources with

State Subsidy

Taking advantage of the fact that Capacity Market Sellers know best whether their
Capacity Resources are receiving or are entitled to receive a State Subsidy, PJM is
proposing that Capacity Market Sellers inform PJM of the status of their resources.®
PJM envisions that this certification process would be accomplished electronically, as a
“check the box” line item, and the Capacity Market Seller will affirmatively certify, for
each resource, whether the resource is—or is not—a Capacity Resource with State
Subsidy, and if so, “identify (with specificity) any State Subsidy,”®! i.e., the specific state
or local program that is the subject of the State Subsidy.

To ensure orderly administration of pre-RPM Auction processes and deadlines
(e.g., resource-specific exception requests), Capacity Market Sellers must provide this
certification for each Capacity Resource (other than Demand Resource and Energy
Efficiency) they intend to offer into the RPM Auction no later than 120 days prior to the
relevant RPM Auction. Capacity Market Sellers that intend to offer Demand Resources
or Energy Efficiency Resources into an RPM Auction will be required to certify whether
or not such resources qualify as a Capacity Resource with a State Subsidy no later than
30 days prior to the commencement of the offer period of any RPM Auction.®> The

reason for this timing distinction is simple—the registration process for end-use customer

locations associated with the Demand Resource Sell Offer Plan is much closer to the

60 See proposed Tariff, Attachment DD, section 5.14(h)(1)(C)(i).
ol Proposed Tariff, Attachment DD, section 5.14(h)(1)(C)(i).
62 Proposed RAA, Schedule 6, sections A(5) & A-1(3); proposed Tariff, Attachment DD-1, sections

A(5) & A-1(3).
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conduct of the RPM Auction given potential end-use customer switching.%> In addition,
the measurement and verification plan for Energy Efficiency Resources is submitted to
PJM no later than 30 days prior to the relevant RPM Auction. Certification of whether a
Demand Resource or Energy Efficiency Resource qualifies as a Capacity Resource with
State Subsidy no later than 30 days prior to the auction provides Capacity Market Sellers
of Demand Resources and Energy Efficiency Resources with a reasonable amount of
time to ensure that the Demand Resource Sell Offer Plan and measurement and
verification plan contain up-to-date participant information prior to the relevant RPM
Auction and submitted concurrently with the other respective requirements for these
resources.

All Capacity Market Sellers will have a continuing obligation to notify PJM and
the Market Monitor of any material changes regarding whether or not a Capacity
Resource is eligible for a State Subsidy. In addition, the Capacity Market Seller will be
required to notify PJM and the Market Monitor of any material changes to the applicable
state or local program that is the subject of the State Subsidy.®> More particularly,
Capacity Market Sellers of a Capacity Resource that becomes eligible or becomes no

longer eligible for a State Subsidy must notify PJM within five days of any such change.

63 Consistent with this rule, PJM will also propose requiring the Demand Resource Sell Offer Plan to

be submitted no later than 30 days prior to the RPM Auction from the current 15 days prior to the
RPM Auction in RAA, Schedule 6. Proposed RAA, Schedule 6, sections A(5) & A-1(3);
proposed Tariff, Attachment DD-1, sections A(5) & A-1(3).

o4 Notwithstanding, a Capacity Market Seller that does not submit a resource-specific exception for a

Capacity Resource with State Subsidy by 120 days prior to the relevant RPM Auction will not
have the option to obtain a resource-specific default MOPR Floor Offer Price. Thus, if a Capacity
Market Seller does not certify whether or not a Demand Resource or Energy Efficiency Resource
qualifies as a Capacity Resource with State Subsidy 120 days prior to the relevant RPM Auction,
such Capacity Market Seller will be precluded from seeking a resource-specific exception for such
resources(s) for that auction.

65 Proposed Tariff, Attachment DD, section 5.14(h)(1)(C)(iii).
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A resource’s status as a Capacity Resource with State Subsidy (or not) will
remain unchanged, even if the Capacity Market Seller of the resource changes, unless one
of three things occurs: the Capacity Market Seller of the resource notifies PJM of a
change; PJM affirmatively changes the resource’s status; or the Commission issues an
order directing a change to the resource’s status.® PJM will only change a resource’s
status if it determines that fraud or material misrepresentation occurred with regard to the
resource’s current status, or the Commission orders a change in status, as discussed
below.®” This approach means that the Capacity Market Seller will not be required to re-
certify whether or not the Capacity Resource is eligible for a State Subsidy prior to each
RPM Auction, unless the State Subsidies applicable to the resource changes.

Capacity Market Sellers that fail to certify whether its resource(s) is eligible for a
State Subsidy by the applicable deadline shall be subject to the default MOPR Floor
Offer Price with no ability to elect the resource-specific exception,®® unless the Capacity
Market Seller receives a waiver from the Commission or it previously received a

resource-specific exception.®” This is a reasonable outcome because timely notification

66 Proposed Tariff, Attachment DD, section 5.14(h)(1)(C)(iii).

67 See proposed Tariff, Attachment DD, section 5.14(h)(9) (Procedures and Remedies in Cases of
Suspected Fraud or Material Misrepresentation or Omissions in Connection with a Capacity
Resource with State Subsidy).

o8 Capacity Market Sellers of Demand Resources and Energy Efficiency Resources that fail to notify

PJM whether such resources are subject to a State Subsidy by the deadline of 30 days prior to the
BRA would also not have the ability to elect the resource-specific exception given that the
deadline to elect the resource-specific exception of 120 days prior to the BRA would have already
passed. However, the proposed provisions would allow a Capacity Market Seller to use a
resource-specific MOPR Floor Offer Price submitted in advance of the 120 day deadline (to the
extent it was subsequently approved), regardless of whether the Capacity Market Seller timely
certified whether or not the resource is eligible for a State Subsidy.

0 Proposed Tariff, Attachment DD, section 5.14(h)(1)(C)(i). The certification requirements do not
apply to resources that are exempt from the MOPR, or to resources “for which the Market Seller
designated whether or not it is subject to a State Subsidy in a prior Delivery Year.” Proposed
Tariff, Attachment DD, section 5.14(h)(1)(C)(ii).
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of whether a resource is entitled to a State Subsidy is necessary to allow for an orderly
conduct of the RPM Auction.”” At the same time, such a rule does not prevent such
resources from being offered in the RPM Auctions altogether, which would otherwise
create a loophole that allow Capacity Market Sellers to circumvent the must-offer
requirements.’!

d. Non-binding guidance for Capacity Market Sellers as to
whether their resources qualify as Capacity Resources with

State Subsidy

To provide further clarity and reduce uncertainty, PJM and the Market Monitor
will work together to develop a non-exhaustive list of programs, based on information
provided by Capacity Market Sellers, that they consider to be a State Subsidy and post
this list in a guidance document. Given the myriad state and local programs that may
exist throughout the PJM Region and the fact that such programs may change over time,
it would not be practical to include a list of specific State Subsidies in the Tariff. Instead,
PJM will develop and maintain, in collaboration with the Market Monitor, a list of
specific State Subsidies to provide guidance on many of the most common programs that
may be applicable to Capacity Resources. Importantly, however, it is ultimately the

Capacity Market Seller’s responsibility to ensure that they correctly certify whether its

7 As further described below, PJM proposes to require Capacity Market Sellers to submit all

resource-specific exception requests to PJM and the Market Monitor no later than 120 prior to the
conduct of the relevant RPM Auction. This timeline is necessary to allow PJM and the Market
Monitor to review the resource-specific exception and resolve any disagreements with the
Capacity Market Seller prior to the conduct of the auction.

7 Notwithstanding, in the event a Capacity Market Seller does not timely specify whether or not a

Capacity Resource is eligible for a State Subsidy and such Capacity Resource does not have a
default MOPR Floor Offer Price and has not submitted and received approval of a resource-
specific exception, PJM will consider such Sell Offer as incomplete and reject the offer,
preventing the resource from clearing the relevant RPM Auction.
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Capacity Resource is subject to a State Subsidy, irrespective of any guidance provided by
PJM and the Market Monitor.”

The burden of identifying whether a resource is receiving (or entitled to receive) a
State Subsidy appropriately falls on the Capacity Market Seller.”> The Capacity Market
Seller is best positioned to know the specific benefits and eligibility requirements of any
available subsidy. The Capacity Market Seller is in the business of developing,
constructing, operating, and maintaining the resource, and is in contact with each state
and local regulatory body with authority over the resource. Further, the Capacity Market
Seller is in control over the resource’s finances and is aware of each benefit available to
it.

By contrast, PJM cannot possibly know each direct and indirect benefit a resource
is receiving (or is entitled to receive) from state or local governments. Nor can PJM be
aware of each direct and indirect benefit the 13 states and innumerable local governments
may make available to resources in the PJM Region. PJM cannot track these benefits and
determine each resource that is entitled to them. Accordingly, Capacity Market Sellers
will notify PJM whether a resource is receiving, or is entitled to receive, a State Subsidy.

If the Capacity Market Seller so indicates, then such resource is a Capacity Resource with

& See Proposed Tariff, Attachment DD, section 5.14(h)(1)(C)(i) (“All Capacity Market Sellers shall
be responsible for each certification irrespective of any guidance developed by the Office of the
Interconnection and the Market Monitoring Unit.”).

7 See Cal. Indep. Sys. Operator Corp., 106 FERC 9 61,179, at P 33 (2004) (“The integrity of the
[California System Operator Corporation] market, in part, depends upon market participants
adhering to market rules. We require market participants to follow the rules regardless of whether
a failure to do so can be associated directly with adverse affects on market prices. The integrity of
the marketplace and the reliability of service rendered are tied to confidence that the rules are
being followed.”).
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State Subsidy and it will be subject to the MOPR unless it meets a categorical exemption
or elects the competitive exemption.”*

PJM proposes that such certifications be subject to the fraud and
misrepresentation rules discussed below. As such, in lieu of requiring Capacity Market
Sellers to provide supporting information along with the notification, PJM and the
Market Monitor shall have the authority to request information supporting a Capacity

Market Seller’s certification.”?

This will provide PJM, with input and advice of the
Market Monitor, with the ability to verify the accuracy of a Capacity Market Seller’s

representation.

C. PJIM Will Exempt Certain Resources Owned or Contracted By Self-
Supply Entities from Being Subject to the MOPR.

1. Commission Directive

In the December 19 Order, the Commission directed PJM to include a self-supply
exemption from the MOPR for certain resources that are owned by Self-Supply Entities.
In particular, the Commission stated that resources are owned by Self-Supply Entities and
(a) have successfully cleared an annual or incremental capacity auction prior to
December 19, 2019; (b) have an executed interconnection construction service agreement
on or before December 19, 2019; or (¢) have an unexecuted interconnection construction
service agreement filed by PJM for the resource with the Commission on or before

December 19, 2019, would be exempt from the MOPR.”®

" As discussed below, the resource-specific exception does not exempt resources from the MOPR.

Rather, the floor offer price applicable in this instance is based on the resource’s specific
circumstances and is not the default MOPR Floor Offer Price for the resource type.

75 See Proposed Tariff, Attachment DD, section 5.14(h)(9).
76 December 19 Order at P 202.
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2. PJM Compliance Language

Consistent with the December 19 Order, PIM will categorically exempt resources
from the MOPR that are owned or bilaterally contracted by Self-Supply Entities if one of
the following three criteria are met: (a) has successfully cleared an RPM Auction prior to
December 19, 2019; (b) is the subject of “an interconnection construction service
agreement, interim interconnection service agreement, interconnection service agreement
or equivalent agreement” executed on or before December 19, 2019; or (¢) is the subject
of an unexecuted interconnection service agreement or equivalent agreement filed by
PJM with the Commission on or before December 19, 2019, will be exempt from the
MOPR.”

PJM clarifies that this exemption should apply so long as a resource is subject to

t’8 executed or filed with the

an interconnection service agreement or equivalent agreemen
Commission on or before December 19, 2019. The distinction here is that not all
resources may need an interconnection construction service agreement, which is only
required to the extent network upgrades are required to accommodate the

interconnection.”’

To properly capture the universe of all planned resources that
“reasonably relied” on prior Commission orders, all resources that advanced to that final

stage of the interconnection process and proceeded to interconnection service agreement,

including interim interconnection service agreements, should be eligible for the

7 Proposed Tariff, Attachment DD, section 5.14(h)(5).

8 Wholesale market participation agreements (“WMPA”) should also be included in this exemption,

as it is another type of agreement that allows a generator that is interconnected to non-
jurisdictional facilities to participate in PJM’s markets, including the capacity market. Resources
with a WMPA executed prior to December 19, 2019, are reasonably expected to participate in the
capacity market and are also not be subject to the MOPR, consistent with the December 19 Order.

7 See PJM Rehearing Request at 21-22.

30



Document Accession #: 20200318-5149 Filed Date: 03/18/2020

exemption.®” In any of these cases, the Self-Supply Entity incurred investment costs to
interconnect prior to the December 19 Order. This approach is consistent with the
Commission’s rationale for exempting such resources “because traditionally they have
been exempt from application of the MOPR and market participants that reasonably
relied on that guidance in formulating their business plans prior to the June [29] Order
were not on notice that they would be mitigated.”3!

Further, while the December 19 Order explicitly included only resources that are
owned by Self-Supply Entities as one of the requirements to qualify for this exemption, it
is appropriate to also include resources that are bilaterally contracted by such Self-Supply
Entities. The justification for limiting disruption to the self-supply industry and
preserving existing investments applies equally to both resources that are owned or
bilaterally contracted by a Self-Supply Entity. Thus, resources should be exempt from
the MOPR regardless of whether it is owned or bilaterally contracted by a Self-Supply
Entity because the decision to invest in such resources was made prior to the
December 19 Order.

PJM also defines “Self-Supply Entity” to mean either a vertically integrated
utility, a public power entity, or a single customer entity.®? These three types of entities
captures the universe of entities that employ the “self-supply” business model in PJM. A

vertically integrated utility includes any utility that owns or bilaterally contracts

80 Additionally, other Capacity Resources that have participated in the RPM Auctions may not have

an interconnection service agreement with PJM for legacy resources that interconnected prior to
the relevant transmission owner integrating into PJM.

81 December 19 Order at P 208 (footnote omitted) (discussing Capacity Storage Exemption); see also
id. at P 174 (same for Renewable Portfolio Standards (“RPS”) Exemption), P 203 (same for Self-

Supply Exemption).
82 Proposed Tariff, Definitions (R-S) (definition of Self-Supply Entity).
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generation and includes such generation in its regulated rates while earning a regulated
return on its investment or cost recovery through bilateral contracts for such generation.
The public power entities include cooperative and municipal utilities, including public
power supply entities comprised of either or both of the same and rural electric
cooperatives, and joint action agencies. A single customer entity refers to a load serving
entity that is majority owned by a municipality or cooperative and serves only retail
customers. Resources owned or bilaterally contracted by either of such load serving
entities may qualify for the self-supply exemption if any of the three criteria described
above are met.

Given that PJM already has all the information pertaining to this categorical self-
supply exemption, it is unnecessary for Self-Supply Entities that own or bilaterally
contract such exempt resources to affirmatively elect this exemption. Instead, PJM
intends to provide the relevant Self-Supply Entities with a list of their resources that
qualify for this exemption. The Capacity Market Seller would then simply need to
confirm whether they agree with the list of exempt resources.

D. PJIM Will Exempt Certain Intermittent Resources from Being Subject
to the MOPR.

1. Commission Directive

In the December 19 Order, the Commission directed PJM to include a limited
exemption from the MOPR for certain renewable resources that are eligible to receive
support from state-mandated or state-sponsored RPS. In particular, the Commission
stated that Intermittent Resources that qualify for a state-mandated or state-sponsored
RPS and (a) have successfully cleared an annual or incremental capacity auction prior to

December 19, 2019; (b) have an executed interconnection construction service agreement
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on or before December 19, 2019; or (¢) have an unexecuted interconnection construction
service agreement filed by PJM for the resource with the Commission on or before

December 19, 2019, would be exempt from the MOPR .#?

2. PJM Compliance Language

Consistent with the December 19 Order, PJIM will categorically exempt certain
Intermittent Resources that qualify for a state mandated or state-sponsored RPS program
from the MOPR if one of the following three criteria are met: an Intermittent Resource
that (a) has successfully cleared an RPM Auction prior to December 19, 2019; (b) is the
subject of an interconnection service agreement or equivalent agreement®* executed on or
before December 19, 2019; or (c) is the subject of an unexecuted interconnection service
agreement or equivalent agreement filed by PJIM with the Commission on or before
December 19, 2019, will be exempt from the MOPR.® Under this exemption, any
Intermittent Resources that generate RECs or equivalent credits that may otherwise
receive or be eligible to receive a State Subsidy would not be subject to the modified
MOPR if it existed prior to the December 19, 2019 date.

Similar to the self-supply exemption, it is appropriate to allow any Intermittent
Resource that is the subject of any interconnection service agreement, rather than solely
an interconnection construction service agreement, to qualify for the Intermittent

Resource exemption. This is because interconnection service agreements, along with

83 December 19 Order at P 173.

84 WMPASs should also be included in this exemption, as it is another type of agreement that allows a

generator that is interconnected to non-jurisdictional facilities to participate in PJM’s markets,
including the capacity market. Resources with a WMPA executed prior to December 19, 2019,
reasonably expected to participate in the capacity market and are also not be subject to the MOPR,
consistent with the December 19 Order.

8 Proposed Tariff, Attachment DD, section 5.14(h)(6).
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interim interconnection service agreements, appropriately exempt any Intermittent
Resources where investment decisions were made prior to the December 19 Order. This
is consistent with the Commission’s rationale that such prior investment decisions were
based on the Commission’s previous affirmative determinations that renewable resources
had too little impact on the market to require review and mitigation.®

Given that PJM already has all information pertaining to this categorical
exemption, it is unnecessary for Capacity Market Sellers of such resources to
affirmatively elect this exemption. Instead, PJM intends to provide the relevant Capacity
Market Sellers with a list of their resources that qualify for this exemption. The Capacity
Market Sellers would then simply need to confirm whether they agree with the list of
exempt Intermittent Resources.

E. Consistent with the Order, PJM Will Exempt Certain Demand

Resources and Energy Efficiency Resources from Being Subject to the
MOPR.

1. Commission Directive

In the December 19 Order, the Commission directed PJIM to include a limited
exemption from the MOPR for certain Demand Resources and Energy Efficiency
Resources that receive or are eligible to receive a State Subsidy. In particular, the
Commission directed PJM to include a MOPR exemption for Demand Resources and
Energy Efficiency Resources that fulfill at least one of the following criteria: “(1) have
successfully cleared an annual or incremental capacity auction prior to [December 19,

2019]; (2) have completed registration on or before the date of this order; or (3) have a

86 December 19 Order at P 174.
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measurement and verification plan approved by PJM for the resource on or before
[December 19, 2019].”%7

2. PJM Compliance Language

In accordance with the December 19 Order, PJM will categorically exempt certain
Demand Resources and Energy Efficiency Resources that receive or may be entitled to
receive a State Subsidy if such resources fulfill at least one of the following criteria: (a)
has successfully cleared an RPM Auction prior to December 19, 2019. For purposes of
this subsection (a), individual customer location registrations (or for utility-based
residential load curtailment program, based on the total number of participating
customers) that participated as Demand Resource and cleared in an RPM Auction prior to
December 19, 2019, and submitted to PJM no later than 45 days prior to the BRA for the
2022/2023 Delivery Year may be deemed eligible for the Demand Resource and Energy
Efficiency Resource Exemption; or (b) have completed registration on or before the date
of this order; or (c) is supported by a post-installation measurement and verification
report for Energy Efficiency Resources approved by PJIM on or before December 19,
2019.%8

a. Applying the exemption to Demand Resources

While it is generally clear which generation resource is “existing” and may be a
Cleared Capacity Resource with State Subsidy, the same cannot be said for Demand
Resources. The difficulty lies in the basic attribute of such Demand Resources—end-use

customers willing to stop using energy when prices reach a certain level. Demand

87 December 19 Order at P 208.
88 See proposed Tariff, Attachment DD, section 5.14(h)(7).
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Resources are composed of registrations, which are in turn composed of many such end-
use customers to reach an aggregate amount that can be offered into an RPM Auction.
Per current rules, Curtailment Service Providers must register such end-use

8 In order to

customers with PJM only shortly before the applicable Delivery Year.
account for this in the forward nature of the capacity market, the current rules provide
that to be an “Existing Demand Resource” in a given RPM Auction the Demand
Resource must consist solely of “identified existing end-use customer sites that are
registered for the current Delivery Year with PJM (even if not registered by such Demand
Resource Provider) and that the Demand Resource Provider reasonably expects to have
under a contract to reduce load based on PJM dispatch instructions by the start of the
Delivery Year for which such resource is offered.”” That is, the aggregated MW cleared
in an RPM Auction on Sell Offers for Demand Resources are comprised of MW provided
by individual end-use customer locations, which may change from the original
Curtailment Service Provider to another Curtailment Service Provider due to highly
competitive nature of the load curtailment market, which results in customer switching
between the time of the RPM Auction and the start of the Delivery Year.

Thus, whether a Sell Offer for a Demand Resource should be subject to the
modified MOPR or be exempt should track the underlying participating end-use customer

locations, rather than be a “look back™ based only on aggregate MWs previously cleared

on that Demand Resource. This will allow for end-use customer location switching from

89 See RAA, Schedule 6, section A(5); proposed Tariff, Attachment DD-1, section A(5).
% RAA, Article 1 — Definitions (Existing Demand Resource).
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one Curtailment Service Provider to another’' without negatively impacting the end-use
customer’s eligibility for the exemption from the modified MOPR. This will also avoid
the creation of an “un-level playing field” by allocating a MW exemption to the
Curtailment Service Provider based on the underlying customer location that may freely
switch between Curtailment Service Providers in the future. As a result, for purposes of
the Demand Resource exemption, PJM proposes to apply the exemption to participating
end-use customers that were included in a Demand Resource registration used to support
offers that cleared prior to December 19, 2019, as opposed to applying the exemption to
the aggregated level of MWs cleared on the Demand Resource.”?

Further, the exemption for a specific end-use customer or location should not be
simply tied to the MW amount cleared for that location in a prior auction. Nomination
values, or the amount of capacity that may be offered for each end-use customer, may
vary based on factors outside the control of the customers, such as changes to the peak
load contribution. The qualified load reduction amount for each end-use customer may
significantly vary from year to year as the underlying Peak Load Contribution changes.
The Peak Load Contribution is typically determined based on the end-use customer’s
load during the five coincident peak days where the customer’s usage may significantly
vary during such hours. The amount of capacity available from an end-use customer
location may therefore be greater or less than the MW quantity that was previously
nominated for such end-use customers in prior Demand Resource registrations for

reasons outside their control. Thus, it is reasonable to exempt any end-use customer that

ot End-use customer switching from one Curtailment Service Provider to another Curtailment

Service Provider is commonplace.

2 See proposed Tariff, Attachment DD, section 5.14(h)(7)(A).
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was included in a Demand Resource registration prior to December 19, 2019, or used to
fulfill cleared capacity commitments prior to December 19, 2019, in its entirety.”?

While the above approach is appropriate for most end-use customer locations
registered as Demand Resources, utility-based residential load curtailment programs are
more difficult to track. The sheer number and switching of individual residential
customers that participate in utility-based curtailment programs make tracking the
exemption based on specific residential customer locations impracticable. Thus, for
purposes of utility-based residential load curtailment programs, PJM proposes to treat as
exempt the total number of participating residential customer locations that were
associated with a Demand Resource that cleared prior to the December 19, 2019 date.

To further effectuate the Commission’s directive to exempt Demand Resources
that cleared an RPM Auction prior to December 19, 2019, PJM proposes to apply the
exemption to any end-use customers registered that support MWs cleared in any RPM
Auction conducted prior to December 19, 2019.°* Given that Capacity Market Sellers
submit Sell Offers for Demand Resources into an RPM Auction before end-use customer
registrations are finalized, certain Demand Resources that cleared an RPM Auction prior
to December 19, 2019, may not yet have end-use customer locations that are linked to the
registrations associated with that resource. PJM proposes to allow Capacity Market
Sellers to link any end-use customer in the registrations that correspond with Demand
Resources that cleared such auctions no later than 45 days prior to the BRA for the

2022/2023 Delivery Year. The requirement to submit the eligible registrations no later

%3 See proposed Tariff, Attachment DD, section 5.14(h)(7)(A).

o4 For 2020/2021 Delivery Year, this includes the BRA, First A, and Second IA. For 2021/2022
Delivery Year, this includes the BRA and First TA.
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than 45 days before the BRA ensures that all registrations will be on file sufficiently in
advance of two other major, pre-auction Demand Resource deadlines for the 2022/2023
Delivery Year —submission of DR Sell Offer Plans and a seller’s certification of whether
the resource is a Capacity Resource with State Subsidy, both of which are due thirty days
before the auction.”® Thus, Capacity Market Sellers will understand the universe of end-
use customer locations that qualify for the categorical Demand Resource exemption and
will have at least fifteen days to compile Demand Resources in order to ensure the
resource will not be subject to MOPR in the 2022/2023 BRA.

b. Applving the exemption to Energy Efficiency Resources

In order to participate in an RPM Auction, Energy Efficiency providers must
submit a measurement and verification plan (“M&V Plan”) identifying the Nominated
Energy Efficiency Value along with a description on the methods and procedures for
determining that value. The Nominated Energy Efficiency Value submitted in the M&V
Plan is not by location, but rather through an aggregated total of all Energy Efficiency
projects that were installed in a Zone or Sub-Zone during that installation period. Thus,
whether a Sell Offer for an Energy Efficiency Resource should be subject to or is exempt
from the MOPR should be determined in an aggregated manner as well. For purposes of
the Energy Efficiency exemption, PJM proposes to exempt Sell Offers up to a determined
MW quantity calculated for each installation period, Zone and Sub-Zone by using the

greater of the latest approved post-installation measurement and verification report prior

95 See proposed RAA, Schedule 6, section A(5); proposed Tariff, Attachment DD-1, section A(S).
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to December 19, 2019, or the maximum MW cleared for a Delivery Year across all
auctions conducted prior to December 19, 2019.%

Like the other categorical exemptions, PJM will retain a list of end-use customers
and locations that qualify for the Demand Resource exemption, as well as a list of post-
installation measurement and verification report for the Energy Efficiency exemption.
Thus, it will be unnecessary for Capacity Market Sellers to notify PJM which end-use
customer locations or Energy Efficiency Resources qualify for this exemption. Instead,
PIM will provide a list of exempt end-use customer locations and Energy Efficiency
Resources associated with the Capacity Market Seller that last registered such customer
locations or submitted the post-installation measurement and verification report prior to
December 19, 2019.°” The Capacity Market Seller would then simply need to confirm
whether those customer locations will continue to be included in sell offer lans through
the existing pre-registration process. Similarly, the Capacity Market Seller would also
simply confirm whether the Energy Efficiency Resources that are exempt from the
MOPR will continue to be offered by the Capacity Market Seller.

F. PJM Will Exempt Certain Capacity Storage Resources from Being
Subject to the MOPR.

1. Commission Directive

In the December 19 Order, the Commission directed PJM to include a limited
exemption from the MOPR for certain Capacity Storage Resources that receive or are

eligible to receive a State Subsidy. In particular, the Commission stated that Capacity

% Proposed Tariff, Attachment DD, section 5.14(h)(7)(C).

7 Utility mass market programs register the number of customer locations that participate in their

program. Therefore, PJM intends to exempt, as applicable, the number of such customer locations
that were registered in the past based on a consistent time period as all other exempt customer
locations. See Proposed Tariff, Attachment DD, section 5.14(h)(7)(A).
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Storage Resources that qualify for a state-mandated or state-sponsored RPS and (a) have
successfully cleared an annual or incremental capacity auction prior to December 19,
2019; (b) have an executed interconnection construction service agreement on or before
December 19, 2019; or (c¢) have an unexecuted interconnection construction service
agreement filed by PJM for the resource with the Commission on or before December 19,
2019, would be exempt from the MOPR.”®

2. PJM Compliance Language
Finally, consistent with the December 19 Order, PJM proposes to include a
categorically exempt Capacity Storage Resources” from the modified MOPR if one of
the following three criteria are met: (a) has successfully cleared an RPM Auction prior to
December 19, 2019; (b) is the subject of an interconnection service agreement or

equivalent agreement!®

executed on or before December 19, 2019; or (c) is the subject of
an unexecuted interconnection service agreement or equivalent agreement filed by PJM

with the Commission on or before December 19, 2019, will be exempt from the

MOPR.'!

%8 December 19 Order at P 202. While the Commission included the Capacity Storage Resource
exemption with Demand Resources and Energy Efficiency Resources in the December 19 Order,
PJM proposes to separate out the Capacity Storage Resource given the distinct qualifications for
the exemption between the different resource types.

% Capacity Storage Resource is defined as “any Energy Storage Resource that participates in the

Reliability Pricing Model or is otherwise treated as capacity in PJM’s markets such as through a
Fixed Resource Requirement Capacity Plan.” Tariff, Definitions C-D. This includes any resource
that is capable of receiving electric energy from the grid and storing it for later injection to the
grid, including pumped hydro.

100 WMPASs should also be included in this exemption, as it is another type of agreement that allows a
generator that is interconnected to non-jurisdictional facilities to participate in PJM’s markets,
including the capacity market. Resources with a WMPA executed prior to December 19, 2019,
reasonably expected to participate in the capacity market and are also not be subject to the MOPR,
consistent with the December 19 Order.

101 See proposed Tariff, Attachment DD, section 5.14(h)(8).

41



Document Accession #: 20200318-5149 Filed Date: 03/18/2020

Similar to the other categorical exemptions, it is appropriate to allow any
Capacity Storage Resource that is the subject of any interconnection construction service
agreement, interim interconnection service agreement, interconnection service agreement,
or other similar interconnection agreement to qualify for the Capacity Storage Resource
exemption. This is because interconnection service agreements, along with interim
interconnection service agreements, appropriately exempts any Capacity Storage
Resources where investment decisions were made prior to the December 19 Order. This
is consistent with the Commission’s rationale that Capacity Storage Resources that have
an interconnection service agreement in place reasonably relied on prior Commission
guidance in formulating their business plans.!'%?

Given that PJM already has all information pertaining to which Capacity Storage
Resources are eligible for this categorical exemption, it is unnecessary for Capacity
Market Sellers of such resources to affirmatively elect this exemption. Instead, PJM
intends to provide the relevant Capacity Market Sellers with a list of their Capacity
Storage Resources that qualify for this exemption. The Capacity Market Sellers would
then simply need to confirm whether they agree with the list of exempt Capacity Storage
Resources.

G. Consistent with the December 19 Order, PJM Will Exempt Resources

that Elect to Forego State Subsidies from Being Subject to the MOPR
Through a Competitive Exemption.

1. Commission Directive

In the December 19 Order, the Commission directed PJM to include a competitive

exemption for Capacity Market Sellers of Capacity Resources that elect to forgo the

102 December 19 Order at P 208.
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receipt of any State Subsidy even if such resources are entitled to one.!”® Any eligible
Capacity Market Seller that elects to forgo a State Subsidy for the relevant Delivery Year
will be allowed to avoid being subject to the applicable MOPR Floor Offer Price.

2. PJM Compliance Language

a. Promising to forego State Subsidies

In accordance with the December 19 Order, PJM is including a competitive
exemption for Capacity Market Sellers, other than Self-Supply Entities or new CT or CC
resources that have not cleared an RPM Auction,'% to certify that they will elect to forgo
accepting any State Subsidy for the relevant Capacity Resource. This competitive
exemption would only be available to Capacity Market Sellers that elect to forego
accepting all applicable State Subsidies for a given resource. The election of the
competitive exemption will allow Capacity Market Sellers of State Subsidized resources
to offer below the default MOPR floor price.!?

Capacity Market Sellers of Capacity Resources that generate RECs or equivalent
credits may elect this competitive exemption if they certify that the credits will only be
used and retired for voluntary obligations as opposed to state-mandated renewable

portfolio standards.!° Through this approach, Capacity Market Sellers may certify that

103 December 19 Order at P 161.

104 See proposed Tariff, Attachment DD, section 5.14(h)(4). The competitive exemption is not
available to New Entry Capacity Resources that are natural gas fired combined cycle or
combustion turbine resources. See proposed Tariff, Attachment DD, section 5.14(h)(4).

105 Capacity Market Sellers of resources that generate RECs or equivalent credits may elect this

competitive exemption if they can demonstrate, upon request, that the credits will only be used
and retired for voluntary obligations as opposed to state-mandated renewable portfolio standards.
Through this approach, Capacity Market Sellers that can ensure that RECs that are eligible for
state sponsored RPS programs will not be used for state mandated compliance purposes can avoid
being subject to the modified MOPR.

106 As further explained below, this option is only available if the Capacity Market Seller owns such

resource in whole or all Capacity Market Sellers that jointly own or are a party to a bilateral
transaction of the facilty unanimously elect the competitive exemption.
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RECs that are eligible for state sponsored RPS programs will not be used for state
mandated compliance purposes can avoid being subject to the modified MOPR.!?’
However, resources owned or contracted by Self-Supply Entities would not be
eligible because any resource owned or contracted by a Self-Supply Entity (that is not
otherwise exempt) is subject to the modified MOPR under the broad definition of State
Subsidy and such entity cannot practically forgo the subsidy since it is derived from their
business model. Further, consistent with the Commission’s directive,!®® Capacity Market
Sellers of CT and CC resources that are subject to the MOPR are not eligible for the
competitive exemption.'” Resources that are no longer entitled to a State Subsidy that
nonetheless are deemed to be Capacity Resources with State Subsidy because they have
not cleared an RPM Auction since they last received a State Subsidy also are not eligible
for the competitive exemption and would be required to submit a Sell Offer in accordance
with the MOPR.!!® To allow such resources to promise to forego a non-existent subsidy
and offer at any price level would be contrary to the December 19 Order’s directive that
such resources should be subject to the MOPR upon the subsidy’s sunset.!!! In addition,
Capacity Market Sellers of a Jointly Owned Cross-Subsidized Capacity Resource or

Capacity Resource with State Subsidy that is the subject of a bilateral transaction are

107 To facilitate Capacity Market Seller of such resources election of the competitive exemption, PIM

will modify the existing Generation Attribute Tracing System (i.e., “GATs”) to ensure that any
Capacity Market Sellers’ self-imposed limitations on use of the RECs can be effectuated. In this
way, REC generating resources that elect the competitive exemption can only be used for
voluntary obligations and are not eligible to be retired for mandatory state RPS requirements in the
GATs system.

108 See December 19 Order at P 161.
109 See proposed Tariff, Attachment DD, section 5.14(h)(4)(A).
10 See proposed Tariff, Attachment DD, section 5.14(h)(4)(A).

i See December 19 Order at P 75 (“We further find that a capacity resource should be considered to

be entitled to receive a State Subsidy if the resource previously received a State Subsidy, and has
not cleared a capacity auction since that time.”).
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ineligible for the competitive exemption, unless all Capacity Market Sellers of Capacity
Resources supported by the joint-owned facility unanimously elect to take the
competitive exemption.!'? Unanimity is required because otherwise any owner that takes
a State Subsidy can pass through the benefits to the other owners or parties—which is
precisely the reason these Capacity Resources are considered Capacity Resources with
State Subsidy and subject to the MOPR. Thus, allowing a Capacity Market Seller of a
Jointly Owned Cross-Subsidized Capacity Resource or a Capacity Resource with State
Subsidy that is the subject of a bilateral transaction to be eligible for the competitive
exemption without unanimity of ownership would defeat the purpose of the MOPR.

Any eligible Capacity Market Seller that seeks to elect the competitive exemption
will be required to certify that it will forego acceptance of all applicable State Subsidies
for a given resource for the relevant Delivery Year. Such certification would be made no
later than 30 days prior to the conduct of the relevant RPM Auction for each Delivery
Year that the Capacity Market Seller wishes to elect the competitive exemption.''> A
Capacity Market Seller may elect the competitive exemption each individual Delivery
Year that it will elect to forego the State Subsidy.

b. Consequences of a Cleared Capacity Resource that accepts
a State Subsidy after electing the competitive exemption

Consistent with the Commission’s compliance directive,'' the consequence of a
Capacity Market Seller accepting a State Subsidy after electing the competitive
exemption depends on whether the resource electing the competitive exemption is a “new

entry” resource which the market has yet to demonstrate a need for the resource at the

12 See proposed Tariff, Attachment DD, section 5.14(h)(4)(A).
13 See proposed Tariff, Attachment DD, section 5.14(h)(4)(A).
14 See December 19 Order at P 162.
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resource’s costs or an “existing” resource.!'> Specifically, a Capacity Market Seller of a
Cleared Capacity Resource with State Subsidy (i.e., an “existing” resource) that elects the
competitive exemption, clears the auction, and then subsequently accepts a State Subsidy
for that Delivery Year will not receive any RPM revenues for any part of that Delivery
Year.''® There is an exception to this rule by which a Capacity Market Seller may retain
capacity revenues if it can demonstrate that the subject resource would have cleared in
the relevant RPM Auction at or above an offer consistent with its resource-specific
exception MOPR floor price.!'!”

Regardless of whether the resource receives capacity revenues, it cleared the
market and undertook a capacity obligation. Therefore, such resource would still be
subject to all obligations associated with a committed Capacity Resource for that
Delivery Year (e.g., must-offer requirements and requirement to perform during
Performance Assessment Interval). At the same time, a Cleared Capacity Resource with
State Subsidy that elects the competitive exemption but accepts a State Subsidy for the
relevant Delivery Year will still be eligible to receive bonus payments for over
performance during a Performance Assessment Interval (and conversely would remain
subject to Non-Performance Charges for under-performance).!'® This is appropriate
because the ultimate goal during a Performance Assessment Interval is to ensure
sufficient generation in times of system stress—regardless of whether the Capacity

Market Seller of a resource accepted a State Subsidy. Further, this provides the

13 In addition to the financial consequences outlined herein, Capacity Market Sellers that violate the

competitive exemption by accepting a subsidy will also face the consequence of being in violation
of the Tariff and potential referral to the Commission’s Office of Enforcement.

116 See proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(ii).
17 See proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(ii).
18 See proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(ii).
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appropriate balance between penalizing units that elect the competitive exemption and
then take a subsidy with the fact that the unit can still provide needed MWs during times
of a system emergency and should be eligible to collect bonus payments for any over-
performance in that instance.

These same outcomes apply to an unsubsidized resource that clears an RPM
Auction, undertakes a capacity commitment, and then subsequently becomes entitled to a
State Subsidy and accepts such subsidy in the relevant Delivery Year. Just as for those
Capacity Market Sellers of resources that promised to forego receiving State Subsidies,
Capacity Market Sellers of unsubsidized resources that receive State Subsidies must
forfeit all their capacity revenues associated with the Capacity Resource for that Delivery
Year, unless they can demonstrate that the resource would have cleared on a resource-
specific offer. And, the resource retains all its capacity obligations and
responsibilities,!!? regardless of whether it receives the revenues.'?

These rules also apply to Jointly Owned Cross-Subsidized Capacity Resources
and Capacity Resources supported by bilateral transactions in either of the two
circumstances described above. But the exposure is greater for these Capacity Market
Sellers, as they must also be concerned that no MWs from the supporting facility receive
any State Subsidy during the Delivery Year. If that happens, then all Capacity Market
Sellers of the Jointly Owned Cross-Subsidized Capacity Resource or of the bilateral
Capacity Resource must return their capacity revenues—even if that Capacity Resource

did not receive any State Subsidy—unless the resource would have cleared on an offer

1o The Capacity Market Seller may purchase replacement capacity to fulfill its obligations.

120 See proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(ii).
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consistent with its resource-specific exception MOPR floor price.!?! Indeed, if one entity
accepts a State Subsidy, then all Capacity Market Sellers of Capacity Resources
supported by the same facility will be required to return the associated capacity revenues.
To allow otherwise would provide a loophole through which the owners of a facility can
receive the best of both worlds: an unmitigated offer into the capacity market, plus the
benefits of a State Subsidy.

Any capacity market revenues forfeited will be returned to the load that bears the
cost of the subsidy collected by the resource, and if PJM is unable to identify the
subsidizing load (e.g., in the case of a REC being the offending subsidy), then PJM shall
return the forfeited revenues to across all load in the PJM Region that is not under an
FRR plan.'?? That is, PIM will refund any collected revenues back to the load in the
state(s) that paid the subsidy. This is appropriate because the load that pays for the
subsidy and absorbs the costs of such subsidy should be able to receive the benefit of not
paying the RPM clearing price when the resource accepts the State Subsidy. However,
for other resources where PJM cannot identify the load that paid for the subsidy, PJM

would refund any collected revenues across all load in the load zone or RTO.!?

C. Consequences of a New Entry Capacity Resource that
accepts a State Subsidy after electing the competitive
exemption

The consequence of a New Entry Capacity Resource accepting a subsidy in its

first Delivery Year after committing to forego receiving any State Subsidies via the

121 See proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(ii).
122 Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(iii).
123 Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(iii).
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competitive exemption is different. As directed by the December 19 Order,'** such
resource will no longer be allowed to participate in any RPM Auction or be eligible to be
used as replacement capacity for a period of 20 years starting from June 1 of the Delivery

125 after the Capacity Market Seller accepts such State Subsidy.!?¢ However, battery

Year
storage resources will be restricted from participating in RPM for a period of 15 years,
consistent with PJM’s gross CONE analysis'?” and the December 19 Order.'?8

Consistent with the treatment of a Cleared Capacity Resource that accepts a State
Subsidy in the year it cleared, such committed New Entry Capacity Resource will not
receive RPM revenues for any part of the Delivery Year that it accepted a State Subsidy,
regardless of whether such resource would have cleared at its resource-specific MOPR
Floor Offer Price.'” Further, the resource will remain subject to all the obligations of a
committed Capacity Resource (e.g., must-offer requirements and requirement to perform
during Performance Assessment Interval, as well as remain eligible for bonus payments
and Non-Performance Charges). However, in the event that the resource in such

circumstance has capacity commitments for future Delivery Years (which is possible

given the forward nature of RPM), the resource must honor its commitment to provide

124 December 19 Order at P 162.

125 For Demand Resources, the supporting end-use customer location will no longer be allowed to

participate in RPM, not the entire zonal resource.

126 Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(i). During such 20-year period, the
resource will be allowed to provide capacity as part of an FRR Alternative Plan and may collect
bonus payments under Tariff, Attachment DD, section 10A associated with performance during a
Performance Assessment Interval. Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(i).

127 See Affidavit of Adam J. Keech on Behalf of PJM Interconnection, L.L.C. § 15 (“Keech Aff.”)
(“[B]ased on an evaluation of asset life for battery energy storage resources published in several
studies (and summarized by NREL), PJM determined that the assumed applicable asset life for
battery storage resource should be 15 years.”). The Keech Affidavit is Attachment E to this filing.

128 See December 19 Order at P 162 n.313.
129 Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(i).
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the promised capacity, and the Capacity Market Seller may retain the capacity revenues
for those Delivery Years so long as the Capacity Market Seller does not also receive State
Subsidies in those years as well.

The same consequence generally applies for a Capacity Resource that was not
entitled to a State Subsidy at the time it first cleared an RPM Auction (meaning it could
not, and had no reason to, elect the competitive exemption) and then elected to accept a
State Subsidy prior to the end of that Delivery Year."*° In other words, a new resource
that is not entitled to a State Subsidy that accepts such subsidy at any time before it
fulfills its capacity commitment for that first Delivery Year will be prohibited from
participating in RPM for a period of 20 years starting from June 1 of the Delivery Year
after the Capacity Market Seller accepts such State Subsidy and must return any capacity

revenues received in that first Delivery Year.!’!

Notwithstanding, the Capacity Market
Seller must honor its existing capacity commitments (i.e., maintain all its obligations and
responsibilities for its first Delivery Year and any subsequent Delivery Year for which it
secured a capacity commitment prior to accepting a State Subsidy) and may retain
Capacity Market revenues for its future commitments to the extent it does not collect
State Subsidies for providing capacity in those future Delivery Years.!?

As above, Jointly Owned Cross-Subsidized Capacity Resources and Capacity

Resources supported by bilateral transactions may also be subject to this rule if their

Capacity Market Seller or any other entity associated with the energy output of the

130 Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(i).
131 This is consistent with the Commission’s directive that the resource may not participate in the
capacity market from the point it elects to accept a state Subsidy. See December 19 Order at

P 162.
132 Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(i).
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underlying facility receives a State Subsidy before or during the resource’s first Delivery
Year with a capacity commitment. In such a case, all Capacity Resources supported by
the same facility will be prohibited from participating in RPM for a period of 20 years
starting from June 1 of the Delivery Year after which the State Subsidy was received.'*?
Likewise, the Capacity Market Sellers of such resources must return any capacity
revenues received for the applicable Delivery Year.

The same rule for refunding to load any returned capacity revenues would apply,
with the revenues returned to the subsidizing load or, if PJM cannot identify such load,
the monies would be refunded across the non-FRR portions of load in the PJM Region.!3*

H. New Entry Capacity Resources Will Have MOPR Floor Offer Prices
Based on the Net Cost of New Entry.

1. Commission Directive

In the December 19 Order, the Commission found that the “default offer price
floor for certain resources that have not previously cleared the capacity market at Net
CONE for each resource type,” should be set at “100 percent of Net CONE.”!* Further,
the Commission held that “new State-Subsidized Resources must first clear the capacity
auction subject to the default offer price floor appropriate to a new resource,” before the
resource may be considered “existing” and offered in at a level below its CONE.'*

With regard to the default floor prices, the December 19 Order directed PIM “to

use resource-type specific Net CONE values for resources that have not previously

133 Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(i).
134 Proposed Tariff, Attachment DD, section 5.14(h)(4)(B)(iii).
135 December 19 Order at P 138.

136 December 19 Order at P 141.
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cleared a capacity auction,”!®” «

regardless of whether it is above the demand curve
starting price.”!*® PJM must, for each default Net CONE value, “provide additional
explanation on how it calculated each of the proposed values on compliance, including

99139

workbooks and formulas, as appropriate. The Commission also adopted PJM’s

proposal to update the default values “annually and as part of PJM’s quadrennial review
95140

of its demand curve and CONE values.

2. PJM Compliance Language

As directed, PJM is updating its MOPR provisions to specify default MOPR Floor
Offer Prices to New Entry Capacity Resources (i.e., Capacity Resources with State
Subsidy and new CTs and new CCs that have never cleared an RPM Auction) that are
based on the costs of constructing a new facility—CONE.'*! As such values are based on
the “net” CONE values for each resource type. PJM must first determine a default
“gross” CONE value and then subtract, based on Zone, the estimate of that resource
type’s net E&AS revenues. Mr. Adam J. Keech, Vice President, Market Operations,
explains in the affidavit attached to this compliance filing how PJM developed the default
MOPR Floor Offer Prices, as well as the methodology for the E&AS revenues.'*

Consistent with the December 19 Order, PJIM will post updated default New Entry

137 December 19 Order at P 143.
138 December 19 Order at P 142.
139 December 19 Order at P 143.
140 December 19 Order at P 143.
141 See proposed Tariff, Attachment DD, section 5.14(h)(2)(A). PJM and stakeholders will revisit

these values as part of the quadrennial review of the VRR Curve and the CONE value supporting
it. Tariff, Attachment DD, section 5.10(iii).

142 Keech Aff. q 5.
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Capacity Resource MOPR Floor Offer Prices 150 days before the applicable RPM

Auction.'?

a. Gross CONE values

PJM determined gross CONE values for various resource types to use in RPM
Auctions for the 2022/2023 Delivery Year and plans to state these initial gross CONE
values in the Tariff.!** The gross CONE values reflect an estimate of the “nominal-
levelized” annual cost to construct and develop a new greenfield construction for the
resource type.'*> As directed by the December 19 Order,'*® Mr. Keech also provides
additional explanation and supporting documentation for these gross CONE values.'4’

As Mr. Keech explains, PJM developed these values based on review of cost data
from sources such as the U.S. Energy Information Administration (“EIA”) and Lazard.
Each of these sources is publicly available.'*® PJM used the EIA data “for all [of] the

technologies, except the solar [photovoltaic (“PV”)] (fixed), combustion turbine,

combined cycle and demand response resource types,”'*’ as the EIA data “represents the

143 See proposed Tariff, Attachment DD, section 5.14(h)(2)(A).
144 See proposed Tariff, Attachment DD, section 5.14(h)(2)(A).
145 Keech AfT. q 5.

146 December 19 Order at P 143.

147 See generally Keech Aff. Mr. Keech also separately provides the installed capital cost (“Capex”),

fixed operating and maintenance cost (“FOM?”) reviewed from different sources of data, the actual
values used for each resource in developing CONE, E&AS, and Net CONE in both Installed
Capacity (“ICAP”) and Unforced Capacity (“UCAP”) basis. The worksheet also shows the
EFORA values for conventional resources and ICAP capacity factor for solar, wind, and battery
energy storage resources used to convert Net CONE from nameplate to ICAP. Also shown in the
worksheet are the individual zonal default MOPR Floor Offer Price for each resource. Keech
Aff. g 6.

148 Lazard’s Levelized Cost of Energy Analysis—Version 13.0, Lazard (November 2019),
https://www.lazard.com/media/451086/lazards-levelized-cost-of-energy-version-130-vf.pdf; U.S.
Energy Information Administration, Capital Cost and Performance Characteristic Estimates for
Utility Scale Electric Power Generating Technologies (February 2020),
https://www.eia.gov/analysis/studies/powerplants/capitalcost/.

149 Keech Aff. q 11.
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most recent (published in February 2020) publicly available source and is well-
documented.”'®® “Further, the EIA data includes Capex and FOM values for nuclear,
coal, solar photovoltaic [] (tracking type), onshore wind, offshore wind, and battery

energy storage technologies,”!>!

which provides transparency into the Gross CONE
determination. The CT and CC gross CONE values are the same the values the
Commission approved in the 2018 quadrennial review proceeding.!>?

Moreover, PJM has based its calculations on publicly available data as this has the
benefit of providing transparency and a clear independent source for the values presented.
Indeed, Mr. Keech explains that, with access to a pro forma analysis tool, any person
“with access to a pro forma analysis tool can use the Capex and FOM data included in the
workbook in Appendix A (which is all from publicly available sources), plus the financial
assumptions provided by PJM to reproduce the CONE values PIM calculated.”!>?

To determine the gross CONE values, Mr. Keech explains that PJM employed the
same financial assumptions used to determine the CT and CC values in the 2018
quadrennial review proceeding.!>* However, in determining the values for wind and solar
resources, PJM accounted for a federal investment tax credit (“ITC”), under which up to

30% the investment is a direct credit against federal income tax in the first year. As a

result, the ITC approximately reduces gross CONE value by 30%, and PJM assumed that

150 Keech Aff. § 11.

151 Keech Aff. q 11.

152 See PJM Interconnection, L.L.C., 167 FERC 9 61,029 (2019).
133 Keech Aff. §20.

134 Keech Aff. 99 15 & Table 2.
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both solar and wind projects would qualify for the maximum. Thus, the gross CONE
values for all wind and solar resource types reflects a 30% reduction in cost.!*

In advance of each BRA, PJM will adjust the Tariff-stated gross CONE values for
CT and CC resources for subsequent Delivery Years using the same Applicable BLS
Composite Index mechanism for adjusting the CONE value on which the Variable
Resource Requirement (“VRR”) Curve is based.!’® As prescribed by the Tariff, this
index is “a composite of the BLS Quarterly Census of Employment and Wages for Utility
System Construction (weighted 20%), the BLS Producer Price Index for Construction
Materials and Components (weighted 55%), and the BLS Producer Price Index Turbines
and Turbine Generator Sets (weighted 25%).”'>” As Mr. Keech explains, for all other
resource types, PJIM will replace the “BLS Producer Price Index Turbines and Turbine
Generator Sets” index with the BLS’s “Producer Price Index for Goods Less Food and
Energy, Private Capital Equipment” index, with no change to the relative weight of each

index."?

PJM proposes to rely on the Turbines index for combustion turbine and
combined cycle resources only because “they are heavily dependent on that specific
technology.” By contrast, the other resource types “employ a wide range of equipment,
[and] the broad index of Private Capital Equipment . . . is more appropriate to capture
annual price changes across the industry.”!>’

After adjusting the values using the applicable index, PJM will further adjust the

values to account for continued application of bonus depreciation, consistent with the

155 Keech Aff.  18.

156 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A).
157 Tariff, Attachment DD, section 5.10(a)(iv)(B)(1).

158 See Keech Aff. q 22.

159 See Keech Aff.  22.
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adjustments to the VRR Curve’s CONE value.'®® PJM will use “a factor of 1.022 for
nuclear, coal, combustion turbine, and combine cycle resource types or 1.01 for solar,
wind, and storage resource types to reflect the annual decline in bonus depreciation
scheduled under federal corporate tax law.”!%! Mr. Keech explains that “[t]he different
adjustment factors reflect the different periods over which the tax laws permit the
facilities to be depreciated,” as nuclear, coal, combustion turbine, and combine cycle
resource types are depreciated 15 years, while solar, wind, and storage resources are
depreciated over five years.'®? The lower adjustment factor for solar, wind, and storage
reflects the quicker recovery of the balance of bonus depreciation.

