Draft 3/18/10

Counterparty Clarification and Bilateral Transaction
Draft Tariff Changes

Attachment K and Appendix to Attachment K
(From current effective PIM Tariff 3/2/2010)

1) The Tariff and Operating Agreement portions containing proposed changes regarding
counterparty clarification are included in 6 separate documents. These documents are:

e Operating Agreement (other than Schedule 1)

e Partl, Il, Il and relevant Schedules of the Tariff

e Attachment Q

e Attachment K and Appendix to Attachment K

e Attachment DD

e Attachments with Form Agreements
2) Corresponding changes will need to be made to Schedule 1 of the Operating Agreement.
?3) Sheet designations have not been updated
4 Italics show pending language from Docket No. ER09-701-003, filed on 11/20/2009
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PJM Interconnection, L.L.C. Second Revised Sheet No. 318B
FERC Electric Tariff Superseding First Revised Sheet No. 318B
Sixth Revised Volume No. 1

Load = the load at the bus during the hour, measured in whole megawatts,
determined: (i) in the case of a bus within the PJIM Region, by the Office
of the Interconnection utilizing the State Estimator model described in
Section 2 of Schedule 1 and the portion of such load at the bus attributable
to the Transmission User; or (ii) in the case of a bus at the border of such
area, by the Transmission User’s transaction request;

Hourly

LMP = The integrated hourly Locational Marginal Price (LMP) at the bus,
calculated by the Office of the Interconnection based on five minute
values; and

LMP = The cost to serve the next increment of load at the bus at the lowest

possible price consistent with the preservation of reliability and
transmission system conditions, determined as described in Section 2 of
Schedule 1.

(b) Debits shall be calculated in accordance with paragraph (a) for each load bus in the
PJM Region and for each bus representing an interconnection between such area and an adjacent
control area. The total of the amounts determined in accordance with paragraph (2) for all of the
locations at which a Transmission User receives energy delivered by the Transmission System
shall be summed for that Transmission User.

4, Offset of Credits and Debits to a Transmission User.

The Office of the Interconnection, on behalf of PJIMSettlement, shall take into account
both amounts credited to a Transmission User in accordance with Section A(2) of this
Attachment and amounts debited to a Transmission User in accordance with Section A(3) of this
Attachment, and PJMSettlement shall exclude the Transmission User’s transactions on the PJM
Interchange Energy Market, in issuing a statement, invoice, or payment for the net amount owed
to or by that Transmission User for Transmission Congestion Charges for any period.

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  August 3, 2006
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(iii) The Transmission Congestion Charges paid to the Transmission
Provider during an hour may exceed the target allocation of Transmission Congestion Credits for
that hour. In those circumstances, the excess Transmission Congestion Charges accumulated for
the billing month shall be distributed to each FTR holder in proportion to, but not to exceed, any
deficiency of the Transmission Congestion Charges received as compared with the target
allocations of Transmission Congestion Credits pursuant to (ii) accumulated during the current
calendar year, including previously distributed excess Transmission Congestion Charges, as
compared to its total target allocation for the calendar year. Any remaining excess Transmission
Congestion Charges at the end of a calendar year shall be distributed to each holder of an
Auction Revenue Right in proportion to, but not more than, any Auction Revenue Right
deficiencies for that calendar year. After Auction Revenue Right deficiencies are satisfied, any
remaining excess Transmission Congestion Charges shall be distributed to Network Service
Users and Transmission Customers purchasing Firm Point-To-Point Transmission Service in
proportion to their Demand Charges (including any imputed Demand Charges for bundled
service to Native Load Customers) for Network Service and their charges for Reserved Capacity
for Firm Point-To-Point Transmission Service.

C. Offset of Transmission Congestion Charges and Transmission Congestion Credits.

| The Office of the Interconnection, on behalf of PJIMSettlement, shall take into account
both (i) amounts payable by a Transmission User with respect to Transmission Congestion
Charges as determined in accordance with Section A of this Attachment, and (ii) amounts
payable to a Transmission User with respect to Transmission Congestion Credits as determined
| in accordance with Section B of this Attachment.

D. Transmission Service Components

Transmission Congestion Charges and Transmission Congestion Credits, Ancillary
Services charges and credits, Transmission Loss Charges, and allocations of Financial
Transmission Rights auction revenues to a Transmission User are components of transmission
service charges under Parts Il and Il of the Tariff and shall not give rise to separate transactions
with PJMSettlement regarding the purchase or sale of electric energy.

Issued By:  Craig Glazer Effective: March 20, 2003
Vice President, Government Policy
Issued On: March 20, 2003
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ATTACHMENT K -- APPENDIX

Preface. The provisions of the Appendix incorporate into the Tariff for ease of reference the
provisions of Schedule 1 of the Operating Agreement. As a result, this Appendix will be
modified, subject to the approval of the Federal Energy Regulatory Commission, so that the
terms and conditions set forth herein remain consistent with the corresponding terms and
conditions of Schedule 1 of the Operating Agreement. All references in this Appendix to
“Agreement” or “Schedules” are references to the Operating Agreement and the schedules
thereto unless otherwise noted. References to Schedule 1 are references to this Appendix.

1. MARKET OPERATIONS
11 Introduction.

This Schedule sets forth the scheduling, other procedures, and certain general
provisions applicable to the operation of the PIM Interchange Energy Market
within the PJM Region. This Schedule addresses each of the three time-frames
pertinent to the daily operation of the PJM Interchange Energy Market:
Prescheduling, Scheduling, and Dispatch._ This schedule also addresses the
settlement of transactions in the single PJM Interchange Energy Market at two
component settlement prices: Day-Ahead prices and Real-Time prices.

1.2 Cost-based Offers.

Unless and until the FERC shall authorize the use of market-based prices in the
PJM Interchange Energy Market, all offers for energy or other services to be sold
on the PJM Interchange Energy Market from generating resources located within
the PIM Region shall not exceed the variable cost of producing such energy or
other service, as determined in accordance with Schedule 2 to this Agreement and
applicable regulatory standards, requirements and determinations; provided that, a
Market Seller may offer to the PIM Interchange Energy Market the right to call
on energy from a resource the output of which has been sold on a bilateral basis,
with the rate for such energy if called equal to the curtailment rate specified in the
bilateral contract.

1.2A  Transmission Losses.
1.2A.1 Description of Transmission Losses.

Transmission losses refer to the loss of energy in the transmission of electricity
from generation resources to load, which is dissipated as heat through
transformers, transmission lines and other transmission facilities.

1.2A.2 Inclusion of State Estimator Transmission Losses.

Whenever in this Schedule 1, transmission losses are included in the determination
of a charge, credit, load (including deviations), or demand reduction, it is explicitly
so stated and such included losses shall be those losses incurred on facilities

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  August 3, 2006
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Market Sellers.
1.5.1 Qualification.

A Member that demonstrates to the Office of the Interconnection that the Member
meets the standards for the issuance of an order mandating the provision of
transmission service under section 211 of the Federal Power Act, as amended by
the Energy Policy Act of 1992, may become a Market Seller upon execution of
this Agreement and submission to the Office of the Interconnection of the
applicable Offer Data in accordance with the provisions of this Schedule. All
Members that are Market Buyers shall become Market Sellers upon submission to
the Office of the Interconnection of the applicable Offer Data in accordance with
the provisions of this Schedule.

1.5.2 Withdrawal.

@) A Market Seller may withdraw from this Agreement by giving
written notice to the Office of the Interconnection specifying an effective date of
withdrawal at least one day after the date of the notice; provided, however, that
withdrawal shall not relieve a Market Seller of any obligation to deliver electric
energy or related services to the PJIM Interchange Energy Market pursuant to an
offer made prior to such withdrawal, to pay its share of any fees and charges
incurred or assessed by PJMSettlement, on behalf of itself or the Office of the
Interconnection, prior to the date of such withdrawal, or to fulfill any obligation to
provide indemnification for the consequences of acts, omissions, or events
occurring prior to such withdrawal; and provided, further, that withdrawal shall
not relieve any entity that is a Market Seller and is also a Market Buyer of any
obligations it may have as a Market Buyer under, or constitute withdrawal as a
Market Buyer from, this Agreement or any other Related PJIM Agreement.

(b) A Market Seller that has withdrawn from this Agreement may
reapply to become a Market Seller at any time, provided it is not in default with
respect to any obligation incurred under this Agreement.

Craig Glazer Effective: September 15, 2009
Vice President, Federal Government Policy
November 20, 2009
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1.5A Economic Load Response Participant.

As used in this section 1.5A, the term ““end-use customer™ refers to an individual
location or aggregation of locations that consume electricity as identified by a
unique electric distribution company account number.

15A.1 Qualification.

A Member or Special Member that is an end-use customer, Load Serving Entity or
Curtailment Service Provider that has the ability to cause a reduction in demand as
metered on an electric distribution company account basis or has an On-Site
Generator that enables demand reduction may become an Economic Load Response
Participant by complying with the requirements of the applicable Relevant Electric
Retail Regulatory Authority and all other applicable federal, state and local
regulatory entities together with this section 1.5A including, but not limited to,
section 1.5A.3. A Member or Special Member may aggregate multiple individual
end-use customer sites to qualify as an Economic Load Response Participant,
subject to the requirements of Section 1.5A.10.

15A.2 Special Member.

Entities that are not Members and desire to participate solely in the Real-time
Energy Market by reducing demand may become a Special Member by paying an
annual membership fee of $500 plus 10% of each payment owed by
PJMSettlementthe-Office-of-thetnterconnection for a Load Reduction Event not to
exceed $5,000 in a calendar year. For entities that become Special Members
pursuant to this section, the following obligations are waived: (1) the $1,500
membership application fee set forth in section 1.4.3 of this Agreement; (ii) liability
under section 15.2 of this Agreement for Member defaults; (iii) thirty days notice for
waiting period; and (iv) the requirement for 24/7 control center coverage. In
addition, such Members shall not have voting privileges in committees or sector
designations, and shall not be permitted to form user groups. On January 1 of a
calendar year, a Special Member under this section, at its sole election, may become
a Member rather than a Special Member subject to all rules governing being a
Member, including regular application and membership fee requirements.

1.5A.3 Registration.

1 Prior to participating in the PIM Interchange Energy Market or Ancillary
Services Market, Economic Load Response Participants must complete the
Economic Load Response Registration Form posted on the Office of the
Interconnection’s website and submit such form to the Office of the Interconnection
for each end-use customer, or aggregation of end-use customers, pursuant to the
requirements set forth in the PJIM Manuals.

Issued By: Craig Glazer Effective: September 15, 2009
Vice President, Federal Government Policy
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1.5A.3.01 Economic Load Response Registrations in Effect as of August 28, 2009

1. For end-use customers of an electric distribution company that distributed
more than 4 million MWh in the previous fiscal year:

a.

Issued By:  Craig Glazer

Effective as of the later of either August 28, 2009 (the effective date
of Wholesale Competition in Regions with Organized Electric
Markets, Order 719-A, 128 FERC T 61,059 (2009) (““Order 719-
A”)) or the effective date of a Relevant Electric Retail Regulatory
Authority law or regulation prohibiting or conditioning (which
condition the electric distribution company or Load Serving Entity
asserts has not been satisfied) the end-use customer’s participation
in PJM’s Economic Load Response Program, the existing
Economic Load Response Participant’s registration submitted to the
Office of the Interconnection prior to August 28, 2009, will be
deemed to be terminated upon an electric distribution company or
Load Serving Entity submitting to the Office of the Interconnection
either: (a) an order, resolution or ordinance of the Relevant
Electric Retail Regulatory Authority prohibiting or conditioning
the end-use customer’s participation, (b) an opinion of the
Relevant Electric Retail Regulatory Authority’s legal counsel
attesting to the existence of a regulation or law prohibiting or
conditioning the end-use customer’s participation, or (c) an
opinion of the state Attorney General, on behalf of the Relevant
Electric Retail Regulatory Authority, attesting to the existence of a
regulation or law prohibiting or conditioning the end-use
customer’s participation.

i. For registrations terminated pursuant to this section, all
Economic Load Response Participant activity incurred prior to
the termination date of the registration shall be settled by
PJMSettlement in accordance with the terms and conditions
contained in the PJM Tariff, PJM Operating Agreement and
PJM Manuals.

Effective: August 28, 2009

Vice President, Federal Government Policy

Issued On: November 20,
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2. For end-use customers of an electric distribution company that distributed 4
million MWh or less in the previous fiscal year:

a. Effective as of August 28, 2009 (the effective date of Order 719-A),
an existing Economic Load Response Participant's registration
submitted to the Office of the Interconnection prior to August 28,
2009, will be deemed to be terminated unless an electric distribution
company or Load Serving Entity verifies that the existing registration
is permitted or conditionally permitted to participate in the
Economic Load Response Program and provides evidence to the
Office of the Interconnection documenting that the permission or
conditional permission is pursuant to the laws or regulations of the
Relevant Electric Retail Regulatory Authority. If the electric
distribution company or Load Serving Entity verifies that the
existing registration is permitted or conditionally permitted to
participate in the Economic Load Response Program, then, within
ten business days of verifying such permission or conditional
permission, the electric distribution company or Load Serving
Entity must provide to the Office of the Interconnection evidence
from the Relevant Electric Retail Regulatory Authority permitting
or conditionally permitting the Economic Load Response
Participant to participate in the Economic Load Response
Program. Evidence from the Relevant Electric Retail Regulatory
Authority permitting or conditionally permitting the Economic
Load Response Participant to participate in the Economic Load
Response Program shall be in the form of either: (a) an order,
resolution or ordinance of the Relevant Electric Retail Regulatory
Authority permitting or conditionally permitting the end-use
customer’s participation, (b) an opinion of the Relevant Electric
Retail Regulatory Authority’s legal counsel attesting to the
existence of a regulation or law permitting or conditionally
permitting the end-use customer’s participation, or (c) an opinion
of the state Attorney General, on behalf of the Relevant Electric
Retail Regulatory Authority, attesting to the existence of a
regulation or law permitting or conditionally permitting the end-
use customer’s participation.

i. For registrations terminated pursuant to this section, all
Economic Load Response Participant activity incurred prior to
the termination date of the registration shall be settled by
PJMSettlement in accordance with the terms and conditions
contained in the PJM Tariff, PJM Operating Agreement and
PJM Manuals.

Issued By:  Craig Glazer Effective: August 28, 2009
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iv. A Notification submitted pursuant to this section shall include the
start and stop times of the event and the amount of the demand
reduction;

V. The event period for self-scheduled Demand Resources shall be
defined as all hours in the day for which the Economic Load
Response Participant has provided a Notification.

1.5A.10 Economic Load Response Participant Aggregation.

