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Re: Settlement Agreement and Explanatory Statement of the Settling
Parties Resolving All Issues in PJM Interconnection L.L.C., Docket
Nos. ER05-1410-000 and -001, and EL05-148-000 and -001
Dear Ms. Salas:

PJM Interconnection, L.L.C. (“PJM”), pursuant to Rule 602 of the Commission’s
Rules, submits for filmg, on behalf of itself and the parties listed in the enclosed

Settlement Agreement (collectively “Settling Parties™), an original and 14 copies of the
settlement documents described below.

L Description of the Filing

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

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

II. Documents Enclosed

The Settling Parties submit the following settlement materials:

1. Explanatory Statement, including appendices containing supplemental
affidavits of Mr. Andrew L. Ott, Mr. Joseph E. Bowring, and Mr.
Benjamin F. Hobbs, on behalf of PJM; Mr. Paul Williams, on behalf of the

Portland Cement Association; and Mr. Robert Stoddard, on behalf of
Mirant.
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2. Settlement Agreement, including appendices containing revised sheets to
the PJM Tariff, Operating Agreement and RAA,;

3. Proposed Letter Order; and
4. Certificate of Service.

III. Comment Dates ~

Pursuant to Rule 602(f)(2), comments on the Settlement Agreement must be filed
with the Secretary within 20 days of the filing of the settlement, i.e., on or before October
19, 2006, and reply comments must be filed with the Secretary within 30 days of such
filing, i.e. on or before October 30, 2006.

IV. Request for Review and Waiver

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

V. Service and Reqnest for Waiver of Posting Reqnirements

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

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

L See Electronic Notification of Commission Issuances, Order No. 653, 110 FERC
9 61,110 (2005).

2 Id. at P 2, citing 44 U.S.C. § 3504.
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this filing, FJM will post this filing today to the FERC filings section of its internet site,

http://www.pjm.com/documents/ferc.html, and send an e-mml to all PJM members and
all state utility regulatory commissions in the PJM Region’ alerting them that this filing
has been made by PJM today and is available by following such link. Within one

business day, PJM will send a second e—maﬂ to the same list, containing a link that takes
the recipient directly to the filed document.*

/ Respectfully submitted,
Craig Glazer Barry S. Spector i
Vice President — Federal Government Policy  Paul M. Flynn
PIM Interconnection, L.L.C. Wright & Talisman, P.C.
1200 G Street, N.W. 1200 G Street, N.-W.
Suite 600 Suite 600 Washington, D.C. 20005

Washington, D.C. 20005
(202) 393-7756 (phone)
(202) 393-393-7741 (fax)

(202) 393-1200 (phone)
(202) 393-1240 (fax)
flynn@wrightlaw.com

glazec@pjm.com

Jeffrey W. Mayes
Senior Counsel
PJM Interconnection, L..L.C.
955 Jefferson Avenue
Norristown, PA 19403
(610) 666-8878 (phone)
(610) 666-4281 (fax)
mayesj(@pjm.com
Attorneys for
PJM Interconnection, L..L.C.

Encl.
cc: Service List

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

4 PJM anticipates that in unusual circumstances, it may not be possible to post the
document to its website on the day of filing, or to distribute an active link to the
document within one business day. Consistent with §385.2010(i)(3), if a link to
the document does not become available within two business days after filing,
PJM will arrange for immediate service by other means.
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viii) The Net Energy and Ancillary Services Revenue Offset values for
the PJM Region for use in the Variable Resource Requirement
Curves for the PYM Region and each Locational Deliverability
Area for which a separate Variable Resource Requirement Curve
has been established for such Base Residual Auction; and

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

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

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

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

- 5.12 Conduct of RPM Auctions

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

a) Base Residual Auction
For each Base Residual Auction, the optimization algorithm shall consider:
o all Sell Offers submitted in such auction;

o the Variable Resource Requirement Curves for the PJM Region and
each LDA,;

e any constraints resulting from the Locational Deliverability
Requirement;

o the PJM Region Reliability Requirement, minus the Forecast RTO ILR
Obligation.

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006
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The optimization algorithm shall be applied to calculate the overall clearing result to
minimize the cost of satisfying the reliability requirements across the PYM Region, regardless of
whether the quantity clearing the Base Residual Auction is above or below the applicable target
quantity, while respecting all applicable requirements and constraints. Where the supply curve
formed by the Sell Offers submitted in an aunction falls entirely below the Variable Resource
Requirement Curve, the auction shall clear at the price-capacity point on the Variable Resource
Requirement Curve corresponding to the total Unforced Capacity provided by all such Sell
Offers. Where the supply curve consists only of Sell Offers located entirely below the Variable
Resource Requirement Curve and Sell Offers located entirely above the Variable Resource
Requirement Curve, the auction shall clear at the price-eapacity point on the Variable Resource
Requirement Curve corresponding to the total Unforced Capacity provided by all Sell Offers
located entirely below the Variable Resource Requirement Curve. In determining the lowest-
cost overall clearing result that satisfies all applicable constraints and requirements, the
optimization mnay select from among multiple possible alternative clearing results that satisfy
such requirements, including, for example (without limitation by such example), accepting a
lower-priced Sell Offer that intersects the Variable Resource Requirement Curve and that
specifies a mimimum capacity block, accepting a higher-priced Sell Offer that intersects the
Variable Resource Requirement Curve and that contains no minimum-block limitations, or
rejecting both of the above alternatives and clearing the auction at the higher-priced point on the
Variable Resource Requirement Curve that corresponds to the Unforced Capacity provided by all
Sell Offers located entirely below the Variable Resource Requirement Curve.

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

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

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

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

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

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

o The PJM Region Reliability Requirement, less the Forecast RTO ILR
Obligation;

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

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

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

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

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

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

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

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

(6)  Equal-priced Sell Offers

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

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

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

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

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

5.14 Clearing Prices and Charges
a) Capacity Resource Clearing Prices

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

b) Resource Make-Whole Payments

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

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

A Capacity Market Seller that submits a Sell Offer based on a Planned Generation

Capacity Resource that clears in the BRA for a Delivery Year may, at its election, submit Sell
Offers with a New Entry Price Adjustment in the BRAs for the two immediately succeeding
Dclivery Years if:

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

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

¢. Such Capacity Market Seller submits Sell Offers in the
BRA for the two immediately succeeding Delivery
- Years for the entire Unforced . Capacity of such
Generation Capacity Resource equal to the lesser of: 1)
the price in such seller’s Sell Offer for the BRA in
which such resource qualified as a Planned Generation
Capacity Resource; or 2) 0.90 tiines the then-current
Net CONE, on an Unforced Capacity basis, for such
LDA.

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

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

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

Issued By:  Craig Glazer Effective; June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006
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~ fii. The failure to submit a Sell Offer consistent with Section
5.14(c)1)-(iii) in the BRA for Delivery Year 3 shall not retroactively revoke the
New Entry Price Adjustment for Delivery Year 2.

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

d). Qualifying Transmission Upgrade Payments

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

e). Locational Reliability Charge

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

- Locational Reliability Charge (subject to certain offsets as described in sections 5.13 and 5.15)
equal to such LSE’s Daily Unforced Capacity Obligation in a Zone during such Delivery Year
multiplied by the applicable Final Zonal Capacity Price in such Zone.

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

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

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

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

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
Issued On:  September 29, 2006
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Each Capacity Market Buyer m the First Incremental Auction or Third Incremental
Auction shall pay a Resource Substitution Charge equal to the Capacity Resource Clearing Price
resulting from such anction multiplied by the negawatt quantity of Unforced Capacity purchased

Resource Substitution Charge

by such Market Buyer in such auction.

Minimum Offer Price Rule for Certain Planmed Generation Capacity Resources

(1) Prior to each Base Residual Auction, the Market
Monitoring Unit shall develop locational asset-class estimates of
compctitive, cost-based, real levelized (year one} Cost of New
Entry, net of energy and ancillary service revenues (“Net Asset
Class Cost of New Entry”). Other than the levelization approach,
determination of the Cost of New Entry component of the Net
Asset Class Cost of New Entry shall be consistent with the
methodology used to determine the Cost of New Entry set forth in
Section 5.10(a)(iv)(A) of this Attacbment. Notwithstanding the
foregoing, the Net Asset Class Cost of New Entry shall be zero for:
(i) base load resources, such as nuclear, coal and Integrated
Gasification Combined Cycle, that require a period for
development greater than three years; (ii) any facility associated
with the production of hydroelectric power; (iii) any upgrade or
addition to an existing Generation Capacity Resource; or (iv) any
Planned Generation Capacity Resource being devcloped in
response to a state regulatory or legislative mandate to resolve a
projected capacity shortfall in the Delivery Year affecting that
state, as determined pursuant to a state evidentiary proceeding that
includes due notice, PJM participation, and an opportunity to be
heard.

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

i, Sell Offer affects the Clearing Price;

ii. Sell Offer is less than 80 percent of the
applicable Net Asset Class Cost of New Entry or, if there is no
applicable Net Asset Class Cost of New Entry, less than 70 percent

of the Net Asset Class Cost of New Entry for the Reference
Resource effective in such LDA; and

Craig Glazer Effective: June 1, 2007

Vice President, Federal Government Policy

FERC Electric Taniff
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iii. =~ The Capacity Market Seller and any
Affiliates has or have a “net short position” in such Base Residual
Auction for such LDA that equals or exceeds (a) ten percent of the
LDA Reliability Requirement, if less than 10,000 megawatts, or
(b) five percent of the total LDA Reliability Requirement, if equal
to or greater than 10,000 megawatts. A “net short position” shall
be calculated as the actual retail load obligation minus the portfolio
of supply. An “actual retail load obligation™ shall mean the LSE’s
combined load served i the LDA at or around the time of the Base
Residual Auction adjusted to account for load growth up to the
Delivery Year, using the Forecast Pool Requirement. A “portfolio
of supply” shall mean the Generation Capacity Resources {on an
unforced capacity basis) owned by the Capacity Market Seller and
any Affiliates at the time of the Base Residual Auction plus or
minus any generation that is, at the time of the BRA, under
contract for the Delivery Year.

(3) If the Market Monitoring Unit determines that all of
the criteria of Section 5.14(h)(2) are met, it shall notify the
Capacity Market Seller of this determination. Within five busimess
days, or such other period to which the Market Monitoring Unit
consents, such Capacity Market Seller may supply the Market

- Monitoring Unit with specific information about the costs and
operational parameters relating to its Sell Offer. If the Capacity
Market Seller fails to supply any such information within the
specified time, or if the Market Monitoring Unit determines that
the information provided, combined with revenues that would be
eamned in PJM-administered markets as determined by PJM, does
not support the offer, the applicable cost-based net Cost of New
Entry determined in Section 5.14(h)(1) shall be used to establish an
alternative Sell Offer. The alternative Sell Offer employed i place
of the actual Sell Offer shall be equal to 90 percent of the
applicable Net Asset Class Cost of New Entry or, if there is no
applicable Net Asset Class Cost of New Entry equal to 80 percent
of the Net Asset Class Cost of New Entry for the Reference
Resource. Upon timely receipt of such information, the Market
Monitoring Unit shall determine whether such Sell Offer is
consistent with the real levelized (year one) competitive, cost-
based, fixed, net cost of new entry were the resource to rely solely
on revenues from PJM-administered markets (i.e., were all output
from the unit sold in PJM-administered spot markets)., The Market
Monitoring Unit shall adjust the alternative Sell Offer if
appropriate on the basis of the relevant and reliable supporting
information available and the application of an objective analysis.

Issued By:  Craig Glazer Effective: June 1, 2007
Vice President, Federal Government Policy
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(4) The Market Monitoring Unit shall request that the
Office of the Interconnection perform a sensitivity analysis on any
Base Residual Auction that included Sell Offers meeting the
criteria of Section 5.14(h)(2), for which an acceptable alternative
Sell Offer was not provided consistent with Section 5.14(h)(3).
Such analysis shall re-calculate the clearing price for the Base
Residual Auction employing in place of each actual Sell Offer
meeting the criteria a substitute Sell Offer equal to 90 percent of
the applicable estimated cost determined in accordance with
Section 5.14(h)(1) above, or, if there is no applicable estimated
cost, equal to 80 percent of the then-applicable Net CONE. If the
resulting difference in price between the new clearing price and the
initial clearing price differs by an amount greater than the greater
of 20 percent or 25 dollars per megawatt-day for a total LDA
Reliability Requirement greater than 15,000 megawatts; or the
greater of 25 percent or 25 dollars per megawatt-day for a total
LDA Reliability Requirement greater than 5,000 and less than
15,000 megawatts; or the greater of 30 percent or 25 dollars per
megawatt-day for a total LDA Reliability Requirement of less than
5,000 megawatts; then the Market Monitoring Unit shall discard
the results of the Base Residual Auction and determine a
replacement clearing price and the identity of the accepted
- Capacity Resources using the procedure set forth in section
5.14(h)(5) below.

(5) Including all of the Sell Offers in a single Base
Residual Auction that meet the criteria of 5.14(h)(4) above, PIM
shall first calculate the replacement clearing price and the total
quantity of Capacity Resources nceded for the LDA. PJM shall
then accept Sell Offers to provide Capacity Resources in
accordance with the following priority and criteria for allocation:
(1) first, all Sell Offers in their entirety designated as self-supply;
(ii) then, all Sell Offers of zero, prorating to the extent necessary,
and (iii) then all remaining Sell Offers in order of the lowest price,
subject to the optimization principles set forth in Section 5.14.

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

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

5.15 Capacity Transfer Rights

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

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

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

5.16 Incremental Capacity Transfer Rights

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

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

6. MARKET POWER MITIGATION

6.1 Applicability

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

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

(b) In accordance with the schedule specified in the PJM Manuals, following PJM’s
conduct of a Base Residual Auction or Incremental Auction pursuant to section 5.12, but prior to
PJM’s final determination of clearing prices and charges pursuant to section 5.14, PIM shall: (i)
apply the Market Structure Test to any LDA having a Locational Price Adder greater than zero
and to the entire PJM region; (i1) apply Offer Caps, if required under this section 6; and (iii)
recompute the optimization algorithm to clear the auction with the Offer Caps in place.

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

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

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

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

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

(c) Determination of Incremental Supply

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

6.4  Market Seller Offer Caps

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

6.5 Mitigation
The Office of the Interconnection shall apply market power mitigation measures to any
Base Residual Auction or Incremental Auction for any LDA, Unconstrained LDA Group, or the

PIM Region that, without mitigation, would have a Locational Price Adder greater than zero, but
only in the event the cost-based Sell Offers that would be accepted by the optimization algorithm
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to resolve any loeational constraint giving rise to the Locational Price Adder (and that
would not have been accepted absent such constraint), and all cost-based Sell Offers made at a
price less than or equal to 150 percent of the clearing price determined by the optimization
algorithm that would help resolve such constraint remaining available but unaceepted by such
algorithm, collectively fail the Market Structure Test.

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

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

it) Planned Generation Capacity Resources

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

(B)  Sell Offers based on Planned Generation Capacity Resources submitted
for the first year in which such resources qualify as Planned Generation Capacity
Resources shall be deemed competitive and not be subject to mitigation if: (1)
collectively all such Sell Offers provide Unforced Capacity in an amount equal to or
greater than two times the incremental quantity of new entry required to meet the LDA
Reliability Requirement; and (2) at least two unaffiliated suppliers have submitted Setl
Offers for Planned Generation Capacity Resources in such LDA. Notwithstanding the
foregoing, any Capacity Market Seller, together with Affiliates, whose Sell Offers based
on Planned Generation Capacity Resources in that LDA are pivotal, shall be subject to
mitigation.
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- {C)  Where the two conditions stated in Paragraph (B) are not met, or the Sell
Offer is pivotal, the Market Monitoring Unit shall (1) compare each such Sell Offer to
Sell Offers submitted in other LDAs (with due recognition for locational differences) and
to the Cost of New Entry for the LDA in which the offer otherwise would clear and other
LDAs (with due recognition for locational differences); (2) evaluate potential barriers to
ncw entry on the basis of interviews with potential suppliers and other market
participants; and (3) determine, based on that analysis, whether to reject such Sell Offer
as non-competitive. Following the conduct of the applicable auction and before the final
determination of clearing prices, in accordance with Section 6.2(b) above, the Market
Monitoring Unit shall notify a Capacity Market Seller whose Sell Offer is deemed non-
competitive and allows such Capacity Market Seller an opportunity to submit a revised
Sell Offer. The Office of the Interconnection then shall clear the auction with such
revised Sell Offer in place if the Market Monitoring Unit determines that such revised
offer is competitive in accordance with the above criteria. If the revised Sell Offer is not
deemed competitive, it will be rejected.

(b) Mitigation for Demand Resources

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

6.6  Offer Requirement for Capacity Resources

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

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

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

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

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

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

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

6.7 Data Submission

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

capacity.
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_7 (b) Except as provided in subsection (c) below, potential participants in any PJM
- Reliability Pricing Model Auction in any LDA or Unconstrained LDA Group that fails the
Preliminary Market Structure Screen {or, if such region fails the screen, potential auction
participants in the entire PJM Region) shall, in addition, submit the following data, (all submitted
data is subject to verification by the MMU) together with supporting documentation for each
item, to the Market Monitoring Unit no later than two months prior to the conduct of such
auction:

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

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

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

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

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

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

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

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

it Opportunity Cost: Opportunity Cost shall be the documented price
available to an existing generation resource in a market external to PJM. In the event
that the total MW of existing generation resources submitting opportunity cost offers
in any auction for a Delivery Year exceeds the firm export capability of the PJIM
- system for such Delivery Year, or the capability of external markets to import
capacity in such year, PJM will accept such offers on a competitive basis. PJM will
construct a supply curve of opportunity cost offers, ordered by opportunity cost, and
accept such offers to export starting with the highest opportunity cost, until the
maximum level of such exports is reached. The maximum level of such exports is the
lesser of PJM’s ability to permit firm exports or the ability of the importing area(s) to
accept firm imports or imports of capacity, taking account of relevant export
limitations by location. If, as a result, an opportunity cost offer is not accepted from
an existing generation resource, the Market Seller Offer Cap applicable to Sell Offers
relying on such generation resource shall be the Avoidable Cost Rate.
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6.8
(@)

iil. EFORd Offer Segment: To address the risk of a change in EFORA for an
existing generation resource between the auction and the Delivery Year, a Capacity
Market Seller may submit a Sell Offer that includes a quantity of megawatts priced at
up to the Net Cost of New Entry. Such quantity of megawatts shall be no greater than
such resource’s demonstrated summer net capability of installed capacity, as
determined in accordance with the PJM Manuals, multiplied by, at the Capacity
Market Seller’s election, either: (A) the positive difference between such resource’s
five-year average EFORA for the five consecutive years ending three months prior to
the submission of such Sell Offer and such resource’s twelve-month average EFORd
for the twelve months ending three months prior to the submission of such Sell Offer,
or (B) the positive difference between the EFORd reasonably anticipated, based on
known and measurable changes and supported by appropriate documentation, for the
twelve months ending on the September 30 last preceding the commencement of the
Delivery Year, and the twelve-month average EFORd for the twelve months ending
three months prior to the submission of such Sell Offer.

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

Avoidable Cost Definition
Avoidable Cost Rate: The Avoidable Cost Rate for a Generation Capacity

Resource that is the subject of a Sell Offer shall be determined using the following formula,
expressed in dollars per MW-year:

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

Where:

Issued By:

Issued On:

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

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

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

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

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

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

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

o CRF is the annual capital recovery factor from the following table,
applied in accordance with the terms specified below.

0.125

61to 10 15 0.146

11to 15 10 0.198

16 Plus 5 0.363

Mandatory Capital Expenditures (“CapEx”) 4 0.450
40 Plus Alternative 1 1.100

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

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

Capital Expenditures and Project Investment

For any given Project Investment, a Capacity Market Seller may make a one-time
election to recover such investment using: (i) the highest CRF and associated recovery schedule
to which it is entitled; or (ii) the next highest CRF and associated recovery schedule. For these
purposes, the CRF and recovery schedule for the “16 Plus” eategory is the next highest CRF and
recovery schedule for both the “Mandatory CapEx” and the “40 Plus Alternative” categories.
The Capacity Market Seller using the above table must provide the PJM Market Monitoring Unit
with information, identifying and supporting such election, including but not limited to the age of
the unit, the amount of the Project Investinent, the purpose of the investment, evidence of
corporate commitment (e.g., an SEC filing, a press release, or a letter from a duly authorized
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corporate officer indicating intent to make such investment), and detailed information concerning
the governmental requirement (if applicable). Absent other written notification, such election
shall be deemed based on the CRF such Seller employs for the first Sell Offer reflecting recovery
of any portion of such Project Investment. A Sell Offer submitted in the BRA for either or both
of the 2007-2008 and 2008-2009 Delivery Years for which the “16 Plus” CRF and recovery
schedule is selected may not exceed an offer price equal to the then-current Net CONE (on an
unforced-equivalent basis).

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

If the project associated with a Project Investment that was included in a Sell Offer using
a CRF and associated recovery schedule from the above table has not entered into commercial
operation prior to the end of the relevant Delivery Year, and the resource’s Sell Offer sets the
clearing price for the relevant LDA, the Capacity Market Seller shall be required to elect to
either (i) pay a charge that is equal to the diffcrence between the Capacity Resource Clearing
Price for such LDA for the relevant Delivery Year and what the clearing price would have been
absent the APIR component of the Avoidable Cost Rate, this difference to be multiplied by the
cleared MW volume from such Resource (“rebate payment™); (ii) hold such rebate payment in
escrow, to be released to the Capacity Market Seller in the event that the project enters info
commercial operation during the subsequent Delivery Year or rebated to LSEs in the relevant
LDA if the project has not entered into commercial operation during the subsequent Delivery
Year; or (iii) make a reasonable investment in the amount of the PI in other existing Generation
Capacity Resources owned or controlled by the Capacity Market Seller or its Affiliates in the
relevant LDA. The revenue from such rebate payments shall be allocated pro rata to LSEs in the
relevant LDA(s) that were charged a Locational Reliability Charge for such Delivery Year, based
on their Daily Unforced Capacity Obligation in the relevant LDA(s). If the Sell Offer from the
Generation Capacity Resource did not set the Capacity Resource Clearing Price in the relevant
LDA, no alternative investment or rebate payment is required. If the difference between the
Capacity Resource Clearing Price for such LDA for the relevant Delivery Year and what the
clearing price would have been absent the APIR amount does not exceed the greater of $10 per
MW.-day or a 10% increase in the clearing price, no alternative investment or rebate payment is
required.
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Mandatory CapEx Option

The Mandatory CapEx CRF and recovery schedule is an option available, beginning in
the third BRA (Delivery Year 2009-10), to a resource that must make a Project Investment to
comply with a governmental requirement that would otherwise materially impact operating
levels during the Delivery Year, where: (i) such resource is a coal, oil or gas-fired resource that
began commercial operation no fewer than fifteen years prior to the start of the first Delivery
Year for which such recovery is sought, and such Project Investment is equal to or exceeds
$200/kW of capitalized project cost; or (ii) such resource is a coal-fired resource located in an
LDA for which a separate VRR Curve has been established for the relevant Delivery Years,
began commercial operation at least 50 years prior to the effective date of that certain September
29, 2006 Settlement Agreement in FERC Docket Nos. ER05-1410 and EL05-148, and the
Capacity Market Seller submitting the sell offer for such resource was a signatory or an Affiliate
of a signatory to such Settlement Agreement.

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

40 Year Plus Alternative Option

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

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

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

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

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

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

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

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



Document Accession #: 20061004-0159 Filed Date: 09/29/2006

PIM Interconnection, L.L.C. Original Sheet No. 618
FERC Electric Tariff
Sixth Revised Volume No. 1

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

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

7. GENERATION RESOURCE RATING TEST FAILURE CHARGE

7.1 Generation Resource Rating Test Failure Charges

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

a) Generation Resource Fails Capacity Test in Delivery Year

Each Generation Capacity Resource committed for a Delivery Year shall be obligated to
complete a generation resource capacity test, as described in the PJM Manuals, for both the
Summer and Winter Seasons. The Market Seller that committed the resource may perform an
unlimited nunber of tests during each such period. If none of the tests during a testing period
- certify full delivery of the megawatt amount of installed capacity the Market Seller committed
for such Delivery Year, the Market Seller shall be assessed a daily Generation Resource Rating
Test Failure Charge for cach day from the first day of the Summer or Winter Season in which
such resource failed the rating test through the last day of such Delivery Year, provided,
however, that a Capacity Market Seller that fails or is expected to fail a rating test may obtain
and commit Unforced Capacity from a replacement Generation Capacity Resource meeting the
same locational requirements. Such Unforced Capacity may include uncommitted or uncleared
Sell Offer blocks from Generation Capacity Resources that were otherwise committed. In such
case, the charge prescribed below shall be assessed from the first day of the season for which the
test was failed through the last day before the effective date of the commitment of such
replacement Generation Capacity Resource in an amount equal to the full shortage of Unforced
Capacity determined in subsection (b) below. Any such commitinent of replacement capacity
shall be effective upon no less than one day’s notice to the Office of the Interconnection.
Thereafter, any charges assessed on the Capacity Market Seller that fails such a rating test shall
be assessed for the quantity of Unforced Capacity less any amount from such replacement
Generation Capacity Resource.
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b) Generation Resource Rating Test Failure Charge

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

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

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

8. CAPACITY RESOURCE DEFICIENCY CHARGE

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

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

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

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

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

e} Existing Demand Resource ~ Such Capacity Resource is an existing Demand

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

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

8.3. Allocation of Revenue Collected from Capacity Resource Deficiency Charges

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

8.4  Relief from Charges

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

9. PEAK SEASON MAINTENANCE COMPLIANCE PENALTY
CHARGE.

a) Purpose

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

b} Peak Season Requirement

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

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

d) Peak Season Maintenance Compliance Penalty Charge

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

€) Allocation of Revenue Collected from Peak Season Maintenance Compliance
Penalty Chargces

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

10. PEAK-HOUR-PERIOD AVAILABILITY CHARGES AND CREDITS

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

(b) Critical peak periods for purposes of this assessment (“Peak-Hour Periods”) shall
be the hour ending 1500 EPT through the hour ending 1900 EPT on any day during the calendar
months of June through August that is not a Saturday, Sunday, or federal holiday, and the hour
ending 800 EPT through the hour ending 900 EPT and the hour ending 1900 EPT through the
hour ending 2000 EPT on any day during the calendar months of January and February that is
not a Saturday, Sunday or federal holiday.
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c) Pcak-Period Equivalent Forced Outage Rate and Peak-Period Capacity
Calculations

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

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

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

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

SH = service hours as defined pursuant to NERC GADS standards.
The Peak-Period Capacity of a Generation Capacity Resource shall be calculated as follows:
PCAP = ICAP * (1.0 - EFORp)
where

ICAP = the installed capacity rating of such Generation Capacity
Resource

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

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

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

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

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

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

@) The shortfall determined for any Generation Capacity Resource shall not exceed
an amount equal to 0.50 times the Unforced Capacity of such resource; provided, however, that
if such limitation is triggered as to any Generation Capacity Resource for a Delivery Year, then
the decimal multiplier for this calculation as to such resource in the immediately succeeding
Delivery Year shall be increased to 0.75, and if such limitation again is triggered in such
succeeding Delivery Year, then the multiplier shall be increased to 1.00. The multiplier shall
remain at either such elevated level for cach succeeding Delivery Year until the shortfall
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experienced by such resource is less than 0.50 times the Unforced Capacity of such
resource for three consecutive Delivery Years.