Consistent with existing practice, PJM will post these adjusted values on its
website along with other relevant auction parameters.

Notwithstanding, PJM will not adjust the values for load-backed Demand
Resources or for Energy Efficiency Resources.!®> No index-based adjustment is required
for the load-backed Demand Resource MOPR Floor Offer Prices because there will be no
Tariff-stated value to adjust. Rather, the default New Entry MOPR Floor Offer Prices for
load-backed Demand Resources will be recalculated prior to each BRA and “separately
determined for each Locational Deliverability Area as the MW-weighted average offer
price of load-backed Demand Resources from the most recent three Base Residual
Auctions.”!®* To determine the MW-weighted average offer price, PIM will use “the

portion of each Demand Resource Sell Offer that is supported by end-use customer

160 See Tariff, Attachment DD, section 5.10(a)(iv)(B).

161 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A).
162 Keech Aff. 9 23.

163 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A).

164 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A).
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locations providing demand response through load reductions, as specified in the
registrations provided during the pre-registration process for such Base Residual

Auctions.”!®

This will ease administrative burdens for Capacity Market Sellers of
Demand Resource by allowing one Sell Offer for both generation-backed and load-
backed Demand Resource if the Demand Resource does not receive or is not eligible to
receive a State Subsidy.'®® To illustrate what the MOPR Floor Offer Prices may look like
for new load-backed Demand Resources, below is a table showing PJM’s preliminary

determinations for the MOPR Floor Offer Prices for the 2022/2023 Delivery Year, based

on the three-year historical average offer prices for Demand Resources, by LDA.

165 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A).

166 Demand Resources that receive or are entitled to receive a State Subsidy will be required to submit

separate Sell Offers for generation-backed Demand Resources and load-backed Demand
Resources given the different default MOPR floor price.
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Table 3: Preliminary Three-Year Historical Average DR Offer Prices, By LDA

LDA (Rest Of) Average
ATSI $47.07
ATSI-CLEVELAND $47.54
BGE $66.81
COMED $60.55
DAY $43.20
DEOK $43.15
DPL-SOUTH $63.68
EMAAC $58.18
MAAC $55.12
PEPCO $49.56
PPL $58.57
PSEG $57.10
PS-NORTH $52.60
RTO $49.73
Entire RTO $53.32

Based on these values, the MOPR Floor Offer Price for Planned Demand Resources will
range from $43.15.79 to $66.81, depending on the LDA in which the resource is
located.'®”

Because the Energy Efficiency Resource MOPR Floor Offer Price is not solely
cost based, but rather reflects costs as well as energy and dollar savings, an index-based
adjustment is inappropriate. PJM proposes that the Energy Efficiency Resource MOPR
Floor Offer Price will remain static between quadrennial reviews. To develop the Energy
Efficiency Resource MOPR Floor Offer Price, PJM asked The Brattle Group (“Brattle”)
and Sargent & Lundy (“S&L”) for assistance.'® As described in the Brattle Report, the
net CONE value is an estimate of “the total economic costs of the [Energy Efficiency]

programs minus all (non-capacity) cost savings,” and considers the cost to participate in

167 See Keech AfT. 9 28.

168 See Affidavit of Samuel A. Newell, John M. Hagerty and Sang H. Gang on Behalf of PJIM
Interconnection, L.L.C. (“Brattle Affidavit”).
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the capacity market and the cost savings from reduced wholesale energy purchases and
from reduced infrastructure investment.'®® To estimate net CONE, Brattle evaluated the
energy efficiency programs in four utility regions. For each program, Brattle
“subtract[ed] the estimated wholesale energy savings and [transmission and distribution]
savings from the Gross CONE.”!”® Then, to arrive at the generic default net CONE value
of $64/MW-Day (ICAP),!”! Brattle determined the capacity-weighted average of each
program’s net CONE.!”2

For generation-backed Demand Resources, the default MOPR Floor Offer Price
considers the costs and offsets using a similar methodology as interconnected “front of
the meter” generation. PJM is using Lazard!”® data for the generation-backed demand
response resource type, which include complete cost data for a small (0.5 MW) diesel
generator.!™ Lazard is used in this case because the diesel resource provided in the EIA
data was approximately 20 MW in size, which PJM believed to be too large to be

representative of a behind-the-meter generator.!”

169 Gross Avoidable Cost Rates for Existing Generation and Net Cost of New Entry for New Energy

Efficiency, The Brattle Group and Sargent & Lundy, 27 (March 17, 2020) (“Brattle Report™). The
Brattle Report is included with the Brattle Affidavit in Attachment D to this filing.

170 Brattle Report at 29. Brattle calculated the ICAP savings by grossing up the MW of reported
program savings “by the assumed losses during peak periods,” and then grossed up that value by
the Forecast Pool Requirement to determine the UCAP savings. Id..

7 Brattle Report at iv, Table 3 & 31, Table 15.
172 Brattle Report at iv, 29.

173 Lazard’s Levelized Cost of Energy Analysis — Version 11.0, Lazard (November 2017)

https://www.lazard.com/media/450337/lazard-levelized-cost-of-energy-version-110.pdf.
174 Keech Aff. §27.
175 Keech Aff. §27.

59



Document Accession #: 20200318-5149 Filed Date: 03/18/2020

As directed by the December 19 Order, and consistent with longstanding practice,
PJM will review and re-evaluate the Tariff-stated default values as part of the quadrennial

review of the VRR Curve and CONE values.'”°

b. Energy and ancillary services revenues offset

To determine the “net” cost of new entry, the gross CONE values must be
reduced to recognize the net revenues a resource can reasonably expect to earn in PJM by
providing energy and ancillary services. Because each resource type participates in the
market differently, based on the characteristics inherent to the resource (e.g., solar and
wind can only run when the sun is shining or the wind is blowing), PJM will employ
different approaches for determining a resource type’s expected net E&AS revenues, by
transmission Zone. While the exact methodology may differ, each approach is based on
the following fundamental principles: when is the resource likely to run; what is the
locational marginal pricing (“LMP”) at that time; what ancillary service revenues can be
expected; and what are the resource’s applicable costs of providing energy and ancillary
services that should be subtracted from such revenues. To capture costs to be recovered
through energy market offers, PJM will consider among other costs “Fuel Costs,
Maintenance Adders and Operating Costs, as applicable, pursuant to Operating
Agreement, Schedule 2.7
While Mr. Keech provides a detailed description of how PJM will calculate the

revenue offset for each resource type,'’”® a summary of each approach for determining

energy market revenues is provided below.

176 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A).
177 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A).
178 See Keech Aff. § 21.
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For coal, CC, CT, and storage resource types, PJM will perform a simulated
dispatch for each type, using the applicable reference resource and when that resource
type is expected to run, based on the cost of the resource and its characteristics. In the
simulated dispatch, PJM will assume that the resource can produce its nameplate
capability during the assumed dispatch period and use that information, in addition to its
variable cost and historic LMPs, to determine the net E&AS revenues for the resource
over the prior three calendar years. Thus, for storage resources, PJM will assume a
Capacity Storage Resource to be “dispatched for the four hours with the highest LMP of
a daily twenty-four hour period,”'”® while in the coal simulated dispatch, PJIM will
assume that a coal unit is “committed day-ahead in profitable blocks of at least eight

hours 95180

For CTs and CCs, PJM will use the same simulated dispatch parameters
currently in the Tariff for these resource types and which are currently used in
determining the applicable default MOPR Floor Offer Prices.!®! After determining
energy market revenues, PJM will subtract the cost specific to each resource type to
generate energy, based on the resource’s parameters.

For solar and onshore wind, PJM has developed a model for each type that has
determined based on historical data when that resource type has run over the past three

years across the RTO and the applicable zonal LMPs. PJM will determine the energy

market revenues “by multiplying the [solar or] wind output level of each hour by the real-

179 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A)(ix).
180 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A)(ii).

181 Compare Proposed Tariff, Attachment DD, sections 5.14(h)(2)(A)(iii)) & (iv), with Tariff,
Attachment DD, sections 5.10(a)(v) & 5.14(h)(3). While PJM is not changing the current Tariff’s
simulated dispatch parameter for combined cycle resource, PJM is updating the reference resource
parameters for combined cycle resources to match those determined in the 2018 quadrennial
review. See Proposed Tariff, Attachment DD, section 5.14(h)(2)(A)(iv).
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time zonal LMP applicable to such hour with this product summed across all of the hours

d77182

of an annual perio PJM has developed separate models for “fixed” solar and

“tracking” solar resource types. %3

For nuclear resource type, PJM will determine energy market revenues by
multiplying the “annual average zonal LMP” against “the annual energy output produced
at the class average equivalent availability factor,” and the currently class average
equivalent availability factor for nuclear is about 94%. After determining energy market
revenues, PJM will subtract the cost specific to each resource type to generate energy,
based on the resource’s parameters.

For the offshore wind resource type, PJM will determine energy market revenues
by multiplying the “average annual zonal real-time LMP” against “an assumed annual
capacity factor of 45%.”!84

For ancillary services revenues, Mr. Keech explains that PJM is assuming annual
ancillary service revenues of $3,350/MW-year for all resource types, except combustion
turbines and generation-backed Demand Resources.'®> This figure is reasonable for wind
and solar resources as well, as it is consistent with a number of recent reactive rate filings
of this resource type, and the relatively small overall impact of this annual dollar value as

compared to annual energy market revenues.'®® As determined in the quadrennial review

proceeding, combustion turbines are assumed to earn $2,199/MW-year in ancillary

182 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A)(vi).

183 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A)(v). “Tracking” solar PV resources are
those with the capability of the solar panels to move and “track” the sun, while “fixed” solar PV
resources lack such capability.

184 Proposed Tariff, Attachment DD, section 5.14(h)(2)(A)(vii).
185 Keech Aff. 9 21; see, e.g., proposed Tariff, Attachment DD, sections 5.14(h)(2)(A)(i) through (ix).
186 See Keech Aff. § 21.
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services revenues.'®’

Given that Demand Resources generally participate only as
Emergency only resources, they do not earn measureable amounts of energy and ancillary
services revenues as a resource class, so the presumption of $0/MW-year in energy and
ancillary services revenues is appropriate for use in the default MOPR Floor Offer Price
88

for Demand Resources. !

c. Net CONE values, i.e., default MOPR Floor Offer Prices

The MOPR Floor Offer Prices for all New Entry Capacity Resource types will be
the net CONE values. PJM does not propose any discounting from those values. That is,
the applicable floor price will be 100% of the net CONE for each resource type. This is a
change from the current-effective MOPR, which sets the default floor price for new CTs
and CCs at 90% of their net CONE value.'® However, with the expansion of the MOPR
to apply to resources of all types, such discounting would not be reasonable and could be
unduly discriminatory. Specifically, although differing views are certainly valid on this
issue, to the extent the Commission is seeking consistent resource-neutral offer floors
going forward, the maintenance of separate offer floors based on differing percentages of
net CONE appears inconsistent with that goal.

Based on the default gross CONE values and in accordance with the proposed
E&AS offset methodologies, below in Table 1, PJM is providing illustrative default
MOPR Floor Offer Prices (at net CONE). These values are illustrative only, as they are
based on an “average Zonal E&AS revenue offset,” while the actual Net CONE values

will vary by Zone to reflect the revenue offset for that Zone. The actual zonal default

187 See Tariff, Attachment DD, section 5.10(a)(v)(A).
188 See Keech Aff. § 27.
189 See Tariff, Attachment DD, section 5.14(h)(4).
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MOPR Floor Offer Prices proposed by PJM are shown in the workbook appended to Mr.
Keech’s affidavit.

Table 1:  Illustrative Estimated Average New Entry Default MOPR

Floor Offer Prices
Ilustrative Default MOPR Floor Offer Prices
Estimated Ilustrative
Gross CONE Average MOPR Floor
(Cost of New | Zonal E&AS | Offer Prices
Planned Resource
Tvpe Entry) Revenue net of E&AS
P $/MW-day | Offset $/MW- Revenues
(Nameplate) day $S/ICAP MW-
(Nameplate) day
Nuclear $2,000 $517 $1,483
Coal $1,068 $43 $1,025
Combined Cycle $320 $168 $152
Combustion Turbine $294 $48 $246
Solar PV (Tracking) $290 $185 $175
Solar PV (Fixed) $271 $117 $367
Onshore Wind $420 $240 $1,023
Offshore Wind $1,155 $337 $3,146
Battery Energy Storage $532 $116 $1,040
Demand Response $254 $0 $254
(Generation-backed)

Because Sell Offers are based on the megawatt quantity of energy that the
resource can reliably contribute during peak hours, the intermittent nature of wind and
solar resources requires their nameplate capacity to be discounted to determine ICAP.

Accordingly, PJM has adjusted the net CONE values, which are expressed in dollars per
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ICAP MW-day, to reflect the expected average output levels (based on PJM’s
experience) for fixed Solar PV, tracking Solar PV, Onshore Wind, and Offshore Wind
down to 42.0%, 60%, 17.6%, and 26.0%, respectively, of the nameplate rating of these
resource types. '

PJM is not proposing to provide default MOPR Floor Offer Price (i.e., default net
CONE) values for those resource types for which PJM is unable to determine a default
CONE value—for hydroelectric resources and for resources whose primary purpose is
not generating energy. Any Capacity Resource that does not have an associated default

°l In the event a

CONE value will be required to submit a resource-specific exception.'
Capacity Market Seller of a resource with no default CONE value fails to submit a
resource-specific exception in accordance with the procedures in the Tariff and PJM
Manuals, PJM will consider such Sell Offer as incomplete and reject the offer, preventing
the resource from clearing the relevant RPM Auction.!”> Given that hydroelectric
facilities are inherently site-specific, there is no “generic” facility from which PJM can

derive a default value. For non-primary purpose resources, PJM simply lacks the data

and experience with the costs to build these various facilities.'”> As PJM gains more

190 See Class Average Capacity Factors: Wind and Solar Resources, PJM Interconnection, L.L.C.

(June 4, 2017), https://www.pjm.com/-/media/planning/res-adeq/class-averagewind-capacity-
factors.ashx?la=en. Capacity Market Sellers may request resource-specific capacity factors to
determine the Installed Capacity of their solar or wind resource. See PJM Manual 21: Rules and
Procedures for Determination of Generating Capability, Revision: 14 at Appendix B (Calculating
Capacity Values for Wind and Solar Capacity Resources) (July 25, 2019) (detailing how to
calculate resource-specific capacity factors for wind and solar resources). See also Keech Aff. 9§ 8.

191 See proposed Tariff, Attachment DD, section 5.14(h)(2)(A).
192 See proposed Tariff, Attachment DD, section 5.14(h)(2)(A).

193 There are only two resources whose primary purpose is not electric production currently in the

interconnection queue, and PJM is aware of only twelve such resources that currently participate
in PJM’s capacity market.
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experience with these types of resources, PJM may be able to provide a default value in
the future through a separate Federal Power Act (“FPA”) section 205! filing,

L Cleared Capacity Resources with State Subsidy Will Have MOPR
Floor Offer Prices Based on the Resource’s ACR.

1. Commission Directive

In the December 19 Order, the Commission found that “the default offer price
floor for existing resources [should be set] at the resource-type specific Net ACR,”!> a
value that “estimates how much revenue the resource requires (in excess of its energy and
ancillary service revenue) to provide capacity in the given year.”!”® The Commission
directed PJM to develop and support new values on compliance and “to develop a
»197

process to ensure all the data used in the calculation is updated annually.

2. PJM Compliance Language

Consistent with the December 19 Order, PJM is providing that the MOPR will
apply to Cleared Capacity Resources with State Subsidy and that the applicable MOPR
Floor Offer Prices for such resources will be based on the resource’s going-forward costs,
i.e., ACR.!® The Capacity Market Seller may elect to use a resource-type default ACR
or a resource-specific cost rate. Just like for new entry resources, PJM proposes to
include in the Tariff default gross going-forward cost values for existing generation
resources, and PJM will annually adjust those values using the same the 10-year average

Handy-Whitman Index as used in determining the resource-specific ACR-based offer

194 16 U.S.C. § 824d.

195 December 19 Order at P 148.

196 December 19 Order at P 148.

197 December 19 Order at P 149.

198 See proposed Tariff, Attachment DD, section 5.14(h)(2)(B).
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caps pursuant to Tariff, AtFtachment DD, section 6.8.!°° As stated there, this index is
used “to account for expected inflation from the time interval between the submission of
the Sell Offer and the commencement of the Delivery Year.”??* To clarify, PJM will be
using the 10-year average Handy-Whitman Index to scale ACR values while it will use a
different index, the Applicable BLS Composite Index, to scale CONE values. This
difference is because the BLS index includes scaling for construction costs that are
relevant to CONE values and not to ACR values. ACR values are only subject to
changes in things like inflation and equipment costs, not construction costs.*"!

To determine the applicable default MOPR Floor Offer Prices, PJM will need to
reduce the gross ACRs by expected net E&AS markets revenues. As directed by the
December 19 Order, PJM will determine an average value for each resource type, by
transmission zone,?’? and such determination will account for revenues net of a number
of various costs including major maintenance (i.e., Maintenance Adders), as applicable,
and Fuel Costs.?”® The adjusted default values will be posted on its website in advance of
each RPM Auction.?*

PJM asked Brattle and S&L to determine the gross ACRs for each resource type;

the results of which are detailed in the Brattle Report, along with a description of the

199 See Tariff, Attachment DD, section 6.8(a) (Adjustment Factor).
200 Tariff, Attachment DD, section 6.8(a) (Adjustment Factor).
201 Keech Aff. §33.

202 See December 19 Order at P 154. While the December 19 Order stated that the default values
should use zonal revenue estimates, PJM agrees with the Market Monitor that the default Gross
ACR values should be determined using default cost values for the applicable resource type, but to
arrive at the net ACRs, resource-specific E&AS offset values should be used. Request for
Clarification of the Independent Market Monitor for PJM, Docket Nos. EL16-49-000, et al., at 3-4
(Jan. 17, 2020) (“Market Monitor Clarification Request”). PJM would be willing to implement
such a change on compliance.

203 See Proposed Tariff, Attachment DD, section 5.14(h)(2)(B).
204 See Proposed Tariff, Attachment DD, section 5.14(h)(2)(B).
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analysis and methodology employed.?®> Brattle and PIM consulted to ensure that “all
avoidable costs to operate the resource for another year.”?%® Brattle’s approach “aligns
with” the Tariff-based approach for determining ACR,?’7 but omitted “the Capacity
Performance Quantifiable Risk (CPQR) premium nor the investment described as a part
of Avoidable Project Investment Recovery Rate (APIR) for the purposes of setting the
default offer floor prices.”??® Following prescriptions in Operating Agreement, Schedule
2 and the Tariff, Attachment DD, section 6.8, Brattle included in its gross ACR analysis
only those costs that may not be included in a resource’s cost-based offers into the energy
and ancillary services markets.?%

The Brattle Report explains how the gross ACR for each resource was
determined. For each resource type, Brattle determined the characteristics of a
“representative plant” that is widely representative of the costs of most of the fleet.
Using publicly available data, Brattle developed ACRs for these resources and then
checked them against cost estimates in S&L’s proprietary and confidential database.?!”
The resulting Brattle-determined default gross ACR values, plus the values for load-

backed Demand Resources and Energy Efficiency Resources, are shown in the table

below, which is also stated in the Tariff.

205 The Brattle Report provides the additional explanation and supporting documentation for these

gross ACR values required by the December 19 Order.

206 Brattle Report at 2.
207 See Tariff, Attachment DD, section 6.8.
208 Brattle Report at 3.

209 Brattle Report at 2. Brattle explains that “all maintenance costs for systems directly related to

electric production can be included in the operating costs maintenance adder for cost-based energy
offers, and thus are excluded from the Avoidable Cost Rates.” Id. at 2.

210 Brattle Report at 3 (“Our cost estimates are primarily based on our analysis of publicly-reported

costs for plants with characteristics similar to the representative plants for each resource type,
which we validated against confidential cost estimates within S&L’s project database.”).
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Existing Resource | Default Gross ACR
Type (2022/2023
($/ICAP MW-day)

Nuclear - single $697
Nuclear - dual $445
Coal $80
Combined Cycle $56
Combustion Turbine $50
Fixed Solar PV $40
Wind Onshore $83
Generation-backed $3
Demand Response
Load-backed $0
Demand Response
Energy Efficiency $0

Generation-backed Existing Demand Resources may have going-forward costs
associated with the operation and maintenance of the generating unit allowing the
resource to participate in the capacity market. Brattle found that the “primary annual cost
[for such units] is an annual maintenance contract to ensure the facility remains

2211

operational in case it is called upon. Brattle “estimate[d] that their annual

maintenance contracts cost about $1/kW, which translates to $3/MW-day.”?!2

By contrast, for load-backed Existing Demand Resources and existing Energy
Efficiency Resources, Mr. Keech explains that “PJM was unable to determine any
material avoidable costs associated with these resource types,”?!* nor is PIM “aware of

any material avoidable cost to carry forward the load reduction capability on an Existing

Demand Resource or an existing Energy Efficiency Resource for electrical equipment

21 Brattle Report at 24.
212 Brattle Report at 24.
213 Keech Aff. q 35.
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»214 " Indeed, costs for such load-backed

once an initial investment has been made.
resources are upfront costs, i.e., installation of metering and software installations, that
are applicable only to Planned Demand Resources. Accordingly, the default MOPR
Floor Offer Price for load-backed Existing Demand Resources and existing Energy
Efficiency Resources should be zero.?"

As with the gross CONE values for New Entry Capacity Resources, PJM will
review and re-evaluate these default gross ACR values as part of the quadrennial review
of the VRR Curve and CONE values.?!®

As directed by the December 19 Order,?!” PIM determined default net E&AS
revenues for each resource type on a Zonal basis and will net those values against the
gross ACRs to determine the default MOPR Floor Offer Prices for Cleared Capacity
Resources with State Subsidy.?!® While the December 19 Order directed “PIM to
develop default average energy and ancillary services revenue offset values for each

»219 it is somewhat unclear whether this directive is aimed at the

resource type by zone,
development of default MOPR Floor Offer Prices for both new entry resources and
existing resources. Nevertheless, pursuant to the December 19 Order, this filing will
contain default net ACRs for each Zone and resource type.

Use of default zonal revenue values for new entry resources is logical, given that

they have no performance history to rely on in determining market revenues. However,

214 Keech AfTf. 9 35.

215 Proposed Tariff, Attachment DD, section 5.14(h)(2)(B).
216 Proposed Tariff, Attachment DD, section 5.14(h)(2)(B).
217 December 19 Order at P 154.

218 Proposed Tariff, Attachment DD, section 5.14(h)(2)(B).
219 December 19 Order at P 154.
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the use of default zonal revenues for existing resource may be less accurate, as the
resource’s history allows for a more accurate representation of its expected revenue
offset. The context of the discussion supports the notion that this directive is for new
resources only, as the December 19 Order is responding to PJM’s October 2018 proposal
to use the “lowest zonal value estimated for each resource type over the past three years”
when determining the new entry floor prices.’?’ The Market Monitor has sought
clarification on the issue,??! and PJM supports that request. Accordingly, in the event the
Commission clarifies that the net E&AS revenue offset for determining floor prices for
existing resources should be resource-specific rather than default zonal values, PJM will
implement that directive.

Consistent with the underlying rationale for default CONE values, PJM does not
propose default ACR values for hydroelectric resources and for resources whose primary
purpose is not generating energy. A generic, default going-forward cost estimate for
hydro resources would not be representative, because such resources are inherently site-
specific, with unique landscape characteristics informing the size and capability or each
resource. Accordingly, a resource-specific review is most appropriate for determining a
MOPR Floor Offer Price for such resources. As for resources whose primary purpose is
not generating energy, PJM lacks the necessary experience and data with these types of
resources, but PJIM may be able to provide a default value in the future through a separate
FPA section 205 filing as it gains more experience. In the meantime, these resources

must utilize the resource-specific process to obtain a MOPR Floor Offer Price. Hydro

220 December 19 Order at P 154.

21 Market Monitor Clarification Request at 3.
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and non-primary purpose Capacity Resources for which Capacity Market Sellers fail to
seek a resource-specific value will not be allowed to participate in RPM Auctions.?*?

J. Through the Resource-Specific Exception Process, Resources Subject
to the MOPR May Be Offered at Prices Based on Their Actual Costs.

1. Commission Directive
The December 19 Order directed PJM to “maintain the Unit-Specific Exemption,
expanded to cover existing and new State-Subsidized Resources of all resource types” to
operate as an “alternative to the default offer price floor.”??> The Commission directed
that resulting resource-specific floor offer price “will be based on the resource’s expected

costs and revenues,”?**

and the process should “largely track the Unit-Specific Exemption
methodology set forth in PJM’s currently-effective Tariff.”?* The Commission also
found that PJIM’s standardization of certain financial modeling assumptions for the
review process “appear to present a reasonable objective basis for the analysis.”??
Finally, the Commission required PJM to “provide more explicit information about the
standards that will apply when conducting this review as a safeguard against arbitrary ad
hoc determinations that market participants and the Commission may be unable to

reliably predict or reconstruct.”*?’

222 Proposed Tariff, Attachment DD, section 5.14(h)(2)(B) (“Cleared Capacity Resources with State
Subsidy for which there is no default MOPR Floor Offer Price provided in accordance with this
section must seek a resource-specific value determined in accordance with the resource-specific
MOPR Floor Offer Price process below to participate in an RPM Auction. Failure to obtain a
resource-specific MOPR Floor Offer Price will result in the Office of the Interconnection rejecting
any Sell Offer based on such resource.”).

223 December 19 Order at P 214.
224 December 19 Order at P 214.
225 December 19 Order at P 214.

226 December 19 Order at P 16 n.36.
227 December 19 Order at P 216.
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2. PJM Compliance Language

As directed by the December 19 Order, PJM is generally keeping in place the
existing unit-specific exception process, and in fact, is able to maintain much of the
existing Tariff language, with the revisions generally reflecting the expanded scope.
However, in recognition of expanding the scope of the MOPR to apply to all types of
resources and not just generation units, PJM is renaming it as the “resource-specific
exception.””?® Thus, consistent with the current rules, any resource subject to the MOPR
can demonstrate that its actual costs are lower than the applicable default MOPR Floor
Offer Price, and if so, such resource is permitted to offer at that lower price. However,
because the resource-specific price may turn out to be different from the default price,
PJM is proposing to allow the Capacity Market Seller to choose to offer at either the
default or resource-specific price level, regardless of the applicable offer cap.?*” This
approach is reasonable, particularly at this early stage of information gathering so as not
to work as a disincentive for Capacity Market Sellers willing to open their books with
resource-specific information. In PJM’s view, the market is better served with a process
that allows for PJM and the Market Monitor to gain experience with and compile
resource-specific information rather than creating a disincentive for entities seeking to
invoke this approach. As the default values would have been determined by the
Commission to be just and reasonable, this approach also ensures just and reasonable

pricing outcomes for consumers.

228 Proposed Tariff, Attachment DD, section 5.14(h)(3).

229 Proposed Tariff, Attachment DD, section 5.14(h)(3)(F) (“[T]he Capacity Market Seller may
consider the applicable default MOPR Floor Offer Price and may select such default value if it is
lower than the resource-specific determination, regardless of the offer cap applicable to such
Capacity Resource.”).
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a. Resource-specific _evaluations for New Entry Capacity
Resources

The types of costs that will be considered in a resource-specific review will
depend on whether the resource is New Entry Capacity Resource or a Cleared Capacity
Resource with State Subsidy. For a New Entry Capacity Resource, the Capacity Market
Seller must submit to PJM and the Market Monitor “documentation to support the fixed
development, construction, operation, and maintenance costs of the Capacity Resource,
as well as estimates of offsetting net revenues.”?*° Further, PIM is generally keeping the
standardized financial modeling assumptions (i) nominal levelization of gross costs, (ii)
asset life of 20 years, (iii) no residual value, (iv) all project costs included with no sunk
costs excluded, (v) use first year revenues, and (vi) weighted average cost of capital
based on the actual cost of capital for the entity proposing to build the Capacity
Resource. !

PIM is clarifying the provisions to explicitly afford Capacity Market Sellers the
ability to submit a resource-specific justification of an asset life other than the current
default 20-year assumption. With the expansion of MOPR to apply to all other resource
types, 20 years may not, in all instances, be appropriate as different resource types have
different inherent characteristics that may allow them to remain economic for a longer
period of time. In addition, PJM is clarifying the types of evidence that may be used to
justify such an alternate asset life. Further documenting this existing flexibility, when
justified by supporting evidence, provides for a reasonable level of flexibility given the

diverse demographic of technologies the MOPR now applies to. Such documentation

230 Proposed Tariff, Attachment DD, section 5.14(h)(3)(B).
231 Proposed Tariff, Attachment DD, section 5.14(h)(3)(B).
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may be provided to the Market Monitor (and ultimately PJM if there is disagreement
between the unit owner and the Market Monitor) to demonstrate that 20 years may not be
an appropriate asset life for that resource. PJM is proposing to cap the permissible term
at 35 years, which is the general asset life assumption used in the ACR determination for
the “Avoidable Project Investment Recovery Rate.”’?? Further, in the December 19
Order, the Commission found projecting economic life for any period longer may be

33 An asset life of other than 20 years would not be allowed without

speculative.?
sufficient justification; rather, a Capacity Market Seller must be able to substantiate that
its financial accounting or project financing relies on an asset life that is different from 20
years.?3*

The above assumptions would apply to all resource types except load-backed and
generation-backed Demand Resources and Energy Efficiency Resources. As the
Commission correctly recognized, these resources operate differently and consider
different cost (and savings) factors when deciding whether to participate in the capacity
market.*> Accordingly, as described below, the focus of each of the evaluations for

these resource types is on the business calculus for participating in the capacity market,

1.e., the costs incurred and demonstrable savings gained.

232 Tariff, Attachment DD, section 6.8(a) (APIR (Avoidable Project Investment Recovery Rate))
(APIR uses a table for assigning a project investment cost recovery rate and assumes a 35-year life
for each asset until the asset’s actual life gets to 25 years, at which time the rate slows down as it
anticipates the plant becoming uneconomic on a shorter horizon.).

233 See, e.g., December 19 Order at P 153 n.301.

234 Proposed Tariff, Attachment DD, section 5.14(h)(3)(B). Capacity Market Sellers may submit
other documentation regarding the resource’s asset life, including “opinions of third-party experts
regarding the reasonableness of the financing assumptions used for the project itself or in
comparable projects to the extent the seller has not executed project financing for the resource
(e.g., independent project engineer opinion or manufacturer’s performance guarantee),” and/or
“evidence presented in federal filings, such as its FERC Form No. 1 or an SEC Form 10-K, to
demonstrate an asset life other than 20 years of similar asset projects.” Id.

235 See December 19 Order at PP 144-47.
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To determine the resource-specific cost of new entry values for a load-backed
Demand Resource, PIM will look at the “program costs required for the resource to meet
the capacity obligations.”?*® The Capacity Market Seller would need to substantiate such
costs with documentation on topics “including all fixed operating and maintenance cost
and weighted average cost of capital based on the actual cost of capital for the entity
proposing to develop the Demand Resource.”??’

The resource-specific evaluation for Energy Efficiency Resources would be based
documentation from the Capacity Market Seller regarding “the nominal-levelized annual
cost to implement the [] program or to install the [] measure reflective of the useful life of
the implemented [] equipment.”?*® The evaluation would also consider “the offsetting
savings associated with avoided wholesale energy costs and other claimed savings
provided by implementing the [] program or installing the [] measure.”*

Similarly, the generation-backed Demand Resource resource-specific
determination “shall only consider the resource’s costs related to participation in the

2240 Because such

Reliability Pricing Model and meeting a capacity commitment.
resources are unit-specific, PJIM is requiring the Capacity Market Seller to provide
“supporting documentation (at the end-use customer level)” of the capacity market
participation costs, and to attest that any generation unit-related costs not included are

“not related to participation as a Demand Resource, such as the costs associated with

installation and operation of the generation unit, and will be accrued and paid regardless

236 Proposed, Tariff, Attachment DD, section 5.14(h)(3)(B).
237 Proposed, Tariff, Attachment DD, section 5.14(h)(3)(B).
238 Proposed, Tariff, Attachment DD, section 5.14(h)(3)(B).
239 Proposed, Tariff, Attachment DD, section 5.14(h)(3)(B).
240 Proposed, Tariff, Attachment DD, section 5.14(h)(3)(B).
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of participation in the Reliability Pricing Model.”**! This parsing of costs recognizes the
dual purpose the generation units that support such Demand Resources; indeed, such
units are generally needed primarily for purposes other than participating in RPM, such
as for resilience or regulatory requirements for hospitals. However, if the Capacity
Market Seller chooses to include “all costs associated with the generation unit,” only then
will the evaluation consider “demand charge management benefits at the retail level (as
supported by documentation at the end-use customer level)” as an additional offset to
242

such costs.

b. Resource-specific  evaluations for Cleared Capacity
Resources with State Subsidies

For Cleared Capacity Resources with State Subsidy, if a Capacity Market Seller
believes that the default floor price overstates the actual costs of its resource, the
Capacity Market Seller may request a resource-specific ACR determination.?** The
resource-specific determination would generally rely on the same going-forward cost data
used to determine ACR offer caps under Tariff, Attachment DD, section 6.8, except that
the determination would be precluded from using the 10% gross up for uncertainty which
is used in setting the resource-specific offer cap.?** Thus, for the cost portion of the

analysis, Capacity Market Sellers would only need to submit such data on the avoidable

241 Proposed, Tariff, Attachment DD, section 5.14(h)(3)(B).

M2 Proposed, Tariff, Attachment DD, section 5.14(h)(3)(B). PIM is proposing to allow Capacity
Market Sellers to provide supporting documentation (at the end-use customer level) that includes
“historic end-use customer bills and associated analysis that identifies the annual retail avoided
cost from the operation of such generation unit.” Proposed, Tariff, Attachment DD, section
5.14(h)(3)(B).

243 See proposed, Tariff, Attachment DD, section 5.14(h)(2)(B).

244 In section 6.8, the 10% gross up is part of the “Adjustment Factor,” which also calls for adjusting

the costs by the 10-year average Handy-Whitman Index. PJM proposes to apply this index when
determining a resource’s going forward cost for RPM Auctions, because the costs need to be
adjusted upward to account for inflation between the auction and the Delivery Year.
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cost components laid out in section 6.8. However, a resource’s expected net E&AS
revenues must be subtracted from its costs to determine how much revenue the resource
needs from the capacity market. PJM proposes to apply the approach and type of data
used to determine expected revenues for new resources. That is, Capacity Market Sellers
may use either historical or forward looking energy revenues, just like PJM has long
allowed for determining resource-specific values for new entry resources, and Capacity
Market Sellers may also provide the same kind and types of projected revenue data.
While the resource-specific MOPR Floor Offer Price for Cleared Capacity
Resources with State Subsidy and the Market Seller Offer Cap both rely on the similar
sets of data to compute the ACR, the MOPR Floor Offer Price can exceed the resource-
specific offer cap.?*> This could occur because, for example, the Capacity Market Seller
used a forward-looking projection of revenues in the determination of the resource-
specific MOPR Floor Offer Price, while the resource-specific offer cap determination
only uses historical revenues. Because an offer at the applicable MOPR Floor Offer
Price (whether resource-specific or default) is a valid, competitive offer representative of
the resource’s costs, such an offer should not “in and of itself, be deemed an exercise of
market power in the RPM market.”**® Accordingly, in the event PJM must mitigate a
Sell Offer down to the applicable Market Seller Offer Cap, PJM should only mitigate it
down to “the higher of the applicable Market Seller Offer Cap or the applicable MOPR

Floor Offer Price.”?*’

245 The same is true with respect to the default MOPR Floor Offer Prices and the default Market
Seller Offer Cap, which is determined in accordance with Tariff, Attachment DD, section 6.4.

246 Proposed Tariff, Attachment DD, section 6.4(a).
47 Proposed Tariff, Attachment DD, section 6.5(a)(i).
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In addition and consistent with the determination of the default values, PJIM will
require Capacity Market Sellers to include in the estimates of expected market revenues
various costs including, as applicable, Maintenance Adders, Fuel Costs, and Operating
Costs.?*8

Finally, to “safeguard against arbitrary ad hoc determinations,”®* PIM is
proposing one small clarifying modification to the process language. Specifically, PIM is
proposing that the resource-specific review process be “open and transparent” as between
the Market Monitor, the Capacity Market Seller, and PJM.>** This change should not
affect the data required from the Capacity Market Seller or actually change any aspect of
processing such requests. Rather, it merely ensures that PJM and the Market Monitor are

kept apprised of each other’s review. !

This will maximize the sharing of information,
analysis, and dialogue between PJM, the Market Monitor, and the Capacity Market
Seller.

K PJM is Providing Special Procedures in Cases of Fraud or Material
Misrepresentations.

As a necessary corollary to the above Tariff changes and to ensure Capacity
Market Sellers provide complete and accurate information regarding the status of their
resource with regards to State Subsidies, its eligibility for one of the exemptions to the
MOPR described in this compliance filing, or information in the resource-specific review

process, PIM is including safeguard provisions to address the consequences if PJIM

248 Proposed Tariff, Attachment DD, section 5.14(h)(3)(C).
249 December 19 Order at P 216.
250 See proposed Tariff, Attachment DD, section 5.14(h)(3)(F).

= As PJM explained in its request for clarification, PJM is maintaining the current roles for PJM and

the Market Monitor when reviewing resource-specific exceptions. Specifically, PJM will make
the final determination of a resource-specific price with advice and input from the Market
Monitor. See PJM Rehearing Request at 24-25.
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reasonably believes that a previous determination of whether a resource is a Capacity
Resource with State Subsidy was based on fraudulent or material misrepresentations or
omissions and, absent such misrepresentations or omissions, the resource’s Capacity
Resource with State Subsidy status would be different.?>> These provisions are closely
modeled on the fraud and misrepresentation provisions the Commission previously
accepted in Docket No. ER13-535 with regard to Capacity Market Sellers seeking a
categorical exemption from the MOPR.>>

Under these provisions, if PJM or the Market Monitor suspect misrepresentation
or omission in the Capacity Market Seller’s certification, either may request additional
information “to evaluate whether such Capacity Resource is a Capacity Resource with
State Subsidy,” and the Capacity Market Seller must provide such information within
five business days.?>* If PJM suspects the misrepresentation or omission sufficiently in
advance of the start of the auction, it can alter the Capacity Resource with State Subsidy
status for that auction (e.g., deem the resource a Capacity Resource with State Subsidy),
but only upon written notification to the Capacity Market Seller no later than 65 days
before the start of the auction.?®> If PJM provides written notice of such determination no
later than 65 days before the relevant RPM Auction, then the resource will be deemed a
Capacity Resource with State Subsidy and subject to the MOPR. Capacity Market

Sellers that are dissatisfied with PJM’s determination regarding its status may challenge it

232 See proposed Tariff, Attachment DD, section 5.14(h)(9).

253 See PJM Interconnection, L.L.C., 143 FERC 9 61,090, at P 115 (2013). PIM also proposed
similar provisions as part of its original MOPR-Ex proposal in ER18-1314. Capacity Repricing or
in the Alternative MOPR-Ex Proposal: Tariff Revisions to Address Impacts of State Public
Policies on the PJM Capacity Market of PJM Interconnection, L.L.C., Docket No. ER18-1314-
000, at Attachment C (Option B: Tariff, Attachment DD, section 5.14(h)(12)) (Apr. 9, 2018).

254 Proposed Tariff, Attachment DD, section 5.14(h)(9)(A).
255 Proposed Tariff, Attachment DD, section 5.14(h)(9)(A).
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at the Commission. However, if PJM determines, contrary to the Capacity Market
Seller’s certification, that a resource is actually a Capacity Resource with State Subsidy,
such Capacity Resource shall be subject to the MOPR, unless and until ordered to do
otherwise by the Commission.?*°

The provisions expressly provide Capacity Market Sellers with the opportunity to
challenge PJM’s determination before the Commission. If PJM fails to provide written
notice at least 65 days before the start of the relevant RPM Auction, then PJM may file
with the Commission the suspect certification that contains any fraudulent or material
misrepresentation or omission.”>’ PJM will proceed to run the auction consistent with its
determination, but will implement any Commission directive with respect to such suspect
certification.

In any event, before PJM exercises its authority to timely alter a resource’s status
or before PJM submits a filing to the Commission concerning such remedy, PJM, with
advice and input of the Market Monitor, will notify the Capacity Market Seller to provide
the Capacity Market Seller an opportunity to explain the alleged misrepresentation or
omission.”®® Thus, the Capacity Market Seller is provided the opportunity to submit a
revised certification for that Capacity Resource for subsequent RPM auctions, including
RPM Auctions held during the pendency of a Commission proceeding.>>® Finally, PJM

will seek fast-track treatment for any such filing, and reveal neither the name nor any

256 Proposed Tariff, Attachment DD, section 5.14(h)(9)(A). Nothing in this proposed section affects
the Market Monitor’s existing authority under Tariff, Attachment M — Appendix.
257 Proposed Tariff, Attachment DD, section 5.14(h)(9)(B).

258 Proposed Tariff, Attachment DD, section 5.14(h)(9)(C).
259 Proposed Tariff, Attachment DD, section 5.14(h)(9)(C).

81



Document Accession #: 20200318-5149 Filed Date: 03/18/2020

identifying characteristics of the Capacity Market Seller or its resource, though the filing
shall otherwise be public.2¢°

IV. AUCTION IMPLEMENTATION SCHEDULE AND ASSOCIATED
TARIFF WAIVER REQUEST

A. PJM Proposes a Slightly Compressed Schedule for the 2022/2023
Delivery Year BRA Tied to the Date of the Commission’s Order
Accepting the Compliance Filing.

The December 19 Order makes clear the Commission’s expectation that PJM’s
next BRA “be conducted under the new rules to provide the necessary and appropriate
price signals to capacity resources.”?®! In that vein, the Commission directed PIM, in this
compliance filing, “to provide an updated timetable for when it proposes to conduct the
2019 BRA, as well as the 2020 BRA, as necessary.”?%?

PJIM was previously scheduled to conduct the BRA to obtain capacity
commitments for the 2022/2023 Delivery Year, per the then-effective Tariff, in May
2019. Given the pendency of this proceeding, the Commission in August 2018 granted
PJM’s request for waiver of the Tariff requirement to conduct that auction in May 2019,
as well as waiver of certain related Tariff deadlines for PJM, the Market Monitor, and
Capacity Market Sellers to complete various pre-auction tasks, such that PJM would
conduct the BRA in August 2019.26> When PJM later sought clarification that, because
this proceeding remained pending, PJM should proceed with the August 2019 auction

schedule per the Waiver Order, the Commission instructed PJM not to proceed with the

auction, because the effective offer pricing rules had been found unjust and unreasonable,

260 Proposed Tariff, Attachment DD, section 5.14(h)(9)(C).

261 December 19 Order at P 219.

262 December 19 Order at P 219.

263 PJM Interconnection, L.L.C., 164 FERC q 61,153 (2018) (“Waiver Order”).
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and there was no just and reasonable replacement rate yet determined.?®* In doing so,
however, the Commission expressly recognized “the magnitude of the tariff process at
issue—the BRA, a major feature of the PJM market—and the corresponding interest of
market participants who make resource investment and retirement decisions based on
price signals.”?*> The Commission further recognized “the importance of sending price
signals sufficiently in advance of delivery to allow for resource investment decisions.”*%®
The Commission found, however, that “on balance, delaying the auction until the
Commission establishes a replacement rate will provide greater certainty to the
market.”¢’

The December 19 Order outlines the key elements of the just and reasonable
replacement rate. Given the complexity of PJM’s capacity auction rules however—
PIM’s October 2018 pro forma Tariff revisions on a proposed replacement rate, for
example, ran to over 30 pages—and the many details of the replacement rate of necessity
left to be addressed by this compliance filing, resuming the capacity auctions again
requires a balance between “the importance of sending price signals sufficiently in
advance of delivery to allow for resource investment decisions;” and clearly
“establish[ing] a replacement rate [to] provide greater certainty to the market.”?%
Accordingly, PJM urges that it not be required to conduct the next BRA until the

Commission has acted on this compliance filing and approved the operative Tariff

language that will govern that auction. Capacity Market Sellers should know before they

264 PJM Interconnection, L.L.C., 168 FERC 61,051 (2019) (“July Auction Order”).
265 July Auction Order at P 14.
266 July Auction Order at P 14.
267 July Auction Order at P 14.
268 July Auction Order at P 14.
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make concrete auction preparations, for example, the specific definition of a State
Subsidy, the details of available exemptions, the Net CONE and ACR screening values
for the various resource categories, and the parameters of an acceptable unit-specific
exception showing—just to name a few. Therefore, PJM proposes that the date for the
next BRA Auction be tied to the date of the Commission’s order on this compliance
filing.

Specifically, PJM proposes to complete all pre-auction activities and open the
BRA for the 2022/2023 Delivery Year within six and a half months after the date of the
Commission’s acceptance of PJM’s compliance filing. In the interest “of sending price

2

signals sufficiently in advance of delivery,” the six and a half month schedule is
compressed from the Tariff-prescribed schedule that has governed prior BRAs. Under
the current Tariff, the pre-auction schedule begins eight and a half months before the
BRA, when Capacity Market Sellers must provide their preliminary must-offer exception
requests for anticipated deactivations. Those exception requests must be confirmed five
and a half months before the BRA, and (as a critical-path item in the proposed
replacement rate) Capacity Market Sellers will be required to certify whether or not their
Capacity Resources are eligible to receive State Subsidies no later than four months
before the auction.?®® The coordinated and inter-related pre-auction deadlines for PJM,
the Market Monitor, Capacity Market Sellers, and FRR Entities proceed quickly from

that point—and will now include multiple additional deadlines to implement the

replacement rate.

269 As explained above, however, the certification deadline applicable to Demand Resources and

Energy Efficiency Resources is 30 days before the RPM Auction.
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The proposed schedule has two components: (1) the first two weeks after the
order on this compliance filing is an initial adjustment and preparation period for PJM
and stakeholders, with no pre-auction deadlines; and (2) the next six months is a
condensed version of the existing pre-auction schedule, as shown in the graphic below.
PJM notes that the first proposed deadline for Capacity Market Sellers is not until 18
days into that pre-auction process, i.e., the final request for a must-offer exception must
be submitted no later than 162 days before the start of the BRA.?”® As part of this
schedule compression, PJM is eliminating the requirement for a preliminary notification
of a must-offer exception request—which was non-binding in any event—for the
impacted Delivery Years.

B. PJM  Proposes a Balanced (and Contingent) Scheduling

Accommodation for the 2022/2023 Delivery Year BRA to Address the
Possibility of Near-Term FEnactment of New State Laws on FRR
Eligibility.

Under the above approach, if the Commission were to issue its order on the
compliance filing by mid-May, PJM would conduct the delayed 2019 BRA no later than
December of this year. PJM is aware, however, that the OPSI has proposed that PJIM
defer the 2019 BRA to May 2021.%”! PJM understands this request to stem from the
December 19 Order’s impact on state resource policies, and the resulting possibility of
state legislation in the next few months that responds to the December 19 Order in a

manner that has a material impact on multiple market participants’ preparations for and

participation in the auction. PJM is sensitive to this concern, but also recognizes the

270 See Attachment A to this filing.

e See Letter from Dr. Talina R. Mathews, President, Organization of PJM States, Inc. (OPSI), to
Ake Almgren, PH.D., Chairman, The PJM Board of Managers, PJM Interconnection, L.L.C.
(Feb.13, 2020), https://www.pjm.com/-/media/about-pjm/who-we-are/public-

disclosures/20200219-opsi-letter-re-scheduling-next-base-case-residual-auction.ashx?la=en.
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importance of resuming the BRA schedule as soon as possible. To address this concern
and balance the interest in accommodating the request made by OPSI with the need for
some market certainty as market participants make critical resource financing decisions,
PJM proposes that, in the event that legislation directly applicable to new elections of the
FRR alternative is enacted before June 1, 2020,2’?> and upon request of a state public
utility commission acting in its official capacity, PJM would have the limited ability to
extend the schedule for the affected BRA to no later than March 31, 2021, for completion
of the BRA. That limited, conditional extension would allow PJM to conduct an orderly
auction schedule that takes such a material change into account, with the least amount of
delay in the overall schedule.

PJM proposes to post the specific schedule for the 2022/2023 BRA and
subsequent RPM Auctions consistent with the above description by the later of June 15,
2020, or 14 days after a Commission order accepting the compliance filing.?”® 1In this
way, PJM’s announcement of the specific auction schedule dates will take into account
whether state legislation triggering the three-month extension has been enacted. Once the
auction schedule is posted, it will be final and not allowed to be further modified unless
otherwise directed by the Commission.

C. PJM Proposes an Orderly and Deliberate Serial Implementation of

BRAs for the 2023/2024 Through 2025/2026 Delivery Years to Return
RPM to Its Intended 36-Month Forward Schedule.

As shown in the figure below, PJM proposes a four and a half month pre-auction

schedule for the BRAs for each of the three succeeding Delivery Years, with that

272 By “enact,” PJM means that any such legislation is not only passed by the legislature, but also

signed by the authorized state executive, no later than June 1, 2020.

273 As noted above, the first deadline affecting market participants would not arise until 18 days after
the start of the formal pre-auction process.
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schedule in each case beginning six weeks after the posting of the prior BRA’s results.
PJM proposes adjustments to the next three BRAs because the existing delay is already
such that the prompt and orderly consecutive conduct of the BRAs for the 2022/2023 and
2023/2024 Delivery Years will impinge on the schedules for the BRAs for the two
subsequent Delivery Years.

Similar to the BRA for the 2022/2023 Delivery Year, PJM will allow a period of
time, six weeks in this case, before the formal pre-auction process begins. This deliberate
and timely schedule: (1) allows a reasonable initial period for market participants to
assess the results of the prior BRA; (2) allows sufficient time (albeit slightly compressed
from the standard schedule) to conduct pre-auction activities; and (3) puts the PJM
Region on track to return to the designed three-year forward BRA schedule in the least

time consistent with an orderly process.

LT ITIRTE]
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The proposed timeline also upholds the importance of, and the market’s

expectation of, consecutive BRA schedules for consecutive Delivery Years. Market
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participants reasonably should be afforded the benefit of knowing results from the prior
Delivery Year’s BRA in order to plan their competitive offers and strategies for the next
BRA. For example, Capacity Market Sellers should not have to make a deactivation
decision for a Delivery Year without knowing the cleared quantities and clearing prices
for the preceding Delivery Year.

PIM proposes to post for the 2023/2024, 2024/2025, 2025/2026 Delivery Years
the specific BRA schedules and all intermediate deadlines, at the same time PJM posts
the BRA schedule for the 2022/2023 Delivery Year.

D. PJM Proposes to Adjust the Incremental Auction Schedule to Reflect

the Shortened Time Between the BRAs and Their Associated Delivery
Years.

The delay in the BRAs for the affected Delivery Years also requires changes to
the IA schedule for those Delivery Years, which assume three years between the closing
of a BRA and the start of the associated Delivery Year. The Tariff accordingly requires
the First IA to be held in the month of September that is 20 months before the start of the
Delivery Year, the Second IA to be held in the month of July that is 11 months before the
start of the Delivery Year, and the Third IA to be held in the month of February that is
three months before the start of the Delivery Year.?’

Because the BRAs for the first three affected Delivery Years will be held
substantially less than 36 months before the start of their respective Delivery Years, PIM
proposes to cancel some of those [As. PJM’s proposed cancellations are guided by the
following considerations:

e schedule compression placing an IA in close proximity to its BRA;

274 See Tariff, Definitions E-F (definition of First Incremental Auction), Definitions R-S (definition of
Second Incremental Auction), Definitions T-U-V (definition of Third Incremental Auction).
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e schedule compression resulting in IAs being conducted without a
material change in the planning parameters or auction inputs;

e the IA’s normally scheduled date has already passed;
e the IA would fall within 10 months of the associated BRA; and
e PJM should always conduct a Third IA for each Delivery Year, to take

account of the final load forecast and Equivalent Demand Forced
Outage Rates for that Delivery Year.
Consistent with these principles, PJM proposes to cancel any IAs that the current
Tariff would otherwise require PJM to conduct at a time that is within 10 months after the
delayed date on which PJM actually concludes the BRA for that same Delivery Year.
The specific [As that will be canceled depend on the timing of the Commission’s order
on this compliance filing, and on whether the conditional three-month added time is
invoked for the BRA for the 2022/2023 Delivery Year. However, in no event will the
Third IA be canceled or postponed for any Delivery Year.
E. PJM Formally Requests Waiver of Its Tariff as Necessary to Permit

Implementation of PJM’s Response to the December 19 Order’s
Compliance Directive for an Updated RPM Auction Timetable.