Aggregations pursuant to Section 1.5A.1 shall be subject to the following
requirements:

i All end-use customers in an aggregation shall be specifically
identified;

ii. All end-use customers in an aggregation shall be served by the same
electric distribution company or Load Serving Entity;

iii. All end-use customers in an aggregation that settle at zonal or nodal
prices shall be located in the same Zone or at the same node,
respectively;

iv. If all end-use customers in an aggregation are not subject to the same
generation and transmission charges, the generation and transmission
charge for the aggregation shall be the load weighted average of the
generation and transmission charges for all end-use customers in the
aggregation. The Economic Load Response Participant shall provide
the load weighted average, the calculation of the load weighted
average, and the supporting data to the LSE and PJM. For the
purposes of this section, the applicable generation and transmission
charges are the charges an end-use customer would have otherwise
paid the Load Serving Entity absent the demand reduction;

V. A single CBL for the aggregation shall be used to determine
settlements pursuant to Sections 3.3A.4 and 3.3A.5.
15A11 Reporting

€)) PJM will post on its website a report of demand response activity, and will
provide a summary thereof to the PIM Markets and Reliability Committee on an
annual basis.

(b) As PJM receives evidence pursuant to section 1.5A.3, PJM will post on its
website a list of those Relevant Electric Retail Regulatory Authorities that
prohibit or condition retail participation in PJIM’s Economic Load Response
Program.

Craig Glazer Effective: August 28, 2009
Vice President, Federal Government Policy
November 20, 2009
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1.6  Office of the Interconnection.
1.6.1 Operation of the PIM Interchange Energy Market.

The Office of the Interconnection shall operate the PJM Interchange Energy
Market in accordance with this Agreement.

1.6.2 Scope of Services.

The Office of the Interconnection shall,—en-behalf-of-the Market-Participants;

perform the services pertaining to the PIM Interchange Energy Market specified
in this Agreement, including but not limited to the following:

Issued By:  Craig Glazer Effective: August 28, 2009
Vice President, Federal Government Policy
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i) Administer the PJM Interchange Energy Market as part of
the PJM Region, including scheduling and dispatching of
generation resources, accounting for transactions, rendering-bills-to
payments—to—the—Market—Participants,—maintaining appropriate
records, and monitoring the compliance of Market Participants
with the provisions of this Agreement, all in accordance with
applicable provisions of the Office-of the-tnterconnectionOperating
Agreement, and the Schedules to this Agreement;

i) Review and evaluate the qualification of entities to be
Market Buyers, Market Sellers, or Economic Load Response
Participants under applicable provisions of this Agreement;

iii) Coordinate, in accordance with applicable provisions of
this Agreement, the Reliability Assurance Agreement, the
Reliability Assurance Agreement-South, the Reliability Assurance
Agreement-West, and the Consolidated Transmission Owners
Agreement, maintenance schedules for generation and
transmission resources operated as part of the PJM Region;

iv) Provide or coordinate the provision of ancillary services
necessary for the operation of the PJM Region or the PJM
Interchange Energy Market;

V) Determine and declare that an Emergency is expected to
exist, exists, or has ceased to exist, in all or any part of the PJIM
Region, or in another directly or indirectly interconnected Control
Area and serve as a primary point of contact for interested state or
federal agencies;

vi) AdministerEnter—into—_(a) agreements for the transfer of
energy in conditions constituting an Emergency in the PJM Region
or in an interconnected Control Area, and the mutual provision of
other support in such Emergency conditions with other
interconnected Control Areas, and (b) purchases of Emergency
energy offered by Members from resources that are not Capacity
Resources in conditions constituting an Emergency in the PIM
Region;

Issued By: Craig Glazer Effective: September 18, 2006
Vice President, Federal Government Policy
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vii)  Coordinate the curtailment or shedding of load, or other
measures appropriate to alleviate an Emergency, in order to
preserve reliability in accordance with NERC, or Applicable
Regional Reliability Council principles, guidelines and standards,
and to ensure the operation of the PJM Region in accordance with
Good Utility Practice and this Agreement;

viii)  Protect confidential information as specified in this
Agreement; and

iX) Send a representative to meetings of the Members
Committee or other Committees, subcommittees, or working
groups specified in this Agreement or formed by the Members
Committee when requested to do so by the chair or other head of
such committee or other group.

1.6.3 Records and Reports.

The Office of the Interconnection shall prepare and maintain such records and
prepare such reports, including, but not limited to quarterly budget reports, as are
required to document the performance of its obligations to the Market Participants
hereunder in a form adopted by the Office of the Interconnection upon
consideration of the advice and recommendations of the Members Committee.
The Office of the Interconnection shall also produce special reports reasonably
requested by the Members Committee and consistent with FERC’s standards of
conduct; provided, however, the Market Participants shall reimburse the Office of
the Interconnection for the costs of producing any such report. Notwithstanding
the foregoing, the Office of the Interconnection shall not be required to disclose
confidential or commercially sensitive information in any such report.

1.6.4 PJM Manuals.

The Office of the Interconnection shall prepare, maintain and update the PJIM
Manuals consistent with this Agreement. The PIM Manuals shall be available for
inspection by the Market Participants, regulatory authorities with jurisdiction over
the LLC or any Member, and the public.

« - { Formatted: Indent: Left: 0.5", Tab stops: 1", J

1.6A PJMSettlement Left

1.6A.1 Scope of Services «— - [ Formatted: Tab stops: 1", Left ]

PJMSettlement shall perform the services pertaining to the PIM* ™~ '{f;;ma“ed: Indent: Left: 1.5", Tab stops: 1}

Interchange Energy Market specified in this Agreement, including, but not
limited to, the following:
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(0] PJMSettlement shall be the Counterparty to tl’ansaction&‘//‘{Formatted: Indent: Left: 2", Hanging: 0.5", }
(including ancillary services transactions) in the PJM Tab stops: 1.5", Left
Interchange Energy Market administered by the Office of
the Interconnection;

- {Formatted: Font: Not Bold J

(i) __PJIMSettlement shall render bills to the Market Participants, -

receiving payments from and disbursing payments to the
Market Participants; and

(iii)  For purposes of clarity, PJMSettlement shall not be a
Counterparty to (i) any bilateral transactions between
Market Participants, or (ii) with respect to self-supplied or
self-scheduled transactions reported to the Office of the
Interconnection. ,

- {Formatted: Font: Bold ]

1.7 General.
1.7.1 Market Sellers.

Only Market Sellers shall be eligible to submit offers to the Office of the
Interconnection for the sale of electric energy or related services in the PJIM
Interchange Energy Market. Market Sellers shall comply with the prices, terms,
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and operating characteristics of all Offer Data submitted to and accepted by the
PJM Interchange Energy Market.

1.7.2 Market Buyers.

Only Market Buyers shall be eligible to purchase energy or related services in the
PJM Interchange Energy Market. Market Buyers shall comply with all
requirements for making purchases from the PJM Interchange Energy Market.

1.7.2A Economic Load Response Participants.

Only Economic Load Response Participants shall be eligible to participate in the
Real-time Energy Market and the Day-ahead Energy Market by submitting offers to
the Office of the Interconnection to reduce demand.

1.7.3 Agents.

A Market Participant may participate in the PJM Interchange Energy Market
through an agent, provided that the Market Participant informs the Office of the
Interconnection in advance in writing of the appointment of such agent. A Market
Participant participating in the PJM Interchange Energy Market through an agent
shall be bound by all of the acts or representations of such agent with respect to
transactions in the PJM Interchange Energy Market, and shall ensure that any
such agent complies with the requirements of this Agreement.

1.7.4 General Obligations of the Market Participants.

@) In performing its obligations to the Office of the Interconnection
hereunder, each Market Participant shall at all times (i) follow Good Utility
Practice, (ii) comply with all applicable laws and regulations, (iii) comply with
the applicable principles, guidelines, standards and requirements of FERC, NERC
and Applicable Regional Reliability Councils, (iv) comply with the procedures
established for operation of the PJM Interchange Energy Market and PJM Region
and (v) cooperate with the Office of the Interconnection as necessary for the
operation of the PJIM Region in a safe, reliable manner consistent with Good
Utility Practice.

(b) Market Participants shall undertake all operations in or affecting
the PJM Interchange Energy Market and the PJIM Region including but not
limited to compliance with all Emergency procedures, in accordance with the
power and authority of the Office of the Interconnection with respect to the
operation of the PJM Interchange Energy Market and the PJM Region as
established in this Agreement, and as specified in the Schedules to this Agreement
and the PJM Manuals. Failure to comply with the foregoing operational
requirements shall subject a Market Participant to such reasonable charges or
other remedies or sanctions for non-compliance as may be established by the PJIM
Board, including legal or regulatory proceedings as authorized by the PJM Board
to enforce the obligations of this Agreement.

Craig Glazer Effective: February 24, 2006
Vice President, Federal Government Policy
December 28, 2005
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(c) The Office of the Interconnection may establish such committees
with a representative of each Market Participant, and the Market Participants
agree to provide appropriately qualified personnel for such committees, as may be
necessary for the Office of the Interconnection_and PIJMSettlement to perform its
obligations hereunder.

(d) All Market Participants shall provide to the Office of the
Interconnection the scheduling and other information specified in the Schedules to
this Agreement, and such other information as the Office of the Interconnection
may reasonably require for the reliable and efficient operation of the PJIM Region
and PJM Interchange Energy Market, and for compliance with applicable
regulatory requirements for posting market and related information. Such
information shall be provided as much in advance as possible, but in no event
later than the deadlines established by the Schedules to this Agreement, or by the
Office of the Interconnection in conformance with such Schedules. Such
information shall include, but not be limited to, maintenance and other anticipated
outages of generation or transmission facilities, scheduling and related
information on bilateral transactions and self-scheduled resources, and
implementation of active load management, interruption of load, and other load
reduction measures. The Office of the Interconnection shall abide by appropriate
requirements for the non-disclosure and protection of any confidential or
proprietary information given to the Office of the Interconnection by a Market
Participant. Each Market Participant shall maintain or cause to be maintained
compatible information and communications systems, as specified by the Office
of the Interconnection, required to transmit scheduling, dispatch, or other time-
sensitive information to the Office of the Interconnection in a timely manner.

(e) Subject to the requirements for Economic Load Response
Participants in section 1.5A above, each Market Participant shall install and
operate, or shall otherwise arrange for, metering and related equipment capable of
recording and transmitting all voice and data communications reasonably
necessary for the Office of the Interconnection and PIJMSettlement to perform the
services specified in this Agreement. A Market Participant that elects to be
separately billed for its PJIM Interchange shall, to the extent necessary, be
individually metered in accordance with Section 14 of this Agreement, or shall
agree upon an allocation of PJM Interchange between it and the Market
Participant through whose meters the unmetered Market Participant’s PIM
Interchange is delivered. The Office of the Interconnection shall be notified of
the allocation by the foregoing Market Participants.

) Each Market Participant shall operate, or shall cause to be
operated, any generating resources owned or controlled by such Market
Participant that are within the PJIM Region or otherwise supplying energy to or
through the PJM Region in a manner that is consistent with the standards,
requirements or
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directions of the Office of the Interconnection and that will permit the Office of
the Interconnection to perform its obligations under this Agreement; provided,
however, no Market Participant shall be required to take any action that is
inconsistent with Good Utility Practice or applicable law.

(9) Each Market Participant shall follow the directions of the Office of
the Interconnection to take actions to prevent, manage, alleviate or end an
Emergency in a manner consistent with this Agreement and the procedures of the
PJM Region as specified in the PJIM Manuals.

(h) Each Market Participant shall obtain and maintain all permits,
licenses or approvals required for the Market Participant to participate in the PJIM
Interchange Energy Market in the manner contemplated by this Agreement.

1.7.5 Market Operations Center.

Each Market Participant shall maintain a Market Operations Center, or shall make
appropriate arrangements for the performance of such services on its behalf. A
Market Operations Center shall meet the performance, equipment,
communications, staffing and training standards and requirements specified in this
Agreement for the scheduling and completion of transactions in the PJM
Interchange Energy Market and the maintenance of the reliable operation of the
PJM Region, and shall be sufficient to enable (i) a Market Seller or an Economic
Load Response Participant to perform all terms and conditions of its offers to the
PJM Interchange Energy Market, and (ii) a Market Buyer or an Economic Load
Response Participant to conform to the requirements for purchasing from the PJM
Interchange Energy Market.

1.7.6  Scheduling and Dispatching.

@) The Office of the Interconnection shall schedule and dispatch in
real-time generation resources and/or Demand Resources economically on the
basis of least-cost, security-constrained dispatch and the prices and operating
characteristics offered by Market Sellers, continuing until sufficient generation
resources and/or Demand Resources are dispatched to serve the PJM Interchange
Energy Market energy purchase requirements under normal system conditions of
the Market Buyers, as well as the requirements of the PJIM Region for ancillary
services provided by generation resources and/or Demand Resources, in
accordance with this Agreement. Such scheduling and dispatch shall recognize
transmission constraints on coordinated flowgates external to the Transmission
System in accordance with Appendix A to the Joint Operating Agreement
between the Midwest Independent Transmission System Operator, Inc. and PJM
Interconnection, L.L.C. (PJM Rate Schedule FERC No. 38) and on other such
flowgates that are coordinated in accordance with agreements between the LLC
and other entities. Scheduling and dispatch shall be conducted in accordance with
this Agreement.
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the Interconnection shall propose tariff or procedural changes, and undertake such
other efforts as may be appropriate, to resolve any such conflict or
incompatibility.

(c) To protect its generation or distribution facilities, or local
Transmission Facilities not under the monitoring responsibility and dispatch
control of the Office of the Interconnection, an entity may request that the Office
of the Interconnection schedule and dispatch generation or reductions in demand
to meet a limit on Transmission Facilities different from that which the Office of
the Interconnection has determined to be required for reliable operation of the
Transmission System. To the extent consistent with its other obligations under
this Agreement, the Office of the Interconnection shall schedule and dispatch
generation and reductions in demand in accordance with such request. An entity
that makes a request pursuant to this section 1.7.6(c) shall be responsible for all
generation and other costs resulting from its request that would not have been
incurred by operating the Transmission System and scheduling and dispatching
generation in the manner that the Office of the Interconnection otherwise has
determined to be required for reliable operation of the Transmission System.

1.7.7 Pricing.

The price paid for energy bought and sold in the PIM Interchange Energy Market
and for demand reductions will reflect the hourly Locational Marginal Price at
each load and generation bus, determined by the Office of the Interconnection in
accordance with this Agreement.  Transmission Congestion Charges and
Transmission Loss Charges, which shall be determined by differences in
Congestion Prices and Loss Prices in an hour, shall be calculated by the Office of
the Interconnection, and collected by PJMSettlement, and the revenues therefrom
shall be disbursed; by PJMSettlement the—Office—of-the—tnterconnection—in
accordance with this Schedule.

1.7.8 Generating Market Buyer Resources.

A Generating Market Buyer may elect to self-schedule its generation resources up
to that Generating Market Buyer’s Equivalent Load, in accordance with and
subject to the procedures specified in this Schedule, and the accounting and
billing requirements specified in Section 3 to this Schedule._ PJMSettlement shall
not be a contracting party with respect to such self-scheduled or self-supplied
transactions.