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

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

)] The Office of the Interconnection shall provide estimated charges and credits based
on the summer Peak-Hour Periods within three calendar months after the end of the summer period.
Final charges and credits for the Delivery Year shall be billed within three calendar months following
the end of the winter period.

11. DEMAND RESOURCE AND ILR COMPLIANCE PENALTY
CHARGE

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

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

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

12.  QUALIFYING TRANSMISSION UPGRADE COMPLIANCE
PENALTY CHARGE

If a Qualifying Transmission Upgrade forming the basis of a Sell Offer that cleared in
the Base Residual Auction for a Delivery Year is not in service at the commencement of such
Delivery Year, and the Capacity Market Seller does not obtain replacement Capacity Resources in
the LDA for which such upgrade was to increase CETL, such seller shall pay a compliance penalty
charge for each day such upgrade is delayed during such Delivery Year equal to the megawatt
quantity of Import Capability cleared in the Base Residual Auction based on such upgrade,
multiplied by the greater of: (i} two times the Locational Price Adder of the LDA into which the
Qualifying Transmission Upgrade is cleared, in $/MW-day; or (ii) the Net Cost of New Entry less the
clearing price in the LDA-from which CETL was increased. The revenue collected from the
assessment of Qualifying Transmission Upgrade Compliance Penalty Charges shall be distributed on
a pro-rata basis to all LSEs that were charged a Locational Reliability Charge for the day for which
such charge was assessed. Such revenues shall be distributed on a pro-rata basis to such LSEs based
on their Daily Unforced Capacity Obligations.

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

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

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

133 Alocation of Revenue from Emergency Procedure Charges

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

14. CONVERSION OF CAPACITY CREDITS FROM PRIOR CAPACITY
ADEQUACY REGIME

14.1 Purpose

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

14.2 Settlement

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

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

16 RELIABILITY BACKSTOP
16.1. Purpose

The Reliability Backstop provides a mechanism to resolve reliability criteria
violations caused by: (a) lack of sufficient capacity committed through the Reliability Pricing Model
Auctions; or (b) near-term transmission deliverability violations identified after the Base Residual
Auction is conducted. These backstop mechanisms are intended to guarantee that sufficient
generation, transmission and demand response solutions will be available to preserve system
reliability. The backstop mechanisms are based on specific triggers that signal a need for a targeted
solution to a reliability problem that was not resolved by the long-term commitment of Capac;ty
Resources through Self-Supply or the Reliability Pricing Model Auctions.

16.2 Investigation of Capacity Shortfall

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

16.3 Triggering Conditions

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

i) If the total Unforced Capacity of all Capacity Resources committed
through Self-Supply or the Base Residual Auctions for three consecutive Delivery Years,
equates to an installed reserve margin that is more than one percentage point lower than the
approved PIM Region Installed Reserve Margin, the Office of the Interconnection will
declare a capacity shortage and make a filing with FERC for approval to conduct a
Reliability Backstop Auction. Upon receipt of such approval, the Office of the
Interconnection will conduct a Reliability Backstop Auction in accordance with Section
16.4.
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it) If the total Unforced Capacity of all Base Load Generation
Resources committed in a Base Residual Auction for a Delivery Year is less than the
forecasted minimum hourly load calculated by the Office of the Interconnection for such
Delivery Year, the Office of the Interconnection will investigate the cause of shortfall. If
such a shortfall occurs in the Base Residual Auctions for three consecutive Delivery Years,
the Office of the Interconnection shall declare a capacity shortage and make a filing with
FERC for approval to conduct a Reliability Backstop Auction. Upon receipt of such
approval, the Office of the Interconnection will conduct a Reliability Backstop Auction in
accordance with Section 16.4.

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

16.4. Reliability Backstop Auction
a) Scope of Auction

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

b) Sell Offers

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

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

o the specific location of the proposed plant;

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

) general plant technical specifications, as specified in the PIM
Manuals;

o the term of cost recovery (“Backstop Period”) requested, not to

exceed 15 years; and

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

Each Generation Capacity Resource (or Base Load Generation Resource) accepted in
a Reliability Backstop Auction shall comply with the procedures for new generation interconnection
in Part IV of this Tariff, and each such resource shall be responsible for satisfying all capability and
deliverability requirements for Capacity Resources, pursuant to the Reliability Assurance Agreement.

c) Submission of Sell Offers

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

d) Posting of Information by the Office of the Interconnection

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

. System condition that necessitates a Reliability Backstop Auction;

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

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

. Any other required specifications for the additional Unforced
Capacity sought through such auction.
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¢)

Conduct of the Reliability Backstop Auction
i) Auction Clearing Procedure

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

ii) Market Settlement

Pursuant to the agreement specified below, each Capacity Market Seller
submitting a Sell Offer that is accepted in a Reliability Backstop Auction
shall be paid the offer price in such Sell Offer for each MW-day in the
Backstop Period, less any payments the Capacity Market Seller is entitled
to rececive pursuant fo section 5 of this Attachment as a result of Sell
Offers submitted with respect to such Generation Capacity Resource in
any Base Residual Auction or Incremental Auction, including, without
limitation, payments of Capacity Resource Clearing Prices (including for
Self-Supply) and Resource Make-Whole Payments; and less any payments
the Capacity Market Seller is entitled to receive for energy or ancillary
services pursuant to Schedule 1 of the Operating Agreement with respect
to services provided by such resource, net of the Variable Operations and
Maintenance costs of such resource, as determined in accordance with the
PJM Manuals.

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

1i1) Standard Contract Provisions

The Office of the Interconnection, on behalf of all LSEs in the PIM
Region, will enter info an agreement with each Capacity Market Seller that
submitted an accepted Sell Offer in any Reliability Backstop Auction
providing for the payments specified above. Such agreement shall include
the provisions and address the standards set forth in Section 16.4(b), and
shall include such other terms and conditions as are customary in the
industry, as specified in the PJM Manuals.
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d) FERC Approval

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

16,5 Must Offer into Base Residual Auction

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

16.6  Reliability Backstop Resource Deficiency Charges

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

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

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

17.2  Reliability Pricing Model Auctions Conducted During Transition Period

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

Delivery Year Base Residual Auction Held

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

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

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

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

June 1, 2011 - May 31, 2012 | May 2008

b) The Office of the Interconnection shall conduct Incremental Auctions for
each Delivery Year in the Transition Period in accordance with the following schedule:
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Delivery Year

First Second Third
Incremental Incremental Incremental
Auction Held | Auction Held | Auction Held
If Necessary

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

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

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

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

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

17.3 Transition Period Locational Deliverability Areas

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

2007/2008, 2008/2009, and 2009/2010 Delivery Years

C

o}
O
O

MAAC Region and APS (the zones listed below for Eastern
MAAC, Southwestern MAAC and Western MAAC, plus APS)
ComEd, AEP, Dayton, Dominion and Duquesne

Eastern MAAC (PSE&G, JCP&L, PECO, AE, DPL & RECO)
Southwestern MAAC (PEPCO & BG&E)

2010/2011 and subsequent Delivery Years

000000000000

Issued By: Craig Glazer

MAAC Region

ComEd, AEP, Dayton, APS, and Duquesne
Dominion

Eastern MAAC

Southwestern MAAC

Western MAAC (Penelec, MetEd, PPL)
Penelec

ComEd

AFEP

Dayton

Duquesne

APS
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AE

BG&E

DPL

PECO

PEPCO

PSE&G

JCP&L

MetEd

PPL

PSEG northern region (north of Linden substation); and
DPL southern region (south of Chesapeake and Delaware Canal).

O0Q00QQ0CCO0OO0CO0OO0O0

17.4  Transition Period Variable Resource Requirement Curves

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

17.5 Market Mitigation

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

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

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

17.6 Performance Assessment

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

1.0A

1.0B

1.1

1.2

1.2A

1.3
1.3A

1.3B

Issued By:

Issued On:

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

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

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

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

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

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

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

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

1.3E
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1.3BB Black Start Service: Black Start Service is the capability of generating units to

start without an outside electrical supply or the demonstrated ability of a
generating unit with a high operating factor (subject to Transmission Provider
concurrence) to automatically remain operating at reduced levels when
disconnected from the grid.

Capacity Interconnection Rights: The rights to input generation as a
Generation Capacity Resource into the Transmission System at the Point of
Interconnection where the generating facilities connect to the Transmission
System,

Capaclty Reson ree:

credi : orth Shall bgvc thg
meaning grgwded in the Rehablhty Assurancc Agreement—er—l&he—Rehab:hﬁz
Assurance-Agreement-South.

Capacity Transmission Injection Rights: The rights to schedule energy and
capacity deliveries at a Point of Interconnection (as defined in Section 50.44) of a
Merchant Transmission Facility with the Transmission System. Capacity
Transmission Injection Rights may be awarded only to a Merchant D.C.
Transmission Facility and/or Controllable A.C. Merchant Transmission Facilities
that connects the Transmission System to another control area. Deliveries
scheduled using Capacity Transmission Injection Rights have rights similar to
those under Firm Point-to-Point Transmission Service or, if coupled WIth a
generating unit external to the PJM
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36.1.1 Interconnection Services: Generation Interconnection Customcrs may
request either of two forms of Interconnection Service, i.e.,
interconnection as a Capacity Resource or as an Energy Resource. Energy
Resource status allows the generator to participate in the PJM Interchange
Energy Market pursuant to the PJM Operating Agreement. Capacity
Resouree status allows the generator to participate in the PJM Interchange
Energy Market to be utilized by load-serving entities in the PJM Region to
meet capacity obligations imposed under the Reliability Assurance
Agreement and/or to be designated as a Network Resource under Part I11.
Capacity Resources also may participate in PJM-Capaeity-Credit Markets
Reliability Pricing Model Auctions and in Ancillary Services miarkets
pursuant to the PJM Tariff or the Operating Agreement. Capacity
Resource status is based on providing sufficient transmission capability to
ensure deliverability of generator output to the aggregate PIM Network
Load and to satisfy various contingency criteria established by the
Applicable Regional Reliability Council in which the generator is located.
Specific tests performed during the Generation Interconnection Feasibility
Study and later System Impact Study will identify those upgrades required
to satisfy the contingency criteria applicable at the generator’s location.

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

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

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

45 Capacity Interconnection Rights

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

45.2 Receipt of Capacity Interconnection Rights: Generation accredited under the

| Reliability Assurance Agreement;—theReliability-Assurance-Agreement-Westor

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

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

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

45.3 Loss of Capacity Interconnection Rights:

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

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

110.1 Application

The Interconnection Customer desiring the interconnection of a new Generation
Capacity Resource of 20 MW or less or the increase in capacity, by 20 MW or
less, of an existing Generation Capacity Resource, must submit a completed
Attachment N — Form of Generation Interconnection Feasibility Study
Agreement. Attachment N of the PJM Tariff inay be found on the PJM web site at
www.pjm.com/geninter/geninter.htm] and must be submitted to Transmission
Provider.

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

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

All information required in the completed Attachment N related to the generating
project site, poit of interconnection, and generating unit size and configuration
must be provided.
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110.2

Issued By:

Issued On:

Once it has been established that the requirements related to the submission of the
Attachment N application have been met, the Generation Interconnection Request
will be entered into the then current Interconnection Queue for analysis. The
generation addition project will be identified in the Interconnection Queue on the
PIM web site by the size of the capacity addition and by its proposed Point of
Interconnection on the PJM system.

Feasibility Study

Feasibility Study analyses can generally be expedited by examining a limited
contingency set that focuses on the impact of the small capacity addition on
contingency limits in the vicinity of the Generation Capacity Resource. Linear
analysis tools are used to evaluate the impact of a small capacity addition with
respect to compliance with Applicable Regional Reliability Council contingency
criteria. Generally, small capacity additions will have very limited and isolated
impacts on system facilities. 1f criteria violations are observed, further AC testing
is required.

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

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

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

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

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

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

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

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

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

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

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

110.5 Interconnection Service Agreement

. As with larger generation projects, an Interconnection Service Agreement must be
executed and filed with the FERC. The Interconnection Service Agreement
identifies the obligations, on the part of the Interconnection Customer, to pay for
transmission facilities required to facilitate the interconnection and the Capacity

| Interconnection Rights which are awarded to the Generation Capacity Resource.

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

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

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

110.6 Other Requirements

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

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

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

111.1 Application

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

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

111.3 System Impact Study

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

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

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

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

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

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

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

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

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

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

Payment to Generation Owners

Each month, the Transinission Provider shall pay each Generation Owner an amount
equal to the Generation Owner’s monthly revenue requirement as accepted or approved by the
Commission. In the event a Generation Owner sells a Generation Capacity Resource(s) which is
included in its current effective monthly revenue requirement accepted or approved by the
Commission, payments in that Generation Owner’s Zone may be allocated as agreed to by the
owners of Generation Capacity Resources in that Zone. Such Generation Owners shall inform
Transmission Provider of any such agreement. In the absence of agreement among such
Generation Owners, the Commission, upon application, shall establish the allocation. Generation
Owners shall not be eligible for payment, pursuant to this Schedule 2, of monthly revenue
requirement associated with those portions of generating units designated as Behind The Meter
Generation.
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SCHEDULE 9-5
Capacity Resource and Obligation Management Service

a) Capacity Resource and Obligation Management Service comprises the activities
of PJM associated with (i) assuring that customers have arranged for sufficient generating
capacity to ineet their msmlled—unfgrced eapac1ty obhgatlons under the Re11ab111ty Assurance
Agreement (“RAA”), the iabi ASsuran e ;

: = : Nest?); (ii) processing Network Integratlon
Transrmsswn Servwe aﬁd—(m) adlmmstermg the capaeityeredit-mariet—in-Reliability Pricing

Model auctions for the PJM Region; and (iv) administering or providing techmical support for the
RAA-Seuth-and-RAA—West (as delegated to PJM under the RAA; RAA-Seouth-and-RAAWest),
including, but not limited to, long-term load forecasting, studies to establish reserve
requirements, and the determination of each Load-Serving Entity’s capacity obligations. PJM’s
eCapacity Internet-based tool enables many of these functions. PIM provides this service to
Load-Serving Entities and to owners of Capacity Resources; as such terms are defined in the
RAA; RAA-Seuth-and RAA-West.

b) PIM will charge each Load-Serving Entity in the PJM Region each month a
charge equal to the Capacity Resource and Obligation Management Service Rate stated below
times the summation for each day of such month of the Aeceounted-Eor-Daily Unforced Capacity
Obhgatlon of such user, as determmed for each such day pursuant to Schedule 17—8 or 8, of the

c) In addition to any charge under paragraph (b), PIM will charge each month, each

entity that included in an FRR Capacity Plan, self-scheduled, or sold and cleared, in a Reliability
Pricing Model Auction, ewner-of-a- Capacity Resources committed to serve load for such each
month, a charge equal to the Capacity Resource and Obligation Management Service Rate stated

below times such ewner—s—%total share in MWs of the Unforced Capamty of all Capac1ty
Resources owned-in-whole—¢ AT :
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B. Transmission Congestion Credits.
1. Generai.

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

For a new PIM zone, each Transmission Customer purchasing Firm Point-to-Point Service, each
Network Customer, with respect to its reservation of firm transmission service for deliveries
from Network Resources to Network Load, and each Transmission Owner with respect to its
reservation of firm transinission service for the delivery of energy from Generation Capacity
Resources to Native Load Customers {any of the foregoing being referred to as a “Firm
Transmission User”), shall receive Financial Transmission Rights (“FTRs”) corresponding to
points of receipt and delivery designated for their firm uses of the Transmission System. Such
FTRs shall remain in effect until the first annual allocation of Auction Revenue Rights to occur
after the integration of such new PJM zone into the PJM Interchange Energy Market.

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

2. Determination of Credit.

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

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

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

Virtual Credit Exposure = the lesser of:

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

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

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

Each PJM Market Participant that is identified as requiring Virtual Bid Screening based
on bidding history will be screened in the following manner: If the participant’s Virtual
Credit Exposure exceeds its Credit Available for Virtual Bidding, the Market Participant
will be notified via an eMKT error message, and the submitted bids will be rejected.
Upon such notification, the Market Participant may alter its virtual bids and offers so that
its Virtual Credit Exposure does not exceed its Credit Available for Virtual Bidding, and
may resubmit them. Bids may be submitted in one or more groups during a day. 1f one
or more groups of bids is submitted and accepted, and a subsequent group of submitted
bids causes the total submitted bids to exceed the Virtual Credit Exposure, then only that
subsequent set of bids will be rejected. Previously accepted bids will not be affected,
though the Market Participant may choose to withdraw them voluntarily.
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A._Applicability

A Market Seller seeking to submit a Sell Offer in any Reliability Pricing Model Auction

n any Capaci source for which there is a materially increased risk of non-

must satisfy the credi uir ifi i i IV.B befor
submitting such Sell Offer, Credit must be maintained until such risk on-

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

For purposes of this provision, a resource for which there is a materially increased risk of

non-performance shall mean: (i) a Planned Generati apacity Resource; (ii) a Planned
Demand Resource; (iii alifyi T ission . or (iv existin
Generation Capacity Resource located outside the PJM Region that at the time it is
submi in a Sell Offer has not secured firm transmission service to the border of th
PIM Region sufficient to satisfy the deliverability requirements of the Reliabili

Assurance Agreement.
B iabili ici 1 Auction i iremen

For any resource specified in Section 1V, credit requirement shall be the RPM
Auction Credit Rate, as provided in Section [V.D, times the megawatts to be offered for

sale from such resource in Reliabili Pricing Model Auction. forth in 'on
IV.D, the Auction Credit hall be d ined separately fo

Year. The RPM Auction Credit Requirement for each Market Seller shall be the & of
the credit requirements for all such resources to be offered by such Market Seller in the

auction.
redit R
The RPM Auction Credit Requi for a Market Seller will ced for

Delw e extent les uch Market Seller 8 clear in as

R A urce Provider uahﬁ _ a Ca acl Resource | in rdan
es established under the Reliability Assuran
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- b. For existing Generation Capacity Resources located outside the PJIM Region that
have not secured sufficient firm transmission to the border of the PJM Region prior to

auction in which such resource is first offe the RPM Credit uirement shal
be redu in dir roportion to the megawatts of ission ice se
by the Market Seller that qualify such resource under the deliverability requir t

of the Reliability Assurance Agreement.
c. For Planned Generation Capacity Resources, the RPM Credit Requirement shal] be

reduced 509 e amount calculated under ion IV.B beginning as of the

effective date of an Interconnection Service Agreement, and shall be reduced to zero
on the date of commencement of Interconnection Service.

d. For Qualifying Transmission Upgrades, the RPM Credit Requirement shall be

reduced to zero on the date the Qualifying Cransmission Upgrade is placed in service.

ion Credi

Market Sellers offering resources into a Reliability Pricing Mode]l Auction for any
Delivery Year will incur a forward financial obligation to PIM if: (i) the offered resource
clears in such auction; (ii) the Market Seller subsequently becomes deficient in its ability
to provide such resource; (iii) the Market Seller participates in a First or Third

Incremental Auction to obtain replacement resources for such on Deliverv Year to
- meet the obligation for which the Market Seller is deficient; and (iv) the Capacit
esource Clearing Price in such Incremental Auction exce the Capacity R rce

Clearing Price the resource was to receive as a result of clearing the prior auction,

As set forth in the PJM Manuals, a separate Auction Credit Rate shall be calculated for

gach Delivery vear prior to each Reliability Pricing Model Auction for such Delivery
Y ear, as follows:
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- b. Subsequent to any auction, the Auction Credit Rate used for ongoing credit

reguirements_for suppl mmi in such aucticn shall es the Auction
redit Rate established prior to offering into the aucti and the actual margi
value of system acity (times the number of d in such Delivery Year, ti th

Maximum Price Exposure factor described below) that was posted for that auction for
all of a supplier’s offers which cleared in that auction.

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

1. Prior to the date that three Incr tal Auctions for a given Delivery Year(s)

have been conducted, the Maximum Price Exposure factor will be the
maximum expected two-year percent price increase with a 90%_confidence

bas n PJM’s market simulations.

2, After three Incremental Auctions have been conducted for any Delivery
Year(s fore six such auctions have been conducted. the Maximum
Price Exposure factor will be calculated initially in the same manner as for the
first three Incremental Auctions, but shall be reduced to the extent the greatest
percent price increase for a given Delivery Year (as measured between any
Incremental Auction and jts associated Base Residual Auction) was less than
the value initially calculated, and shall be increased to the extent the second
greatest percent price increase for a given Delivery Year (as measured
between any Incremental Auction and its associated Base Residual Auction)

- was greater than the value initjally calculated.

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

any of the three preceding calendar vears.

1V. FORMS OF FINANCIAL SECURITY

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

| IV.I FINANCIAL TRANSMISSION RIGHT AUCTIONS

A. SCOPE,

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

A. Total FTR Credit Requirement.

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

C. Auction Credit Requirement.

For each FTR auction, PJM shall calculate an Auction Credit Requirement for each Market
Participant. 1f a set of submitted bids would ever cause a Market Participant’s Auction
Credit Requirement to exceed the Market Participant’s auction credit limit, then that set of
- Submitted bids shall be rejected.

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

Credit Policy.
A. Total FTR Credit Limit.

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

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

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

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

standards of this Policy.
EVENTS OF DEFAULT

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

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

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

Market Participant — shall have the meaning provided in the Operating Agreement.
Material - For these purposes, material is defined in §1.B.3, Material Changes. For the
purposes herein, the use of the term "material” is not necessarily synonymous with use of

the term by governmental agencics and regulatory bodies.

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

Net Obligation ~ Thc amount owed to PJM for purchases from the PJIM Markets,
Transmission Service, (under both Part 1I and Part III of the O.A.T.T.), and other services
pursuant to the Agreements, after applying a deduction for amounts owed to a Participant

by PIM as it pertams to monthly market act1v1ty In—add-}&en—aggfegate—ame&ﬂtﬁ—ﬂm%wﬂ

mH—be—added—te—thts—ﬁgufe—Should other markets be formed such that Partlc1pants may
incur future Obligations in those markets, then the aggregate amount of those

Obligations will also be added to the Net Obligation.

- Nodal Reference Price — A probabilistic {97%) maximun price differential historically
expericnced between day-ahead and real-time market prices at a given location as defined
in this policy. This number is used in Virtual Bid Screening.

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

Reliability Pricing Model

1. INTRODUCTION

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

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

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

| Capacity Resources and Qualifying Transmission Upgrades as necessary to satisfy the portion of
LSEs’ Unforced Capacity Obligations not satisfied through Self-Supply, in order to ensure the

reliability of the PJM Region for future Delivery Years;

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

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

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

() measures to identify and mitigate capacity market structure deficiencies; and

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

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

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

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

2.1 Annual Revenue Rate

“Annual Revenue Rate” shall mcan the rate employed to assess a compliance
penalty charge on a Demand Resource Provider or ILR Provider under section 1].

22 Avoidable Cost Rate

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

23 Base Load Generation Resource

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

2.4  Base Offer Segment

“Base Offer Segment” shall mean a component of a Sell Offer based on an

- existing Generation Capacity Resource, equal to the summer —net—ecapabilitp—of—the

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

2.5 Base Residual Auction

[ “Base Residual Auction” shall mean the auction conducted fous-three years prior
to the start of the Delivery Year to secure commitments from Capacity Resource as necessary to
satisfy any portion of the Unforced Capacity Obligation of the PYM Region not satisfied through
Self-Supply.

2.6 BuyBid

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

2.7  Capacity Credit

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

MM@%&M@/@A@%IM’ or “CETL” shall have the
me =g—, @V}ded in the Rehablhg ég@g @ ;

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

2.10 Capacity Market Buyer

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

2,11  Capacity Market Seller

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

2.12 Capacity Resource

“Capacity Resource” shall have the meaning specified in the Reliability

- Assurance Agreement.

2.13 Capacity Resource Clearing Price

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

2.14 Capacity Transfer Right

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

2.16 Cost of New Entry

“Cost of New Entry” or “CONE” . “Q INE” shall mean the realnominal levelized cost of a Reference
Resource, as qus ete : ance with-ia section 5.
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haet 2.17 Daily Deficiency Rate

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

2.18 Daily Unforced Capacity Obligation

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

2.19 Delivery Year

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

2.20 Demand Resource

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

221 Demand Resource Factor

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

2.22 Demand Resource Provider

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

223 EFORd

“EFORJ” shall have the meaning specified in the PIM Reliability Assurance
Agreement.

2.24 EFORd Offer Segment

“EFORd Offer Segment” shall mean a component of a Sell Offer permitted under
section 6 to address the potential for changes in EFORA in the time period between the conduct
of an auction and the final determination of EFORA for a Delivery Year. If the Seil Offers of
multiple Market Sellers are based on a single existing Generation Capacity Resource, the EFORd
Offer Segments of such Market Sellers shall be dctermined pro rata based on their entitlements
to Unforced Capacity from such resource.
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2.2 ilibrium
“E mh rium Zone” sh lm : (a) for VRR Curve for e PIM ion
100% plus IRM“ ivided b % pl %)] minusg the Forec 1L, ligation;
and {ii ¢ PIM Region iability Requirement multiplied by {100% plus IRM% plus 29
ivided by (100% plus IRM%)] minus the Forecast RTO ILR Obligation; an for the VRR
for any Locatignal Deliverabili tity of Unforced i i
the I DA Reliability Requirement multiplied by (1009 s %) divided by (100% plus
minus Forec. DA ILR Obligation; and (ii ¢ LDA Reliability Requiremen
multiplied by (100% plus IRM% plus 2%) divi 100% plus %)1 minus the Fore
LDA ILR Obligation (if not previously ac ted for in establishing the CETO for such LD
wh “Forecast LDA ILR Obligation” shall mean the sum of the Forecas nal ILR
Obligations for all Zones in such LDA.
2.26 Final RTO Unforced Capacity Obligation
“Final RTO Unforced Capacity Obligation” shall mean the capacity obligation for
the PJIM Region, determined in accordancc with Schedule 8 of the Reliability Assurance
Agreement.
2.27 First Incremental Auction
“First Incremental Auction” shall mean an auction conducted pursuant to Section
5 in which Market Sellers that committed Capacity Resources in the Base Residual Auction for a
Delivery Year, which subsequently are dctermined to be unavailable to deliver the committed
Unforced Capacity in such Delivery Year, may submit Buy Bids for replacement Capacity
Resources.
2.28 Forecast Pool Requirement
“Forecast Pool Requirement” shall have the meaning specified in the Reliability
Assurance Agreement.
2.29 Forecast RTO ILR Obligation
“Forecast RTO ILR Obligation” shall mean, in unforced capacity; terms, the ILR
Forecast- for the PJM Region times the DR Factor, times the Forecast Pool Requirement.
2.30 Forecast Zonal ILR Obligation
“Forecast Zonal ILR Obligation” shall mean, in unforeed capacity terms, the ILR
Forecast for the Zone times the DR Factor, times the Forecast Pool Requirement.
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- 231 Generation Capacity Resource

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

2.32 ILR Forecast

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

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

2.33 ILR Provider

“ILR Provider” shall mean a Member that has the capability to reduce load, or
that aggregates customers capable of reducing load. A Curtailment Service Provider, as such
term is defined in the PJIM Operating Agreement, may be an 1LR Provider, provided it obtains
certification of its load reduction capability as ILR.