To permit the proposed BRA and IA schedules, PJM requests waiver of the PIM
Tariff provisions—Ilisted in Attachment A to this filing—on BRA and IA timing and
BRA pre-auction process deadlines. PJM reads the Commission’s order denying PJM’s
request to proceed with the 2022/2023 BRA in August 2019, as effectively extending the
Tariff waivers granted in the Waiver Order that allowed PJM to defer that BRA from its

Tariff-prescribed May 2019 timing.?”> PJM thus views the Commission’s forthcoming

275 In the Waiver Order, the Commission granted waiver of: “(1) Attachment DD, section 5.4(a),

requiring that the BRA be conducted in May three years prior to the relevant delivery year;
(2) Attachment DD, sections 5.10(a)(vi)(B) and 5.10(d), requiring PJM to post by February 1
before the BRA the [VRR] curves to be used in the BRA and the Preliminary PJM Region Peak
Load Forecast for the delivery year; and (3) Attachment DD, section 6.6(g), requiring any
Capacity Market Seller seeking an exception to the BRA must-offer requirement on the basis of
the deactivation of its resource to submit a preliminary written request by the September 1
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compliance order in this docket as completing the Commission’s action on that
previously filed waiver request. PJM now requests that the Commission expand that
prior waiver to any other Tariff-required pre-auction deadline that has been disrupted,
including the changes in the IAs. Attachment A to this filing details each such deadline,
the governing Tariff provision for each such deadline, and PJM’s proposed alternative
timing for each such deadline.?’¢

Given the evident impossibility of conducting the 2023/2024 BRA in May 2020,
as required by the current Tariff, and the cascading impacts on the BRAs for the
2024/2025 and the 2025/2026 Delivery Years from the schedule delays for the prior
Delivery Years’ BRAs, PIM also requests that the Commission grant the same waiver the
Commission granted in the Waiver Order to the 2022/2023 BRA and for the BRAs and
IAs in the three subsequent Delivery Years (and their relevant pre-auction deadlines).
Attachment A shows the deadlines, the governing Tariff provisions, and PJM’s proposed
alternative deadline for these three Delivery Years as well.

In the Waiver Order, the Commission found such waivers needed to
accommodate delay of the BRA auction schedule from the Tariff-prescribed deadlines

was consistent with the Commission’s waiver policy because “(1) the applicant acted in

preceding the BRA, and provide confirmation by December 1.” Waiver Order at P 4; see also id.
at P 12.

276 PJM also requests waiver of three requirements in the RAA that PJM calculate certain parameters

used in determining capacity obligations based on three or four years before a given BRA. Given
the delayed and compressed schedule for holding the next four BRAs, PJM requests waiver of
these “hard-coded” requirements to use data from certain calendar years, and instead seeks relief
to use “the most recent available” data. Specifically, PJM seeks waiver of the requirement in
RAA, Schedule 8, section (B) and RAA, Schedule 8.1(D)(3) to allow PJM to use most recent
available the “Zonal Weather-Normalized Summer Peak Load” instead of the one “for the summer
season concluding four years prior to the commencement of such Delivery Year.” In addition,
PJM seeks waiver of the requirement in RAA, Schedule 8.1(D)(4) that all demand response and
similar load management programs included in an FRR Capacity Plan “be submitted three years in
advance” of the Delivery Year; rather, the FRR Entity should be allowed to submit them before
the BRA for such Delivery Year.
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good faith; (2) the waiver is of limited scope; (3) the waiver addresses a concrete
problem; and (4) the waiver does not have undesirable consequences, such as harming
third parties.”*”’

The same is true here. The BRAs and IAs for the four impacted Delivery Years
cannot be held on their Tariff-prescribed timing, because the rules to govern those
auctions are not yet fully resolved or detailed, the BRA for the prior year has not yet been
held, and Market Participants, PJM, the Market Monitor, and other stakeholders have
insufficient time to prepare for the orderly consecutive conduct of those auctions. Just as
found in the Waiver Order under very similar conditions, PJM has acted in good faith, the
problem is concrete, the waiver is of limited scope, and the waiver will not have
undesirable consequences. The consequences of conducting auctions—committing
resources to the region’s capacity needs and determining clearing prices and results—are
the same consequences of conducting all past RPM Auctions. The pre-auction schedule
for each BRA is compressed, but not in a major way—parties will still have sufficient
time to make their pre-auction arrangements, as can be seen from the intervals set forth
on Attachment A. The largest schedule change is that there will be less time between the
posting of one BRA’s results and the start of the pre-auction process for the next BRA,
but six weeks for that interval still allows a reasonable amount of time for parties to
assess auction results, and parties also will have six months after one BRA clearing
before they submit offers in the next BRA. The main difference now is that the longer
delay (compared to PJM’s earlier waiver request) in establishing the replacement rules

for the RPM Auctions now impacts the schedule for more RPM Auctions. The problem

27 Waiver Order at P 12 (citing Midcontinent Indep. Sys. Operator, Inc., 154 FERC Y 61,059, at P 14
(2016); Calpine Energy Servs., L.P., 154 FERC { 61,082, at P 12 (2016); N.Y. Power Auth., 152
FERC 61,058, at P 22 (2015)).
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remains concrete, i.e., effecting an orderly resumption of the BRAs in light of the delay;
and the scope is no greater than is needed to restore the BRAs to their intended three-
year-advance design.

Granting of the waiver will not have undesirable consequences. The
consequences of conducting auctions—committing resources to the region’s capacity
needs and determining clearing prices and results—are the same consequences of
conducting all past RPM auctions. The pre-auction schedule for each BRA is
compressed, but not in a major way—parties will still have sufficient time to make their
pre-auction arrangements, as can be seen from the intervals set forth on Attachment A.
The largest schedule change is that there will be less time between the posting of one
BRA'’s results and the start of the pre-auction process for the next BRA. However, six
weeks for that interval still allows a reasonable amount of time for parties to assess
auction results, and parties also will have six months after one BRA clearing before they
submit offers in the next BRA. In sum, the requested waiver will allow PJM to proceed
on a compressed, deliberate path to resume the consecutive conduct of the BRAs—as
required by the PJM Tariff—which has been disrupted by the pendency of this
proceeding.

V. EFFECTIVE DATE

Because certain elements of the Commission’s December 19 Order provided
latitude in the details of the design, PJM will await a Commission order accepting these
rules before implementing them. As noted above, PJM will announce the revised

schedule for certain RPM Auctions shortly after receipt of the Commission’s order
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accepting the compliance filing, providing notice of the date on which PJM intends to
implement the modified MOPR rules.?”

VI. DOCUMENTS ENCLOSED

PJM encloses the following:

1. This transmittal letter;

2. Attachment A:  Schedule of BRA pre-auction deadlines and IA
schedule;

3. Attachment B:  Revised sections of the Tariff and RAA (redlined
version);

4. Attachment C:  Revised sections of the Tariff and RAA (clean
version);

5. Attachment D:  Brattle Affidavit, including the Brattle Report; and

6. Attachment E:  Keech Affidavit, including an appended workbook.

278 As such, PJM has coded the tariff sections accompanying this filing with a December 31, 9998
effective date.
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VII. COMMUNICATIONS

Correspondence and communications with respect to this filing should be sent to

the following persons:

Craig Glazer Chenchao Lu

Vice President — Federal Government Policy Counsel

PJM Interconnection, L.L.C. PJM Interconnection, L.L.C.
1200 G Street, N.W., Suite 600 2750 Monroe Boulevard
Washington, D.C. 20005 Audubon, PA 19403

(202) 423-4743 (610) 666-2255
Craig.Glazer@pjm.com Chenchao.Lu@pjm.com
Paul M. Flynn

Ryan J. Collins

Wright & Talisman, P.C.

1200 G Street, N.W., Suite 600
Washington, DC 20005

(202) 393-1200
flynn@wrightlaw.com
collins@wrightlaw.com

VIII. SERVICE

PJM has served a copy of this filing on all PJM Members and on the affected state
utility regulatory commissions in the PIM Region by posting this filing electronically. In
accordance with the Commission’s regulations,>” PJM will post a copy of this filing to
the FERC filings section of its internet site, located at the following link:
http://www.pjm.com/documents/ferc-manuals/ferc-filings.aspx_with a specific link to the
newly-filed document, and will send an e-mail on the same date as this filing to all PJIM

Members and all state utility regulatory commissions in the PJM Region?3°

alerting them
that this filing has been made by PJM and is available by following such link. If the

document is not immediately available by using the referenced link, the document will be

279 See 18 C.F.R. §§ 35.2(e) and 385.2010(f)(3).
280 PJM already maintains, updates, and regularly uses e-mail lists for all PJM Members and affected

state commissions.
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available through the referenced link within 24 hours of the filing.

Also, a copy of this filing will be available on the Commission’s eLibrary website
located at the following link: http:/www.ferc.gov/docs-filing/elibrary.aspx in accordance
with the Commission’s regulations and Order No. 714.2%1

IX. CONCLUSION

PJM respectfully requests that the Commission accept this compliance filing. As
explained above, PJM proposes to post the specific schedule for the 2022/2023 BRA and
subsequent RPM Auctions consistent with the above description by the later of June 15,
2020, or 14 days after the order accepting the compliance filing.

Respectfully submitted,

/s/ Ryvan J. Collins

Craig Glazer Paul M. Flynn

Vice President — Federal Government Policy Ryan J. Collins

PJM Interconnection, L.L.C. Wright & Talisman, P.C.

1200 G Street, N.W., Suite 600 1200 G Street, N.W., Suite 600
Washington, D.C. 20005 Washington, DC 20005

(202) 423-4743 (202) 393-1200
craig.glazer@pjm.com flynn@wrightlaw.com

collins@wrightlaw.com

Chenchao Lu

Counsel

PJM Interconnection, L.L.C.
2750 Monroe Boulevard
Audubon, PA 19403

(610) 666-2255

Chenchao.Lu@pjm.com
Counsel for
March 18, 2020 PJM Interconnection, L.L.C.
281 Electronic Tariff Filings, Order No. 714, 124 FERC 9 61,270 (2008), final rule, Order No. 714-A,

147 FERC 9 61,115 (2014).
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CERTIFICATE OF SERVICE
I hereby certify that I have this day served the foregoing document upon each
person designated on the official service list compiled by the Secretary in this proceeding.
Dated at Washington, D.C., this 18th day of March 2020.

/s/ Ryan J. Collins
Ryan J. Collins
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“Adjusted Days Prior” refer to PJM’s requested modified deadline for the corresponding activity prior to the relevant BRA.
“Deadline” refers to the current Tariff imposed deadlines for the corresponding activity.

Actor

PIM

Seller
PIM

Seller
Seller
Seller
Seller
PIM

FRR
Entity

Base Residual
Auctions

Pre-Auction Task or Activity

PJM solicits requests for Winter CIRs

Seller Final Must-Offer exception
request (Deactivation)

PJM posts DR Zones of Concern

Seller Preliminary Must-Offer
exception request (Deactivation)

Seller Peak-Shaving Adjustment
Plans

Seller request for Winter CIRs

Seller Actionable Subsidy
specification

Post Preliminary MOPR Screen
Prices

FRR first-time election

Deadline, with Tariff Source

Aug. 31 of each calendar year (OATT IV
Preamble)

Dec. 1 prior to BRA (OATT DD 6.6)
Dec. 1 prior to BRA (OATT DD-1)

Sept. 1 prior to BRA (OATT DD 6.6)

10 business days prior to Sept. 30 for next
LF (OATT DD-2)

Oct. 31 prior to BRA (OATT IV
Preamble)

150 days prior to BRA (OATT DD 5.14)

150 days prior to auction (OATT DD
5.14)

4 months prior to BRA (RAA Schedule
8.1.C)

2023/2024,
23&@2323 2024/2025, and
Yoar y 2025/2026
Delivery Years
Adjusted Adjusted Davs
Days Prior Prior
170 145
162 135
162 135
waived waived
135 135
135 135
150 135
150 150
121 121
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Actor

Seller

Seller
Seller
PIM

Market
Monitor

Market

Monitor

Seller

PIM

PIM

Seller

FRR

Base Residual
Auctions

Pre-Auction Task or Activity

Seller unit-specific MOPR request &
Self-Supply Exemption

Seller unit-specific request (Must-
Offer, Offer Cap, EFORA)

Seller PRD Plan
PIM posts Planning Parameters

Market Monitor Determination
(MOPR)

Market Monitor Determination
(Must-Offer, Offer Cap, EFORA)

Seller Notification to PJM (Must-
Offer, Offer Cap, EFORJ)

PJM Determination (MOPR & Self-
Supply Exemption)

PJM Determination (Must-Offer,
Offer Cap, EFORd)

Seller Notification of intent to
exclude Must-Offer Exception MW

FRR termination of election

2023/2024,
2](;212./2023 2024/2025, and
Your ™ 2025/2026
Delivery Years
Adjusted Adjusted Days
Deadline, with Tariff Source Days Prior Prior
120 days prior to BRA (OATT DD 5.14) 120 120
120 days prior to auction (OATT 6.6) 120 120
Jan. 15 prior to BRA (RAA Schedule 6.1) 117 117
Feb. 1 prior to BRA (M18; OATT DD 15) 100 100
90 days prior to auction (OATT M —
; 90 90
Appendix)
90 days prior to auction (OATT M —
; 90 90
Appendix)
80 days prior to auction (OATT DD 5.14 30 R0
& 6.6)
: ) 65 65
65 days prior to auction (OATT DD 5.14)
65 days prior to auction (OATT DD 5.14 65 65
& 6.6)
65 days prior to auction (OATT DD 6.6) 65 65
61 61

2 months prior to BRA (RAA Schedule
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Actor
Entity
Seller
FRR

Entity
Seller
Seller
Seller
FRR

Entity
Seller

Seller

PIM

Base Residual
Auctions

Pre-Auction Task or Activity

Seller Confirmation of MOPR price

FRR DR Plan

Seller needs ICTR/QTU certification

of CETL increase

Seller election of RCO and carved
out MW

Seller election to forgo Actionable
Subsidy

FRR Capacity Plan
Seller Energy Efficiency Plan

Seller DR Plan

PJM posts Aggregate MW of RCO
units

Deadline, with Tariff Source
8.1.C)
60 days prior to auction (OATT DD 5.14)

15 business days prior to FRR Plan
(OATT DD-1)

45 days prior to BRA (OATT DD 5.6.4)

30 days prior to BRA (OATT DD 5.14)

30 days prior to auction (OATT DD 5.14)

1 month prior to BRA (RAA Schedule
8.1.0)

30 days prior to auction (OATT DD-1)

15 business days prior to auction (OATT
DD-1)

20 days prior to BRA (OATT DD 5.11)

2023/2024,
212212./ 2023 2024/2025, and
;:;e;y 2025/2026
Delivery Years
Adjusted Adjusted Days
Days Prior Prior
60 60
49 49
45 45
30 30
30 30
30 30
30 30
21 21
20 20
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Incremental Auctions

Actor

Pre-Auction Task or Activity

Deadline, with Tariff Source

For Delivery Years 2022/2023
through 2025/2026

PIM

PIM

First Incremental Auction

Second Incremental Auction

20 months prior to the start of the
Delivery Year to which it relates
(OATT Definitions E-F)

10 months before the Delivery Year to
which it relates (OATT Definitions R-
S)

Canceled if within 10 months of
revised BRA update

Canceled if within 10 months of
revised BRA update
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Attachment B

Revisions to the
PJM Open Access Transmission Tariff
and
PJM Reliability Assurance Agreement

(Marked / Redline Format)
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Sections of the
PJM Open Access Transmission Tariff

(Marked / Redline Format)
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Definitions — C-D
Canadian Guaranty:

“Canadian Guaranty” shall mean a Corporate Guaranty provided by an Affiliate of a Participant
that is domiciled in Canada, and meets all of the provisions of Tariff, Attachment Q.

Cancellation Costs:

“Cancellation Costs” shall mean costs and liabilities incurred in connection with: (a) cancellation
of supplier and contractor written orders and agreements entered into to design, construct and
install Attachment Facilities, Direct Assignment Facilities and/or Customer-Funded Upgrades,
and/or (b) completion of some or all of the required Attachment Facilities, Direct Assignment
Facilities and/or Customer-Funded Upgrades, or specific unfinished portions and/or removal of
any or all of such facilities which have been installed, to the extent required for the Transmission
Provider and/or Transmission Owner(s) to perform their respective obligations under Tariff, Part
IV and/or Tariff, Part VI.

Capacity:

“Capacity” shall mean the installed capacity requirement of the Reliability Assurance Agreement
or similar such requirements as may be established.

Capacity Emergency Transfer Limit:

“Capacity Emergency Transfer Limit” or “CETL” shall have the meaning provided in the
Reliability Assurance Agreement.

Capacity Emergency Transfer Objective:

“Capacity Emergency Transfer Objective” or “CETO” shall have the meaning provided in the
Reliability Assurance Agreement.

Capacity Export Transmission Customer:

“Capacity Export Transmission Customer” shall mean a customer taking point to point
transmission service under Tariff, Part II to export capacity from a generation resource located in
the PJM Region that has qualified for an exception to the RPM must-offer requirement as
described in Tariff, Attachment DD, section 6.6(g).

Capacity Import Limit:

“Capacity Import Limit” shall have the meaning provided in the Reliability Assurance
Agreement.

Capacity Interconnection Rights:
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“Capacity Interconnection Rights” shall mean the rights to input generation as a Generation
Capacity Resource into the Transmission System at the Point of Interconnection where the
generating facilities connect to the Transmission System.

Capacity Market Buyer:

“Capacity Market Buyer” shall mean a Member that submits bids to buy Capacity Resources in
any Incremental Auction.

Capacity Market Seller:

“Capacity Market Seller” 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 the Base Residual Auction or an
Incremental Auction.

Capacity Performance Resource:

“Capacity Performance Resource” shall mean a Capacity Resource as described in Tariff,
Attachment DD, section 5.5A(a).

Capacity Performance Transition Incremental Auction:

“Capacity Performance Transition Incremental Auction” shall have the meaning specified in
Tariff, Attachment DD, section 5.14D.

Capacity Resource:
“Capacity Resource” shall have the meaning provided in the Reliability Assurance Agreement.

Capacity Resource with State Subsidy:

“Capacity Resource with State Subsidy” shall mean (1) a Capacity Resource that is offered into
an RPM Auction or otherwise assumes an RPM commitment for which the Capacity Market
Seller receives or is entitled to receive one or more State Subsidies for the applicable Delivery
Year; (2) a Capacity Resource that has not cleared an RPM Auction for the Delivery Year for
which the Capacity Market Seller last received a State Subsidy (or any subsequent Delivery
Year) shall still be considered a Capacity Resource with State Subsidy upon the expiration of
such State Subsidy until the resource clears an RPM Auction; (3) a Capacity Resource that is the
subject of a bilateral transaction (including but not limited to those reported pursuant to Tariff,
Attachment DD, section 4.6) shall be deemed a Capacity Resource with State Subsidy to the
extent an owner of the facility supporting the Capacity Resource is entitled to a State Subsidy
associated with such facility even if the Capacity Market Seller is not entitled to a State Subsidy;
and (4) any Jointly Owned Cross-Subsidized Capacity Resource.
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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
Tariff, Attachment DD, section 5.

Capacity Storage Resource:

“Capacity Storage Resource” shall mean any Energy Storage Resource that participates in the
Reliability Pricing Model or is otherwise treated as capacity in PJM’s markets such as through a
Fixed Resource Requirement Capacity Plan.

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 Price Adder, if any, included in the Zonal Capacity Price calculated for a Locational
Delivery Area.

Capacity Transmission Injection Rights:

“Capacity Transmission Injection Rights” shall mean the rights to schedule energy and capacity
deliveries at a Point of Interconnection 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 connects 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 Region that
satisfies all applicable criteria specified in the PJM Manuals, similar to Capacity Interconnection
Rights.

Charge Economic Maximum Megawatts:

“Charge Economic Maximum Megawatts” shall mean the greatest magnitude of megawatt
power consumption available for charging in economic dispatch by an Energy Storage Resource
Model Participant in Continuous Mode or in Charge Mode. Charge Economic Maximum
Megawatts shall be the Economic Minimum for an Energy Storage Resource in Charge Mode or
in Continuous Mode.

Charge Economic Minimum Megawatts:

“Charge Economic Minimum Megawatts” shall mean the smallest magnitude of megawatt
power consumption available for charging in economic dispatch by an Energy Storage Resource
Model Participant in Charge Mode. Charge Economic Minimum Megawatts shall be the
Economic Maximum for an Energy Storage Resource in Charge Mode.



Document Accession #: 20200318-5149 Filed Date: 03/18/2020

Charge Mode:

“Charge Mode” shall mean the mode of operation of an Energy Storage Resource Model
Participant that only includes negative megawatt quantities (i.e., the Energy Storage Resource
Model Participant is only withdrawing megawatts from the grid).

Charge Ramp Rate:

“Charge Ramp Rate” shall mean the Ramping Capability of an Energy Storage Resource Model
Participant in Charge Mode.

Cleared Capacity Resource with State Subsidyv:

“Cleared Capacity Resource with State Subsidy” shall mean a Capacity Resource with State
Subsidy that has cleared in an RPM Auction for a Prior Delivery Year pursuant to its Sell Offer
at or above its resource-specific MOPR Floor Offer Price or the applicable default New Entry
MOPR Floor Offer Price. Notwithstanding the foregoing, any Capacity Resource that previously
cleared an RPM Auction before it received or became entitled to receive a State Subsidy shall
also be deemed a Cleared Capacity Resource with State Subsidy.

Cold/Warm/Hot Notification Time:

“Cold/Warm/Hot Notification Time” shall mean the time interval between PJM notification and
the beginning of the start sequence for a generating unit that is currently in its cold/warm/hot
temperature state. The start sequence may include steps such as any valve operation, starting feed
water pumps, startup of auxiliary equipment, etc.

Cold/Warm/Hot Start-up Time:

For all generating units that are not combined cycle units, “Cold/Warm/Hot Start-up Time” shall
mean the time interval, measured in hours, from the beginning of the start sequence to the point
after generator breaker closure, which is typically indicated by telemetered or aggregated State
Estimator megawatts greater than zero for a generating unit in its cold/warm/hot temperature
state. For combined cycle units, “Cold/Warm/Hot Start-up Time” shall mean the time interval
from the beginning of the start sequence to the point after first combustion turbine generator
breaker closure in its cold/warm/hot temperature state, which is typically indicated by
telemetered or aggregated State Estimator megawatts greater than zero. For all generating units,
the start sequence may include steps such as any valve operation, starting feed water pumps,
startup of auxiliary equipment, etc. Other more detailed actions that could signal the beginning of
the start sequence could include, but are not limited to, the operation of pumps, condensers, fans,
water chemistry evaluations, checklists, valves, fuel systems, combustion turbines, starting
engines or systems, maintaining stable fuel/air ratios, and other auxiliary equipment necessary
for startup.

Cold Weather Alert:
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“Cold Weather Alert” shall mean the notice that PJM provides to PJM Members, Transmission
Owners, resource owners and operators, customers, and regulators to prepare personnel and
facilities for expected extreme cold weather conditions.

Collateral:

“Collateral” shall be a cash deposit, including any interest, or letter of credit in an amount and
form determined by and acceptable to PJMSettlement, provided by a Participant to
PJMSettlement as security in order to participate in the PJM Markets or take Transmission
Service.

Collateral Call:

“Collateral Call” shall mean a notice to a Participant that additional Collateral, or possibly early
payment, is required in order to remain in, or to regain, compliance with Tariff, Attachment Q.

Commencement Date:

“Commencement Date” shall mean the date on which Interconnection Service commences in
accordance with an Interconnection Service Agreement.

Committed Offer:

The “Committed Offer” shall mean 1) for pool-scheduled resources, an offer on which a resource
was scheduled by the Office of the Interconnection for a particular clock hour for an Operating
Day, and 2) for self-scheduled resources, either the offer on which the Market Seller has elected
to schedule the resource or the applicable offer for the resource determined pursuant to Operating
Agreement, Schedule 1, section 6.4, or Operating Agreement, Schedule 1, section 6.6 for a
particular clock hour for an Operating Day.

Completed Application:

“Completed Application” shall mean an application that satisfies all of the information and other
requirements of the Tariff, including any required deposit.

Compliance Aggregation Area (CAA):

“Compliance Aggregation Area” or “CAA” shall mean a geographic area of Zones or sub-Zones
that are electrically-contiguous and experience for the relevant Delivery Year, based on Resource
Clearing Prices of, for Delivery Years through May 31, 2018, Annual Resources and for the
2018/2019 Delivery Year and subsequent Delivery Years, Capacity Performance Resources, the
same locational price separation in the Base Residual Auction, the same locational price
separation in the First Incremental Auction, the same locational price separation in the Second
Incremental Auction, the same locational price separation in the Third Incremental Auction.
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Conditional Incremental Auction:

“Conditional Incremental Auction” shall mean an Incremental Auction conducted for a Delivery
Year if and when necessary to secure commitments of additional capacity to address reliability
criteria violations arising from the delay in a Backbone Transmission upgrade that was modeled
in the Base Residual Auction for such Delivery Year.

CONE Area:

“CONE Area” shall mean the areas listed in Tariff, Attachment DD, section 5.10(a)(iv)(A) and
any LDAs established as CONE Areas pursuant to Tariff, Attachment DD, section
5.10(a)(iv)(B).

Confidential Information:

“Confidential Information” shall mean any confidential, proprietary, or trade secret information
of a plan, specification, pattern, procedure, design, device, list, concept, policy, or compilation
relating to the present or planned business of a New Service Customer, Transmission Owner, or
other Interconnection Party or Construction Party, which is designated as confidential by the
party supplying the information, whether conveyed verbally, electronically, in writing, through
inspection, or otherwise, and shall include, without limitation, all information relating to the
producing party’s technology, research and development, business affairs and pricing, and any
information supplied by any New Service Customer, Transmission Owner, or other
Interconnection Party or Construction Party to another such party prior to the execution of an
Interconnection Service Agreement or a Construction Service Agreement.

Congestion Price:

“Congestion Price” shall mean the congestion component of the Locational Marginal Price,
which is the effect on transmission congestion costs (whether positive or negative) associated
with increasing the output of a generation resource or decreasing the consumption by a Demand
Resource, based on the effect of increased generation from or consumption by the resource on
transmission line loadings, calculated as specified in Operating Agreement, Schedule 1, section
2, and the parallel provisions of Tariff, Attachment K-Appendix, section 2.

Consolidated Transmission Owners Agreement, PJM Transmission Owners Agreement or
Transmission Owners Agreement:

“Consolidated Transmission Owners Agreement,” “PJM Transmission Owners Agreement” or
“Transmission Owners Agreement” shall mean the certain 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. on file with the
Commission, as amended from time to time.

Constraint Relaxation Logic:
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“Constraint Relaxation Logic” shall mean the logic applied in the market clearing software
where the transmission limit is increased to prevent the Transmission Constraint Penalty Factor
from setting the Marginal Value of a transmission constraint.

Constructing Entity:

“Constructing Entity” shall mean either the Transmission Owner or the New Services Customer,
depending on which entity has the construction responsibility pursuant to Tariff, Part VI and the
applicable Construction Service Agreement; this term shall also be used to refer to an
Interconnection Customer with respect to the construction of the Customer Interconnection
Facilities.

Construction Party:

“Construction Party” shall mean a party to a Construction Service Agreement. “Construction
Parties” shall mean all of the Parties to a Construction Service Agreement.

Construction Service Agreement:

“Construction Service Agreement” shall mean either an Interconnection Construction Service
Agreement or an Upgrade Construction Service Agreement.

Contingent Facilities:

“Contingent Facilities” shall mean those unbuilt Interconnection Facilities and Network
Upgrades upon which the Interconnection Request’s costs, timing, and study findings are
dependent and, if delayed or not built, could cause a need for restudies of the Interconnection
Request or a reassessment of the Interconnection Facilities and/or Network Upgrades and/or
costs and timing.

Continuous Mode:

“Continuous Mode” shall mean the mode of operation of an Energy Storage Resource Model
Participant that includes both negative and positive megawatt quantities (i.e., the Energy
Storage Resource Model Participant is capable of continually and immediately transitioning
from withdrawing megawatt quantities from the grid to injecting megawatt quantities onto the
grid or injecting megawatts to withdrawing megawatts). Energy Storage Resource Model
Participants operating in Continuous Mode are considered to have an unlimited ramp rate.
Continuous Mode requires Discharge Economic Maximum Megawatts to be zero or correspond
to an injection, and Charge Economic Maximum Megawatts to be zero or correspond to a
withdrawal.

Control Area:
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“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 generation
control scheme is applied in order to:

(1) 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
electric power system(s);

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

3) maintain the frequency of the electric power system(s) within reasonable limits in
accordance with Good Utility Practice; and

4) provide sufficient generating capacity to maintain operating reserves in
accordance with Good Ultility Practice.

Control Zone:
“Control Zone” shall have the meaning given in the Operating Agreement.
Controllable A.C. Merchant Transmission Facilities:

“Controllable A.C. Merchant Transmission Facilities” shall mean transmission facilities that (1)
employ technology which Transmission Provider reviews and verifies will permit control of
the amount and/or direction of power flow on such facilities to such extent as to effectively
enable the controllable facilities to be operated as if they were direct current transmission
facilities, and (2) that are interconnected with the Transmission System pursuant to Tariff, Part
IV and Tariff, Part VL.

Coordinated External Transaction:

“Coordinated External Transaction” shall mean a transaction to simultaneously purchase and sell
energy on either side of a CTS Enabled Interface in accordance with the procedures of Operating
Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment K-
Appendix, section 1.13.

Coordinated Transaction Scheduling:

“Coordinated Transaction Scheduling” or “CTS” shall mean the scheduling of Coordinated
External Transactions at a CTS Enabled Interface in accordance with the procedures of
Operating Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment

K-Appendix, section 1.13.

Corporate Guaranty:
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“Corporate Guaranty” shall mean a legal document used by an entity to guaranty the obligations
of another entity.

Cost of New Entry:

“Cost of New Entry” or “CONE” shall mean the nominal levelized cost of a Reference Resource,
as determined in accordance with Tariff, Attachment DD, section 5.

Costs:

As used in Tariff, Part IV, Tariff, Part VI and related attachments, “Costs” shall mean costs and
expenses, as estimated or calculated, as applicable, including, but not limited to, capital
expenditures, if applicable, and overhead, return, and the costs of financing and taxes and any
Incidental Expenses.

Counterparty:

“Counterparty” shall mean PJMSettlement as the contracting party, in its name and own right
and not as an agent, to an agreement or transaction with a Market Participant or other entities,
including the agreements and transactions with customers regarding transmission service and
other transactions under the PJM Tariff and the Operating Agreement. PJMSettlement shall not
be a counterparty to (i) any bilateral transactions between Members, or (ii) any Member’s self-
supply of energy to serve its load, or (iii) any Member’s self-schedule of energy reported to the
Office of the Interconnection to the extent that energy serves that Member’s own load .

Credit Available for Export Transactions:

“Credit Available for Export Transactions” shall mean a designation of credit to be used for
Export Transactions that is allocated by each Market Participant from its Credit Available for
Virtual Transactions, and which reduces the Market Participant's Credit Available for Virtual
Transactions accordingly.

Credit Available for Virtual Transactions:

“Credit Available for Virtual Transactions” shall mean the Market Participant’s Working Credit
Limit for Virtual Transactions calculated on its credit provided in compliance with its Peak
Market Activity requirement plus available credit submitted above that amount, less any unpaid
billed and unbilled amounts owed to PJMSettlement, plus any unpaid unbilled amounts owed by
PJMSettlement to the Market Participant, less any applicable credit required for Minimum
Participation Requirements, FTRs, RPM activity, or other credit requirement determinants as
defined in Tariff, Attachment Q.

Credit Breach:

“Credit Breach” shall mean the status of a Participant that does not currently meet the
requirements of Tariff, Attachment Q or other provisions of the Agreements.
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Credit-Limited Offer:

“Credit-Limited Offer” shall mean a Sell Offer that is submitted by a Market Participant in an
RPM Auction subject to a maximum credit requirement specified by such Market Participant.

Credit Score:

“Credit Score” shall mean a composite numerical score scaled from 0-100 as calculated by
PJMSettlement that incorporates various predictors of creditworthiness.

CTS Enabled Interface:

“CTS Enabled Interface” shall mean an interface between the PJM Control Area and an adjacent
Control Area at which the Office of the Interconnection has authorized the use of Coordinated
Transaction Scheduling (“CTS”). The CTS Enabled Interfaces between the PJIM Control Area
and the New York Independent System Operator, Inc. Control Area shall be designated in the
Joint Operating Agreement Among and Between New York Independent System Operator Inc.
and PJM Interconnection, L.L.C., Schedule A (PJM Rate Schedule FERC No. 45). The CTS
Enabled Interfaces between the PJM Control Area and the Midcontinent Independent System
Operator, Inc. shall be designated consistent with Attachment 3, section 2 of the Joint Operating
Agreement between Midcontinent Independent System Operator, Inc. and PJM Interconnection,
L.L.C.

CTS Interface Bid:

“CTS Interface Bid” shall mean a unified real-time bid to simultaneously purchase and sell
energy on either side of a CTS Enabled Interface in accordance with the procedures of Operating
Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment K-
Appendix, section 1.13.

Curtailment:

“Curtailment” shall mean a reduction in firm or non-firm transmission service in response to a
transfer capability shortage as a result of system reliability conditions.

Curtailment Service Provider:

“Curtailment Service Provider” or “CSP” shall mean a Member or a Special Member, which
action on behalf of itself or one or more other Members or non-Members, participates in the PIM
Interchange Energy Market, Ancillary Services markets, and/or Reliability Pricing Model by

causing a reduction in demand.

Customer Facility:
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“Customer Facility” shall mean Generation Facilities or Merchant Transmission Facilities
interconnected with or added to the Transmission System pursuant to an Interconnection Request
under Tariff, Part IV.

Customer-Funded Upgrade:

“Customer-Funded Upgrade” shall mean any Network Upgrade, Local Upgrade, or Merchant
Network Upgrade for which cost responsibility (i) is imposed on an Interconnection Customer or
an Eligible Customer pursuant to Tariff, Part VI, section 217, or (ii) is voluntarily undertaken by
a New Service Customer in fulfillment of an Upgrade Request. No Network Upgrade, Local
Upgrade or Merchant Network Upgrade or other transmission expansion or enhancement shall be
a Customer-Funded Upgrade if and to the extent that the costs thereof are included in the rate
base of a public utility on which a regulated return is earned.

Customer Interconnection Facilities:

“Customer Interconnection Facilities” shall mean all facilities and equipment owned and/or
controlled, operated and maintained by Interconnection Customer on Interconnection Customer’s
side of the Point of Interconnection identified in the appropriate appendices to the
Interconnection Service Agreement and to the Interconnection Construction Service Agreement,
including any modifications, additions, or upgrades made to such facilities and equipment, that
are necessary to physically and electrically interconnect the Customer Facility with the
Transmission System.

Daily Deficiency Rate:

“Daily Deficiency Rate” shall mean the rate employed to assess certain deficiency charges under
Tariff, Attachment DD, section 7, Tariff, Attachment DD, section 8, Tariff, Attachment DD,
section 9, or Tariff, Attachment DD, section 13.

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 Reliability Assurance
Agreement, Schedule 8, or, as to an FRR entity, in Reliability Assurance Agreement, Schedule
8.1.

Day-ahead Congestion Price:

“Day-ahead Congestion Price” shall mean the Congestion Price resulting from the Day-ahead
Energy Market.

Day-ahead Energy Market:

“Day-ahead Energy Market” shall mean the schedule of commitments for the purchase or sale of
energy and payment of Transmission Congestion Charges developed by the Office of the
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Interconnection as a result of the offers and specifications submitted in accordance with
Operating Agreement, Schedule 1, section 1.10 and the parallel provisions of Tariff, Attachment
K-Appendix, section 1.10.

Day-ahead Energy Market Injection Congestion Credits:

“Day-ahead Energy Market Injection Congestion Credits” shall mean those congestion credits
paid to Market Participants for supply transactions in the Day-ahead Energy Market including
generation schedules, Increment Offers, Up-to Congestion Transactions, import transactions, and
Day-Ahead Pseudo-Tie Transactions.

Day-ahead Energy Market Transmission Congestion Charges:

“Day-ahead Energy Market Transmission Congestion Charges” shall be equal to the sum of Day-
ahead Energy Market Withdrawal Congestion Charges minus [the sum of Day-ahead Energy
Market Injection Congestion Credits plus any congestion charges calculated pursuant to the Joint
Operating Agreement between the Midcontinent Independent Transmission System Operator,
Inc. and PJM Interconnection, L.L.C. (PJM Rate Schedule FERC No. 38), plus any congestion
charges calculated pursuant to the Joint Operating Agreement Among and Between New York
Independent System Operator Inc. and PJM Interconnection, L.L.C. (PJM Rate Schedule FERC
No. 45), plus any congestion charges calculated pursuant to agreements between the Office of
the Interconnection and other entities, as applicable)].

Day-ahead Energy Market Withdrawal Congestion Charges:

“Day-ahead Energy Market Withdrawal Congestion Charges” shall mean those congestion
charges collected from Market Participants for withdrawal transactions in the Day-ahead Energy
Market from transactions including Demand Bids, Decrement Bids, Up-to Congestion
Transactions, Export Transactions, and Day-Ahead Pseudo-Tie Transactions.

Day-ahead Loss Price:

“Day-ahead Loss Price” shall mean the Loss Price resulting from the Day-ahead Energy Market.

Day-ahead Prices:

“Day-ahead Prices” shall mean the Locational Marginal Prices resulting from the Day-ahead
Energy Market.

Day-Ahead Pseudo-Tie Transaction:
“Day-Ahead Pseudo-Tie Transaction” shall mean a transaction scheduled in the Day-ahead
Energy Market to the PJM-MISO interface from a generator within the PJM balancing authority

area that Pseudo-Ties into the MISO balancing authority area.

Day-ahead Scheduling Reserves:
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“Day-ahead Scheduling Reserves” shall mean thirty-minute reserves as defined by the
ReliabilityFirst Corporation and SERC.

Day-ahead Scheduling Reserves Market:

“Day-ahead Scheduling Reserves Market” shall mean the schedule of commitments for the
purchase or sale of Day-ahead Scheduling Reserves developed by the Office of the
Interconnection as a result of the offers and specifications submitted in accordance with
Operating Agreement, Schedule 1, section 1.10 and the parallel provisions of Tariff, Attachment
K-Appendix, section 1.10.

Day-ahead Scheduling Reserves Requirement:

“Day-ahead Scheduling Reserves Requirement” shall mean the sum of Base Day-ahead
Scheduling Reserves Requirement and Additional Day-ahead Scheduling Reserves Requirement.

Day-ahead Scheduling Reserves Resources:

“Day-ahead Scheduling Reserves Resources” shall mean synchronized and non-synchronized
generation resources and Demand Resources electrically located within the PJM Region that are
capable of providing Day-ahead Scheduling Reserves.

Day-ahead Settlement Interval:

“Day-ahead Settlement Interval” shall mean the interval used by settlements, which shall be
every one clock hour.

Day-ahead System Energy Price:

“Day-ahead System Energy Price” shall mean the System Energy Price resulting from the Day-
ahead Energy Market.

Deactivation:

“Deactivation” shall mean the retirement or mothballing of a generating unit governed by Tariff,
Part V.

Deactivation Avoidable Cost Credit:

“Deactivation Avoidable Cost Credit” shall mean the credit paid to Generation Owners pursuant
to Tariff, Part V, section 114.

Deactivation Avoidable Cost Rate:
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“Deactivation Avoidable Cost Rate” shall mean the formula rate established pursuant to Tariff,
Part V, section 115 .

Deactivation Date:

“Deactivation Date” shall mean the date a generating unit within the PJM Region is either retired
or mothballed and ceases to operate.

Decrement Bid:

“Decrement Bid” shall mean a type of Virtual Transaction that is a bid to purchase energy at a
specified location in the Day-ahead Energy Market. A cleared Decrement Bid results in
scheduled load at the specified location in the Day-ahead Energy Market.

Default:

As used in the Interconnection Service Agreement and Construction Service Agreement,
“Default” shall mean the failure of a Breaching Party to cure its Breach in accordance with the
applicable provisions of an Interconnection Service Agreement or Construction Service
Agreement.

Delivering Party:

“Delivering Party” shall mean the entity supplying capacity and energy to be transmitted at
Point(s) of Receipt.

Delivery Year:

“Delivery Year” shall mean the Planning Period for which a Capacity Resource is committed
pursuant to the auction procedures specified in Tariff, Attachment DD, or pursuant to an FRR
Capacity Plan under Reliability Assurance Agreement, Schedule 8.1.

Demand Bid:

“Demand Bid” shall mean a bid, submitted by a Load Serving Entity in the Day-ahead Energy
Market, to purchase energy at its contracted load location, for a specified timeframe and
megawatt quantity, that if cleared will result in energy being scheduled at the specified location
in the Day-ahead Energy Market and in the physical transfer of energy during the relevant
Operating Day.

Demand Bid Limit:

“Demand Bid Limit” shall mean the largest MW volume of Demand Bids that may be submitted
by a Load Serving Entity for any hour of an Operating Day, as determined pursuant to Operating
Agreement, Schedule 1, section 1.10.1B, and the parallel provisions of Tariff, Attachment K-
Appendix, section 1.10.1B.
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Demand Bid Screening:

“Demand Bid Screening” shall mean the process by which Demand Bids are reviewed against
the applicable Demand Bid Limit, and rejected if they would exceed that limit, as determined
pursuant to Operating Agreement, Schedule 1, section 1.10.1B, and the parallel provisions of
Tariff, Attachment K-Appendix, section 1.10.1B.

Demand Resource:

“Demand Resource” shall mean a resource with the capability to provide a reduction in demand.

Demand Resource Factor or DR Factor:

“Demand Resource Factor” or (“DR Factor”) shall have the meaning specified in the Reliability
Assurance Agreement.

Designated Agent:

“Designated Agent” shall mean any entity that performs actions or functions on behalf of the
Transmission Provider, a Transmission Owner, an Eligible Customer, or the Transmission
Customer required under the Tariff.

Designated Entity:

“Designated Entity” shall have the same meaning provided in the Operating Agreement.
Direct Assignment Facilities:

“Direct Assignment Facilities” shall mean facilities or portions of facilities that are constructed
for the sole use/benefit of a particular Transmission Customer requesting service under the
Tariff. Direct Assignment Facilities shall be specified in the Service Agreement that governs
service to the Transmission Customer and shall be subject to Commission approval.

Direct Charging Energy:

“Direct Charging Energy” shall mean the energy that an Energy Storage Resource purchases
from the PJM Interchange Energy Market and (i) later resells to the PJM Interchange Energy
Market; or (ii) is lost to conversion inefficiencies, provided that such inefficiencies are an
unavoidable component of the conversion, storage, and discharge process that is used to resell
energy back to the PJM Interchange Energy Market.

Direct Load Control:

“Direct Load Control” shall mean load reduction that is controlled directly by the Curtailment
Service Provider’s market operations center or its agent, in response to PJM instructions.
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Discharge Economic Maximum Megawatts:

“Discharge Economic Maximum Megawatts” shall mean the maximum megawatt power output
available for discharge in economic dispatch by an Energy Storage Resource Model Participant
in Continuous Mode or in Discharge Mode. Discharge Economic Maximum Megawatts shall be
the Economic Maximum for an Energy Storage Resource in Discharge Mode or in Continuous
Mode.

Discharge Economic Minimum Megawatts:

“Discharge Economic Minimum Megawatts” shall mean the minimum megawatt power output
available for discharge in economic dispatch by an Energy Storage Resource Model Participant
in Discharge Mode. Discharge Economic Minimum Megawatts shall be the Economic Minimum
for an Energy Storage Resource in Discharge Mode.

Discharge Mode:

“Discharge Mode” shall mean the mode of operation of an Energy Storage Resource Model
Participant that only includes positive megawatt quantities (i.e., the Energy Storage Resource
Model Participant is only injecting megawatts onto the grid).

Discharge Ramp Rate:

“Discharge Ramp Rate” shall mean the Ramping Capability of an Energy Storage Resource
Model Participant in Discharge Mode.

Dispatch Rate:

“Dispatch Rate” shall mean the control signal, expressed in dollars per megawatt-hour,
calculated and transmitted continuously and dynamically to direct the output level of all
generation resources dispatched by the Office of the Interconnection in accordance with the
Offer Data.

Dispatched Charging Energy:

“Dispatched Charging Energy” shall mean Direct Charging Energy that an Energy Storage
Resource Model Participant receives from the electric grid pursuant to PJM dispatch while
providing one of the following services in the PJIM markets: Energy Imbalance Service pursuant
to Tariff, Schedule 4, Regulation; Tier 2 Synchronized Reserves; or Reactive Service. Energy
Storage Resource Model Participants shall be considered to be providing Energy Imbalance
Service when they are dispatchable by PJM in real-time.

Dynamic Schedule:

“Dynamic Schedule” shall have the same meaning provided in the Operating Agreement.
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Dynamic Transfer:

“Dynamic Transfer” shall have the same meaning provided in the Operating Agreement.
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Definitions — 1 -J - K
IDR Transfer Agreement:

“IDR Transfer Agreement” shall mean an agreement to transfer, subject to the terms of Tariff,
Part VI, section 237, Incremental Deliverability Rights to a party for the purpose of eliminating
or reducing the need for Local or Network Upgrades that would otherwise have been the
responsibility of the party receiving such rights.

Immediate-need Reliability Project:

“Immediate-need Reliability Project” shall have the same meaning provided in the Operating
Agreement.

Inadvertent Interchange:

“Inadvertent Interchange” shall mean the difference between net actual energy flow and net
scheduled energy flow into or out of the individual Control Areas operated by PIM.

Incidental Expenses:

“Incidental Expenses” shall mean those expenses incidental to the performance of construction
pursuant to an Interconnection Construction Service Agreement, including, but not limited to, the
expense of temporary construction power, telecommunications charges, Interconnected
Transmission Owner expenses associated with, but not limited to, document preparation, design
review, installation, monitoring, and construction-related operations and maintenance for the
Customer Facility and for the Interconnection Facilities.

Incremental Auction:

“Incremental Auction” shall mean any of several auctions conducted for a Delivery Year after
the Base Residual Auction for such Delivery Year and before the first day of such Delivery Year,
including the First Incremental Auction, Second Incremental Auction, Third Incremental Auction
or Conditional Incremental Auction. Incremental Auctions (other than the Conditional
Incremental Auction shall be held for the purposes of:

(1) allowing Market Sellers 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 (due to resource retirement, resource
cancellation or construction delay, resource derating, EFORd increase, a decrease in the
Nominated Demand Resource Value of a Planned Demand Resource, delay or cancellation of a
Qualifying Transmission Upgrade, or similar occurrences) to submit Buy Bids for replacement
Capacity Resources; and

(11) allowing the Office of the Interconnection to reduce or increase the amount of
committed capacity secured in prior auctions for such Delivery Year if, as a result of changed
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circumstances or expectations since the prior auction(s), there is, respectively, a significant
excess or significant deficit of committed capacity for such Delivery Year, for the PJM Region
or for an LDA.

Incremental Auction Revenue Rights:

“Incremental Auction Revenue Rights” shall mean the additional Auction Revenue Rights, not
previously feasible, created by the addition of Incremental Rights-Eligible Required
Transmission Enhancements, Merchant Transmission Facilities, or of one or more Customer-
Funded Upgrades.

Incremental Available Transfer Capability Revenue Rights:

“Incremental Available Transfer Capability Revenue Rights” shall mean the rights to revenues
that are derived from incremental Available Transfer Capability created by the addition of
Merchant Transmission Facilities or of one of more Customer-Funded Upgrades.

Incremental Capacity Transfer Right:

“Incremental Capacity Transfer Right” shall mean a Capacity Transfer Right allocated to a
Generation Interconnection Customer or Transmission Interconnection Customer obligated to
fund a transmission facility or upgrade, to the extent such upgrade or facility increases the
transmission import capability into a Locational Deliverability Area, or a Capacity Transfer
Right allocated to a Responsible Customer in accordance with Tariff, Schedule 12A.

Incremental Deliverability Rights (IDRs):

“Incremental Deliverability Rights” or “IDRs” shall mean the rights to the incremental ability,
resulting from the addition of Merchant Transmission Facilities, to inject energy and capacity at
a point on the Transmission System, such that the injection satisfies the deliverability
requirements of a Capacity Resource. Incremental Deliverability Rights may be obtained by a
generator or a Generation Interconnection Customer, pursuant to an IDR Transfer Agreement, to
satisfy, in part, the deliverability requirements necessary to obtain Capacity Interconnection
Rights.

Incremental Energy Offer:

“Incremental Energy Offer” shall mean offer segments comprised of a pairing of price (in dollars
per MWh) and megawatt quantities, which must be a non-decreasing function and taken together
produce all of the energy segments above a resource’s Economic Minimum. No-load Costs are
not included in the Incremental Energy Offer.

Incremental Multi-Driver Project:

“Incremental Multi-Driver Project” shall have the same meaning provided in the Operating
Agreement.
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Incremental Rights-Eligible Required Transmission Enhancements:

“Incremental Rights-Eligible Required Transmission Enhancements” shall mean Regional
Facilities and Necessary Lower Voltage Facilities or Lower Voltage Facilities (as defined in
Tariff, Schedule 12) and meet one of the following criteria: (1) cost responsibility is assigned to
non-contiguous Zones that are not directly electrically connected; or (2) cost responsibility is
assigned to Merchant Transmission Providers that are Responsible Customers.

Increment Offer:

“Increment Offer” shall mean a type of Virtual Transaction that is an offer to sell energy at a
specified location in the Day-ahead Energy Market. A cleared Increment Offer results in
scheduled generation at the specified location in the Day-ahead Energy Market.

Initial Operation:

“Initial Operation” shall mean the commencement of operation of the Customer Facility and
Customer Interconnection Facilities after satisfaction of the conditions of Tariff, Attachment O-
Appendix 2, section 1.4 (an Interconnection Service Agreement).

Interconnected Entity:

“Interconnected Entity” shall mean either the Interconnection Customer or the Interconnected
Transmission Owner; Interconnected Entities shall mean both of them.

Interconnected Transmission Owner:

“Interconnected Transmission Owner” shall mean the Transmission Owner to whose
transmission facilities or distribution facilities Customer Interconnection Facilities are, or as the
case may be, a Customer Facility is, being directly connected. When used in an Interconnection
Construction Service Agreement, the term may refer to a Transmission Owner whose facilities
must be upgraded pursuant to the Facilities Study, but whose facilities are not directly
interconnected with those of the Interconnection Customer.

Interconnection Construction Service Agreement:

“Interconnection Construction Service Agreement” shall mean the agreement entered into by an
Interconnection Customer, Interconnected Transmission Owner and the Transmission Provider
pursuant to Tariff, Part VI, Subpart B and in the form set forth in Tariff, Attachment P, relating
to construction of Attachment Facilities, Network Upgrades, and/or Local Upgrades and
coordination of the construction and interconnection of an associated Customer Facility. A
separate Interconnection Construction Service Agreement will be executed with each
Transmission Owner that is responsible for construction of any Attachment Facilities, Network
Upgrades, or Local Upgrades associated with interconnection of a Customer Facility.
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Interconnection Customer:

“Interconnection Customer” shall mean a Generation Interconnection Customer and/or a
Transmission Interconnection Customer.

Interconnection Facilities:

“Interconnection Facilities” shall mean the Transmission Owner Interconnection Facilities and
the Customer Interconnection Facilities.

Interconnection Feasibility Study:

“Interconnection Feasibility Study” shall mean either a Generation Interconnection Feasibility
Study or Transmission Interconnection Feasibility Study.

Interconnection Party:

“Interconnection Party” shall mean a Transmission Provider, Interconnection Customer, or the
Interconnected Transmission Owner. Interconnection Parties shall mean all of them.

Interconnection Request:

“Interconnection Request” shall mean a Generation Interconnection Request, a Transmission
Interconnection Request and/or an IDR Transfer Agreement.

Interconnection Service:

“Interconnection Service” shall mean the physical and electrical interconnection of the Customer
Facility with the Transmission System pursuant to the terms of Tariff, Part IV and Tariff, Part VI
and the Interconnection Service Agreement entered into pursuant thereto by Interconnection
Customer, the Interconnected Transmission Owner and Transmission Provider.

Interconnection Service Agreement:

“Interconnection Service Agreement” shall mean an agreement among the Transmission
Provider, an Interconnection Customer and an Interconnected Transmission Owner regarding
interconnection under Tariff, Part IV and Tariff, Part VI.