1.7.9 Delivery to an External Market Buyer.

A purchase of Spot Market Energy by an External Market Buyer shall be
delivered to a bus or busses at the electrical boundaries of the PJIM Region
specified by the Office of the Interconnection, or to load in such area that is not
Craig Glazer Effective: June 1, 2007
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served by Network Transmission Service, using Point-to-Point Transmission
Service paid for by the External Market Buyer. Further delivery of such energy
shall be the responsibility of the External Market Buyer.
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1.7.10 Other Transactions.

@) Bilateral Transactions.

0] In addition to transactions in the PJM Interchange Energy
Market, Market Participants may enter into bilateral contracts for the purchase or
sale of electric energy to or from each other or any other entity, subject to the
obligations of Market Participants to make Capacity Resources available for
dispatch by the Office of the Interconnection. Such bilateral contracts shall be for
the physical transfer of energy to or from a Market Participant and shall be
reported to and coordinated with the Office of the Interconnection in accordance
with this Schedule and pursuant to the LLC’s rules relating to its eSchedules and
Enhanced Energy Scheduler tools.

(i)  For purposes of clarity, with respect to all bilateral
contracts for the physical transfer of energy to a Market Participant inside the
PJM Region, title to the energy that is the subject of the bilateral contract shall
pass to the buyer at the source specified for the bilateral contract, and the further
transmission of the energy or further sale of the energy into the PJM Interchange
Energy Market shall be transacted by the buyer under the bilateral contract. With
respect to all bilateral contracts for the physical transfer of energy to an entity
outside the PJIM Region, title to the energy shall pass to the buyer at the border of
the PJIM Region and shall be delivered to the border using transmission service.
In no event shall the purchase and sale of energy between Market Participants
under a bilateral contract constitute a transaction in the PJM Interchange Energy
Market_or be construed to define PJMSettlement as a contracting party to any
bilateral transactions between Market Participants.

(iif)  Market Participants that are parties to bilateral contracts for
the purchase and sale and physical transfer of energy reported to and coordinated
with the Office of the Interconnection under this Schedule shall use all reasonable
efforts, consistent with Good Utility Practice, to limit the megawatt hours of such
reported transactions to amounts reflecting the expected load and other physical
delivery obligations of the buyer under the bilateral contract.

(iv)  All payments and related charges for the energy associated
with a bilateral contract shall be arranged between the parties to the bilateral
contract and shall not be billed or settled by the Office of the Interconnection_or
PJMSettlement. NeithertThe LLC, PJMSettlement, and-rer the Members will not
assume financial responsibility for the failure of a party to perform obligations
owed to the other party under a bilateral contract reported and coordinated with
the Office of the Interconnection under this Schedule.

- - -- 1 F tted: Indent: Left: 1", First line: 0.5",
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indemnify the LLC, PJMSettlement, and the Members for the costs of any Spot

Issued By:  Craig Glazer Effective: February 1, 2009
Vice President, Government Policy
Issued On: December 2, 2008



PJM Interconnection, L.L.C. Fifth Revised Sheet No. 341
FERC Electric Tariff Superseding Third Revised Sheet No. 341
Sixth Revised Volume No. 1
Market Backup used to meet the bilateral contract seller’s obligation to deliver
energy under the

Issued By:  Craig Glazer Effective: February 1, 2009
Vice President, Government Policy
Issued On: December 2, 2008



PJM Interconnection, L.L.C. Substitute Original Sheet No. 341A
FERC Electric Tariff Superseding Original Sheet No. 341A
Sixth Revised Volume No. 1

bilateral contract and for which payment is not made to PJMSettlement the-LLEC
by the seller under the bilateral contract, as determined by the Office of the
Interconnection. Upon any default in obligations to the LLC or PIMSettlement by
a Market Participant, the Office of the Interconnection shall (i) not accept any
new eSchedules or Enhanced Energy Scheduler reporting by the Market
Participant and (ii) terminate all of the Market Participant’s eSchedules and
Enhanced Energy Schedules associated with its bilateral contracts previously
reported to the Office of the Interconnection for all days where delivery has not
yet occurred. All claims regarding a buyer’s default to a seller under a bilateral
contract shall be resolved solely between the buyer and the seller. In such
circumstances, the seller may instruct the Office of the Interconnection to
terminate all of the eSchedules and Enhanced Energy Schedules associated with
bilateral contracts between buyer and seller previously reported to the Office of
the Interconnection. Fhe-Office-ofthe-lnterconnectionPJMSettlement shall assign
its claims against a seller with respect to a seller’s nonpayment for Spot Market
Backup to a buyer to the extent that the buyer has made an indemnification
payment to PJMSettlement the-Office-ofthetnterconnection-with respect to the
seller’s nonpayment.

(vi)  Bilateral contracts that do not contemplate the physical
transfer of energy to or from a Market Participant are not subject to this Schedule,
shall not be reported to and coordinated with the Office of the Interconnection,
and shall not in any way constitute a transaction in the PJM Interchange Energy
Market.

(b) Market Participants shall have Spot Market Backup with respect to«- - - { Formatted: Justified

all bilateral transactions that contemplate the physical transfer of energy to or
from a Market Participant, that are not dynamically scheduled pursuant to
Section 1.12 and that are curtailed or interrupted for any reason (except for
curtailments or interruptions through active load management for load located
within the PJM Region).

(c) To the extent the Office of the Interconnection dispatches a
Generating Market Buyer’s generation resources, such Generating Market Buyer
may elect to net the output of such resources against its hourly Equivalent Load.
Such a Generating Market Buyer shall be deemed a buyer from the PJM
Interchange Energy Market to the extent of its PIM Interchange Imports, and shall
be deemed a seller to the PJIM Interchange Energy Market to the extent of its PJM
Interchange Exports.

(d) A Market Seller may self-supply Station Power for its generation
facility in accordance with the following provisions:

0] A Market Seller may self-supply Station Power for its
generation facility during any month (1) when the net output of
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1.7.11 Emergencies.

(@)

(b)

The Office of the Interconnection, with the assistance of the Members’
dispatchers as it may request, shall be responsible for monitoring the
operation of the PJM Region, for declaring the existence of an Emergency,
and for directing the operations of Market Participants as necessary to
manage, alleviate or end an Emergency. The standards, policies and
procedures of the Office of the Interconnection for declaring the existence
of an Emergency, including but not limited to a Minimum Generation
Emergency, and for managing, alleviating or ending an Emergency, shall
apply to all Members on a non-discriminatory basis. Actions by the
Office of the Interconnection and the Market Participants shall be carried
out in accordance with this Agreement, the NERC Operating Policies,
Applicable Regional Reliability Council reliability principles and
standards, Good Utility Practice, and the PJM Manuals. A declaration that
an Emergency exists or is likely to exist by the Office of the
Interconnection shall be binding on all Market Participants until the Office
of the Interconnection announces that the actual or threatened Emergency
no longer exists.  Consistent with existing contracts, all Market
Participants shall comply with all directions from the Office of the
Interconnection for the purpose of managing, alleviating or ending an
Emergency. The Market Participants shall authorize the Office of the
Interconnection_and PJMSettlement to purchase or sell energy on their
behalf to meet an Emergency, and otherwise to implement agreements
with other Control Areas interconnected with the PJM Region for the
mutual provision of service to meet an Emergency, in accordance with this
Agreement.

To the extent load must be shed to alleviate an Emergency in a Control
Zone, the Office of the Interconnection shall, to the maximum extent
practicable, direct the shedding of load within such Control Zone. The
Office of the Interconnection may shed load in one Control Zone to
alleviate an Emergency in another Control Zone under its control only as
necessary after having first shed load to the maximum extent practicable
in the Control Zone experiencing the Emergency and only to the extent
that PIM supports other control areas (not under its control) in those
situations where load shedding would be necessary, such as to prevent
isolation of facilities within the Eastern Interconnection, to prevent voltage
collapse, or to restore system frequency following a system collapse;
provided, however, that the Office of the Interconnection may not order a
manual load dump in a Control Zone solely to address capacity
deficiencies in another Control Zone.  This paragraph shall be
implemented consistent with the North American Electric Reliability
Council and applicable reliability council standards.
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1.7.13 Relationship to the PJIM Region.

The PJM Interchange Energy Market operates within and subject to the
requirements for the operation of the PJM Region.

1.7.14 PIM Manuals.

The Office of the Interconnection shall be responsible for maintaining, updating,
and promulgating the PJIM Manuals as they relate to the operation of the PIM
Interchange Energy Market. The PJIM Manuals, as they relate to the operation of
the PJM Interchange Energy Market, shall conform and comply with this
Agreement, NERC operating policies, and Applicable Regional Reliability
Council reliability principles, guidelines and standards, and shall be designed to
facilitate administration of an efficient energy market within industry reliability
standards and the physical capabilities of the PJM Region.

1.7.15 Corrective Action.

Consistent with Good Utility Practice, the Office of the Interconnection shall be
authorized to direct or coordinate corrective action, whether or not specified in the
PJM Manuals, as necessary to alleviate unusual conditions that threaten the
integrity or reliability of the PJM Region, or the regional power system.

1.7.16 Recording.

Subject to the requirements of applicable State or federal law, all voice
communications with the Office of the Interconnection Control Center may be
recorded by the Office of the Interconnection and any Market Participant
communicating with the Office of the Interconnection Control Center, and each
Market Participant hereby consents to such recording.

1.7.17 Operating Reserves.

@) The following procedures shall apply to any generation unit
subject to the dispatch of the Office of the Interconnection for which construction
commenced before July 9, 1996, or any Demand Resource subject to the dispatch
of the Office of the Interconnection.

(b) The Office of the Interconnection shall schedule to the Operating
Reserve and load-following objectives of the Control Zones of the PJIM Region
and the PJM Interchange Energy Market in scheduling generation resources
and/or Demand Resources pursuant to this Schedule. A table of Operating
Reserve objectives for each Control Zone is calculated and published annually
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in the PJIM Manuals. Reserve levels are probabilistically determined based on the
season’s historical load forecasting error and forced outage rates.

©) Nuclear generation resources shall not be eligible for Operating
Reserve payments unless: 1) the Office of the Interconnection directs such
resources to reduce output, in which case, such units shall be compensated in
accordance with section 3.2.3(f) of this Schedule; or 2) the resource submits a
request for a risk premium to the Market Monitoring Unit under the procedures
specified in Section I1.B of Attachment M - Appendix. A nuclear generation
resource (i) must submit a risk premium consistent with its agreement under such
process, or, (ii) if it has not agreed with the Market Monitoring Unit on an
appropriate risk premium, may submit its own determination of an appropriate
risk premium to the Office of the Interconnection, subject to acceptance by the
Office of the Interconnection, with or without prior approval from the
Commission.

(d) PJMSettlement shall be the Counterparty to the purchases and
sales of Operating Reserve in the PJM Interchange Enerqy Market.

1.7.18 Regulation.

@) Regulation to meet the Regulation objective of each Regulation
Zone shall be supplied from generation resources and/or Demand Resources
located within the metered electrical boundaries of such Regulation Zone.
Generating Market Buyers, and Market Sellers offering Regulation, shall comply
with applicable standards and requirements for Regulation capability and dispatch
specified in the PJM Manuals.
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(d) A unit capable of automatic energy dispatch that also is providing
Synchronized Reserve shall have its energy dispatch range reduced by the amount
of the Synchronized Reserve provided. The amount of Synchronized Reserve
provided by a generation unit shall serve to redefine the Normal Maximum
Generation energy limit of that generation unit in that the amount of Synchronized
Reserve provided shall be subtracted from its Normal Maximum Generation
energy limit.

(@) In addition to transactions in the Regulation market, Synchronized
Reserve market, and Day-ahead Scheduling Reserves Market, Market Participants
may _enter into bilateral contracts for the purchase or sale of Regulation,
Synchronized Reserve, or Day-ahead Scheduling Reserves to or from each other
or any other entity. Such bilateral contracts shall be for the physical transfer of
Regulation, Synchronized Reserve, or Day-ahead Scheduling Reserves to or from
a Market Participant and shall be reported to and coordinated with the Office of
the Interconnection in accordance with this Schedule and pursuant to the LLC’s
rules relating to its eMarket tools.

(b) For purposes of clarity, with respect to all bilateral contracts for the
physical transfer of Requlation, Synchronized Reserve, or Day-ahead Scheduling
Reserves to a Market Participant in the PJM Region, title to the product that is the
subject of the bilateral contract shall pass to the buyer at the source specified for
the bilateral contract, and any further transactions associated with such products
or further sale of such Regulation, Synchronized Reserve, or Day-ahead
Scheduling Reserves in the markets for Regulation, Synchronized Reserve, or
Day-ahead Scheduling Reserves, respectively, shall be transacted by the buyer
under the bilateral contract. In no event shall the purchase and sale of Requlation,
Synchronized Reserve, or Day-ahead Scheduling Reserves between Market
Participants under a bilateral contract constitute a transaction in PJM’s markets
for Requlation, Synchronized Reserve, or Day-ahead Scheduling Reserves, or
otherwise be construed to define PJMSettlement as a contracting party to any
bilateral transactions between Market Participants.

(c) Market Participants that are parties to bilateral contracts for the
purchase and sale and physical transfer of Regulation, Synchronized Reserve, or
Day-ahead Scheduling Reserves reported to and coordinated with the Office of
the Interconnection under this Schedule shall use all reasonable efforts, consistent
with Good Utility Practice, to limit the amounts of such reported transactions to
amounts reflecting the expected requirements for Regulation, Synchronized
Reserve, or Day-ahead Scheduling Reserves of the buyer pursuant to such
bilateral contracts.
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(d) All payments and related charges for the Regulation, Synchronized
Reserve, or Day-ahead Scheduling Reserves associated with a bilateral contract
shall be arranged between the parties to the bilateral contract and shall not be
billed or settled by the Office of the Interconnection. The LLC, PJMSettlement,
and the Members will not assume financial responsibility for the failure of a party
to perform obligations owed to the other party under a bilateral contract reported
and coordinated with the Office of the Interconnection under this Schedule.

(e) A buyer under a bilateral contract shall guarantee and indemnify
the LLC, PJMSettlement. and the Members for the costs of any purchases by the
seller under the bilateral contract in the markets for Requlations, Synchronized
Reserve, or Day-ahead Scheduling Reserves used to meet the bilateral contract
seller’s obligation to deliver Regulation, Synchronized Reserve, or Day-ahead
Scheduling Reserves under the bilateral contract and for which payment is not
made to PJMSettlement by the seller under the bilateral contract, as determined
by the Office of the Interconnection. Upon any default in obligations to the LLC
or PJMSettlement by a Market Participant, the Office of the Interconnection shall
(i) not accept any new eMarket reporting by the Market Participant and (ii)
terminate all of the Market Participant’s reporting of eMarkets schedules
associated with its bilateral contracts previously reported to the Office of the
Interconnection for all days where delivery has not yet occurred. All claims
regarding a buyer’s default to a seller under a bilateral contract shall be resolved
solely between the buyer and the seller. In such circumstances, the seller may
instruct the Office of the Interconnection to terminate all of the reported eMarkets
schedules associated with bilateral contracts between buyer and seller previously
reported to the Office of the Interconnection.