- 2.34 Incremental Auction

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

2.35 Incremental Capacity Transfer Right

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

2.36 Interruptible Load for Reliability (ILR)

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

- Assurance-Agreement:
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2.37 Load Serving Entity (LSE)

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

2.38 Locational Deliverability Area (LDA)

“Locational Deliverability Area” or “LDA” shall mean a geographic area within
the PYM Region that has limited transmission capability to import capacity to satisfy such area’s
reliability requirement, as determined by the Office of the Interconnection in connection with

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

2.39 Locational Deliverability Area Reliability Requirement

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

- 2.40 Locational Price Adder

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

241 Locational Reliability Charge

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

242 Net Cost of New Entry

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

2.43 Nominated Demand Resource Value

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

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

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

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

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

2.45 Opportunity Cost

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

4 - Di

“Peak-Hour Dispatch” 1 mean, fi f calculatin e Ener
Ancillary Services Revenue Offset under section 5 of this Attachment, an assumption, as more
fully set forth in the PIM Manuals, that the Reference Resource is dispatched in four distinct
locks of four hours of continuous output for each block from the peak-h iod beginni
with the hour ending 0800 EPT through to the hour ending 2300 EPT for any day when the
average real-time LMP for the area for which the Net Cost of New Entry is being determined is
greater than, or equal to, the cost to generate (including the cost for a complete start and
shutdown cycle) for at least two hours during each four-hour block, where such blocks shall be
assumed to be dispatched independently; provided that, if there are not at least two economic

had hours in anv given four-hour block, then the Reference Resource shall be assumed not to be

dispatched for such block,
2.47 P(_aak Season

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

248 Percentage Internal Resources Required

“« ta: ources Required” shall have meaning specified i
Reliability Assyrance Agreement,

2.49 Planned Demand Resource

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

2.50 Planned Generation Capacity Resource

“Planned Generation Capacity Resource” shall have the meaning specified in the
Reliability Assurance Agreement.
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2,51 Planning Period

“Planning Period” shall have the meaning specified in the Reliability Assurance
Agreement.

2.52 PJM Region

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

2.53 PJM Region Installed Reserve Margin

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

2.54 PJM Region Peak Load Forecast

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

2.55 PJM Region Reliability Requirement

“PJM Region Reliability Requirement” shall mean, for purposes of the Base
Residual Auction, the Forecast Pool Requirement multiplied by the Preliminary PJM Region Peak
Load Forecast; and, for purposes of the Second Incremental Auction, the Forecast Pool

- Requirement multiplied by the Final PJM Region Peak Load Forecast.

2.56 Projected PJM Market Revenues

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

2.57 Qualifying Transmission Upgrade

“Qualifying Transmission Upgrade” shall mean a proposed enhancement or addition
to the Transmission System that: (a) will increase Impert—Gapabilitythe Capacity Emergency
Transfer Limit into an LDA by a megawatt quantity certified by the Office of the Intcrconnection;
(b) the Office of the Interconnection has determined will be in service on or before the
commencement of the first Dehvery Year for whlch such upgrade is the subJect of a Sell Offer m
the Base Residual Auction; (¢ 1€ a Fa ; ed before
nduct _of the Base Residu f I Dehv Year and (eg) a Gencranon
Interconnection Customer or Transmission Intcroonnectlon Customner is obligated to fund
through a rate or charge specific to such facility or upgrade.

2.58 Reference Resource
“Reference Rfsou.rce shall mean a combustlon uubmeMg&g__o__,
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2,59 Reliability Assurance Agreement

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

2.60 Reliability Pricing Model Auction

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

2.61 Resource Substitution Charge

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

2.62 Second Incremental Auction

“Second Incremental Auction” shall mean an auction conducted pursuant to
Section 5, to secure the commitment of Capacity Resources as necessary to satisfy an increase in
the PJM Region Peak Load Forecast above that reflected in the Base Residual Auction.

2.63 Sell Offer

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

2.64  Sell Offer Price Cap

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

2.65 Self-Supply

“Self-Supply” shall mean Capacity Resources secured by a Load-Serving Entity,
by ownership or contract, outside a Reliability Pricing Model Auction, and used to meet
obligations under this Attachment or the Reliability Assurance Agreement through submission in
a Base Residual Auction of a Sell Offer indicating such Market Seller’s intent that such Capacity
Resource be committed regardless of clearing price. An LSE tnay submit a Sell Offer with a
price bid for an owned or contracted Capacity Resource, but such Sell Offer shall not be deemed
“Self-Supply,” solely as such term is used in this Attachment.
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2.66 Third Incremental Auction
“Third Incremental Auction” shall mean an auction conducted pursuant to Section
5, in which Market Sellers that committed Capacity Resources in the Base Residual, First
Incremental, or Second Incremental Auction for a Delivery Year, which subsequently are
determined to be unavailable to deliver the committed Unforced Capacity in such Delivery Year,
may submit Buy Bids for replacement Capacity Resources.
2.67 Thirty-Minute Start ResourecelTransition Adder
“Transition Adder” shall m mponent of a Sell Off ermitted for
apacity M ket ellersfrtheTran51 Peri as set forth in nl ﬁf[-‘hfm%mute—smﬂ
2.68 Transition Period
“Transition Period” shall mean the four-year period consisting of the Delivery Years
I commencing June 1, 20076, June 1, 20087, June 1, 20098, and June 1, 201009.
2.69 Unforced Capacity
“Unforced Capacity” shall have thc meaning specified in the Reliability Assurance
Agreement.
2,70  Variable Resource Requirement Curve
“Variable Resource Requirement Curve” shall mean a series of maximum prices that
can be cleared in a Base Residual Auction for Unforced Capacity, corresponding to a series of
varying resource requirements based on varying installed reserve margins, as determined by the
_Office of the Interconnection for the PJM Region and each—for certain Locational Deliverability
Areas in accordance with the methodology provided in Section 5.
2.71 Zonal Capacity Price
“Zonal Capacity Price” shall mean the clearing price required in each Zone to
meet the demand for Unforced Capacny and satisfy Locational Deliverability Requirements ané
: A nerational bilit quirements for the LDA or LDAs associated with such Zone.
Ifth Zone has ipl As with t C a1 Resour: Clearm Pnc th
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L COMMON SERVICE PROVISIONS

I Definitions

1.0A

1.0B

1.1

1.2

1.2A

13
1.3A

1.3B
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Affected System: An electric system other than the Transmission Provider’s
Transmission System that may be affected by a proposed interconnection.

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

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

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

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

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

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

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

1.3D

1.3E
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1.3BB Black Start Service: Black Start Service is the capability of generating units to

start without an outside electrical supply or the demonstrated ability of a
generating unit with a high operating factor (subject to Transmission Provider
concurrence) to automatically remain operating at reduced levels when
disconnected from the grid.

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

Capaclty Resource

meaning growded in the Rehab111ty Assurance Agreement—er—the—Reh&b:hgx
Assuranee-Agreement-South.

Capacity Transmission Injection Rights: The rights to schedulc energy and
capacity deliveries at a Point of Interconnection (as defined in Section 50.44) of a
Merchant Transmission Facility with the Transmission System. Capacity
Transmission Injcction Rights may be awarded only to a Merchant D.C.
Transmission Facility and/or Controllable A.C. Merchant Transmission Facilities
that connects the Transmission System to another control area. Deliveries
scheduled using Capacity Transmission Injection Rights have rights similar to
those under Firm Point-to-Point Transmission Service or, if coupled with a
generating unit external to the PJM
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- 36.1.1

36.1.2

- 36.1.3

36.1.4

Interconnection Services: Gencration Interconnection Customers may
request either of two forms of Interconnection Service, i.e.,
interconnection as a Capacity Resource or as an Energy Resource. Energy
Resource status allows the generator to participate in the PIM Interchangc
Energy Market pursuant to the PJM Operating Agreement. Capacity
Resource status allows the generator to participate in the PJM Interchange
Energy Market to be utilized by load-serving entities in the PYM Region to
meet capacity obligations imposed under the Reliability Assurance
Agreement and/or to be designated as a Network Resource under Part 111,
Capacity Resources also may participate in RIM-Capaeity-Credit Markets
Reliability Pricing Model Auctions and in Ancillary Services markets
pursuant to the PJM Tariff or the Operating Agreement. Capacity
Resource status is based on providing sufficient transmission capability to
ensure deliverability of generator output to the aggregate PJM Network
Load and to satisfy various contingency criteria established by the
Applicable Regional Reliability Council in which the generator is located.
Specific tests performed during the Generation Interconnection Feasibility
Study and later System Impact Study will identify those upgrades required
to satisfy the contingency criteria applicable at the generator’s location.

No Applicability to Transmission Service: Nothing in this Part IV shall
constitute a request for transmission service, or confer upon a Generation
Interconnection Customer any right to receive transmission service, under
Part I1 or Part I11.

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

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

45 Capacity Interconnection Rights

45.1

45.2

45.3

Issued By:

Issued On:

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

Receipt of Capacity Interconnection Rights: Generation accredited under the
Reliability Assurance Agreement;-the-Reliability-Assurance-Agreement-Westor
the-Reliability-Assuranee-Agreement-Sonth as a Capacity Resource prior to the
original effective date of this Part IV shall have Capacity Intcrconnection Rights
commensurate with the size in megawatts of the accredited generation. When a
Generation Interconnection Customer's gencration is accredited as a Capacity
Resource, the Generation Interconnection Customer also shall receive Capacity
Interconnection Rights commensurate with the size in megawatts of the
generation accredited as a Capacity Resource. Pursuant to applicable terms of
Schedule 10 of the Reliability Assurance Agreement, Reliability Assurance
Agreement-South or of the Reliability Assurance Agreement-West, a
Transmission Interconnection Customer may combine Incremental Deliverability
Rights associated with Merchant Transmission Facilities with generation capacity
that is not otherwise accredited as a Capacity Resource for the purposes of
obtaining accreditation of such generation as a Capacity Resource and associated
Capacity Interconnection Rights.

Loss of Capacity Interconnection Rights:

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

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

110.1 Application

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

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

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

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

All information required in the completed Attachment N related to the generating
project site, point of interconnection, and generating unit size and configuration
must be provided.
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110.2
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Once it has been established that the requirements related to the submission of the
Attachment N application have been niet, the Generation Interconnection Request
will be entered into the then current Interconneetion Queune for analysis. The
generation addition project will be identified in the Interconnection Queue on the
PJM web site by the size of the capacity addition and by its proposed Point of
Interconnection on the PJM system.

Feasibility Study

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

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

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

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

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

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

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

Once the System Impact Study is completed, a System Impact Study report will
be prepared and transmitted to the Interconnection Customer along with a
Facilities Study Agreement. In order to remain in the Interconnection Queue, the
Interconnection Customer must return the executed Facilities Study Agreement
within 30 days, along with a deposit in the amount of the estimated cost of the
Facilities Study. The Interconnection Customer is responsible for all actual costs
associated with the performance of the Facilities Study related to the request and
will be billed for such costs following the completion of the Facilities Study. If
no transmission system facilities are required, the Facilities Study may not be
required and the project will proceed directly to the execution of an
Interconnection Service Agreement.
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110.5
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Facilities Study

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

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

Interconnection Service Agreement

As with larger generation projects, an Interconnection Service Agreement must be
executed and filed with the FERC. The Interconnection Service Agreement
identifies the obligations, on the part of the Interconnection Customer, to pay for
transmission facilities requircd to facilitate the interconnection and the Capacity
Interconnection Rights which are awarded to the Generation Capacity Resource.

In general, the execution of an Interconnection Service Agreement is no different
for capacity additions of 20 MW or less than for larger Generation Capacity
Resources. However, in instances where an increase of 20 MW or less to an
existing Generation Capacity Resource can be put in service immediately, a
modified Interconnection Service Agreement may be executed. If such an
increase is expedited through the System Impact Study phase, ahcad of larger
projects already in the Interconnection Queue, an Interconnection Service
Agreement will be executed granting interim Capacity Interconnection Rights.
These intcrim rights will allow the capacity inerease to be implemented and the
resource to participate in the capacity market until studies have been completed
for earlier queued resources and all related obligations have been defined. At
such time, the interim rights awarded the smaller capacity addition will become
dependent on the construction of any required transmission facilities and the
satisfaction of any financial obligations for those facilities. If, once those
obligations are defined, the smaller capacity addition desires to retain the interim
Capacity Interconnection Rights, a new Interconnection Service Agreement will
be executed.
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- | If a new Generation Capacity Resource of 20 MW or less can be quickly
connected to the system, interim Capacity Interconnection Rights can be awarded,
as above, through the execution of a modified Interconnection Service
Agreement,

110.6 Other Requirements

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

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

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

111.1 Application

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

All requirements related to the submission, for a larger resource, of an Attachment
N application must be satisfied for a capability addition of 20 MW or less but
greater than 2 MW, except that the non-refundable deposit requirement is $1,000,
rather than $10,000. The Interconnection Customer is responsible for all actual
costs associated with the processing of the request and the performance of the
Feasibility Study related to the request and will be billed for such costs following
the completion of the Feasibility Study.
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111.3
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Once the Feasibility Study is completed, a Feasibility Study report will be
prepared and transmitted to the Interconnection Customer along with a System
Impact Study Agreement. In order to remain in the Interconnection Queue, the
Interconnection Customer must return the executed System Impact Study
Agreement within 30 days, along with documents demonstrating that an initial air
permit application has been filed, if required. The deposit associated with the
System Impact Study Agreement shall be equal to the estimated cost of the
System Impact Study, as specified by the Transmission Provider. The
Interconnection Customer is responsible for all actual costs associated with the
performance of the System Impact Study related to the request and will be billed
for such costs following the completion of the System Impact Study.
Transmission Provider shall retain the deposit until the settlement of the final
invoice for the System Impact Study, provided however, in the event that the total
actual cost of the System Impact Study does not exceed the total estimated cost of
the System Impact Study then the deposit may be applied for payment of invoices
for the cost of the study. In some cases, where no network impacts are identified
and there are no other projects in the vicinity of the small resource addition, the
System Impact Study may not be required and the project will proceed directly to
the Facilities Study.

System Impact Study

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

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

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

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

Once the System Impact Study is completed, a System Impact Study report will
be prepared and transmitted to the Interconnection Customer along with a
Facilities Study Agreement. In order to remain in the interconnection queue, the
Interconnection Customer must return the executed Facilities Study Agreement
within 30 days, along with a deposit in the amount of the estimated cost of the
Facilities Study. The Interconnection Customer is responsible for all actual costs
associated with the performance of the Facilities Study related to the request and
will be billed for such costs following the completion of the Facilities Study. If
1o transmission system facilities are required, the Facilities Study may not be
required and the project will proceed directly to the execution of an
Interconnection Service Agreement.
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Total Generation Owner Monthly Revenue Requirement is the sum of the Zonal
Generation Owner Monthly Revenue Requirements for all Zones in the PJM
Region.

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

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

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

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

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

Payment to Generation Owners

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

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

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

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

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

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

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

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

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

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

a) Capacity Resource and Obligation Management Service comprises the activities
of PJM associated with (i) assuring that customers have arranged for sufficient generating
capacity to meet their instatled-unforced capacity obligations under the Reliability Assurance
Agreement (“RAA” he—Reliability —Assurance—Asreeme outh AA-Se and —the

B et v H
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33

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

RAA; RAA-South-and RAA-West.

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

times the summation for each day of such month of the #Aecounted-For-Daily Unforced Capacity
Obligation of such user, as determined for each such day pursuant to Schedule 7-8 or 8.1 of the

wawivan » e .
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c) In addition to any charge under paragraph (b), PJM will charge each month, each

entity that included in an FRR Capacity Plan, self-scheduled, or sold and cleared, in a Reliability

Pricing Model Auction, ewner-ofa- Capacity Resources committed to serve load for such each

month, a charge equal to the Capacity Resource and Obligation Management Service Rate stated
below times such ewsner’s-entity’s total share, in MWs, of the Unforced Capacity of all Capacity

Resources ewned—in—whele—er—in—part—clear 1f-sch includi FRR
Capacity Plan) by such-ewnes_entity, for commitment to_serve load during such monthwhere

n i - @
aC B -
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B. Transmission Congestion Credits.
1. General.

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

For a new PJM zone, each Transmission Customer purchasing Firm Point-to-Point Service, each
Network Customer, with respect to its reservation of firm transmission service for deliveries
from Network Resources to Network Load, and each Transmission Owner with respect to its
reservation of firm transmission service for the delivery of energy from Gencration Capacity
Resources to Native Load Customers (any of the foregoing being referred to as a “Firm
Transmission User”), shall receive Financial Transmission Rights (“FTRs”) corrcsponding to
points of receipt and delivery designated for their firm uses of the Transmission System. Such
FTRs shall remain in effect until the first annual allocation of Auction Revenue Rights to occur
after the integration of such new PJM zone into the PJM Interchange Energy Market.

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

2. Determination of Credit.

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

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

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

Virtual Credit Exposure = the lesser of:

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

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

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

Each PJM Market Participant that is identified as requiring Virtual Bid Screening based
on bidding history will be screened in the following manner: If the participant’s Virtual
Credit Exposure exceeds its Credit Available for Virtual Bidding, the Market Participant
will be notified via an eMKT error message, and the submitted bids will be rejected.
Upon such notification, the Market Participant may alter its virtual bids and offers so that
its Virtnal Credit Exposure does not exceed its Credit Available for Virtual Bidding, and
may resubmit then1. Bids may be submitted in one or more groups during a day. If one
or more groups of bids is submitted and accepted, and a subsequent group of submitted
bids causes the total submitted bids to exceed the Virtual Credit Exposure, then only that
subsequent set of bids will be rejected. Previously accepted bids will not be affected,
though the Market Participant may choose to withdraw them voluntarily.

p a] p fron . addition, the p f this section shal] ar
entity seeking t icipate in M Auction, t ess credit ri uniqu such
auctions.
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\. Applicabilit

A Mark ller secking to submi ell Offer in any Reliability Pricing Model Auction

on_an acity R for which is a materially increased risk of non-
erformance must satis e credit requi t specified i ion IV.B re
ubmittin ch Sell Credi maintained until h risk n-
erformance is stantially eliminated m e reduced commensurate with the

reduction in such risk, as set forth in Section IV.C.

For purposes of this provision, a resource for which there is a materially increased risk of

non- rmance shall mean: (i 1 eration ity Resource; (ii) a Plann
Demand Resource; (iil) a alifyi Transmissi ade; or (iv) an existi
Generation ity Reso located outside_th Region i it i
submitted in a Sell Offer has not secured firm transmission service to the border of the

PIM Region sufficient to satisfy the deliverability requirements of the Reliability
Assurance Agreement.

For any resource specified in Section IV.A, the credit requirement shall be the RPM
Auction Credit Rate, as provided in Section [V.D, times the megawatts to be offered for

ale from such resource in a Reliability Pricin 1 Auction, forth in ion
- IV.D, the Auction it Requir hall be determin tely for each Deliv
Year. The RPM Auction Credit Requi t for each Mark ller sh e sum
the credit requirements for all such resources to be offered by such Market Seller in the
auction.

R . . redi ir

The RPM _Auction Credit Requi r a Market Seller will be reduced for

Deliv to the less i h Market Seller’s offers clear in the Bas

Residu ion In ion for such Deli Year. h ion
iona : ity, in megawatts, that failed to clear it h Delive

.‘C'J. ire 1 C ICgawalis o 1 CIN and » LI
Resource Provider qualifies as a Capacity Resource, in accordance with the

ro tabli undcr Reliability A ce A ent.
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- b. For existing Generation acity Resources lo outside the PJM Region tha

have not secured sufficient firm mission 1o the border of the PJM Regi rior to
the auction in which such resource is first offered, the RPM Credit Requirement shall
be reduced in dir T ion to the megawatts of firm ission service secur
by the Market Seller that quali h resource under the deliverability requir

of the Reliability Assurance Agreement.

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

on the date of cominencement of Interconnection Service.
d. For ifvi Transmission U th M _Credit Requir t shall
reduced to zero on the date the Qualifving Transmission Upgrade is placed in service.
D. RPM Auction Credit Rat

Market Sellers offering resources into a Reliability Pricing Model Auction for any
Delivery Year will incur a forward financial obligation to PJM if: (i) the offered resource

clears in such auction; (ii) the Market Sell ently becomes deficient in its abili

to provide such resource; (iii) the Market Seller participates in a_First or Third
Incremental Aucti i lacemen ure uch Season Delivery Year
- meet the obligation for which the Market Seller is deficient; and (iv) the Capacity
Resource Clearing Price in such Incremental Auction exceeds the Capacity Resource
Clearing Price the resource was to receive as a result of clearing the prior auction,

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

Year, as follows:

a. For a Base Residual Aucti n foraD the Auction Rate for each

Price Exposure factor described below.
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- b. Su auction, the Auction Credit Rat fi neoing credi
i for supply committed in such aucti | el f the Auctio

Credit R tablish rior to offering into the auction, an a marginal

value of system capaci i in such Delivery Year, tim
imum Price Exposure factor described be for that auction for

all of a supplier’s offers which cleared in that auction.

The Maximum Price Ex: e factor will be calculated as follows:

1. ior ¢ date that three Incr Aucti for a given Deliverv Year(s
have been conducted i ri xposure factor wi e
maximum expec - ent price increase wi 909 nfiden

based on PJM’s market simulations,

2. After three emental Auctions have be n for any Deliv
Year(s), but before si h ions have been condu the Maximum
Price Exposure factor wiil ted initially in th m for the
first three Incremental Auctions, but shall be reduced to the extent the greatest
ercent_price increase for a given Deli Y. measured betw
Incremental Auction and its associated Base i Auction} was le
the value initially calculated, and shall be 1 ed to the extent
eatest percent price increase for a gi liv. Year measur

between any Incremental Auction and its associated Base Residual Auctlong

S was greater th e value initiallv calc

3, ix Incremental Auctions have been conducted for any Delivery Year(s
the Maximum Price Exposure factor for such Deli Year will be the second
cent price increa measured betwe Increm Auetion

and its associated Base Residual Auction)} for any Incremental Auctions for
such Delivery Year conducted during the then-current calendar year or during

e preceding ¢ ears.

bills ovi ast 12 month

IV. FORMS OF FINANCIAL SECURITY

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

I JV.I FINANCIAL TRANSMISSION RIGHT AUCTIONS
A. SCOPE.

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

A. Total FTR Credit Requirement.

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

C. Auction Credit Requirement.
For each FTR auction, PIM shall calculate an Auction Credit Requirement for each Market

Participant. If a set of submitted bids would ever cause a Market Participant’s Auction
Credit Requirement to exceed the Market Participant’s auction credit limit, then that set of

- Submitted bids shall be rejected.

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

A. Total FTR Credit Limit.

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

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

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

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

| vI. EVENTS OF DEFAULT

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

Agreements.

| VII. DEFINITIONS:

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

Agreements — The Operating Agreement of PIM Interconnection, L.L.C., the PJM Open
Access Transmission Tariff, the Reliability Assurance Agreement, the Reliability
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- Individual FTR Credit Requirements — Shall mean the bid price for the FTR less the

Revenue Offset for the FTR. If the Individual FTR Credit Requirement for an FTR
results in a value less that zero, that Individual FTR Credit Requirement shall be set to
ZETo.

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

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

Member — shall have the meaning provided in the Operating Agreement.
Net Obligation — The amount owed to PJM for purchases from the PJM Markets,

Transmission Service, (under both Part II and Part III of the 0O.A.T.T.), and other services
pursuant to the Agreements, after applying a deduction for amounts owed to a Participant

by PIM as it pertains to monthly market activity. ;
will-be-added-to-thisfigure—Should other markets be formed such that Participants may

incur future Obligations in those markets, then the aggregate amount of those
Obligations will also be added to the Net Obligation.

- Nodal Reference Price — A probabilistic (97%) maximum price differential historically

experienced between day-ahead and real-time market prices at a given location as defined
in this policy. This number is used in Virtual Bid Screening.

Obligation — All amounts owed to “PIM for purchases from the PIM Markets,
Transmission Service, (under both Part IT and Part I of the 0.A.T.T.), and other services
pursuant to the Agreements. In addition, aggregate amounts that will be owed to PJM in
the future for Capacity purchases within the PIM Capacity markets will be added to this
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- ATTACHMENT ¥DD

Reliability Pricing Model

1. INTRODUCTION

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

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

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

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

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

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

(e) deficiency charges to ensure progress toward, and fulfillment of, forward commitments

| by demand and generation resources to satisfy capacity and-operational-reliability requirements;

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

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

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

terms used in this Attachment pot defined herein shall have the meaning given to such terms

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

2.1 Annual Revenue Rate

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

22 Avoidable Cost Rate

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

23 Base Load Generation Resource

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

2.4 Base Offer Segment

“Base Offer Segment” shall mean a component of a Sell Offer based on an
existing Generation Capacity Resource, equal to the summer—net—ecapability —of —the

- installedUnforced ¢Capacity of such resource, as determined in accordance with the PJM
Manuals, minus the EFORd Offer Segment. 1f the Sell Offers of multiple Market Sellers are
based on a single existing Generation Capacity Resource, the Base Offer Segments of such
Market Seilers shall be determined pro rata based on their entitlements to Unforced Capacity
from such resource.

2.5 Base Residual Auction

| “Base Residual Auction” shall mean the auction conducted fous-threg years prior
to the start of the Delivery Year to secure commitments from Capacity Resource as necessary to
satisfy any portion of the Unforced Capacity Obligation of the PIM Region not satisfied through
Self-Supply.