Interconnection Studies:

“Interconnection Studies” shall mean the Interconnection Feasibility Study, the System Impact
Study, and the Facilities Study described in Tariff, Part IV and Tariff, Part VI.

Interface Pricing Point:
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“Interface Pricing Point” shall have the meaning specified in Operating Agreement, Schedule 1,
section 2.6A, and the parallel provisions of Tariff, Attachment K-Appendix, section 2.6A.

Intermittent Resource:

“Intermittent Resource” shall mean a Generation Capacity Resource with output that can vary as
a function of its energy source, such as wind, solar, run of river hydroelectric power and other
renewable resources.

Internal Market Buyer:

“Internal Market Buyer” shall mean a Market Buyer making purchases of energy from the PJM
Interchange Energy Market for ultimate consumption by end-users inside the PJM Region that
are served by Network Transmission Service.

Interregional Transmission Project:

“Interregional Transmission Project” shall mean transmission facilities that would be located
within two or more neighboring transmission planning regions and are determined by each of
those regions to be a more efficient or cost effective solution to regional transmission needs.

Interruption:

“Interruption” shall mean a reduction in non-firm transmission service due to economic reasons
pursuant to Tariff, Part II, section 14.7.

Jointly Owned Cross-Subsidized Capacity Resource:

“Jointly Owned Cross-Subsidized Capacity Resource” shall mean a Capacity Resource that is
supported by a facility that is jointly owned, where at least one owner is entitled to or receives a
State Subsidy associated with such Capacity Resource, and therefore shall be considered a
Capacity Resource with State Subsidy; provided however, in the event that the material rights
and obligations of such generating facility are in pari passu, meaning that such rights and
obligations are allocated among the owners pro rata based on ownership share, only Capacity
Resources of those owners entitled to receive or receiving a State Subsidy shall have their share
of such resource considered a Capacity Resource with a State Subsidy and Capacity Resources of
owners not entitled to a State Subsidy shall not be considered a Capacity Resource with a State
Subsidy. Each of these designations may be overcome by either Capacity Market Seller
demonstrating to the Office of Interconnection, with advice and input from the Market
Monitoring Unit, that there is no cross-subsidization or the Office of the Interconnection, with
review and input from the Market Monitor, finds based on sufficient evidence, that there is cross-
subsidization.
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Definitions —-L - M - N
Limited Demand Resource:

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

Limited Demand Resource Reliability Target:

“Limited Demand Resource Reliability Target” for the PIM Region or an LDA, shall mean the
maximum amount of Limited Demand Resources determined by PJM to be consistent with the
maintenance of reliability, stated in Unforced Capacity that shall be used to calculate the
Minimum Extended Summer Demand Resource Requirement for Delivery Years through May
31, 2017 and the Limited Resource Constraint for the 2017/2018 and 2018/2019 Delivery Years
for the PJM Region or such LDA. As more fully set forth in the PJM Manuals, PJM calculates
the Limited Demand Resource Reliability Target by first: 1) testing the effects of the ten-
interruption requirement by comparing possible loads on peak days under a range of weather
conditions (from the daily load forecast distributions for the Delivery Year in question) against
possible generation capacity on such days under a range of conditions (using the cumulative
capacity distributions employed in the Installed Reserve Margin study for the PJM Region and in
the Capacity Emergency Transfer Objective study for the relevant LDAs for such Delivery Year)
and, by varying the assumed amounts of DR that is committed and displaces committed
generation, determines the DR penetration level at which there is a ninety percent probability
that DR will not be called (based on the applicable operating reserve margin for the PJM Region
and for the relevant LDAs) more than ten times over those peak days; ii) testing the six-hour
duration requirement by calculating the MW difference between the highest hourly unrestricted
peak load and seventh highest hourly unrestricted peak load on certain high peak load days (e.g.,
the annual peak, loads above the weather normalized peak, or days where load management was
called) in recent years, then dividing those loads by the forecast peak for those years and
averaging the result; and (iii) (for the 2016/2017 and 2017/2018 Delivery Years) testing the
effects of the six-hour duration requirement by comparing possible hourly loads on peak days
under a range of weather conditions (from the daily load forecast distributions for the Delivery
Year in question) against possible generation capacity on such days under a range of conditions
(using a Monte Carlo model of hourly capacity levels that is consistent with the capacity model
employed in the Installed Reserve Margin study for the PJM Region and in the Capacity
Emergency Transfer Objective study for the relevant LDAs for such Delivery Year) and, by
varying the assumed amounts of DR that is committed and displaces committed generation,
determines the DR penetration level at which there is a ninety percent probability that DR will
not be called (based on the applicable operating reserve margin for the PJM Region and for the
relevant LDAs) for more than six hours over any one or more of the tested peak days. Second,
PJM adopts the lowest result from these three tests as the Limited Demand Resource Reliability
Target. The Limited Demand Resource Reliability Target shall be expressed as a percentage of
the forecasted peak load of the PJM Region or such LDA and is converted to Unforced Capacity
by multiplying [the reliability target percentage] times [the Forecast Pool Requirement] times
[the DR Factor] times [the forecasted peak load of the PJM Region or such LDA, reduced by the
amount of load served under the FRR Alternative].
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Limited Resource Constraint:

“Limited Resource Constraint” shall mean, for the 2017/2018 Delivery Year and for FRR
Capacity Plans the 2017/2018 and Delivery Years, for the PJM Region or each LDA for which
the Office of the Interconnection is required under Tariff, Attachment DD, section 5.10(a) to
establish a separate VRR Curve for a Delivery Year, a limit on the total amount of Unforced
Capacity that can be committed as Limited Demand Resources for the 2017/2018 Delivery Year
in the PJM Region or in such LDA, calculated as the Limited Demand Resource Reliability
Target for the PJM Region or such LDA, respectively, minus the Short Term Resource
Procurement Target for the PIM Region or such LDA, respectively.

Limited Resource Price Decrement:

“Limited Resource Price Decrement” shall mean, for the 2017/2018 Delivery Year, a difference
between the clearing price for Limited Demand Resources and the clearing price for Extended
Summer Demand Resources and Annual Resources, representing the cost to procure additional
Extended Summer Demand Resources or Annual Resources out of merit order when the Limited
Resource Constraint is binding.

List of Approved Contractors:

“List of Approved Contractors” shall mean a list developed by each Transmission Owner and
published in a PJM Manual of (a) contractors that the Transmission Owner considers to be
qualified to install or construct new facilities and/or upgrades or modifications to existing
facilities on the Transmission Owner’s system, provided that such contractors may include, but
need not be limited to, contractors that, in addition to providing construction services, also
provide design and/or other construction-related services, and (b) manufacturers or vendors of
major transmission-related equipment (e.g., high-voltage transformers, transmission line, circuit
breakers) whose products the Transmission Owner considers acceptable for installation and use
on its system.

Load Management:

“Load Management” shall mean a Demand Resource (“DR”) as defined in the Reliability
Assurance Agreement.

Load Management Event:
“Load Management Event” shall mean a) a single temporally contiguous dispatch of Demand
Resources in a Compliance Aggregation Area during an Operating Day, or b) multiple dispatches

of Demand Resources in a Compliance Aggregation Area during an Operating Day that are
temporally contiguous.

Load Ratio Share:
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“Load Ratio Share” shall mean the ratio of a Transmission Customer’s Network Load to the
Transmission Provider’s total load.

Load Reduction Event:

“Load Reduction Event” shall mean a reduction in demand by a Member or Special Member for
the purpose of participating in the PJM Interchange Energy Market.

Load Serving Charging Energy:

“Load Serving Charging Energy” shall mean energy that is purchased from the PJM Interchange
Energy Market and stored in an Energy Storage Resource for later resale to end-use load.

Load Serving Entity (LSE):

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

Load Shedding:

“Load Shedding” shall mean the systematic reduction of system demand by temporarily
decreasing load in response to transmission system or area capacity shortages, system instability,
or voltage control considerations under Tariff, Part II or Part III.

Local Upgrades:
“Local Upgrades” shall mean modifications or additions of facilities to abate any local thermal
loading, voltage, short circuit, stability or similar engineering problem caused by the

interconnection and delivery of generation to the Transmission System. Local Upgrades shall
include:

(1) Direct Connection Local Upgrades which are Local Upgrades that only serve the
Customer Interconnection Facility and have no impact or potential impact on the Transmission

System until the final tie-in is complete; and

(i1) Non-Direct Connection Local Upgrades which are parallel flow Local Upgrades that
are not Direct Connection Local Upgrades.

Location:

“Location” as used in the Economic Load Response rules shall mean an end-use customer site as
defined by the relevant electric distribution company account number.

LOC Deviation:
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“LOC Deviation,” shall mean, for units other than wind units, the LOC Deviation shall equal the
desired megawatt amount for the resource determined according to the point on the Final Offer
curve corresponding to the Real-time Settlement Interval real-time Locational Marginal Price at
the resource’s bus and adjusted for any Regulation or Tier 2 Synchronized Reserve assignments
and limited to the lesser of the unit’s Economic Maximum or the unit’s Generation Resource
Maximum Output, minus the actual output of the unit. For wind units, the LOC Deviation shall
mean the deviation of the generating unit’s output equal to the lesser of the PJM forecasted
output for the unit or the desired megawatt amount for the resource determined according to the
point on the Final Offer curve corresponding to the Real-time Settlement Interval integrated real-
time Locational Marginal Price at the resource’s bus, and shall be limited to the lesser of the
unit’s Economic Maximum or the unit’s Generation Resource Maximum Output, minus the
actual output of the unit.

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 Interconnection in connection with preparation
of the Regional Transmission Expansion Plan, and as specified in Reliability Assurance
Agreement, Schedule 10.1.

Locational Deliverability Area Reliability Requirement:

“Locational Deliverability Area Reliability Requirement” shall mean the projected internal
capacity in the Locational Deliverability Area 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, less the minimum internal resources
required for all FRR Entities in such Locational Deliverability Area.

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 relieve
applicable binding locational constraints.

Locational Reliability Charge:

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

Locational UCAP:
“Locational UCAP” shall mean unforced capacity that a Member with available uncommitted

capacity sells in a bilateral transaction to a Member that previously committed capacity through
an RPM Auction but now requires replacement capacity to fulfill its RPM Auction commitment.
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The Locational UCAP Seller retains responsibility for performance of the resource providing
such replacement capacity.

Locational UCAP Seller:

“Locational UCAP Seller” shall mean a Member that sells Locational UCAP.
Long-lead Project:

“Long-lead Project” shall have the same meaning provided in the Operating Agreement.
Long-Term Firm Point-To-Point Transmission Service:

“Long-Term Firm Point-To-Point Transmission Service” shall mean firm Point-To-Point
Transmission Service under Tariff, Part IT with a term of one year or more.

Loss Price:

“Loss Price” shall mean the loss component of the Locational Marginal Price, which is the effect
on transmission loss costs (whether positive or negative) associated with increasing the output of
a generation resource or decreasing the consumption by a Demand Resource based on the effect
of increased generation from or consumption by the resource on transmission losses, calculated
as specified in Operating Agreement, Schedule 1, section 2, and the parallel provisions of Tariff,
Attachment K-Appendix, section 2.

M2M Flowgate:

“M2M Flowgate” shall have the meaning provided in the Joint Operating Agreement between
the Midcontinent Independent Transmission System Operator, Inc. and PJM Interconnection,
L.L.C.

Maintenance Adder:

“Maintenance Adder” shall mean an adder that may be included to account for variable operation
and maintenance expenses in a Market Seller’s Fuel Cost Policy. The Maintenance Adder is
calculated in accordance with the applicable provisions of PJM Manual 15, and may only include
expenses incurred as a result of electric production.

Manual Load Dump Action:

“Manual Load Dump Action” shall mean an Operating Instruction, as defined by NERC, from
PJM to shed firm load when the PJM Region cannot provide adequate capacity to meet the PJIM
Region’s load and tie schedules, or to alleviate critically overloaded transmission lines or other

equipment.

Manual Load Dump Warning:
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“Manual Load Dump Warning” shall mean a notification from PJM to warn Members of an
increasingly critical condition of present operations that may require manually shedding load.

Marginal Value:

“Marginal Value” shall mean the incremental change in system dispatch costs, measured as a
$/MW value incurred by providing one additional MW of relief to the transmission constraint.

Market Monitor:
“Market Monitor” means the head of the Market Monitoring Unit.
Market Monitoring Unit or MMU:

“Market Monitoring Unit” or “MMU” means the independent Market Monitoring Unit defined in
18 CFR § 35.28(a)(7) and established under the PJM Market Monitoring Plan (Attachment M) to
the PJM Tariff that is responsible for implementing the Market Monitoring Plan, including the
Market Monitor. The Market Monitoring Unit may also be referred to as the IMM or
Independent Market Monitor for PIM

Market Monitoring Unit Advisory Committee or MMU Advisory Committee:

“Market Monitoring Unit Advisory Committee” or “MMU Advisory Committee” shall mean the
committee established under Tariff, Attachment M, section III.H.

Market Operations Center:

“Market Operations Center” shall mean the equipment, facilities and personnel used by or on
behalf of a Market Participant to communicate and coordinate with the Office of the
Interconnection in connection with transactions in the PJM Interchange Energy Market or the
operation of the PJM Region.

Market Participant:

“Market Participant” shall mean a Market Buyer, a Market Seller, an Economic Load Response
Participant, or all three, except when such term is used in Tariff, Attachment M, in which case
Market Participant shall mean an entity that generates, transmits, distributes, purchases, or sells
electricity, ancillary services, or any other product or service provided under the PJM Tariff or
Operating Agreement within, into, out of, or through the PJM Region, but it shall not include an
Authorized Government Agency that consumes energy for its own use but does not purchase or
sell energy at wholesale.

Market Participant Energy Injection:
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“Market Participant Energy Injection” shall mean transactions in the Day-ahead Energy Market
and Real-time Energy Market, including but not limited to Day-ahead generation schedules, real-
time generation output, Increment Offers, internal bilateral transactions and import transactions,
as further described in the PJM Manuals.

Market Participant Energy Withdrawal:

“Market Participant Energy Withdrawal” shall mean transactions in the Day-ahead Energy
Market and Real-time Energy Market, including but not limited to Demand Bids, Decrement
Bids, real-time load (net of Behind The Meter Generation expected to be operating, but not to be
less than zero), internal bilateral transactions and Export Transactions, as further described in the
PJM Manuals.

Market Seller Offer Cap:

“Market Seller Offer Cap” shall mean a maximum offer price applicable to certain Market
Sellers under certain conditions, as determined in accordance with Tariff, Attachment DD.
section 6 and Tariff, Attachment M-Appendix, section ILE.

Market Violation:

“Market Violation” shall mean a tariff violation, violation of a Commission-approved order, rule
or regulation, market manipulation, or inappropriate dispatch that creates substantial concerns
regarding unnecessary market inefficiencies, as defined in 18 C.F.R. § 35.28(b)(8).

Material Modification:

“Material Modification” shall mean any modification to an Interconnection Request that has a
material adverse effect on the cost or timing of Interconnection Studies related to, or any
Network Upgrades or Local Upgrades needed to accommodate, any Interconnection Request
with a later Queue Position.

Maximum Daily Starts:

“Maximum Daily Starts” shall mean the maximum number of times that a generating unit can be
started in an Operating Day under normal operating conditions.

Maximum Emergency:

“Maximum Emergency” shall mean the designation of all or part of the output of a generating
unit for which the designated output levels may require extraordinary procedures and therefore
are available to the Office of the Interconnection only when the Office of the Interconnection
declares a Maximum Generation Emergency and requests generation designated as Maximum
Emergency to run. The Office of the Interconnection shall post on the PJM website the
aggregate amount of megawatts that are classified as Maximum Emergency.
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Maximum Facility Output:

“Maximum Facility Output” shall mean the maximum (not nominal) net electrical power output
in megawatts, specified in the Interconnection Service Agreement, after supply of any parasitic
or host facility loads, that a Generation Interconnection Customer’s Customer Facility is
expected to produce, provided that the specified Maximum Facility Output shall not exceed the
output of the proposed Customer Facility that Transmission Provider utilized in the System
Impact Study.

Maximum Generation Emergency:

“Maximum Generation Emergency” shall mean an Emergency declared by the Office of the
Interconnection to address either a generation or transmission emergency in which the Office of
the Interconnection anticipates requesting one or more Generation Capacity Resources, or Non-
Retail Behind The Meter Generation resources to operate at its maximum net or gross electrical
power output, subject to the equipment stress limits for such Generation Capacity Resource or
Non-Retail Behind The Meter resource in order to manage, alleviate, or end the Emergency.

Maximum Generation Emergency Alert:

“Maximum Generation Emergency Alert” shall mean an alert issued by the Office of the
Interconnection to notify PJM Members, Transmission Owners, resource owners and operators,
customers, and regulators that a Maximum Generation Emergency may be declared, for any
Operating Day in either, as applicable, the Day-ahead Energy Market or the Real-time Energy
Market, for all or any part of such Operating Day.

Maximum Run Time:

“Maximum Run Time” shall mean the maximum number of hours a generating unit can run over
the course of an Operating Day, as measured by PJM’s State Estimator.

Maximum Weekly Starts:

“Maximum Weekly Starts” shall mean the maximum number of times that a generating unit can
be started in one week, defined as the 168 hour period starting Monday 0001 hour, under normal
operating conditions.

Member:

“Member” shall have the meaning provided in the Operating Agreement.

Merchant A.C. Transmission Facilities:

“Merchant A.C. Transmission Facility” shall mean Merchant Transmission Facilities that are

alternating current (A.C.) transmission facilities, other than those that are Controllable A.C.
Merchant Transmission Facilities.
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Merchant D.C. Transmission Facilities:

“Merchant D.C. Transmission Facilities” shall mean direct current (D.C.) transmission facilities
that are interconnected with the Transmission System pursuant to Tariff, Part IV and Part VI.

Merchant Network Upgrades:

“Merchant Network Upgrades” shall mean additions to, or modifications or replacements of,
physical facilities of the Interconnected Transmission Owner that, on the date of the pertinent
Transmission Interconnection Customer’s Upgrade Request, are part of the Transmission System
or are included in the Regional Transmission Expansion Plan.

Merchant Transmission Facilities:

“Merchant Transmission Facilities” shall mean A.C. or D.C. transmission facilities that are
interconnected with or added to the Transmission System pursuant to Tariff, Part IV and Part VI
and that are so identified in Tariff, Attachment T, provided, however, that Merchant
Transmission Facilities shall not include (i) any Customer Interconnection Facilities, (ii) any
physical facilities of the Transmission System that were in existence on or before March 20,
2003 ; (ii1) any expansions or enhancements of the Transmission System that are not identified as
Merchant Transmission Facilities in the Regional Transmission Expansion Plan and Attachment
T to the Tariff, or (iv) any transmission facilities that are included in the rate base of a public
utility and on which a regulated return is earned.

Merchant Transmission Provider:

“Merchant Transmission Provider” shall mean an Interconnection Customer that (1) owns,
controls, or controls the rights to use the transmission capability of, Merchant D.C. Transmission
Facilities and/or Controllable A.C. Merchant Transmission Facilities that connect the
Transmission System with another control area, (2) has elected to receive Transmission Injection
Rights and Transmission Withdrawal Rights associated with such facility pursuant to Tariff, Part
IV, section 36, and (3) makes (or will make) the transmission capability of such facilities
available for use by third parties under terms and conditions approved by the Commission and
stated in the Tariff, consistent with Tariff, section 38.

Metering Equipment:

“Metering Equipment” shall mean all metering equipment installed at the metering points
designated in the appropriate appendix to an Interconnection Service Agreement.

Minimum Annual Resource Requirement:
“Minimum Annual Resource Requirement” shall mean, for Delivery Years through May 31,

2017, the minimum amount of capacity that PJM will seek to procure from Annual Resources
for the PJM Region and for each Locational Deliverability Area for which the Office of the
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Interconnection is required under Tariff, Attachment DD, section 5.10(a) to establish a separate
VRR Curve for such Delivery Year. For the PJM Region, the Minimum Annual Resource
Requirement shall be equal to the RTO Reliability Requirement minus [the Sub-Annual
Resource Reliability Target for the RTO in Unforced Capacity]. For an LDA, the Minimum
Annual Resource Requirement shall be equal to the LDA Reliability Requirement minus [the
LDA CETL] minus [the Sub-Annual Resource Reliability Target for such LDA in Unforced
Capacity]. The LDA CETL may be adjusted pro rata for the amount of load served under the
FRR Alternative.

Minimum Down Time:

For all generating units that are not combined cycle units, “Minimum Down Time” shall mean
the minimum number of hours under normal operating conditions between unit shutdown and
unit startup, calculated as the shortest time difference between the unit’s generator breaker
opening and after the unit’s generator breaker closure, which is typically indicated by
telemetered or aggregated State Estimator megawatts greater than zero. For combined cycle
units, “Minimum Down Time” shall mean the minimum number of hours between the last
generator breaker opening and after first combustion turbine generator breaker closure, which is
typically indicated by telemetered or aggregated State Estimator megawatts greater than zero.

Minimum Extended Summer Resource Requirement:

“Minimum Extended Summer Resource Requirement” shall mean, for Delivery Years through
May 31, 2017, the minimum amount of capacity that PJM will seek to procure from Extended
Summer Demand Resources and Annual Resources for the PJM Region and for each Locational
Deliverability Area for which the Office of the Interconnection is required under Tariff,
Attachment DD, section 5.10(a) to establish a separate VRR Curve for such Delivery Year. For
the PJM Region, the Minimum Extended Summer Resource Requirement shall be equal to the
RTO Reliability Requirement minus [the Limited Demand Resource Reliability Target for the
PJM Region in Unforced Capacity]. For an LDA, the Minimum Extended Summer Resource
Requirement shall be equal to the LDA Reliability Requirement minus [the LDA CETL] minus
[the Limited Demand Resource Reliability Target for such LDA in Unforced Capacity]. The
LDA CETL may be adjusted pro rata for the amount of load served under the FRR Alternative.

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.

Minimum Participation Requirements:
“Minimum Participation Requirements” shall mean a set of minimum training, risk management,

communication and capital or collateral requirements required for Participants in the PJM
Markets, as set forth herein and in the Form of Annual Certification set forth as Tariff,
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Attachment Q, Appendix 1. Participants transacting in FTRs in certain circumstances will be
required to demonstrate additional risk management procedures and controls as further set forth
in the Annual Certification found in Tariff, Attachment Q, Appendix 1.

Minimum Run Time:

For all generating units that are not combined cycle units, “Minimum Run Time” shall mean the
minimum number of hours a unit must run, in real-time operations, from the time after generator
breaker closure, which is typically indicated by telemetered or aggregated State Estimator
megawatts greater than zero, to the time of generator breaker opening, as measured by PJM's
State Estimator. For combined cycle units, “Minimum Run Time” shall mean the time period
after the first combustion turbine generator breaker closure, which is typically indicated by
telemetered or aggregated State Estimator megawatts greater than zero, and the last generator
breaker opening as measured by PJM’s State Estimator.

MISO:

“MISO” shall mean the Midcontinent Independent System Operator, Inc. or any successor
thereto.

MOPR Floor Offer Price:

“MOPR Floor Offer Price” shall mean a minimum offer price applicable to certain Market
Seller’s Capacity Resources under certain conditions, as determined in accordance with Tariff.
Attachment DD. section 5.14(h).

Multi-Driver Project:

“Multi-Driver Project” shall have the same meaning provided in the Operating Agreement.
Native Load Customers:

“Native Load Customers” shall mean the wholesale and retail power customers of a
Transmission Owner on whose behalf the Transmission Owner, by statute, franchise, regulatory
requirement, or contract, has undertaken an obligation to construct and operate the Transmission
Owner’s system to meet the reliable electric needs of such customers.

NERC:

“NERC” shall mean the North American Electric Reliability Corporation or any successor
thereto.

NERC Interchange Distribution Calculator:
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“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
energy transactions.

Net Benefits Test:

“Net Benefits Test” shall mean a calculation to determine whether the benefits of a reduction in
price resulting from the dispatch of Economic Load Response exceeds the cost to other loads
resulting from the billing unit effects of the load reduction, as specified in Operating Agreement,
Schedule 1, section 3.3A.4 and the parallel provisions of Tariff, Attachment K-Appendix, section
3.3A4.

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.

Net Obligation:

“Net Obligation” shall mean the amount owed to PJMSettlement and PJM for purchases from the
PJM Markets, Transmission Service, (under Tariff, Parts II and III , and other services pursuant
to the Agreements, after applying a deduction for amounts owed to a Participant by
PJMSettlement as it pertains to monthly market activity and services. 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.

Net Sell Position:

“Net Sell Position” shall mean the amount of Net Obligation when Net Obligation is negative.

Network Customer:

“Network Customer” shall mean an entity receiving transmission service pursuant to the terms of
the Transmission Provider’s Network Integration Transmission Service under Tariff, Part III.

Network External Designated Transmission Service:

“Network External Designated Transmission Service” shall have the meaning set forth in
Reliability Assurance Agreement, Article I.

Network Integration Transmission Service:

“Network Integration Transmission Service” shall mean the transmission service provided under
Tariff, Part III.

Network Load:
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“Network Load” shall mean the load that a Network Customer designates for Network
Integration Transmission Service under Tariff, Part I[II. The Network Customer’s Network Load
shall include all load (including losses, Non-Dispatched Charging Energy, and Load Serving
Charging Energy) served by the output of any Network Resources designated by the Network
Customer. A Network Customer may elect to designate less than its total load as Network Load
but may not designate only part of the load at a discrete Point of Delivery. Where an Eligible
Customer has elected not to designate a particular load at discrete points of delivery as Network
Load, the Eligible Customer is responsible for making separate arrangements under Tariff, Part
II for any Point-To-Point Transmission Service that may be necessary for such non-designated
load. Network Load shall not include Dispatched Charging Energy.

Network Operating Agreement:

“Network Operating Agreement” shall mean an executed agreement that contains the terms and
conditions under which the Network Customer shall operate its facilities and the technical and
operational matters associated with the implementation of Network Integration Transmission
Service under Tariff, Part III.

Network Operating Committee:

“Network Operating Committee” shall mean a group made up of representatives from the
Network Customer(s) and the Transmission Provider established to coordinate operating criteria
and other technical considerations required for implementation of Network Integration
Transmission Service under Tariff, Part III.

Network Resource:

“Network Resource” shall mean any designated generating resource owned, purchased, or leased
by a Network Customer under the Network Integration Transmission Service Tariff. Network
Resources do not include any resource, or any portion thereof, that is committed for sale to third
parties or otherwise cannot be called upon to meet the Network Customer’s Network Load on a
non-interruptible basis, except for purposes of fulfilling obligations under a reserve sharing
program.

Network Service User:

“Network Service User” shall mean an entity using Network Transmission Service.

Network Transmission Service:

“Network Transmission Service” shall mean transmission service provided pursuant to the rates,
terms and conditions set forth in Tariff, Part III, or transmission service comparable to such

service that is provided to a Load Serving Entity that is also a Transmission Owner.

Network Upgrades:
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“Network Upgrades” shall mean modifications or additions to transmission-related facilities that
are integrated with and support the Transmission Provider’s overall Transmission System for the
general benefit of all users of such Transmission System. Network Upgrades shall include:

(1) Direct Connection Network Upgrades which are Network Upgrades that are not part
of an Affected System; only serve the Customer Interconnection Facility; and have no impact or
potential impact on the Transmission System until the final tie-in is complete. Both
Transmission Provider and Interconnection Customer must agree as to what constitutes Direct
Connection Network Upgrades and identify them in the Interconnection Construction Service
Agreement, Schedule D. If the Transmission Provider and Interconnection Customer disagree
about whether a particular Network Upgrade is a Direct Connection Network Upgrade, the
Transmission Provider must provide the Interconnection Customer a written technical
explanation outlining why the Transmission Provider does not consider the Network Upgrade to
be a Direcct Connection Network Upgrade within 15 days of its determination.

(i1) Non-Direct Connection Network Upgrades which are parallel flow Network
Upgrades that are not Direct Connection Network Upgrades.

Neutral Party:
“Neutral Party” shall have the meaning provided in Tariff, Part I, section 9.3(v).

New Entry Capacity Resource:

“New Entry Capacity Resource” shall mean (1) a Capacity Resource with State Subsidy or (2) a
natural gas-fired combined cycle resource or combustion turbine resource, that has not cleared in
an RPM Auction pursuant to its Sell Offer at or above its resource-specific MOPR Floor Offer
Price or the applicable default New Entry MOPR Floor Offer Price. Notwithstanding the
foregoing, any Capacity Resource that previously cleared an RPM Auction before it became
entitled to receive a State Subsidy shall not be deemed a New Entry Capacity Resource.

New PJM Zone(s):

“New PJM Zone(s)” shall mean the Zone included in the Tariff, along with applicable Schedules
and Attachments, for Commonwealth Edison Company, The Dayton Power and Light Company
and the AEP East Operating Companies (Appalachian Power Company, Columbus Southern
Power Company, Indiana Michigan Power Company, Kentucky Power Company, Kingsport
Power Company, Ohio Power Company and Wheeling Power Company).

New Service Customers:

“New Service Customers” shall mean all customers that submit an Interconnection Request, a
Completed Application, or an Upgrade Request that is pending in the New Services Queue.

New Service Request:
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“New Service Request” shall mean an Interconnection Request, a Completed Application, or an
Upgrade Request.

New Services Queue:

“New Service Queue” shall mean all Interconnection Requests, Completed Applications, and
Upgrade Requests that are received within each six-month period ending on April 30 and
October 31 of each year shall collectively comprise a New Services Queue.

New Services Queue Closing Date:

“New Services Queue Closing Date” shall mean each April 30 and October 31 shall be the
Queue Closing Date for the New Services Queue comprised of Interconnection Requests,
Completed Applications, and Upgrade Requests received during the six-month period ending on
such date.

New York ISO or NYISO:

“New York ISO” or “NYISO” shall mean the New York Independent System Operator, Inc. or
any successor thereto.

Nodal Reference Price:

The “Nodal Reference Price” at each location shall mean the 97th percentile price differential
between day-ahead and real-time prices experienced over the corresponding two-month
reference period in the prior calendar year. Reference periods will be Jan-Feb, Mar-Apr, May-
Jun, Jul-Aug, Sept-Oct, Nov-Dec. For any given current-year month, the reference period
months will be the set of two months in the prior calendar year that include the month
corresponding to the current month. For example, July and August 2003 would each use July-
August 2002 as their reference period.

No-load Cost:

“No-load Cost” shall mean the hourly cost required to create the starting point of a
monotonically increasing incremental offer curve for a generating unit.

Nominal Rated Capability:

“Nominal Rated Capability” shall mean the nominal maximum rated capability in megawatts of
a Transmission Interconnection Customer’s Customer Facility or the nominal increase in
transmission capability in megawatts of the Transmission System resulting from the
interconnection or addition of a Transmission Interconnection Customer’s Customer Facility, as
determined in accordance with pertinent Applicable Standards and specified in the
Interconnection Service Agreement.
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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.

Nominated Energy Efficiency Value:

“Nominated Energy Efficiency Value” shall mean the amount of load reduction that an Energy
Efficiency Resource commits to provide through installation of more efficient devices or
equipment or implementation of more efficient processes or systems.

Non-Dispatched Charging Energy:

“Non-Dispatched Charging Energy” shall mean all Direct Charging Energy that an Energy
Storage Resource Model Participant receives from the electric grid that is not otherwise
Dispatched Charging Energy.

Non-Firm Point-To-Point Transmission Service:

“Non-Firm Point-To-Point Transmission Service” shall mean Point-To-Point Transmission
Service under the Tariff that is reserved and scheduled on an as-available basis and is subject to
Curtailment or Interruption as set forth in Tariff, Part II, section 14.7. Non-Firm Point-To-Point
Transmission Service is available on a stand-alone basis for periods ranging from one hour to
one month.

Non-Firm Sale:

“Non-Firm Sale” shall mean an energy sale for which receipt or delivery may be interrupted for
any reason or no reason, without liability on the part of either the buyer or seller.

Non-Firm Transmission Withdrawal Rights:

“No-Firm Transmission Withdrawal Rights” shall mean the rights to schedule energy
withdrawals from a specified point on the Transmission System. Non-Firm Transmission
Withdrawal Rights may be awarded only to a Merchant D.C. Transmission Facility that connects
the Transmission System to another control area. Withdrawals scheduled using Non-Firm
Transmission Withdrawal Rights have rights similar to those under Non-Firm Point-to-Point
Transmission Service.

Non-Performance Charge:
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“Non-Performance Charge” shall mean the charge applicable to Capacity Performance
Resources as defined in Tariff, Attachment DD, section 10A(e).

Nonincumbent Developer:
“Nonincumbent Developer” shall have the same meaning provided in the Operating Agreement.

Non-Regulatory Opportunity Cost:

“Non-Regulatory Opportunity Cost” shall mean the difference between (a) the forecasted cost to
operate a specific generating unit when the unit only has a limited number of starts or available
run hours resulting from (i) the physical equipment limitations of the unit, for up to one year, due
to original equipment manufacturer recommendations or insurance carrier restrictions, (ii) a fuel
supply limitation, for up to one year, resulting from an event of Catastrophic Force Majeure; and,
(b) the forecasted future Locational Marginal Price at which the generating unit could run while
not violating such limitations. Non-Regulatory Opportunity Cost therefore is the value
associated with a specific generating unit’s lost opportunity to produce energy during a higher
valued period of time occurring within the same period of time in which the unit is bound by the
referenced restrictions, and is reflected in the rules set forth in PJM Manual 15. Non-Regulatory
Opportunity Costs shall be limited to those resources which are specifically delineated in
Operating Agreement, Schedule 2.

Non-Retail Behind The Meter Generation:

“Non-Retail Behind The Meter Generation” shall mean Behind the Meter Generation that is used

by municipal electric systems, electric cooperatives, or electric distribution companies to serve
load.

Non-Synchronized Reserve:

“Non-Synchronized Reserve” shall mean the reserve capability of non-emergency generation
resources that can be converted fully into energy within ten minutes of a request from the Office
of the Interconnection dispatcher, and is provided by equipment that is not electrically
synchronized to the Transmission System.

Non-Synchronized Reserve Event:

“Non-Synchronized Reserve Event” shall mean a request from the Office of the Interconnection
to generation resources able and assigned to provide Non-Synchronized Reserve in one or more
specified Reserve Zones or Reserve Sub-zones, within ten minutes to increase the energy output
by the amount of assigned Non-Synchronized Reserve capability.

Non-Variable Loads:

“Non-Variable Loads” shall have the meaning specified in Operating Agreement, Schedule 1,
section 1.5A.6, and the parallel provisions of Tariff, Attachment K-Appendix, section 1.5A.6.
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Non-Zone Network Load:
“Non-Zone Network Load shall mean Network Load that is located outside of the PJM Region.
Normal Maximum Generation:

“Normal Maximum Generation” shall mean the highest output level of a generating resource
under normal operating conditions.

Normal Minimum Generation:

“Normal Minimum Generation” shall mean the lowest output level of a generating resource
under normal operating conditions.
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Definitions — R - S
Ramping Capability:

“Ramping Capability” shall mean the sustained rate of change of generator output, in megawatts
per minute.

Real-time Congestion Price:

“Real-time Congestion Price” shall mean the Congestion Price resulting from the Office of the
Interconnection’s dispatch of the PJM Interchange Energy Market in the Operating Day.

Real-time Loss Price:

“Real-time Loss Price” shall mean the Loss Price resulting from the Office of the
Interconnection’s dispatch of the PJM Interchange Energy Market in the Operating Day.

Real-time Energy Market:

“Real-time Energy Market” shall mean the purchase or sale of energy and payment of
Transmission Congestion Charges for quantity deviations from the Day-ahead Energy Market in
the Operating Day.

Real-time Offer:

“Real-time Offer” shall mean a new offer or an update to a Market Seller’s existing cost-based or
market-based offer for a clock hour, submitted for use after the close of the Day-ahead Energy
Market.

Real-time Prices:

“Real-time Prices” shall mean the Locational Marginal Prices resulting from the Office of the
Interconnection’s dispatch of the PJM Interchange Energy Market in the Operating Day.

Real-time Settlement Interval:

“Real-time Settlement Interval” shall mean the interval used by settlements, which shall be every
five minutes.

Real-time System Energy Price:

“Real-time System Energy Price” shall mean the System Energy Price resulting from the Office
of the Interconnection’s dispatch of the PJM Interchange Energy Market in the Operating Day.

Reasonable Efforts:
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“Reasonable Efforts” shall mean, with respect to any action required to be made, attempted, or
taken by an Interconnection Party or by a Construction Party under Tariff, Part IV or Part VI, an
Interconnection Service Agreement, or a Construction Service Agreement, such efforts as are
timely and consistent with Good Ultility Practice and with efforts that such party would undertake
for the protection of its own interests.

Receiving Party:

“Receiving Party” shall mean the entity receiving the capacity and energy transmitted by the
Transmission Provider to Point(s) of Delivery.

Referral:

“Referral” shall mean a formal report of the Market Monitoring Unit to the Commission for
investigation of behavior of a Market Participant, of behavior of PJM, or of a market design
flaw, pursuant to Tariff, Attachment M, section IV.1.

Reference Resource:

“Reference Resource” shall mean a combustion turbine generating station, configured with a
single General Electric Frame 7HA turbine with evaporative cooling, Selective Catalytic
Reduction technology all CONE Areas, dual fuel capability, and a heat rate of 9.134 Mmbtu/
MWh.

Regional Entity:

“Regional Entity” shall have the same meaning specified in the Operating Agreement.
Regional Transmission Expansion Plan:

“Regional Transmission Expansion Plan” shall mean the plan prepared by the Office of the
Interconnection pursuant to Operating Agreement, Schedule 6 for the enhancement and
expansion of the Transmission System in order to meet the demands for firm transmission
service in the PJM Region.

Regional Transmission Group (RTG):

“Regional Transmission Group” or “RTG” shall mean a voluntary organization of transmission
owners, transmission users and other entities approved by the Commission to efficiently
coordinate transmission planning (and expansion), operation and use on a regional (and
interregional) basis.

Regulation:

“Regulation” shall mean the capability of a specific generation resource or Demand Resource
with appropriate telecommunications, control and response capability to separately increase and
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decrease its output or adjust load in response to a regulating control signal, in accordance with
the specifications in the PJM Manuals.

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, regulation service.

Relevant Electric Retail Regulatory Authority:

“Relevant Electric Retail Regulatory Authority” shall mean an entity that has jurisdiction over
and establishes prices and policies for competition for providers of retail electric service to end-
customers, such as the city council for a municipal utility, the governing board of a cooperative
utility, the state public utility commission or any other such entity.

Reliability Assurance Agreement or PJM Reliability Assurance Agreement:

“Reliability Assurance Agreement” or “PJM 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, and as amended
from time to time thereafter.

Reliability Pricing Model Auction:

“Reliability Pricing Model Auction” or “RPM Auction” shall mean the Base Residual Auction or
any Incremental Auction, or, for the 2016/2017 and 2017/2018 Delivery Years, any Capacity
Performance Transition Incremental Auction.

Required Transmission Enhancements:

“Regional Transmission Enhancements” shall mean enhancements and expansions of the
Transmission System that (1) a Regional Transmission Expansion Plan developed pursuant to
Operating Agreement, Schedule 6 or (2) any joint planning or coordination agreement between
PJM and another region or transmission planning authority set forth in Tariff, Schedule 12-
Appendix B (“Appendix B Agreement”) designates one or more of the Transmission Owner(s) to
construct and own or finance. Required Transmission Enhancements shall also include
enhancements and expansions of facilities in another region or planning authority that meet the
definition of transmission facilities pursuant to FERC’s Uniform System of Accounts or have
been classified as transmission facilities in a ruling by FERC addressing such facilities
constructed pursuant to an Appendix B Agreement cost responsibility for which has been
assigned at least in part to PJM pursuant to such Appendix B Agreement.

Reserved Capacity:
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“Reserved Capacity” shall mean the maximum amount of capacity and energy that the
Transmission Provider agrees to transmit for the Transmission Customer over the Transmission
Provider’s Transmission System between the Point(s) of Receipt and the Point(s) of Delivery
under Tariff, Part II. Reserved Capacity shall be expressed in terms of whole megawatts on a
sixty (60) minute interval (commencing on the clock hour) basis.

Reserve Penalty Factor:

“Reserve Penalty Factor” shall mean the cost, in $/MWh, associated with being unable to meet a
specific reserve requirement in a Reserve Zone or Reserve Sub-zone. A Reserve Penalty Factor
will be defined for each reserve requirement in a Reserve Zone or Reserve Sub-zone.

Reserve Sub-zone:

“Reserve Sub-zone” shall mean any of those geographic areas wholly contained within a Reserve
Zone, consisting of a combination of a portion 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, reserve service.

Reserve Zone:

“Reserve Zone” shall mean any of those geographic areas 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, reserve service.

Residual Auction Revenue Rights:

“Residual Auction Revenue Rights” shall mean incremental stage 1 Auction Revenue Rights
created within a Planning Period by an increase in transmission system capability, including the
return to service of existing transmission capability, that was not modeled pursuant to Operating
Agreement, Schedule 1, section 7.5 and the parallel provisions of Tariff, Attachment K-
Appendix, section 7.5 in compliance with Operating Agreement, Schedule 1, section 7.4.2 (h)
and the parallel provisions of Tariff, Attachment K-Appendix, section 7.4.2(h), and, if modeled,
would have increased the amount of stage 1 Auction Revenue Rights allocated pursuant to
Operating Agreement, Schedule 1, section 7.4.2 and the parallel provisions of Tariff, Attachment
K-Appendix, section 7.4.2; provided that, the foregoing notwithstanding, Residual Auction
Revenue Rights shall exclude: 1) Incremental Auction Revenue Rights allocated pursuant to
Tariff, Part VI; and 2) Auction Revenue Rights allocated to entities that are assigned cost
responsibility pursuant to Operating Agreement, Schedule 6 for transmission upgrades that
create such rights.

Residual Metered Load:
“Residual Metered Load” shall mean all load remaining in an electric distribution company’s

fully metered franchise area(s) or service territory(ies) after all nodally priced load of entities
serving load in such area(s) or territory(ies) has been carved out.
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Resource Substitution Charge:

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

Revenue Data for Settlements:

“Revenue Data for Settlements” shall mean energy quantities used in accounting and billing as
determined pursuant to Tariff, Attachment K-Appendix and the corresponding provisions of
Operating Agreement, Schedule 1.

RPM Seller Credit:

“RPM Seller Credit” shall mean an additional form of Unsecured Credit defined in Tariff,
Attachment Q, section IV.

Scheduled Incremental Auctions:
“Scheduled Incremental Auctions” shall refer to the First, Second, or Third Incremental Auction.
Schedule of Work:

“Schedule of Work” shall mean that schedule attached to the Interconnection Construction
Service Agreement setting forth the timing of work to be performed by the Constructing Entity
pursuant to the Interconnection Construction Service Agreement, based upon the Facilities Study
and subject to modification, as required, in accordance with Transmission Provider’s scope
change process for interconnection projects set forth in the PJM Manuals.

Scope of Work:

“Scope of Work™ shall mean that scope of the work attached as a schedule to the Interconnection
Construction Service Agreement and to be performed by the Constructing Entity(ies) pursuant to
the Interconnection Construction Service Agreement, provided that such Scope of Work may be
modified, as required, in accordance with Transmission Provider’s scope change process for
interconnection projects set forth in the PJM Manuals.

Seasonal Capacity Performance Resource:

“Seasonal Capacity Performance Resource” shall have the same meaning specified in Tariff,
Attachment DD, section 5.5A.

Secondary Systems:

“Secondary Systems” shall mean control or power circuits that operate below 600 volts, AC or
DC, including, but not limited to, any hardware, control or protective devices, cables,
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conductors, electric raceways, secondary equipment panels, transducers, batteries, chargers, and
voltage and current transformers.

Second Incremental Auction:

“Second Incremental Auction” shall mean an Incremental Auction conducted ten months before
the Delivery Year to which it relates.

Security:

“Security” shall mean the security provided by the New Service Customer pursuant to Tariff,
section 212.4 or Tariff, Part VI, section 213.4 to secure the New Service Customer’s
responsibility for Costs under the Interconnection Service Agreement or Upgrade Construction
Service Agreement and Tariff, Part VI, section 217.

Segment:
“Segment” shall have the same meaning as described in Operating Agreement, Schedule 1,
section 3.2.3(e).

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 or an Incremental Auction of a Sell Offer indicating such Market Seller’s intent that
such Capacity Resource be Self-Supply. Self-Supply may be either committed regardless of
clearing price or submitted as a Sell Offer with a price bid. A Load Serving Entity's Sell Offer
with a price bid for an owned or contracted Capacity Resource shall not be deemed “Self-
Supply,” unless it is designated as Self-Supply and used by the LSE to meet obligations under
this Attachment or the Reliability Assurance Agreement.

Self-Supply Entity:

“Self-Supply Entity” shall mean the following types of [ .oad Serving Entity that operate under
long-standing business models: single customer entity, public power entity, or vertically
integrated utility, where “vertically integrated utility”’ means a utility that owns generation,
includes such generation in its regulated rates, and earns a regulated return on its investment in
such generation or receives any cost recovery for such generation through bilateral contracts;
“single customer entity” means a Load Serving Entity that serves at retail only customers that
are under common control with such L.oad Serving Entity, where such control means holding
51% or more of the voting securities or voting interests of the [ .oad Serving Entity and all its
retail customers; and “public power entity” means cooperative and municipal utilities, including
public power supply entities comprised of either or both of the same and rural electric
cooperatives, and joint action agencies.

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

Service Agreement:

“Service Agreement” shall mean the initial agreement and any amendments or supplements
thereto entered into by the Transmission Customer and the Transmission Provider for service
under the Tariff.

Service Commencement Date:

“Service Commencement Date” shall mean the date the Transmission Provider begins to provide
service pursuant to the terms of an executed Service Agreement, or the date the Transmission
Provider begins to provide service in accordance with Tariff, Part II, section 15.3 or Tariff, Part
I1I, section 29.1.

Short-Term Firm Point-To-Point Transmission Service:

“Short-Term Firm Point-To-Point Transmission Service” shall mean Firm Point-To-Point
Transmission Service under Tariff, Part II with a term of less than one year.

Short-term Project:
“Short-term Project” shall have the same meaning provided in the Operating Agreement.
Short-Term Resource Procurement Target:

“Short-Term Resource Procurement Target” shall mean, for Delivery Years through May 31,
2018, as to the PJM Region, for purposes of the Base Residual Auction, 2.5% of the PJM Region
Reliability Requirement determined for such Base Residual Auction, for purposes of the First
Incremental Auction, 2% of the of the PJM Region Reliability Requirement as calculated at the
time of the Base Residual Auction; and, for purposes of the Second Incremental Auction, 1.5%
of the of the PJM Region Reliability Requirement as calculated at the time of the Base Residual
Auction; and, as to any Zone, an allocation of the PJM Region Short-Term Resource
Procurement Target based on the Preliminary Zonal Forecast Peak Load, reduced by the amount
of load served under the FRR Alternative. For any LDA, the LDA Short-Term Resource
Procurement Target shall be the sum of the Short-Term Resource Procurement Targets of all
Zones in the LDA.

Short-Term Resource Procurement Target Applicable Share:

“Short-Term Resource Procurement Target Applicable Share” shall mean, for Delivery Years
through May 31, 2018: (i) for the PJM Region, as to the First and Second Incremental Auctions,
0.2 times the Short-Term Resource Procurement Target used in the Base Residual Auction and,
as to the Third Incremental Auction for the PJM Region, 0.6 times such target; and (i1) for an
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LDA, as to the First and Second Incremental Auctions, 0.2 times the Short-Term Resource
Procurement Target used in the Base Residual Auction for such LDA and, as to the Third
Incremental Auction, 0.6 times such target.

Site:

“Site” shall mean all of the real property, including but not limited to any leased real property
and easements, on which the Customer Facility is situated and/or on which the Customer
Interconnection Facilities are to be located.

Small Commercial Customer:

“Small Commercial Customer,” as used in RAA, Schedule 6 and Tariff, Attachment DD-1, shall
mean a commercial retail electric end-use customer of an electric distribution company that
participates in a mass market demand response program under the jurisdiction of a RERRA and
satisfies the definition of a “small commercial customer” under the terms of the applicable

RERRA’s program, provided that the customer has an annual peak demand no greater than
100kW.

Small Generation Resource:

“Small Generation Resource” shall mean an Interconnection Customer’s device of 20 MW or
less for the production and/or storage for later injection of electricity identified in an
Interconnection Request, but shall not include the Interconnection Customer’s Interconnection
Facilities. This term shall include Energy Storage Resources and/or other devices for storage for
later injection of energy.

Small Inverter Facility:

“Small Inverter Facility” shall mean an Energy Resource that is a certified small inverter-based
facility no larger than 10 kW.

Small Inverter ISA:

“Small Inverter ISA” shall mean an agreement among Transmission Provider, Interconnection
Customer, and Interconnected Transmission Owner regarding interconnection of a Small Inverter
Facility under Tariff, Part IV, section 112B.

Special Member:

“Special Member” shall mean an entity that satisfies the requirements of Operating Agreement,
Schedule 1, section 1.5A.02, and the parallel provisions of Tariff, Attachment K-Appendix,
section 1.5A.02, or the special membership provisions established under the Emergency Load

Response and Pre-Emergency Load Response Programs.

Spot Market Backup:
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“Spot Market Backup” shall mean the purchase of energy from, or the delivery of energy to, the
PJM Interchange Energy Market in quantities sufficient to complete the delivery or receipt
obligations of a bilateral contract that has been curtailed or interrupted for any reason.

Spot Market Energy:

“Spot Market Energy” shall mean energy bought or sold by Market Participants through the PIM
Interchange Energy Market at System Energy Prices determined as specified in Operating
Agreement, Schedule 1, section 2, and the parallel provisions of Tariff, Attachment K-Appendix,
section 2.

Start Additional Labor Costs:

“Start Additional Labor Costs” shall mean additional labor costs for startup required above
normal station manning levels.

Start-Up Costs:

“Start-Up Costs” shall mean the unit costs to bring the boiler, turbine and generator from
shutdown conditions to the point after breaker closure which is typically indicated by
telemetered or aggregated state estimator megawatts greater than zero and is determined based
on the cost of start fuel, total fuel-related cost, performance factor, electrical costs (station
service), start maintenance adder, and additional labor cost if required above normal station
manning. Start-Up Costs can vary with the unit offline time being categorized in three unit
temperature conditions: hot, intermediate and cold.

State:

“State” shall mean the District of Columbia and any State or Commonwealth of the United
States.

State Commission:

“State Commission” shall mean any state regulatory agency having jurisdiction over retail
electricity sales in any State in the PJM Region.

State Estimator:
“State Estimator” shall mean the computer model of power flows specified in Operating

Agreement, Schedule 1, section 2.3 and the parallel provisions of Tariff, Attachment K-
Appendix, section 2.3.

State Subsidy:
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‘State Subsidy” shall mean a direct or indirect payment, concession, rebate, subsidy, non-
bypassable consumer charge, or other financial benefit that is as a result of any action, mandated
process, or sponsored process of a state government, a political subdivision or agency of a state,
or an electric cooperative formed pursuant to state law, and that

(1) is derived from or connected to the procurement of (a) electricity or electric
generation capacity sold at wholesale in interstate commerce, or (b) an attribute of the
generation process for electricity or electric generation capacity sold at wholesale in
interstate commerce; or

(2) will support the construction, development, or operation of a new or existing Capacity

Resource; or

(3) could have the effect of allowing the unit to clear in any PJM capacity auction.
Notwithstanding the foregoing, State Subsidy shall not include (a) payments, concessions,
rebates, subsidies, or incentives designed to incent, or participation in a program, contract or
other arrangement that utilizes criteria designed to incent or promote, general industrial
development in an area or designed to incent siting facilities in that county or locality rather than
another county or locality; (b) state action that imposes a tax or assesses a charge utilizing the
parameters of a regional program on a given set of resources notwithstanding the tax or cost
having indirect benefits on resources not subject to the tax or cost (e.g., Regional Greenhouse
Gas Initiative); (c) any indirect benefits to a Capacity Resource as a result of any transmission
project approved as part of the Regional Transmission Expansion Plan; (d) any contract, legally
enforceable obligation, or rate pursuant to the Public Utility Regulatory Policies Act or any other
state-administered federal regulatory program (e.g., the Cross-State Air Pollution Rule); (e) any
state-directed default service procurement program that is competitively procured without regard
to resource fuel type (e.g., New Jersey Basic Generation Service, Maryland Standard Offer

Service); any revenues for providing capacity as part of an FRR Capacity Plan or through

bilateral transactions with FRR Entities; or (g) any voluntary and arm’s length bilateral

transaction (including but not limited to those reported pursuant to Tariff, Attachment DD

section 4.6), such as a power purchase agreement or other similar contract where the buyer is a
Self-Supply Entity and the transaction is (1) a short term transaction (one-year or less) or (2) a
long-term transaction that is the result of a competitive process that was not fuel-specific and is
not used for the purpose of supporting uneconomic construction, development, or operation of
the subject Capacity Resource, provided however that if the Self-Supply Entity is responsible for
offering the Capacity Resource into an RPM Auction, the specified amount of installed capacity
purchased by such Self-Supply Entity shall be considered to receive a State Subsidy in the same
manner, under the same conditions, and to the same extent as any other Capacity Resource of a
Self-Supply Entity.