(H) Market Participants shall purchase Regulation, Synchronized
Reserve, or Day-ahead Scheduling Reserves from PJM’s markets for Regulation,
Synchronized Reserve, Day-ahead Scheduling Reserves, in quantities sufficient to
complete the delivery or receipt obligations of a bilateral contract that has been
curtailed or interrupted for any reason, with respect to all bilateral transactions
that contemplate the physical transfer of Regulation, Synchronized Reserve, or
Day-ahead Scheduling Reserves to or from a Market Participant.

1.7.20 Communication and Operating Requirements.

@) Market Participants. Each Market Participant shall have, or shall
arrange to have, its transactions in the PJM Interchange Energy Market subject to
control by a Market Operations Center, with staffing and communications
systems capable of real-time communication with the Office of the
Interconnection during normal and Emergency conditions and of control of the
Market Participant’s relevant load or facilities sufficient to meet the requirements
of the Market Participant’s transactions with the PJM Interchange Energy Market,
including but not limited to the following requirements as applicable.
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(b) Market Sellers selling from generation resources and/or Demand
Resources within the PJM Region shall:  report to the Office of the
Interconnection sources of energy and Demand Resources available for operation;
supply to the Office of the Interconnection all applicable Offer Data; report to the
Office of the Interconnection generation resources and Demand Resources that
are self-scheduled; with respect to generation resources, report to the Office of the
Interconnection bilateral sales transactions to buyers not within the PJM Region;
confirm to the Office of the Interconnection bilateral sales to Market Buyers
within the PJIM Region; respond to the Office of the Interconnection’s directives
to start, shutdown or change output levels of generation units, or change
scheduled voltages or reactive output levels of generation units, or reduce load
from Demand Resources; continuously maintain all Offer Data concurrent with
on-line operating information; and ensure that, where so equipped, generating
equipment and Demand Resources are operated with control equipment
functioning as specified in the PJM Manuals.

(c) Market Sellers selling from generation resources outside the PIM
Region shall: provide to the Office of the Interconnection all applicable Offer
Data, including offers specifying amounts of energy available, hours of
availability and prices of energy and other services; respond to Office of the
Interconnection directives to schedule delivery or change delivery schedules; and
communicate delivery schedules to the Market Seller’s Control Area.

(d) Market Participants that are Load Serving Entities or purchasing
on behalf of Load Serving Entities shall: respond to Office of the Interconnection
directives for load management steps; report to the Office of the Interconnection
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) The Office of the Interconnection shall coordinate with other

interconnected Control Area as necessary to manage, alleviate or end an
Emergency.

1.10

Scheduling.
1.10.1 General.

@) The Office of the Interconnection shall administer
scheduling processes to implement a Day-ahead Energy market and a
Real-time Energy Market._ PJMSettlement shall be the Counterparty to the
purchases and sales of energy that clear the Day-ahead Energy Market and
the Real-time Energy Market; provided that PJIMSettlement shall not be a
contracting party to bilateral transactions between Market Participants or
with respect to a Generating Market Buyer’s self-schedule or self-supply
of its generation resources up to that Generating Market Buyer’s

Equivalent Load.

(b) The Day-ahead Energy Market shall enable Market
Participants to purchase and sell energy through the PJM Interchange
Energy Market at Day-ahead Prices and enable transmission customers to
reserve transmission service with Transmission Congestion Charges and
Transmission Loss Charges based on locational differences in Day-ahead
Prices. Market Participants whose purchases and sales, and transmission
customers whose transmission uses are scheduled in the Day-ahead
Energy Market, shall be obligated to purchase or sell energy, or pay
Transmission Congestion Charges and Transmission Loss Charges, at the
applicable Day-ahead Prices for the amounts scheduled.

(©) In the Real-time Energy Market, Market Participants that
deviate from the amounts of energy purchases or sales, or transmission
customers that deviate from the transmission uses, scheduled in the Day-
ahead Energy Market shall be obligated to purchase or sell energy, or pay
Transmission Congestion Charges and Transmission Loss Charges, for the
amount of the deviations at the applicable Real-time Prices or price
differences, unless otherwise specified by this Schedule.

(d) The following scheduling procedures and principles shall
govern the commitment of resources to the Day-ahead Energy Market and
the Real-time Energy Market over a period extending from one week to
one hour prior to the real-time dispatch. Scheduling encompasses the day-
ahead and hourly scheduling process, through which the Office of the
Interconnection determines the Day-ahead Energy Market and determines,
based on changing forecasts of conditions and actions by Market
Participants and system constraints, a plan to serve the hourly energy and
reserve requirements of the Internal Market Buyers and the purchase
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requests of the External Market Buyers in the least costly manner, subject
to maintaining the reliability of the PJIM Region. Scheduling shall be
conducted as specified below, subject to the following condition. If the
Office of the Interconnection’s forecast for the next seven days projects a
likelihood of Emergency conditions, the Office
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(b) If an entity has made the election specified in Section (a), then
PJM shall not request security coordinators to curtail such entity’s energy
transactions, except as may be necessary to respond to Emergencies.

(©) In order to make elections under this Section 1.10.6A, an entity
must (i) have met the creditworthiness standards established by the Office of the
Interconnection or provided a letter of credit or other form of security acceptable
to the Office of the Interconnection, and (ii) have executed either the Agreement,
a Service Agreement under the PJM Tariff, or other agreement committing to pay
all Transmission Congestion Charges incurred under this Section.

1.10.7 Bilateral Transactions.

Bilateral transactions as to which the parties have notified the Office of the
Interconnection by the deadline specified in Section 1.10.1A that they elect not to
be included in the Day-ahead Energy Market and that they are not willing to incur
Transmission Congestion Charges in the Real-time Energy Market shall be
curtailed by the Office of the Interconnection as necessary to reduce or alleviate
transmission congestion. Bilateral transactions that were not included in the Day-
ahead Energy Market and that are willing to incur congestion charges and
bilateral transactions that were accepted in the Day-ahead Energy Market shall
continue to be implemented during periods of congestion, except as may be
necessary to respond to Emergencies.

1.10.8 Office of the Interconnection Responsibilities.

@) The Office of the Interconnection shall use its best efforts to
determine (i) the least-cost means of satisfying the projected hourly requirements
for energy, Operating Reserves, and other ancillary services of the Market Buyers,
including the reliability requirements of the PJM Region, of the Day-ahead
Energy Market, and (ii) the least-cost means of satisfying the Operating Reserve
and other ancillary service requirements for any portion of the load forecast of the
Office of the Interconnection for the Operating Day in excess of that scheduled in
the Day-ahead Energy Market. In making these determinations, the Office of the
Interconnection shall take into account: (i) the Office of the Interconnection’s
forecasts of PJM Interchange Energy Market and PJM Region energy
requirements, giving due consideration to the energy requirement forecasts and
purchase requests submitted by Market Buyers; (ii) the offers submitted by
Market Sellers; (iii) the availability of limited energy resources; (iv) the capacity,
location, and other relevant characteristics of self-scheduled resources; (v) the
objectives of each Control Zone for Operating Reserves, as specified in the PIM
Manuals; (vi) the requirements of each Regulation Zone for Regulation and other
ancillary services, as specified in the PJIM Manuals; (vii) the benefits of avoiding
or minimizing transmission constraint control operations,
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as specified in the PJIM Manuals; and (viii) such other factors as the Office of the
Interconnection reasonably concludes are relevant to the foregoing determination,
including, without limitation, transmission constraints on external coordinated
flowgates to the extent provided by section 1.7.6. The Office of the
Interconnection shall develop a Day-ahead Energy Market based on the foregoing
determination, and shall determine the Day-ahead Prices resulting from such
schedule. The Office of the Interconnection shall report the planned schedule for
a hydropower resource to the operator of that resource as necessary for plant
safety and security, and legal limitations on pond elevations.

(b) Not later than 4:00 p.m. of the day before each Operating Day, or
such earlier deadline as may be specified by the Office of the Interconnection in
the PJM Manuals, the Office of the Interconnection shall: (i) post the aggregate
Day-ahead Energy Market; (ii) post the Day-ahead Prices; and (iii) inform the
Market Sellers, Market Buyers, and Economic Load Response Participants of
their scheduled injections, withdrawals, and demand reductions respectively.

(c) Following posting of the information specified in Section
1.10.8(b), the Office of the Interconnection shall revise its schedule of generation
resources to reflect updated projections of load, conditions affecting electric
system operations in the PJM Region, the availability of and constraints on
limited energy and other resources, transmission constraints, and other relevant
factors. The Office of the Interconnection shall post on the PJIM Open Access
Same-time Information System at times specified in the PJIM Manuals a revised
forecast of the location and duration of any expected transmission congestion, and
of the range of differences in Locational Marginal Prices between major subareas
of the PIM Region expected to result from such transmission congestion.

(d) Market Buyers shall pay PJMSettlement and Market Sellers shall
be paid by PJMSettlement for the quantities of energy scheduled in the Day-ahead
Energy Market at the Day-ahead Prices. Economic Load Response Participants
shall be paid for scheduled demand reductions pursuant to Section 3.3A of this
Schedule.

1.10.9 Hourly Scheduling.

@) Following the initial posting by the Office of the Interconnection
of the Locational Marginal Prices resulting from the Day-ahead Energy Market,
and subject to the right of the Office of the Interconnection to schedule and
dispatch pool-scheduled resources and to direct that schedules be changed in an
Emergency, a generation rebidding period shall exist from 4:00 p.m. to 6:00 p.m. on
the day before each Operating Day. During the rebidding period, Market
Participants may submit revisions to generation offer data for any generation
resource that was not selected as a pool-scheduled resource in the Day-ahead Energy
Market. Adjustments to Day-ahead Energy Markets shall be settled at the applicable
Real-time Prices, and shall not affect the obligation to pay or receive payment for the
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PJM Manuals. Each Market Seller shall ensure that the entity controlling a pool-
dispatched resource offered or made available by that Market Seller complies
with the energy dispatch signals and instructions transmitted by the Office of the
Interconnection.

1.11.3A Maximum Generation Emergency.

If the Office of the Interconnection declares a Maximum Generation Emergency,
all deliveries to load that is served by Point-to-Point Transmission Service outside
the PJM Region from Generation Capacity Resources committed to service of
PJM loads under the Reliability Pricing Model or Fixed Resource Requirement
Alternative may be interrupted in order to serve load in the PJM Region.

1.11.4 Regulation.

@) A Market Buyer may satisfy its Regulation Obligation from its
own generation resources and/or Demand Resources capable of performing
Regulation service, by contractual arrangements with other Market Participants
able to provide Regulation service, or by purchases from the PJIM Interchange
Energy Market at the rates set forth in Section 3.2.2._ PJMSettlement shall be the
Counterparty to the purchases and sales of Regulation service in the PJM
Interchange Energy Market; provided that PJMSettlement shall not be a
contracting party to bilateral transactions between Market Participants or with
respect to a self-schedule or self-supply of generation resources by a Market
Buyer to satisfy its Regulation Obligation.

(b)  The Office of the Interconnection shall obtain Regulation service
from the least-cost alternatives available from either pool-scheduled or self-
scheduled generation resources and/or Demand Resources as needed to meet
Regulation Zone requirements not otherwise satisfied by the Market Buyers.
Generation resources or Demand Resources offering to sell Regulation shall be
selected to provide Regulation on the basis of each generation resource’s and
Demand Resource’s regulation offer and the estimated opportunity cost of a
resource providing regulation and in accordance with the Office of the
Interconnection’s obligation to minimize the total cost of energy, Operating
Reserves, Regulation, and other ancillary services. Estimated opportunity costs
for generation resources shall be determined by the Office of the Interconnection
on the basis of the expected value of the energy sales that would be foregone or
uneconomic energy that would be produced by the resource in order to provide
Regulation, in accordance with procedures specified in the PJIM Manuals.
Estimated opportunity costs for Demand Resources will be zero. If the Office of
the Interconnection is not able to distinguish resources offering Regulation on the
basis of their regulation offers and estimated opportunity costs, resources shall be
selected on the basis of the quality of Regulation provided by the resource as
determined by tests administered by the Office of the Interconnection.
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(c) The Office of the Interconnection shall dispatch resources for
Regulation by sending Regulation signals and instructions to generation resources
and/or Demand Resources from which Regulation service has been offered by
Market Sellers, in accordance with the PIM Manuals. Market Sellers shall
comply with Regulation dispatch signals and instructions transmitted by the
Office of the Interconnection and, in the event
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of conflict, Regulation dispatch signals and instructions shall take precedence
over energy dispatch signals and instructions. Market Sellers shall exert all
reasonable efforts to operate, or ensure the operation of, their resources supplying
load in the PJM Region as close to desired output levels as practical, consistent
with Good Utility Practice.

1.11.4A Synchronized Reserve.

@ A Market Buyer may satisfy its Synchronized Reserve Obligation
from its own generation resources and/or Demand Resources capable of providing
Synchronized Reserve, by contractual arrangements with other Market
Participants able to provide Synchronized Reserve, or by purchases from the PIM
Synchronized Reserve Market at the rates set forth in Section 3.2.3A.
PJMSettlement shall be the Counterparty to the purchases and sales of
Synchronized Reserve in the PJM Interchange Energy Market; provided that
PJMSettlement shall not be a contracting party to bilateral transactions between
Market Participants or with respect to a self-schedule or self-supply of generation
resources by a Market Buyer to satisfy its Synchronized Reserve Obligation.

(b)  The Office of the Interconnection shall obtain Synchronized
Reserve from the least-cost alternatives available from either pool-scheduled or
self-scheduled generation resources and/or Demand Resources as needed to meet
the Synchronized Reserve requirements of each Synchronized Reserve Zone of
the PJM Region not otherwise satisfied by the Market Buyers. Resources offering
to sell Synchronized Reserve shall be selected to provide Synchronized Reserve
on the basis of each generation resource’s and/or Demand Resource’s
Synchronized Reserve offer and the estimated unit specific opportunity cost of the
resource providing Synchronized Reserve, and in accordance with the Office of
the Interconnection’s obligation to minimize the total cost of energy, Operating
Reserves, Synchronized Reserve and other ancillary services. Estimated unit
specific opportunity costs for generation resources shall be equal to the sum of (i)
the product of (A) the megawatts of energy used by the generation resource to
provide Synchronized Reserve as submitted as part of the generation resource’s
Synchronized Reserve offer times (B) the Locational Marginal Price at the
generation bus of the generation resource, and (ii) the product of (A) the deviation
of the generation resource’s output necessary to follow the Office of the
Interconnection’s signals and instructions from the generation resource’s expected
output level if it had been dispatched in economic merit order, times (B) the
absolute value of the difference between the Locational marginal Price at the
generation bus for the generation resource and the offer price for energy from the
generation resource (at the megawatt level of the Synchronized Reserve set point
for the resource) in the PJM Interchange Energy Market. Opportunity costs for
Demand Resources will be zero.