2.6 BuyBid

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

2.7  Capacity Credit
“Capacity Credit” shall have the meaning specified in Schedule 11 of the

Operating Agreement, including Capacity Credits obtained prior to the termination of such
Schedule applicable to periods after the termination of such Schedule.
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2.8  Hmpert-CapabilityCapacity Emergency Transfer Limit

“Impert-CapabilityCapacity Fmergency Transfer Limit”_or “CETL” shall have the
meaning;_provided in the Reliability Ass A ent-as-te-an-DA;-the-capaeity-emergency
ransfer-limit for such A4 etermin g Ofheeo

--------- akda
BCCoOTroR - t]

o

......

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

2.10 Capacity Market Buyer

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

2.11 Capacity Market Seller

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

212 Capacity Resource

“Capacity Resource” shall have the meaning specified in the Reliability

- Assurance Agreement.

2.13  Capacity Resource Clearing Price

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

2.14 Capacity Transfer Right

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

2.16 Cost of New Entry

“Cost of New Entry” or “CONE” shall mean the realnominal levelized cost of a Reference

Resource, as quantified-and-stateddetermined in accordance with-a section 5.

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

Issued On:  September 29, 2006




Document Accession #: 20061004-0159 Filed Date: 09/29/2006

Second Revised Sheet No. 564

PIM Interconnection, L.L.C.
FERC Electric Tariff Superseding First Revised Sheet No. 564
Sixth Revised Volume No. 1
2:14—Season
-
-
-
Effective: June 1, 2007

Issued By:  Craig Glazer
Vice President, Federal Government Policy

Issued On:  September 29, 2006



Document Accession #: 20061004-0159 Filed Date: 09/29/2006

PJM Interconnection, L.L.C. Second Revised Sheet No. 565
FERC Electric Tariff Supersedmg First Revised Sheet No. 565
Sixth Revised Volume No. 1

2.17 Daily Deficiency Rate

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

2.18 Daily Unforced Capacity Obligation

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

2.19 Delivery Year

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

2.20 Demand Resource

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

2.21 Demand Resource Factor

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

2.22 Demand Resource Provider

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

223 EFORd

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

224 EFORd Offer Segment

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

for ional Deliverabili uanti f Unfor Capaci
¢ 1 DA Reliability Requirement multiplied by (100% plus %) divided by (100% plu
%)] minus Te LDA ILR Obligation: ii) [the LDA Reliability Requiremen
multiplied 100% plus IRM% plus 2%) divid 100% plus [RM%)] minus the Forec
DA ILR Obligation {if not previously accounted for in establishing the CETO for such LDA
where “Forec LDA TLR_ Obligation” shall mean the sum of the Forecast nal IL

Obligations for all Zones in such LDA.

2.26 Final RTO Unforced Capacity Obligation

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

2.27 First Incremental Auction

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

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

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

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

2.28 Forecast Pool Requirement

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

2.29 Forecast RTO ILR Obligation

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

230  Forecast Zonal ILR Obligation

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

“Generation Capacity Resource” shall have the meaning specified in the
Reliability Assurance Agreement,

2.32 ILR Forecast

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

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

2.33 ILR Provider

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

- 2.34 Incremental Auction

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

235 Incremental Capacity Transfer Right

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

2.36 Interruptible Load for Reliability (ILR)

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

- Assurance-Agreement:
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2.37 Load Serving Entity (LSE)

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

2.38 Locational Deliverability Area (LDA)

“Locational Deliverability Area” or “LDA” shall mean a geographic area within
the PJM Region that has limited transmission capability to import capacity to satisfy such area’s
reliability requirement, as determined by the Office of the Interconnection in connection with

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

2.39 Locational Deliverability Area Reliability Requirement

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

2.40 Locational Price Adder

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

2.41 Locational Reliability Charge

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

2.42  Net Cost of New Entry

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

243 Nominated Demand Resource Value

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

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

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

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

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

2.45 Opportunity Cost

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

246 PealcHour Dispatch

“Peak-Hour Dispatch” shall mean, for purposes of calculating the Energy and
Ancillary Services Revenue Offset under section 5 of this Attachment, an assumption, as more
fully set forth in the PJM Manuals, that the Reference Resource is dispatched in four distinct
blocks of four hours of continucus output for each block from the peak-hour period beginning
with the hour ending 0800 EPT through to the hour ending 2300 EPT for any day when the

average real-time LMP for the area for which the N ost of New Entry is bein ermi 18

greater than, or equal to, the cost to generate (including the cost for a complete start and
shutdown cycle) for at least two hours during each four-hour block, where such blocks shall be
assumed to be dispatched independently; provided that, if there are not at least two economic

- hours in anv given four-hour ck, then the Reference Resource shall be assumed not to be

dispatched for such block.
2.47 Peak Season

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

113

ercenta Resources Required” shall have meaning specified i
Reliabili S: ce Apreement

2.49 Planned Demand Resource

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

2.50 Planned Generation Capacity Resource

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

-
“Planning Period” shall have the meaning specified in the Reliability Assurance
Agreement.
2,52 PJM Region
“PJIM Region” shall have the meaning specified in the Reliability Assurance
Agreement.

2.53 PJM Region Installed Reserve Margin

“PIM Region Installed Reserve Margin” shall have the meaning specified in the
Reliability Assurance Agreement.

254 PJM Region Peak Load Forecast

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

2,55 PJM Region Reliability Requirement

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

2.56 Projected PJM Market Revenues

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

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

to the Transmission System that: (a) will increasc Impert-Capabilitythe Capacity Emergency
Transfer Limit into an LDA by a megawatt quantity certified by the Office of the Interconnection;
(b) the Office of the Interconnection has determined will be in service on or before the
commencement of the first Dehvery Year for which such upgrade is the subject of a Sell Offer in
the Base Residual Auction; (¢) | ] a Facilitie ly Ag ed before
ct of th ¢ Resi ion for h D Y and(eg)aGeneratlon
Interconnection Customer or Transmission Interconnection Customer is obligated to fund
through a rate or charge specific to such facility or upgrade.

2.58 Reference Resource
“Reference Resource shall mean a oombustlon mrbmew
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bt 2.59 Reliability Assurance Agreement
“Reliability Assurance Agreement” shall mean that certain “Reliability Assurance
Agreement Among Load-Serving Entities in the PJM Region,” on file with FERC as PIM
Interconnection, L.L.C. Rate Schedule FERC No.44.
2.60 Reliability Pricing Model Auction
“Reliability Pricing Model Auction” shall mean the Base Residual Auction or any
Incremental Auction.
2.61 Resource Substitution Charge
“Resource Substitution Charge” shall mean a charge assessed on Capacity Market
Buyers in a First Incremental Auction or Third Incremental Auction to recover the cost of
replacement Capacity Resources.
2.62 Second Incremental Auction
“Second Incremental Auction” shall mean an auction conducted pursuant to
- Section 5, to secure the commitment of Capacity Resources as necessary to satisfy an increase in
the PJM Region Peak Load Forecast above that reflected in the Base Residual Auction.
2.63 Sell Offer
“Sell Offer” shall mean an offer to sell Capacity Resources in a Base Residual
Auction, Incremental Auction, or Reliability Backstop Auction.
2.64  Sell Offer Price Cap
“Sell Offer Price Cap” shall mean a maximum offer price applicable to certain
Market Sellers under certain conditions, as determined in accordance with Section 6.
2.65 Self-Supply
“Self-Supply” shall mean Capacity Resources secured by a Load-Serving Entity,
by ownership or contract, outside a Reliability Pricing Model Auction, and used to meet
obligations under this Attachment or the Reliability Assurance Agreement through submission in
a Base Residual Auction of a Sell Offer indicating such Market Seller’s intent that such Capacity
Resource be committed regardiess of clearing price. An LSE may submit a Sell Offer with a
price bid for an owned or contracted Capacity Resource, but such Sell Offer shall not be deemed
“Self-Supply,” solely as such term is used in this Attachment.
-
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- 2.66 Third Incremental Auction

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

2.67 Thirty-Minute StartResoureeTransition Adder
¢ iti er” shall mean a f 2 Sell Offer itted for in
aci Markct Sellers for the Transm n P as set fo —‘%ﬂ#}v-Mmute—Staft

2.68 Transition Period

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

2.69 Unforced Capacity

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

2.70  Variable Resource Requirement Curve

- “Variable Resource Requirement Curve” shall mean a series of maximum prices that
can be cleared in a Base Residual Auction for Unforced Capacity, corresponding to a series of
varying resource requirements based on varying installed reserve margins, as determined by the
Office of the Interconnection for the PJM Region and eash—for certain Locational Deliverability
Areas in accordance with the methodology provided in Section 5.

2.71  Zonal Capacity Price

“Zonal Capacity Price” shall mean the clearing price required in each Zone to
meet thc demand for Unforced Capac1ty and satisfy Locational Deliverability Requirements and
pree-Operational abilit pirements for the LDA or LDAs. LDAs associated w1th such Zone.
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1.4A Authorized Commission.

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

1.4B Authorized Person.

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

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

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

1.5B Behind The Meter Generation.

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

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

1.7 Control Area.

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

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

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

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

(d) maintain power flows on transmission facilities within appropriate limits to preserve
reliability; and

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

1.7.01 Control Zone,

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

1.7.02 Default Allocation Assessment.

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

1.7.03 Demand Resource.

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

1.7B  [Reserved].

1.7C ECAR.

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

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

1.10 Emergency.

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

1.11  End-Use Customer.

“End-Use Customer” shall mean a Member that is a retail end-user of electricity within the PJM
Region.

1.12 FERC,

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

1.13  Finance Committee,

“Finance Committee” shall mean the body formed pursuant to Section 7.5.1 of this Agreement.

1.14 Generation Owner.

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

1.14A Generation Capacity Resource.

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

1.15  Good Utility Practice.

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

1.16 Information Request.

“Information Request” shall mean a written request, in accordance with the terms of this
Agreement for disclosure of confidential information pursuant to Section 18.17.4 of this Agreement.
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1.16A Interruptibie Load for Reliability.

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

1.17 LLC.
“LLC” shall mean PJM Interconnection, L.L..C., a Delaware limited liability company.
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1.18 Load Serving Entity.

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

1.19  Locational Marginal Price.

“Locational Marginal Price” shall mean the hourly integrated market clearing marginal price for
energy at the location the energy is delivered or received, calculated as specified in Section 2 of
Schedule 1 of this Agreement.

1.20 MAAC.

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

1.20A MAAC Control Zone.

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

1208 MAIN.

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

1.20C MAIN Control Zone.

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

1.21 Market Buyer.

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

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

1.23  Market Seller.

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

1.24 Member.

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

1.25 Members Committee.

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

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

«PJM Manuals” shall mean the instructions, rules, procedures and guidelines established by the
Office of the Interconnection for the operation, planning, and accounting requirements of the PIM
Region and the PJM Interchange Energy Market.

1.35.01 PJM Market Monitor.

«pJM Market Monitor” shall mean the Market Monitoring Unit established under
Attachment M to the PJM Tariff.

1.35A PJM Region.

“pJM Region” shall mean the aggregate of the MAAC Control Zone, the PJM West Region, and
VACAR Control Zone.

1.35B PJM South Region.
«“pJM South Region” shall mean the VACAR Control Zone.
1.36 PJM Tariff.

“pJM Tariff’ shall mean the PIM Open Access Transmission Tariff providing transmission
service within the PJM Region, including any schedules, appendices, or exhibits attached thereto, as in
effect from time to time.

1.36A [Reserved.}

1.36B PJM West Region.

«pJM West Region” shall mean the aggregate of the ECAR Control Zone(s) and MAIN Control
Zone(s).

1.37  Planning Period.

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

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

1.38A Regulation Zone.

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

139 Related Parties.

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

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



Document Accession #: 20061004-0159 Filed Date: 09/29/2006

PJM Interconnection, L.1..C. Fourth Revised Sheet No. 23A
Third Revised Rate Schedule FERC No. 24 Superseding Second Revised Sheet No. 23A

1.40  Reliability Assurance Agreement.

“Reliability Assurance Agreement” shall mean that certain Reliability Assurance Agreement
Among Load-Serving Entities in the PIM Region, on file with FERC as PIM Interconnection, L.L.C.
Rate Schedule FERC. No. 42 [correct number reference], establishing obligations, standards and
procedures for maintaining the reliable operation of the PJM Region.

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

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

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

1.47B VACAR Control Zone,

«“\V ACAR Control Zone” shall mean the Transmission Facilities of Virginia Electric and Power

Company.

1.48 Voting Member.

“Voting Member” shall mean (i) a Member as to which no other Member is an Affiliate or
Related Party, or (i) a Member together with any other Members as to which it is an Affiliate or Related

Party.

1.49 Weighted Interest.
“Weighted lnterest” shall be equal to (0.1(1/N) + 0.5(B/C) + 0.2(D/E)} + 0.2(F/G)), where:

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

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

the sum of factor B for all Members

D= the Member's generating capability from Generation Capacity
Resources located in the PIM Region as of January 1 of the current calendar
year, determined by the Office of the Interconnection pursuant to Schedule 9 of
the Reliability Assurance Agreement

E= the sum of factor D for all Members

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

the surh of factor F for all Members
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(d) The Markets and Reliability Committee shall provide advice and
recommendations concerning studies and analyses relating to the overall efficacy of the PIM
Interchange Energy Market and in carrying out actions as may be initiated as a result thereof.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Xi) Maintain accurate records of the sectors in which cach Voting
Member is entitled to vote, and calculate the results of any vote taken in the
Members Committee;

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

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

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

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

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

Perform those functions and undertake those responsibilities transferred to it
under the Consolidated Transmission Owners Agreement including (A) direct
the operation of the transmission facilities of the parties to the East Transmission
Owners Agreement (B) direct the operation of the transmission facilities of the
Parties to the West Transmission Owners Agreement, (C) direct the operation of
the transmission facilities of the Parties to the South Transmission Owner
Agreement, (D) administer the PJM Tariff, and (E) administer the Regional
Transmission Expansion Planning Protocol set forth as Schedule 6 to this
Agreement;

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

Monitor the operation of the PIM Region, ensure that appropriate Emergency
plans are in place and appropriate Emergency drills are conducted, declare the
existence of an Emergency, and direct the operations of the Members as
necessary to manage, alleviate or end an Emergency;

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

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

11. MEMBERS

Management Rights.

The Members or any of them shall not take part in the management of the business of, and shall
not transact any business for, the LLC in their capacity as Members, nor shall they have power to sign

for or to bind the LI.C.
11.2

therefrom.

Issued By:

Issued On:

Other Activities.

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

Craig Glazer Effective: June 1, 2007

Vice President, Federal Government Policy
September 29, 2006



Document Accession #: 20061004-0159 Filed Date: 09/29/2006

PJM Interconnection, L.L.C. Eighth Revised Sheet No. 43
Third Revised Rate Schedule FERC No. 24 Superseding Seventh Revised Sheet No. 43

11.3  Member Responsibilities.
11.3.1 General.

To facilitate and provide for the work of the Office of the Interconnection and of the
several committees appointed by the Members Committee, each Member shall, to the extent applicable;

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

(vi) analysis of system disturbances, and (vii) such other purposes, including those set forth in

Schedule 2, as will contribute to the reliable and economic operation of the PJM Region;

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

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

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

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

11.3.2 Facilities Planning and Operation.

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

(a) Consult with the other Members and the Office of the interconnection, and
coordinate the installation of its electric generation and Transmission Facilities with those of such other
Members so as to maintain reliable service in the PIM Region;

(b) Coordinate with the other Members, the Office of the Interconnection and with
others in the planning and operation of the regional facilities to secure a high level of reliability and
continuity of service and other advantages;

() Cooperate with the other Members and the Office of the Interconnection in the
implementation of all policies and procedures established pursuant to this Agreement for dealing with
Emergencies, including but not limited to policies and procedures for maintaining or arranging for a
portion of a Member’s Generation Capacity Resources, at least equal to the applicable levels established
from time to time by the Office of the Interconnection, to have the ability to go from a shutdown
condition to an operating condition and start delivering power without assistance from the power system;

(d) Cooperate with the members of the Applicable Regional Reliability Councils to
augment the reliability of the bulk power supply facilities of the region and comply with Applicable
Regional Reliability Councils and NERC operating and planning standards, principles and guidelines
and the PJM Manuals implementing such standards, principles and guidelines;

(e) Obtain or arrange for transmission service as appropriate to carry out this
Agreement;

O Cooperate with the Office of the Interconnection’s coordination of the operating
and maintenance schedules of the Member’s generating and Transmission Facilities with the facilities of
other Members to maintain reliable service to its own customers and those of the other Members and to
obtain economic efficiencies consistent therewith;

(g) Cooperate with the other Members and the Office of the Interconnection in the
analysis, formulation and implementation of plans to prevent or eliminate conditions that impair the
reliability of the PJM Region; and

(h) Adopt and apply standards adopted pursuant to this Agreement and conforming
to NERC, and Applicable Regional Reliability Council standards, principles and guidelines and the PIM
Manuals, for systemn design, equipment ratings, operating practices and maintenance practices.

11.3.3 Electric Distributors.

In addition to any of the foregoing responsibilities that may be applicable, each Member
that is an Electric Distributor, whether or not that Member votes in the Members Committee in the
Electric Distributor sector or meets the eligibility requirements for any other sector of the Members
Committee, shall:
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(a) Accept, comply with or be compatible with all standards applicable within the
PJM Region with respect to system design, equipment ratings, operating practices and maintenance
practices as set forth in the PJM Manuals, or be subject to an interconnected Member’s requirements
relating to the foregoing, so that sufficient electrical equipment, control capability, information and
communication are available to the Office of the Interconnection for planning and operation of the PIM
Region;

(b) Assure the continued compatibility of its local system energy management
system monitoring and telecommunications systems to satisfy the technical requirements of interacting
automatically or manually with the Office of the Interconnection as it directs the operation of the PJIM
Region;

() Maintain or arrange for a portion of its connected load to be subject to control
by automatic underfrequency, under-voltage, or other load-shedding devices at least equal to the levels
established pursuant to the Reliability Assurance Agreement, or be subject to another Member’s control
for these purposes;

(d) Provide or arrange for sufficient reactive capability and voltage control facilities
to conform to Good Utility Practice and (i) to meet the reactive requirements of its system and customers
and (ii) to maintain adequate voltage levels and the stability required by the bulk power supply facilities
of the PJM Region;

(e) Shed connected load, share Generation Capacity Resources, initiate Interruptible
Load for Reliability programs, and take such other coordination actions as may be necessary in
accordance with the directions of the Office of the Interconnection in Emergencies;

H Maintain or arrange for a portion of its Generation Capacity Resources at least
equal to the level established pursuant to the Reliability Assurance Agreement to have the ability to go
from a shutdown condition to an operating condition and start delivering power without assistance from
the power system;

(2) Provide or arrange through another Member for the services of a 24-hour local
control center to coordinate with the Office of the Interconnection, each such control center to be
furnished with appropriate telemetry equipment as specified in the PJM Manuals, and to be staffed by
system operators trained and delegated sufficient authority to take any action necessary to assure that the
system for which the operator is responsible is operated in a stable and reliable manner. In addition to
meeting any training standards and requirements specified in this Agreement, local control center staff
shall be required to meet applicable training standards and requirements in PJM Manual 01, Control
Center Requirements, including the PJM System Operator Training Requirements in Attachment C;

(h) Provide 1o the Office of the Interconnection all System, accounting, customer
tracking, load forecasting (including all load to be served from its System) and other data necessary or
appropriate to implement or administer this Agreement, and the Reliability Assurance Agreement; and

(i) Comply with the underfrequency relay obligations and charges specified in
Schedule 7 of this Agreement.
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11.3.4 Reports to the Office of the Interconnection.

Each Member shall report as promptly as possible to the Office of the Interconnection
any changes in its operating practices and procedures relating to the reliability of the bulk power supply
facilities of the PJM Region. The Office of the Interconnection shall review such reports, and if any
change in an operating practice or procedure of the Member is not in accord with the established
operating principles, practices and procedures for the PIM Region and such change adversely affects
such region and regional reliability, it shall so inform such Member, and the other Members through
their representative on the Operating Committee, and shall direct that such change be modified to
conform to the established operating principles, practices and procedures.

11.4  Regional Transmission Expansion Planning Protocol.

The Members shall participate in regional transmission expansion planning in accordance with
the Regional Transmission Expansion Planning Protocol set forth in Schedule 6 to this Agreement.

11.5 Member Right to Petition.

(a) Nothing herein shall deprive any Member of the right to petition FERC to modify any
provision of this Agreement or any Schedule or practice hercunder that the petitioning Member believes
to be unjust, unreasonable, or unduly discriminatory under section 206 of the Federal Power Act, subject
to the right of any other Member (a) to oppose said proposal, or (b) to withdraw from the LLC pursuant
to Section 4.1.

(b) Nothing herein shall be construed as affecting in any way the right of the Members,
acting pursuant to a vote of the Members Committee as specified in Section 8.4, unilaterally to make an
application to FERC for a change in any rate, charge, classification, tariff or service, or any rule or
regulation related thereto, under section 205 of the Federal Power Act and pursuant to the rules and
regulations promulgated by FERC thereunder, subject to the right of any Member that voted against
such change in any rate, charge, classification, tariff or service, or any rule or regulation related thereto,
in intervene in opposition to any such application.

11.6 Membership Requirements.
(a) To qualify as a Member, an entity shall:

i Be a Transmission Owner a Generation Owner, an Other Supplier, an
Electric Distributor, or an End-Use Customer; and

i) Accept the obligations set forth in this Agreement.

()] Certain Members that are Load Serving Entitics are parties to the Reliability Assurance
Agreement, . Upon becoming a Member, any entity that is a Load Serving Entity in the PIM Region
and that wishes to become a Market Buyer shall also simultaneously execute the Reliability Assurance
Agreement.
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(c) An entity that wishes to become a party to this Agreement shall apply, in writing, to the
President setting forth its request, its qualifications for membership, its agreement to supply data as
specified in this Agreement, its agreement to pay all costs and expenses in accordance with Schedule 3,
and providing all information specified pursuant to the Schedules to this Agreement for entities that wish
to become Market Participants. Any such application that meets all applicable requirements shall be
approved by the President within sixty (60) days.

(d) Nothing in this Section 11 is intended to remove, in any respect, the choice of
participation by other utility companies or organizations in the operation of the PJM Region through
inclusion in the System of a Member.

(e) An entity whose application is accepted by the President pursuant to Section
11.6(c) shall execute a supplement to this Agreement in substantiaily the form prescribed in Schedule 4,
which supplement shal! be countersigned by the President. The entity shall become a Member effective
on the date the supplement is countersigned by the President.

(H Entities whose applications contemplate expansion or rearrangement of the PJM Region
may become Members promptly as described in Sections 11.6(c) and 11.6(e) above, but the integration
of the applicant's system into all of the operation and accounting provisions of this Agreement and the
Reliability Assurance Agreement, shall occur only after completion of all required installations and
modifications of metering, communications, computer programming, and other necessary and
appropriate facilities and procedures, as determined by the Office of the Interconnection. The Office of
the Interconnection shall notify the other Members when such integration has occurred.

(2) Entities that become Members will be listed in Schedule 12 of this Agreement.

(h) In accordance with the MAAC Agreement, a Member serving load in the MAAC
Control Zone shall be a member of MAAC and any other Member may be a member of MAAC.

12. TRANSFERS OF MEMBERSHIP INTEREST

The rights and obligations crcated by this Agreement shall inure to and bind the successors and
assigns of such Member; provided, however, that the rights and obligations of any Member hereunder
shall not be assigned without the approval of the Members Commiitee except as to a successor in
operation of a Member’s electric operating properties by reason of a merger, consolidation,
reorganization, sale, spin-off, or foreclosure, as a result of which substantially all such electric operating
properties are acquired by such a successor, and such successor becomes a Member.

13. INTERCHANGE
13.1 Interchange Arrangements with Non-Members.

Any Member may enter into interchange arrangements with others that are not Members with
respect to the delivery or receipt of capacity and energy to fulfill its obligations hereunder or for any
other purpose, subject to the standards and requirements established in or pursuant to this Agreement.
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1.3.13  Maximum Generation Emergency.

“Maximum Generation Emergency” shall mean an Emergency declared by the Office of
the Interconnection in which the Office of the Interconnection anticipates requesting one or more
Generation Capacity Resources to operate at its maximum net or gross electrical power output, subject to
the equipment stress limits for such Generation Capacity Resource, in order to manage, alleviate, or end
the Emergency.

1.3.14 Minimum Generation Emergency.

“Minimum Generation Emergency” shall mean an Emergency declared by the Office of
the Interconnection in which the Office of the Interconnection anticipates requesting one or more
generating resources to operate at or below Normal Minimum Generation, in order to manage, alleviate,
or end the Emergency.

1.3.14A NERC Interchange Distribution Calculator.

“NERC Interchange Distribution Calculator” shall mean the NERC mechanism that is in
effect and being used to calculate the distribution of energy, over specific transmission interfaces, from
energy transactions.

1.3.15  Network Resource.

“Network Resource” shall have the meaning specified in the PIM Tariff.

1.3.16 Network Service User.

“Network Service User” shall mean an entity using Network Transmission Service.
1.3.17  Network Transmission Service.

“Network Transmission Service” shall mean transmission service provided pursuant to
the rates, terms and conditions set forth in Part 111 of the PJM Tariff, or transmission service comparable
to such service that is provided to a Load Serving Entity that is also a Transmission Owner.

1.3.18 Normal Maximum Generation.

“Normal Maximum Generation” shall mean the highest output level of a generating
resource under normal operating conditions.

1.3.19 Normal Minimum Generation.

“Normal Minimum Generation” shall mean the lowest output level of a generating
resource under normal operating conditions.

1.3.20  Offer Data.

“Offer Data” shall mean the scheduling, operations planning, dispatch, new resource,
and other data and information necessary to schedule and dispatch generation resources and Demand
Resource(s)
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(b) An applicant that is a Load Serving Entity or that will purchase on behaif of or
for ultimate delivery to a Load Serving Entity shall establish to the satisfaction of the Office of the
Interconnection that the end-users that will be served through energy and related services purchased in
the PIM Interchange Energy Market, are located clectrically within the PIM Region, or will be brought
within the PJM Region prior to any purchases from the PIM Interchange Energy Market. Such
applicant shall further demonstrate that:

i} The Load Serving Entity for the end users is obligated to meet the
requirements of the Reliability Assurance Agreement; and

i) The Load Serving Entity for the end users has arrangements in place for
Network Transmission Service or Point-To-Point Transmission Service
for all PJM Interchange Energy Market purchases.

(c) An applicant that is not a Load Serving Entity or purchasing on behalf of or for
ultimate delivery to a Load Serving Entity shall demonstrate that:

i) The applicant has obtained or will obtain Network Transmission Service
or Point-to-Point Transmission Service for all PJM Interchange
Energy Market purchases; and

i) The applicant’s PJM Interchange Energy Market purchases will
ultimately be delivered to a Joad in another Control Area that is
recognized by NERC and that complies with NERC’s standards for
operating and planning reliable bulk electric systems.