State of Charge:
“State of Charge” shall mean the quantity of physical energy stored in an Energy Storage
Resource Model Participant in proportion to its maximum State of Charge capability. State of

Charge is quantified as defined in the PJM Manuals.

State of Charge Management:
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“State of Charge Management” shall mean the control of State of Charge of an Energy Storage
Resource Market Participant using minimum and maximum charge and discharge limits, changes
in operating mode, charging and discharging offer curves, and self-scheduling of non-
dispatchable purchases and sales of energy in the PJM markets. State of Charge Management
shall not interfere with an Energy Storage Resource Model Participant’s obligation to follow
PJM dispatch, consistent with all other resources.

Station Power:

“Station Power” shall mean energy used for operating the electric equipment on the site of a
generation facility located in the PJM Region or for the heating, lighting, air-conditioning and
office equipment needs of buildings on the site of such a generation facility that are used in the
operation, maintenance, or repair of the facility. Station Power does not include any energy (i)
used to power synchronous condensers; (ii) used for pumping at a pumped storage facility; (iii)
used in association with restoration or black start service; or (iv) that is Direct Charging Energy.

Sub-Annual Resource Constraint:

“Sub-Annual Resource Constraint” shall mean, for the 2017/2018 Delivery Year and for FRR
Capacity Plans the 2017/2018 and 2018/2019 Delivery Years, for the PIM Region or for each
LDA for which the Office of the Interconnection is required under Tariff, Attachment DD,
section 5.10(a) to establish a separate VRR Curve for a Delivery Year, a limit on the total
amount of Unforced Capacity that can be committed as Limited Demand Resources and
Extended Summer Demand Resources for the 2017/2018 Delivery Year in the PJM Region or in
such LDA, calculated as the Sub-Annual Resource Reliability Target for the PJIM Region or for
such LDA, respectively, minus the Short-Term Resource Procurement Target for the PJM
Region or for such LDA, respectively.

Sub-Annual Resource Price Decrement:

“Sub-Annual Resource Price Decrement” shall mean, for the 2017/2018 Delivery Year, a
difference between the clearing price for Extended Summer Demand Resources and the clearing
price for Annual Resources, representing the cost to procure additional Annual Resources out of
merit order when the Sub-Annual Resource Constraint is binding.

Sub-Annual Resource Reliability Target:

“Sub-Annual Reliability Target” for the PIM Region or an LDA, shall mean the maximum
amount of the combination of Extended Summer Demand Resources and Limited Demand
Resources in Unforced Capacity determined by PJM to be consistent with the maintenance of
reliability, stated in Unforced Capacity, that shall be used to calculate the Minimum Annual
Resource Requirement for Delivery Years through May 31, 2017 and the Sub-Annual Resource
Constraint for the 2017/2018 and 2018/2019 Delivery Years. As more fully set forth in the PJIM
Manuals, PJM calculates the Sub-Annual Resource Reliability Target, by first determining a
reference annual loss of load expectation (“LOLE”) assuming no Demand Resources. The
calculation for the unconstrained portion of the PJM Region uses a daily distribution of loads
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under a range of weather scenarios (based on the most recent load forecast and iteratively
shifting the load distributions to result in the Installed Reserve Margin established for the
Delivery Year in question) and a weekly capacity distribution (based on the cumulative capacity
availability distributions developed for the Installed Reserve Margin study for the Delivery Year
in question). The calculation for each relevant LDA uses a daily distribution of loads under a
range of weather scenarios (based on the most recent load forecast for the Delivery Year in
question) and a weekly capacity distribution (based on the cumulative capacity availability
distributions developed for the Capacity Emergency Transfer Objective study for the Delivery
Year in question). For the relevant LDA calculation, the weekly capacity distributions are
adjusted to reflect the Capacity Emergency Transfer Limit for the Delivery Year in question.

For both the PJM Region and LDA analyses, PJM then models the commitment of varying
amounts of DR (displacing otherwise committed generation) as interruptible from May 1 through
October 31 and unavailable from November 1 through April 30 and calculates the LOLE at each
DR level. The Extended Summer DR Reliability Target is the DR amount, stated as a percentage
of the unrestricted peak load, that produces no more than a ten percent increase in the LOLE,
compared to the reference value. The Sub-Annual Resource Reliability Target shall be
expressed as a percentage of the forecasted peak load of the PJM Region or such LDA and is
converted to Unforced Capacity by multiplying [the reliability target percentage] times [the
Forecast Pool Requirement] times [the DR Factor] times [the forecasted peak load of the PIM
Region or such LDA, reduced by the amount of load served under the FRR Alternative].

Sub-meter:

“Sub-meter” shall mean a metering point for electricity consumption that does not include all
electricity consumption for the end-use customer as defined by the electric distribution company
account number. PJM shall only accept sub-meter load data from end-use customers for
measurement and verification of Regulation service as set forth in the Economic Load Response
rules and PJM Manuals.

Summer-Period Capacity Performance Resource:

“Summer-Period Capacity Performance Resource” shall have the same meaning specified in
Tariff, Attachment DD, section 5.5A.

Surplus Interconnection Customer:

“Surplus Interconnection Customer” shall mean either an Interconnection Customer whose
Generating Facility is already interconnected to the PJM Transmission System or one of its
affiliates, or an unaffiliated entity that submits a Surplus Interconnection Request to utilize
Surplus Interconnection Service within the Transmission System in the PJM Region. A Surplus
Interconnection Customer is not a New Service Customer.

Surplus Interconnection Request:
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“Surplus Interconnection Request” shall mean a request submitted by a Surplus Interconnection
Customer, pursuant to Tariff, Attachment RR, to utilize Surplus Interconnection Service within
the Transmission System in the PJM Region. A Surplus Interconnection Request is not a New
Service Request.

Surplus Interconnection Service:

“Surplus Interconnection Service” shall mean any unneeded portion of Interconnection Service
established in an Interconnection Service Agreement, such that if Surplus Interconnection
Service is utilized, the total amount of Interconnection Service at the Point of Interconnection
would remain the same.

Switching and Tagging Rules:

“Switching and Tagging Rules” shall mean the switching and tagging procedures of
Interconnected Transmission Owners and Interconnection Customer as they may be amended
from time to time.

Synchronized Reserve:

“Synchronized Reserve” shall mean the reserve capability of generation resources that can be
converted fully into energy or Demand Resources whose demand can be reduced within ten
minutes from the request of the Office of the Interconnection dispatcher, and is provided by
equipment that is electrically synchronized to the Transmission System.

Synchronized Reserve Event:

“Synchronized Reserve Event” shall mean a request from the Office of the Interconnection to
generation resources and/or Demand Resources able, assigned or self-scheduled to provide
Synchronized Reserve in one or more specified Reserve Zones or Reserve Sub-zones, within ten
minutes, to increase the energy output or reduce load by the amount of assigned or self-
scheduled Synchronized Reserve capability.

Synchronized Reserve Requirement:

“Synchronized Reserve Requirement” shall mean the megawatts required to be maintained in a
Reserve Zone or Reserve Sub-zone as Synchronized Reserve, absent any increase to account for
additional reserves scheduled to address operational uncertainty. The Synchronized Reserve
Requirement is calculated in accordance with the PJM Manuals.

System Condition:
“System Condition” shall mean a specified condition on the Transmission Provider’s system or

on a neighboring system, such as a constrained transmission element or flowgate, that may
trigger Curtailment of Long-Term Firm Point-to-Point Transmission Service using the
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curtailment priority pursuant to Tariff, Part II, section 13.6. Such conditions must be identified
in the Transmission Customer’s Service Agreement.

System Energy Price:

“System Energy Price” shall mean the energy component of the Locational Marginal Price,
which is the price at which the Market Seller has offered to supply an additional increment of
energy from a resource, calculated as specified in Operating Agreement, Schedule 1, section 2
and the parallel provisions of Tariff, Attachment K-Appendix, section 2.

System Impact Study:

“System Impact Study” shall mean an assessment by the Transmission Provider of (i) the
adequacy of the Transmission System to accommodate a Completed Application, an
Interconnection Request or an Upgrade Request, (ii) whether any additional costs may be
incurred in order to provide such transmission service or to accommodate an Interconnection
Request, and (iii) with respect to an Interconnection Request, an estimated date that an
Interconnection Customer’s Customer Facility can be interconnected with the Transmission
System and an estimate of the Interconnection Customer’s cost responsibility for the
interconnection; and (iv) with respect to an Upgrade Request, the estimated cost of the requested
system upgrades or expansion, or of the cost of the system upgrades or expansion, necessary to
provide the requested incremental rights.

System Protection Facilities:

“System Protection Facilities” shall refer to the equipment required to protect (i) the
Transmission System, other delivery systems and/or other generating systems connected to the
Transmission System from faults or other electrical disturbance occurring at or on the Customer
Facility, and (ii) the Customer Facility from faults or other electrical system disturbance
occurring on the Transmission System or on other delivery systems and/or other generating
systems to which the Transmission System is directly or indirectly connected. System Protection
Facilities shall include such protective and regulating devices as are identified in the Applicable
Technical Requirements and Standards or that are required by Applicable Laws and Regulations
or other Applicable Standards, or as are otherwise necessary to protect personnel and equipment
and to minimize deleterious effects to the Transmission System arising from the Customer
Facility.
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5.6 Sell Offers

Sell Offers shall be submitted or withdrawn via the internet site designated by the Office of the
Interconnection, under the procedures and time schedule set forth in the PJM Manuals.

5.6.1 Specifications

A Sell Offer shall state quantities in increments of 0.1 megawatts and shall specify, as
appropriate:

a) Identification of the Generation Capacity Resource, Demand Resource, Capacity
Storage Resource or Energy Efficiency Resource on which such Sell Offer is based;

b) Minimum and maximum megawatt quantity of installed capacity that the Capacity
Market Seller is willing to offer (notwithstanding such specification, the product offered shall be
Unforced Capacity), or designate as Self-Supply, from a Generation Capacity Resource;

1) Price, in dollars and cents per megawatt-day, that will be accepted by the
Capacity Market Seller for the megawatt quantity of Unforced Capacity offered from such
Generation Capacity Resource.

i) The Sell Offer may take the form of offer segments with varying price-
quantity pairs for varying output levels from the underlying resource, but may not take the form
of an offer curve with nonzero slope.

C) EFORA of each Generation Capacity Resource offered.

1) If a Capacity Market Seller is offering such resource in a Base Residual
Auction, First Incremental Auction, Second Incremental Auction, or Conditional Incremental
Auction occurring before the Third Incremental Auction, the Capacity Market Seller shall
specify the EFORA to apply to the offer.

i1) If a Capacity Market Seller is committing the resource as Self-Supply, the
Capacity Market Seller shall specify the EFORA to apply to the commitment.

iii) The EFORA applied to the Third Incremental Auction will be the final
EFORAd established by the Office of the Interconnection six (6) months prior to the Delivery
Year, based on the actual EFORd in the PJM Region during the 12-month period ending
September 30 that last precedes such Delivery Year.

d) The Nominated Demand Resource Value for each Demand Resource offered and
the Nominated Energy Efficiency Value for each Energy Efficiency Resource offered. The
Office of the Interconnection shall, in both cases, convert such value to an Unforced Capacity
basis by multiplying such value by the DR Factor (for Delivery Years through May 31, 2018)
times the Forecast Pool Requirement. Demand Resources shall specify the LDA in which the
Demand Resource is located, including the location of such resource within any Zone that
includes more than one LDA as identified on Schedule 10.1 of the RAA.
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e) For Delivery Years through May 31, 2018, a Demand Resource with the potential
to qualify as two or more of a Limited Demand Resource, Extended Summer Demand Resource
or Annual Demand Resource may submit separate but coupled Sell Offers for each Demand
Resource type for which it qualifies at different prices and the auction clearing algorithm will
select the Sell Offer that yields the least-cost solution. For such coupled Demand Resource
offers, the offer price of an Annual Demand Resource offer must be at least $.01 per MW-day
greater than the offer price of a coupled Extended Summer Demand Resource offer and the offer
price of a Extended Summer Demand Resource offer must be at least $.01 per MW-day greater
than the offer price of a coupled Limited Demand Resource offer.

f) For a Qualifying Transmission Upgrade, the Sell Offer shall identify such
upgrade, and the Office of the Interconnection shall determine and certify the increase in CETL
provided by such upgrade. The Capacity Market Seller may offer the upgrade with an associated
increase in CETL to an LDA in accordance with such certification, including an offer price that
will be accepted by the Capacity Market Seller, stated in dollars and cents per megawatt-day as a
price difference between a Capacity Resource located outside such an LDA and a Capacity
Resource located inside such LDA; and the increase in CETL into such LDA to be provided by
such Qualifying Transmission Upgrade, as certified by the Office of the Interconnection.

g) For the 2018/2019 and 2019/2020 Delivery Years, each Capacity Market Seller
owning or controlling a resource that qualifies as both a Base Capacity Resource and a Capacity
Performance Resource may submit separate but coupled Sell Offers for such resource as a Base
Capacity Resource and as a Capacity Performance Resource, at different prices, and the auction
clearing algorithm will select the Sell Offer that yields the least-cost solution. Submission of a
coupled Base Capacity Resource Sell Offer shall be mandatory for any Capacity Performance
Resource Sell Offer that exceeds a Sell Offer Price equal to the applicable Net Cost of New
Entry times the Balancing Ratio as provided for in section 6.4. For such coupled Sell Offers, the
offer price of a Capacity Performance Resource offer must be at least $.01 per MW-day greater
than the offer price of a coupled Base Capacity Resource offer.

(h) For the 2018/2019 Delivery Year and subsequent Delivery Years, a Capacity
Market Seller that owns or controls one or more Capacity Storage Resources, Intermittent
Resources, Demand Resources, or Energy Efficiency Resources may submit a Sell Offer as a
Capacity Performance Resource in a MW quantity consistent with their average expected output
during peak-hour periods. Alternatively, for the 2018/2019 Delivery Year and subsequent
Delivery Years, a Capacity Market Seller that owns or controls one or more Capacity Storage
Resources, Intermittent Resources, Demand Resources, Energy Efficiency Resources, or
Environmentally-Limited Resources may submit a Sell Offer which represents the aggregated
Unforced Capacity value of such resources, where such Sell Offer shall be considered to be
located in the smallest modeled LDA common to the aggregated resources. Such aggregated
resources shall be owned by or under contract to the Capacity Market Seller, including all such
resources obtained through bilateral contract and reported to the Office of the Interconnection in
accordance with the Office of the Interconnection’s rules related to its eRPM-Capacity Exchange
tools. If any of the commercially aggregated resources in such Sell Offer are subject to the
Minimum Floor Offer Price pursuant to Tariff, Attachment DD, section 5.14(h), the Capacity
Market Seller that owns or controls such resources may submit a Sell Offer with a Minimum
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Floor Offer Price of no lower than the time and MW-weighted average of the applicable MOPR
Floor Offer Prices (zero if not applicable) of the aggregated resources in such Sell Offer.Eorthe

(1) For the 2020/2021 Delivery Year and subsequent Delivery Years, a Capacity
Market Seller that owns or controls a resource that qualifies as a Summer-Period Capacity
Performance Resource may submit a Sell Offer as a Capacity Performance Resource in a MW
quantity consistent with the average expected output of such resource during peak-hour periods,
and may submit a separate Sell Offer as a Summer-Period Capacity Performance Resource in a
MW quantity consistent with the average expected output of such resource during summer peak-
hour periods, provided the total Sell Offer MW quantity submitted as both a Capacity
Performance Resource and a Summer-Period Capacity Performance Resource does not exceed
the Unforced Capacity value of the resource. For the 2020/2021 Delivery Year and subsequent
Delivery Years, a Capacity Market Seller that owns or controls a resource that qualifies as a
Winter-Period Capacity Performance Resource may submit a Sell Offer as a Capacity
Performance Resource in a MW quantity consistent with the average expected output of such
resource during peak-hour periods, and may submit a separate Sell Offer as a Winter-Period
Capacity Performance Resource in a MW quantity consistent with the average expected output
of such resource during winter peak-hour periods, provided the total Sell Offer MW quantity
submitted as both a Capacity Performance Resource and a Winter-Period Capacity Performance
Resource does not exceed the Unforced Capacity value of the resource. Each segment of a
Seasonal Capacity Performance Resource Sell Offer must be submitted as a flexible Sell Offer
segment with the minimum MW quantity offered set to zero.

5.6.2 Compliance with PJM Credit Policy

Capacity Market Sellers shall comply with the provisions of the PJM Credit Policy as set forth in
Attachment Q to this Tariff, including the provisions specific to the Reliability Pricing Model,
prior to submission of Sell Offers in any Reliability Pricing Model Auction. A Capacity Market
Seller desiring to submit a Credit-Limited Offer shall specify in its Sell Offer the maximum
auction credit requirement, in dollars, and the maximum amount of Unforced Capacity, in
megawatts, applicable to its Sell Offer.

5.6.3 [reserved]
5.6.4 Qualifying Transmission Upgrades

A Qualifying Transmission Upgrade may not be the subject of any Sell Offer in a Base Residual
Auction unless it has been approved by the Office of the Interconnection, including certification
of the increase in Import Capability to be provided by such Qualifying Transmission Upgrade,
no later than 45 days prior to such Base Residual Auction. No such approval shall be granted
unless, at a minimum, a Facilities Study Agreement has been executed with respect to such
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upgrade, and such upgrade conforms to all applicable standards of the Regional Transmission
Expansion Plan process.

5.6.5 Market-based Sell Offers

Subject to section 6, a Market Seller authorized by FERC to sell electric generating capacity at
market-based prices, or that is not required to have such authorization, may submit Sell Offers
that specify market-based prices in any Base Residual Auction or Incremental Auction.

5.6.6 Availability of Capacity Resources for Sale

(a) The Office of the Interconnection shall determine the quantity of megawatts of
available installed capacity that each Capacity Market Seller must offer in any RPM Auction
pursuant to Section 6.6 of Attachment DD, through verification of the availability of megawatts
of installed capacity from: (i) all Generation Capacity Resources owned by or under contract to
the Capacity Market Seller, including all Generation Capacity Resources obtained through
bilateral contract; (ii) the results of prior Reliability Pricing Model Auctions, if any, for such
Delivery Year (including consideration of any restriction imposed as a consequence of a prior
failure to offer); and (iii) such other information as may be available to the Office of the
Interconnection. The Office of the Interconnection shall reject Sell Offers or portions of Sell
Offers for Capacity Resources in excess of the quantity of installed capacity from such Capacity
Market Seller’s Capacity Resource that it determines to be available for sale.

(b) The Office of the Interconnection shall determine the quantity of installed
capacity available for sale in a Base Residual Auction or Incremental Auction as of the
beginning of the period during which Buy Bids and Sell Offers are accepted for such auction, as
applicable, in accordance with the time schedule set forth in the PJM Manuals. Removal of a
resource from Capacity Resource status shall not be reflected in the determination of available
installed capacity unless the associated unit-specific bilateral transaction is approved, the
designation of such resource (or portion thereof) as a network resource for the external load is
demonstrated to the Office of the Interconnection, or equivalent evidence of a firm external sale
is provided prior to the deadline established therefor. The determination of available installed
capacity shall also take into account, as they apply in proportion to the share of each resource
owned or controlled by a Capacity Market Seller, any approved capacity modifications, and
existing capacity commitments established in a prior RPM Auction, an FRR Capacity Plan,
Locational UCAP transactions and/or replacement capacity transactions under this Attachment
DD. To enable the Office of the Interconnection to make this determination, no bilateral
transactions for Capacity Resources applicable to the period covered by an auction will be
processed from the beginning of the period for submission of Sell Offers and Buy Bids, as
appropriate, for that auction until completion of the clearing determination for such auction.
Processing of such bilateral transactions will reconvene once clearing for that auction is
completed. A Generation Capacity Resource located in the PJM Region shall not be removed
from Capacity Resource status to the extent the resource is committed to service of PJM loads as
a result of an RPM Auction, FRR Capacity Plan, Locational UCAP transaction and/or by
designation as a replacement resource under this Attachment DD.
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(©) In order for a bilateral transaction for the purchase and sale of a Capacity
Resource to be processed by the Office of the Interconnection, both parties to the transaction
must notify the Office of the Interconnection of the transfer of the Capacity Resource from the
seller to the buyer in accordance with procedures established by the Office of the Interconnection
and set forth in the PJM Manuals. If a material change with respect to any of the prerequisites
for the application of Section 5.6.6 to the Generation Capacity Resource occurs, the Capacity
Resource Owner shall immediately notify the Market Monitoring Unit and the Office of the
Interconnection.
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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 marginal value of
system capacity for the PJM Region, without considering locational constraints, adjusted as
necessary by any applicable Locational Price Adders, Annual Resource Price Adders, Extended
Summer Resource Price Adders, Limited Resource Price Decrements, Sub-Annual Resource
Price Decrements, Base Capacity Demand Resource Price Decrements, and Base Capacity
Resource Price Decrements, 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. The Annual Resource Price Adder is
applicable for Annual Resources only. The Extended Summer Resource Price Adder is
applicable for Annual Resources and Extended Summer Demand Resources.

The Locational Price Adder applicable to each cleared Seasonal Capacity Performance Resource
is determined during the post-processing of the RPM Auction results consistent with the manner
in which the auction clearing algorithm recognizes the contribution of Seasonal Capacity
Performance Resource Sell Offers in satisfying an LDA’s reliability requirement. For each LDA
with a positive Locational Price Adder with respect to the immediate higher level LDA, starting
with the lowest level constrained LDAs and moving up, PJM determines the quantity of equally
matched Summer-Period Capacity Performance Resources and Winter-Period Capacity
Performance Resources located and cleared within that LDA. Up to this quantity, the cleared
Summer-Period Capacity Performance Resources and Winter-Period Capacity Performance
Resources with the lowest Sell Offer prices will be compensated using the highest Locational
Price Adder applicable to such LDA; and any remaining Seasonal Capacity Performance
Resources cleared within the LDA are effectively moved to the next higher level constrained
LDA, where they are considered in a similar manner for compensation.

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 Sell 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. If the Sell Offer
price of a cleared Seasonal Capacity Performance Resource exceeds the applicable Capacity
Resource Clearing Price, the Capacity Market Seller shall receive a Resource Make-Whole
Payment equal to the difference between the Sell Offer price and Capacity Resource Clearing
Price in such RPM Auction. The cost for any such Resource Make-Whole Payments required in
a Base Residual Auction or Incremental Auction for adjustment of prior capacity commitments
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
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Payments required in an Incremental Auction for capacity replacement 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.

c) 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:

1. 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. When the
Capacity Market Seller provides notice of such election, it must specify whether its Sell Offer is
contingent upon qualifying for the New Entry Price Adjustment. The Office of the
Interconnection shall not clear such contingent Sell Offer if it does not qualify for the New Entry
Price Adjustment.

2. All or any part of a Sell Offer from the Planned Generation Capacity
Resource submitted in accordance with section 5.14(c)(1) is the marginal Sell Offer that sets the
Capacity Resource Clearing Price for the LDA.

3. Acceptance of all or any part of a Sell Offer that meets the conditions in
section 5.14(c)(1)-(2) in the BRA increases the total Unforced Capacity committed in the BRA
(including any minimum block quantity) for the LDA in which such Resource will be located
from a megawatt quantity below the LDA Reliability Requirement, minus the Short Term
Resource Procurement Target, to a megawatt quantity at or above a megawatt quantity at the
price-quantity point on the VRR Curve at which the price is 0.40 times the applicable Net CONE
divided by (one minus the pool-wide average EFORA).

4. 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 committed in the first BRA under section 5.14(c)(1)-(2) equal to the lesser of:
A) the price in such seller’s Sell Offer for the BRA in which such resource qualified as a Planned
Generation Capacity Resource that satisfies the conditions in section 5.14(c)(1)-(3); or B) 0.90
times the Net CONE applicable in the first BRA in which such Planned Generation Capacity
Resource meeting the conditions in section 5.14(c)(1)-(3) cleared, on an Unforced Capacity
basis, for such LDA.

5. If the Sell Offer is submitted consistent with section 5.14(c)(1)-(4) the
foregoing conditions, then:

(1) in the first Delivery Year, the Resource sets the Capacity Resource
Clearing Price for the LDA and all cleared resources in the LDA receive
the Capacity Resource Clearing Price set by the Sell Offer as the marginal
offer, in accordance with sections 5.12(a) and 5.14(a).
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(i)  in either of the subsequent two BRAs, if any part of the Sell Offer from
the Resource clears, it shall receive the Capacity Resource Clearing Price
for such LDA for its cleared capacity and for any additional minimum
block quantity pursuant to section 5.14(b); or

(i)  if the Resource does not clear, it shall be deemed resubmitted at the
highest price per MW-day at which the megawatt quantity of Unforced
Capacity of such Resource that cleared the first-year BRA will clear the
subsequent-year BRA pursuant to the optimization algorithm described in
section 5.12(a) of this Attachment, and

(iv)  the resource with its Sell Offer submitted shall clear and shall be
committed to the PJM Region in the amount cleared, plus any additional
minimum-block quantity from its Sell Offer for such Delivery Year, but
such additional amount shall be no greater than the portion of a minimum-
block quantity, if any, from its first-year Sell Offer satisfying section
5.14(c)(1)-(3) that is entitled to compensation pursuant to section 5.14(b)
of this Attachment; and

(v) the Capacity Resource Clearing Price, and the resources cleared, shall be
re-determined to reflect the resubmitted Sell Offer. In such case, the
Resource for which the Sell Offer is submitted pursuant to section
5.14(c)(1)-(4) shall be paid for the entire committed quantity at the Sell
Offer price that it initially submitted in such subsequent BRA. The
difference between such Sell Offer price and the Capacity Resource
Clearing Price (as well as any difference between the cleared quantity and
the committed quantity), will be treated as a Resource Make-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).

6. 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. However, the failure to submit a Sell Offer consistent with section 5.14(c)(4)
in the BRA for Delivery Year 2 shall make the resource ineligible for the New Entry Pricing
Adjustment for Delivery Years 2 and 3.

7. 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)(i1) of
this Attachment.

8. On or before August 1, 2012, PJM shall file with FERC under FPA
section 205, as determined necessary by PJM following a stakeholder process, tariff changes to
establish a long-term auction process as a not unduly discriminatory means to provide adequate
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long-term revenue assurances to support new entry, as a supplement to or replacement of this
New Entry Price Adjustment.

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, and shall be funded through a reduction in the Capacity Transfer
Rights allocated to Load-Serving Entities under section 5.15, as set forth in that section.
PJMSettlement shall be the Counterparty to any cleared capacity transaction resulting from a Sell
Offer based on a Qualifying Transmission Upgrade.

e) Locational Reliability Charge

In accordance with the Reliability Assurance Agreement, each LSE shall incur a Locational
Reliability Charge (subject to certain offsets and other adjustments as described in sections
5.14B, 5.14C, 5.14D, 5.14E 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. PJMSettlement shall be the Counterparty to the LSEs’ obligations to pay, and
payments of, Locational Reliability Charges.

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

1) 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 each Zone shall be the sum of: 1) the
marginal value of system capacity for the PJM 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; 3) an adjustment, if required, to account for adders paid to Annual
Resources and Extended Summer Demand Resources in the LDA for which the zone is located;
4) an adjustment, if required, to account for Resource Make-Whole Payments; and (5) an
adjustment, if required to provide sufficient revenue for payment of any PRD Credits, all as
determined in accordance with the optimization algorithm.

i1) The Office of the Interconnection shall calculate and post the Adjusted
Zonal Capacity Price following each Incremental Auction. The Adjusted Zonal Capacity Price
for each Zone shall equal the sum of: (1) the average marginal value of system capacity
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weighted by the Unforced Capacity cleared in all auctions previously conducted for such
Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); (2) the
average Locational Price Adder weighted by the Unforced Capacity cleared in all auctions
previously conducted for such Delivery Year (excluding any Unforced Capacity cleared as
replacement capacity); (3) an adjustment, if required, to account for adders paid to Annual
Resources and Extended Summer Demand Resources for all auctions previously conducted for
such Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); (4) an
adjustment, if required, to account for Resource Make-Whole Payments for all actions previously
conducted (excluding any Resource Make-Whole Payments to be charged to the buyers of
replacement capacity); and (5) an adjustment, if required to provide sufficient revenue for
payment of any PRD Credits. The Adjusted Zonal Capacity Price may decrease if Unforced
Capacity is decommitted or the Resource Clearing Price decreases in an Incremental Auction.

i) The Office of the Interconnection shall calculate and post the Final Zonal
Capacity Price for each Delivery Year after the final auction is held for such Delivery Year, as
set forth above. The Final Zonal Capacity Price for each Zone shall equal the Adjusted Zonal
Capacity Price, as further adjusted to reflect any decreases in the Nominated Demand Resource
Value of any existing Demand Resource cleared in the Base Residual Auction and Second
Incremental Auction.

g) Resource Substitution Charge

Each Capacity Market Buyer in an Incremental Auction securing replacement
capacity 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 Generation-Capacity Resources

(1) General Rule. Any Sell Offer based on either a New Entry Capacity
Resource or a Cleared Capacity Resource with a State Subsidy submitted in any RPM Auction
shall have an offer price no lower than the applicable MOPR Floor Offer Price, unless the
Capacity Market Seller qualifies for an exemption with respect to such Capacity Resource with a
State Subsidy prior to the submission of such offer.

(A) Effect of Exemption. To the extent a Sell Offer in any RPM
Auction is based on a Capacity Resource with State Subsidy, a combustion turbine resource, or a
combined cycle resource and qualifies for any of the exemptions defined in Tariff, Attachment
DD, sections 5.14(h)(4)-(8), the Sell Offer for such resource shall not be limited by the MOPR
Floor Offer Price.

(B) Effect of Exception. To the extent a Sell Offer in any RPM
Auction for any Delivery Year is based on a Capacity Resource with State Subsidy, a
combustion turbine resource, or a combined cycle resource for which the Capacity Market Seller
obtains, prior to the submission of such offer, a resource-specific exception, such offer may
include an offer price below the default MOPR Floor Offer Price applicable to such resource
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type, but no lower than the resource-specific MOPR Floor Offer Price determined in such
exception process.

(©) Process for Establishing a Capacity Resource with a State Subsidy.

(1) By no later than one hundred and twenty (120) days prior

to the commencement of the offer period of any RPM Auction conducted for the 2022/2023

Delivery Year and all subsequent Delivery Years, each Capacity Market Seller must certify to
the Office of Interconnection, in accordance with the PJM Manuals, whether or not each

Capacity Resource (other than Demand Resource and Energy Efficiency Resource) that the

Capacity Market Seller intends to offer into the RPM Auction qualifies as a Capacity Resource
with a State Subsidy (including by way of Jointly Owned Cross-Subsidized Capacity Resource)
and identify (with specificity) any State Subsidy. Capacity Market Sellers that intend to offer a
Demand Resource or an Energy Efficiency Resource into the RPM Auction shall certify to the
Office of Interconnection, in accordance with the PJM Manuals, whether or not such Demand
Resource or Energy Efficiency Resource qualifies as a Capacity Resource with a State Subsidy
no later than thirty (30) days prior to the commencement of the offer period of any RPM Auction
conducted for the 2022/2023 Delivery Year and all subsequent Delivery Years. All Capacity
Market Sellers shall be responsible for each certification irrespective of any guidance developed
by the Office of the Interconnection and the Market Monitoring Unit. A Capacity Resource shall
be deemed a Capacity Resource with State Subsidy if the Capacity Market Seller fails to timely
certify whether or not a Capacity Resource is entitled to a State Subsidy, unless the Capacity
Market Seller receives a waiver from the Commission or the Capacity Resource previously
received a resource-specific exception pursuant to Tariff, Attachment DD, section 5.14(h)(3).

il The requirements in subsection (i) above do not apply to

Capacity Resources for which the Market Seller designated whether or not it is subject to a State
Subsidy and the associated subsidies to which the Capacity Resource is entitled in a prior
Delivery Year, unless there has been a change in the set of those State Subsidy(ies), or for those
which are eligible for the Demand Resource or Energy Efficiency exemption, Capacity Storage
Resource exemption, Self-Supply Entity exemption, or the Intermittent Resource exemption.

(iii))  Once a Capacity Market Seller has certified a Capacity

Resource as a Capacity Resource with a State Subsidy, the status of such Capacity Resource will
remain unchanged unless and until the Capacity Market Seller (or a subsequent Capacity Market
Seller) that owns or controls such Capacity Resource provides a certification of a change in such
status, the Office of the Interconnection removes such status, or by FERC order. All Capacity
Market Sellers shall have an ongoing obligation to certify to the Office of Interconnection and
the Market Monitoring Unit a Capacity Resource’s change in status as a Capacity Resource with
State Subsidy within 5 days of such change.

(2) Minimum Offer Price Rule. Any Sell Offer for a New Entry Capacity
Resource or a Cleared Capacity Resource with State Subsidy that does not qualify for any of the
exemptions, as defined in Tariff, Attachment DD, sections 5.14(h)(5)-(8), shall have an offer
price no lower than the applicable MOPR Floor Offer Price.
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(A) New Entry MOPR Floor Offer Price. For a New Entry Capacity

Resource the applicable MOPR Floor Offer Price, based on the net cost of new entry for each
resource type, shall be, at the election of the Capacity Market Seller, (i) the resource-specific

value determined in accordance with the resource-specific MOPR Floor Offer Price process in
Tariff, Attachment DD, section 5.14(h)(3) below or (ii) if applicable, the default New Entr
MOPR Floor Offer Price for the applicable resource based on the gross cost of new entry values
shown in the table below, as adjusted for Delivery Years subsequent to the 2022/2023 Delivery

Year, net of estimated net energy and ancillary service revenues for the resource type and Zone
in which the resource is located.
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Combined Cycle $320
Combustion Turbine $294
Fixed Solar PV $290
Tracking Solar PV $271
Onshore Wind $420
Offshore Wind 1,155
Battery Energy Storage $532

Generation Backed $254

Demand Resource

* The gross cost of new entry values are expressed in dollars per MW-day in
terms of nameplate megawatts. The cost of new entry values are ultimately
converted to Installed Capacity (“ICAP”) MW-day, where the ICAP MW value
for fixed Solar PV, tracking Solar PV, Onshore Wind and Offshore Wind is
assumed to be 42.0%. 60%. 17.6%, and 26.0%, respectively, of the nameplate
rating of these resource types.

The default New Entry MOPR Floor Offer Price for load-backed Demand Resources (i.e., the
MW portion of Demand Resources that is not supported by generation) shall be separately
determined for each Locational Deliverability Area as the MW-weighted average offer price of
load-backed Demand Resources from the most recent three Base Residual Auctions, where the
MW weighting shall be determined based on the portion of each Sell Offer for a load-backed
portion of the Demand Resource that is supported by end-use customer locations on the

registrations used in the pre-registration process for such Base Residual Auctions, as described in
the PJM Manuals.

The default New Entry MOPR Floor Offer Price for Energy Efficiency Resources shall be
$64/ICAP MW-Day (Net Cost of New Entry).
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Commencing with the Base Residual Auction for the 2023/2024 Delivery Year, the Office of the
Interconnection shall adjust the default gross costs of new entry in the table above and for load-
backed Demand Resources, and post the preliminary estimates of the adjusted applicable default
New Entry MOPR Floor Offer Prices on its website, by no later than one hundred fifty (150)
days prior to the commencement of the offer period for each Base Residual Auction. To
determine the adjusted applicable default New Entry MOPR Floor Offer Prices for all resource
types except for load-backed Demand Resources and Energy Efficiency Resources, the Office of
the Interconnection shall adjust the gross costs of new entry utilizing, for combustion turbine and
combined cycle resource types, the same Applicable BLS Composite Index applied for such
Delivery Year to adjust the CONE value used to determine the Variable Resource Requirement
Curve, in accordance with Tariff, Attachment DD, section 5.10(a)(iv), and for all other resource
types, the “BLS Producer Price Index Turbines and Turbine Generator Sets” component of the
Applicable BLS Composite Index used to determine the Variable Resource Requirement Curve
shall be replaced with the “BLS Producer Price Index Final Demand, Goods Less Food &
Energy, Private Capital Equipment” when adjusting the gross costs of new entry. The resultant
value shall then be then adjusted further by a factor of 1.022 for nuclear, coal, combustion
turbine, and combine cycle resource types or 1.01 for solar, wind, and storage resource types to
reflect the annual decline in bonus depreciation scheduled under federal corporate tax law.
Updated estimates of the net energy and ancillary service revenues for each default resource type
and applicable Zone, which shall include, but are not limited to, consideration of Fuel Costs,
Maintenance Adders and Operating Costs, as applicable, pursuant to Operating Agreement,
Schedule 2 shall then be subtracted from the adjusted gross costs of new entry to determine the
adjusted New Entry MOPR Floor Offer Price. The net energy and ancillary services revenue is
equal to the average of the annual net revenues of the three most recent calendar years preceding
the Base Residual Auction, where such annual net revenues shall be determined in accordance

with the following and the PJM Manuals:

i for nuclear resource type, the net energy and ancillary services revenue
estimate shall be determined by the gross energy market revenue determined by the product of
[average annual zonal day-ahead LMP times 8,760 hours times the annual average equivalent
availability factor of all PJM nuclear resources] minus the total annual cost to produce energy
determined by the product of [8,760 hours times the annual average equivalent availability factor
of all PJM nuclear resources times $9.02/MWh for a single unit plant or $7.66/MWh for a multi-
unit plant] where these hourly cost rates include fuel costs and variable operation and
maintenance expenses, inclusive of Maintenance Adder costs, plus an ancillary services revenue
of $3,350/MW-year;

(i1) for coal resource type, the net energy and ancillary services revenue
estimate shall be determined by a simulated dispatch of a 650 MW coal unit (with heat rate of
8,638 BTU/kWh and variable operations and maintenance variable operation and maintenance
expenses, inclusive of Maintenance Adder costs, of $9.50/MWh) using applicable coal prices, as
set forth in the PJM Manuals, and an ancillary services revenue of $3,350/MW-year. The unit is
committed day-ahead in profitable blocks of at least eight hours, and then committed in real-time
for profitable hours if not already committed day ahead:

i1l for combustion turbine resource type, the net energy and ancillary services
revenue estimate shall be determined in a manner consistent with the methodology described in
Tariff, Attachment DD, section 5.10(a)(v)(B) for the Reference Resource combustion turbine.

(iv) __ for combined cycle resource type, the net energy and ancillary services
revenue estimate shall be determined in the same manner as that prescribed for a combustion
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turbine resource type, except that the heat rate assumed for the combined cycle resource shall be
6,553 BTU/kwh, the variable operations and maintenance expenses for such resource, inclusive
of Maintenance Adder costs, shall be $2.11/MWh, the Peak-Hour Dispatch scenario for both the
Day-Ahead and Real-Time Energy Markets shall be modified to dispatch the CC resource
continuously during the full peak-hour period, as described in Peak-Hour Dispatch, for each such
period that the resource is economic (using the test set forth in such section), rather than only
during the four-hour blocks within such period that such resource is economic, and the ancillary
services revenue shall be $3,350/MW -year.

\ for solar PV resource type, the net energy and ancillary services revenue

estimate shall be determined using a solar resource model that provides the average MW output
level, expressed as a percentage of nameplate rating, by hour of day (for each of the 24-hours of
a day) and by calendar month (for each of the twelve months of a year). The annual net energy
market revenues are determined by multiplying the solar output level of each hour by the real-
time zonal LMP applicable to such hour with this product summed across all of the hours of an
annual period, plus an ancillary services revenue of $3,350/MW-year. Two separate solar
resource models are used, one model for a fixed panel resource and a second model for a
tracking panel resource;

(vi) _ for onshore wind resource type, the net energy and ancillary services
revenue estimate shall be determined using a wind resource model that provides the average MW
output level, expressed as a percentage of nameplate rating, by hour of day (for each of the 24-
hours of a day) and by calendar month (for each of the twelve months of a year). The annual
energy market revenues are determined by multiplying the wind output level of each hour by the

real-time zonal LMP applicable to such hour with this product summed across all of the hours of
an annual period. plus an ancillary services revenue of $3.350/MW-year:;

(vii)  for offshore wind resource type, the net energy and ancillary services

revenue estimate shall be the product of [the average annual zonal real-time LMP times 8,760

hours times an assumed annual capacity factor of 45%], plus an ancillary services revenue of
$3.350/MW-vyear:;

viii) for Capacity Storage Resource, the net energy and ancillary services

revenue estimate shall be estimated by a simulated dispatch against historical real-time zonal
LMPs where the resource is assumed to be dispatched for the four hours of highest LMP of a
daily twenty-four hour period if the average LMP of these four hours exceeds 120% of the
average LMP of the four lowest LMP hours of the same twenty-four hour period. The net energy
market revenues will be determined by the product of [hourly output of 1 MW times the hourly
LMP for each hour of assumed discharging] minus the product of [hourly consumption of 1.2
MW times the hourly LMP for each hour of assumed charging] with this net value summed
across all of the hours of an annual period, plus an ancillary services revenue of $3,350/MW-
year. An 83.3% efficiency of the battery energy storage resource is reflected by assuming each
1.0 MW of discharge requires 1.2 MW of charge; and

(ix)  for generation-backed Demand Resource, the net energy and ancillary

services revenue estimate shall be zero dollars.

Beginning with the Delivery Year that commences June 1, 2022, and continuing no later than for
every fourth Delivery Year thereafter, the Office of the Interconnection shall review the default
gross cost of new entry values. Such review may include, without limitation, analyses of the
fixed development, construction, operation, and maintenance costs for such resource types.
Based on the results of such review, PJM shall propose either to modify or retain the default
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oross cost of new entry values stated in the table above and the default New Entry MOPR Floor

Offer Price for Energy Efficiency Resources. The Office of the Interconnection shall post
publicly and solicit stakeholder comment regarding the proposal. If, as a result of this process,
changes to the default gross cost of new entry values or the default New Entry MOPR Floor
Offer Price for Energy Efficiency are proposed, the Office of the Interconnection shall file such
proposed modifications with the FERC by October 1, prior to the conduct of the Base Residual
Auction for the first Delivery Year in which the new values would be applied.

New Entry Capacity Resources for which there is no default MOPR Floor Offer Price provided
in accordance with this section must seek a resource-specific value determined in accordance
with the resource-specific MOPR Floor Offer Price process below to participate in an RPM
Auction. Failure to obtain a resource-specific MOPR Floor Offer Price will result in the Office

of the Interconnection rejecting any Sell Offer based on such resource for the relevant RPM
Auction.

(B) Cleared MOPR Floor Offer Prices. For a Cleared Capacity
Resource with State Subsidy, the applicable Cleared MOPR Floor Offer Price shall be, at the
election of the Capacity Market Seller, (i) based on the resource-specific MOPR Floor Offer
Price , as determined in accordance with Tariff, Attachment DD, section 5.14(h)(3) below, or (ii)
if available, the default Avoidable Cost Rate for the applicable resource type shown in the table
below, as adjusted for Delivery Years subsequent for the 2022/2023 Delivery Year to reflect
changes in avoidable costs, net of estimated net energy and ancillary service revenues for that
resource type and Zone in which the resource is located.

Existing Resource | Default Gross ACR
Type (2022/2023
($/MW-day)
(Nameplate)*
Nuclear - single $697
Nuclear - dual $445
Coal 380
Combined Cycle $56
Combustion Turbine $50
Solar PV $40
(fixed and tracking)
Wind Onshore $83
Generation-backed 33
Demand Response
Load-backed Demand $0
Response
Energy Efficiency $0

* The default Avoidable Cost Rate values are expressed in dollars per
MW-day in terms of nameplate megawatts. The cost of new entry values are ultimately
converted to Installed Capacity (“ICAP”) MW-day, where the ICAP MW value for Solar PV and
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Onshore Wind is assumed to be 42.0%. and 17.6%. respectively. of the nameplate rating of these
resource types.

Commencing with the Base Residual Auction for the 2023/2024 Delivery Year, the Office of the
Interconnection shall adjust the default Avoidable Cost Rates in the table above, and post the
adjusted values on its website, by no later than one hundred fifty (150) days prior to the
commencement of the offer period for each Base Residual Auction. To determine the adjusted
Avoidable Cost Rates, the Office of the Interconnection shall utilize the 10-year average Handy-
Whitman Index in order to adjust the Gross ACR values to account for expected inflation and
updated estimates of the net energy and ancillary service revenues, by Zone, for each default
resource type, which shall include, but are not limited to, consideration of Fuel Costs,
Maintenance Adders and Operating Costs, as applicable, pursuant to Operating Agreement,
Schedule 2. The estimates of the net energy and ancillary services revenues shall be determined
in a manner consistent with the methodology described in Tariff, Attachment DD, section
5.14(h)(2)(A) and the PJM Manuals.

Beginning with the Delivery Year that commences June 1, 2022, and continuing no later than for
every fourth Delivery Year thereafter, the Office of the Interconnection shall review the default
Avoidable Cost Rates for Capacity Resources with State Subsidies that have cleared in an RPM
Auction for any prior Delivery Year. Such review may include, without limitation, analyses of
the avoidable costs of such resource types. Based on the results of such review, PJM shall
propose either to modify or retain the default Avoidable Cost Rate values stated in the table
above. The Office of the Interconnection shall post publicly and solicit stakeholder comment
regarding the proposal. If, as a result of this process, changes to the default Avoidable Cost Rate
values are proposed, the Office of the Interconnection shall file such proposed modifications
with the FERC by October 1, prior to the conduct of the Base Residual Auction for the first
Delivery Year in which the new values would be applied.

Cleared Capacity Resources with State Subsidy for which there is no default MOPR Floor Offer
Price provided in accordance with this section must seek a resource-specific value determined in
accordance with the resource-specific MOPR Floor Offer Price process below to participate in an
RPM Auction. Failure to obtain a resource-specific MOPR Floor Offer Price will result in the
Office of the Interconnection rejecting any Sell Offer based on such resource.
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(35) YnitResource-Specific Exception. A Capacity Market Seller intending to

submit a Sell Offer meeting-the-eriteriain-subseetion{4)-in any RPM Auction for a New Entry

Capacity Resource or a Cleared Capacity Resource with State Subsidy below the applicable
default MOPR Floor Offer Price may, at its election, submit a request for a resource-specific
exception for such Capacity Resource. A Sell Offer below the default MOPR Floor Offer Price,
but no lower than the resource-specific MOPR Floor Offer Price, shall be permitted and-shall-ret
be-re-set-to-the-price-level specified-in-that subseetion-if the Capacity Market Seller obtains a
determinatienapproval from the Office of the Interconnection or the Commission, prior to the
RPM Auction in which it seeks to submit the Sell Offer.;-that Ssuch Sell Offer is permissible
because it is consistent with the competitive, cost-based, fixed, net cost efnew-entry-were the
resource to rely solely on revenues exclusive of any State SubsidyfremPIM-administered
markets-. All supporting data must be provided for all requests. The following preeess-ané
requirements shall apply to requests for such determinations:

(A1)  The Capacity Market Seller mayrequestsuch-a-determination by

shall submit a written request with all of the required documentation as described below and in
the PJM Manuals. For such purpose, the Capacity Market Seller shall submit the resource-

specific exception request to the Office of the Interconnection and the Market Monitoring Unit
no later than one hundred twenty (120) days prior to the commencement of the offer period for

the RPM Auction in wh1ch it seeks to submit its Sell Offer—by—s&bmrttﬂfrg—&m%altaﬂeeasly%e—the

h raals. For such purpose, the
Ofﬁce of the Interconnectlon shall post by no later than one hundred fifty (150) days prior to the
commencement of the offer per1od for the relevant RPM Auction, a prehmmary estimate for the
relevant Delivery Year of the minin ;
M)—Lﬁthemﬂmﬂm—effer—level—default l\/hmmum Floor Offer Prlces determmed Dursuant to
Tariff, Attachment DD, sections 5.14(h)(2)(A) and (B). If the final applicable default Minimum
Floor Offer Price subsequently established for the relevant Delivery Year is less than the Sell
Offer, the Sell Offer shall be permitted and no exception shall be required.
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(B##) For a resource-specific exception for a New Entry Capacity
ResourceAs-meore-fully-setforth-in-the PHM-Manuals, the Capacity Market Seller must include in
its request for an exception under this subsection documentation to support the fixed
development, construction, operation, and maintenance costs of the planned-generationCapacity
Rresource, as well as estimates of offsetting net revenues.

The financial modeling assumptions for calculating Cost of New Entry for Generation Capacity
Resources and generation-backed Demand Resources shall be: (1) nominal levelization of gross
costs, (ii) asset life of twenty years, (iii) no residual value, (iv) all project costs included with no
sunk costs excluded, (v) use first year revenues (which may include revenues from the sale of
renewable energy credits for purposes other than state-mandated or state-sponsored programs),
and (vi) weighted average cost of capital based on the actual cost of capital for the entity
proposing to build the Capacity Resource. Notwithstanding the foregoing, a Capacity Market
Seller that seeks to utilize an asset life other than twenty years (but no greater than 35 years)
shall provide evidence to support the use of a different asset life, including but not limited to, the
asset life term for such resource as utilized in the Capacity Market Seller’s financial accounting
(e.g., independently audited financial statements), or project financing documents for the
resource or evidence of actual costs or financing assumptions of recent comparable projects to
the extent the seller has not executed project financing for the resource (e.g., independent project
engineer opinion or manufacturer’s performance guarantee), or opinions of third-party experts
regarding the reasonableness of the financing assumptions used for the project itself or in
comparable projects. Capacity Market Sellers may also rely on evidence presented in federal
filings, such as its FERC Form No. 1 or an SEC Form 10-K, to demonstrate an asset life other
than 20 years of similar asset projects.

project costs may include, as applicable and available, a complete project description;
environmental permits; vendor quotes for plant or equipment; evidence of actual costs of recent
comparable projects; bases for electric and gas interconnection costs and any cost contingencies;
bases and support for property taxes, insurance, operations and maintenance (“O&M”) contractor
costs, and other fixed O&M and administrative or general costs; financing documents for
| construction—period and permanent financing or evidence of recent debt costs of the seller for
comparable investments; and the bases and support for the claimed capitalization ratio, rate of
return, cost- recovery perrod 1nﬂat10n rate, or other parameters used in ﬁnancral modehng Sueh

feﬂeeteeLa&a—reéHeﬁeﬂ%e—&s—SeH—Q%r—Th%reqﬁesHha}kmelad%In addrtron to the

certification, signed by an officer of the Capacity Market Seller, the request must include a
certification that the claimed costs accurately reflect, in all material respects, the seller’s
reasonably expected costs of new entry and that the request satisfies all standards for an
resource-specific exception hereunder. The request also shall identify all revenue sources
(exclusive of any State Subsidies) relied upon in the Sell Offer to offset the claimed fixed costs,
including, without limitation, long-term power supply contracts, tolling agreements, or tariffs on
file with state regulatory agencies, and shall demonstrate that such offsetting revenues are
consistent, over a reasonable time period identified by the Capacity Market Seller, with the
standard prescribed above. In making such demonstration, the Capacity Market Seller may rely
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upon forecasts of competitive electricity prices in the PJM Region based on well defined models
that include fully documented estimates of future fuel prices, variable operation and maintenance
expenses, energy demand, emissions allowance prices, and expected environmental or energy
policies that affect the seller’s forecast of electricity prices in such region, employing input data
from sources readily available to the public. Documentation for net revenues also may include,
as available and applicable, plant performance and capability information, including heat rate,
start-up times and costs, forced outage rates, planned outage schedules, maintenance cycle, fuel
costs and other variable operations and maintenance expenses, and ancillary service capabilities.
Any evaluation of net revenues should be consistent with Operating Agreement, Schedule 2,
including, but not limited to, consideration of Fuel Costs, Maintenance Adders and Operating
Costs, as applicable Jn-additionto-the-documentationidentified herein-and-inthe PIM Manua

The default assumptions for calculating resource-specific Cost of New Entry for Energy

Efficiency Resources shall be based on, as supported by documentation provided by the Capacity
Market Seller: the nominal-levelized annual cost to implement the Energy Efficiency program or
to install the Energy Efficiency measure reflective of the useful life of the implemented Energy
Efficiency equipment, and the offsetting savings associated with avoided wholesale energy costs
and other claimed savings provided by implementing the Energy Efficiency program or installing
the Energy Efficiency measure.