(c)  The Office of the Interconnection shall dispatch generation
resources and/or Demand Resources for Synchronized Reserve by sending
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Synchronized Reserve instructions to generation resources and/or Demand
Resources from which Synchronized Reserve has been offered by Market Sellers,
in accordance with the PJIM Manuals. Market Sellers shall comply with
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achieved after 10 minutes by either the end of the event or after 30 minutes from the start of the
event, whichever is shorter. The response actually credited to a Demand Resource will be
reduced by the amount the megawatt consumption of the Demand Resource exceeds the level
achieved after 10 minutes by either the end of the event or after 30 minutes from the start of the
event, whichever is shorter.

() The magnitude of response by a Batch Load Demand Resource that is at the
stage in its production cycle when its energy consumption is less than the level of megawattts in
its offer at the start of a Synchronized Reserve Event shall be the difference between (i) the
Batch Load Demand Resource’s consumption at the end of the Synchronized Reserve Event and
(ii) the Batch Load Demand Resource’s consumption during the minute within the ten minutes
after the end of the Synchronized Reserve Event in which the Batch Load Demand Resource’s
consumption was highest and for which its consumption in all subsequent minutes within the ten
minutes was not less than fifty percent of the consumption in such minute; provided that, the
magnitude of the response shall be zero if, when the Synchronized Reserve Event commences,
the scheduled off-cycle stage of the production cycle is greater than ten minutes.

3.2.3A.01 Day-ahead Scheduling Reserves.

@ The Office of the Interconnection shall satisfy the Day-ahead Scheduling
Reserves Requirement by procuring Day-ahead Scheduling Reserves in the Day-ahead
Scheduling Reserves Market from Day-ahead Scheduling Reserves Resources, provided that
Demand Resources shall be limited to providing the lesser of any limit established by the
Reliability First Corporation or SERC, as applicable, or twenty-five percent of the total Day-
ahead Scheduling Reserves Requirement. Day-ahead Scheduling Reserves Resources that clear
in the Day-ahead Scheduling Reserves Market shall receive a Day-ahead Scheduling Reserves
schedule from the Office of the Interconnection for the relevant Operating Day. PJMSettlement
shall be the Counterparty to the purchases and sales of Day-ahead Scheduling Reserves in the
PJM Interchange Energy Market; provided that PJMSettlement shall not be a contracting party to
bilateral transactions between Market Participants or with respect to a self-schedule or self-
supply of generation resources by a Market Buyer to satisfy its Day-ahead Scheduling Reserves
Requirement.

(b) A Day-ahead Scheduling Reserves Resource that receives a Day-ahead
Scheduling Reserves schedule pursuant to subsection (a) of this section shall be paid the hourly
Day-ahead Scheduling Reserves Market clearing price for the MW obligation in each hour of the
schedule, subject to meeting the requirements of subsection (c) of this section.

(c) To be eligible for payment pursuant to subsection (b) of this section, Day-
ahead Scheduling Reserves Resources shall comply with the following provisions:

0] Generation resources with a start time greater than thirty minutes
are required to be synchronized and operating at the direction of
the Office of the Interconnection during the resource’s Day-ahead
Scheduling Reserves schedule and shall have a dispatchable range
equal to or greater than the Day-ahead Scheduling Reserves
schedule.

(i)  Generation resources and Demand Resources with start times or
shut-down times, respectively, equal to or less than 30 minutes are
required to respond to dispatch directives from the Office of the
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Interconnection during the resource’s Day-ahead Scheduling
Reserves schedule. To meet this requirement the resource shall be
required to start or shut down within the specified notification time
plus its start or shut down time, provided that such time shall be
less than thirty minutes.
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3.3

(b) Net revenues in excess of Real-time Prices attributable to sales of
energy in connection with Emergencies to other Control Areas shall be credited to
Market Participants during each hour of such Emergency energy sale in
proportion to the sum of (i) each Market Participant’s real-time deviation from its
net PJM Interchange in the Day-ahead Energy Market, whenever that deviation
increases the Market Participant’s spot market purchases or decreases its spot
market sales, and (ii) each Market Participant’s energy sales from within the PIM
Region to entities outside the PJIM Region that have been curtailed by PJM.

(c) The net costs or net revenues associated with sales or purchases of
hourly energy in connection with a Minimum Generation Emergency in the PJIM
Region, or in another Control Area, shall be allocated during each hour of such
Emergency sale or purchase to each Market Participant in proportion to the
amount of each Market Participant’s real-time deviation from its net PJM
Interchange in the Day-ahead Market, whenever that deviation increases the
Market Participant’s spot market sales or decreases its spot market purchases.

3.2.7 Billing.

@) PJMSettlement Fhe-Office-of-the-Interconnection-shall prepare a
billing statement each billing cycle for each Market Buyer in accordance with the
charges and credits specified in Sections 3.2.1 through 3.2.6 of this Schedule, and
showing the net amount to be paid or received by the Market Buyer. Billing
statements shall provide sufficient detail, as specified in the PJIM Manuals, to
allow verification of the billing amounts and completion of the Market Buyer’s
internal accounting.

(b) If deliveries to a Market Buyer that has PJM Interchange meters in
accordance with Section 14 of the Operating Agreement include amounts
delivered for a Market Participant that does not have PJM Interchange meters
separate from those of the metered Market Buyer, the—Office—of—the
Interconneetion-PIJMSettlement shall prepare a separate billing statement for the
unmetered Market Participant based on the allocation of deliveries agreed upon
between the Market Buyer and the unmetered Market Participant specified by
them to the Office of the Interconnection.

Market Sellers.

Except as provided in the following sentence, the accounting and billing principles and
procedures applicable to Generating Market Buyers functioning as Market Sellers shall
be as set forth in Section 3.2. This Section sets forth the accounting and billing principles
and procedures applicable to all other Market Sellers, and to Generating Market Buyers
functioning as Market Sellers with respect to any matters not specified in Section 3.2.
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336 Billing.

Fhe-Office-of the-Interconnection-PJMSettlement shall prepare a billing statement
each billing cycle for each Market Seller in accordance with the charges and
credits specified in Sections 3.3.1 through 3.3.5 of this Schedule, and showing the
net amount to be paid or received by the Market Seller. Billing statements shall
provide sufficient detail, as specified in the PIM Manuals, to allow verification of
the billing amounts and completion of the Market Seller’s internal accounting.

Economic Load Response Participants.
3.3A.1 Compensation.

Economic Load Response Participants shall be compensated pursuant to Sections
3.3A.4 and/or 3.3A.5 of this Schedule, for demand reductions measured by: 1)
comparing actual metered load to an end-use customer’s Customer Baseline Load or
alternative CBL determined in accordance with the provisions of Section 3.3A.2 or
3.3A.2.01, respectively; or 2) by the MWs produced by on-Site Generators pursuant
to the provisions of Section 3.3A.2.02.

3.3A.2 Customer Baseline Load.

For Economic Load Response Participants that choose to measure demand
reductions using an end-use customer’s Customer Baseline Load (“CBL"), the CBL
shall be determined using the following formula:
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. In no event shall application of the WSA produce a weather-adjusted CBL
that exceeds the end-use customer’s historical, seasonal, on-peak non-
coincident peak load.

Symmetric Additive Adjustment

Step 1: Calculate the average usage over the 3 hour period ending 1 hour
prior to the start of event.

Step 2: Calculate the average usage over the 3 hour period in the CBL that
corresponds to the 3 hour period described in Step 1.

Step 3: Subtract the results of Step 2 from the results of Step 1 to determine
the symmetric additive adjustment (this may be positive or negative).

Step 4: Add the symmetric additive adjustment (i.e. the results of Step 3) to
each hour in the CBL that corresponds to each event hour.

(b) Following a Load Reduction Event that is submitted to the Office of
the Interconnection for compensation, the Office of the Interconnection shall provide
the Notification window(s), if applicable, directly metered data and Customer
Baseline Load and Weather-Sensitive Adjustment calculations to the appropriate
electric distribution company or Load Serving Entity for optional review. The
electric distribution company or Load Serving Entity will have ten business days to
provide the Office of the Interconnection with notification of any issues related to
the metered data or calculations.

3.3A.4 Market Settlements in Real-time Energy Market.

@) Economic Load Response Participants participating in the Real-time
Energy Market shall be compensated for reducing demand based on the actual kWh
relief provided in excess of committed day-ahead load reductions. The Economic
Load Response Participant that curtails or causes the curtailment of demand in real-
time will be compensated by PJMSettlement the-Office-of-the-Interconnection-the
real-time Locational Market Price less an amount equal to the applicable generation
and transmission charges. The applicable generation and transmission charges are
the charges the participant would have otherwise paid the Load Serving Entity
absent the demand reduction.

(b) In cases where the demand reduction is dispatched by the Office of
the Interconnection, payment will not be less than the total value of the demand
reduction bid less an amount equal to the applicable generation and transmission
charges. For the purposes of this section, the applicable generation and transmission
charges are the charges the participant would have otherwise paid the Load Serving
Entity absent the demand reduction, and the total value of a demand reduction bid
shall include_any submitted start-up costs associated with reducing demand,
including direct labor and equipment costs and opportunity costs and any costs
associated with a minimum number of contiguous hours for which the demand
reduction must be committed.
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Any shortfall will be made up through normal, real-time operating reserves. In all
cases, the applicable zonal or aggregate (including nodal) Locational Marginal Price
is used as appropriate for the individual end-use customer.

(c) An Economic Load Response Participant shall accumulate credits for
energy reductions in those hours when the energy delivered to the end-use customer
is less than the end-use customer’s Customer Baseline Load at the corresponding
hourly rate. In the event the end-use customer’s hourly energy consumption is
greater than the Customer Baseline Load, the Economic Load Response Participant
will accumulate debits at the corresponding hourly rate for the amount the end-use
customer’s hourly energy consumption is greater than the Customer Baseline Load.
However, in no event will the Economic Load Response Participant credit be
reduced below zero on a daily basis.

(d) Economic Load Response Participants that have Locational Marginal
Price based contracts pursuant to which they have agreed to pay their Load Serving
Entity for the physical delivery of energy according to the hour value of the real-
time Locational Marginal Price as calculated by the Office of the Interconnection,
may choose to reduce demand and be compensated for the reduction in the Real-
time Energy Market under the following circumstances. The Economic Load
Response Participant shall provide the Office of the Interconnection with a strike
price for the end-use customer’s zonal Locational Marginal Price at which the end-
use customer will reduce demand, as well as any start-up costs associated with
reducing load, including direct labor and equipment costs and opportunity costs and
costs associated with the minimum number of contiguous hours for which the
demand reduction must be committed. In cases where the Economic Load Response
Participant’s zonal Locational Marginal Price reaches the strike price and the
demand reduction is dispatched by the Office of the Interconnection, the-Office-of
the—tnterconneetion—PJMSettlement shall pay such Economic Load Response
Participant the difference between the actual savings achieved based on zonal
Locational Marginal Price and the total value of the end-use customer’s demand
reduction bid. For purposes of this provision the total value of the demand reduction
bid will be the sum of the strike price times the MW of reduction achieved during
each hour of the time period the demand reduction was dispatched by the Office of
the Interconnection or the minimum down-time whichever is greater, plus the
submitted start-up costs. Demand reductions hereunder will not be eligible to set
real-time Locational Marginal Price.

3.3A.5 Market Settlements in the Day-ahead Energy Market.

@) Economic Load Response Participants participating in the Day-ahead
Energy Market shall be compensated for reducing demand based on the reductions
of kWh committed in the Day-ahead Energy Market. An Economic Load Response
Participant that submits a demand reduction bid day ahead that is accepted by the
Office of the Interconnection shall be paid the day-ahead Locational Marginal Price
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less an amount equal to the applicable generation and transmission charges. The
applicable generation and transmission charges are the charges the participant would
have otherwise paid the Load Serving Entity absent the demand reduction.

(b) Total payments to Economic Load Response Participants for
accepted day-ahead demand reduction bids will not be less than the total value of the
demand reduction bid less an amount equal to the applicable generation and
transmission charges. For the purposes of this section, the applicable generation and
transmission charges are the charges the participant would have otherwise paid the
Load Serving Entity absent the demand reduction, and the total value of a demand
reduction bid shall include any submitted start-up costs associated with reducing
load, including direct labor and equipment costs and opportunity costs and any costs
associated with a minimum number of contiguous hours for which the load
reduction must be committed. Any shortfall will be made up through normal, day-
ahead operating reserves. In all cases, the applicable zonal or aggregate (including
nodal) Locational Marginal Price is used as appropriate for the individual end-use
customer.

(©) Economic Load Response Participants that have demand reductions
committed in the Day-ahead Energy Market that deviate from the day-ahead
schedule in real time shall be charged or credited for such variance at the real time
LMP plus or minus an amount equal to the applicable balancing operating reserve
charge. Load Serving Entities that otherwise would have load that was reduced shall
receive any associated operating reserve credit plus, if the real-time Locational
Marginal Price is higher than the day-ahead Locational Marginal Price during the
shortfall, the difference between the day-ahead and the real-time Locational
Marginal Price times the shortfall.

(d) Economic Load Response Participants that have real-time Locational
Marginal Price-based contracts may not participate in the Day-ahead Energy Market.

3.3A.6 Prohibited Economic Load Response Participant Market Settlements.

@ Settlements pursuant to Sections 3.3A.4 and 3.3A.5 shall be limited
to demand reductions executed in response to the Locational Marginal Price in the
Real-time Energy Market and/or the Day-ahead Energy Market.

(b) Demand reductions that do not meet the requirements of Section
3.3A.6(a) shall not be eligible for settlement pursuant to Sections 3.3A.4 and 3.3A.5.
Examples of settlements prohibited pursuant to this Section 3.3A.6(b) include, but
are not limited to, the following:
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3.4.3 Billing.

PJMSettlement Fhe-Office-ofthe-tnterconnection-shall prepare a billing statement
each billing cycle for each Transmission Customer in accordance with the charges
and credits specified in Sections 3.4.1 through 3.4.2 of this Schedule, and
showing the net amount to be paid or received by the Transmission Customer.
Billing statements shall provide sufficient detail, as specified in the PJIM Manuals,
to allow verification of the billing amounts and completion of the Transmission
Customer’s internal accounting.

Other Control Areas.
3.5.1 Energy Sales.

To the extent appropriate in accordance with Good Utility Practice, the Office of
the Interconnection may sell energy to a Control Area interconnected with the
PJM Region as necessary to alleviate or end an Emergency in that interconnected
Control Area. Such sales shall be made (i) only to Control Areas that have
undertaken a commitment pursuant to a written agreement with the LLC to sell
energy on a comparable basis to the PJIM Region, and (ii) only to the extent
consistent with the maintenance of reliability in the PJM Region. The Office of
the Interconnection may decline to make such sales to a Control Area that the
Office of the Interconnection determines does not have in place and implement
Emergency procedures that are comparable to those followed in the PJIM Region.
If the Office of the Interconnection sells energy to an interconnected Control Area
as necessary to alleviate or end an Emergency in that Control Area, such energy
shall be sold at 150% of the Real-time Price at the bus or busses at the border of
the PJM Region at which such energy is delivered.