(d) An applicant shall not be required to obtain transmission service for purchases
from the PJM Interchange Energy Market to cover quantity deviations from its sales in the Day-ahead
Energy Market.

(e) All applicants shall demonstrate that:

i) The applicant is capable of complying with all applicable metering, data
storage and transmission, and other reliability, operation, planning and
accounting standards and requirements for the operation of the PIM
Region and the PIM Interchange Energy Market;

i) The applicant meets the creditworthiness standards established by the
Office of the Interconnection, or has provided a letter of credit or other
form of security acceptable to the Office of the Interconnection; and

ii1) The applicant has paid all applicable fees and reimbursed the Office of
the Interconnection for all unusual or extraordinary costs of processing
and evaluating its application to become a Market Buyer, and has
agreed in its application to subject any disputes arising from its
application to the PJM Dispute Resolution Procedures.

(f The applicant shall become a Market Buyer upon a final favorable
determination on its application by the Office of the Interconnection as specified below, and execution
by the applicant of counterparts of this Agreement.
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1.4.2 Submission of Information.

The applicant shall furnish all information reasonably requested by the Office of the
Interconnection in order to determine the applicant’s qualification to be a Market Buyer. The Office of
the Interconnection may waive the submission of information relating to any of the foregoing criteria, to
the extent the information in the Office of the Interconnection’s possession is sufficient to evaluate the
application against such criteria.

1.4.3 Fees and Costs.

The Office of the Interconnection shall require all applicants to become a Market Buyer
to pay a uniform application fee, initially in the amount of $1,500, to defray the ordinary costs of
processing such applications. The application fee shall be revised from time to time as the Office of the
Interconnection shall determine to be necessary to recover its ordinary costs of processing applications.
Any unusual or extraordinary costs incurred by the Office of the Interconnection in processing an
application shall be reimbursed by the applicant.

1.4.4 Office of the Interconnection Determination,

Upon submission of the information specified above, and such other information as shall
reasonably be requested by the Office of the Interconnection, the Office of the Interconnection shall
undertake an evaluation and investigation to determine whether the applicant meets the criteria specified
above. As soon as practicable, but in any event not later than 60 days after submission of the foregoing
information, or such later date as may be necessary to satisfy the requirements of the Reliability
Assurance Agreement, the Office of the Interconnection shall notify the applicant and the members of
the Members Committee of its determination, along with a written summary of the basis for the
determination. The Office of the Interconnection shall respond promptly to any reasonable and timely
request by a Member for additional information regarding the basis for the Office of the
Interconnection’s determination, and shall take such action as it shall deem appropriate in response to
any request for reconsideration or other action submitted to the Office of the Interconnection not later
than 30 days from the initial notification to the Members Committee.

1.4.5 Existing Participants.

Any entity that was gualified to participate as a Market Buyer in the PJM Interchange
Energy Market under the Operating Agreement of PJM Interconnection L.I..C. in effect immediately
prior to the Effective Date shall continue to be qualified to participate as a Market Buyer in the PIM

Interchange Energy Market under this Agreement.
1.4.6 Withdrawal.

(a) An Internal Market Buyer that is a Load Serving Entity may withdraw from this
Agreement by giving written notice to the Office of the Interconnection specifying an effective date of
withdrawal not earlier than the effective date of (i) its withdrawal from the Reliability Assurance
Agreement, or (i) the assumption of its obligations under the Reliability Assurance Agreement by an
agent that is a Market Buyer.
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1.6 Office of the Interconnection.
1.6.1 Operation of the PJM Interchange Energy Market.

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

1.6.2 Scope of Services.

The Office of the Interconnection shall, on behalf of the Market Participants, perform
the services pertaining to the PJM Interchange Energy Market specified in this Agreement, including but
not limited to the following:

1) Administer the PJM Interchange Energy Market as part of the PJM Region,
including scheduling and dispatching of generation resources, accounting for
transactions, rendering bills to the Market Participants, receiving payments from
and disbursing payments to the Market Participants, maintaining appropriate
records, and monitoring the compliance of Market Participants with the
provisions of this Agreement, all in accordance with applicable provisions of the
Office of the Interconnection Agreement, and the Schedules to this Agreement,

i) Review and evatuate 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, and the Consolidated Transmission Owners
Agreement, maintenance schedules for generation and transmission resources
operated as part of the PJM Region;

v) Provide or coordinate the provision of ancillary services necessary for the
operation of the PIM 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 PJM Region, or in another directly or
indirectly interconnected Control Area and serve as a primary point of contact
for interested state or federal agencies;

vi) Enter into (a) agreements for the transfer of energy in conditions constituting an
Emergency in the 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 PJIM Region;
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1.7.9 Delivery to an External Market Buyer.

A purchase of Spot Market Energy by an External Market Buyer shall be delivered to a
bus or buses at the electrical boundaries of the PJM Region specified by the Office of the
Interconnection, or to load in such area that is not served by Network Transmission Service, using
Point-to-Point Transmission Service paid for by the External Market Buyer. Further delivery of such
energy shall be the responsibility of the External Market Buyer.

1.7.10 Other Transactions.

(a) Market Participants may enter into bilateral contracts for the purchase or sale of
electric energy to or from each other or any other entity, subject to the obligations of Market Participants
to make Generation Capacity Resources available for dispatch by the Office of the Interconnection.
Bilateral arrangements that contemplate the physical transfer of energy to or from a Market Participant
shall be reported to and coordinated with the Office of the Interconnection in accordance with this
Schedule.

(b) Market Participants shall have Spot Market Backup with respect to all bilateral
transactions that are not dynamically scheduled pursuant to Section 1.12 and that are curtailed or
interrupted for any reason (except for curtailments or interruptions through active load management for
load located within the 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 PJM Interchange imports, and shall be
deemed a seller to the PJM 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:

» A Market Seller may self-supply Station Power for its generation
facility during any month (1) when the net output of such facility is
positive, or (2) when the net output of such facility is negative and the
Market Seller during the same month has available at other of its
generation facilities positive net output in an amount at least sufficient
to offset fully such negative net output. For purposes of this subsection
(d), “net output” of a generation facility during any month means the
facility’s gross energy output, less the Station Power requirements of
such facility, during that month. The determination of a generation
facility’s or a Market Seller’s monthly net output under this subsection
(d) will apply only to determine whether the Market Seller self-supplied
Station Power during the month and will not affect the price of energy
sold or consumed by the Market Seller at any bus during any hour
during the month. For
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(b) The Office of the Interconnection shall obtain and maintain for each
Synchronized Reserve Zone an amount of Synchronized Reserve equal to the Synchronized Reserve
objective for such Synchronized Reserve Zone, as specified in the PJM Manuals.

(c) The Synchronized Reserve capability of a generation resource and Demand
Resource shall be the increase in energy output or foad reduction achievable by the generation
resource and Demand Resource within a continuous 10-minute period.

(d) A generation unit capable of automatic energy dispatch that also is providing
Synchronized Reserve shall have its energy dispatch range reduced by the amount of the
Synchronized Reserve provided. The amount of Synchronized Reserve provided by a generation unit
shall serve to redefine the Normal Maximum Generation energy limit of that generation unit in that
the amount of Synchronized Reserve provided shall be subtracted from its Normal Maximum
Generation energy limit.

1.7.20 Communication and Operating Requirements.

(a) 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.

(b) Market Sellers selling from generation resources and/or Demand Resources
within the PJM Region shall: report to the Office of the lnterconnection 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 (o 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 PJM Region; respond to the Office of the Interconnection’s
directives to start, shutdown or change output levels of generation units, or change scheduled voltages or
reactive output levels of generation units, or reduce load from Demand Resources; continuousty
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 PIM Manuals.

(c) Market Sellers selling from generation resources outside the PJM Region shali:
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 Generation Capacity Resources to satisfy capacity
obligations that are available for pool operation; report to the Office of the Interconnection all bilateral
purchase transactions; respond to other Office of the Interconnection directives such as those required
during Emergency operation.
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adequately resolved, or discloses a need for changes in standards or policies established in or pursuant to
the Operating Agreement, any of the foregoing parties may make a written request for review of the
matter by the Members Committee, and shall include with the request the forwarding party’s
recommendation and such data or information (subject to confidentiality or other non-disclosure
requirements) as would enable the Members Committee to assess the matter and the recommendation.
The Members Committee shall take such action on the recommendation as it shall deem appropriate.

(d) Subject to the right of a Market Participant to obtain correction of accounting or
billing errors, the LLC or a Market Participant shall not be entitled to actual, compensatory,
consequential or punitive damages, opportunity costs, or other form of reimbursement from the LLC or
any other Market Participant for any loss, liability or claim, including any claim for lost profits, incurred
as a result of a mistake, error or other fault by the Office of the Interconnection in the selection,
scheduling or dispatch of resources.

1.9 Prescheduling.

The following procedures and principles shall govern the prescheduling activities necessary to
plan for the reliable operation of the PJM Region and for the efficient operation of the PJM Interchange
Energy Market.

1.9.1 Outage Scheduling.

The Office of the Interconnection shall be responsible for coordinating and approving
requests for outages of generation and transmission facilities as necessary for the reliable operation of
the PIM Region, in accordance with the PJM Manuals. The Office of the Interconnection shall maintain
records of outages and outage requests of these facilities.

1.9.2 Pianned Outages.

(a) A Generator Planned Outage shall be included in Generator Planned Outage
schedules established prior to the scheduled start date for the outage, in accordance with standards and
procedures specified in the PIM Manuals.

(b) The Office of the Interconnection shall conduct Generator Planned Outage
scheduling for Generation Capacity Resources in accordance with the Reliability Assurance Agreement
and the PJM Manuals and in consultation with the Members owning or controlling the output of such
resources. A Market Participant shall not be expected to submit offers for the sale of energy or other
services, or to satisfy delivery obligations, from all or part of a generation resource undergoing an
approved Generator Planned Qutage. If the Office of the Interconnection determines that approval of a
Generator Planned Outage would significantly affect the reliable operation of the PIM Region, the
Office of the Interconnection may withhold approval or withdraw a prior approval. Approval for a
Generator Planned Outage of a Generation Capacity Resource shall be withheld or withdrawn only as
necessary to ensure the adequacy of reserves or the reliability of the PJM Region in connection with
anticipated implementation or avoidance of Emergency procedures. If the Office of the Interconnection
withholds or withdraws approval, it shall coordinate with the Market Participant owning or controlling
the resource to reschedule the
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Generator Planned Outage of the Generation Capacity Resource at the carliest practical time. The Office
of the Interconnection shall if possible propose alternative schedules with the intent of minimizing the
economic impact on the Market Participant of a Generator Planned Outage.

(c) The Office of the Interconnection shall conduct Transmission Planned Outage
scheduling in accordance with procedures specified in, the Consolidated Transmission Owners
Agreement, and the PJM Manuals, and in accordance with the following procedures:

() Transmission Owners shall submit Transmission Planned Outage
schedules one year in advance for all outages that are expected to
exceed five working days duration or that are anticipated to result in
significant system impacts, with regular (at least monthly) updates as
new information becomes available.

(i) Transmission Owners shall submit notice of all Transmission Planned
Outages to the Office of the Interconnection by the first day of the
month preceding the month the outage will commence, with updates as
new information becomes available.

(iii)  Ifnotice of a Transmission Planned Qutage is not provided by the first
day of the month preceding the month the outage will commence, and if
such outage is determined by the Office of the Interconnection to have
the potential to cause transmission system congestion, then the Office of
the Interconnection may require the Transmission Owner to implement
an alternative outage schedule to reduce or avoid the congestion. The
Office of the Interconnection shall perform this analysis and notify the
Transmission Owner in a timely manner if it will require rescheduling
of the outage.

(iv)  The Office of the Interconnection shall post notice of Transmission
Planned Outages on OASIS upon receipt of such notice from the
Transmission Owner; provided, however, that the Office of the
Interconnection shall not post on OASIS notice of any component of a
Transmission Planned Outage to the extent such component shall
directly reveal a generator outage. In such cases, the Transmission
Owner, in addition to providing notice to the Office of Interconnection
as required above, concurrently shall inform the affected Generation
Owner of such outage, limiting such communication to that necessary to
describe the outage and to coordinate with the Generation Owner on
matters of safety to persons, facilities, and equipment. The
Transmission Owner shall not notify any other Market Participant of
such outage and shall arrange any other necessary coordination through
the Office of the Interconnection.

1n addition, if the Office of the Interconnection determines that transmission maintenance
schedules proposed by one or more Members would significantly affect the efficient and reliable
operation of the PJM Region, the Office of the Interconnection may establish alternative schedules, but
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such alternative shall minimize the economic impact on the Member or Members whose maintenance
schedules the Office of the Interconnection proposes to modify.

(d) The Office of the Interconnection shall coordinate resolution of outage or other
planning conflicts that may give rise to unreliable system conditions. The Members shall comply with all
maintenance schedules established by the Office of the Interconnection.

1.9.3 Generator Maintenance Outages.

A Market Participant may request approval for a Generator Maintenance Outage of any
Generation Capacity Resource from the Office of the Interconnection in accordance with the timetable
and other procedures specified in the PJM Manuals. The Office of the Interconnection shall approve
requests for Generator Maintenance Outages for such a Generation Capacity Resource unless the outage
would threaten the adequacy of reserves in, or the reliability of, the PJIM Region. A Market Participant
shall not be expected to submit offers for the sale of energy or other services, or to satisfy delivery
obligations, from a generation resource undergoing an approved full or partial Generator Maintenance
Outage.

1.9.4 Forced Outages.

(a) Each Market Seller that owns or controls a pool-scheduled resource, or a
Generation Capacity Resource whether or not pool-scheduled, shall: (i} advise the Office of the
Interconnection of a Generator Forced Qutage suffered or anticipated to be suffered by any such
resource as promptly as possible; (if) provide the Office of the Interconnection with the expected date
and time that the resource will be made available; and (iii) make a record of the events and
circumstances giving rise to the Generator Forced Outage. A Market Seller shall not be expected to
submit offers for the sale of energy or other services, or satisfy delivery obligations, from a generation
resource undergoing a Generator Forced Outage. A Generation Capacity Resource that does not deliver
all or part of its scheduled energy shall be deemed to have experienced a Generator Forced Qutage with
respect to such undelivered energy, in accordance with standards and procedures for full and partial
Generator Forced Outages specified in the Reliability Assurance Agreement, and the PJM Manuals.

(b) The Office of the Interconnection shall receive notification of Forced
Transmission Outages, and information on the return to service, of Transmission Facilities in the PIM
Region in accordance with standards and procedures specified in, as applicable, the Consolidated
Transmission Owners Agreement and the PJM Manuals.

1.9.4A Transmission Outage Acceleration.

(a) Planned Transmission Outages and Forced Transmission Outages
otherwise scheduled pursuant to sections 1.9.2 and 1.9.4 respectively of this Schedule may be
accelerated or rescheduled at the request of a Generation Owner or other Market Participant in
accordance with the terms and conditions of this section 1.9.4A and the PJM Manuais.
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shall provide detailed data justifying such transmission facility ratings when directed by the Oftice of
the Interconnection.

(b) In addition to the seasonal verification of all ratings, each Transmission
Owner shall submit to the Operations Planning Department (or successor Department) of the Office
of the Interconnection updates to its transmission facility ratings as soon as such Transmission
Owner is aware of any changes. Such Transmission Owner shall provide the Office of the
Interconnection with detailed data justifying all such transmission facility ratings changes.

(c) All Transmission Owners shall submit to the Operations Planning Department
(or successor Department) of the Office of the Interconnection formal documentation of any
procedure for changing facility ratings under specific conditions, including: the detailed conditions
under which such procedures will apply, detailed explanations of such procedures, and detailed
calculations justifying such pre-established changes to facility ratings. Such procedures must be
updated twice each year consistent with the provisions of this Section.

1.9.9 Office of the Interconnection Responsibilities.

(a) The Office of the Interconnection shall perform seasonal operating studies to
assess the forecasted adequacy of generating reserves and of the transmission system, in accordance with
the procedures specified in the PJM Manuals.

(b) The Office of the Interconnection shall maintain and update tables setting forth
Operating Reserve and other reserve objectives as specified in the PJM Manuals and as consistent with
the Reliability Assurance Agreement.

(©) The Office of the Interconnection shall receive and process requests for firm and
non-firm transmission service in accordance with procedures specified in the PJM Tariff.

(d) The Office of the Interconnection shall maintain such data and information
relating to generation and transmission facilities in the PJM Region as may be necessary or appropriate
to conduct the scheduling and dispatch of the PJM Interchange Energy Market and PJM Region.

(e) The Office of the Interconnection shall maintain an historical database of all
transmission facility ratings, and shall review, and may modify or reject, any submitted change or
any submitted procedure for pre-established transmission facility rating changes. Any dispute
between a Transmission Owner and the Office of the Interconnection concerning transmission
facility ratings shall be resolved in accordance with the dispute resolution procedures in schedule 5 to
the Operating Agreement; provided, however, that the rating level determined by the Office of the
Interconnection shall govern and be effective during the pendency of any such dispute.

H The Office of the Interconnection shall coordinate with other interconnected
Control Area as necessary to manage, alleviate or end an Emergency.

1.10  Scheduling.
1.10.1 General.

(a) The Office of the Interconnection shall administer scheduling processes to
implement a Day-ahead Energy Market and a Real-time Energy market.
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each such self-scheduled resource will disconnect or reduce output, or confirmation of the Market
Buyer’s intent not to reduce output.

() All Market Participants shall submit to the Office of the Interconnection
schedules for any bilateral transactions involving use of generation or Transmission Facilities as
specified below, and shall inform the Office of the Interconnection whether the transaction is to be
included in the Day-ahead Energy Market. Any Market Participant that elects to include a bilateral
transaction in the Day-ahead Energy Market may specify the price (such price not to exceed the
maximum price that may be specified in the PJM Manuals), if any, at which it will be wholly or partially
curtailed rather than pay Transmission Congestion Charges. The foregoing price specification shall
apply to the price difference between the specified bilateral transaction source and sink points in the day-
ahead scheduling process only. Any Market Participant that elects not to include its bilateral transaction
in the Day-ahead Energy Market shall inform the Office of the Interconnection if the parties to the
transaction are not willing to incur Transmission Congestion Charges in the Real-time Energy Market in
order to complete any such scheduled bilateral transaction. Scheduling of bilateral transactions shall be
conducted in accordance with the specifications in the PJM Manuals and the following requirements:

1) Internal Market Buyers shall submit schedules for all bilateral purchases
for delivery within the PIM Region, whether from generation resources
inside or outside the PJM Region;

it) Market Sellers shall submit schedules for bilateral sales to entities
outside the PJM Region from generation within the PJM Region that is
not dynamically scheduled to such entities pursuant to Section 1.12; and

ii1) In addition to the foregoing schedules for bilateral transactions, Market
Participants shall submit confirmations of each scheduled bilateral
transaction from each other party to the transaction in addition to the
party submitting the schedule, or the adjacent Control Area.

(d) Market Sellers wishing to sell into the Day-ahead Energy Market shall submit
offers for the supply of energy (including energy from hydropower units), demand reductions,
Regulation, Operating Reserves or other services for the following Operating Day. Offers shall be
submitted to the Office of the Interconnection in the form specified by the Office of the Interconnection
and shall contain the information specified in the Office of the Interconnection’s Offer Data
specification, as applicable. Market Sellers owning or controlling the output of a Generation Capacity
Resource that was committed in an FRR Capacity Plan, self-supplied or offered and cleared in a Base
Residual Auction or Incremental Auction as specified in Attachment DD of the PJM Tariff, and that has
not been rendered unavailable by a Generation Planned Outage, a Generator Maintenance Qutage, or a
Generation Forced Outage shall submit offers for the available capacity of such Generation Capacity
Resource, including any portion that is self-scheduled by the Generating Market Buyer. The submission
of offers for resource increments that have not cleared in a Base Residual Auction or an Incremental
Auction, or were not committed in an FRR Capacity Plan shall be optional, but any such offers must
contain the information specified in the Office of the Interconnection’s Offer Data specification, as
applicable. Energy offered from generation resources that have not cleared a Base Residual Auction or
an Incremental Auction, or were not committed in an FRR Capacity Plan, shall not be supplied from
resources that are included in or otherwise committed
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to supply the Operating Reserves of a Control Area outside the PJM Region. The foregoing offers:

0

vi)

vii)

viii)

(e)

Shall specify the Generation Capacity Resource or Demand Resource and
energy for each hour in the offer period,

Shall specify the amounts and prices for the entire Operating Day for each
resource component offered by the Market Seller to the Office of the
Interconnection;

If based on energy from a specific generating unit, may specify start-up and no-
load fees equal to the specification of such fees for such unit on file with the
Office of the Interconnection, if based on reductions in demand from a Demand
Resource may specify shutdown costs;

Shall set forth any special conditions upon which the Market Seller proposes to
supply a resource increment, including any curtailment rate specified in a
bilateral contract for the output of the resource, or any cancellation fees;

May include a schedule of offers for prices and operating data contingent on
acceptance by the deadline specified in this Schedule, with a second schedule
applicable if accepted after the foregoing deadline;

Shall constitute an offer to submit the resource increment to the Office of the
Interconnection for scheduling and dispatch in accordance with the terms of the
offer, which offer shall remain open through the Operating Day for which the
offer is submitted;

Shall be final as to the price or prices at which the Market Seller proposes to
supply energy or other services to the PJM Interchange Energy Market, such
price or prices being guaranteed by the Market Seller for the period extending
through the end of the following Operating Day; and

Shall not exceed an energy offer price of $1,000/megawatt-hour.

A Market Seller that wishes to make a resource available to sell Regulation

service shall submit an offer for Regulation that shall specify the MW of Regulation being
offered, the Regulation Zone for which such regulation is offered, the price of the offer in dollars
per MWh, and such other information specified by the Office of the Interconnection as may be
necessary to evaluate the offer and the resource’s opportunity costs. The price of the offer shall
not exceed $100 per MWh in the case of regulation offered for all Regulation Zones, except that
offers for Regulation by American Electric Power Company and Virginia Electric Power
Company and/or their respective affiliates for the Regulation Zone comprised of the ECAR
Control Zone(s), MAIN Control Zone(s), or thc VACAR Control Zone shall be cost-based
consisting of the following components:

i. The costs (in $/MW) of the fuel cost increase due to the heat rate increase
resulting from operating the unit at lower MW output incurred from the
provision of Regulation;
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ii. The cost increase (in $/MW) in variable operating and maintenance costs
resulting from operating the unit at lower MW output incurred from the
provision of Regulation; and

iii. An adder of up to $7.50 per MW of Regulation provided.
Qualified Regulation capability must satisfy the verification tests specified in the PJM Manuals.

3] Each Market Seller owning or controlling the output of a Generation Capacity
Resource shall submit a forecast of the availability of each such Generation Capacity Resource for the
next seven days. A Market Seller (i) may submit a non-binding forecast of the price at which it expects
to offer a generation resource increment to the Office of the Interconnection over the next seven days,
and (ii) shall submit a binding offer for energy, along with start-up and no-load fees, if any, for the next
seven days or part thereof, for any generation resource with minimum notification or start-up
requirement greater than 24 hours.

(2) Each offer by a Market Seller of a Generation Capacity Resource shall remain in
effect for subsequent Operating Days until superseded or canceled.
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(h) The Office of the Interconnection shall post on the PJIM Open Access
Same-time Information System the total hourly loads scheduled in the Day-ahead Energy Market, as
well as, its estimate of the combined hourly load of the Market Buyers for the next four days, and peak
load forecasts for an additional three days.

(1) Except for Economic Load Response Participants, all Market Participants may
submit Increment Bids and/or Decrement Bids that apply to the Day-ahead Energy Market only. Such
bids must comply with the requirements set forth in the PJM Manuals and must specify amount, location
and price, if any, at which the Market Participant desires to purchase or sell energy in the Day-ahead
Energy Market. The Office of the Interconnection may require that a market participant shall not
submit in excess of 3000 bid/offer segments in the Day-ahead Energy Market, when the Office of the
Interconnection determines that such limit is required to avoid or mitigate significant system
performance problems related to bid/offer volume. Notice of the need to impose such limit shall be
provided prior to 10:00 am. EPT on the day that the Day-ahead Energy Market will clear. For
purposes of this provision, a bid/offer segment is each pairing of price and megawatt quantity
submitted as part of an Increment Bid or Decrement Bid.

()] A Market Seller that wishes to make a generation resource or Demand
Resource available to sell Synchronized Reserve shall submit an offer for Synchronized Reserve that
shall specify the megawatts of Synchronized Reserve being offered, the price of the offer in dollars
per megawatt hour, and such other information specified by the Office of the Interconnection as may
be necessary to evaluate the offer and the energy used by the generation resource to provide the
Synchronized Reserve and the generation resource’s unit specific opportunity costs. The price of the
offer shall not exceed the variable operating and maintenance costs for providing Synchronized
Reserve plus seven dollars and fifty cents.

(k) An Economic Load Response Participant that wishes to participate in the
Day-ahead Energy Market by reducing demand shall submit an offer to reduce demand to the Office
of the Interconnection. The offer shall specify: (i) the amount of the offered curtailment in
minimum increments of .1 megawatts: (ii) the Day-ahead Locational Marginal Price above which the
end-use customer will reduce load; and (iii) at the Economic Load Response Participant’s option,
start-up costs associated with reducing load, including direct labor and equipment costs, opportunity
costs, and/or a minimum of number of contiguous hours for which the load reduction must be
committed.

(H Market Sellers owning or controlling the output of a Demand Resource that
was committed in an FRR Capacity Plan, self-supplied or offered and cleared in the Base Residual
Auction or one of the Incremental Auctions, or owning or controlling the output of an ILR resource
which was certified as specified in Attachment DD of the PIM Tariff, may submit demand reduction
bids for the available load reduction capability of the Demand Resource or ILR resource. The
submission of demand reduction bids for resource increments that have not cleared in the Base
Residual Auction or in one of the Incremental Auctions, or for ILR resources that were not certified,
or were not committed in an FRR Capacity Plan, shall be optional, but any such bids must contain
the information specified in the PJM Economic Load Response Program to be included in such bids.
A Demand Resource that was committed in an FRR Capacity Plan, self-supplied or offered and
cleared in a Base Residual Auction or an Incremental Auction may submit a demand reduction bid in
the Day-ahead Energy Market as specified in the Economic Load Response Program, provided
however, that in the event of an Emergency, PJM shall require Demand Resources and ILR resources
to reduce load notwithstanding that the Zonal LMP at the time such Emergency is declared is below
the price identified in the demand reduction bid
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1.10.2 Pool-scheduled Resources.