The default assumptions for calculating resource-specific Cost of New Entry for load-backed
Demand Resources shall be based on, as supported by documentation provided by the Capacity
Market Seller, program costs required for the resource to meet the capacity obligations of a
Demand Resource, including all fixed operating and maintenance cost and weighted average cost
of capital based on the actual cost of capital for the entity proposing to develop the Demand
Resource.

For generation-backed Demand Resources, the determination of a resource-specific MOPR Floor
Offer Price shall only consider the resource’s costs related to participation in the Reliability
Pricing Model and meeting a capacity commitment. The Capacity Market Seller must provide
supporting documentation (at the end-use customer level) of the cost associated with
participation as a Demand Resource and an attestation from the Demand Resource that all other
costs are not related to participation as a Demand Resource, such as the costs associated with
installation and operation of the generation unit, and will be accrued and paid regardless of
participation in the Reliability Pricing Model. To the extent the Capacity Market Seller includes
all costs associated with the generation unit supporting the Demand Resource then demand
charge management benefits at the retail level (as supported by documentation at the end-use
customer level) may also be considered as an additional offset to such costs. Supporting
documentation (at the end-use customer level) may include, but is not limited to, historic end-use
customer bills and associated analysis that identifies the annual retail avoided cost from the
operation of such generation unit or the business case to support installation of the generator or
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regulatory requirements where the generator would be required absent participation in the
Reliability Pricing Model.

(C)  For a Resource-Specific Exception for a Cleared Capacity
Resource with State Subsidy that is a generation resource, the Capacity Market Seller shall
submit a Sell Offer consistent with the unit-specific Market Seller Offer Cap process pursuant to
Tariff, Attachment DD, section 6.8; except that the 10% uncertainty adder may not be included
in the “Adjustment Factor.” In addition and notwithstanding the requirements of Tariff,
Attachment DD, section 6.8, the Capacity Market Seller may, at its election, include in its
request for an exception under this subsection documentation to support projected energy and
ancillary services markets revenues. Such a request shall identify all revenue sources (exclusive
of any State Subsidies) relied upon in the Sell Offer to offset the claimed fixed costs, including,
without limitation, long-term power supply contracts, tolling agreements, or tariffs on file with
state regulatory agencies, and shall demonstrate that such offsetting revenues are consistent, over
a reasonable time period identified by the Capacity Market Seller, with the standard prescribed
above. In making such demonstration, the Capacity Market Seller may rely upon forecasts of
competitive electricity prices in the PJM Region based on well-defined models that include fully
documented estimates of future fuel prices, variable operation and maintenance expenses, energy
demand, emissions allowance prices, and expected environmental or energy policies that affect
the seller’s forecast of electricity prices in such region, employing input data from sources
readily available to the public. Documentation for net revenues also may include, as available
and applicable, plant performance and capability information, including heat rate, start-up times
and costs, forced outage rates, planned outage schedules, maintenance cycle, fuel costs and other
variable operations and maintenance expenses, and ancillary service capabilities. Any evaluation
of revenues should include, but would not be not limited to, consideration of Fuel Costs

Maintenance Adders and Operating Costs, as applicable, pursuant to Operating Agreement,
Schedule 2.

The resource-specific MOPR Floor Offer Price for a Cleared Capacity Resource with State
Subsidy that is a generation-backed Demand Resource will be determined based on only costs
associated with the resource participating in the Reliability Pricing Model and satisfying a
capacity commitment or, to the extent the Capacity Market Seller includes all costs associated
with the generation unit supporting the Demand Resource, then demand charge management
benefits at the retail level (as supported by documentation at the end-use customer level) may
also be considered as an additional offset to such costs. Supporting documentation (at the end-
use customer level) may include but is not limited to, historic end-use customer bills and
associated analysis that identifies the annual retail avoided cost from the operation of such
generation unit or the business case to support installation of the generator or regulatory
requirements where the generator would be required absent participation in the Reliability
Pricing Model.

| (D#t) A Sell Offer evaluated at the resource-specific exception hereunder
shall be permitted if the information provided reasonably demonstrates that the Sell Offer’s
competitive, cost-based, fixed, net cost of new entry is below the default MOPR Floor Offer
Priceminimum-offerlevel preseribed-bysubseetion{4), based on competitive cost advantages
relative to the costs estimated by the default MOPR Floor Offer Priceestimated-forsubseetion
b, including, without limitation, competitive cost advantages resulting from the Capacity
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Market Seller’s business model, financial condition, tax status, access to capital or other similar
conditions affecting the applicant’s costs, or based on net revenues that are reasonably
demonstrated hereunder to be higher than those estimated by the default MOPR Floor Offer
Priceestimated-forsubseetion{4). Capacity Market Sellers shall be-asked-te-demonstrate that
claimed cost advantages or sources of net revenue that are irregular or anomalous, that do not
reflect arm’s-length transactions, or that are not in the ordinary course of the Capacity Market
Seller’s business are consistent with the standards of this subsection. Failure to adequately
support such costs or revenues so as to enable the Office of the Interconnection to make the

determination required in this section will result in denial of an resource-specific exception
hereunder-by the Office of the Interconnection.

(E) The Capacity Market Seller must submit a sworn, notarized
certification of a duly authorized officer, certifying that the officer has personal knowledge of the
resource-specific exception request and that to the best of his/her knowledge and belief: (1) the
information supplied to the Market Monitoring Unit and the Office of Interconnection to support
its request for an exception is true and correct; (2) the Capacity Market Seller has disclosed all
material facts relevant to the request for the exception; and (3) the request satisfies the criteria for

the exception.

(F#v) The Market Monitoring Unit shall review. in an open and
transparent manner with the Capacity Market Seller and the Office of the Interconnection, the
information and- documentation in support of the request and shall provide its findings whether
the proposed Sell Offer is acceptable, in accordance with the standards and criteria hereunder, in
writing, to the Capacity Market Seller and the Office of the Interconnection by no later than
ninety (90) days prior to the commencement of the offer period for such auction. The Office of
| the Interconnection shall also review, in an open and transparent manner, all exception requests
and documentation and shall provide in writing to the Capacity Market Seller, and the Market
Monitoring Unit, its determination whether the requested Sell Offer is acceptable and if not it
shall calculate and provide to such Capacity Market Seller, a minimum Sell Offer based on the
data and documentation received, by no later than sixty-five (65) days prior to the
commencement of the offer period for the relevant RPM Auction. H-After the Office of the
Interconnection determines with the advice and input of Market Monitor. the acceptable
minimum that-therequested-Sell Offer-is-aceeptable, the Capacity Market Seller sShall notify the
Market Monitoring Unit and the Office of the Interconnection, in writing, of the minimum level
of Sell Offer to which it agrees to commit by no later than sixty (60) days prior to the
commencement of the offer period for the relevant RPM Auction, and in making such
determination, the Capacity Market Seller may consider the applicable default MOPR Floor
Offer Price and may select such default value if it is lower than the resource-specific
determination. A Capacity Market Seller that is dissatisfied with any determination hereunder
may seek any remedies available to it from FERC; provided, however, that the Office of the
Interconnection will proceed with administration of the Tariff and market rules based on the
lower of the applicable default MOPR Floor Offer Price and the resource-specific determination
unless and until ordered to do otherwise by FERC.

(4) Competitive Exemption.
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(A) A Capacity Resource with State Subsidy may be exempt from the

Minimum Offer Price Rule in any RPM Auction if the Capacity Market Seller certifies to the
Office of Interconnection, in accordance with the PJM Manuals, that the Capacity Market Seller
of such Capacity Resource elects to forego receiving any State Subsidy for the applicable
Delivery Year no later than thirty (30) days prior to the commencement of the offer period for the
relevant RPM Auction. Notwithstanding the foregoing, the competitive exemption is not
available to Capacity Resources with State Subsidy that (A) are owned or offered by Self-Supply
Entities, (B) are no longer entitled to receive a State Subsidy but are still considered a Capacity
Resource with State Subsidy solely because they have not cleared an RPM Auction since last
receiving a State Subsidy, (C) are Jointly Owned Cross-Subsidized Capacity Resources or is the
subject of a bilateral transaction (including but not limited to those reported pursuant to Tariff,
Attachment DD, section 4.6) and not all Capacity Market Sellers of the supporting facility
unanimously elect the competitive exemption and certify that no State Subsidy will be received
associated with supporting the resource, or (D) a natural gas fired combined cycle or combustion

turbine resource.

(B) (1) The Capacity Market Seller shall not receive a State

Subsidy for any part of the relevant Delivery Year in which it elects a competitive exemption or
certifies that it is not a Capacity Resource with State Subsidy. In furtherance of this prohibition,
if a Capacity Resource that (1) is a New Entry Capacity Resource that elects the competitive
exemption in subsection (4)(A) above and clears an RPM Auction for a given Delivery Year, but
prior to the end of that Delivery Year elects to accept a State Subsidy or (2) is not a Capacity
Resource with State Subsidy at the time of the RPM Auction for the Delivery Year for which it
first cleared an RPM Auction but prior to the end of that Delivery Year receives a State Subsidy
for the associated Delivery Year or an earlier Delivery Year, then the Capacity Market Seller of
that Capacity Resource shall not receive RPM revenues for any part of that Delivery Year and
may not participate in any RPM Auction with such resource, or be eligible to use such resource
as replacement capacity starting June 1 of the Delivery Year after the Capacity Market Seller
first receives the State Subsidy and continuing for a period of 20 years, except for battery energy
storage, for which such participation restriction shall apply for a period of 15 years. A Jointly
Owned Cross-Subsidized Capacity Resource that meets the requirements of either of the two
preceding subsections (B)(i)(1) or (2), shall not receive RPM revenues for any part of that
Delivery Year and may not participate in any RPM Auction or be eligible to be used as
replacement capacity starting June 1 of the Delivery Year and continuing for the number of years
specified above, after any joint Capacity Market Seller of the underlying facility first receives the
State Subsidy. A Capacity Resource with State Subsidy that is the subject of a bilateral
transaction that meets the requirements of either of the two preceding subsections (B)(i)(1) or (2)
shall not receive RPM revenues for any part of that Delivery Year and may not participate in any
RPM Auction or be eligible to be used as replacement capacity starting June 1 of the Delivery
Year and continuing for the number of years specified above if any owner or Capacity Market
Seller of the facility receives a State Subsidy. The Capacity Market Seller(s) of any such
Capacity Resource or Jointly Owned Cross-Subsidized Capacity Resource shall also return to the
Office of the Interconnection any revenues paid to such Capacity Resource associated with their
capacity commitment for such Delivery Year and shall retain their RPM commitment and
associated obligations for such Delivery Year and for any future Delivery Years in which the
resource has already secured a capacity commitment, including any Non-Performance Charges
relating to the capacity and remain eligible to collect Performance Payments under this Tariff,
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Attachment DD, section 10A for the relevant Delivery Year and any subsequent Delivery Years
for which it already received an RPM commitment. Notwithstanding the foregoing, Capacity
Resources that lose their eligibility to participate in RPM pursuant to this section remain eligible
for commitment in an FRR Capacity Plan.

(i1) If any Capacity Resource that has previously cleared an
RPM Auction (1) is a Cleared Capacity Resource with State Subsidy that claims the competitive
exemption pursuant to subsection (4)(A) above in an RPM Auction and clears such RPM
Auction or (2) was not a Capacity Resource with State Subsidy at the time it cleared an RPM
Auction for a given Delivery Year but later becomes entitled to receive a State Subsidy for that
Delivery Year, and the Capacity Market Seller subsequently elects to accept a State Subsidy for
any part of that Delivery Year, then the Capacity Market Seller of that Capacity Resource may
not receive RPM revenues for any part of that Delivery Year, unless it can demonstrate that it
would have cleared in the relevant RPM Auction under an offer consistent with the resource-
specific exception process outlined above in subsection 5.14(h)(3). All Capacity Market Sellers
of a Jointly Owned Cross-Subsidized Capacity Resource that meets the requirements of either of
the two preceding subsections (B)(ii)(1) or (2) may not receive RPM revenues for any part of
that Delivery Year if any joint Capacity Market Seller of the underlying facility accepts a
subsidy for that Delivery Year, unless the Capacity Market Seller can demonstrate that the
facility would have cleared in the relevant RPM Auction under an offer consistent with the
resource-specific exception process outlined above in subsection 5.14(h)(3). A Capacity
Resource with State Subsidy that is the subject of a bilateral transaction may not receive RPM
revenues for any part of that Delivery Year if any owner or Capacity Market Seller of the
underlying facility receives a State Subsidy for that Delivery Year, unless the Capacity Market
Seller can demonstrate that the facility would have cleared in the relevant RPM Auction under an
offer consistent with the resource-specific exception process outlined above in subsection
5.14(h)(3), if any owner or Capacity Market Seller of the facility receives a State Subsidy. The
Capacity Market Seller(s) of any such Capacity Resources or Jointly Owned Cross-Subsidized
Capacity Resource shall return to the Office of the Interconnection any revenues paid to such
Capacity Resource associated with their capacity commitment for such Delivery Year and shall
retain their RPM commitment and associated obligations for the relevant Delivery Year and
remain eligible to collect Performance Payments or to pay Non-Performance Charges, as
applicable, pursuant to Tariff, Attachment DD, section 10A.

(iii) __ Any revenues returned to the Office of the Interconnection
pursuant to the preceding subsections (i) and (ii) shall be allocated to the relevant load that paid

for the State Subsidy (to the extent possible). If the Office of Interconnection cannot identify the

relevant load responsible for the State Subsidy, then the returned revenues would be allocated
across all load in the RTO that has not selected the FRR Alternative. Such revenues shall be
distributed on a pro-rata basis to such LSEs that were charged a Locational Reliability Charge
based on their Daily Unforced Capacity Obligations.

(5) Self-Supply Entity exemption. A Capacity Resource that is owned, or

bilaterally contracted, by a Self-Supply Entity on or before December 19, 2019, shall be exempt
from the Minimum Offer Price Rule if such Capacity Resource satisfies at least one of the
criteria specified below:
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(A) has successfully cleared an RPM Auction prior to
December 19, 2019;

(B) is the subject of an interconnection construction service agreement,
interim interconnection service agreement, interconnection service agreement or equivalent
agreement executed on or before December 19, 2019; or

(©) is the subject of an unexecuted interconnection construction
service agreement, interim interconnection service agreement, interconnection service agreement
or equivalent agreement filed by PJM with the Commission on or before December 19, 2019.

(6) Intermittent Resource Exemption. A Capacity Resource with State
Subsidy that is an Intermittent Resource shall be exempt from the Minimum Offer Price Rule if
such Capacity Resource (1) receives or is entitled to receive State Subsidies through renewable
energy credits or equivalent credits associated with a state-mandated or state-sponsored
renewable portfolio standard (“RPS”) program or equivalent program and (2) satisfies at least
one of the following criteria:

(A) has successfully cleared an RPM Auction prior to
December 19, 2019;

(B) is the subject of an interconnection construction service agreement,

interim interconnection service agreement, interconnection service agreement or equivalent
executed on or before December 19, 2019:; or

(©) is the subject of an unexecuted interconnection construction
service agreement, interim interconnection service agreement, interconnection service agreement
or equivalent filed by PJM with the Commission on or before December 19, 2019.

(7) Demand Resource and Energy Efficiency Resource Exemption. A
Capacity Resource with State Subsidy that is Demand Resource or an Energy Efficiency
Resource shall be exempt from the Minimum Offer Price Rule if such Capacity Resource
satisfies at least one of the following criteria:

(A)  has successfully cleared an RPM Auction prior to December 19,
2019. For purposes of this subsection (a), individual customer location registrations (or for
utility-based residential load curtailment program, based on the total number of participating
customers) that participated as Demand Resource and cleared in an RPM Auction prior to
December 19, 2019, and were submitted to PJM no later than 45 days prior to the BRA for the
2022/2023 Delivery Year shall be deemed eligible for the Demand Resource and Energy
Efficiency Resource Exemption; or

(B) has completed registration on or before December 19, 2019; or
(©) is supported by a post-installation measurement and verification

report for Energy Efficiency Resources approved by PJM on or before December 19, 2019
(calculated for each installation period, Zone and Sub-Zone by using the greater of the latest
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approved post-installation measurement and verification report prior to December 19, 2019 or
the maximum MW cleared for a Delivery Year across all auctions conducted prior to December
19, 2019).

(8) Capacity Storage Resource Exemption. A Capacity Resource with State
Subsidy that is a Capacity Storage Resource shall be exempt from the Minimum Offer Price Rule
if such Capacity Storage Resource satisfies at least one of the following criteria:

(A) has successfully cleared an RPM Auction prior to
December 19, 2019;

(B) is the subject of an interconnection construction service agreement,

interim interconnection service agreement, interconnection service agreement or equivalent
executed on or before December 19, 2019:; or

(©) is the subject of an unexecuted interconnection construction
service agreement, interim interconnection service agreement, interconnection service
agreement or equivalent filed by PJM with the Commission on or before December 19, 2019.

9) Procedures and Remedies in Cases of Suspected Fraud or Material
Misrepresentation or Omissions in Connection with a Capacity Resource with State Subsidy. In
the event the Office of the Interconnection, with advice and input from the Market Monitoring
Unit, reasonably believes that a certification of a Capacity Resource’s status contains fraudulent
or material misrepresentations or omissions such that the Capacity Market Seller’s Capacity
Resource is a Capacity Resource with a State Subsidy (including whether the Capacity Resource
is a Jointly Owned Cross-Subsidized Capacity Resource) or does not qualify for a competitive
exemption or contains information that is inconsistent with the resource-specific exception, then:

(A) A Capacity Market Seller shall, within five (5) business days upon

receipt of the request for additional information, provide any supporting information reasonably
requested by the Office of the Interconnection or the Market Monitoring Unit to evaluate
whether such Capacity Resource is a Capacity Resource with State Subsidy or whether the
Capacity Market Seller is eligible for the competitive exemption. If the Office of the
Interconnection determines that the Capacity Resource’s status as a Capacity Resource with State
Subsidy is different from that specified by the Capacity Market Seller or is not eligible for a
competitive exemption pursuant to subsection (4) above, the Office of the Interconnection shall
notify, in writing, the Capacity Market Seller of such determination by no later than sixty-five
(65) days prior to the commencement of the offer period for the relevant RPM Auction. A
Capacity Market Seller that is dissatisfied with any determination hereunder may seek any
remedies available to it from FERC; provided, however, if the Office of Interconnection
determines that the subject resource is a Capacity Resource with State Subsidy or is not eligible
for a competitive exemption pursuant to subsection (4) above, such Capacity Resource shall be

subject to the Minimum Offer Price Rule, unless and until ordered to do otherwise by FERC.

(B) if the Office of the Interconnection does not provide written notice
of suspected fraudulent or material misrepresentation or omission at least sixty-five (65) days
before the start of the relevant RPM Auction, then the Office of the Interconnection may file the
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certification that contains any alleged fraudulent or material misrepresentation or omission with
FERC. In such event, if the Office of Interconnection determines that a resource is a Capacity
Resource with State Subsidy that is subject to the Minimum Offer Price Rule, the Office of the
Interconnection will proceed with administration of the Tariff and market rules on that basis
unless and until ordered to do otherwise by FERC. The Office of the Interconnection shall
implement any remedies ordered by FERC; and

(C)  prior to applying the Minimum Offer Price Rule, the Office of the
Interconnection, with advice and input of the Market Monitoring Unit, shall notify the affected
Capacity Market Seller and, to the extent practicable, provide the Capacity Market Seller an
opportunity to explain the alleged fraudulent or material misrepresentation or omission. Any
filing to FERC under this provision shall seek fast track treatment and neither the name nor any
identifying characteristics of the Capacity Market Seller or the resource shall be publicly
revealed, but otherwise the filing shall be public. The Capacity Market Seller may submit a
revised certification for that Capacity Resource for subsequent RPM Auctions, including RPM
Auctions held during the pendency of the FERC proceeding. In the event that the Capacity
Market Seller is cleared by FERC from such allegations of fraudulent or material
misrepresentations or omissions then the certification shall be restored to the extent and in the
manner permitted by FERC. The remedies required by this subsection to be requested in any
filing to FERC shall not be exclusive of any other remedies or penalties that may be pursued
against the Capacity Market Seller.

1) Capacity Export Charges and Credits
(1) Charge

Each Capacity Export Transmission Customer shall incur for each day of each Delivery Year a
Capacity Export Charge equal to the Reserved Capacity of Long-Term Firm Transmission
Service used for such export (“Export Reserved Capacity”) multiplied by (the Final Zonal
Capacity Price for such Delivery Year for the Zone encompassing the interface with the Control
Area to which such capacity is exported minus the Final Zonal Capacity Price for such Delivery
Year for the Zone in which the resources designated for export are located, but not less than
zero). If more than one Zone forms the interface with such Control Area, then the amount of
Reserved Capacity described above shall be apportioned among such Zones for purposes of the
above calculation in proportion to the flows from such resource through each such Zone directly
to such interface under CETO/CETL analysis conditions, as determined by the Office of the
Interconnection using procedures set forth in the PJM Manuals. The amount of the Reserved
Capacity that is associated with a fully controllable facility that crosses such interface shall be
completely apportioned to the Zone within which such facility terminates.

2) Credit

To recognize the value of firm Transmission Service held by any such Capacity Export
Transmission Customer, such customer assessed a charge under section 5.14(i)(1) also shall
receive a credit, comparable to the Capacity Transfer Rights provided to Load-Serving Entities
under section 5.15. Such credit shall be equal to the locational capacity price difference
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specified in section 5.14(i)(1) times the Export Customer's Allocated Share determined as
follows:

Export Customer’s Allocated Share equals

(Export Path Import * Export Reserved Capacity) /

(Export Reserved Capacity + Daily Unforced Capacity Obligations of all LSEs in such Zone).
Where:

“Export Path Import” means the megawatts of Unforced Capacity imported into the export
interface Zone from the Zone in which the resource designated for export is located.

If more than one Zone forms the interface with such Control Area, then the amount of Export
Reserved Capacity shall be apportioned among such Zones for purposes of the above calculation
in the same manner as set forth in subsection (i)(1) above.

3) Distribution of Revenues

Any revenues collected from the Capacity Export Charge with respect to any capacity export for
a Delivery Year, less the credit provided in subsection (i)(2) for such Delivery Year, shall be
distributed to the Load Serving Entities in the export-interface Zone that were assessed a

Locational Reliability Charge for such Delivery Year, pro rata based on the Daily Unforced
Capacity Obligations of such Load-serving Entities in such Zone during such Delivery Year. If
more than one Zone forms the interface with such Control Area, then the revenues shall be
apportioned among such Zones for purposes of the above calculation in the same manner as set
forth in subsection (i)(1) above.

5.14A [Reserved.]

5.14B Generating Unit Capability Verification Test Requirements Transition Provision for
RPM Delivery Years 2014/2015, 2015/2016, and 2016/2017

A. This transition provision applies only with respect to Generation Capacity Resources with
existing capacity commitments for the 2014/2015, 2015/2016, or 2016/2017 Delivery Years that
experience reductions in verified installed capacity available for sale as a direct result of revised
generating unit capability verification test procedures effective with the summer 2014 capability
tests, as set forth in the PJM Manuals. A Generation Capacity Resource meeting the description
of the preceding sentence, and the Capacity Market Seller of such a resource, are hereafter in this
section 5.14B referred to as an “Affected Resource” and an “Affected Resource Owner,”
respectively.

B. For each of its Affected Resources, an Affected Resource Owner is required to provide
documentation to the Office of the Interconnection sufficient to show a reduction in installed
capacity value as a direct result of the revised capability test procedures. Upon acceptance by
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the Office of the Interconnection, the Affected Resource’s installed capacity value will be
updated in the eRPM system to reflect the reduction, and the Affected Resource’s Capacity
Interconnection Rights value will be updated to reflect the reduction, effective June 1, 2014. The
reduction’s impact on the Affected Resource’s existing capacity commitments for the 2014/2015
Delivery Year will be determined in Unforced Capacity terms, using the final EFORd value
established by the Office of the Interconnection for the 2014/2015 Delivery Year as applied to
the Third Incremental Auction for the 2014/2015 Delivery Year, to convert installed capacity to
Unforced Capacity. The reduction’s impact on the Affected Resource’s existing capacity
commitments for each of the 2015/2016 and 2016/2017 Delivery Years will be determined in
Unforced Capacity terms, using the EFORd value from each Sell Offer in each applicable RPM
Auction, applied on a pro-rata basis, to convert installed capacity to Unforced Capacity. The
Unforced Capacity impact for each Delivery Year represents the Affected Resource’s capacity
commitment shortfall, resulting wholly and directly from the revised capability test procedures,
for which the Affected Resource Owner is subject to a Capacity Resource Deficiency Charge for
the Delivery Year, as described in section 8 of this Attachment DD, unless the Affected
Resource Owner (i) provides replacement Unforced Capacity, as described in section 8.1 of this
Attachment DD, prior to the start of the Delivery Year to resolve the Affected Resource’s total
capacity commitment shortfall; or (ii) requests relief from Capacity Resource Deficiency
Charges that result wholly and directly from the revised capability test procedures by electing the
transition mechanism described in this section 5.14B (“Transition Mechanism”).

C. Under the Transition Mechanism, an Affected Resource Owner may elect to have the
Unforced Capacity commitments for all of its Affected Resources reduced for the 2014/2015,
2015/2016, or 2016/2017 Delivery Years to eliminate the capacity commitment shortfalls, across
all of its Affected Resources, that result wholly and directly from the revised capability test
procedures, and for which the Affected Resource Owner otherwise would be subject to Capacity
Resource Deficiency Charges for the Delivery Year. In electing this option, the Affected
Resource Owner relinquishes RPM Auction Credits associated with the reductions in Unforced
Capacity commitments for all of its Affected Resources for the Delivery Year, and Locational
Reliability Charges as described in section 5.14(e) of this Attachment DD are adjusted
accordingly. Affected Resource Owners wishing to elect the Transition Mechanism for the
2015/2016 Delivery Year must notify the Office of the Interconnection by May 30, 2014.
Affected Resource Owners wishing to elect the Transition Mechanism for the 2016/2017
Delivery Year must notify the Office of the Interconnection by July 25, 2014.

D. The Office of the Interconnection will offset the total reduction (across all Affected
Resources and Affected Resource Owners) in Unforced Capacity commitments associated with
the Transition Mechanism for the 2015/2016 and 2016/2017 Delivery Years by applying
corresponding adjustments to the quantity of Buy Bid or Sell Offer activity in the upcoming
Incremental Auctions for each of those Delivery Years, as described in sections 5.12(b)(ii) and
5.12(b)(ii1) of this Attachment DD.

E. By electing the Transition Mechanism, an Affected Resource Owner may receive relief
from applicable Capacity Resource Deficiency Charges for the 2014/2015, 2015/2016, or
2016/2017 Delivery Years, and a Locational UCAP Seller that sells Locational UCAP based on
an Affected Resource owned by the Affected Resource Owner may receive relief from
applicable Capacity Resource Deficiency Charges for the 2014/2015 Delivery Year, to the extent
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that the Affected Resource Owner demonstrates, to the satisfaction of the Office of the
Interconnection, that an inability to deliver the amount of Unforced Capacity previously
committed for the 2014/2015, 2015/2016, or 2016/2017 Delivery Years is due to a reduction in
verified installed capacity available for sale as a direct result of revised generating unit capability
verification test procedures effective with the summer 2014 capability tests, as set forth in the
PJM Manuals; provided, however, that the Affected Resource Owner 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.

5.14C Demand Response Operational Resource Flexibility Transition Provision for RPM
Delivery Years 2015/2016 and 2016/2017

A. This transition provision applies only to Demand Resources for which a Curtailment
Service Provider has existing RPM commitments for the 2015/2016 or 2016/2017 Delivery
Years (alternatively referred to in this section 5.14C as “Applicable Delivery Years” and each an
“Applicable Delivery Year”) that (i) cannot satisfy the 30-minute notification requirement as
described in Section A.2 of Attachment DD-1 of the Tariff and the parallel provision of Schedule
6 of the RAA; (ii) are not excepted from the 30-minute notification requirement as described in
Section A.2 of Attachment DD-1 of the Tariff and the parallel provision of Schedule 6 of the
RAA; and (iii) cleared in the Base Residual Auction or First Incremental Auction for the
2015/2016 Delivery Year, or cleared in the Base Residual Auction for the 2016/2017 Delivery
Year. A Demand Resource meeting these criteria and the Curtailment Service Provider of such a
resource are hereafter in this section 5.14C referred to as an “Affected Demand Resource” and an
“Affected Curtailment Service Provider,” respectively.

B. For this section 5.14C to apply to an Affected Demand Resource, the Affected
Curtailment Service Provider must notify the Office of the Interconnection in writing, with
regard to the following information by the applicable deadline:

1) For each applicable Affected Demand Resource: the number of cleared megawatts
of Unforced Capacity for the Applicable Delivery Year by end-use customer site
that the Affected Curtailment Service Provider cannot deliver, calculated based on
the most current information available to the Affected Curtailment Service
Provider; the end-use customer name; electric distribution company’s account
number for the end-use customer; address of end-use customer; type of Demand
Resource (i.e., Limited DR, Annual DR, Extended Summer DR); the Zone or sub-
Zone in which the end-use customer is located; and, a detailed description of why
the end-use customer cannot comply with the 30-minute notification requirement
or qualify for one of the exceptions to the 30-minute notification requirement
provided in Section A.2 of Attachment DD-1 of the Tariff and the parallel
provision of Schedule 6 of the RAA.

1) If applicable, a detailed analysis that quantifies the amount of cleared megawatts
of Unforced Capacity for the Applicable Delivery Year for prospective customer sales
that could not be contracted by the Affected Curtailment Service Provider because of the
30-minute notification requirement provided in Section A.2 of Attachment DD-1 of the
Tariff and the parallel provision of Schedule 6 of the RAA that the Affected Curtailment
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Service Provider cannot deliver, by type of Demand Resource (i.e. Limited DR, Annual
DR, Extended Summer DR) and by Zone and sub-Zone, as applicable. The analysis
should include the amount of Unforced Capacity expected from prospective customer
sales for each Applicable Delivery Year and must include supporting detail to
substantiate the difference in reduced sales expectations. The Affected Curtailment
Service Provider should maintain records to support its analysis.

1. For the 2015/2016 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the Third Incremental Auction for the 2015/2016 Delivery Year. Such Affected Curtailment
Service Provider that utilizes this transition provision may not sell or offer to sell megawatts in
the modeled LDA or sub-LDA where an Affected Demand Resource is located in the Third
Incremental Auction for the 2015/2016 Delivery Year.

2. For the 2016/2017 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the Second Incremental Auction for the 2016/2017 Delivery Year. Such Affected
Curtailment Service Provider that utilizes this transition provision may not sell or offer to sell
megawatts in the modeled LDA or sub-LDA where an Affected Demand Resource is located in
the Second or Third Incremental Auctions for the 2016/2017 Delivery Year.

3. For the 2016/2017 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the Third Incremental Auction for the 2016/2017 Delivery Year. Such Affected Curtailment
Service Provider that utilizes this transition provision must not have sold or offered to sell
megawatts in the modeled LDA or sub-LDA where an Affected Demand Resource is located in
the Second Incremental Auction for the 2016/2017 Delivery Year, and may not sell or offer to
sell megawatts in the modeled LDA or sub-LDA where an Affected Demand Resource is located
in the Third Incremental Auction for the 2016/2017 Delivery Year.

C. For the Third Incremental Auction for the 2015/2016 Delivery Year and the First,
Second, and Third Incremental Auctions for the 2016/2017 Delivery Year, the Office of the
Interconnection shall publish aggregate information on the undeliverable megawatts declared
under this transition provision (hereafter, “non-viable megawatts”), by type of Demand Resource
and by Zone or sub-Zone, concurrently with its posting of planning parameters for the applicable
Scheduled Incremental Auction. Non-viable megawatts for a Scheduled Incremental Auction for
an Applicable Delivery Year represent those megawatts meeting the criteria of subsection A
above and declared in accordance with subsection B above. Prior to each Third Incremental
Auction for an Applicable Delivery Year, the Office of the Interconnection shall apply
adjustments equal to the declared non-viable megawatt quantity to the quantity of Buy Bid or
Sell Offer activity in the upcoming Scheduled Incremental Auctions for the Applicable Delivery
Year, as described in sections 5.12(b)(i1) and 5.12(b)(iii) of this Attachment DD. Prior to the
Second Incremental Auction for the 2016/2017 Delivery Year, the Office of the Interconnection
shall adjust the recalculated PJIM Region Reliability Requirement and recalculated LDA
Reliability Requirements, as described in section 5.4(c) of this Attachment DD, by the applicable
quantity of declared non-viable megawatts, and shall update the PJM Region Reliability
Requirement and each LDA Reliability Requirement for such Second Incremental Auction only
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if the combined change of the applicable adjustment and applicable recalculation is greater than
or equal to the lessor of (i) 500 megawatts or (ii) one percent of the prior PJM Region Reliability
Requirement or one percent of the prior LDA Reliability Requirement, as applicable.

D. Prior to the start of each Applicable Delivery Year, the Office of the Interconnection shall
reduce, by type of Demand Resource and by Zone or sub-Zone, the capacity commitment of each
Affected Curtailment Service Provider that utilizes this transition provision for the Applicable
Delivery Year based on the non-viable megawatts declared by the Affected Curtailment Service
Provider under this transition provision. If the Affected Curtailment Service Provider cleared
megawatts from multiple Affected Demand Resources of the same type and Zone or sub-Zone,
or cleared megawatts in multiple RPM Auctions for the Applicable Delivery Year, the Office of
the Interconnection shall allocate the reduction in capacity commitment by type of Demand
Resource and by Zone or sub-Zone across the applicable Affected Demand Resources and
relevant RPM Auctions. Such allocation shall be performed on a pro-rata basis, based on
megawatts cleared by the Affected Demand Resources in the relevant RPM Auctions.

E. For each Applicable Delivery Year, an Affected Curtailment Service Provider that
utilizes this transition provision for the Applicable Delivery Year relinquishes an Affected
Demand Resource’s RPM Auction Credits for the amount of capacity commitment reduction as
determined under subsection D above. Locational Reliability Charges as described in section
5.14(e) of this Attachment DD are also adjusted accordingly.

5.14D Capacity Performance and Base Capacity Transition Provision for RPM Delivery
Years 2016/2017 and 2017/2018

A. This transition provision applies only for procuring Capacity Performance Resources for
the 2016/2017 and 2017/2018 Delivery Years.

B. For both the 2016/2017 and 2017/2018 Delivery Years, PJIM will hold a Capacity
Performance Transition Incremental Auction to procure Capacity Performance Resources.

1. For each Capacity Performance Transition Incremental Auction, the optimization
algorithm shall consider:

o the target quantities of Capacity Performance Resources specified below;
o the Sell Offers submitted in such auction.

The Office of the Interconnection shall submit a Buy Bid based on the quantity of Capacity
Performance Resources specified for that Delivery Year. For the 2016/2017 Delivery Year, the
Office of the Interconnection shall submit a Buy Bid, at a price no higher than 0.5 times the Net
CONE value for the PJM Region determined for the Base Residual Auction for that Delivery
Year, for a quantity of Capacity Performance Resources equal to 60 percent of the updated
Reliability Requirement for the PJM Region. For the 2017/2018 Delivery Year, the Office of
the Interconnection shall submit a Buy Bid, at a price no higher than 0.6 times the Net CONE
value for the PJM Region determined for the Base Residual Auction for that Delivery Year, for a
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quantity of Capacity Performance Resources equal to 70 percent of the updated Reliability
Requirement for the PJM Region.

2. For each Capacity Performance Transition 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. For the 2016/2017 Delivery Year, the Capacity Resource
Clearing Price for any Capacity Performance Transition Incremental Auction shall not exceed
0.5 times the Net CONE value for the PJM Region determined for the Base Residual Auction for
that Delivery Year. For the 2017/2018 Delivery Year, the Capacity Resource Clearing Price for
any Capacity Performance Transition Incremental Auction shall not exceed 0.6 times the Net
CONE value for the PJM Region determined for the Base Residual Auction for that Delivery
Year.

3. A Capacity Market Seller may offer any Capacity Resource that has not been
committed in an FRR Capacity Plan, that qualifies as a Capacity Performance Resource under
section 5.5A(a) and that (i) has not cleared an RPM Auction for that Delivery Year; or (ii) has
cleared in an RPM Auction for that Delivery Year. A Capacity Market Seller may offer an
external Generation Capacity Resource to the extent that such resource: (i) is reasonably
expected, by the relevant Delivery Year, to meet all applicable requirements to be treated as
equivalent to PJM Region internal generation that is not subject to NERC tagging as an
interchange transaction; (ii) has long-term firm transmission service confirmed on the complete
transmission path from such resource into PJM; and (iii) is, by written commitment of the
Capacity Market Seller, subject to the same obligations imposed on Generation Capacity
Resources located in the PJM Region by section 6.6 of Attachment DD of the PJM Tariff to offer
their capacity into RPM Auctions.

4. Capacity Resources that already cleared an RPM Auction for a Delivery Year,
retain the capacity obligations for that Delivery Year, and clear in a Capacity Performance
Transition Incremental Auction for the same Delivery Year shall: (i) receive a payment equal to
the Capacity Resource Clearing Price as established in that Capacity Performance Transition
Incremental Auction; and (ii) not be eligible to receive a payment for clearing in any prior RPM
Auction for that Delivery Year.

D. All Capacity Performance Resources that clear in a Capacity Performance Transition
Incremental Auction will be subject to the Non-Performance Charge set forth in section 10A.

5.14E Demand Response Legacy Direct Load Control Transition Provision for RPM
Delivery Years 2016/2017, 2017/2018, and 2018/2019

A. This transition provision applies only to Demand Resources for which a Curtailment
Service Provider has existing RPM commitments for the 2016/2017, 2017/2018, or 2018/2019
Delivery Years (alternatively referred to in this section 5.14E as “Applicable Delivery Years”
and each an “Applicable Delivery Year”) that (i) qualified as Legacy Direct Load Control before
June 1, 2016 as described in Section G of Attachment DD-1 of the Tariff and the parallel
provision of Schedule 6 of the RAA; (ii) cannot meet the requirements for using statistical
sampling for residential non-interval metered customers as described in Section K of Attachment
DD-1 of the Tariff and the parallel provision of Schedule 6 of the RAA; and (iii) cleared in the
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Base Residual Auction or First Incremental Auction for the 2016/2017 Delivery Year, cleared in
the Base Residual Auction for the 2017/2018 Delivery Year, or cleared in the Base Residual
Auction for the 2018/2019 Delivery Year. A Demand Resource meeting these criteria and the
Curtailment Service Provider of such a resource are hereafter in this section 5.14E referred to as
an “Affected Demand Resource” and an “Affected Curtailment Service Provider,” respectively.

B. For this section 5.14E to apply to an Affected Demand Resource, the Affected
Curtailment Service Provider must notify the Office of the Interconnection in writing, with
regard to the following information, by the applicable deadline:

1) For each applicable Affected Demand Resource: the number of cleared megawatts
of Unforced Capacity for the Applicable Delivery Year by end-use customer site
that the Affected Curtailment Service Provider cannot deliver, calculated based on
the most current information available to the Affected Curtailment Service
Provider; electric distribution company’s account number for the end-use
customer; address of end-use customer; type of Demand Resource (i.e., Limited
DR, Annual DR, Extended Summer DR); the Zone or sub-Zone in which the end-
use customer is located; and, a detailed description of why the endues customer
cannot comply with statistical sampling for residential non-interval metered
customers requirement as described in Section K of Attachment DD-1 of the
Tariff and the parallel provision of Schedule 6 of the RAA.

1) If applicable, a detailed analysis that quantifies the amount of cleared megawatts
of Unforced Capacity for the Applicable Delivery Year for prospective customer
sales that could not be contracted by the Affected Curtailment Service Provider
because of the statistical sampling for residential non-interval metered customers
requirement as described in Section K of Attachment DD-1 of the Tariff and the
parallel provision of Schedule 6 of the RAA that the Affected Curtailment Service
Provider cannot deliver, by type of Demand Resource (i.e. Limited DR, Annual
DR, Extended Summer DR) and by Zone and sub-Zone, as applicable. The
analysis should include the amount of Unforced Capacity expected from
prospective customer sales for each Applicable Delivery Year and must include
supporting detail to substantiate the difference in reduced sales expectations. The
Affected Curtailment Service Provider should maintain records to support its
analysis.

1. For the 2016/2017 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the Second and/or Third Incremental Auction for the 2016/2017 Delivery Year. Such
Affected Curtailment Service Provider that utilizes this transition provision may not sell or offer
to sell megawatts in the matching LDA or sub-LDA where an Affected Demand Resource is
located in the Second or Third Incremental Auction for the 2016/2017 Delivery Year.

2. For the 2017/2018 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the First, Second and/or Third Incremental Auction for the 2017/2018 Delivery Year. Such
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Affected Curtailment Service Provider that utilizes this transition provision may not sell or offer
to sell megawatts in the matching LDA or sub-LDA where an Affected Demand Resource is
located in the First, Second or Third Incremental Auctions for the 2017/2018 Delivery Year.

3. For the 2018/2019 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the First, Second and/or Third Incremental Auction for the 2018/2019 Delivery Year. Such
Affected Curtailment Service Provider that utilizes this transition provision may not sell or offer
to sell megawatts in the matching LDA or sub-LDA where an Affected Demand Resource is
located in the First, Second or Third Incremental Auctions for the 2018/2019 Delivery Year.

C. For the Second and Third Incremental Auction for the 2016/2017 Delivery Year, the
First, Second, and Third Incremental Auctions for the 2017/2018 Delivery Year, and the First,
Second, and Third Incremental Auctions for the 2018/2019 Delivery Year, the Office of the
Interconnection shall publish aggregate information on the undeliverable megawatts declared
under this transition provision (hereafter, “non-viable megawatts”), by type of Demand Resource
and by Zone or sub-Zone, concurrently with its posting of planning parameters for the applicable
Scheduled Incremental Auction. Non-viable megawatts for a Scheduled Incremental Auction for
an Applicable Delivery Year represent those megawatts meeting the criteria of subsection A
above and declared in accordance with subsection B above. Prior to each Scheduled Incremental
Auction for an Applicable Delivery Year, the Office of the Interconnection shall apply
adjustments equal to the declared non-viable megawatt quantity to the quantity of Buy Bid or
Sell Offer activity in the upcoming Scheduled Incremental Auctions for the Applicable Delivery
Year, as described in sections 5.12(b)(i1) and 5.12(b)(iii) of this Attachment DD. Prior to the
Second Incremental Auction for the 2016/2017 Delivery Year, the First and Second Incremental
Auction for the 2017/2018 Delivery Year, and the First and Second Incremental Auction for the
2018/2019 Delivery Year, the Office of the Interconnection shall adjust the recalculated PIM
Region Reliability Requirement and recalculated LDA Reliability Requirements, as described in
section 5.4(c) of this Attachment DD, by the applicable quantity of declared non-viable
megawatts, and shall update the PJM Region Reliability Requirement and each LDA Reliability
Requirement for such Incremental Auction only if the combined change of the applicable
adjustment and applicable recalculation is greater than or equal to the lessor of (i) 500 megawatts
or (ii) one percent of the prior PJM Region Reliability Requirement or one percent of the prior
LDA Reliability Requirement, as applicable.

D. Prior to the start of each Applicable Delivery Year, the Office of the Interconnection shall
reduce, by type of Demand Resource and by Zone or sub-Zone, the capacity commitment of each
Affected Curtailment Service Provider that utilizes this transition provision for the Applicable
Delivery Year based on the non-viable megawatts declared by the Affected Curtailment Service
Provider under this transition provision. If the Affected Curtailment Service Provider cleared
megawatts from multiple Affected Demand Resources of the same type and Zone or sub-Zone,
or cleared MWs in multiple RPM Auctions for the Applicable Delivery Year, the Office of the
Interconnection shall allocate the reduction in capacity commitment by type of Demand
Resource and by Zone or sub-Zone across the applicable Affected Demand Resources and
relevant RPM Auctions. Such allocation shall be performed on a pro-rata basis, based on
megawatts cleared by the Affected Demand Resources in the relevant RPM Auctions.
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E. For each Applicable Delivery Year, an Affected Curtailment Service Provider that
utilizes this transition provision for the Applicable Delivery Year relinquishes an Affected
Demand Resource’s RPM Auction credits for the amount of capacity commitment reduction as
determined under subsection D above. Locational Reliability Charges as described in section
5.14(e) of this Attachment DD are also adjusted accordingly.
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6. MARKET POWER MITIGATION
6.1 Applicability

The provisions of the Market Monitoring Plan (in Tariff, Attachment M and Attachment - M
Appendix and this section 6) shall apply to the Reliability Pricing Model Auctions.

6.2 Process
(a) [Reserved for Future Use]

(b) In accordance with the schedule specified in the PJM Manuals, following PJM’s
conduct of a Base Residual Auction or Incremental Auction pursuant to Tariff, Attachment DD,
section 5.12, but prior to the Office of the Interconnection’s final determination of clearing prices
and charges pursuant to Tariff, Attachment DD, section 5.14, the Office of the Interconnection
shall: (i) apply the Market Structure Test to any LDA having a Locational Price Adder greater than
zero and to the entire PJM region; (i1) apply Market Seller Offer Caps, if required under this
section 6; and (ii1) recompute the optimization algorithm to clear the auction with the Market
Seller Offer Caps in place.

(©) Within seven days after the deadline for submission of Sell Offers in a Base
Residual Auction or Incremental Auction, the Office of the Interconnection shall file with FERC a
report of any determination made pursuant to Tariff, Attachment DD, section 5.14(h), Tariff,
Attachment DD, section 6.5(a)(ii), or Tariff, Attachment DD, section 6.7(c) identified in such
sections as subject to the procedures of this section. Such report shall list each such determination,
the information considered in making each such determination, and an explanation of each such
determination. Any entity that objects to any such determination may file a written objection with
FERC no later than seven days after the filing of the report. Any such objection must not merely
allege that the determination was in error, and must provide support for the objection,
demonstrating that the determination overlooked or failed to consider relevant evidence. In the
event that no objection is filed, the determination shall be final. In the event that an objection is
filed, FERC shall issue any decision modifying the determination no later than 60 days after the
filing of such report; otherwise, the determination shall be final. Final auction results shall reflect
any decision made by FERC regarding the report.

6.3  Market Structure Test

(a) [Reserved for Future Use]

(b) Market Structure Test.
A constrained LDA 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 controlled by such suppliers by contract), if, as to the Sell Offers that

comprise the incremental supply determined pursuant to section 6.3(c) below that are based on
Generation Capacity Resources, there are not more than three jointly pivotal suppliers. The Office
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of the Interconnection shall apply the Market Structure Test. The Office of the Interconnection
shall confirm the results of the Market Structure Test with the Market Monitoring Unit.

(c) Determination of Incremental Supply

In applying the Market Structure Test, the Office of the Interconnection shall consider all (i)
incremental supply (provided, however, that the Office of the Interconnection shall consider only
such supply available from Generation Capacity Resources) available to solve the constraint
applicable to a constrained LDA offered at less than or equal to 150% of the cost-based clearing
price; or (ii) supply for the PJM Region, offered at less than or equal to 150% of the cost-based
clearing price, provided that supply in this section includes only the lower of cost-based or market-
based offers from Generation Capacity Resources. Cost-based clearing prices are the prices
resulting from the RPM auction algorithm using the lower of cost-based or price-based offers for
all Capacity Resources.

6.4  Market Seller Offer Caps

(a) The Market Seller Offer Cap, stated in dollars per MW/day of unforced capacity,
applicable to price-quantity offers within the Base Offer Segment for an Existing Generation
Capacity Resource shall be the Avoidable Cost Rate for such resource, less the Projected PJM
Market Revenues for such resource, stated in dollars per MW/day of unforced capacity, provided,
however, that the default Market Seller Offer Cap for any Capacity Performance Resource shall be
the product of (the Net Cost of New Entry applicable for the Delivery Year and Locational
Deliverability Area for which such Capacity Performance Resource is offered times the average of
the Balancing Ratios in the three consecutive calendar years (during the Performance Assessment
Intervals in such calendar years) that precede the Base Residual Auction for such Delivery Year),
however, for the Base Residual Auction for the 2021/2022 Delivery Year, the Balancing Ratio
used in the determination of the default Market Seller Offer Cap shall be 78.5 percent, and
provided further that the submission of a Sell Offer with an Offer Price at or below the revised
Market Seller Offer Cap permitted under this proviso shall not, in and of itself, be deemed an
exercise of market power in the RPM market: nor shall a Sell Offer with an Offer Price equal to
the applicable MOPR Floor Offer Price, in and of itself, be deemed an exercise of market power in
the RPM market. Notwithstanding the previous sentence, a Capacity Market Seller may seek and
obtain a Market Seller Offer Cap for a Capacity Performance Resource that exceeds the revised
Market Seller Offer Cap permitted under the prior sentence, if it supports and obtains approval of
such alternative offer cap pursuant to the procedures and standards of subsection (b) of this section
6.4. A Capacity Market Seller may not use the Capacity Performance default Market Seller Offer
Cap, and also seek to include any one or more categories of the Avoidable Cost Rate defined in
Tariff, Attachment DD, section 6.8 below. The Market Seller Offer Cap for an Existing
Generation Capacity Resource shall be the Opportunity Cost for such resource, if applicable, as
determined in accordance with Tariff, Attachment DD, section 6.7. Nothing herein shall preclude
any Capacity Market Seller and the Market Monitoring Unit from agreeing to, nor require either
such entity to agree to, an alternative market seller offer cap determined on a mutually agreeable
basis. Any such alternative offer cap shall be filed with the Commission for its approval. This
provision is duplicated in Tariff, Attachment M-Appendix, section IL.E.3.




Document Accession #: 20200318-5149 Filed Date: 03/18/2020

(b) For each Existing Generation Capacity Resource, a potential Capacity Market Seller
must provide to the Market Monitoring Unit and the Office of the Interconnection data and
documentation required under section 6.7 below to establish the level of the Market Seller Offer
Cap applicable to each resource by no later than one hundred twenty (120) days prior to the
commencement of the offer period for the applicable RPM Auction. The Capacity Market Seller
must promptly address any concerns identified by the Market Monitoring Unit regarding the data
and documentation provided, review the Market Seller Offer Cap proposed by the Market
Monitoring Unit, and attempt to reach agreement with the Market Monitoring Unit on the level of
the Market Seller Offer Cap by no later than ninety (90) days prior to the commencement of the
offer period for the applicable RPM Auction. The Capacity Market Seller shall notify the Market
Monitoring Unit in writing, with a copy to the Office of the Interconnection, whether an agreement
with the Market Monitoring Unit has been reached or, if no agreement has been reached,
specifying the level of Market Seller Offer Cap to which it commits by no later than eighty (80)
days prior to the commencement of the offer period for the applicable RPM Auction. The Office of
the Interconnection shall review the data submitted by the Capacity Market Seller, make a
determination whether to accept or reject the requested unit-specific Market Seller Offer Cap, and
notify the Capacity Market Seller and the Market Monitoring Unit of its determination in writing,
by no later than sixty-five (65) days prior to the commencement of the offer period for the
applicable RPM Auction. If the Market Monitoring Unit does not provide its determination to the
Capacity Market Seller and the Office of the Interconnection by the specified deadline, by no later
than sixty-five (65) days prior to the commencement of the offer period for the applicable RPM
Auction the Office of the Interconnection will make the determination of the level of the Market
Seller Offer Cap, which shall be deemed to be final. If the Capacity Market Seller does not notify
the Market Monitoring Unit and the Office of the Interconnection of the Market Seller Offer Cap it
desires to utilize by no later than eighty (80) days prior to the commencement of the offer period
for the applicable RPM Auction, it shall be required to utilize a Market Seller Offer Cap
determined using the applicable default Avoidable Cost Rate specified in section 6.7(c) below.

(c) Nothing in this section precludes the Capacity Market Seller from filing a petition
with FERC seeking a determination of whether the Sell Offer complies with the requirements of
the Tariff.

(d) For any Third Incremental Auction for Delivery Years through the 2017/2018
Delivery Year, the Market Seller Offer Cap for an Existing Generation Capacity Resource shall be
determined pursuant to subsection (a) of this Section 6.4, or if elected by the Capacity Market
Seller, shall be equal to 1.1 times the Capacity Resource Clearing Price in the Base Residual
Auction for the relevant LDA and Delivery Year. For any Third Incremental Auction for the
2018/2019 or 2019/2020 Delivery Years, the Market Seller Offer Cap for an Existing Generation
Capacity Resource offering as a Base Capacity resource shall be determined pursuant to subsection
(a) of this Section 6.4, or if elected by the Capacity Market Seller, shall be equal to 1.1 times the
Capacity Resource Clearing Price in the Base Residual Auction for the relevant LDA and Delivery
Year. For any Third Incremental Auction for the 2018/2019 Delivery Year or any subsequent
Delivery Year, the Market Seller Offer Cap for an Existing Generation Capacity Resource offering
as a Capacity Performance Resource shall be determined pursuant to subsection (a) of this Section
6.4, or if elected by the Capacity Market Seller, shall be equal to the greater of the Net Cost of
New Entry times the Balancing Ratio for the relevant LDA and Delivery Year or 1.1 times the
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Capacity Resource Clearing Price in the Base Residual Auction for the relevant LDA and Delivery
Year.