3.5.2 Operating Margin Sales.

To the extent appropriate in accordance with Good Utility Practice, the Office of
the Interconnection may sell Operating Margin to an interconnected Control Area
as requested to alleviate an operating contingency resulting from the effect of the
purchasing Control Area’s operations on the dispatch of resources in the PJM
Region. Such sales shall be made only to Control Areas that have undertaken a
commitment pursuant to a written agreement with the Office of the
Interconnection (i) to purchase Operating Margin whenever the purchasing
Control Area’s operations will affect the dispatch of resources in the PJM Region,
and (ii) to sell Operating Margin on a comparable basis to the LLC.
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3.5.3 Transmission Congestion.

Each Control Area purchasing Operating Margin shall be assessed Transmission
Congestion Charges as specified in Section 5.1.5 of this Schedule.

3.5.4 Billing.

Fhe-Office-ofthe-InterconnectionPJMSettlement on behalf of PJM shall prepare a
billing statement each billing cycle for each Control Area to which Emergency
energy or Operating Margin was sold, and showing the net amount to be paid by
such Control Area. Billing statements shall provide sufficient detail, as specified
in the PJIM Manuals, to allow verification of the billing amounts.

Metering Reconciliation.
3.6.1 Meter Correction Billing.

Metering errors and corrections will be reconciled at the end of each month by a
meter correction charge (positive or negative). The monthly meter correction
charge for tie meter corrections shall be the product of the positive or negative
deviation in energy amounts, times the load weighted average real-time
Locational Marginal Price for all hours of that month for all load buses in the PIM
Region. The monthly meter correction charge for generator meter corrections
shall be the product of the positive or negative deviation in energy amounts, times
the generation weighted average Locational Marginal Price at that generator’s bus
for all hours of that month.

3.6.2 Meter Corrections Between Market Participants.

If a Market Participant or the Office of the Interconnection discovers a meter error
affecting an interchange of energy with another Market Participant and makes the
error known to such other Market Participant prior to the completion by the
Office of the Interconnection of the accounting for the interchange, and if both
Market Participants are willing to adjust hourly load records to compensate for the
error and such adjustment does not affect other parties, an adjustment in load
records may be made by the Market Participants in order to correct for the meter
error, provided corrected information is furnished to the Office of the
Interconnection in accordance with the Office of the Interconnection’s accounting
deadlines. No such adjustment may be made if the accounting for the Operating
Day in which the interchange occurred has been completed by the Office of the
Interconnection. If this is not practical, the error shall be accounted for by a
correction at the end of the billing cycle. The Market Participants experiencing
the error shall account for the full amount of the discrepancy and an appropriate
debit or credit shall be applied to the Market Participants. For Market Participants
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3.7

3.6.4 Meter Corrections Between Control Areas.

An error between accounted for and metered interchange between a Party in the
PJM Region and an entity in a Control Area other than the PJM Region shall be
corrected by adjusting the hourly meter readings. If this is not practical, the error
shall be accounted for by a correction at the end of the billing cycle. The Market
Participant with ties to such other Control Area experiencing the error shall
account for the full amount of the discrepancy. However, if the meter correction
applies to a tie on the 500 kV system between the PJM Pre-Expansion Zones
(excluding Allegheny Power) and other Control Areas, Electric Distributors that
report hourly net energy flows from metered tie lines in the Pre-Expansion Zones
(excluding Allegheny Power) shall account for the full amount of the discrepancy
in proportion to the load consumed in their territories. The appropriate debit or
credit shall be applied among Network Service Users in proportion to their
deliveries to load served in the PJIM Region. The Office of the Interconnection
will adjust the actual interchange between the other Control Area and the PJM
Region to maintain a proper record of inadvertent energy flow.

3.6.5 Meter Correction Data.

Meter error data shall be submitted to the Office of the Interconnection not later
than the PJM meter data accounting deadlines on the third working day of the
Office of the Interconnection after the end of the billing cycle applicable to the
meter correction.

3.6.6 Correction Limits.

A Market Participant may not assert a claim for an adjustment in billing as a
result of a meter error for any error discovered more than two years after the date
on which the metering occurred. Any claim for an adjustment in billing as a
result of a meter error shall be limited to bills for transactions occurring in the
most recent annual accounting period of the billing Market Participant in which
the meter error occurred, and the prior annual accounting period.

Inadvertent Interchange.

Inadvertent Interchange will be reconciled each hour by a charge allocation (positive or
negative) applied to Network Service Users in proportion to their deliveries to load in the
PJM Region, which shall be the product of the positive or negative Inadvertent
Interchange amount times the PJM load weighted average Locational Marginal Price for
that hour.
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5.1.6 Transmission Loading Relief Customer Calculation.
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@) Each Transmission Loading Relief Customer shall be assessed
Transmission Congestion Charges for any increase in the cost of energy in the
PJM Region resulting from its energy schedules over contract paths outside the
PJM Region during Transmission Loading Relief.

(b) The Transmission Congestion Charge shall be the total amount of
energy specified in such energy schedules multiplied by the difference between a
Locational Marginal Price calculated by the Office of the Interconnection for the
energy schedule source location specified in the NERC Interchange Distribution
Calculator and a Locational Marginal Price calculated by the Office of the
Interconnection for the energy schedule sink location specified in the NERC
Interchange Distribution Calculator. Transmission Congestion Charges that are
less than zero shall be set equal to zero for Transmission Loading Relief
Customers.

(c) The Office of the Interconnection will determine the Locational
Marginal Prices at the energy schedule source and sink locations external to PJM
with reference to and based solely on the prices of energy in the PJM Region and
at the Interface Pricing Points between adjacent Control Areas and the PIJM
Region and the system conditions and actual power flow distributions as
described by the PJM State Estimator program. The Office of the Interconnection
will determine the Locational Marginal Prices at the external energy schedule
source and sink locations and the resulting Congestion Charge based on the
portion of the energy schedule that flows through the PJIM Region as reflected by
the flow distributions from the PJM State Estimator program.

5.1.7 Total Transmission Congestion Charges.

The total Transmission Congestion Charges collected by PJMSettlement the
Office—of the—Interconnection each hour will be the aggregate net amounts
determined as specified in this Schedule. PJMSettlement Fhe-Office—of-the
trterconneetion-shall collect Transmission Congestion Charges for each hour the
transmission system operates under constrained conditions.
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5.2
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Transmission Congestion Credit Calculation.
5.2.1 Eligibility.

@) Except as provided in Section 5.2.1(b), each holder of a Financial
Transmission Right shall receive as a Transmission Congestion Credit a
proportional share of the total Transmission Congestion Charges collected for
each constrained hour.

(b) If a holder of a Financial Transmission Right between specified
delivery and receipt buses acquired the Financial Transmission Right in a
Financial Transmission Rights Auction (the procedures for which are set forth in
Part 7 of this Schedule 1) and (i) had an Increment Bid and/or Decrement Bid that
was accepted by the Office of the Interconnection for an applicable hour in the
Day-ahead Energy Market for delivery or receipt at or near delivery or receipt
busses of the Financial Transmission Right; and (ii) the result of the acceptance of
such Increment Bid or Decrement Bid is that the difference in locational marginal
prices in the Day-ahead Energy Market between such delivery and receipt busses
is greater than the difference in locational marginal prices between such delivery
and receipt busses in the Real-time Energy Market, then the Market Participant
shall not receive any Transmission Congestion Credit, associated with such
Financial Transmission Right in such hour, in excess of one divided by the
number of hours in the applicable month multiplied by the amount that the Market
Participant paid for the Financial Transmission Right in the Financial
Transmission Rights Auction.

(c) For purposes of Section 5.2.1(b) a bus shall be considered at or
near the Financial Transmission Right delivery or receipt bus if seventy-five
percent or more of the energy injected or withdrawn at that bus and which is
withdrawn or injected at any other bus is reflected in the constrained path between
the subject Financial Transmission Right delivery and receipt buses that were
acquired in the Financial Transmission Rights Auction.

(d) The Market Monitoring Unit shall calculate Transmission Congestion
Credits pursuant to this section and section VI of Attachment M — Appendix. Nothing
in this section shall preclude the Market Monitoring Unit from action to recover
inappropriate benefits from the subject activity if the amount forfeited is less than the
benefit derived by the FTR holder. If the Office of the Interconnection agrees with
such calculation, then it shall impose the forfeiture of the Transmission Congestion
Credit accordingly. If the Office of the Interconnection does not agree with the
calculation, then it shall impose a forfeiture of Transmission Congestion Credit
consistent with its determination. If the Market Monitoring Unit disagrees with the
Office of the Interconnection’s determination, it may exercise its powers to inform
the Commission staff of its concerns and may request an adjustment. This provision
is duplicated in section VI of Attachment M — Appendix. An FTR holder objecting
to the application of this rule shall have recourse to the Commission for review of the
application of the FTR forfeiture rule to its trading activity.
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is negative (a liability to the holder) when the Day-ahead Congestion Price at the
point of receipt is higher than the Day-ahead Congestion Price at the point of
delivery.

(c) The hourly economic value of a Financial Transmission Right
Option is based on the Financial Transmission Right MW reservation and the
difference between the Day-ahead Congestion Price at the point of delivery and
the point of receipt of the Financial Transmission Right when that difference is
positive. The hourly economic value of a Financial Transmission Right Option is
positive (a benefit to the Financial Transmission Right holder) when the Day-
ahead Congestion Price at the point of delivery is higher than the Day-ahead
Congestion Price at the point of receipt. The hourly economic value of a Financial
Transmission Right Option is zero (neither a benefit nor a liability to the holder)
when the Day-ahead Congestion Price at the point of receipt is higher than the
Day-ahead Price at the point of delivery.

(d) In addition to transactions with PJMSettlement in the Financial
Transmission Rights auctions administered by the Office of the Interconnection,
Aa Financial Transmission Right, for its entire tenure or for a specified monthly
period, estherghi-ieTonsmiss on-Cengesien-Srodis s bun s ee - Fanacia
Fransmission—Right—may be sold or otherwise transferred to a third party by
bilateral agreement, subject to compliance with such procedures as may be
established by the Office of the Interconnection for verification of the rights of the
purchaser or transferee.

(i) Market Participants may enter into bilateral agreements to<- - - { Formatted: Indent: Left: 2", First line: 0" |
transfer to a third party a Financial Transmission Right, for its

entire tenure or for a specified monthly period. Such bilateral

transactions shall be reported to the Office of the Interconnection

in accordance with this Schedule and pursuant to the LLC’s rules

related to its eFTR tools.

(i) For purposes of clarity, with respect to all bilateral
transactions for the transfer of Financial Transmission Rights, the
rights and obligations pertaining to the Financial Transmission
Rights that are the subject of such a bilateral transaction shall pass
to the buyer under the bilateral contract subject to the provisions of
this Schedule. Such bilateral transactions shall not modify the
location or reconfigure the Financial Transmission Rights. In no
event shall the purchase and sale of a Financial Transmission Right
pursuant to a bilateral transaction constitute a transaction with
PJMSettlement or a transaction in any auction under this Schedule.

(i) __ Consent of the Office of the Interconnection shall be - - Formatted: Font: Not Bold ]
required for a seller to transfer to a buyer any Financial
Transmission Right Obligation. Such consent shall be based upon
the Office of the Interconnection’s assessment of the buyer’s

ability to perform the obligations, including meeting applicable
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creditworthiness requirements, transferred in the bilateral contract.
If consent for a transfer is not provided by the Office of the
Interconnection, the title to the Financial Transmission Rights shall
not transfer to the third party and the holder of the Financial
Transmission Rights shall continue to receive all Transmission
Congestion Credits attributable to the Financial Transmission
Rights and remain subject to all credit requirements and

obligations associated with the Financial Transmission Rights. , - - Formatted: Font: Bold

(iv) A seller under such a bilateral contract shall guarantee and
indemnify the Office of the Interconnection, PIMSettlement, and
the Members for the buyer’s obligation to pay any charges
associated with the transferred Financial Transmission Right and
for which payment is not made to PJMSettlement by the buyer
under such a bilateral transaction.

(V) All payments and related charges associated with such a
bilateral contract shall be arranged between the parties to such
bilateral contract and shall not be billed or settled by
PJMSettlement or the Office of the Interconnection. The LLC,
PJMSettlement, and the Members will not assume financial
responsibility for the failure of a party to perform obligations owed
to the other party under such a bilateral contract reported to the
Office of the Interconnection under this Schedule.

(vi) __ All claims regarding a default of a buyer to a seller under«- - *‘{Formatted: Indent: Left: 2", First line: 0",
such a bilateral contract shall be resolved solely between the buyer Tab stops: Notat 0.5 + 2

and the seller.

(e) Network Service Users and Firm Transmission Customers that take
service that sinks, sources in, or is transmitted through new PJM zones, at their
election, may receive a direct allocation of Financial Transmission Rights instead
of an allocation of Auction Revenue Rights. Network Service Users and Firm
Transmission Customers may make this election for the succeeding two annual
FTR auctions after the integration of the new zone into the PJM interchange
energy market. Such election shall be made prior to the commencement of each
annual FTR auction. For purposes of this election, the Allegheny Power Zone
shall be considered a new zone with respect to the annual Financial Transmission
Right auction in 2003 and 2004. Network Service Users and Firm Transmission
Customers in new PJM zones that elect not to receive direct allocations of
Financial Transmission Rights shall receive allocations of Auction Revenue
Rights. During the annual allocation process, the Financial Transmission Right
allocation for new PJM zones shall be performed simultaneously with the Auction
Revenue Rights allocations in existing and new PJM zones. Prior to the effective
date of the initial allocation of FTRs in a new PJM Zone, PIM shall file with
FERC, under section 205 of the Federal Power Act, the FTRs and ARRs allocated
in accordance with sections 5 and 7 of this Schedule 1.
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5.3  Unscheduled Transmission Service (Loop Flow).

(@) When there are agreements between the LLC Members—{(or-the-Office-of
the-Interconnection-on-behalf-of the Members)}-and others for compensation to be paid or

received for unscheduled transmission service (loop flow) into or out of the PIM Region,
the net compensation received shall be included in the total Transmission Congestion
Charges that are distributed in accordance with Section 5.2.

(b) With respect to payments by the Office of the Interconnection to the New
York Power Pool for the installation and operation of phase angle regulating facilities at
Ramapo to control or limit unscheduled transmission service (loop flow), each of the
following Transmission Owner with revenue requirements under the PIM Tariff shall pay
a share of the charges on a transmission revenue requirements ratio share basis:
Allegheny Electric Cooperative, Inc., Atlantic City Electric Company, Baltimore Gas and
Electric Company, Delmarva Power & Light Company, Jersey Central Power & Light
Company, Metropolitan Edison Company, PECO Energy Company, Pennsylvania Power &
Light Company, Potomac Electric Power Company, Public Service Electric and Gas
Company, Rockland Electric Company, and UGI Utilities, Inc.