Pool-scheduled resources are those resources for which Market Participants submitted
offers to sell energy in the Day-ahead Energy Market and offers to reduce demand in the Day-ahead
Energy Market, which the Office of the Interconnection scheduled in the Day-ahead Energy Market as
well as generators committed by the Office of the Interconnection subsequent to the Day-ahead Energy
Market. Such resources shall be committed to provide energy in the real-time dispatch unless the
schedules for such units are revised pursuant to Sections 1.10.9 or [.1]1. Pool-scheduled resources shall
be governed by the following principles and procedures.

(a) Pool-scheduled resources shall be selected by the Office of the Interconnection
on the basis of the prices offered for energy and demand reductions and related services, start-up,
no-load and cancellation fees, and the specified operating characteristics, offered by Market Sellers to
the Office of the Interconnection by the offer deadline specified in Section 1.10.1A.

(b) A resource that is scheduled by a Market Participant to support a bilateral sale,
or that is self-scheduled by a Generating Market Buyer, shall not be selected by the Office of the
Interconnection as a pool-scheduled resource except in an Emergency.

(c) Market Sellers offering energy from hydropower or other facilities with fuel or
environmental limitations may submit data to the Office of the Interconnection that is sufficient to
enable the Office of the Interconnection to determine the available operating hours of such facilities.

(d) The Market Seller of a resource selected as a pool-scheduled resource shall
receive payments or credits for energy, demand reductions or related services, or for start-up and no-load
fees, from the Office of the Interconnection on behalf of the Market Buyers in accordance with Section 3
of this Schedule 1. Alternatively, the Market Seller shall receive, in lieu of start-up and no-load fees, its
actual costs incurred, if any, up to a cap of the resource’s start-up cost, if the Office of the
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Interconnection cancels its selection of the resource as a pool-scheduled resource and so notifies the
Market Seller before the resource is synchronized.

(e) Market Participants shall make available their pool-scheduled resources to the
Office of the Interconnection for coordinated operation to supply the Operating Reserves needs of the
applicable Control Zone.

1.10.3 Self-scheduled Resources.
Self-scheduled resources shall be governed by the following principles and procedures.

(a) Each Generating Market Buyer shall use all reasonable efforts, consistent with
Good Utility Practice, not to self-schedule resources in excess of its Equivalent Load.

(b) The offered prices of resources that are self-scheduled, or otherwise not
following the dispatch orders of the Office of the Interconnection, shall not be considered by the Office
of the Interconnection in determining Locational Marginal Prices.

(©) Market Participants shall make available their self-scheduled resources to the
Office of the Interconnection for coordinated operation to supply the Operating Reserves needs of the
applicable Control Zone, by submitting an offer as to such resources.

(d) A Market Participant self-scheduling a resource in the Day-ahead Energy
Market that does not deliver the energy in the Real-time Energy Market, shall replace the energy not
delivered with energy from the Real-time Energy Market and shall pay for such energy at the applicable
Real-time Price.

1.10.4 Capacity Resources.

(a) A Generation Capacity Resource that is selected as a pool-scheduled resource
shall be made available for scheduling and dispatch at the direction of the Office of the Interconnection.
Such a Generation Capacity Resource that does not deliver energy as scheduled shall be deemed to have
experienced a Generator Forced Outage to the extent of such energy not delivered. A Market Participant
offering such Generation Capacity Resource in the Day-ahead Energy Market shall replace the energy
not delivered with energy from the Real-time Energy Market and shall pay for such energy at the
applicable Real-time Price.

b) Energy from a Generation Capacity Resource that has not been scheduled in the
Day-ahead Energy Market may be sold on a bilateral basis by the Market Seller, may be self-scheduled,
or may be offered for dispatch during the Operating Day in accordance with the procedures specified in
this Schedule. Such a Generation Capacity Resource that has not been scheduled in the Day-ahead
Energy Market and that has been sold on a bilateral basis must be made available upon request to the
Office of the Interconnection for scheduling and dispatch during the Operating Day if the Office of the
Interconnection declares a Maximum Generation Emergency. Any such resource so scheduled and
dispatched shall receive the applicable Real-time Price for energy delivered.
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(c) A Generation Capacity Resource that has been self-scheduled shall not receive

payments or credits for start-up or no-load fees.
1.10.5 External Resources.

(a) External Resources may submit offers to the PJIM Interchange Energy Market,
in accordance with the day-ahead and real-time scheduling processes specified above. An External
Resource selected as a pool-scheduled resource shall be made available for scheduling and dispatch at
the direction of the Office of the Interconnection, and except as specified below shall be compensated on
the same basis as other pool-scheduled resources. External Resources that are not capable of dynamic
dispatch shall, if selected by the Office of the Interconnection on the basis of the Market Seller’s Offer
Data, be block loaded on an hourly scheduled basis. Market Sellers shall offer External Resources to the
PJM Interchange Energy Market on either a resource-specific or an aggregated resource basis. A
Market Participant whose pool-scheduled resource does not deliver the energy scheduled in the Day-
ahead Energy Market shall replace such energy not delivered as scheduled in the Day-ahead Energy
Market with energy from the PJM Real-time Energy Market and shall pay for such energy at the
applicable Real-time Price.

(b) Offers for External Resources from an aggregation of two or more generating
units shall so indicate, and shall specify, in accordance with the Offer Data requirements specified by the
Office of the Interconnection: (i) energy prices; (ii} hours of energy availability; (iit) a minimum
dispatch level; (iv) a maximum dispatch level; and (v) unless such information has previously been
made available to the Office of the Interconnection, sufficient information, as specified in the PJIM
Manuals, to enable the Office of the Interconnection to model the flow into the PJM Region of any
energy from the External Resources scheduled in accordance with the Offer Data. If a Market Seller
submits more than one offer on an aggregated resource basis, the withdrawal of any such offer shall be
deemed a withdrawal of all higher priced offers for the same period.

(c) Offers for External Resources on a resource-specific basis shall specify the
resource being offered, along with the information specified in the Offer Data as applicable.

1.10.6 External Market Buyers.

(a) Deliveries to an External Market Buyer not subject to dynamic dispatch by the
Office of the Interconnection shall be delivered on a block loaded basis to the load bus or buses at the
electrical boundaries of the PJM Region, or in such area with respect to an External Market Buyer’s load
within such area not served by Network Service, at which the energy is delivered to or for the External
Market Buyer. External Market Buyers shall be charged or credited at either the Day-ahead Prices or
Real-time Prices, whichever is applicable, for energy at the foregoing load bus or buses.

(b) An External Market Buyer’s hourly schedules for energy purchased from the
PJM Interchange Energy Market shall conform to the ramping and other applicable requirements of the
interconnection agreement between the PJM Region and the Control Area to which, whether as an
intermediate or final point of delivery, the purchased energy will initially be delivered.
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output of pool-scheduled resource increments as necessary: (a) to maintain reliability, and subject to that
constraint, to minimize the cost of supplying the energy, reserves, and other services required by the
Market Buyers and the operation of the PJM Region; (b) to balance load and generation, maintain
scheduled tie flows, and provide frequency support within the PIM Region; and (c) to minimize
unscheduled interchange not frequency related between the PJM Region and other Control Areas.

1.11.2 Operating Basis.

In carrying out the foregoing objectives, the Office of the Interconnection shall conduct
the operation of the PIM Region in accordance with the PJM Manuals, and shall: (i) utilize available
generating reserves and obtain required replacements; and (ii) monitor the availability of adequate
reserves.

1.11.3 Pool-dispatched Resources.

(a) The Office of the Interconnection shall implement the dispatch of energy from
pool-scheduled resources with limited energy by direct request. In implementing mandatory or
economic use of limited energy resources, the Office of the Interconnection shall use its best efforts to
select the most economic hours of operation for limited energy resources, in order to make optimal use
of such resources consistent with the dynamic load-following requirements of the PJM Region and the
availability of other resources to the Office of the Interconnection.

(b) The Office of the Interconnection shall implement the dispatch of energy from
other pool-dispatched resource increments, including generation increments from Capacity Resources
the remaining increments of which are self-scheduled, by sending appropriate signals and instructions to
the entity controlling such resources, in accordance with the PJM Manuals. Each Market Seller shall
ensure that the entity controlling a pool-dispatched resource offered or made available by that Market
Seller complies with the energy dispatch signals and instructions transmitted by the Office of the
Interconnection.

1.11.3A Maximum Generation Emergency.

If the Office of the Interconnection declares a Maximum Generation Emergency, all
deliveries to load that is served by Point-to-Point Transmission Service outside the PJM Region from
Generation Capacity Resources may be interrupted in order to serve load in the PIM Region.

1.11.4 Regulation.

(a) A Market Buyer may satisfy its Regulation Obligation from its own generation
resources and/or Demand Resources capable of performing Regulation service, by contractual
arrangements with other Market Participants able to provide Regulation service, or by purchases from
the PJM Interchange Energy Market at the rates set forth in Section 3.2.2.

(b) The Office of the Interconnection shall obtain Regulation service from the
least-cost alternatives available from cither 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
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4. RATE TABLE
4.1 Offered Price Rates.

Spot Market Energy, Regulation, Operating Reserve, and Transmission Congestion are based on
offers to the Office of the Interconnection specified in this Agreement.

4.2 Transmission Losses.
Average loss factors shall be as specified in the PJM Tariff.
4.3 Emergency Energy Purchases.

The pricing for Emergency energy purchases will be determined by the Office of the
Interconnection and: (a) an adjacent Control Area, in accordance with an agreement between the Office
of the Interconnection and such adjacent Control Area, or (b) a Member, in accordance with
arrangements made by the Office of Interconnection to purchase energy offered by such Member from
resources that are not Capacity Resources.

5. CALCULATION OF TRANSMISSION CONGESTION CHARGES AND CREDITS
5.1 Transmission Congestion Charge Calculation.
5.1.1 Calculation by Office of the Interconnection.

When the transmission system is operating under constrained conditions, or as necessary
to provide third-party transmission provider losses in accordance with Section 9.3, the Office of the
Interconnection shall calculate Transmission Congestion Charges for each Network Service User, the
PIM Interchange Energy Market, and each Transmission Customer.

5.1.2 General

The basis for the Transmission Congestion Charges shall be the differences in the
Locational Marginal Prices between points of delivery and points of receipt, as determined in
accordance with Section 2 of this Schedule.

5,13 Network Service User Calculation.

Each Network Service User shall be charged for the increased cost of energy incurred by
it during each constrained hour to deliver the output of its firm Generation Capacity Resources or other
owned ot contracted for resources, its firm bilateral purchases, and its non-firm bilateral purchases as to
which it has elected to pay Transmission Congestion Charges. The Transmission Congestion Charge for
deliveries from each such source shall be the Network Service User’s hourly net bill less its hourly net
PIM Interchange payments or sales as determined in accordance with Section 3.2.1 or Sections 3.3 and
3.3.1 of this Schedule.
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7.4.3 Target Allocation of Auction Revenue Right Credits.

A target allocation of Auction Revenue Right Credits for each entity holding an
Auction Revenue Right shall be determined for 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.

7.4.4 Calculation of Auction Revenue Right Credits.

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

(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 1o its Auction Revenue Rights target allocations for Auction Revenue Rights which have a
positive Target Allocation value. Auction Revenue Rights which have a negative Target Allocation
value are assigned the full Target Allocation value as a negative Auction Revenue Right Credit.

7.5 Simultaneous Feasibility.

The Office of the Interconnection shall make the simultancous feasibility determinations
specified herein using appropriate powetflow models of contingency-constrained dispatch. Such
determinations shall take into account outages of both individual generation units and transmission
facilities and shall be based on reasonable assumptions about the configuration and availability of
transmission capability during the period covered by the auction that are not inconsistent with the
determination of the deliverability of Generation Capacity Resources under the Reliability Assurance
Agreement. 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.
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REGISTRATION

Participants must complete the PJM Emergency Load Response Program
Registration Form (“Emergency Registration Form”) that is posted on the PJM
web site (www.pjm.com). The following general steps will be followed:

1. The participant completes the Emergency Registration Form located on the PIM web site.
PJM reviews the application and ensures that the qualifications are met, including
verifying that the appropriate metering exists. PJM also confirms with the appropriate
LSE and EDC whether the load reduction is under other contractual obligations.
Other such obligations may not preclude participation in the program, but may
require special consideration by PJM such that appropriate settlements are made
within the confines of such existing contracts. The EDC and LSE have ten (10}
business days to respond or PJM assumes acceptance.

2. PIM informs the requesting participant of acceptance into the program and notifies the

appropriate LSE and EDC of the participant’s acceptance into the program.

Any end-use customer intending to run distributed generating units in support of local load
for the purpose of participating in this program must represent in writing to PJM that it
holds all applicable environmental and use permits for running those generators.
Continuing participation in this program will be deemed as a continuing representation by
the owner that each time its distributed generating unit is run in accordance with this
program, it is being run in compliance with all applicable permits, including any
emissions, run-time limit or other constraint on plant operations that may be imposed by
such permits.

EMERGENCY OPERATIONS

PJM will initiate the request for load reduction following the declaration of Maximum
Emergency Generation and prior to the implementation of ILR Steps | and 2.
(Implementation of the Emergency Load Response Program can be used for regional
emergencics.) It is implemented whenever generation is needed that is greater than the
highest economic incremental cost. PJM posts the request for load reduction on the PJM web
site, on the Emergency Conditions page, and on eData, and issues a burst email to the
Emergency Load Response majordomo. A separate All-Call message is also issued.

Following PIM’s request to reduce foad, (i) participants in the Energy Only Option voluntarily may
reduce load; and (ii) participants in the Full Program Option are required to reduce load unless they
already have reduced load pursuant to the Economic Load Response Program. PJM will dispatch the
resources of all Emergency Load Response Program participants (not already dispatched under the
Economic Load Response Program) based on the Minimum Dispatch Prices specified in the
participants’ Emergency Registration Forms.
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Full Program Option participants that, prior to June I, 2002, entered into contracts with LSEs
or CSPs that enable participation in the Full Program Option, may participate in the
Emergency Load Response program during Interruptible Load for Reliability (ILR) events as
long as the customer’s ILR contract explicitly excludes payment or credit for energy not
consumed during ILR events. [f the LSE that submitted the Full Program Option participant
for ILR credit indicates that such participant is not eligible for simultaneous credit under the
Emergency Load Response program and ILR is catled for concurrent with the Emergency
Load Response program, then payments will be made to the participant according to the
Emergency Load Response program only for the time during which ILR obligations were not
in effect. Any response in excess of the contracted ILR amount will be
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SCHEDULE 5

PJM DISPUTE RESOLUTION PROCEDURES

1. DEFINITIONS

1.1 Alternate Dispute Resolution Committee.

“Alternate Dispute Resolution Committee” shall mean the Committee established pursuant to
Section 5 of this Schedule.

1.2 MAAC Dispute Resolution Committee.

“MAAC Dispute Resolution Committee” shall mean the committee established by the Mid-
Atlantic Area Council to administer its industry-specific mechanism for resolving certain types of
wholesale electricity disputes.

1.3 Related PJM Agreements,

“Related PJM Agreements” shall mean this Agreement, the Consolidated Transmission Owners
Agreement and the Reliability Assurance Agreement.

2. PURPOSES AND OBJECTIVES

21 Common and Uniform Procedures.

The PIM Dispute Resolution Procedures are intended to establish common and uniform
procedures for resolving disputes arising under the Related PIM Agreements. To the extent any of the
foregoing agreements or the PIM Tariff contain dispute resolution provisions expressly applicable to
disputes arising thereunder, however, this Agreement shall not supplant such provisions, which shall
apply according to their terms.

2.2 Interpretation.

To the extent permitted by applicable law, the PJM Dispute Resolution Procedures are to be
interpreted to effectuate the objectives set forth in Section 2.1. To the extent permitted by these PIM
Dispute Resolution Procedures, the Alternate Dispute Resolution Committee shall coordinate with the
established dispute resolution committee of an Applicable Regional Reliability Council, where
appropriate, in order to conserve administrative resources and to avoid duplication of dispute resolution
staffing.
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SCHEDULE 8

DELEGATION OF PJM REGION RELIABILITY RESPONSIBILITIES

1. DELEGATION

The following responsibilities shall be delegated to the Office of the Interconnection by the
parties to the Reliability Assurance Agreement.

2. NEW PARTIES

With regard to the addition, withdrawal or removal of a party to the Reliability Assurance
Agreement, the Office of the Interconnection shall:

(a) Receive and evaluate the information submitted by entities that plan to serve loads
within the PJM Region, including entities whose participation in the Agreement will expand the
boundaries of the PJM Region, such evaluation to be conducted in accordance with the requirements of
the Reliability Assurance Agreement; and

(b) Evaluate the effects of the withdrawal or removal of a party from the Reliability
Assurance Agreement.

3. IMPLEMENTATION OF RELIABILITY ASSURANCE AGREEMENT

With regard to the implementation of the provisions of the Reliability Assurance Agreement, the
Office of the Interconnection shall:

(a) Receive all required data and forecasts from the parties to the Reliability Assurance
Agreement and other owners or providers of Capacity Resources;

(b) Perform all calculations and analyses necessary to determine the Forecast Pool
Requirement and the capacity obligations imposed under the Reliability Assurance Agreement,
including periodic reviews of the capacity benefit margin for consistency with the Reliability Principles
and Standards, as the foregoing terms are defined in the Reliability Assurance Agreement;

(©) Monitor the compliance of each party to the Reliability Assurance Agreement with its
obligations under the Reliability Assurance Agreement;

(d) Keep cost records, and bill and collect any costs or charges due from the parties to the
Reliability Assurance Agreement and distribute those charges in accordance with the terms of the
Reliability Assurance Agreement;

(e) Assist with the development of rules and procedures for determining and demonstrating
the capability of Capacity Resources;

(f) Establish the capability and deliverability of Capacity Resources consistent with the
requirements of the Reliability Assurance Agreement;

(g) Collect and maintain generator availability data;
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(h) Perform any other forecasts, studies or analyses required to administer the Reliability
Assurance Agreement;

(i) Coordinate maintenance schedules for generation resources operated as part of the
PJMRegion;

] Determine and declare that an Emergency exists or has ceased to exist in all or any part

of the PIM Region or announce that an Emergency exists or ceases to exist in a Control Area
interconnected with the PJM Region;

(k) Enter into agreements for (i) the transfer of energy in Emergencies in the PJM Region or
:n a Control Area interconnected with the PJM Region and (i) mutual support in such Emergencies with
other Control Areas interconnected with the PJM Region; and

0 Coordinate the curtailment or shedding of load, or other measures appropriate to
alleviate an Emergency, to preserve reliability in accordance with FERC, NERC or Applicable Regional
Reliability Council principles, guidelines, standards and requirements and the PJM Manuals, and to
ensure the operation of the PJM Region in accordance with Good Utility Practice.
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1.4A Authorized Commission,

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

1.4B Authorized Person.

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

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

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

1.5B  Behind The Meter Generation.

“Behind The Meter Generation” refers to a generating unit that delivers energy to load without
using the Transmission System or any distribution facilities (unless the entity that owns or leases the
distribution facilities has consented to such use of the distribution facilities and such consent has been
demonstrated to the satisfaction of the Office of the Interconnection); provided, lowever, that Behind
The Meter Generation does not include (i) at any time, any portion of such generating unit’s capacity

| that is designated as a Generation Capacity Resource, or (ii) in any hour, any portion of the output of
such generating unit[s] that is sold to another entity for consumption at another electrical location or into
the PIM Interchange Energy Market.
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1.6 Capacity Resource.

“Capac1ty Resource

1.6A Consolidated Transmission Owners Agreement.

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

1.7 Control Area.

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

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

system(s);

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

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

(d) maintain power flows on transmission facilities within appropriate limits to preserve

reliability; and

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

1.7.01 Control Zone.

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

1.7.02 Default Allocation Assessiment.

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

1.7.03 Demand Resource.

“Demand Resource’ shail have the meaning provided in the Reliability Assurance Agreement.
1.7A  [Reserved].

1.7B  [Reserved].

1.7C ECAR.

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

“Bffective Date” shall mean August 1, 1997, or such later date that FERC permits this
Agreement to go into effect.

1.10 Emergency.

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

1.I11 End-Use Customer.

“Bnd-Use Customer” shall mean a Member that is a retail end-user of electricity within the PJM
Region.

1.12  FERC.

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

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

“Generation Owner” shall mean a Member that owns or leases with rights equivalent to
ownership facilities for the generation of electric energy that are located within the PIM Region.
Purchasing all or a portion of the output of a generation facility shall not be sufficient to qualify a
Member as a Generation Owner.

1.14A Generation Capacity Resource.

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

1.15  Good Utility Practice.

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

1.16 Information Request.

“Information Request” shall mean a written request, in accordance with the terms of this
Agreement for disclosure of confidential information pursuant to Section 18.17.4 of this Agreement.
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1.16A Interruptible Load for Reliability.

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

1.17 LLC.

“] LC” shall mean PJM Interconnection, L.L.C., a Delaware limited liability company.
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1.18 Load Serving Entity.

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

1.19 Locational Marginal Price.

“I_ocational Marginal Price” shall mean the hourly integrated market clearing marginal price for
energy at the location the energy is delivered or received, calculated as specified in Section 2 of
Schedule 1 of this Agreement.

1.20 MAAC.

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

1.20A MAAC Control Zone.

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

1.20B MAIN.

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

1.20C MAIN Control Zone.

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

1.21  Market Buyer.

“Market Buyer” shall mean a Member that has met reasonable creditworthiness standards
established by the Office of the Interconnection and that is otherwise able to make purchases in the PJIM

Interchange Energy Market-or PFM-Capacity-Credit.
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1.22  Market Participant.

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

1.23  Market Seller.

“Market Seller” shall mean a Member that has met reasonable creditworthiness standards
established by the Office of the Interconnection and that is otherwise able to make sales in the PJM

Interchange Energy Market-or PIM-Capaeity Credit- Matket.
1.24 Member.

“Member” shall mean an entity that satisfies the requirements of Section 11.6 of this Agreement
and that (i) is a member of the L1.C immediately prior to the Effective Date, or (i) has executed an
Additional Member Agreement in the form set forth in Schedule 4 hereof.

I1.25 Members Committee,

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

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

«“PIM Manuals” shall mean the instructions, rules, procedures and guidelines established by the
Office of the Interconnection for the operation, planning, and accounting requirements of the PJIM
Region and the PYM Interchange Energy Market.

1.35.01 PJM Market Monitor.

“PJM Market Monitor” shall mean the Market Monitoring Unit established under
Attachment M to the PJM Tariff.

1.35A PJM Region.

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

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

«pJM Tariff” shall mean the PJM Open Access Transmission Tariff providing transmission
service within the PIM Region, including any schedules, appendices, or exhibits attached thereto, as in
effect from time to time.

1.36A [Reserved.]
1.36B PJM West Region.

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

1.37  Planning Period.

“Planning Period” shall initially mean the 12 months beginning June 1 and extending through
May 31 of the following year, or such other period established under the procedures of-as-applicable;
the Reliability Assurance Agreement-er-the—x eliability A o Apreement-West—or-the Reliabilit:

Assurance-Agreement-South.
1.38  President.

weeiwiged

“President” shall have the meaning specified in Section 9.2.
1.38A Regulation Zone.

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

1.39 Related Parties.

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

“Reliability Assurance Agreement” shall mean that certain Reliability Assurance Agreement
Among 1.oad-Serving Entities in the PIM Region. on file with FERC as PJIM Interconnection, L.L.C.
Rate Schedule FERC. No. 42 [correct number referencel—agfeeme%{iated-—.lﬂne‘2:--1993--%&--&5
amended-from—time to-time, establishing obligations, standards and procedures for maintaining the

reliable operation of the MAACPIM Contrel Region Zene,
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1.40C SERC,

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

“Y ACAR?” shall mean the group of five companies, consisting of Duke Energy, Carolina Power
and Light, South Carolina Public Service Authority, South Carolina Electric and Gas, and Virginia
Electric and Power Company.

1.47B VACAR Control Zone.

“YVACAR Control Zone” shall mean the Transmission Facilities of Virginia Electric and Power

Company.

1.48 Voting Member.

“Voting Member” shall mean (i) a Member as to which no other Member is an Affiliate or
Related Party, or (i) a Member together with any other Members as to which it is an Affiliate or Related

Party.

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

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

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

the sum of factor B for all Members

D= the Member's generating capability from Generation Capacity

Resources located in the PJM Region as of January | of the current calendar
year, determined by the Office of the Interconnection pursuant to Schedule 9 of
the Reliability Assurance Agreement,—Schedule -9—of-the -West Reliability

= 4 '

E= the sum of factor D for all Members

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

the sum of factor F for all Members
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(d) The Markets and Reliability Committee shall provide advice and
recommendations concerning studies and analyses relating to the overall efficacy of the PIM
Interchange Energy Market and in carrying out actions as may be initiated as a result thereof.

(e) The Markets and Reliability Committee shall provide advice and

recommendations concemmg revisions to the Operatmg Agreement the Rellablhty Assurance

I Agreement ha I A an 1 anca—A-oq Han a s
and the PJM Tariff that pertain to its areas of responmblhty

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

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

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

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

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

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

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

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

vi) Direct the operation and coordinate the maintenance of the
facilities of the PJM Region used for both load and reactive supply, so as to
maintain reliability of service and obtain the benefits of pooling and interchange
consistent with this Agreement, and the Reliability Assurance Agreement.-the
Reliability- —Assurance - -Agreement- West—and—the—ReliabHity —Assurance
Agreerment-Seuth,

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

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

ix) Notify the Members of the receipt of any application to become
a Member, and of the action of the Office of the Interconnection on such
application, including but not limited to the completion of integration of a new
Member’s system into the PJM Region, as specified in Section I1.6(f);

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

xi) Maintain accurate records of the sectors in which each Voting
Member is entitled to vote, and calculate the results of any vote taken in the
Members Committee;

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

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

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

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

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

Perform those functions and undertake those responsibilities transferred to it
under the Consolidated Transmission Owners Agreement including (A) direct
the operation of the transmission facilities of the parties to the East Transmission
Owners Agreement (B) direct the operation of the transmission facilities of the
Parties to the West Transmission Owners Agreement, (C) direct the operation of
the transmission facilities of the Parties to the South Transmission Owner
Agreement, (D) administer the PJM Tariff, and (E) administer the Regional
Transmission Expansion Planning Protocol set forth as Schedule 6 to this
Agreement;

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

Monitor the operation of the PIM Region, ensure that appropriate Emergency
plans are in place and appropriate Emergency drills are conducted, declare the
existence of an Emergency. and direct the operations of the Members as
necessary to manage, alleviate or end an Emergency:;

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

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

I1. MEMBERS

Management Rights,

The Members or any of them shall not take part in the management of the business of, and shall
not transact any business for, the LLC in their capacity as Members, nor shall they have power to sign

for or to bind the LLC.
11.2

Other Activities.

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

therefrom.
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11.3 Member Responsibilities.
11.3.1 General.