6.5  Mitigation

The Office of the Interconnection shall apply market power mitigation measures in any Base
Residual Auction or Incremental Auction for any LDA, Unconstrained LDA Group, or the PIM
Region that fails the Market Structure Test.

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

Mitigation will be applied on a unit-specific basis and only if the Sell Offer of Unforced Capacity
from an Existing 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. If such conditions are met, such Sell Offer shall be set equal
to the higher of the applicable Market Seller Offer Cap or the applicable MOPR Floor Offer Price.

i1) Planned Generation Capacity Resources

(A)  Sell Offers based on Planned Generation Capacity Resources
(including External Planned Generation Capacity Resources) shall be
presumed to be competitive and shall not be subject to market power
mitigation in any Base Residual Auction or Incremental Auction for which
such resource qualifies as a Planned Generation Capacity Resource, but any
such Sell Offer shall be rejected if it meets the criteria set forth in subsection
(C) below, unless the Capacity Market Seller obtains approval from FERC
for use of such offer prior to the close of the offer period for the applicable
RPM Auction.

(B)  Sell Offers based on Planned Generation Capacity Resources
(including Planned External Generation 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 meet 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 Sell Offers based on Planned Generation
Capacity Resources in that modeled LDA are pivotal, shall be subject to
mitigation.

(C)  Where the two conditions stated in subsection (B) above are not met,
or the Sell Offer is pivotal, the Sell Offer shall be rejected if it exceeds the
higher of the applicable MOPR Floor Offer Price, if applicable, or 140
percent of: 1) the average of location-adjusted Sell Offers for Planned
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Generation Capacity Resources from the same asset class as such Sell Offer,
submitted (and not rejected) (Asset-Class New Plant Offers) for such
Delivery Year; or 2) if there are no Asset-Class New Plant Offers for such
Delivery Year, the average of Asset-Class New Plant Offers for all prior
Delivery Years; or 3) if there are no Asset-Class New Plant Offers for any
prior Delivery Year, the Net CONE applicable for such Delivery Year in the
LDA for which such Sell Offer was submitted. For purposes of this section,
asset classes shall be as stated in section 6.7(c) below as effective for such
Delivery Year, and Asset-Class New Plant Offers shall be location-adjusted
by the ratio between the Net CONE effective for such Delivery Year for the
LDA in which the Sell Offer subject to this section was submitted and the
average, weighted by installed capacity, of the Net CONEs for all LDAs in
which the units underlying such Asset Class New Plant Offers are located.
Following the conduct of the applicable auction and before the final
determination of clearing prices, in accordance with Section 6.2(b) above,
each Capacity Market Seller whose Sell Offer is so rejected shall be notified
in writing by the Office of the Interconnection by no later than one (1)
Business Day after the close of the offer period for the applicable RPM
Auction and allowed an opportunity to submit a revised Sell Offer that does
not exceed such threshold within one (1) Business Day of the Office of the
Interconnection’s rejection of such Sell Offer. If such revised Sell Offer is
accepted by the Office of the Interconnection, the Office of the
Interconnection then shall clear the auction with such revised Sell Offer in
place. Pursuant to Tariff, Attachment M-Appendix, Section IL.F, the Market
Monitoring Unit shall notify in writing each Capacity Market Seller whose
Sell Offer has been determined to be non-competitive and subject to
mitigation, with a copy to the Office of the Interconnection, by no later than
one (1) Business Day after the close of the offer period for the

applicable RPM Auction.

(b) Mitigation for Demand Resources

The Market Seller Offer Cap shall not be applied to Sell Offers of Demand Resources or Energy
Efficiency Resources.

6.6 Offer Requirement for Capacity Resources

(a) To avoid application of subsection (h) below, all of the installed capacity of all
Existing Generation Capacity Resources located in the PJM Region shall be offered by the
Capacity Market Seller that owns or controls all or part of such resource (which may include
submission as Self-Supply) in all RPM Auctions for each Delivery Year, less any amount
determined by the Office of the Interconnection to be eligible for an exception to this RPM must-
offer requirement, where installed capacity is determined as of the date on which bidding
commences for each RPM Auction pursuant to Tariff, Attachment DD, section 5.6.6. The
Unforced Capacity of such resources is determined using the EFORd value that is submitted by the
Capacity Market Seller in its Sell Offer, which shall not exceed the maximum EFORA for that
resource as defined in section 6.6(b). If a resource should be included on the list of Existing
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Generation Capacity Resources subject to the RPM must-offer requirement that is maintained by
the Market Monitoring Unit pursuant to Tariff, Attachment M-Appendix, section II.C.1, but is
omitted therefrom whether by mistake of the Market Monitoring Unit or failure of the Capacity
Market Seller that owns or controls all or part of such resource to provide information about the
resource to the Market Monitoring Unit, this shall not excuse such resource from the RPM must-
offer requirement.

(b) For each Existing Generation Capacity Resource, a potential Capacity Market Seller
must timely provide to the Market Monitoring Unit and the Office of the Interconnection all data
and documentation required under this section 6.6 to establish the maximum EFORd applicable to
each resource in accordance with standards and procedures specified in the PJM Manuals. The
maximum EFORd that may be used in a Sell Offer for RPM Auctions held prior to the date on
which the final EFORds used for a Delivery Year are posted, is the greater of (i) the average
EFORA for the five consecutive years ending on the September 30 that last precedes the Base
Residual Auction, or (ii) the EFORA for the 12 months ending on the September 30 that last
precedes the Base Residual Auction.

Notwithstanding the foregoing, a Capacity Market Seller may request an alternate maximum
EFORA for Sell Offers submitted in such auctions if it has a documented, known reason that would
result in an increase in its EFORd, by submitting a written request to the Market Monitoring Unit
and Office of the Interconnection, along with data and documentation required to support the
request for an alternate maximum EFORJ, by no later one hundred twenty (120) days prior to the
commencement of the offer period for the Base Residual Auction for the applicable Delivery Year.
The Capacity Market Seller must address any concerns identified by the Market Monitoring Unit
and/or the Office of the Interconnection regarding the data and documentation provided and
attempt to reach agreement with the Market Monitoring Unit on the level of the alternate
maximum EFORA by no later than ninety (90) days prior to the commencement of the offer period
for the Base Residual Auction for the applicable Delivery Year. As further described in Tariff,
Attachment M-Appendix, section II.C, the Market Monitoring Unit shall notify the Capacity
Market Seller and the Office of the Interconnection in writing of its determination of the requested
alternate maximum EFORAd by no later than ninety (90) days prior to the commencement of the
offer period for the Base Residual Auction for the applicable Delivery Year. By no later than
eighty (80) days prior to the commencement of the offer period for the Base Residual Auction for
the applicable Delivery Year, the Capacity Market Seller shall notify the Office of the
Interconnection and the Market Monitoring Unit in writing whether it agrees with the Market
Monitoring Unit on the alternate maximum EFORJ or, if no agreement has been reached,
specifying the level of alternate maximum EFORd to which it commits. If a Capacity Market
Seller fails to request an alternate maximum EFORGJ prior to the specified deadlines, the maximum
EFORAJ for the applicable RPM Auction shall be deemed to be the default EFORd calculated
pursuant to this section.

The maximum EFORd that may be used in a Sell Offer for Third Incremental Auction, and for
Conditional Incremental Auctions held after the date on which the final EFORd used for a
Delivery Year is posted, is the EFORd for the 12 months ending on the September 30 that last
precedes the submission of such offers.

(©) [Reserved for Future Use]
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(d) In the event that a Capacity Market Seller and the Market Monitoring Unit cannot
agree on the maximum level of the alternate EFORd that may be used in a Sell Offer for RPM
Auctions held prior to the date on which the final EFORds used for a Delivery Year are posted, the
Office of the Interconnection shall make its own determination of the maximum level of the
alternate EFORd based on the requirements of the Tariff and the PJM Manuals, per Tariff,
Attachment DD, section 5.8, by no later than sixty-five (65) days prior to the commencement of
the offer period for the Base Residual for the applicable Delivery Year, and shall notify the
Capacity Market Seller and the Market Monitoring Unit in writing of such determination.

(e) Nothing in this section precludes the Capacity Market Seller from filing a petition
with FERC seeking a determination of whether the EFORd complies with the requirements of the
Tariff.

)] Notwithstanding the foregoing, a Capacity Market Seller may submit an EFORd
that it chooses for an RPM Auction held prior to the date on which the final EFORd used for a
Delivery Year is posted, provided that (i) it has participated in good faith with the process
described in this section 6.6 and in Tariff, Attachment M-Appendix, section II.C, (ii) the offer is no
higher than the level defined in any agreement reached by the Capacity Market Seller and the
Market Monitoring Unit that resulted from the foregoing process, and (iii) the offer is accepted by
the Office of the Interconnection subject to the criteria set forth in the Tariff and the PJM Manuals.

(g) A Capacity Market Seller that owns or controls an existing generation resource in
the PJM Region that is capable of qualifying as an Existing Generation Capacity Resource as of
the date on which bidding commences for an RPM Auction may not avoid the rule in subsection
(a) or be removed from Capacity Resource status 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 for that RPM Auction. However, generation
resource may qualify for an exception to the RPM must-offer requirement, as shown by
appropriate documentation, if the Capacity Market Seller that owns or controls such resource
demonstrates that it: (i) is reasonably expected to be physically unable to participate in the relevant
Delivery Year; (ii) has a financially and physically firm commitment to an external sale of its
capacity, or (iii) was interconnected to the Transmission System as an Energy Resource and not
subsequently converted to a Capacity Resource.

In order to establish that a resource is reasonably expected to be physically unable to
participate in the relevant auction as set forth in (i) above, the Capacity Market Seller must
demonstrate that:

A. It has a documented plan in place to retire the resource prior to or during the Delivery Year,
and has submitted a notice of Deactivation to the Office of the Interconnection consistent
with Tariff, Part V, section 113.1, without regard to whether the Office of the
Interconnection has requested the Capacity Market Seller to continue to operate the
resource beyond its desired deactivation date in accordance with Tariff, Part V, section
113.2 for the purpose of maintaining the reliability of the PJM Transmission System and
the Capacity Market Seller has agreed to do so;
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B. Significant physical operational restrictions cause long term or permanent changes to the
installed capacity value of the resource, or the resource is under major repair that will
extend into the applicable Delivery Year, that will result in the imposition of RPM
performance penalties pursuant to Tariff, Attachment DD;

C. The Capacity Market Seller is involved in an ongoing regulatory proceeding (e.g. —
regarding potential environmental restrictions) specific to the resource and has received an
order, decision, final rule, opinion or other final directive from the regulatory authority that
will result in the retirement of the resource; or

D. A resource considered an Existing Generating Capacity Resource because it cleared an
RPM Auction for a Delivery Year prior to the Delivery Year of the relevant auction, but
which is not yet in service, is unable to achieve full commercial operation prior to the
Delivery Year of the relevant auction. The Capacity Market Seller must submit to the
Office of the Interconnection and the Market Monitoring Unit a written sworn, notarized
statement of a corporate officer certifying that the resource will not be in full commercial
operation prior to the referenced Delivery Year.

In order to establish that a resource has a financially and physically firm commitment to an
external sale of its capacity as set forth in (i1) above, the Capacity Market Seller must demonstrate
that it has entered into a unit-specific bilateral transaction for service to load located outside the
PJM Region, by a demonstration that such resource is identified on a unit-specific basis as a
network resource under the transmission tariff for the control area applicable to such external load,
or by an equivalent demonstration of a financially and physically firm commitment to an external
sale. The Capacity Market Seller additionally shall identify the megawatt amount, export zone,
and time period (in days) of the export.

A Capacity Market Seller that seeks approval for an exception to the RPM must-offer
requirement, for any reason other than the reason specified in Paragraph A above, shall first submit
such request in writing, along with all supporting data and documentation, to the Market
Monitoring Unit for evaluation, notifying the Office of the Interconnection by copy of the same, by
no later than one hundred twenty (120) days prior to the commencement of the offer period for the
applicable RPM Auction.

In order to obtain an exception to the RPM must-offer requirement for the reason specified
in Paragraph A above, a Capacity Market Seller shall first submit a preliminary exception request
in writing, along with supporting data and documentation indicating the reasons and conditions
upon which the Capacity Market Seller is relying in its analysis of whether to retire such resource,
to the Market Monitoring Unit for evaluation, notifying the Office of the Interconnection by copy
of the same, by no later than (a) November 1, 2013 for the Base Residual Auction for the
2017/2018 Delivery Year, (b) the September 1 that last precedes the Base Residual Auction for the
2018/2019 and subsequent Delivery Years, and (c) two hundred forty (240) days prior to the
commencement of the offer period for the applicable Incremental Auction. By no later than five
(5) Business Days after receipt of any such preliminary exception requests, the Office of the
Interconnection will post on its website a summary of the number of megawatts of Generation
Capacity Resources for which it has received notification of preliminary exception requests, on an
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aggregate basis by Zone and Locational Deliverability Area that comprises a subset of a Zone, as
specified in the PJM Manuals.

Thereafter, as applicable, such Capacity Market Seller shall by no later than (a) the
December 1 that last precedes the Base Residual Auction for the applicable Delivery Year, or (b)
one hundred twenty (120) days prior to the commencement of the offer period for the applicable
Incremental Auction, either (a) notify the Office of the Interconnection and the Market Monitoring
Unit in writing that it is withdrawing its preliminary exception request and explaining the changes
to its analysis of whether to retire such resource that support its decision to withdraw, or (b)
demonstrate that it has met the requirements specified under Paragraph A above. By no later than
five (5) Business Days after receipt of such notification, the Office of the Interconnection will post
on its website a revised summary of the number of megawatts of Generation Capacity Resources
for which it has received requests for exceptions to the RPM must-offer requirement for the reason
specified in Paragraph A above, on an aggregate basis by Zone and Locational Deliverability Area
that comprises a subset of a Zone, as specified in the PJM Manuals.

A Capacity Market Seller that seeks to remove a Generation Capacity Resource from
Capacity Resource status shall first submit a preliminary request in writing, along with supporting
data and documentation indicating the reasons and conditions upon which the Capacity Market
Seller is relying in its analysis of whether to remove the Capacity Resource status of such resource
to the Market Monitoring Unit for evaluation, notifying the Office of the Interconnection by copy
of the same, by no later than (a) the September 1 that last precedes the Base Residual Auction, and
(b) two hundred forty (240) days prior to the commencement of the offer period for the applicable
Incremental Auction. For the Base Residual Auction for the 2023/2024 Delivery Year, a Capacity
Market Seller that seeks to remove a Generation Capacity Resource from Capacity Resource status
shall first submit such preliminary request by no later than November 1, 2019. By no later than
five (5) Business Days after receipt of any such preliminary requests, the Office of the
Interconnection will post on its website a summary of the number of megawatts of Generation
Capacity Resources for which it has received notification of preliminary requests, on an aggregate
basis by Zone and Locational Deliverability Area that comprises a subset of a Zone, as specified in
the PJM Manuals.

Thereafter, as applicable, such Capacity Market Seller shall, by no later than (a) the
December 1 that last precedes the Base Residual Auction for the applicable Delivery Year, or (b)
one hundred twenty (120) days prior to the commencement of the offer period for the applicable
Incremental Auction, notify the Office of the Interconnection and the Market Monitoring Unit in
writing that it is either (a) withdrawing its preliminary request and explaining the changes to its
analysis that support its decision to withdraw, or (b) confirming its preliminary decision to remove
the Generation Capacity Resource from Capacity Resource status. By no later than five (5)
Business Days after receipt of such notification, the Office of the Interconnection will post on its
website a revised summary of the number of megawatts of Generation Capacity Resources for
which it has received requests to remove its Capacity Resource status, on an aggregate basis by
Zone and Locational Deliverability Area that comprises a subset of a Zone, as specified in the PJIM
Manuals.

The Market Monitoring Unit shall analyze the effects of the proposed removal of a
Generation Capacity Resource from Capacity Resource status with regard to potential market
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power issues and shall notify the Capacity Market Seller and the Office of the Interconnection in
writing of its determination of the request to remove the Generation Capacity Resource from
Capacity Resource status, and whether a market power issue has been identified, by no later than
ninety (90) days prior to the commencement of the offer period for the applicable RPM Auction.
Such notice shall include the specific market power impact resulting from the proposed removal of
the Generation Capacity Resource from Capacity Resource status, as well as an initial assessment
of any steps that could be taken to mitigate the market power impact.

A Capacity Market Seller may only remove the Generation Capacity Resource from
Capacity Resource status if (i) the Market Monitoring Unit has determined that the Generation
Capacity Resource meets the applicable criteria set forth in Tariff, Attachment DD, sections 5.6.6
and this section 6.6 and the Office of the Interconnection agrees with this determination, or (ii) the
Commission has issued an order terminating the Capacity Resource status of the resource, or (iii) it
is required as set forth in Tariff, Attachment DD, section 6.6A(c). Nothing herein shall require a
Market Seller to offer its resource into an RPM Auction prior to seeking to remove a resource from
Capacity Resource status, subject to satisfaction of this section 6.6. A Generation Capacity
Resource that is removed from Capacity Resource status shall no longer qualify as an Existing
Generation Capacity Resource, and the Capacity Interconnection Rights associated with such
facility shall be subject to termination in accordance with the rules described in Tariff, Part VI,
section 230.3.3. The Office of the Interconnection shall amend the applicable Interconnection
Service Agreement or wholesale market participation agreement to reflect any such removal of the
Capacity Interconnection Rights, and shall report the amended agreement to the Commission in the
same manner as the original (e.g., FERC filing or Electronic Quarterly Reports). The Office of the
Interconnection shall file the amended agreement unexecuted if the Interconnection Customer or
wholesale market participant does not sign the amended Interconnection Service Agreement or
wholesale market participation agreement.

If the Capacity Market Seller disagrees with the Market Monitoring Unit’s determination of
its request to remove a resource from Capacity Resource status or its request for an exception to
the RPM must-offer requirement, it must notify the Market Monitoring Unit in writing, with a
copy to the Office of the Interconnection, of the same by no later than eighty (80) days prior to the
commencement of the offer period for the applicable RPM Auction. After the Market Monitoring
Unit has made its determination of whether a resource may be removed from Capacity Resource
status, or whether the resource meets one of the exceptions thereto, and has notified the Capacity
Market Seller and the Office of the Interconnection of the same pursuant to Tariff, Attachment M-
Appendix, section I1.C.4, the Office of the Interconnection shall approve or deny the request. The
request shall be deemed to be approved by the Office of the Interconnection, consistent with the
determination of the Market Monitoring Unit, unless the Office of the Interconnection notifies the
Capacity Market Seller and Market Monitoring Unit, by no later than sixty-five (65) days prior to
the date on which the offer period for the applicable RPM Auction commences, that the request is
denied.

If the Market Monitoring Unit does not timely notify the Capacity Market Seller and the
Office of the Interconnection of its determination of the request to remove a Generation Capacity
Resource from Capacity Resource status or for an exception to the RPM must-offer requirement,
the Office of the Interconnection shall make the determination whether the request shall be
approved or denied, and will notify the Capacity Market Seller of its determination in writing, with
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a copy to the Market Monitoring Unit, by no later than sixty-five (65) days prior to the date on
which the offer period for the applicable RPM Auction commences.

After the Market Monitoring Unit and the Office of the Interconnection have made their
determinations of whether a resource meets the criteria to qualify for an exception to the RPM
must-offer requirement, the Capacity Market Seller must notify the Market Monitoring Unit and
the Office of the Interconnection whether it intends to exclude from its Sell Offer some or all of
the subject capacity on the basis of an identified exception by no later than sixty-five (65) days
prior to the date on which the offer period for the applicable RPM Auction commences. PJM does
not make determinations of whether withholding of capacity constitutes market power. A
Generation Capacity Resource that does not qualify for submission into an RPM Auction because
it is not owned or controlled by the Capacity Market Seller for a full Delivery Year is not subject
to the offer requirement hereunder; provided, however, that a Capacity Market Seller planning to
transfer ownership or control of a Generation Capacity Resource during a Delivery Year pursuant
to a sale or transfer agreement entered into after March 26, 2009 shall be required to satisfy the
offer requirement hereunder for the entirety of such Delivery Year and may satisfy such
requirement by providing for the assumption of this requirement by the transferee of ownership or
control under such agreement.

If a Capacity Market Seller doesn’t timely seek to remove a Generation Capacity Resource
from Capacity Resource status or timely submit a request for an exception to the RPM must-offer
requirement, the Generation Capacity Resource shall only be removed from Capacity Resource
status, and may only be approved for an exception to the RPM must-offer requirement, upon the
Capacity Market Seller requesting and receiving an order from FERC, prior to the close of the
offer period for the applicable RPM Auction, directing the Office of the Interconnection to remove
the resource from Capacity Resource status and/or granting an exception to the RPM must-offer
requirement or a waiver of the RPM must-offer requirement as to such resource.

(h)  Any existing generation resource located in the PJM Region that satisfies the
criteria in the definition of Existing Generation Capacity Resource as of the date on which bidding
commences for the Base Residual Auction for a Delivery Year, that is not offered into such Base
Residual Auction, and that does not meet any of the exceptions stated in the prior subsection (g):
(1) may not participate in any subsequent Incremental Auctions conducted for such Delivery Year;
(1) shall not receive any payments under Tariff, Attachment DD, section 5.14 for such Delivery
Year for the capacity of such Generation Capacity Resources; 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.

All generation resources located in the PJM Region that satisfy the criteria in the definition
of Existing Generation Capacity Resource as of the date on which bidding commences for an
Incremental Auction for a particular Delivery Year, but that did not satisfy such criteria as of the
date that on which bidding commenced in the Base Residual Auction for that Delivery Year, that is
not offered into that Incremental Auction, and that does not meet any of the exceptions stated in
the prior subsection (g): (i) may not participate in any subsequent Incremental Auctions conducted
for such Delivery Year; (ii) shall not receive any payments under Tariff, Attachment DD, section
5.14 for such Delivery Year for the capacity of such Generation Capacity Resources; and (iii) shall
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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.

All Existing Generation Capacity Resources that are offered into a Base Residual Auction
or Incremental Auction for a particular Delivery Year but do not clear in such auction, that are not
offered into each subsequent Incremental Auction, and that do not meet any of the exceptions
stated in the prior subsection (g): (i) may not participate in any Incremental Auctions conducted for
such Delivery Year subsequent to such failure to offer; (ii) shall not receive any payments under
Tariff, Attachment DD, section 5.14 for such Delivery Year for the capacity of such Generation
Capacity Resources; 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.

Any such Existing Generation Capacity Resources may also be subject to further action by
the Market Monitoring Unit under the terms of Tariff, Attachment M and Tariff, Attachment M —
Appendix.

(1) In addition to the remedies set forth in subsections (g) and (h) above, if the Market
Monitoring Unit determines that one or more Capacity Market Sellers’ failure to offer part or all of
one or more existing generation resources, for which the Office of the Interconnection has not
approved an exception to the RPM must-offer requirement, into an RPM Auction as required by
this Section 6.6 would result in an increase of greater than five percent in any Zonal Capacity Price
determined through such auction, and the Office of the Interconnection agrees with that
determination, 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 relevant RPM Auction, or for
other appropriate relief, and PJM will postpone clearing the auction pending FERC’s decision on
the matter. If the Office of the Interconnection disagrees with the Market Monitoring Unit’s
determination and does not apply to FERC for an order directing the Capacity Market Seller to
participate in the auction or for other appropriate relief, the Market Monitoring Unit may exercise
its powers to inform Commission staff of its concerns and to seek appropriate relief.

6.6A Offer Requirement for Capacity Performance Resources

(a) For the 2018/2019 Delivery Year and subsequent Delivery Years, the installed
capacity of every Generation Capacity Resource located in the PJM Region that is capable (or that
reasonably can become capable) of qualifying as a Capacity Performance Resource shall be
offered as a Capacity Performance Resource by the Capacity Market Seller that owns or controls
all or part of such resource (which may include submission as Self-Supply) in all RPM Auctions
for each such Delivery Year, less any amount determined by the Office of the Interconnection to
be eligible for an exception to the Capacity Performance Resource must-offer requirement, where
installed capacity is determined as of the date on which bidding commences for each RPM Auction
pursuant to Tariff, Attachment DD, section 5.6.6.

(b) Determinations of EFORd and Unforced Capacity made under this section 6.6 as to
a Generation Capacity Resource shall govern the offers required under this section as to the same
Generation Capacity Resource.
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(©) Exceptions to the requirement in subsection (a) shall be permitted only for a
resource which the Capacity Market Seller demonstrates is reasonably expected to be physically
incapable of satisfying the requirements of a Capacity Performance Resource. Intermittent
Resources, Capacity Storage Resources, Demand Resources, and Energy Efficiency Resources
shall not be required to offer as a Capacity Performance Resource, but shall not be precluded from
being offered as a Capacity Performance Resource at a level that demonstrably satisfies such
requirements. Exceptions shall be determined using the same timeline and procedures as specified
in section 6.6.

Effective with the 2023/2024 Delivery Year, Capacity Market Sellers seeking an exception
for a Base Residual Auction on the basis that a resource is incapable of meeting the Capacity
Performance Resource requirement shall include a documented plan with the submission of their
request showing the steps the Capacity Market Seller intends to pursue for the resource to become
physically capable of satisfying the requirements of a Capacity Performance Resource. Such plan
shall include (i) a timeline for design, permitting, procurement, and construction milestones, as
applicable, where such timeline shall not exceed one Base Residual Auction exception, and (ii)
evidence of corporate commitment (e.g., an SEC filing, a press release, or a letter from a duly
authorized corporate officer indicating intent to make such investment). Periodic updates on the
progress, shall be provided by the Capacity Market Seller to the Office of the Interconnection and
the Market Monitoring Unit for their review by no later than (i) one hundred twenty (120) days
prior to the commencement of the offer period for subsequent Incremental Auctions for the
applicable Delivery Years, and (i1) the December 1 that last precedes subsequent Base Residual
Auctions. The Capacity Market Seller shall also immediately notify the Office of the
Interconnection and the Market Monitoring Unit of any material changes to the plan that may
occur. Upon request by a Capacity Market Seller, a one year extension to the plan timeline shall
be permissible only for delays not caused by the Capacity Market Seller, and that could not have
been remedied through the exercise of due diligence by the Capacity Market Seller. In no event
may an exception be requested by the Capacity Market Seller for more than two Base Residual
Auctions.

Failure to submit a documented plan, or lack of good faith effort by a Capacity Market
Seller to make an Existing Generation Capacity Resource physically capable of meeting the
requirements of a Capacity Performance Resource in accordance with a documented plan, shall
result in the removal of the resource’s Capacity Resource status effective with the first future
Delivery Year for which the resource was granted an exception, no earlier than the 2023/2024
Delivery Year. The Office of the Interconnection shall amend the applicable Interconnection
Service Agreement or wholesale market participation agreement to reflect any such removal of the
Capacity Interconnection Rights, and shall report the amended agreement to the Commission in the
same manner as the original (e.g. FERC Filing or Electronic Quarterly Reports). The Office of the
Interconnection shall file the amended agreement unexecuted if the Interconnection Customer or
wholesale market participant does not sign the amended Interconnection Service Agreement or
wholesale market participation agreement. The required change in Capacity Resource status shall
only apply to those Generation Capacity Resources that are shown to be physically incapable of
satisfying the requirements of a Capacity Performance Resource.

(d) A resource not exempted or excepted under subsection (c¢) hereof that is capable of
qualifying as a Capacity Performance Resource and does not offer into an RPM Auction as a
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Capacity Performance Resource shall be subject to the same restrictions on subsequent offers, and
other possible remedies, as specified in section 6.6.

6.7 Data Submission

(a) Potential participants in any PJM Reliability Pricing Model Auction shall submit,
together with supporting documentation for each item, to the Market Monitoring Unit and the
Office of the Interconnection no later than one hundred twenty (120) days prior to the posted date
for the conduct of such auction, a list of owned or controlled generation resources by PJIM
transmission zone for the specified Delivery Year, including the amount of gross capacity, the
EFORAd and the net (unforced) capacity. A potential participant intending to offer any Capacity
Performance Resource at or below the default Market Seller Offer Cap described in Tariff,
Attachment DD, section 6.4(a) must provide the associated offer cap and the MW to which the
offer cap applies.

(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 request a unit
specific Avoidable Cost Rate shall, in addition, submit the following data, together with supporting
documentation for each item, to the Market Monitoring Unit no later than one hundred twenty
(120) days prior to the commencement of the offer period for 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 and Projected PJM Market Revenues, as defined in subsection (d) below, together with
detailed supporting documentation.

1l. If the Capacity Market Seller 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.

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

1. that is in an Unconstrained LDA Group or, if this is the relevant market, the
entire PJM Region, and is in a resource class identified in the table below 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: (1) the applicable default level identified below
for the relevant resource class, less (2) the Projected PIM Market Revenues for such resource, as
determined in accordance with this Tariff.

Nothing herein precludes the Market Monitoring Unit from requesting additional information from
any potential auction participant as deemed 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 as outlined in Tariff, Attachment M-Appendix, section
II.G. Any Sell Offer submitted in any auction that is inconsistent with any agreement or
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commitment made pursuant to this subsection shall be rejected, and the Capacity Market Seller
shall be required to resubmit a Sell Offer that complies with such agreement or commitment within
one (1) Business Day of the Office of the Interconnection’s rejection of such Sell Offer. If the
Capacity Market Seller does not timely resubmit its Sell Offer, fails to request a unit-specific
Avoidable Cost Rate by the specified deadline, or if the Office of the Interconnection determines
that the information provided by the Capacity Market Seller in support of the requested unit-
specific Avoidable Cost Rate or Sell Offer is incomplete, the Capacity Market Seller shall be
deemed to have submitted a Sell Offer that complies with the commitments made under this
subsection, with a default offer for the applicable class of resource or nearest comparable class of
resource determined under this subsection (c)(i1). The obligation imposed under section 6.6(a)
above shall not be satisfied unless and until the Capacity Market Seller submits (or is deemed to
have submitted) a Sell Offer that conforms to its commitments made pursuant to this subsection or
subject to the procedures set forth in section 6.4 above and Tariff, Attachment M-Appendix,
section II.H.

The default retirement and mothball Avoidable Cost Rates (“ACR”) referenced in this subsection
(c)(i1) are as set forth in the tables below for the 2013/2014 Delivery Year through the 2016/2017
Delivery Year. Capacity Market Sellers shall use the one-year mothball Avoidable Cost Rate
shown below, unless such Capacity Market Seller satisfies the criteria set forth in section 6.7(e)
below, in which case the Capacity Market Seller may use the retirement Avoidable Cost Rate.
PJM shall also publish on its Web site the number of Generation Capacity Resources and
megawatts per LDA that use the retirement Avoidable Cost Rates. A Capacity Market Seller may
not use the default Market Seller Offer Cap contained in the ACR tables in this subsection, and
also seek to include any one or more categories of the Avoidable Cost Rate defined section 6.8

below.
Maximum Avoidable Cost Rates by Technology Class
2013/14 2013/14 2014/15 2014/15 2015/16 2015/16 2016/2017 | 2016/2017
Mothball | Retirement | Mothball | Retirement | Mothball | Retirement | Mothball | Retirement
ACR ACR ACR ACR ACR ACR ACR ACR
($/MW- ($/MW- ($/MW- ($/MW- ($/MW- ($/MW- ($/MW- ($/MW-
Technology | Day) Day) Day) Day) Day) Day) Day) Day)
Nuclear N/A N/A N/A N/A N/A N/A N/A N/A
Pumped
Storage $23.64 $33.19 $24.56 $34.48 $25.56 $35.89 $24.05 $33.78
Hydro $80.80 $105.67 $83.93 $109.76 $87.35 $114.24 $82.23 $107.55
Sub-Critical
Coal $193.98 $215.02 $201.49 $223.35 $209.71 $232.46 $197.43 $218.84
Super Critical
Coal $200.41 $219.21 $208.17 $227.70 $216.66 $236.99 $203.96 $223.10
Waste Coal -
Small $255.81 $309.83 $265.72 $321.83 $276.56 $334.96 $260.35 $315.34
Waste Coal —
Large $94.61 $114.29 $98.27 $118.72 $102.28 $123.56 $96.29 $116.32
Wind N/A N/A N/A N/A N/A N/A N/A N/A
CC-2on1
Frame F $35.18 $49.90 $36.54 $51.83 $38.03 $53.94 $35.81 $50.79
CC-3on1l
Frame $39.06 $52.89 $40.57 $54.94 $42.23 $57.18 $39.75 $53.83
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E/Siemens

CC3or

More on 1 or
More Frame
F $30.46 $42.28 $31.64 $43.92 $32.93 $45.71 $30.99 $43.03

CC-NUG
Cogen. Frame
BorE
Technology $130.76 $175.71 $135.82 $182.52 $141.36 $189.97 $133.09 $178.83

CT- Ist&
2nd Gen.
Aero (P&W
FT 4) $27.96 $37.19 $29.04 $38.63 $30.22 $40.21 $28.45 $37.85

CT-1st&
Gen. Frame B | $27.63 $36.87 $28.70 $38.30 $29.87 $39.86 $28.11 $37.52

CT - 2nd
Gen. Frame E | $26.26 $35.14 $27.28 $36.50 $28.39 $37.99 $26.73 $35.77

CT - 3rd Gen.
Aero (GE LM
6000) $63.57 $93.70 $66.03 $97.33 $68.72 $101.30 $64.70 $95.37

CT - 3rd Gen.
Aero (P&W
FT -8
TwinPak) $33.34 $49.16 $34.63 $51.06 $36.04 $53.14 $33.93 $50.03

CT - 3rd
Gen. Frame F | $26.96 $38.83 $28.00 $40.33 $29.14 $41.98 $27.43 $39.52

Diesel $29.92 $37.98 $31.08 $39.45 $32.35 $41.06 $30.44 $38.66

Oil and Gas
Steam $74.20 $90.33 $77.07 $93.83 $80.21 $97.66 $75.51 $91.94
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Commencing with the Base Residual Auction for the 2017/2018 Delivery Year, the Office of the
Interconnection shall determine the default retirement and mothball Avoidable Cost Rates
referenced in section (c¢)(ii) above, and post them on its website, by no later than one hundred
fifty (150) days prior to the commencement of the offer period for each Base Residual Auction.
To determine the applicable ACR rates, the Office of the Interconnection shall use the actual rate
of change in the historical values from the Handy-Whitman Index of Public Utility Construction
Costs or a comparable index approved by the Commission (“Handy-Whitman Index”) to the
extent they are available to update the base values for the Delivery Year, and for future Delivery
Years for which the updated Handy-Whitman Index values are not yet available the Office of the
Interconnection shall update the base values for the Delivery Year using the most recent ten-
calendar-year annual average rate of change. The ACR rates shall be expressed in dollar values
for the applicable Delivery Year.

Maximum Avoidable Cost Rates by Technology Class
(Expressed in 2011 Dollars for the 2011/2012 Delivery Year)

Mothball ACR Retirement ACR
Technology ($/MW-Day) ($/MW-Day)
Combustion Turbine - Industrial Frame | $24.13 $33.04
Coal Fired $136.91 $157.83
Combined Cycle $29.58 $40.69
Combustion Turbine - Aero Derivative $26.13 $37.18
Diesel $25.46 $32.33
Hydro $68.78 $89.96
Oil and Gas Steam $63.16 $76.90
Pumped Storage $20.12 $28.26

To determine the default retirement and mothball ACR values for the 2017/2018 Delivery Year,
the Office of the Interconnection shall multiply the base default retirement and mothball ACR
values in the table above by a factor equal to one plus the most recent annual average rate of
change in the July Handy-Whitman Indices for the 2011 to 2013 calendar years to determine
updated base default retirement and mothball ACR values. The updated base default retirement
and mothball ACR values shall then be multiplied by a factor equal to one plus the most recent
ten-calendar-year annual average rate of change in the applicable Handy-Whitman Index, taken
to the fourth power, as calculated by the Office of the Interconnection and posted to its website.

To determine the default retirement and mothball ACR values for the 2018/2019 and 2019/2020
Delivery Years for Base Capacity Resources, the Office of the Interconnection shall multiply the
updated base default retirement and mothball ACR values from the immediately preceding
Delivery Year by a factor equal to one plus the most recent annual average rate of change in the
July Handy-Whitman Index. These values become the new adjusted base default retirement and
mothball ACR values, as calculated by the Office of the Interconnection and posted to its
website. These resulting adjusted base values for the Delivery Year shall be multiplied by a
factor equal to one plus the most recent ten-calendar-year annual average rate of change in the
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applicable Handy-Whitman Index, taken to the fourth power, as calculated by the Office of the
Interconnection and posted to its website.

PJM shall also publish on its website the number of Generation Capacity Resources and
megawatts per LDA that use the retirement Avoidable Cost Rates.

After the Market Monitoring Unit conducts its annual review of the table of default Avoidable
Cost Rates included in section 6.7(c) above in accordance with the procedure specified in Tariff,
Attachment M-Appendix, section II.H, it will provide updated values or notice of its
determination that updated values are not needed to Office of the Interconnection. In the event
that the Office of the Interconnection determines that the values should be updated, the Office of
the Interconnection shall file its proposed values with the Commission by no later than October
30th prior to the commencement of the offer period for the first RPM Auction for which it
proposes to apply the updated values.

(d) In order for costs to qualify for inclusion in the Market Seller Offer Cap, the
Capacity Market Seller must provide to the Market Monitoring Unit and the Office of the
Interconnection relevant unit-specific cost data concerning each data item specified as set forth
in section 6 by no later than one hundred twenty (120) days prior to the commencement of the
offer period for the applicable RPM Auction. If cost data is not available at the time of
submission for the time periods specified in section 6.8 below, costs may be estimated for such
period based on the most recent data available, with an explanation of and basis for the estimate
used, as may be further specified in the PJM Manuals. Based on the data and calculations
submitted by the Capacity Market Sellers for each existing generation resource and the formulas
specified below, the Market Monitoring Unit shall calculate the Market Seller Offer Cap for each
such resource, and notify the Capacity Market Seller and the Office of the Interconnection in
writing of its determination pursuant to Tariff, Attachment M-Appendix, section ILE.

1. 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 Base Offer
Segment.

il. Opportunity Cost: Opportunity Cost shall be the documented price

available to an existing generation resource in a market external to PIM. In the event that the
total MW of existing generation resources submitting opportunity cost offers in any auction for a
Delivery Year exceeds the firm export capability of the PJM system for such Delivery Year, or
the capability of external markets to import capacity in such year, the Office of the
Interconnection 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 exports is the lesser of the Office of the Interconnection’s ability to
permit firm exports or the ability of the importing area(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, the Market Seller Offer Cap
applicable to Sell Offers relying on such generation resource shall be the Avoidable Cost Rate
less the Projected Market Revenues for such resource (as defined in section 6.4 above). The
default Avoidable Cost Rate shall be the one year mothball Avoidable Cost Rate set forth in the
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tables in section 6.7(c) above unless Capacity Market Seller satisfies the criteria delineated in
section 6.7(¢e) below.

1ii. Projected PJM Market Revenues: Projected PJM Market Revenues are
defined by section 6.8(d) below, for any Generation Capacity Resource to which the Avoidable
Cost Rate is applied.

(e) In order for the retirement Avoidable Cost Rate set forth in the table in section
6.7(c) to apply, by no later than one hundred twenty (120) days prior to the commencement of
the offer period for the applicable RPM Auction, a Capacity Market Seller must submit to the
Office of the Interconnection and the Market Monitoring Unit a written sworn, notarized
statement of a corporate officer representing that the Capacity Market Seller will retire the
Generation Capacity Resource if it does not receive during the relevant Delivery Year at least the
applicable retirement Avoidable Cost Rate because it would be uneconomic to continue to
operate the Generation Capacity Resource in the Delivery Year without the retirement Avoidable
Cost Rate, and specifying the date the Generation Capacity Resource would otherwise be retired.

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, expressed in dollars per MW-year:

Avoidable Cost Rate = [Adjustment Factor * (AOML + AAE + AFAE + AME +
AVE + ATFI + ACC + ACLE) + ARPIR + APIR + CPQR]

Where:

o Adjustment Factor equals 1.10 (to provide a margin of error for understatement
of costs) plus an additional adjustment referencing the 10-year average Handy-
Whitman Index in order to account for expected inflation from the time interval
between the submission of the Sell Offer and the commencement of the Delivery
Year.

o AOML (Avoidable Operations and Maintenance Labor) consists of the
avoidable labor expenses 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-site based labor engaged in on-site operations and maintenance
activities directly related to the generating unit; and (c) off-site based labor
engaged in off-site operations and maintenance activities directly related to
generating unit equipment removed from the generating unit site.

. AAE (Avoidable Administrative Expenses) consists of the avoidable
administrative expenses related directly to employees at the generating
unit for twelve months preceding the month in which the data must be
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provided. The categories of expenses included in AAE are those incurred
for: (a) employee expenses (except employee expenses included in
AOML); (b) environmental fees; (c) safety and operator training; (d)
office supplies; (¢) communications; and (f) annual plant test, inspection
and analysis.

. AFAE (Avoidable Fuel Availability Expenses) consists of avoidable
operating expenses related directly to fuel availability and delivery for the
generating unit that can be demonstrated by the Capacity Market Seller
based on data for the twelve months preceding the month in which the
data must be provided , or on reasonable projections for the Delivery Year
supported by executed contracts, published tariffs, or other data sufficient
to demonstrate with reasonable certainty the level of costs that have been
or shall be incurred for such purpose. The categories of expenses included
in AFAE are those incurred for: (a) firm gas pipeline transportation; (b)
natural gas storage costs; (c) costs of gas balancing agreements; and (d)
costs of gas park and loan services. AFAE expenses are for firm fuel
supply and apply solely for offers for a Capacity Performance Resource

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

. AVE (Avoidable Variable Expenses) consists of avoidable variable
expenses related 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 are those incurred for: (a) water
treatment chemicals and lubricants; (b) water, gas, and electric service (not
for power generation); and (c) waste water treatment.

. ATFI (Avoidable Taxes, Fees and Insurance) 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
categories of expenses included in AFTT are those incurred for: (a)
insurance, (b) permits and licensing fees, (c) site security and utilities for
maintaining security at the site; and (d) property taxes.

o 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,
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Where:

short term is the time period in which a reasonable replacement of
inventory for normal, expected operations can occur.

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 generating unit proposed for Deactivation. The
categories of avoidable expenses included in ACLE are those incurred for:
(a) legal services, (b) environmental reporting; and (c) procurement
expenses.

CPQR (Capacity Performance Quantifiable Risk) consists of the
quantifiable and reasonably-supported costs of mitigating the risks of non-
performance associated with submission of a Capacity Performance
Resource offer (or of a Base Capacity Resource offer for the 2018/19 or
2019/20 Delivery Years), such as insurance expenses associated with
resource non-performance risks. CPQR shall be considered reasonably
supported if it is based on actuarial practices generally used by the
industry to model or value risk and if it is based on actuarial practices used
by the Capacity Market Seller to model or value risk in other aspects of
the Capacity Market Seller’s business. Such reasonable support shall also
include an officer certification that the modeling and valuation of the
CPQR was developed in accord with such practices. Provision of such
reasonable support shall be sufficient to establish the CPQR. A Capacity
Market Seller may use other methods or forms of support for its proposed
CPQR that shows the CPQR is limited to risks the seller faces from
committing a Capacity Resource hereunder, that quantifies the costs of
mitigating such risks, and that includes supporting documentation (which
may include an officer certification) for the identification of such risks and
quantification of such costs. Such showing shall establish the proposed
CPQR upon acceptance by the Office of the Interconnection.

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

o PI is the amount of project investment completed prior to June 1 of
the Delivery Year, except for Mandatory Capital Expenditures
(“CapEx”) for which the project investment must be completed
during the Delivery Year, that is reasonably 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.
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o CREF is the annual capital recovery factor from the following table,
applied in accordance with the terms specified below.

Age of Existing Units (Years) Remaining Life of Plant Levelized CRF
(Years)
Ito5 30 0.107
6to 10 25 0.114
I11to 15 20 0.125
16 to 20 15 0.146
21to 25 10 0.198
25 Plus 5 0.363
Mandatory CapEx 4 0.450
40 Plus Alternative 1 1.100

Unless otherwise stated, Age of Existing Unit shall be equal 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
CREF and recovery schedule for the 25 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 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, evidence of corporate
commitment (e.g., an SEC filing, a press release, or a letter from a duly authorized 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.

For any resource using the CRF and associated recovery schedule from the CRF table that set the
Capacity Resource Clearing Price in any Delivery Year, such Capacity Market Seller must also
provide to the 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 schedule from the above table has not entered into commercial operation
prior to the end of the relevant Delivery Year, and the resource’s Sell Offer sets the clearing
price for the relevant LDA, the Capacity Market Seller shall be required to elect to either (i) pay
a charge that is equal to 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
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APIR component of the 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 Year or rebated to LSEs in the relevant LDA 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 PI 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 relevant
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
Generation 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 exceed the greater of $10 per
MW-day or a 10% increase in the clearing price, no alternative investment or rebate payment is
required.

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
recovery is sought, and such Project Investment is equal to or exceeds $200/kW of capitalized
project cost; or (i1) such resource is a coal-fired resource located in an LDA for which a separate
VRR Curve has been established for the relevant Delivery Years, and began commercial
operation at least 50 years prior to the conduct of the relevant BRA.

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

40 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
Tariff, Part V. Generation Capacity Resources electing this 40 Plus Alternative CRF shall be
treated as At Risk Generation for purposes of the sensitivity runs in the RTEP process).
Resources electing the 40 Plus Alternative 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
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later than six months prior to the Base Residual Auction for which such election is sought;
provided however that shorter notice may be provided if unforeseen circumstances give rise 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).

Multi-Year Pricing Option

A Seller submitting a Sell Offer with an APIR component that is based on a Project Investment
of at least $450/kW may elect this Multi-Year Pricing Option by providing written notice to such
effect the first time it submits a Sell Offer that includes an APIR component for such Project
Investment. Such option shall be available on the same terms, and under the same conditions, as
are available to Planned Generation Capacity Resources under Tariff, Attachment DD, section
5.14(c).

o ARPIR (Avoidable Refunds of Project Investment Reimbursements)
consists of avoidable refund amounts of Project Investment
Reimbursements payable by a Generation Owner to PJM under Tariff,
Part V, section 118 or avoidable refund amounts of project investment
reimbursements payable by a Generation Owner to PJM under a Cost of
Service Recovery Rate filed under Tariff, Part V, section 119 and
approved by the Commission.

(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) Variable costs that are directly attributable to the production of energy
shall be excluded from a Market Seller’s generation resource Avoidable Cost Rate.
Notwithstanding the foregoing, a Market Seller that included variable costs attributable to
the production of energy in a generation resource’s Avoidable Cost Rate prior to April
15, 2019 shall not include such costs in such generation resource’s Maintenance Adders
or Operating Costs for any Delivery Year for which it has already included such costs in
the generation resource’s Avoidable Cost Rate. A Market Seller implicated by this
paragraph may continue including such variable costs attributable to the production of
energy in its Avoidable Cost Rate for each generation resource for any Delivery Year for
which it already did so prior to April 15, 2019.

(d) Projected PJM Market Revenues for any Generation Capacity Resource to which
the Avoidable Cost Rate is applied shall include all actual unit-specific revenues from PJIM
energy markets, ancillary services, and unit-specific bilateral contracts from such Generation
Capacity Resource, net of energy and ancillary services market offers for such resource. Net
energy market revenues shall be based on the non-zero market-based offers of the Capacity
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Market Seller of such Generation Capacity Resource unless one of the following conditions is
met, in which case the cost-based offer shall be used: (x) the market-based offer for the resource
is zero, (y) the market-based offer for the resource is higher than its cost-based offer and such
offer has been mitigated, or (z) the market-based offer for the resource is less than such Capacity
Market Seller’s fuel and environmental costs for the resource which shall be determined either
by directly summing the fuel and environmental costs if they are available, or by subtracting
from the cost-based offer for the resource all costs developed pursuant to the Operating
Agrement and PJM Manuals that are not fuel or environmental costs.

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 recent whole calendar years prior to
the year in which the BRA is conducted.

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 PJM
during the full period, then the Projected PJM Market Revenues shall be calculated using only
those whole calendar years within the full period in which such Resource received PJM market
revenues.

If a Generation Capacity Resource did not receive PJM market revenues during the entire
relevant time period because it was not in commercial operation during the entire period, or if
data is not available to the Capacity Market Seller for the entire period, despite the good faith
efforts of such seller to obtain such data, 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.
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ATTACHMENT DD-1

Preface: The provisions of this Attachment incorporate into the Tariff for ease of reference the
provisions of Schedule 6 of the Reliability Assurance Agreement among Load Serving Entities
in the PJM Region. As a result, this Attachment will be modified, subject to FERC approval, so
that the terms and conditions set forth herein remain consistent with the corresponding terms and
conditions of RAA, Schedule 6. Capitalized terms used herein that are not otherwise defined in
Tariff, Attachment DD or elsewhere in this Tariff have the meaning set forth in the RAA.

PROCEDURES FOR DEMAND RESOURCES AND ENERGY EFFICIENCY

A. Parties can partially or wholly offset the amounts payable for the Locational
Reliability Charge with Demand Resources that are operated under the direction of the
Office of the Interconnection. FRR Entities may reduce their capacity obligations with
Demand Resources that are operated under the direction of the Office of the
Interconnection and detailed in such entity’s FRR Capacity Plan. Demand Resources
qualifying under the criteria set forth below may be offered for sale or designated as Self-
Supply in the Base Residual Auction, included in an FRR Capacity Plan, or offered for
sale in any Incremental Auction, for any Delivery Year for which such resource qualifies.
Qualified Demand Resources generally fall in one of two categories, i.e., Guaranteed
Load Drop or Firm Service Level, as further specified in section G below and the PIM
Manuals. Qualified Demand Resources may be provided by a Curtailment Service
Provider, notwithstanding that such Curtailment Service Provider is not a Party to this
Agreement. Such Curtailment Service Providers must satisfy the requirements hereof
and the PJM Manuals.

1. A Party must formally notify, in accordance with the requirements of the
PJM Manuals and section F hereof, as applicable, the Office of the
Interconnection of the Demand Resource Registration that it is placing under the
direction of the Office of the Interconnection. A Party must further notify the
Office of the Interconnection whether the Demand Resource Registration is linked
to a Limited Demand Resource, an Extended Summer Demand Resource, a Base
Capacity Demand Resource, a Summer-Period Demand Resource or an Annual
Demand Resource.

2. A Demand Resource Registration must achieve its full load reduction
within the following time period:

(a) For the 2015/2016 Delivery Year and subsequent Delivery Years, a Demand
Resource Registration must be able to fully respond to a Load Management Event
within 30 minutes of notification from the Office of the Interconnection. This
default 30 minute prior notification shall apply unless a Curtailment Service Provider
obtains an exception from the Office of the Interconnection due to physical
operational limitations that prevent the Demand Resource Registration from
reducing load within that timeframe. In such case, the Curtailment Service Provider
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shall submit a request for an exception to the 30 minute prior notification requirement
to the Office of the Interconnection, at the time the Registration Form for that
Demand Resource Registration is submitted in accordance with Tariff,
Attachment K-Appendix. The only alternative notification times that the Office
of Interconnection will permit, upon approval of an exception request, are 60
minutes and 120 minutes prior to a Load Management Event. The Curtailment
Service Provider shall indicate in writing, in the appropriate application, that it
seeks an exception to permit a prior notification time of 60 minutes or 120
minutes, and the reason(s) for the requested exception. A Curtailment Service
Provider shall not submit a request for an exception to the default 30 minute
notification period unless it has done its due diligence to confirm that the Demand
Resource Registration is physically incapable of responding within that timeframe
based on one or more of the reasons set forth below and as may be further defined
in the PJM Manuals and has obtained detailed data and documentation to support
this determination.

In order to establish that a Demand Resource Registration is reasonably expected to

be physically unable to reduce load in that timeframe, the Curtailment Service Provider that
submitted the Demand Resource Registration must demonstrate that:

(1) The manufacturing processes for the Demand Resource Registration require
gradual reduction to avoid damaging major industrial equipment used in the
manufacturing process, or damage to the product generated or feedstock used in the
manufacturing process;

(i1) Transfer of load to back-up generation requires time-intensive manual process
taking more than 30 minutes;

(ii1) On-site safety concerns prevent location from implementing reduction plan in
less than 30 minutes; or,

(iv) The Demand Resource Registration is comprised of mass market residential
customers or Small Commercial Customers which collectively cannot be notified of a
Load Management Event within a 30-minute timeframe due to unavoidable
communications latency, in which case the requested notification time shall be no
longer than 120 minutes.