5.4  Transmission Loss Charge Calculation.
5.4.1 Calculation by Office of the Interconnection.

The Office of the Interconnection shall calculate Transmission Loss Charges
for each Network Service User, the PJM Interchange Energy Market, and each
Transmission Customer.

5.4.2 General.

@) The basis for the Transmission Loss Charges shall be the differences
in the Locational Marginal Prices, defined as the Loss Price at a bus, between points
of delivery and points of receipt, as determined in accordance with Section 2 of this
Schedule. (b) The Office of the Interconnection shall calculate Loss Prices in the
form of Day-ahead Loss Prices and Real-time Loss Prices for the PIM Region, in
accordance with Section 2 of this Schedule.

5.4.3 Network Service User Calculation.

@) Each Network Service User shall be charged for the increased cost of
transmission losses to deliver the output of its firm Capacity Resources or other
owned or contracted for resources, its firm bilateral purchases, and its non-firm
bilateral purchases. The Transmission Loss Charge for deliveries from each such
source shall be the Network Service User’s hourly losses net bill.

(b) Market Buyers shall be charged for transmission losses resulting
from all load (net of Behind The Meter Generation expected to be operating, but not
to be less than zero) scheduled to be served from the PJM Interchange Energy
Market in the Day-ahead Energy Market at the Day-ahead Loss Price applicable to
each relevant load bus.

(c) Generating Market Buyers shall be reimbursed for transmission
losses resulting from all energy scheduled to be delivered to the PJIM Interchange
Energy Market in the Day-ahead Energy Market at the Day-ahead Loss Price
applicable to each relevant generation bus.
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Point-to-Point Transmission Service. Except as specified in this subsection, a
Transmission Loss Charge shall be assessed for transmission use scheduled in the
Day-ahead Energy Market, calculated as the amount to be delivered multiplied by
the difference between the Day-ahead Loss Price at the delivery point or the delivery
interface at the boundary of the PIM Region and the Day-ahead Loss Price at the
source point or the source interface at the boundary of the PJM Region.
Transmission Loss Charges shall be assessed for real-time transmission use in
excess of the amounts scheduled for each hour in the Day-ahead Energy Market,
calculated as the excess amount multiplied by the difference between the Real-time
Loss Price at the delivery point or the delivery interface at the boundary of the PIM
Region, and the Real-time Loss Price at the source point or the source interface at
the boundary of the PJIM Region. A Transmission Customer shall be paid for
Transmission Loss Charges for real-time transmission use falling below the amounts
scheduled for each hour in the Day-ahead Energy Market, calculated as the shortfall
amount multiplied by the difference between the Real-time Loss Price at the delivery
point or the delivery interface at the boundary of the PJIM Region, and the Real-time
Loss Price at the source point or the source interface at the boundary of the PIM
Region.  Real-time deviations from the Point-to-Point Transmission Service
scheduled in the Day-ahead Energy market shall be determined by the lesser of the
real-time injection or withdrawal associated with such transmission service.

5.45 Total Transmission Loss Charges.

The total Transmission Loss Charges collected by the PJIMSettlement Office-of-the
Interconnection-each hour will be the aggregate net amounts determined as specified
in this Schedule.

Distribution of Total Transmission Loss Charges.
The total Transmission Loss Charges accumulated by PJMSettlement the-Office—of

Intereennection-in any hour shall be distributed pro-rata to each Network Service User and
Transmission Customer in proportion to its ratio shares of the total MWhs of energy delivered to
load (net of operating Behind The Meter Generation, but not to be less than zero) in the PIM
Region (that paid for transmission service during such hour), or the total exports of MWh of
energy from the PJM Region, or the total MWh of cleared Up-To Congestion transactions (that
paid for transmission service during such hour).
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7. FINANCIAL TRANSMISSION RIGHTS AUCTIONS
7.1 Auctions of Financial Transmission Rights.

Annual, periodic and long-term auctions to allow Market Participants to acquire
or sell Financial Transmission Rights shall be conducted by the Office of the
Interconnection in accordance with the provisions of this Section._PJMSettlement
shall be the Counterparty to the purchases and sales of Financial Transmission
Rights arising from such auctions; provided however, that PJMSettlement shall
not be a contracting party to any subsequent bilateral transfer of Financial
Transmission Rights between Market Participants. The conversion of an Auction
Revenue Right to a Financial Transmission Right pursuant to this section 7 shall
not constitute a purchase or sale transaction to which PJMSettlement is a

contracting party.
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7.1.1 Auction Period and Scope of Auctions.

@) The periods covered by auctions shall be: (1) the one-year period
beginning the month after the final round of an annual auction; (2) any single
calendar month period remaining in the Planning Period that is within the three, or
less, month period immediately following the month that the monthly auction is
conducted; (3) any Planning Period Quarter remaining in the Planning Period
following the month that the monthly auction is conducted; and (4) the Planning
Period Balance. In addition to the period defined in (2) of this subsection, only
one of the periods defined in (3) or (4) of this subsection will be included in the
monthly auction clearing until the Office of the Interconnection determines that
both of the periods defined in (3) and (4) can be solved simultaneously in the
same monthly auction process within the timeframe specified in Section 7.3.7.
With the exception of FTRs allocated pursuant to section 5.2.2 (e) of this
Schedule and the Financial Transmission Rights awarded as a result of the
exercise of the conversion option pursuant to section 7.1.1(b) of this Schedule, in
the annual auction, the Office of the Interconnection, on behalf of PJMSettlement,
shall offer for sale the entire Financial Transmission Rights capability for the year
in four rounds with 25 percent of the capability offered in each round. In the
monthly auction, the Office of the Interconnection, on behalf of PJMSettlement,
shall offer for sale in the auction any remaining Financial Transmission Rights
capability for the months remaining in the Planning Period after taking into
account all of the Financial Transmission Rights already outstanding at the time
of the auction. In addition, any holder of a Financial Transmission Right for the
period covered by an auction may offer such Financial Transmission Right for
sale in such auction. On-Peak, off-peak and 24-hour FTRs will be offered in the
annual and monthly auctions. FTRs will be offered as Financial Transmission
Right Obligations and Financial Transmission Right Options, provided that such
Financial Transmission Right Obligations and Financial Transmission Right
Options shall be awarded based only on the residual system capability that
remains after the allocation of Financial Transmission Rights pursuant to section
5.2.2(e) and the award of Financial Transmission Rights pursuant to section
7.1.1(b) of this Schedule. Market Participants may bid for and acquire any
number of Financial Transmission Rights, provided that all Financial
Transmission Rights awarded are simultaneously feasible with each other and
with all Financial Transmission Rights outstanding at the time of the auction and
not sold into the auction. An ARR holder may self-schedule an FTR on the same
path in the Annual FTR auction according to the rules described in the PIM
Manuals.

(b) An Auction Revenue Rights holder may convert Auction Revenue
Rights to Financial Transmission Rights, and such conversion shall not be
considered a purchase or sale of Financial Transmission Rights in the auction.
Such Financial Transmission Rights must (i) have the same source and sink points
as the Auction Revenue Rights; (ii) be a 24-hour product; and (iii) be Financial
Transmission Right Obligations. The Auction Revenue Rights holder must
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inform the Office of the Interconnection in accordance with the procedures
established by the Office of the Interconnection that it intends to exercise the
conversion option prior to close of round one of the
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annual Financial Transmission Rights auction. Once the conversion option is
exercised, it will remain in effect for the entire Financial Transmission Rights
auction. The Office of the Interconnection will designate twenty-five percent of
the megawatt amount of the Auction Revenue Rights to be converted as price-
taker bids in each of the four rounds of the Financial Transmission Rights auction.
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7.1A
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An Auction Revenue Rights holder that converts its Auction Revenue Rights may
not designate a price bid for its converted Financial Transmission Rights and will
receive a price equal to the clearing price set by other bids in the annual Financial
Transmission Right auction. To the extent a market participant seeks to obtain
FTRs in the annual auction through such conversion, the FTRs sought will not be
included in the calculation of such market participant’s credit requirement for
such annual FTR auction.

7.1.2 Frequency and Time of Auctions.

Subject to section 7.1.1 of this Schedule, annual Financial Transmission Rights
auctions shall offer the entire FTR capability of the PJIM system in four rounds
with 25 percent of the capability offered in each round. All four rounds of the
annual Financial Transmission Rights auction shall occur within the two-month
period (April — May) preceding the start of the PJM Planning Period. Each round
shall occur over five business days and shall be conducted sequentially. Each
round shall begin with the bid and offer period. The bid and offer period for
annual Financial Transmission Rights auctions shall be open for three consecutive
business days, opening the first day at 12:00 midnight (Eastern Prevailing Time)
and closing the third day at 5:00 p.m. (Eastern Prevailing Time). Monthly,
Financial Transmission Rights auctions shall be held each month. The bid and
offer period for monthly Financial Transmission Rights auctions shall be open for
three consecutive business days in the month preceding the first month for which
Financial Transmission Rights are being auctioned, opening the first day at 12:00
midnight (Eastern Prevailing Time) and closing the third day at 5:00 PM (Eastern
Prevailing Time).

7.1.3 Duration of Financial Transmission Rights.

Each Financial Transmission Right acquired in a Financial Transmission Rights
auction shall entitle the holder to credits of Transmission Congestion Charges for
the period that was specified in the corresponding auction.

Long-Term Financial Transmission Rights Auctions.
7.1A.1 Auctions.

0} Subsequent to each annual FTR auction conducted pursuant to Section 7.1
of Schedule 1 of this Agreement, the Office of the Interconnection shall conduct a
long-term FTR auction for the three consecutive Planning Periods immediately
subsequent to the Planning Period during which the long-term FTR auction is
conducted. PJMSettlement shall be the Counterparty to the purchases and sales of
Financial Transmission Rights arising from such long-term FTR auctions,
provided however, that PJMSettlement shall not be a contracting party to any
subsequent bilateral transfers of Financial Transmission Rights between Market
Participants. The conversion of an Auction Revenue Right to a Financial
Transmission Right pursuant to this section 7 shall not constitute a purchase or
sale transaction to which PJMSettlement is a contracting party.
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7.2 Financial Transmission Rights Characteristics.
7.2.1 Reconfiguration of Financial Transmission Rights.

Through an appropriate linear programming model, the Office of the
Interconnection shall reconfigure the Financial Transmission Rights offered or
otherwise available for sale in any auction to maximize the value to the bidders of
the Financial Transmission Rights sold, provided that any Financial Transmission
Rights acquired at auction shall be simultaneously feasible in combination with
those Financial Transmission Rights outstanding at the time of the auction and not
sold in the auction. The linear programming model shall, while respecting
transmission constraints and the maximum MW quantities of the bids and offers,
select the set of simultaneously feasible Financial Transmission Rights with the
highest net total auction value as determined by the bids of buyers and taking into
account the reservation prices of the sellers.

7.2.2 Specified Receipt and Delivery Points.

The Office of the Interconnection will post the list of available receipt and
delivery points for each Financial Transmission Rights Auction before the start of
the bidding window. Auction bids for annual Financial Transmission Rights
Obligations may specify as receipt and delivery points any combination of
available hubs, Zones, aggregates, generators, and Interface Pricing Points.
Auction bids for annual Financial Transmission Rights Options may specify as
receipt and delivery points such combination of available hubs, Zones,
aggregates, generators, and Interface Pricing Points as the Office of the
Interconnection shall allow from time to time as set forth in its FTR business
manual. Auction bids for Financial Transmission Rights submitted in the monthly
auctions may specify as receipt and delivery points any combination of available
hubs, Zones, aggregates, generators, and Interface Pricing Points for bids that
cover any month beyond the next month, including bids that cover Planning
Period Quarters or the Planning Period Balance. Auction bids for Financial
Transmission Rights submitted in the monthly auctions that cover the single
calendar month period immediately following the month in which the monthly
auction is conducted may specify any combination of available receipt and
delivery buses represented in the State Estimator model for which the Office of
the Interconnection calculates and posts Locational Marginal Prices. Auction bids
may specify available receipt and delivery points from locations outside of the
PJM Region to locations inside such region, from locations within the PJIM
Region to locations outside such region, or to and from locations within the PJM
Region.

7.2.3 Transmission Congestion Charges.

Financial Transmission Rights shall entitle holders thereof to credits only for
Transmission Congestion Charges, and shall not confer a right to credits for
payments arising from or relating to transmission congestion made to any entity
other than the PJMSettlementOffice-of-the-tnterconnection.
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Auction Procedures.
7.3.1 Role of the Office of the Interconnection.

Financial Transmission Rights auctions shall be conducted by the Office
of the Interconnection in accordance with standards and procedures set forth in
the PIM Manuals, such standards and procedures to be consistent with the
requirements of this Schedule._ PJMSettlement shall be the Counterparty to the
purchases and sales of Financial Transmission Rights arising from such auctions,
provided however, that PJMSettlement shall not be a contracting party to any
subsequent bilateral transfers of Financial Transmission Rights between Market
Participants. The conversion of an Auction Revenue Right to a Financial
Transmission Right pursuant to this section 7 shall not constitute a purchase or
sale transaction to which PJMSettlement is a contracting party. Financial
Transmission Rights auctions conducted to liquidate a defaulting Member’s
Financial Transmission Rights portfolio shall be conducted by the Office of the
Interconnection in accordance with the procedures set forth in Section 7.3.9
herein and in accordance with standards and procedures set forth in the PIM
Manuals.
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from an appropriate linear programming model that, while respecting
transmission constraints and the maximum MW quantities of the bids and offers,
selects the set of simultaneously feasible Financial Transmission Rights with the
highest net total auction value as determined by the bids of buyers and taking into
account the reservation prices of the sellers. In the event that there are two or
more identical bids for the selected Financial Transmission Rights and there are
insufficient Financial Transmission Rights to accommodate all of the identical
bids, then each such bidder will receive a pro rata share of the Financial
Transmission Rights that can be awarded.

(c) Financial Transmission Rights shall be sold at the market-clearing
price for Financial Transmission Rights between specified pairs of receipt and
delivery points, as determined by the bid value of the marginal Financial
Transmission Right that could not be awarded because it would not be
simultaneously feasible. The linear programming model shall determine the
clearing prices of all Financial Transmission Rights paths based on the bid value
of the marginal Financial Transmission Rights, which are those Financial
Transmission Rights with the highest bid values that could not be awarded fully
because they were not simultaneously feasible, and based on the flow sensitivities
of each Financial Transmission Rights path relative to the marginal Financial
Transmission Rights paths flow sensitivities on the binding transmission
constraints.

7.3.7 Announcement of Winners and Prices.

Within two (2) business days after the close of the bid and offer period for an
annual Financial Transmission Rights auction round, and within five (5) business
days after the close of the bid and offer period for a monthly Financial
Transmission Rights auction, the Office of the Interconnection shall post the
winning bidders, the megawatt quantity, the term and the receipt and delivery
points for each Financial Transmission Right awarded in the auction and the price
at which each Financial Transmission Right was awarded. The Office of the
Interconnection shall not disclose the price specified in any bid to purchase or the
reservation price specified in any offer to sell.