To facilitate and provide for the work of the Office of the Interconnection and of the
several committees appointed by the Members Committee, each Member shall, to the extent applicable:

(a) Maintain adequate records and, subject to the provisions of this Agreement for
the protection of the confidentiality of proprietary or commercially sensitive information, provide data
required for (i) coordination of operations, (ii) accounting for all interchange transactions, (iii)
preparation of required reports, (iv) coordination of planning, including those data required for capacity
accounting under the Reliability Assurance Agreement-and-Reliability-Assurance-Agreement-Westand
Reliability-Assurance-Agreement-Seuth; (V) preparation of maintenance schedules, (vi) analysis of
system disturbances, and (vii) such other purposes, including those set forth in Schedule 2, as will
contribute to the reliable and economic operation of the PIM Region;

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

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

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

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

11.3.2 Facilities Planning and Operation.

Consistent with and subject to the requirements of this Agreement, the PJM
Tariff, the governing agreements of the Applicable Regional Reliability Councils, the Reliability
Assurance Agreement, the ability-Assurance-Agreemen ost-the Reliabilitv-Assuranee
Asgreement-South; the Consolidated Transmission Owners Agreement, and the PIM Manuals, each
Member shall

- HRCAS e
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cooperate with the other Members in the coordinated planning and operation of the facilities of its
System within the PJM Region so as to obtain the greatest practicable degree of reliability, compatible
economy and other advantages from such coordinated planning and operation. In furtherance of such
cooperation each Member shall, as applicable:

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

(b) Coordinate with the other Members, the Office of the Interconnection and with
others in the planning and operation of the regional facilities to secure a high level of reliability and
continuity of service and other advantages;

(c) Cooperate with the other Members and the Office of the Interconnection in the
implementation of all policies and procedures established pursuant 10 this Agreement for dealing with
Emergencies, including but not limited to policies and procedures for maintaining or arranging for a

| portion of a Member’s Generation Capacity Resources, at least equal to the applicable levels established
from time to time by the Office of the Interconnection, to have the ability to go from a shutdown
condition to an operating condition and start delivering power without assistance from the power sysiem;

(d) Cooperate with the members of the Applicable Regional Reliability Councils to
augment the reliability of the bulk power supply facilities of the region and comply with Applicable
Regional Reliability Councils and NERC operating and planning standards, principles and guidelines
and the PJM Manuals implementing such standards, principles and guidelines;

(e) Obtain or arrange for transmission service as appropriate o carry out this
Agreement;

(3] Cooperate with the Office of the Interconnection’s coordination of the operating
and maintenance schedules of the Member’s generating and Transmission Facilities with the facilities of
other Members to maintain reliable service to its own customers and those of the other Members and to
obtain economic efficiencies consistent therewith;

(2) Cooperate with the other Members and the Office of the Interconnection in the
analysis, formulation and implementation of plans to prevent or eliminate conditions that impair the
reliability of the PJM Region; and

(h} Adopt and apply standards adopted pursuant to this Agreement and conforming
to NERC, and Applicable Regional Reliability Council standards, principles and guidelines and the PIM
Manuals, for system design, equipment ratings, operating practices and maintenance practices.

11.3.3 FElectric Distributors.

In addition to any of the foregoing responsibilities that may be applicable, each Member
that is an Electric Distributor, whether or not that Member votes in the Members Committee in the
Electric Distributor sector or meets the eligibility requirements for any other sector of the Members
Committee, shall:
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() Accept, comply with or be compatible with all standards applicable within the
PJM Region with respect to system design, equipment ratings, operating practices and maintenance
practices as set forth in the PJM Manuals, or be subject to an interconnected Member’s requirements
relating to the foregoing, so that sufficient electrical equipment, control capability, information and
communication are available to the Office of the Interconnection for planning and operation of the PJM
Region;

(b) Assure the continued compatibility of its local system energy management
system monitoring and telecommunications systems to satisfy the technical requirements of interacting
automatically or manually with the Office of the Interconnection as it directs the operation of the PJM
Region;

(c) Maintain or arrange for a portion of its connected load to be subject to control
by automatic underfrequency, under-voltage, or other load-shedding devices at least equal to the levels
t established pursuant to the Reliability Assurance Agreement;—Reliability-Assuranee—Agreement-West

e, or be subject to another Member’s control

for these purposes;

(d) Provide or arrange for sufficient reactive capability and voltage control facilities
to conform to Good Utility Practice and (i) to meet the reactive requirements of its system and customers
and (ii) to maintain adequate voltage levels and the stability required by the bulk power supply facilities
of the PJM Region;

| () Shed connected load, share Generation Capacity Resources, initiate activeload

management-Interruptible Load for Reliability programs, and take such other coordination actions as
may be necessary in accordance with the directions of the Office of the Interconnection in Emergencies,

| () Maintain or arrange for a portion of its Generation Capacity Resources at least
equal to the level established pursuant to the Reliability Assurance Agreement to have the ability to go
from a shutdown condition to an operating condition and start delivering power without assistance from
the power system;

(g) Provide or arrange through another Member for the services of a 24-hour local
control center to coordinate with the Office of the Interconnection, each such control center to be
furnished with appropriate telemetry equipment as specified in the PIM Manuals, and to be staffed by
system operators trained and delegated sufficient authority to take any action necessary to assure that the
system for which the operator is responsible is operated in a stable and reliable manner. In addition to
meeting any training standards and requirements specified in this Agreement, local control center staff
shall be required to meet applicable training standards and requirements in PJM Manual 01, Control
Center Requirements, including the PIM System Operator Training Requirements in Attachment C;

(h) Provide to the Office of the Interconnection all System, accounting, customer
tracking, load forecasting (including all load to be served from its System) and other data necessary or
appropriate to implement or administer this Agreement, and the Reliability Assurance Agreements-the
.-:;- 'h q'l. o A _orraoiauat) Aot and-Loe '--. i1 OROe A Oraokrean ;and
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(1) Comply with the underfrequency relay obligations and charges specified in
Schedule 7 of this Agreement.
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11.3.4 Reports to the Office of the Interconnection.

Each Member shall report as promptly as possible to the Office of the Interconnection
any changes in its operating practices and procedures relating to the reltability of the bulk power supply
facilities of the PIM Region. The Office of the Interconnection shall review such reports, and if any
change in an operating practice or procedure of the Member is not in accord with the established
operating principles, practices and procedures for the PJM Region and such change adversely affects
such region and regional reliability, it shall so inform such Member, and the other Members through
their representative on the Operating Committee, and shall direct that such change be modified to
conform to the established operating principles, practices and procedures.

11.4  Regional Transmission Expansion Planning Protocol.

The Members shall participate in regional transmission expansion planning in accordance with
the Regional Transmission Expansion Planning Protocol set forth in Schedule 6 to this Agreement.

1.5  Member Right to Petition.

(a) Nothing herein shall deprive any Member of the right to petition FERC to modify any
provision of this Agreement or any Schedule or practice hereunder that the petitioning Member believes
to be unjust, unreasonable, or unduly discriminatory under section 206 of the Federal Power Act, subject
to the right of any other Member (a) to oppose said proposal, or {(b) to withdraw from the LLC pursuant
to Section 4.1.

(b) Nothing herein shall be construed as affecting in any way the right of the Members,
acting pursuant to a vote of the Members Committee as specified in Section 8.4, unilaterally to make an
application to FERC for a change in any rate, charge, classification, tariff or service, or any rule or
regulation related thereto, under section 205 of the Federal Power Act and pursuant to the rules and
regulations promulgated by FERC thereunder, subject to the right of any Member that voted against
such change in any rate, charge, classification, tariff or service, or any rule or regulation related thereto,
in intervene in opposition to any such application.

11.6 Membership Requirements.
(a) To qualify as a Member, an entity shalk:

i) Be a Transmission Owner a Generation Owner, an Other Supplier, an
Flectric Distributor, or an End-Use Customer; and

i) Accept the obligations set forth in this Agreement.

(b) Certain Members that are Load Serving Entities are parties to the Reliability Assurance
Agreement, Rehabiliby-Assurance-Ag est—or-Reliability Assurance-Agreement-Seuth. Upon
becoming a Member, any entity that is a Load Serving Entity in the MAACPIM Centrol Region Zene
and that wishes to become a Market Buyer shall also simultaneously execute the Reliability Assurance

Agreement.—-Any-entity-thatis-a
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(c) An entity that wishes to become a party 1o this Agreement shall apply, in writing, to the
President setting forth its request, its qualifications for membership, its agreement to supply data as
specified in this Agreement, its agreement to pay all costs and expenses in accordance with Schedule 3,
and providing all information specified pursuant to the Schedules to this Agreement for entities that wish
to become Market Participants. Any such application that meets all applicable requirements shall be
approved by the President within sixty (60) days.

(d) Nothing in this Section 11 is intended to remove, in any respect, the choice of
participation by other utility companies or organizations in the operation of the PIM Region through
inclusion in the System of a Member.

(e) An entity whose application is accepted by the President pursuant to Section
11.6(c) shall execute a supplement to this Agreement in substantially the form prescribed in Schedule 4,
which supplement shall be countersigned by the President. The entity shall become a Member efiective
on the date the supplement is countersigned by the President.

(f) Entities whose applications contemplate expansion or rearrangement of the PJM Region
may become Members promptly as described in Sections 11.6(c) and 11.6(e) above, but the integration
of the applicant's system into all of the operatlon and accountmg prov1s:0ns of thls Agreement and the
Reliability Assurance Agreement,-e+-4 gFe pt-W ¢
Reliability-Assurance Agreement-Seuth; shall occur only af'ter eompletlon of all requ1red installations
and modifications of metering, communications, computer programming, and other necessary and
appropriate facilities and procedures, as determined by the Office of the Interconnection. The Office of
the Interconnection shall notify the other Members when such integration has occurred.

(2) Entities that become Members will be listed in Schedule 12 of this Agreement.

(h) In accordance with the MAAC Agreement, a Member serving load in the MAAC
Control Zone shall be a member of MAAC and any other Member may be a member of MAAC.

12, TRANSFERS OF MEMBERSHIP INTEREST

The rights and obligations created by this Agreement shall inure to and bind the successors and
assigns of such Member; provided, however, that the rights and obligations of any Member hereunder
shall not be assigned without the approval of the Members Committee except as to a successor in
operation of a Member’s electric operating properties by reason of a merger, consolidation,
reorganization, sale, spin-off, or foreclosure, as a result of which substantially all such electric operating
properties are acquired by such a successor, and such successor becomes a Member.

13. INTERCHANGE
13.1 Interchange Arrangements with Non-Members.

Any Member may enter into interchange arrangements with others that are not Members with
respect to the delivery or receipt of capacity and energy to fulfill its obligations hereunder or for any
other purpose, subject to the standards and requirements established in or pursuant to this Agreement.
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1.3.13 Maximum Generation Emergency.

“Maximum Generation Emergency” shall mean an Emergency declared by the Office of
the Interconnection in which the Office of the Interconnection anticipates requesting one or more

Generation Capacity Resources er-Available-Capaeity Resources-to operate af its maximum net or gross
electrical power output, subject to the equipment stress limits for such Generation Capacity Resource, in

order to manage, alleviate, or end the Emergency.
1.3.14 Minimum Generation Emergency.

“Minimum Generation Emergency” shall mean an Emergency declared by the Office of
the Interconnection in which the Office of the Interconnection anticipates requesting one or more
generating resources to operate at or below Normal Minimum Generation, in order to manage, alleviate,
or end the Emergency.

1.3.14A NERC Interchange Distribution Calculator.

“NERC Interchange Distribution Calculator” shall mean the NERC mechanism that is in
effect and being used to calculate the distribution of energy, over specific transmission interfaces, from
energy transactions.

1.3.15  Network Resource.
“Network Resource” shall have the meaning specified in the PIM Tariff.

1.3.16  Network Service User.

“Network Service User” shall mean an entity using Network Transmission Service.

1.3.17 Network Transmission Service.

“Network Transmission Service™ shall mean transmission service provided pursuant to
the rates, terms and conditions set forth in Part Il of the PJM Tariff, or transmission service comparable
to such service that is provided to a Load Serving Entity that is also a Transmission Owner.

1.3.18 Normal Maximum Generation.

“Normal Maximum Generation” shall mean the highest output level of a generating
resource under normal operating conditions.

1.3.19 Normal Minimum Generation.

“Normal Minimum Generation” shall mean the lowest output level of a generating
resource under normal operating conditions.

1.3.20  Offer Data.

“QOffer Data” shall mean the scheduling, operations planning, dispatch, new resource,
and other data and information necessary to schedule and dispatch generation resources and Demand
Resource(s)
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(b) An applicant that is a Load Serving Entity or that will purchase on behalf of or
for ultimate delivery to a Load Serving Entity shall establish to the satisfaction of the Office of the
Interconnection that the end-users that will be served through energy and related services purchased in
the PIM Interchange Energy Market, are located electrically within the PJM Region, or will be brought
within the PIM Region prior to any purchases from the PIM Interchange Energy Market. Such
applicant shall further demonstrate that:

i) The Load Serving Entity for the end users is obligated to meet the
requirements of the Reliability Assurance Agreement;—Reliability
South-as-applicable, and

ii) The Load Serving Entity for the end users has arrangements in place for
Network Transmission Service or Point-To-Point Transmission Service
for all PJM Interchange Energy Market purchases.

(©) An applicant that is not a Load Serving Entity or purchasing on behalf of or for
ultimate delivery to a Load Serving Entity shall demonstrate that:

i) The applicant has obtained or will obtain Network Transmission Service
or Point-to-Point Transmission Service for all PIM Interchange
Energy Market purchases; and

ii) The applicant’s PIM Interchange Energy Market purchases will
ultimately be delivered to a load in another Control Area that is
recognized by NERC and that complies with NERC’s standards for
operating and planning reliable bulk electric systems.

(d) An applicant shall not be required to obtain transmission service for purchases
from the PIM Interchange Energy Market to cover quantity deviations from its sales in the Day-ahead
Energy Market.

(e) All applicants shall demonstrate that:

i) The applicant is capable of complying with all applicable metering, data
storage and transmission, and other reliability, operation, planning and
accounting standards and requirements for the operation of the PIM
Region and the PIM Interchange Energy Market;

ii} The applicant meets the creditworthiness standards established by the
Office of the Interconnection, or has provided a letter of credit or other
form of security acceptable to the Office of the Interconnection; and

iii) The applicant has paid all applicable fees and rcimbursed the Office of
the Interconnection for ail unusual or extraordinary costs of processing
and evaluating its application to become a Market Buyer, and has
agreed in its application to subject any disputes arising from its
application to the PJM Dispute Resolution Procedures.

(f The applicant shall become a Market Buyer upon a final favorable
determination on its application by the Office of the Interconnection as specified below, and execution
by the applicant of counterparts of this Agreement.
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1.4.2 Submission of Information.

The applicant shall furnish all information reasonably requested by the Office of the
Interconnection in order to determine the applicant’s qualification to be a Market Buyer. The Office of
the Interconnection may waive the submission of information relating to any of the foregoing criteria, to
the extent the information in the Office of the Interconnection’s possession is sufficient to evaluate the
application against such criteria.

1.4.3 Fees and Costs.

The Office of the Interconnection shail require all applicants to become a Market Buyer
to pay a uniform application fee, initially in the amount of $1,500, to defray the ordinary costs of
processing such applications. The application fee shall be revised from time to time as the Office of the
Interconnection shall determine to be necessary to recover its ordinary costs of processmg apphcatlons
Any unusual or extraordinary costs incurred by the Office of the Interconnection in processing an
application shall be reimbursed by the applicant.

1.4.4 Office of the Interconnection Determination.

Upon submission of the information specified above, and such other information as shall
reasonably be requested by the Office of the Interconnection, the Office of the Interconnection shall
undertake an evaluation and investigation to determine whether the applicant meets the criteria specified
above. As soon as practicable, but in any event not later than 60 days after submission of the foregoing
information, or such later date as may be necessary to satlsfy the requlrements of the Rehablhty
Assurance Agreement,—Rehd A AREE reerne elig FFERCE—AZTOoH
Seuth; the Office of the Interconneetlon shall notlfy the apphcant and the members of the Members
Committee of its determination, along with a written summary of the basis for the determination. The
Office of the Interconnection shall respond promptly to any reasonable and timely request by a Member
for additional information regarding the basis for the Office of the Interconnection’s determination, and
shall take such action as it shall deem appropriate in response to any request for reconsideration or other
action submitted to the Office of the Interconnection not later than 30 days from the initial notification to
the Members Committee.

1.4.5 Existing Participants,

Any entity that was qualified to participate as a Market Buyer in the PJM Interchange
Energy Market under the Operating Agreement of PJM Interconnection L.L.C. in effect immediately
prior to the Effective Date shall continue to be qualified to participate as a Market Buyer in the PIM
Interchange Energy Market under this Agreement.

1.4.6 Withdrawal.

(a) An Internal Market Buyer that is a Load Serving Entity may withdraw from this

Agreement by giving written notice to the Office of the Interconnection specifying an effective date of

withdrawal not earher than the effectwe date ef ) 1ts w1thdrawal from the Rellablhty Assurance

Agreement, Rehab BRCE ment-V ce-Agreemen s or (ii)

the assumptlon of 1ts obhgatlons under the Rehablhty Assurance Agreement,—Rehabahty—Arssufaﬂee
e outh by an agent that is a Market Buyer.
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1.6 Office of the Interconnection.
1.6.1 Operation of the PJM Interchange Energy Market.

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

1.6.2  Scope of Services,

The Office of the Interconnection shall, on behalf of the Market Participants, perform
the services pertaining to the PJM Interchange Energy Market specified in this Agreement, including but
not limited to the following:

i) Administer the PJM Interchange Energy Market as part of the PJM Region,
including scheduling and dispatching of generation resources, accounting for
transactions, rendering bills to the Market Participants, receiving payments from
and disbursing payments to the Market Participants, maintaining appropriate
records, and monitoring the compliance of Market Participants with the
provisions of this Agreement, all in accordance with applicable provisions of the
Office of the Interconnection Agreement, and the Schedules to this Agreement;

ii) Review and evaluate the qualification of entities to be Market Buyers, Market
Sellers, or Economtc 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-West;
the Reliability Assurance-Agreement-South-and the Consolidated Transmission

Owners Agreement, maintenance schedules for generation and transmission
resources operated as part of the PJIM Region;

iv) Provide or coordinate the provision of ancillary services necessary for the
operation of the PJM Region or the P}IM 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 PJM Region, or in another directly or
indirectly interconnected Control Area and serve as a primary point of contact
for interested state or federal agencies;

vi) Enter into (a) agreements for the transfer of energy in conditions constituting an
Emergency in the 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;
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1.7.9 Delivery to an External Market Buyer.

A purchase of Spot Market Energy by an External Market Buyer shall be delivered to a
bus or buses at the electrical boundaries of the PJM Region specified by the Office of the
Interconnection, or to load in such area that is not served by Network Transmission Service, using
Point-to-Point Transmission Service paid for by the External Market Buyer. Further delivery of such
energy shall be the responsibility of the External Market Buyer.

1.7.10 Other Transactions.

(a) Market Participants may enter into bilateral contracts for the purchase or sale of

electric energy to or from each other or any other entity, subject to the obligations of Market Participants

| to make Generation Capacity Resources available for dispatch by the Office of the Interconnection.

Bilateral arrangements that contemplate the physical transfer of energy to or from a Market Participant

shall be reported to and coordinated with the Office of the Interconnection in accordance with this
Schedule.

(b) Market Participants shall have Spot Market Backup with respect to all bilateral
transactions that are not dynamically scheduled pursuant to Section 1.12 and that are curtailed or
interrupted for any reason (except for curtailments or interruptions through active load management for
load located within the PIM Region).

(©) To the extent the Office of the Interconnection dispatches a Generating Market
Buyer’s generation resources, such Generating Market Buyer may 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 PJM Interchange Imports, and shall be
deemed a seller to the PJM 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:

(i) A Market Seller may self-supply Station Power for its generation
facility during any month (1) when the net output of such facility is
positive, or (2) when the net output of such facility is negative and the
Market Seller during the same month has available at other of its
generation facilities positive net output in an amount at least sufficient
to offset fully such negative net output. For purposes of this subsection
(d), “net output” of a generation facility during any month means the
facility’s gross energy output, less the Station Power requirements of
such facility, during that month. The determination of a generation
facility’s or a Market Seller’s monthly net output under this subsection
(d) will apply only to determine whether the Market Seller self-supplied
Station Power during the month and will not affect the price of energy
sold or consumed by the Market Seller at any bus during any hour
during the month. For
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(b) The Office of the Interconnection shall obtain and maintain for each
Synchronized Reserve Zone an amount of Synchronized Reserve equal to the Synchronized Reserve
objective for such Synchronized Reserve Zone, as specified in the PJM Manuals.

(c) The Synchronized Reserve capability of a generation resource and Demand
Resource shall be the increase in energy output or load reduction achievable by the generation
resource and Demand Resource within a continuous 10-minute period.

(d) A generation unit capable of automatic energy dispatch that also is providing
Synchronized Reserve shall have its energy dispatch range reduced by the amount of the
Synchronized Reserve provided. The amount of Synchronized Reserve provided by a generation unit
shall serve to redefine the Normal Maximum Generation energy limit of that generation unit in that
the amount of Synchronized Reserve provided shall be subtracted from its Normal Maximum
Generation energy limit.

1.7.20 Communication and Operating Requirements.

(a) 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.

(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 al! 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 PJM Region; respond to the Office of the Interconnection’s
directives to start, shutdown or change output levels of generation units, or change scheduled voltages or
reactive output levels of 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 PJM Region shall:
provide to the Office of the Interconnection all applicable Offer Data, including offers specifying
amounts of energy available, hours of availability and prices of energy and other services; respond to
Office of the Interconnection directives to schedule delivery or change delivery schedules; and
communicate delivery schedules to the Market Seller’s Control Area.

(d) Market Participants that are Load Serving 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 Generation Capacity Resources to satisfy capacity

obligations that are available for pool operation; report to the Office of the Interconnection all bilateral

purchase transactions; respond to other Office of the Interconnection directives such as those required
during Emergency operation.
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adequately resolved, or discloses a need for changes in standards or policies established in or pursuant to
the Operating Agreement, any of the foregoing parties may make a written request for review of the
matter by the Members Committee, and shall include with the request the forwarding party’s
recommendation and such data or information (subject to confidentiality or other non-disclosure
requirements) as would enable the Members Committee to assess the matter and the recommendation.
The Members Committee shalt take such action on the recommendation as it shall deem appropriate.

(d) Subject to the right of a Market Participant to obtain correction of accounting or
billing errors, the LLC or a Market Participant shall not be entitied to actual, compensatory,
consequential or punitive damages, opportunity costs, or other form of reimbursement from the LLC or
any other Market Participant for any loss, liability or claim, including any claim for lost profits, incurred
as a result of a mistake, error or other fault by the Office of the Interconnection in the selection,
scheduling or dispatch of resources.

1.9 Prescheduling.

The following procedures and principles shall govern the prescheduling activities necessary to
plan for the reliable operation of the PJM Region and for the efficient operation of the PJM Interchange
Energy Market.

1.9.1 Outage Scheduling.

The Office of the Interconnection shall be responsible for coordinating and approving
requests for outages of generation and transmission facilities as necessary for the reliable operation of
the PIM Region, in accordance with the PJM Manuals. The Office of the Interconnection shall maintain
records of outages and outage requests of these facilities.

1.9.2  Planned Outages.

(a) A Generator Planned Outage shall be included in Generator Planned Outage
schedules established prior to the scheduled start date for the outage, in accordance with standards and
procedures specified in the PJM Manuals.

(b) The Office of the Interconnection shall conduct Generator Planned Outage
schedulmg for Generatlon Capacnty Resources in accordance wnth the Rellablllty Assurance Agreement;
i8 : : uth; and the PIM
Manuals and in consultatlon with the Members owning or controllmg the output of Capaeity—such
Rresources. A Market Participant shall not be expected to submit offers for the sale of energy or other
services, or to satisfy delivery obligations, from all or part of a generation resource undergoing an
approved Generator Planned Outage. If the Office of the Intereonnection determines that approval of a
Generator Planned Outage would significantly affect the reliable operation of the PIM Region, the
Office of the Interconnection may withhold approval or withdraw a prior approval. Approval for a
Generator Planned Outage of a Generation Capacity Resource shall be withheld or withdrawn only as
necessary to ensure the adequacy of reserves or the reliability of the PIM Region in connection with
anticipated implementation or avoidance of Emergency procedures. If the Office of the Interconnection
withholds or withdraws approval, it shall coordinate with the Market Participant owning or controlling
the resource to reschedule the
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| Generator Planned Outage of the Generation Capacity Resource at the earliest practical time. The Office
of the Interconnection shall if possible propose alternative schedules with the intent of minimizing the
economic impact on the Market Participant of a Generator Planned Outage.

(c) The Office of the Interconnection shall conduct Transmission Planned Outage
scheduling in accordance with procedures specified in, the Consolidated Transmission Owners
Agreement, and the PIM Manuals, and in accordance with the following procedures:

()

(ii)

(iii)

(iv)

Transmission Owners shall submit Transmission Planned Outage
schedules one year in advance for all outages that are expected to
exceed five working days duration or that are anticipated to result in
significant system impacts, with regular (at least monthly) updates as
new information becomes available.

Transmission Owners shall submit notice of all Transmission Planned
Qutages to the Office of the Interconnection by the first day of the
month preceding the month the outage will commence, with updates as
new information becomes available.

If notice of a Transmission Planned Outage is not provided by the first
day of the month preceding the month the outage will commence, and if
such outage is determined by the Office of the Interconnection to have
the potential to cause transmission system congestion, then the Office of
the Interconnection may require the Transmission Owner to implement
an alternative outage schedule to reduce or avoid the congestion. The
Office of the Interconnection shall perform this analysis and notify the
Transmission Owner in a timely manner if it will require rescheduling
of the outage.

The Office of the Interconnection shall post notice of Transmission
Planned Outages on OASIS upon receipt of such notice from the
Transmission Owner; provided. however, that the Office of the
Interconnection shall not post on OASIS notice of any component of a
Transmission Planned Outage to the extent such component shall
directly reveal a generator outage. In such cases, the Transmission
Owner, in addition to providing notice to the Office of Interconnection
as required above, concurrently shall inform the affected Generation
Owner of such outage, limiting such communication to that necessary to
describe the outage and to coordinate with the Generation Owner on
matters of safety to persons, facilities, and equipment. The
Transmission Owner shall not notify any other Market Participant of
such outage and shall arrange any other necessary coordination through
the Office of the Interconnection.

In addition, if the Office of the Interconnection determines that transmission maintenance
schedules proposed by one or more Members would significantly affect the efficient and reliable
operation of the PJM Region, the Office of the Interconnection may establish alternative schedules, but
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such alternative shall minimize the economic impact on the Member or Members whose maintenance
schedules the Office of the Interconnection proposes to modify.