The Office of the Interconnection may request data and documentation from the
Curtailment Service Provider and such Curtailment Service Provider shall provide to the Office
of the Interconnection within three (3) Business Days of a request therefor, a copy of all of the data
and documentation supporting the exception request. Failure to provide a timely response to such
request shall cause the exception to terminate the following Operating Day.

At its sole option and discretion, the Office of the Interconnection may review the data
and documentation provided by the Curtailment Service Provider to determine if the Demand
Resource Registration has met one or more of the criteria above. The Office of the
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Interconnection will notify the Curtailment Service Provider in writing of its determination by no
later than ten (10) Business Days after receipt of the data and documentation.

The Curtailment Service Provider shall provide written notification to the Office of the
Interconnection of a material change to the facts that supported its exception request within three
(3) Business Days of becoming aware of such material change in facts, and, if the Office of
Interconnection determines that the physical limitation criteria above are no longer being met,
the Demand Resource Registration shall be subject to the default notification period of 30
minutes immediately upon such determination.

3. The initiation of load reduction, upon the request of the Office of the
Interconnection, must be within the authority of the dispatchers of the Party. No
additional approvals should be required.

4. The initiation of load reduction upon the request of the Office of the
Interconnection is considered a pre-emergency or emergency action and must be
implementable prior to a voltage reduction.

5. A Curtailment Service Provider intending to offer for sale or designate for self-
supply, a Demand Resource in any RPM Auction, or intending to include a Demand
Resource in any FRR Capacity Plan must demonstrate, to PJM’s satisfaction, that such
resource shall have the capability to provide a reduction in demand, or otherwise control
load, on or before the start of the Delivery Year for which such resource is committed.
As part of such demonstration, each such Curtailment Service Provider shall submit a
Demand Resource Sell Offer Plan in accordance with the standards and procedures set
forth in RAA, Schedule 6, section A-1; RAA, Schedule 8.1 (as to FRR Capacity Plans)
and the PJM Manuals, no later than 3045 Business dBays prior to, as applicable, the
RPM Auction in which such resource is to be offered, or the deadline for submission of
the FRR Capacity Plan in which such resource is to be included. PJM may verify the
Curtailment Service Provider’s adherence to the Demand Resource Sell Offer Plan at any
time. A Curtailment Service Provider with a PIM-approved Demand Resource Sell Offer
Plan will be permitted to offer up to the approved Demand Resource quantity into the
subject RPM Auction or include such resource in its FRR Capacity Plan.

6. Selection of a Demand Resource in an RPM Auction results in commitment of
capacity to the PJM Region. Demand Resources that are so committed must be linked to
registrations participating in the Full Program Option or Capacity Only Option of the
Emergency Load Response and Pre-Emergency Load Response Program and thus
available for dispatch during PJM-declared pre-emergency events and emergency events.

A-1. A Demand Resource Sell Offer Plan shall consist of a completed template
document in the form posted on the PJM website, requiring the information set forth
below and in the PJM Manuals, and a Demand Resource Officer Certification Form
signed by an officer of the Demand Resource Provider that is duly authorized to provide
such a certification. The Demand Resource Sell Offer Plan must provide information that
supports the Demand Resource Provider’s intended Demand Resource Sell Offers and
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demonstrates that the Demand Resources are being offered with the intention that the
MW quantity that clears the auction is reasonably expected to be physically delivered
through Demand Resource registrations for the relevant Delivery Year. The Demand
Resource Sell Offer Plan shall include all Existing Demand Resources and all Planned
Demand Resources that the Demand Resource Provider intends to offer into an RPM
Auction or include in an FRR Capacity Plan.

Demand Resource Sell Offer Plan Template. The Demand Resource Sell
Offer Plan template, in the form provided on the PJM website, shall require the
Demand Resource Provider to provide the following information and such other
information as specified in the PJM Manuals:

(a) Summary Information. The completed template shall include the
Demand Resource Provider’s company name, contact information, and the
Nominated DR Value in ICAP MWs by Zone/sub-Zone that the Demand
Resource Provider intends to offer, stated separately for Existing Demand
Resources and Planned Demand Resources. The total Nominated DR
Value in MWs for each Zone/sub-Zone shall be the sum of the Nominated
DR Value of Existing Demand Resources and the Nominated DR Value of
Planned Demand Resources, and shall be the maximum MW amount the
Provider intends to offer in the RPM Auction for the indicated Zone/sub-
Zone, provided that nothing herein shall preclude the Demand Resource
Provider from offering in the auction a lesser amount than the total
Nominated DR Value shown in its Demand Resource Sell Offer Plan.

(b) Existing Demand Resources. The Demand Resource Provider
shall identify all Existing Demand Resources by identifying end-use
customer sites that are currently registered with PJM (even if not
registered by such Demand Resource Provider) and that the Demand
Resource Provider reasonably expects to have under a contract to reduce
load based on PJM dispatch instructions by the start of the auction
Delivery Year.

(©) Planned Demand Resources. The Demand Resource Provider shall
provide the details of, and key assumptions underlying, the Planned
Demand Resource quantities (i.e., all Demand Resource quantities in
excess of Existing Demand Resource quantities) contained in the Demand
Resource Sell Offer Plan, including:

(1) key program attributes and assumptions used to develop the
Planned Demand Resource quantities, including, but not limited to,
discussion of:

° method(s) of achieving load reduction at customer site(s);
° equipment to be controlled or installed at customer site(s),
if any;

) plan and ability to acquire customers;
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° types of customer targeted;
° support of market potential and market share for the target
customer base, with adjustments for Existing Demand
Resource customers within this market and the potential for
other Demand Resource Providers targeting the same
customers; and
° assumptions regarding regulatory approval of program(s),
if applicable.
(1)  Zone/sub-Zone information by end-use customer segment for all
Nominated DR Values for which an end-use customer site is not
identified, to include the number in each segment of end-use customers
expected to be registered for the subject Delivery Year, the average Peak
Load Contribution per end-use customer for such segment, and the
average Nominated DR Value per customer for such segment. End-use
customer segments may include residential, commercial, small industrial,
medium industrial, and large industrial, as identified and defined in the
PJM Manuals, provided that nothing herein or in the Manuals shall
preclude the Provider from identifying more specific customer segments
within the commercial and industrial categories, if known.

(ii1))  Information by end-use customer site to the extent required by
subsection A-1(1)(c)(iv) or, if not required by such subsection, to the
extent known at the time of the submittal of the Demand Resource Sell
Offer Plan, to include: customer EDC account number (if known),
customer name, customer premise address, Zone/sub-Zone in which the
customer is located, end-use customer segment, current Peak Load
Contribution value (or an estimate if actual value not known) and an
estimate of expected Peak Load Contribution for the subject Delivery
Year, and an estimated Nominated DR Value.

(iv)  End-use customer site-specific information shall be required for
any Zones or sub-Zones identified by PJM pursuant to this subsection for
the portion, if any, of a Demand Resource Provider’s intended offer in
such Zones or sub-Zones that exceeds a Sell Offer threshold determined
pursuant to this subsection, as any such excess quantity under such
conditions should reflect Planned Demand Resources from end-use
customer sites that the Provider has a high degree of certainty it will
physically deliver for the subject Delivery Year. In accordance with the
procedures in subsection A-1(3) below, PJM shall identify, as requiring
site-specific information, all Zones and sub-Zones that comprise any LDA
group (from a list of LDA groups stated in the PJM Manuals) in which
[the quantity of cleared Demand Resources from the most recent Base
Residual Auction] plus [the quantity of Demand Resources included in
FRR Capacity Plans for the Delivery Year addressed by the most recent
Base Residual Auction] in any Zone or sub-Zone of such LDA group
exceeds the greater of:
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° the maximum Demand Resources quantity registered with
PJM for such Zone for any Delivery Year from the current
(at time of plan submission) Delivery Year and the two
preceding Delivery Years; and

° the potential Demand Resource quantity for such Zone
estimated by PJM based on an independent published
assessment of demand response potential that is reasonably
applicable to such Zone, as identified in the PJM Manuals.

For each such Zone and sub-Zone, the Sell Offer threshold for each
Demand Resource Provider shall be the higher of:

° the Demand Resource Provider’s maximum Demand
Resource quantity registered with PJM for such Zone/sub-
Zone over the current Delivery Year (at the time of plan
submission) and two preceding Delivery Years;

° the Demand Resource Provider’s maximum for any single
Delivery Year of [such provider’s cleared Demand
Resource quantity] plus [such provider’s quantity of
Demand Resources included in FRR Capacity Plans] from
the three forward Delivery Years addressed by the three
most recent Base Residual Auctions for such Zone/sub-
Zone; and

° 10 MW.

(d) Schedule. The Demand Resource Provider shall provide an
approximate timeline for procuring end-use customer sites as needed to
physically deliver the total Nominated DR Value (for both Existing
Demand Resources and Planned Demand Resources) by Zone/sub-Zone in
the Demand Resource Sell Offer Plan. The Demand Resource Provider
must specify the cumulative number of customers and the cumulative
Nominated DR Value associated with each end-use customer segment
within each Zone/sub-Zone that the Demand Resource Provider expects
(at the time of plan submission) to have under contract as of June 1 each
year between the time of the auction and the subject Delivery Year.

(e) Minimum Offer Price Rule for Demand Resources. The Demand
Resource Provider shall certify whether or not the Existing Demand
Resource end use customer site(s) and Planned Demand Resource is
entitled to a State Subsidy. Such certifications shall be made separately
for end-use customer locations that are entitled to receive State Subsidy
and those that are not, in accordance with the procedures provided in the
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PJM Manuals, to ensure the accurate application of the Minimum Offer
Price Rules. Sell Offers for Demand Resources that are Capacity
Resources with State Subsidy shall be offered separately for load-backed
Demand Resources and generation-backed Demand Resources, unless the
Capacity Market Seller for such Capacity Resource with State Subsidy
elects the competitive exemption pursuant to Tariff, Attachment DD,
section 5.14(h).

2. Demand Resource Officer Certification Form. Each Demand Resource Sell
Offer Plan must include a Demand Resource Officer Certification, signed by an
officer of the Demand Resource Provider that is duly authorized to provide such a
certification, in the form shown in the PJM Manuals, which form shall include the
following certifications:

(a) that the signing officer has reviewed the Demand Resource Sell Offer Plan and
the information supplied to PJM in support of the Plan is true and correct as of the
date of the certification; and

(b) that the Demand Resource Provider is submitting the Plan with the reasonable
expectation, based upon its analyses as of the date of the certification, to
physically deliver all megawatts that clear the RPM Auction through Demand
Resource registrations by the specified Delivery Year.

As set forth in the form provided in the PJM Manuals, the certification shall

specify that it does not in any way abridge, expand, or otherwise modify the current provisions of
the PJM Tariff, Operating Agreement and/or RAA, or the Demand Resource Provider’s rights
and obligations thereunder, including the Demand Resource Provider’s ability to adjust capacity
obligations through participation in PJM incremental auctions and bilateral transactions.

3. Procedures. No later than December 1 prior to the Base Residual Auction for a
Delivery Year, PJM shall post to the PJM website a list of Zones and sub-Zones,
if any, for which end-use customer site-specific information shall be required
under the conditions specified in subsection A-1(1)(c)(iv) above for all RPM
Auctions conducted for such Delivery Year. Once so identified, a Zone or sub-
Zone shall remain on the list for future Delivery Years until the threshold
determined under subsection A-1(1)(c)(iv) above is not exceeded for three
consecutive Delivery Years. No later than 304+5-Business Bdays prior to the RPM
Auction in which a Demand Resource Provider intends to offer a Demand
Resource, the Demand Resource Provider shall submit to PJIM a completed
Demand Resource Sell Offer Plan template and a Demand Resource Officer
Certification Form signed by a duly authorized officer of the Provider. PJM will
review all submitted DR Sell Offer Plans. No later than 10 Business Days prior to
the subject RPM Auction, PJM shall notify any Demand Resource Providers that
have identified the same end-use customer site(s) in their respective DR Sell Offer
Plans for the same Delivery Year. In such event, the MWs associated with such
site(s) will not be approved for inclusion in a Sell Offer in an RPM Auction by



Document Accession #: 20200318-5149 Filed Date: 03/18/2020

any of the Demand Resource Providers, unless a Demand Resource Provider
provides a letter of support from the end-use customer indicating that it is likely to
execute a contract with that Demand Resource Provider for the relevant Delivery
Year, or provides other comparable evidence of likely commitment. Such letter
of support or other supporting evidence must be provided to PJM no later than 7
Business Days prior to the subject RPM Auction. If an end-use customer
provides letters of support for the same site for the same Delivery Year to
multiple Demand Resource Providers, the MWs associated with such end-use
customer site shall not be approved as a Demand Resource for any of the Demand
Resource Providers. No later than 5 Business Days prior to the subject RPM
Auction, PJIM will notify each Demand Resource Provider of the approved
Demand Resource quantity, by Zone/sub-Zone, that such Demand Resource
Provider is permitted to offer into such RPM Auction.

The Unforced Capacity value of a Demand Resource will be determined as:

for the Delivery Years through May 31, 2018, or for FRR Capacity Plans for Delivery
Years through May 31, 2019, the product of the Nominated Value of the Demand
Resource, times the DR Factor, times the Forecast Pool Requirement, and for the
2018/2019 Delivery Year and subsequent Delivery Years, or for FRR Capacity Plans for
the 2019/2020 Delivery Year and subsequent Delivery Years, the product of the
Nominated Value of the Demand Resource times the Forecast Pool Requirement.
Nominated Values shall be determined and reviewed in accordance with sections I and J,
respectively, and the PJM Manuals. The DR Factor is a factor established by the PJM
Board with the advice of the Members Committee to reflect the increase in the peak load
carrying capability in the PJM Region due to Demand Resources. Peak load carrying
capability is defined to be the peak load that the PJM Region is able to serve at the loss of
load expectation defined in the Reliability Principles and Standards. The DR Factor is
the increase in the peak load carrying capability in the PJM Region due to Demand
Resources, divided by the total Nominated Value of Demand Resources in the PJM
Region. The DR Factor will be determined using an analytical program that uses a
probabilistic approach to determine reliability. The determination of the DR Factor will
consider the reliability of Demand Resources, the number of interruptions, and the total
amount of load reduction.

Demand Resources offered and cleared in a Base Residual or Incremental Auction shall
receive the corresponding Capacity Resource Clearing Price as determined in such
auction, in accordance with Tariff, Attachment DD. For Delivery Years beginning with
the Delivery Year that commences on June 1, 2013, any Demand Resources located in a
Zone with multiple LDAs shall receive the Capacity Resource Clearing Price applicable
to the location of such resource within such Zone, as identified in such resource’s offer.
Further, the Curtailment Service Provider shall register its resource in the same location
within the Zone as specified in its cleared sell offer, and shall be subject to deficiency
charges under Tariff, Attachment DD to the extent it fails to provide the resource in such
location consistent with its cleared offer.
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D. The Party, Electric Distributor, or Curtailment Service Provider that establishes a
contractual relationship (by contract or tariff rate) with a customer for load reductions is
entitled to receive the compensation specified in section C for a committed Demand
Resource, notwithstanding that such provider is not the customer’s energy supplier.

E. Any Party hereto shall demonstrate that its Demand Resources performed during periods
when load management procedures were invoked by the Office of the Interconnection.
The Office of the Interconnection shall adopt and maintain rules and procedures for
verifying the performance of such resources, as set forth in section K hereof and the PJIM
Manuals. In addition, committed Demand Resources that do not comply with the
directions of the Office of the Interconnection to reduce load during an emergency shall
be subject to the penalty charge set forth in Tariff, Attachment DD.

F. Parties may elect to place Demand Resources associated with Behind The Meter
Generation under the direction of the Office of the Interconnection for a Delivery Year by
submitting a Sell Offer for such resource (as Self Supply, or with an offer price) in the
Base Residual Auction for such Delivery Year. This election shall remain in effect for
the entirety of such Delivery Year. In the event such an election is made, such Behind
The Meter Generation will not be netted from load for the purposes of calculating the
Daily Unforced Capacity Obligations under this Agreement.

G. PJM measures Demand Resource Registrations in the following ways:

Firm Service Level (FSL) — Load management achieved by an end-use customer
reducing its load to a pre-determined level (the Firm Service Level), upon notification
from the Curtailment Service Provider’s market operations center or its agent.

Guaranteed Load Drop (GLD) — Load management achieved by an end-use customer
reducing its load by a pre-determined amount (the Guaranteed Load Drop), upon
notification from the Curtailment Service Provider’s market operations center or its
agent. Typically, the load reduction is achieved through running customer-owned backup
generators, or by shutting down process equipment.

H. Each Curtailment Service Provider must satisfy (or contract with another LSE,
Curtailment Service Provider, or electric distribution company to provide) the following
requirements:

° A point of contact with appropriate backup to ensure single call notification from
PJM and timely execution of the notification process;

° Supplemental status reports, detailing Demand Resources available, as requested
by PIM;
° Entry of customer-specific Demand Resource Registration information, for

planning and verification purposes, into the designated PJM electronic system.
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° Customer-specific compliance and verification information for each PJM-initiated
Demand Resource event or Provider initiated test event, as well as aggregated Provider
load drop data for Provider-initiated events, in accordance with established reporting
guidelines.

° Load drop estimates for all Load Management events and test events, prepared in
accordance with the PJM Manuals.

L The Nominated Values (summer, winter or annual) for each Demand Resource
Registration shall be determined consistent with the process described below.

The summer Nominated Value for Firm Service Level customer(s) on a registration will
be based on the peak load contribution for the customer(s), as typically determined by the
5CP methodology utilized by the electric distribution company to determine ICAP
obligation values. The summer Nominated Value for a registration shall equal the total
peak load contribution for the customers on the registration minus the summer Firm
Service Level multiplied by the loss factor. The winter Nominated Value for Firm
Service Level customer(s) on a registration shall equal the total Winter Peak Load for
customers on the registration multiplied by Zonal Winter Weather Adjustment Factor
minus winter Firm Service level and then the result is multiplied by the loss factor. The
annual Nominated Value for or Firm Service Level customer(s) on a registration shall
equal the lesser of 1) summer Nominated Value or ii) winter Nominated Value. Effective
with the 2019/2020 Delivery Year, an annual Nominated Value for a registration is no
longer calculated.

The summer Nominated Value for a Guaranteed Load Drop customer on a
registrationshall equal the summer guaranteed load drop amount, adjusted for system
losses and shall not exceed the customer’s Peak Load Contribution, as established by the
customer’s contract with the Curtailment Service Provider. The winter Nominated Value
for a Guaranteed Load Drop customer on a registration shall be the winter guaranteed
load drop amount, adjusted for system losses, and shall not exceed the customer’s Winter
Peak Load multiplied by Zonal Winter Weather Adjustment Factor multiplied by the loss
factor, as established by the customer’s contract with the Curtailment Service Provider.
The annual Nominated Value for a Guaranteed Load Drop customer on a registration
shall be the lesser of the i) summer Nominated Value or ii) winter Nominated Value.
Effective with the 2019/2020 Delivery Year, an annual Nominated Value for a
registration is no longer calculated.

Customer-specific Demand Resource Registration information (EDC account number,
peak load contribution, Winter Peak Load, notification period, etc.) will be entered into
the designated PJM electronic system to establish nominated values. Each Demand
Resource Registration should be linked to a Demand Resource. Additional data may be
required, as defined in sections J and K and the PJM Manuals.

J. Nominated Values shall be reviewed based on documentation of customer-specific data
and Demand Resource Registration information, to verify the amount of load
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management available and to set a summer, winter, or annual Nominated Value. Data is
provided by both the zone EDC and the Curtailment Service Provider in the designated
PJM electronic system, and must include the EDC meter number or other unique
customer identifier, Peak Load Contribution (5CP), Winter Peak Load, contract firm
service level or guaranteed load drop values, applicable loss factor, zone/area location of
the load drop, number of active participants, etc. Such data must be uploaded and
approved prior to the first day of the Delivery Year for which such Demand Resource
Registration is effective. Curtailment Service Providers must provide this information
concurrently to host EDCs.

For Firm Service Level and Guaranteed Load Drop customers, the SCP values, for the
zone and affected customers, will be adjusted to reflect an “unrestricted” peak for a zone,
based on information provided by the Curtailment Service Provider. Load drop levels
shall be estimated in accordance with guidelines in the PJM Manuals.

The daily Nominated Value for the Delivery Year for a Limited Demand Resource,
Extended Summer Demand Resource, Base Capacity Demand Resource, and Annual
Demand Resource without a Capacity Performance commitment shall equal the sum of
the summer Nominated Values of the registrations linked to such Demand Resource.
For the 2017/2018 and 2018/2019 Delivery Years, the daily Nominated Value for the
Delivery Year for an Annual Demand Resource with a Capacity Performance
commitment shall equal the sum of the annual Nominated Values of the registrations
linked to such Demand Resource. For the 2019/2020 Delivery Year, the daily
Nominated Value for the Delivery Year for an Annual Demand Resource with a Capacity
Performance commitment shall equal the lesser of (i) the sum of the summer Nominated
Values of the registrations linked to such Demand Resource or (ii) the sum of the winter
Nominated Values of the registrations linked to such Demand Resource. Effective with
the 2020/2021 Delivery Year, the daily Nominated Value of a Demand Resource with a
Capacity Performance commitment (which may consist of an Annual Demand Resource
with a Capacity Performance commitment and/or Summer Period Demand Resource with
a Capacity Performance commitment) shall equal the sum of the summer Nominated
Values of the registrations linked to such Demand Resource for the summer period of
June through October and May of the Delivery Year, and shall equal the lesser of (i) the
sum of the summer Nominated Values of the registrations linked to such Demand
Resource or (ii) the sum of the winter Nominated Values of the registrations linked to
such Demand Resource for the non-summer period of November through April of the
Delivery Year.

K. Compliance is the process utilized to review Provider performance during PJM-initiated
Load Management events and Curtailment Service Provider initiated tests. Compliance
will be established for each Provider on an event specific basis for the Curtailment
Service Provider’s Demand Resource Registrations dispatched by the Office of the
Interconnection during such event. PJM will establish and communicate reasonable
deadlines for the timely submittal of event data to expedite compliance reviews.
Compliance reviews will be completed as soon after the event as possible, with the
expectation that reviews of a single event will be completed within two months of the end



Document Accession #: 20200318-5149 Filed Date: 03/18/2020

of the month in which the event took place. Curtailment Service Providers are
responsible for the submittal of compliance information to PJM for each PJM-initiated
event and Curtailment Service Provider initiated test during the compliance period.

Compliance is measured for Market Participant Bonus Performance, as applicable, and
Non-Performance Charges. Non-Performance Charges are assessed for the defined
obligation period of each Demand Resource as defined in RAA, Article 1, subject to the
following requirements:

Compliance is checked on an individual customer basis for Firm Service Level, by
comparing actual load during the event to the firm service level. Current load for a
statistical sample of end-use customers may be used for compliance for residential non-
interval metered registrations in accordance with the PJM Manuals and subject to PJIM
approval. Curtailment Service Providers must submit actual customer load levels (for the
event period) for the compliance report. Compliance for FSL will be based on:

Summer (June through October and the following May of a Delivery Year)- End
use customer’s current Delivery Year peak load contribution (“PLC”) minus the
metered load (“Load”) multiplied by the loss factor (“LF”). The calculation is
represented by:

(PLC) - (Load *LF)

Winter (November through April of a Delivery Year)— End use customer’s Winter
Peak Load (“WPL”) multiplied by Zonal Winter Weather Adjustment Factor
(“ZWWAF”) multiplied by LF, minus the metered load (“Load”) multiplied by
the LF. The calculation is represented by:

(WPL * ZWWAF * LF) — (Load * LF)

Compliance is checked on an individual customer basis for Guaranteed Load Drop.
Current load for a statistical sample of end-use customers may be used for compliance for
residential non-interval metered registrations in accordance with the PIM Manuals and
subject to PJM approval. Guaranteed Load Drop compliance will be based on:

(1) the lesser of (a) comparison load used to best represent what the load would have
been if PJM did not declare a Load Management Event or the CSP did not initiate
a test as outlined in the PJM Manuals, minus the Load and then multiplied by the
LF, or (b) For a summer event, the PLC minus the Load multiplied by the LF. A
summer load reduction will only be recognized for capacity compliance if the
Load multiplied by the LF is less than the PLC. For a non-summer event, the
WPL multiplied the ZWWAF multiplied by LF, minus the Load multiplied by
the LF. A non-summer load reduction will only be recognized for capacity
compliance if the Load multiplied by the LF is less than the WPL multiplied by
the ZWWAF multiplied by LF.
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(11) Curtailment Service Providers must submit actual loads and comparison loads for
all hours during the day of the Load Management Event or the Load Management
performance test, and for all hours during any other days as required by the Office
of the Interconnection to calculate the load reduction. Comparison loads must be
developed from the guidelines in the PJM Manuals, and note which method was
employed.

(ii1))  Methodologies for establishing comparison load for Guaranteed Load Drop end-
use customers are described in greater detail in Manual M-19, PJM Manual for
Load Forecasting and Analysis, at Attachment A: Load Drop Estimate Guidelines.

Load reduction compliance is averaged over the Load Management Event for a Demand
Resource Registration linked to a Limited Demand Resource, Extended Summer Demand
Resource, or Annual Demand Resource without a Capacity Performance commitment or
determined on an hourly basis for a Demand Resource Registration linked to a Base
Capacity Demand Resource or Annual Demand Resource with a Capacity Performance
commitment, for each FSL and GLD customer dispatched by the Office of the
Interconnection for at least 30 minutes of the clock hour (i.e., “partial dispatch
compliance hour”). The registered capacity commitment for a Demand Resource
Registration without a Base or Capacity Performance commitment for the partial dispatch
compliance hour will be prorated based on the number of minutes dispatched during the
clock hour and as defined in the Manuals. Curtailment Service Provider may submit 1
minute load data for use in capacity compliance calculations for partial dispatch
compliance hours subject to PJIM approval and in accordance with the PJIM Manuals
where: (a) metering meets all Tariff and Manual requirements, (b) 1 minute load data
shall be submitted to PJM for all locations on the registration, and (c) 1 minute load data
measures energy consumption over the minute. The registered capacity commitment for a
Demand Resource Registration with a Base or Capacity Performance commitment is not
prorated based on the number of minutes dispatched during the clock hours. The actual
hourly load reduction for the hour ending that includes a Performance Assessment
Interval(s) is flat-profiled over the set of dispatch intervals in the hour in accordance with
the PJM Manuals.

A Demand Resource Registration may not reduce their load below zero (i.e., export
energy into the system). No compliance credit will be given for an incremental load drop
below zero.

Compliance will be totaled over all dispatched registrations for FSL and GLD customers
linked to a committed Limited Demand Resource, Extended Summer Demand Resource,
and Annual Demand Resource without a Capacity Performance commitment to determine
a net compliance position for the event for each Provider by Compliance Aggregation
Area and such net compliance position shall be allocated to the underlying registrations,
in accordance with PJM Manuals. Load Management Event deficiencies shall be as
further determined in accordance with Tariff, Attachment DD, section 11 and PJM
Manuals.
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For a Performance Assessment Interval, compliance will be totaled over all dispatched
registrations for FSL and GLD customers linked to a Provider’s Base Capacity Demand
Resource or to an Annual Demand Resource with a Capacity Performance commitment
to determine the Actual Performance for such Demand Resource in accordance with
Tariff, Attachment DD, section 10A, and PJM Manuals. The Expected Performance for
such Demand Resource shall be equal to the Provider’s committed capacity on the
Demand Resource, adjusted to account for any linked registrations that were not
dispatched by PJM. A Provider’s Demand Resources’ initial Performance Shortfalls
shall be netted for all the seller’s Demand Resources in the Emergency Action Area to
determine a net Emergency Action Area Performance Shortfall which is then allocated to
the Capacity Market Seller’s Demand Resources in accordance with Tariff, Attachment
DD, section 10A, and PJM Manuals.

L. Energy Efficiency Resources

1. An Energy Efficiency Resource is a project, including installation of more
efficient devices or equipment or implementation of more efficient processes or
systems, exceeding then-current building codes, appliance standards, or other
relevant standards, designed to achieve a continuous (during peak summer and
winter periods as described herein) reduction in electric energy consumption at
the End-Use Customer’s retail site that is not reflected in the peak load forecast
prepared for the Delivery Year for which the Energy Efficiency Resource is
proposed, and that is fully implemented at all times during such Delivery Year,
without any requirement of notice, dispatch, or operator intervention.

2. An Energy Efficiency Resource may be offered as a Capacity Resource in the
Base Residual or Incremental Auctions for any Delivery Year beginning on or
after June 1, 2011. No later than 30 days prior to the auction in which the
resource is to be offered, the Capacity Market Seller shall submit to the Office of
the Interconnection a notice of intent to offer the resource into such auction and a
measurement and verification plan. The notice of intent shall include all pertinent
project design data, including but not limited to the peak-load contribution of
affected customers, a full description of the equipment, device, system or process
intended to achieve the load reduction, the load reduction pattern, the project
location, the project development timeline, and any other relevant data. Such
notice also shall state the seller’s proposed Nominated Energy Efficiency Value.

e For Delivery Years through May 31, 2018 for all Energy Efficiency Resources
not committed as a Capacity Performance Resource, the seller’s proposed
Nominated Energy Efficiency Value shall be the expected average load
reduction between the hour ending 15:00 EPT and the hour ending 18:00 EPT
during all days from June 1 through August 31, inclusive, of such Delivery
Year that is not a weekend or federal holiday;

e For the 2018/2019 and 2019/2020 Delivery Years, the seller’s proposed
Nominated Energy Efficiency Value for any Base Capacity Energy Efficiency
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Resource shall be the expected average load reduction between the hour
ending 15:00 EPT and the hour ending 18:00 EPT during all days from June 1
through August 31, inclusive, of such Delivery Year that is not a weekend or
federal holiday; and

e For the 2018/2019 Delivery Year and subsequent Delivery Years and for any
Annual Energy Efficiency Resource committed as a Capacity Performance
Resource for the 2016/2017 and 2017/2018 Delivery Years, the seller’s
proposed Nominated Energy Efficiency Value for any Annual Energy
Efficiency Resources, shall be the expected average load reduction, for all
days from June 1 through August 31, inclusive, of such Delivery Year that is
not a weekend or federal holiday, between the hour ending 15:00 EPT and the
hour ending 18:00 EPT. In addition, the expected average load reduction for
all days from January 1 through February 28, inclusive, of such Delivery Year
that is not a weekend or federal holiday, between the hour ending 8:00 EPT
and the hour ending 9:00 EPT and between the hour ending 19:00 EPT and
the hour ending 20:00 EPT shall not be less than the Nominated Energy
Efficiency Value; and

e For the 2020/2021 Delivery Year and subsequent Delivery Years, the seller’s
proposed Nominated Energy Efficiency Value for any Summer-Period Energy
Efficiency Resource shall be the expected average load reduction between the
hour ending 15:00 EPT and the hour ending 18:00 EPT during all days from
June 1 through August 31, inclusive, of such Delivery Year that is not a
weekend or federal holiday.

The measurement and verification plan shall describe the methods and
procedures, consistent with the PJM Manuals, for determining the amount of
the load reduction and confirming that such reduction is achieved. The Office
of the Interconnection shall determine, upon review of such notice, the
Nominated Energy Efficiency Value that may be offered in the Reliability
Pricing Model Auction.

An Energy Efficiency Resource may be offered with a price offer or as Self-
Supply. If an Energy Efficiency Resource clears the auction, it shall receive the
applicable Capacity Resource Clearing Price, subject to section 5 below. A
Capacity Market Seller offering an Energy Efficiency Resource must comply with
all applicable credit requirements as set forth in Tariff, Attachment Q. For
Delivery Years through May 31, 2018, or for FRR Capacity Plans for Delivery
Years through May 31, 2019, the Unforced Capacity value of an Energy
Efficiency Resource offered into an RPM Auction shall be the Nominated Energy
Efficiency value times the DR Factor and the Forecast Pool Requirement. For the
2018/2019 Delivery Year and subsequent Delivery Years, or for FRR Capacity
Plans for the 2019/2020 Delivery Year and subsequent Delivery Years, the
Unforced Capacity value of an Energy Efficiency Resource offered into an RPM
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Auction shall be the Nominated Energy Efficiency Value times the Forecast Pool
Requirement.

An Energy Efficiency Resource that clears an auction for a Delivery Year may be
offered in auctions for up to three additional consecutive Delivery Years, but shall
not be assured of clearing in any such auction; provided, however, an Energy
Efficiency Resource may not be offered for any Delivery Year in which any part
of the peak season is beyond the expected life of the equipment, device, system,
or process providing the expected load reduction; and provided further that a
Capacity Market Seller that offers and clears an Energy Efficiency Resource in a
BRA may elect a New Entry Price Adjustment on the same terms as set forth in
Tariff, Attachment DD, section 5.14(c).

For every Energy Efficiency Resource clearing an RPM Auction for a Delivery
Year, the Capacity Market Seller shall submit to the Office of the Interconnection,
by no later than 30 days prior to each Auction an updated project status and
measurement and verification plan subject to the criteria set forth in the PJM
Manuals.

For every Energy Efficiency Resource clearing an RPM Auction for a Delivery
Year, the Capacity Market Seller shall submit to the Office of the Interconnection,
by no later than the start of such Delivery Year, an updated project status and
detailed measurement and verification data meeting the standards for precision
and accuracy set forth in the PJM Manuals. The final value of the Energy
Efficiency Resource during such Delivery Year shall be as determined by the
Office of the Interconnection based on the submitted data.

The Office of the Interconnection may audit, at the Capacity Market Seller’s
expense, any Energy Efficiency Resource committed to the PJM Region. The
audit may be conducted any time including the Performance Hours of the
Delivery Year.

For Incremental Auctions conducted for the 2019/2020 and 2020/2021 Delivery
Years, and for RPM Auctions for the 2021/2022 Delivery Year and subsequent
Delivery Years, if a Relevant Electric Retail Regulatory Authority receives FERC
authorization to qualify or prohibit Energy Efficiency Resource participation in a
specific area(s) of the PJM Region, the following process applies:

(a) The Office of the Interconnection will publicly post a reference to the
FERC authorization of a Relevant Electric Retail Regulatory Authority order,
ordinance or resolution that qualifies or prohibits Energy Efficiency Resource
participation, the applicable electric distribution company(ies), and the applicable
auction(s) and/or Delivery Year(s).
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(b) A Capacity Market Seller that intends to offer or certify Energy Efficiency
Resources must identify and itemize all resources that are located in the
jurisdiction of a Relevant Electric Retail Regulatory Authority authorized by
FERC to qualify or prohibit Energy Efficiency Resource participation within the
Zone or LDA, as required, and those outside of the area but within the Zone or
LDA, as required.

(c) A Capacity Market Seller that intends to offer or certify Energy Efficiency
Resources must identify and itemize all Energy Efficiency Resources to be
offered as part of its Energy Efficiency measurement and verification plan and
certified post-installation measurement and verification report. The Office of
Interconnection will provide a list to the relevant electric distribution company for
the specific area(s) to review for compliance with the Relevant Electric Retail
Regulatory Authority of Capacity Market Sellers that are:

(1) offering Energy Efficiency Resources in an RPM Auction within
two (2) Business Days after the deadline for submitting an energy
efficiency measurement and verification plan for such RPM
Auction; and

(11) certifying Energy Efficiency Resources with a Delivery Year post-
installation measurement and verification report, within two (2)
Business Days of receipt of such Delivery Year post-installation
measurement and verification report.The relevant electric
distribution company for the specific area(s) shall review for
compliance with rules from a Relevant Electric Retail Regulatory
Authority authorized by FERC to qualify or prohibit Energy
Efficiency Resource.

(d) The relevant electric distribution company for the specific area(s) shall
review for compliance with rules from a Relevant Electric Retail Regulatory
Authority authorized by FERC to qualify or prohibit Energy Efficiency Resource
participation and provide a response to the Office of the Interconnection within
five (5) Business Days after receiving the list of Capacity Market Sellers offering
Energy Efficiency Resources. The Office of the Interconnection will not allow a
Capacity Market Seller to offer or certify Energy Efficiency Resources if an
electric distribution company denies such Capacity Market Seller to deliver
Energy Efficiency Resources in compliance with rules of a Relevant Electric
Retail Regulatory Authority authorized by FERC to qualify or prohibit Energy
Efficiency Resource participation.

For Incremental Auctions that will be conducted for the 2019/2020 and
2020/2021 Delivery Years, and for RPM Auctions for the 2021/2022 Delivery
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Year and subsequent Delivery Years, a Capacity Market Seller of Energy
Efficiency Resources that cannot satisfy its RPM obligations in any Delivery Year
due to the prohibition of participation by a Relevant Electric Retail Regulatory
Authority authorized by FERC to prohibit participation of such resources may be
relieved of its Capacity Resource Deficiency Charge by notifying the Office of
the Interconnection by no later than seven (7) calendar days prior to the posting of
the planning parameters for the Third Incremental Auction of that Delivery Year.
After providing such notice, the affected Capacity Market Seller may elect to be
relieved of its RPM commitment, and shall not be required to obtain replacement
capacity for the resource, and no charges shall be assessed by the Office of the
Interconnection for the Capacity Market Seller’s deficiency in satisfying its RPM
obligation for the resource for such Delivery Year. In such case, however, the
Capacity Market Seller shall not be entitled to, nor be paid, any RPM revenues for
such resource for that Delivery Year. The Office of the Interconnection will apply
corresponding adjustments to the quantity of Buy Bids or Sell Offers in the
Incremental Auctions for such Delivery Years in accordance with Tariff,
Attachment DD, sections 5.12(b)(ii) and 5.12(b)(iii).
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SCHEDULE 6

PROCEDURES FOR DEMAND RESOURCES AND ENERGY EFFICIENCY

A. Parties can partially or wholly offset the amounts payable for the Locational
Reliability Charge with Demand Resources that are operated under the direction of the
Office of the Interconnection. FRR Entities may reduce their capacity obligations with
Demand Resources that are operated under the direction of the Office of the
Interconnection and detailed in such entity’s FRR Capacity Plan. Demand Resources
qualifying under the criteria set forth below may be offered for sale or designated as Self-
Supply in the Base Residual Auction, included in an FRR Capacity Plan, or offered for
sale in any Incremental Auction, for any Delivery Year for which such resource qualifies.
Qualified Demand Resources generally fall in one of two categories, i.e., Guaranteed
Load Drop or Firm Service Level, as further specified in section G below and the PJM
Manuals. Qualified Demand Resources may be provided by a Curtailment Service
Provider, notwithstanding that such Curtailment Service Provider is not a Party to this
Agreement. Such Curtailment Service Providers must satisfy the requirements hereof
and the PJM Manuals.

1. A Party must formally notify, in accordance with the requirements of the
PJM Manuals and section F hereof, as applicable, the Office of the
Interconnection of the Demand Resource Registration that it is placing under the
direction of the Office of the Interconnection. A Party must further notify the
Office of the Interconnection whether the Demand Resource Registration is linked
to a Limited Demand Resource, an Extended Summer Demand Resource, a Base
Capacity Demand Resource, a Summer-Period Demand Resource or an Annual
Demand Resource.

2. A Demand Resource Registration must achieve its full load reduction
within the following time period:

(a) For the 2015/2016 Delivery Year and subsequent Delivery Years, a Demand
Resource Registration must be able to fully respond to a Load Management Event
within 30 minutes of notification from the Office of the Interconnection. This
default 30 minute prior notification shall apply unless a Curtailment Service Provider
obtains an exception from the Office of the Interconnection due to physical
operational limitations that prevent the Demand Resource Registration from
reducing load within that timeframe. In such case, the Curtailment Service Provider
shall submit a request for an exception to the 30 minute prior notification requirement
to the Office of the Interconnection, at the time the Registration Form for that
Demand Resource Registration is submitted in accordance with Tariff,
Attachment K-Appendix. The only alternative notification times that the Office
of Interconnection will permit, upon approval of an exception request, are 60
minutes and 120 minutes prior to a Load Management Event. The Curtailment
Service Provider shall indicate in writing, in the appropriate application, that it
seeks an exception to permit a prior notification time of 60 minutes or 120
minutes, and the reason(s) for the requested exception. A Curtailment Service
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Provider shall not submit a request for an exception to the default 30 minute
notification period unless it has done its due diligence to confirm that the Demand
Resource Registration is physically incapable of responding within that timeframe
based on one or more of the reasons set forth below and as may be further defined
in the PJM Manuals and has obtained detailed data and documentation to support
this determination.

In order to establish that a Demand Resource Registration is reasonably expected to
be physically unable to reduce load in that timeframe, the Curtailment Service Provider that
submitted the Demand Resource Registration must demonstrate that:

(1) The manufacturing processes for the Demand Resource Registration require
gradual reduction to avoid damaging major industrial equipment used in the
manufacturing process, or damage to the product generated or feedstock used in the
manufacturing process;

(i1) Transfer of load to back-up generation requires time-intensive manual process
taking more than 30 minutes;

(i11) On-site safety concerns prevent location from implementing reduction plan in
less than 30 minutes; or,

(iv) The Demand Resource Registration is comprised of mass market residential
customers or Small Commercial Customers which collectively cannot be notified of a
Load Management Event within a 30-minute timeframe due to unavoidable
communications latency, in which case the requested notification time shall be no
longer than 120 minutes.

The Office of the Interconnection may request data and documentation from the
Curtailment Service Provider and such Curtailment Service Provider shall provide to the Office
of the Interconnection within three (3) Business Days of a request therefor, a copy of all of the data
and documentation supporting the exception request. Failure to provide a timely response to such
request shall cause the exception to terminate the following Operating Day.

At its sole option and discretion, the Office of the Interconnection may review the data
and documentation provided by the Curtailment Service Provider to determine if the Demand
Resource Registration has met one or more of the criteria above. The Office of the
Interconnection will notify the Curtailment Service Provider in writing of its determination by no
later than ten (10) Business Days after receipt of the data and documentation.

The Curtailment Service Provider shall provide written notification to the Office of the
Interconnection of a material change to the facts that supported its exception request within three
(3) Business Days of becoming aware of such material change in facts, and, if the Office of
Interconnection determines that the physical limitation criteria above are no longer being met,
the Demand Resource Registration shall be subject to the default notification period of 30
minutes immediately upon such determination.
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3. The initiation of load reduction, upon the request of the Office of the
Interconnection, must be within the authority of the dispatchers of the Party. No
additional approvals should be required.

4. The initiation of load reduction upon the request of the Office of the
Interconnection is considered a pre-emergency or emergency action and must be
implementable prior to a voltage reduction.

5. A Curtailment Service Provider intending to offer for sale or designate for self-
supply, a Demand Resource in any RPM Auction, or intending to include a Demand
Resource in any FRR Capacity Plan must demonstrate, to PJM’s satisfaction, that such
resource shall have the capability to provide a reduction in demand, or otherwise control
load, on or before the start of the Delivery Year for which such resource is committed.
As part of such demonstration, each such Curtailment Service Provider shall submit a
Demand Resource Sell Offer Plan in accordance with the standards and procedures set
forth in RAA, Schedule 6, section A-1; RAA, Schedule 8.1 (as to FRR Capacity Plans)
and the PJM Manuals, no later than 3045 BusinessPBdays prior to, as applicable, the
RPM Auction in which such resource is to be offered, or the deadline for submission of
the FRR Capacity Plan in which such resource is to be included. PJM may verify the
Curtailment Service Provider’s adherence to the Demand Resource Sell Offer Plan at any
time. A Curtailment Service Provider with a PIM-approved Demand Resource Sell Offer
Plan will be permitted to offer up to the approved Demand Resource quantity into the
subject RPM Auction or include such resource in its FRR Capacity Plan.

6. Selection of a Demand Resource in an RPM Auction results in commitment of
capacity to the PJM Region. Demand Resources that are so committed must be linked to
registrations participating in the Full Program Option or Capacity Only Option of the
Emergency Load Response and Pre-Emergency Load Response Program and thus
available for dispatch during PJM-declared pre-emergency events and emergency events.

A-1. A Demand Resource Sell Offer Plan shall consist of a completed template
document in the form posted on the PJM website, requiring the information set forth
below and in the PJM Manuals, and a Demand Resource Officer Certification Form
signed by an officer of the Demand Resource Provider that is duly authorized to provide
such a certification. The Demand Resource Sell Offer Plan must provide information that
supports the Demand Resource Provider’s intended Demand Resource Sell Offers and
demonstrates that the Demand Resources are being offered with the intention that the
MW quantity that clears the auction is reasonably expected to be physically delivered
through Demand Resource registrations for the relevant Delivery Year. The Demand
Resource Sell Offer Plan shall include all Existing Demand Resources and all Planned
Demand Resources that the Demand Resource Provider intends to offer into an RPM
Auction or include in an FRR Capacity Plan.

1. Demand Resource Sell Offer Plan Template. The Demand Resource Sell
Offer Plan template, in the form provided on the PJM website, shall require the
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Demand Resource Provider to provide the following information and such other
information as specified in the PIM Manuals:

(a) Summary Information. The completed template shall include the
Demand Resource Provider’s company name, contact information, and the
Nominated DR Value in ICAP MWs by Zone/sub-Zone that the Demand
Resource Provider intends to offer, stated separately for Existing Demand
Resources and Planned Demand Resources. The total Nominated DR
Value in MWs for each Zone/sub-Zone shall be the sum of the Nominated
DR Value of Existing Demand Resources and the Nominated DR Value of
Planned Demand Resources, and shall be the maximum MW amount the
Provider intends to offer in the RPM Auction for the indicated Zone/sub-
Zone, provided that nothing herein shall preclude the Demand Resource
Provider from offering in the auction a lesser amount than the total
Nominated DR Value shown in its Demand Resource Sell Offer Plan.

(b) Existing Demand Resources. The Demand Resource Provider
shall identify all Existing Demand Resources by identifying end-use
customer sites that are currently registered with PJM (even if not
registered by such Demand Resource Provider) and that the Demand
Resource Provider reasonably expects to have under a contract to reduce
load based on PJM dispatch instructions by the start of the auction
Delivery Year.

(©) Planned Demand Resources. The Demand Resource Provider shall
provide the details of, and key assumptions underlying, the Planned
Demand Resource quantities (i.e., all Demand Resource quantities in
excess of Existing Demand Resource quantities) contained in the Demand
Resource Sell Offer Plan, including:

(1) key program attributes and assumptions used to develop the
Planned Demand Resource quantities, including, but not limited to,
discussion of:

) method(s) of achieving load reduction at customer site(s);
° equipment to be controlled or installed at customer site(s),
if any;

° plan and ability to acquire customers;

) types of customer targeted;

° support of market potential and market share for the target

customer base, with adjustments for Existing Demand
Resource customers within this market and the potential for
other Demand Resource Providers targeting the same
customers; and

° assumptions regarding regulatory approval of program(s),
if applicable.
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(i)  Zone/sub-Zone information by end-use customer segment for all
Nominated DR Values for which an end-use customer site is not
identified, to include the number in each segment of end-use customers
expected to be registered for the subject Delivery Year, the average Peak
Load Contribution per end-use customer for such segment, and the
average Nominated DR Value per customer for such segment. End-use
customer segments may include residential, commercial, small industrial,
medium industrial, and large industrial, as identified and defined in the
PJM Manuals, provided that nothing herein or in the Manuals shall
preclude the Provider from identifying more specific customer segments
within the commercial and industrial categories, if known.

(iii))  Information by end-use customer site to the extent required by
subsection A-1(1)(c)(iv) or, if not required by such subsection, to the
extent known at the time of the submittal of the Demand Resource Sell
Offer Plan, to include: customer EDC account number (if known),
customer name, customer premise address, Zone/sub-Zone in which the
customer is located, end-use customer segment, current Peak Load
Contribution value (or an estimate if actual value not known) and an
estimate of expected Peak Load Contribution for the subject Delivery
Year, and an estimated Nominated DR Value.

(iv)  End-use customer site-specific information shall be required for
any Zones or sub-Zones identified by PJM pursuant to this subsection for
the portion, if any, of a Demand Resource Provider’s intended offer in
such Zones or sub-Zones that exceeds a Sell Offer threshold determined
pursuant to this subsection, as any such excess quantity under such
conditions should reflect Planned Demand Resources from end-use
customer sites that the Provider has a high degree of certainty it will
physically deliver for the subject Delivery Year. In accordance with the
procedures in subsection A-1(3) below, PJM shall identify, as requiring
site-specific information, all Zones and sub-Zones that comprise any LDA
group (from a list of LDA groups stated in the PJM Manuals) in which
[the quantity of cleared Demand Resources from the most recent Base
Residual Auction] plus [the quantity of Demand Resources included in
FRR Capacity Plans for the Delivery Year addressed by the most recent
Base Residual Auction] in any Zone or sub-Zone of such LDA group
exceeds the greater of:

° the maximum Demand Resources quantity registered with
PIM for such Zone for any Delivery Year from the current
(at time of plan submission) Delivery Year and the two
preceding Delivery Years; and
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° the potential Demand Resource quantity for such Zone
estimated by PJM based on an independent published
assessment of demand response potential that is reasonably
applicable to such Zone, as identified in the PJM Manuals.

For each such Zone and sub-Zone, the Sell Offer threshold for each
Demand Resource Provider shall be the higher of:

° the Demand Resource Provider’s maximum Demand
Resource quantity registered with PJM for such Zone/sub-
Zone over the current Delivery Year (at the time of plan
submission) and two preceding Delivery Years;

° the Demand Resource Provider’s maximum for any single
Delivery Year of [such provider’s cleared Demand
Resource quantity] plus [such provider’s quantity of
Demand Resources included in FRR Capacity Plans] from
the three forward Delivery Years addressed by the three
most recent Base Residual Auctions for such Zone/sub-
Zone; and

° 10 MW.

(d) Schedule. The Demand Resource Provider shall provide an
approximate timeline for procuring end-use customer sites as needed to
physically deliver the total Nominated DR Value (for both Existing
Demand Resources and Planned Demand Resources) by Zone/sub-Zone in
the Demand Resource Sell Offer Plan. The Demand Resource Provider
must specify the cumulative number of customers and the cumulative
Nominated DR Value associated with each end-use customer segment
within each Zone/sub-Zone that the Demand Resource Provider expects
(at the time of plan submission) to have under contract as of June 1 each
year between the time of the auction and the subject Delivery Year.

(e) Minimum Offer Price Rule for Demand Resources. The Demand
Resource Provider shall certify whether or not the Existing Demand
Resource end use customer site(s) and Planned Demand Resource is
entitled to a State Subsidy. Such certifications shall be made separately
for end-use customer locations that are entitled to receive State Subsidy
and those that are not, in accordance with the procedures provided in the
PJM Manuals, to ensure the accurate application of the Minimum Offer
Price Rules. Sell Offers for Demand Resources that are Capacity
Resources with State Subsidy shall be offered separately for load-backed
Demand Resources and generation-backed Demand Resources, unless the
Capacity Market Seller for such Capacity Resource with State Subsidy
elects the competitive exemption pursuant to Tariff, Attachment DD,
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section 5.14(h).

2. Demand Resource Officer Certification Form. Each Demand Resource Sell
Offer Plan must include a Demand Resource Officer Certification, signed by an
officer of the Demand Resource Provider that is duly authorized to provide such a
certification, in the form shown in the PJM Manuals, which form shall include the
following certifications:

(a) that the signing officer has reviewed the Demand Resource Sell Offer Plan and
the information supplied to PJM in support of the Plan is true and correct as of the
date of the certification; and

(b) that the Demand Resource Provider is submitting the Plan with the reasonable
expectation, based upon its analyses as of the date of the certification, to
physically deliver all megawatts that clear the RPM Auction through Demand
Resource registrations by the specified Delivery Year.

As set forth in the form provided in the PJM Manuals, the certification shall

specify that it does not in any way abridge, expand, or otherwise modify the current provisions of
the PJM Tariff, Operating Agreement and/or RAA, or the Demand Resource Provider’s rights
and obligations thereunder, including the Demand Resource Provider’s ability to adjust capacity
obligations through participation in PJM incremental auctions and bilateral transactions.

3. Procedures. No later than December 1 prior to the Base Residual Auction for a
Delivery Year, PJM shall post to the PJM website a list of Zones and sub-Zones,
if any, for which end-use customer site-specific information shall be required
under the conditions specified in subsection A-1(1)(c)(iv) above for all RPM
Auctions conducted for such Delivery Year. Once so identified, a Zone or sub-
Zone shall remain on the list for future Delivery Years until the threshold
determined under subsection A-1(1)(c)(iv) above is not exceeded for three
consecutive Delivery Years. No later than 3045Business Bdays prior to the RPM
Au