7.3.8 Auction Settlements.

All buyers and sellers of Financial Transmission Rights between the same points
of receipt and delivery shall pay PJIMSettlement or be paid by PJMSettlement the
market-clearing price, as determined in the auction, for such Financial
Transmission Rights.

7.3.9 Liquidation of Financial Transmission Rights in the Event of Member
Default.

In the event a Member fails to meet creditworthiness requirements or make timely
payments when due pursuant to the PJM Operating Agreement or PIM Tariff, the
Office of the Interconnection shall, as soon as practicable after such default is
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declared, initiate the following procedures to close out and liquidate the Financial
Transmission Rights of a Member:
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xiv.  Stage 1B Auction Revenue Rights requests made pursuant to this subsection
7.4.2(j) shall not exceed the difference between the maximum allowed MWs
authorized by paragraphs (xi) and (xii) of this subsection 7.4.2(j) and the
Auction Revenue Rights MWs granted in stage 1A.

XV. In each round of Stage 2 of an annual allocation of Auction Revenue Rights
MW requests made pursuant to this subsection 7.4.2(j) shall be equal to or
less than one third of the difference between the maximum allowed MWs
authorized by paragraphs (xi) and (xii) of this subsection 7.4.2(j) and the
Auction Revenue Rights MW amount allocated in stage 1.

xvi.  Stage 1 Auction Revenue Rights sources established pursuant to this
subsection 7.4.2(j) and the associated Auction Revenue Rights MW amount
may be replaced with an alternate resource pursuant to the process established
in Section 7.7 of Schedule 1 of this Agreement.

7.4.2a Bilateral Transfers of Auction Revenue Rights <~~~ { Formatted: Indent: Left: 05", First line: 0.5" |

(a) _ Market Participants may enter into bilateral agreements to transfer« - - - { Formatted: Indent: Left: 1", First line: 05" |
Auction Revenue Rights or the right to receive an allocation of Auction Revenue
Rights to a third party. Such bilateral transfers shall be reported to the Office of
the Interconnection in accordance with this Schedule and pursuant to the LLC’s
rules related to its eFTR tools. ,

- {Formatted: Font: Bold ]

(b) For purposes of clarity, with respect to all bilateral transfers of
Auction Revenue Rights or the right to receive an allocation of Auction Revenue
Rights, the rights and obligations to the Auction Revenue Rights or the right to
receive an allocation of Auction Revenue Rights that are the subject of such a
bilateral transfer shall pass to the buyer under the bilateral contract subject to the
provisions of this Schedule. In no event, shall the purchase and sale of an
Auction Revenue Right or the right to receive an allocation of Auction Revenue
Rights pursuant to a bilateral transfer constitute a transaction with PJMSettlement
or a transaction in any auction under this Schedule.

(c) Consent of the Office of the Interconnection shall be required for a
seller to transfer to a buyer any obligations associated with the Auction Revenue
Rights or the right to receive an allocation of Auction Revenue Rights. Such
consent shall be based upon the Office of the Interconnection’s assessment of the
buyer’s ability to perform the obligations transferred in the bilateral contract. If
consent for a transfer is not provided by the Office of the Interconnection, the title
to the Auction Revenue Rights or the right to receive an allocation of Auction
Revenue Rights shall not transfer to the third party and the holder of the Auction
Revenue Rights or the right to receive an allocation of Auction Revenue Rights
shall continue to receive all rights attributable to the Auction Revenue Rights or
the right to receive an allocation of Auction Revenue Rights and remain subject to
all credit requirements and obligations associated with the Auction Revenue
Rights or the right to receive an allocation of Auction Revenue Rights.
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(d) A seller under such a bilateral contract shall guarantee and
indemnify the Office of the Interconnection, PJIMSettlement, and the Members for
the buyer’s obligation to pay any charges associated with the Auction Revenue
Right and for which payment is not made to PJMSettlement by the buyer under
such a bilateral transfer. ,

(e) All payments and related charges associated with such a bilateral
contract shall be arranged between the parties to such bilateral contract and shall
not be billed or settled by PJMSettlement or the Office of the Interconnection.
The LLC, PJMSettlement, and the Members will not assume financial
responsibility for the failure of a party to perform obligations owed to the other
party under such a bilateral contract reported to the Office of the Interconnection
under this Schedule.

(H All claims regarding a default of a buyer to a seller under such a«
bilateral contract shall be resolved solely between the buyer and the seller.

7.4.3 Target Allocation of Auction Revenue Right Credits.

@) A target allocation of Auction Revenue Right Credits for each
entity holding an Auction Revenue Right shall be determined for each Auction
Revenue Right. After each round of the annual Financial Transmission Right
Auction, each Auction Revenue Right shall be divided by four and multiplied by
the price differences for the receipt and delivery points associated with the
Auction Revenue Right, calculated as the Locational Marginal Price at the
delivery points(s) minus the Locational Marginal Price at the receipt point(s),
where the price for the receipt and delivery point is determined by the clearing
prices of each round of the annual Financial Transmission Right auction. The
daily total target allocation for an entity holding the Auction Revenue Rights shall
be the sum of the daily target allocations associated with all of the entity’s
Auction Revenue Rights.

(b) A target allocation of Residual Auction Revenue Rights Credits for
each entity allocated Residual Auction Revenue Rights pursuant to section 7.9 of
Schedule 1 of this Agreement shall be determined on a monthly basis for each
month in a Planning Period beginning with the month the Residual Auction
Revenue Right(s) becomes effective through the end of the relevant Planning
Period. The target allocation for Residual Auction Revenue Rights Credits shall
be equal to MW amount of the Residual Auction Revenue Rights multiplied by
the LMP differential between the source and sink nodes of the corresponding FTR
obligations in each prompt-month FTR auction that occurs from the effective date
of the Residual Auction Revenue Rights through the end of the relevant Planning
Period.
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7.4.4 Calculation of Auction Revenue Right Credits.

@) Each day, the total of all the daily target allocations determined as
specified above in Section 7.4.3 plus any additional Auction Revenue Rights
target allocations applicable for that day shall be compared to the total revenues
of all applicable monthly Financial Transmission Rights auction(s) (divided by
the number of days in the month) plus the total revenues of the annual Financial
Transmission Rights auction (divided by the number of days in the Planning
Period). If the total of the target allocations is less than the total auction revenues,
the Auction Revenue Right Credit for each entity holding an Auction Revenue
Right shall be equal to its target allocation. All remaining funds shall be
distributed as Excess Congestion Charges pursuant to Section 5.2.5.
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(b) If the total of the target allocations is greater than the total auction
revenues, each holder of Auction Revenue Rights shall be assigned a share of the total
auction revenues in proportion to its Auction Revenue Rights target allocations for
Auction Revenue Rights which have a positive Target Allocation value. Auction Revenue
Rights which have a negative Target Allocation value are assigned the full Target
Allocation value as a negative Auction Revenue Right Credit.

(c) At the end of a Planning Period, if all Auction Revenue Right holders did
not receive Auction Revenue Right Credits equal to their target allocations, the-Office-of
the-Interconnection-PIMSettlement shall assess a charge equal to the difference between
the Auction Revenue Right Credit target allocations for all revenue deficient Auction
Revenue Rights and the actual Auction Revenue Right Credits allocated to those Auction
Revenue Right holders. The aggregate charge for a Planning Period assessed pursuant to
this section, if any, shall be added to the aggregate charge for a Planning Period assessed
pursuant to section 5.2.5(c) of Schedule 1 of this Agreement and collected pursuant to
section 5.2.5(c) of Schedule 1 of this Agreement and distributed to the Auction Revenue
Right holders that did not receive Auction Revenue Right Credits equal to their target
allocation.

7.5  Simultaneous Feasibility.

@) The Office of the Interconnection shall make the simultaneous feasibility
determinations specified herein using appropriate powerflow models of contingency-
constrained dispatch. Such determinations shall take into account outages of both
individual generation units and transmission facilities and shall be based on reasonable
assumptions about the configuration and availability of transmission capability during the
period covered by the auction that are not inconsistent with the determination of the
deliverability of Capacity Resources under the Reliability Assurance Agreement,
Reliability Assurance Agreement-South or Reliability Assurance Agreement-West. The
goal of the simultaneous feasibility determination shall be to ensure that there are
sufficient revenues from Transmission Congestion Charges to satisfy all Financial
Transmission Rights obligations for the auction period under expected conditions and to
ensure that there are sufficient revenues from the annual Financial Transmission Right
Auction to satisfy all Auction Revenue Rights obligations.

(b) On an annual basis the Office of the Interconnection shall conduct a
simultaneous feasibility test for stage 1A Auction Revenue Rights, which shall assess the
simultaneous feasibility for each year remaining in the term of the right(s). This test shall
be based on the Auction Revenue Rights required to meet Zonal Base Load requirements.
The Office of the Interconnection shall apply a zonal load growth rate to the simultaneous
feasibility test for the ten year term of the stage 1A Auction Revenue Rights to reflect
load growth as estimated by the Office of the Interconnection.
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7.10 Financial Settlement

Financial credits and charges for Auction Revenue Rights and Financial Transmission
Rights, including associated auction charges, shall be calculated and accrued on a daily
basis, and included in PJMSettlement’s regular invoice to each participant for the
relevant period of such invoice.

7.11  PJMSettlement as Counterparty + - { Formatted: Font: Bold
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contractual rights and obligations for the holders of such rights set forth in this Schedule 1, [ Formatted: Font: Bold J
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Financial Transmission Rights.

(b) As specified in sections 5.2.2(d) and 7 of this Schedule 1, Market
Participants may trade Financial Transmission Rights and Auction Revenue Rights and
under certain _circumstances they may convert Auction Revenue Rights to Financial
Transmission Rights. PIMSettlement shall not be the counterparty with respect to bilateral
transfers of Financial Transmission Rights or Auction Revenue Rights between Market
Participants or the conversion of Auction Revenue Rights to Financial Transmission Rights.

8. INTERREGIONAL TRANSMISSION CONGESTION MANAGEMENT
PILOT PROGRAM

8.1 Introduction.

The following procedures shall govern the redispatch of generation to alleviate
transmission congestion on selected pathways on the transmission systems operated by
the Office of the Interconnection and the New York 1SO (“*NYISO”). The procedures
shall be used solely when, in the exercise of Good Utility Practice, the Office of the
Interconnection or NYISO determines that the redispatch of generation units on the
other’s transmission system would reduce or eliminate the need to resort to Transmission
Loading Relief or other transmission-related emergency procedures.

8.2 Identification of Transmission Constraints.

@) On a periodic basis determined by the Office of the Interconnection and
NYISO, the Office of the Interconnection and NYISO shall identify potential
transmission operating constraints that could result in the need to use Transmission
Loading Relief or other emergency procedures in order to alleviate the transmission
constraints, the need for which could be reduced or eliminated by the redispatch of
generation on the other’s system.
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i If the electric distribution company or Load Serving Entity denies the
Interruptible Load for Reliability (as defined in the Reliability Assurance Agreement)
registration before the Interruptible Load for Reliability registration deadline
established by the Office of the Interconnection for the applicable Delivery Year because
the electric distribution company or Load Serving Entity asserts that the Relevant
Electric Retail Regulatory Authority has not granted permission or conditional
permission for the end-use customer’s participation or the electric distribution
company or Load Serving Entity asserts that the end-use customer has not satisfied
conditional permission requirements, then the existing Emergency Load Response
Participant’s registration for Interruptible Load for Reliability participation shall be
deemed to be terminated for the applicable Delivery Year. If it is able to do so in
compliance with all Emergency Load Response Program requirements, including the
registration requirements, the participant may submit a new registration to the Office
of the Interconnection for consideration if a prior registration has been rejected
pursuant to the terms of the Emergency Load Response Program provisions.

ii. If the electric distribution company or Load Serving Entity denies the end-use
customer's Demand Resource (as defined in the Reliability Assurance Agreement)
registration before June 1 of the applicable Delivery Year and the Curtailment Service
Provider does not provide evidence to the Office of the Interconnection before June 1 of
the applicable Delivery Year demonstrating that the Curtailment Service Provider had
an executed contract with the end-use customer for Demand Resource participation
before the date the Demand Resource cleared the applicable Reliability Pricing Model
Auction and the date that the Demand Resource cleared the applicable Reliability
Pricing Model Auction was prior to August 28, 2009, then the existing end-use
customer's registration for Demand Resource participation shall be deemed to be
terminated for the applicable Delivery Year, and the Curtailment Service Provider will
be subject to the Reliability Pricing Model provisions, as specified in Attachment DD of
the PJM Tariff.

b. In the absence of a response from the electric distribution company or Load
Serving Entity within the referenced ten business day review period, the Office of the
Interconnection shall reject the registration. If it is able to do so in compliance with
all of the Emergency Load Response Program requirements, including the
registration section, the Emergency Load Response Participant may submit a new
registration to the Office of the Interconnection for consideration if a prior
registration has been rejected pursuant to the terms of the Emergency Load Response
Program provisions.

c. For those registrations terminated pursuant to this section, all Emergency
Load Response participant activity incurred prior to the termination date of the
registration shall be settled by PJMSettlement in accordance with the terms and
conditions contained in the PIM Tariff, PJM Operating Agreement and PJM Manuals.
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MARKET SETTLEMENTS

Payment for reducing load is based on the actual kwh relief provided plus the adjustment
for losses. The minimum duration of a load reduction request is two hours. The
magnitude of relief provided by Full Program Option participants shall be the amount
PJM dispatches up to the kW amount declared on the Emergency Registration Form. The
magnitude of relief provided by Energy Only Option participants could be less than,
equal to, or greater than the kW amount declared on the Emergency Registration Form.

PJMSettlement pays the applicable LMP to the PIM Member that nominates the load.
Payment will be equal to the measured reduction (either measured output of backup
generation or the difference between the measured load the hour before the reduction and
each hour during the reduction) adjusted for losses times the applicable LMP. If,
however, the sum of the hourly energy payments to a participant dispatched by PIJM for
actual, achieved reductions is not greater than or equal to the offer value (i.e. Minimum
Dispatch Price, minimum down time and shut down costs) then the participant will be
made whole up to the offer value for its actual, achieved reductions.

Full Program Option participants that fail to provide a load reduction when dispatched by
PJM shall be assessed penalties and/or charges as specified in Attachment DD of the
PJM Tariff and the Reliability Assurance Agreement, as applicable.

During emergency conditions, costs for emergency purchases in excess of LMP are
allocated among PJM Market Buyers in proportion to their increase in net purchases from
the PJM energy market during the hour in the real time market compared to the day-
ahead market. Consistent with this pricing methodology, all charges under this program
are allocated to purchasers of energy, in proportion to their increase in net purchases from
the PJM energy market during the hour from day-ahead to real time.
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