(d) The Office of the Interconnection shall coordinate resolution of outage or other
planning conflicts that may give rise to unreliable system conditions. The Members shall comply with all
maintenance schedules established by the Office of the Interconnection.

1.9.3 Generator Maintenance Outages.

A Market Participant may request approval for a Generator Maintenance Outage of any
| Generation Capacity Resource from the Office of the Interconnection in accordance with the timetable
and other procedures specified in the PJM Manuals. The Office of the Interconnection shall approve
| requests for Generator Maintenance Outages for such a Generation Capacity Resource unless the outage
would threaten the adequacy of reserves in, or the reliability of, the PJM Region. A Market Participant
shall not be expected to submit offers for the sale of energy or other services, or to satisfy delivery
obligations, from a generation resource undergoing an approved full or partial Generator Maintenance
QOutage.

1.9.4 Forced Outages.

(a) Each Market Seller that owns or controls a pool-scheduled resource, or a

Generation Capacity Resource whether or not pool-scheduled, shall: (i) advise the Office of the
Interconnection of a Generator Forced Outage suffered or anticipated to be suffered by any such
resource as promptly as possible; (ii) provide the Office of the Interconnection with the expected date
and time that the resource will be made available; and (iii) make a record of the events and
circumstances giving rise to the Generator Forced Outage. A Market Seller shall not be expected to
submit offers for the sale of energy or other services, or satisfy delivery obligations, from a generation

| resource undergoing a Generator Forced Outage. A Generation Capacity Resource that does not deliver
all or part of its scheduled energy shall be deemed to have experienced a Generator Forced Outage with
respect to such undelivered energy, in accordance with standards and procedures for full and partial

Generator Forced Outages spec1ﬁed in the Rellablhty Assurance Agreement,-the Reliability-Assuranece
ah uth; and the PJM Manuals.

(b) The Office of the Interconnection shall receive notification of Forced
Transmission Outages, and information on the return to service, of Transmission Facilities in the PIM
Region in accordance with standards and procedures specified in, as applicable, the Consolidated
Transmission Owners Agreement and the PJM Manuals.

1.9.4A Transmission Outage Acceleration.

(a) Planned Transmission Outages and Forced Transmission Outages
otherwise scheduled pursuant to sections 1.9.2 and 1.9.4 respectively of this Schedule may be
accelerated or rescheduled at the request of a Generation Owner or other Market Participant in
accordance with the terms and conditions of this section 1.9.4A and the PJM Manuals.
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shall provide detailed data justifying such transmission facility ratings when directed by the Office of
the Interconnection.

(b) In addition to the seasonal verification of all ratings, each Transmission
Owner shall submit to the Operations Planning Department (or successor Department) of the Office
of the Interconnection updates to its transmission facility ratings as soon as such Transmission
Owner is aware of any changes. Such Transmission Owner shall provide the Office of the
Interconnection with detailed data justifying all such transmission facility ratings changes.

(c) All Transmission Owners shall submit to the Operations Planning Department
(or successor Department) of the Office of the Interconnection formal documentation of any
procedure for changing facility ratings under specific conditions, including: the detailed conditions
under which such procedures will apply, detailed explanations of such procedures, and detailed
calculations justifying such pre-established changes to facility ratings. Such procedures must be
updated twice each year consistent with the provisions of this Section.

1.9.9 Office of the Interconnection Responsibilities.

(a) The Office of the Interconnection shall perform seasonal operating studies to
assess the forecasted adequacy of generating reserves and of the transmission system, in accordance with
the procedures specified in the PJM Manuals.

(b) The Office of the Interconnection shall maintain and update tables setting forth
Operating Reserve and other reserve objectives as specified in the PJM Manuals and as consistent with

the Reliability Assurance Agreement;-Reliability Assurance-Agreement-West-and-Reliability-Assuranee
Agreement-South.

(c) The Office of the Interconnection shall receive and process requests for firm and
non-firm transmission service in accordance with procedures specified in the PIM Tariff.

(d) The Office of the Interconnection shall maintain such data and information
relating to generation and transmission facilities in the PJIM Region as may be necessary or appropriate
to conduct the scheduling and dispatch of the PJM Interchange Energy Market and PJM Region.

{e) The Office of the Interconnection shall maintain an historical database of all
transmission facility ratings, and shall review, and may modify or reject, any submitted change or
any submitted procedure for pre-established transmission facility rating changes. Any dispute
between a Transmission Owner and the Office of the Interconnection concerning transmission
facility ratings shall be resolved in accordance with the dispute resolution procedures in schedule 5 to
the Operating Agreement; provided, however, that the rating level determined by the Office of the
Interconnection shall govern and be effective during the pendency of any such dispute.

H The Office of the Interconnection shall coordinate with other interconnected
Control Area as necessary to manage, alleviate or end an Emergency.

1.10  Scheduling.
1.10.1 General.

(a) The Office of the Interconnection shall administer scheduling processes to
implement a Day-ahead Energy Market and a Real-time Energy market.
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each such self-scheduled resource will disconnect or reduce output, or confirmation of the Market
Buyer’s intent not to reduce output.

{©) All Market Participants shall submit to the Office of the Interconnection
schedules for any bilateral transactions involving use of generation or Transmission Facilities as
specified below, and shall inform the Office of the Interconnection whether the transaction is to be
included in the Day-ahead Energy Market. Any Market Participant that elects to include a bilateral
transaction in the Day-ahead Energy Market may specify the price (such price not to exceed the
maximum price that may be specified in the PJM Manuals), if any, at which it will be wholly or partially
curtailed rather than pay Transmission Congestion Charges. The foregoing price specification shall
apply to the price difference between the specified bilateral transaction source and sink points in the day-
ahead scheduling process only. Any Market Participant that elects not to include its bilateral transaction
in the Day-ahead Energy Market shall inform the Office of the Interconnection if the parties to the
transaction are not willing to incur Transmission Congestion Charges in the Real-time Energy Market in
order to complete any such scheduled bilateral transaction. Scheduling of bilateral transactions shall be
conducted in accordance with the specifications in the PJM Manuals and the following requirements:

i) Internal Market Buyers shall submit schedules for all bilateral purchases
for delivery within the PJM Region, whether from generation resources
inside or outside the PJM Region;

i) Market Sellers shall submit schedules for bilateral sales to entities
outside the PJIM Region from generation within the PIM Region that is
not dynamically scheduled to such entitics pursuant to Section 1.12; and

ii1) In addition to the foregoing schedules for bilateral transactions, Market
Participants shall submit confirmations of each scheduled bilateral
transaction from each other party to the transaction in addition to the
party submitting the schedule, or the adjacent Control Area.

(d) Market Sellers wishing to sell into the Day-ahead Energy Market shall submit
offers for the supply of energy (including enmergy from hydropower units), demand reductions,
Regulation, Operating Reserves or other services for the following Operating Day. Offers shall be
submitted to the Office of the Interconnection in the form specified by the Office of the Interconnection
and shall contain the information specified in the Office of the Interconnection’s Offer Data
specification, as applicable. Market Sellers owning or controlling the output of a Generation Capacity
Resource that was committed in an FRR Capacity Plan, self-supplied or offered and has-net-cleared in a
Base Residual Auction or Incremental Auction as specified in Attachment DD of the PIM Tariff, and
that has not been rendered unavailable by a Generation Planned Outage, a Generator Maintenance
Outage, or a Generation Forced Outage shall submit offers for the available capacity of such Generation
Capacity Resource, including any portion that is self-scheduled by the Generating Market Buyer
claiming-the resource-as-a-Capaeity Resouree. The submission of offers for resource increments that are
not-Capacity Reseurees-have not cleared in a Base Residual Auction or an Incremental Auction, or were
not committed in an FRR Capacity Plan shall be optional, but any such offers must contain the
information specified in the Office of the Interconnection’s Offer Data specification, as applicable.
Energy offered from generation resources that ere-net-have not cleared a Base Residual Auction or an

Incremental Auction, or were not committed in an FRR Capacity Plan, Gapaeity-Reseurees-shall not be

supplied from resources that are included in or otherwise committed
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to supply the Operating Reserves of a Control Area outside the PJM Region. The foregoing offers:

| i)

vi)

vii)

viii)

(e)

Shall specify the gGeneration Capacity ¥Resource or Demand Resource and
energy for each hour in the offer period;

Shall specify the amounts and prices for the entire Operating Day for cach
resource component offered by the Market Seller to the Office of the
Interconnection;

If based on energy from a specific generating unit, may specify start-up and no-
load fees equal to the specification of such fees for such unit on file with the
Office of the Interconnection, if based on reductions in demand from a Demand
Resource may specify shutdown costs;

Shall set forth any special conditions upon which the Market Seller proposes to
supply a resource increment, including any curtailment rate specified in a
bilateral contract for the output of the resource, or any cancellation fees;

May include a schedule of offers for prices and operating data contingent on
acceptance by the deadline specified in this Schedule, with a second schedule
applicable if accepted after the foregoing deadline;

Shall constitute an offer to submit the resource increment to the Office of the
Interconnection for scheduling and dispaich in accordance with the terms of the
offer, which offer shall remain open through the Operating Day for which the
offer is submitted;

Shall be final as to the price or prices at which the Market Seller proposes to
supply energy or other services to the PIM Interchange Energy Market, such
price or prices being guaranteed by the Market Seller for the period extending
through the end of the following Operating Day; and

Shall not exceed an energy offer price of $1,000/megawatt-hour.

A Market Seller that wishes to make a resource available to sell Regulation

service shall submit an offer for Regulation that shall specify the MW of Regulation being
offered, the Regulation Zone for which such regulation is offered, the price of the offer in dollars
per MWh, and such other information specified by the Office of the Interconnection as may be
necessary to evaluate the offer and the resource’s opportunity costs. The price of the offer shall
not exceed $100 per MWh in the case of regulation offered for all Regulation Zones, except that
offers for Regulation by American Electric Power Company and Virginia Electric Power
Company and/or their respective affiliates for the Regulation Zone comprised of the ECAR
Control Zone(s), MAIN Control Zone(s), or the VACAR Control Zone shall be cost-based
consisting of the following components:

i. The costs (in $/MW) of the fuel cost increase due to the heat rate increase
resulting from operating the unit at lower MW output incurred from the
provision of Regulation;
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ii. The cost increase (in $/MW) in variable operating and maintenance costs
resulting from operating the unit at fower MW output incurred from the
provision of Regulation; and

iii. An adder of up to $7.50 per MW of Regulation provided.
Qualified Regulation capability must satisfy the verification tests specified in the PJM Manuals.

H Each Market Seller owning or controlling the output of a Generation Capacity
Resource shall submit a forecast of the availability of each such Generation Capacity Resource for the
next seven days. A Market Seller (i) may submit a non-binding forecast of the price at which it expects
to offer a generation resource increment to the Office of the Interconnection over the next seven days,
and (ii) shall submit a binding offer for energy, along with start-up and no-load fees, if any, for the next
seven days or part thereof, for any generation resource with minimum notification or start-up
requirement greater than 24 hours.

(g) Each offer by a Market Seller of a Generation Capacity Resource shall remain in
effect for subsequent Operating Days until superseded or canceled.
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(h) The Office of the Interconnection shall post on the PIM Open Access
Same-time Information System the total hourly loads scheduled in the Day-ahead Energy Market, as
well as, its estimate of the combined hourly load of the Market Buyers for the next four days, and peak
load forecasts for an additional three days.

(i) Except for Economic Load Response Participants, all Market Participants may
submit Increment Bids and/or Decrement Bids that apply to the Day-ahead Energy Market only. Such
bids must comply with the requirements set forth in the PJM Manuals and must specify amount, location
and price, if any, at which the Market Participant desires to purchase or sell energy in the Day-ahead
Energy Market. The Office of the Interconnection may require that a market participant shall not
submit in excess of 3000 bid/offer segments in the Day-ahead Energy Market, when the Office of the
Interconnection determines that such limit is required to avoid or mitigate significant system
performance problems related to bid/offer volume. Notice of the need to impose such limit shall be
provided prior to 10:00 a.m. EPT on the day that the Day-ahead Energy Market will clear. For
purposes of this provision, a bid/offer segment is each pairing of price and megawatt quantity
submitted as part of an Increment Bid or Decrement Bid.

() A Market Seller that wishes to make a generation resource or Demand
Resource available to sell Synchronized Reserve shall submit an offer for Synchronized Reserve that
shall specify the megawatts of Synchronized Reserve being offered, the price of the offer in doliars
per megawatt hour, and such other information specified by the Office of the Interconnection as may
be necessary to evaluate the offer and the energy used by the generation resource to provide the
Synchronized Reserve and the generation resource’s unit specific opportunity costs. The price of the
offer shall not exceed the variable operating and maintenance costs for providing Synchronized
Reserve plus seven dollars and fifty cents.

(9] An Economic Load Response Participant that wishes to participate in the
Day-ahead Energy Market by reducing demand shall submit an offer to reduce demand to the Office
of the Interconnection. The offer shall specify: (i) the amount of the offered curtailment in
minimum increments of .1 megawatts: (ii) the Day-ahead Locational Marginal Price above which the
end-use customer will reduce load; and (iii} at the Economic Load Response Participant’s option,
start-up costs associated with reducing load, including direct labor and equipment costs, opportunity
costs, and/or a minimum of number of contiguous hours for which the load reduction must be
committed.

() Market Sellers owning or controlling the output of a Demand Resource that
was committed in an FRR Capacity Plan, self-supplied or offered and cleared in the Base Residual
Auction or one of the Incremental Auctions, or owning or controlling the output of an ILR resource
which was certified as specified in Attachment DD of the PJM Tariff, mav submit demand reduction
bids for the available load reduction capability of the Demand Resource or ILR resource. The
submission of demand reduction bids for resource increments that have not cleared in the Base
Residual Auction or in one of the Incremental Auctions, or for ILR resources that were not certified,

or_were not committed in an FRR Capacity Plan, shall be optional, but any such bids must contain

the information specified in the PJIM Economic Load Response Program to be included in such bids.
A Demand Resource that was committed in an FRR Capacity Plan, self-supplied or offered and

cleared in a Base Residual Auction or an Incremental Auction may submit a demand reduction bid in
the Day-ahead Energy Market as specified in the Economic Load Response Program, provided

however, that in the event of an Emergency, PIM shall require Demand Resources and ILR resources

to reduce load notwithstanding that the Zonal LMP at the time such Emergency is declared is below
the price identified in the demand reduction bid
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1.10.2 Pool-scheduled Resources.

Pool-scheduled resources are those resources for which Market Participants submitted
offers to sell energy in the Day-ahead Energy Market and offers to reduce demand in the Day-ahead
Energy Market, which the Office of the Interconnection scheduled in the Day-ahead Energy Market as
well as generators committed by the Office of the Interconnection subsequent to the Day-ahead Energy
Market. Such resources shall be committed to provide energy in the real-time dispatch unless the
schedules for such units are revised pursuant to Sections 1.10.9 or 1.11. Pool-scheduled resources shall
be governed by the following principles and procedures.

(a) Pool-scheduled resources shall be selected by the Office of the Interconnection
on the basis of the prices offered for energy and demand reductions and related services, start-up,
no-load and cancellation fees, and the specified operating characteristics, offered by Market Sellers to
the Office of the Interconnection by the offer deadline specified in Section 1.10.1A.

(b A resource that is scheduled by a Market Participant to support a bilateral sale,
or that is self-scheduled by a Generating Market Buyer, shall not be selected by the Office of the
Interconnection as a pool-scheduled resource except in an Emergency.

(c) Market Sellers offering energy from hydropower or other facilities with fuel or
environmental limitations may submit data to the Office of the Interconnection that is sufficient to
enable the Office of the Interconnection to determine the available operating hours of such facilities.

(d) The Market Seller of a resource selected as a pool-scheduled resource shall
receive payments or credits for energy, demand reductions or related services, or for start-up and no-load
fees, from the Office of the Interconnection on behalf of the Market Buyers in accordance with Section 3
of this Schedule 1. Alternatively, the Market Seller shall receive, in lieu of start-up and no-load fees, its
actual costs incurred, if any, up to a cap of the resource’s start-up cost, if the Office of the
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Interconnection cancels its selection of the resource as a pool-scheduled resource and so notifies the
Market Seller before the resource is synchronized.

(e) Market Participants shall make available their pool-scheduled resources to the
Office of the Interconnection for coordinated operation to supply the Operating Reserves needs of the
applicable Control Zone.

1.10.3 Self-scheduled Resources.
Self-scheduled resources shall be governed by the following principles and procedures.

(a) Each Generating Market Buyer shall use all reasonable efforts, consistent with
Good Utility Practice, not to self-schedule resources in excess of its Equivalent Load.

(b) The offered prices of resources that are sclf-scheduled, or otherwise not
following the dispatch orders of the Office of the Interconnection, shall not be considered by the Office
of the Interconnection in determining Locational Marginal Prices.

(c) Market Participants shall make available their self-scheduled resources to the
Office of the Interconnection for coordinated operation to supply the Operating Reserves needs of the
applicable Control Zone, by submitting an offer as to such resources.

(d) A Market Participant self-scheduling a resource in the Day-ahead Energy
Market that does not deliver the energy in the Real-time Energy Market, shall replace the energy not
delivered with energy from the Real-time Energy Market and shall pay for such energy at the applicable
Real-time Price.

1.10.4 Capacity Resources.

| (a) A Generation Capacity Resource that js selected as a pool-scheduled resource
shall be made available for scheduling and dispatch at the direction of the Office of the Interconnection.
| Such aA Generation Capacity Resource that does not deliver energy as scheduled shall be deemed to
have experienced a Generator Forced Outage to the extent of such energy not delivered. A Market
| Participant offering such Generation Capacity Resource in the Day-ahead Energy Market shall replace
the energy not delivered with energy from the Real-time Energy Market and shall pay for such energy at

the applicable Real-time Price.

| (b) Energy from a Generation Capacity Resource that has not been scheduled in the
Day-ahead Energy Market may be sold on a bilateral basis by the Market Seller, may be self-scheduled,
or may be offered for dispatch during the Operating Day in accordance with the procedures specified in

| this Schedule. Such A-a Generation Capacity Resource that has not been scheduled in the Day-ahead
Energy Market and that has been sold on a bilateral basis must be made available upon request to the
Office of the Interconnection for scheduling and dispatch during the Operating Day if the Office of the
Interconnection declares a Maximum Generation Emergency. Any such resource so scheduled and
dispatched shall receive the applicable Real-time Price for encrgy delivered.
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(c) A Generation Capacity Resource that has been self-scheduled shall not receive
payments or credits for start-up or no-load fees.

1.10.5 External Resources.

(a) External Resources may submit offers to the PJM Interchange Energy Market,
in accordance with the day-ahead and real-time scheduling processes specified above. An External
Resource selected as a pool-scheduled resource shall be made available for scheduling and dispatch at
the direction of the Office of the Interconnection, and except as specified below shall be compensated on
the same basis as other pool-scheduled resources. External Resources that are not capable of dynamic
dispatch shall, if selected by the Office of the Interconnection on the basis of the Market Sellet’s Offer
Data, be block loaded on an hourly scheduled basis. Market Sellers shall offer External Resources to the
PJM Interchange Energy Market on either a resource-specific or an aggregated resource basis. A
Market Participant whose pool-scheduled resource does not deliver the energy scheduled in the Day-
ahead Energy Market shall replace such energy not delivered as scheduled in the Day-ahead Energy
Market with energy from the PJM Real-time Energy Market and shall pay for such energy at the
applicable Real-time Price.

(b) Offers for External Resources from an aggregation of two or more generating
units shall so indicate, and shall specify, in accordance with the Offer Data requirements specified by the
Office of the Interconnection: (i) energy prices; (ii) hours of energy availability; (iii) a minimum
dispatch level; (iv) a maximum dispatch level; and (v) unless such information has previously been
made available to the Office of the Interconnection, sufficient information, as specified in the PIM
Manuals, to enable the Office of the Interconnection to model the flow into the PJM Region of any
energy from the External Resources scheduled in accordance with the Offer Data. If a Market Seller
submits more than one offer on an aggregated resource basis, the withdrawal of any such offer shall be
deemed a withdrawal of all higher priced offers for the same period.

(c) Offers for External Resources on a resource-specific basis shall specify the
resource being offered, along with the information specified in the Offer Data as applicable.

1.10.6 External Market Buyers.

(a) Deliveries to an External Market Buyer not subject to dynamic dispatch by the
Office of the Interconnection shall be delivered on a block toaded basis to the load bus or buses at the
electrical boundaries of the PJM Region, or in such area with respect to an External Market Buyer’s load
within such area not served by Network Service, at which the energy is delivered to or for the External
Market Buyer. External Market Buyers shall be charged or credited at either the Day-ahead Prices or
Real-time Prices, whichever is applicable, for energy at the foregoing load bus or buses.

(b) An External Market Buyer’s hourly schedules for energy purchased from the
PIM Interchange Energy Market shall conform to the ramping and other applicable requirements of the
interconncction agreement between the PJM Region and the Control Area to which, whether as an
intermediate or final point of delivery, the purchased energy will initially be delivered.
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output of pool-scheduled resource increments as necessary: (a) to maintain reliability, and subject to that
constraint, to minimize the cost of supplying the energy, reserves, and other services required by the
Market Buyers and the operation of the PJIM Region; (b) to balance load and generation, maintain
scheduled tie flows, and provide frequency support within the PIM Region; and {c)to minimize
unscheduled interchange not frequency related between the PJIM Region and other Control Areas.

1.11.2 Operating Basis.

In carrying out the foregoing objectives, the Office of the Interconnection shall conduct
the operation of the PJM Region in accordance with the PJM Manuals, and shall: (i) utilize available
generating reserves and obtain required replacements; and (i) monitor the availability of adequate
reserves.

1.11.3 Pool-dispatched Resources.

(a) The Office of the Interconnection shall implement the dispatch of energy from
pool-scheduled resources with limited energy by direct request. In implementing mandatory or
economic use of limited energy resources, the Office of the Interconnection shall use its best efforts to
select the most economic hours of operation for limited energy resources, in order to make optimal use
of such resources consistent with the dynamic load-following requirements of the PIM Region and the
availability of other resources to the Office of the Interconnection.

(b) The Office of the Interconnection shall implement the dispatch of energy from
other pool-dispatched resource increments, including generation increments from Capacity Resources
the remaining increments of which are self-scheduled, by sending appropriate signals and instructions to
the entity controlling such resources, in accordance with the PJM Manuals. Each Market Seller shall
ensure that the entity controlling a pool-dispatched resource offered or made available by that Market
Seller complies with the energy dispatch signals and instructions transmitted by the Office of the
Interconnection.

1.11.3A Maximum Generation Emergency.

If the Office of the Interconnection declares a Maximum Generation Emergency, all
deliveries to load that is served by Point-to-Point Transmission Service outside the PIM Region from
Generation Capacity Resources may be interrupted in order to serve load in the PJM Region.

1.11.4 Regulation.

(a) A Market Buyer may satisfy its Regulation Obligation from its own generation
resources and/or Demand Resources capable of performing Regulation service, by contractual
arrangements with other Market Participants able to provide Regulation setvice, or by purchases from
the PIM Interchange Energy Market at the rates set forth in Section 3.2.2.

(b) The Office of the Interconnection shall obtain Regulation service from the
least-cost alternatives available from either pool-scheduled or self-scheduled generation resources and/or
Demand Resources as 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
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4. RATE TABLE
4.1 Offered Price Rates.

Spot Market Energy, Regulation, Operating Reserve, and Transmission Congestion are based on
offers to the Office of the Interconnection specified in this Agreement.

4.2 Transmission Losses.
Average loss factors shall be as specified in the PIM Tariff.
4.3 Emergency Energy Purchases.

The pricing for Emergency energy purchases will be determined by the Office of the
Interconnection and: (a) an adjacent Control Area, in accordance with an agreement between the Office
of the Interconnection and such adjacent Control Area, or (b) a Member, in accordance with
arrangements made by the Office of Interconnection to purchase energy offered by such Member from
resources that are not Capacity Resources.

5. CALCULATION OF TRANSMISSION CONGESTION CHARGES AND CREDITS
5.1 Trausmission Cougestion Charge Calculation.
5.1.1 Calculatiou by Office of the Interconnection.

When the transmission system is operating under constrained conditions, or as necessary
to provide third-party transmission provider losses in accordance with Section 9.3, the Office of the
Interconnection shall calculate Transmission Congestion Charges for each Network Service User, the
PIM Interchange Energy Market, and each Transmission Customer.

5.1.2 General.

The basis for the Transmission Congestion Charges shall be the differences in the
Locational Marginal Prices between points of delivery and points of receipt, as determined in
accordance with Section 2 of this Schedule.

5.1.3 Network Service User Calculation.

Each Network Service User shall be charged for the increased cost of energy incurred by
it during each constrained hour to deliver the output of its firm Generation Capacity Resources or other
owned or contracted for resources, its firm bilateral purchases, and its non-firm bilateral purchases as to
which it has elected to pay Transmission Congestion Charges. The Transmission Congestion Charge for
deliveries from each such source shall be the Network Service User’s hourly net bill less its hourly net
PIM Interchange payments or sales as determined in accordance with Section 3.2.1 or Sections 3.3 and
3.3.1 of this Schedule.
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7.4.3 Target Allocation of Auction Revenne 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.

7.4.4 Calculation of Auction Revenue Right Credits.

(a) Each day, the total of all the daily target allocations determined as specified
above in Section 7.4.3 plus any additional Auction Revenue Rights target allocations applicable for
that day shall be compared to the total revenues of all applicable monthly Financial Transmission
Rights auction(s) (divided by the number of days in the month) plus the total revenues of the annual
Financial Transmission Rights auction (divided by the number of days in the Planning Period). If the
total of the target allocations is less than the total auction revenues, the Auction Revenue Right
Credit for each entity holding an Auction Revenue Right shall be equal to its target allocation. All
remaining funds shal] be distributed as Excess Congestion Charges pursuant to Section 5.2.5.

{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 vatue. Auction Revenue Rights which have a negative Target Allocation
value are assigned the full Target Allocation value as a negative Auction Revenue Right Credit.

7.5 Simultaneous Feasibility.

The Office of the Interconnection shall make the 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 Generation Capacity Resources under the Reliability Assurance
Agreement, Reliability Assuranee Agreement-WestorReliability Assurance Agreement-Seuth. 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.
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REGISTRATION

Participants must complete the PJM Emergency Load Response Program
Registration Form (“Emergency Registration Form”) that is posted on the PJM
web site (www.pjm.com). The following general steps will be followed:

1. The participant completes the Emergency Registration Form located on the PJM web site.
PJM reviews the application and ensures that the qualifications are met, including
verifying that the appropriate metering exists. PJM also confirms with the appropriate
LSE and EDC whether the load reduction is under other contractual obligations.
Other such obligations may not preclude participation in the program, but may
require special consideration by PIM such that appropriate settlements are made
within the confines of such existing contracts. The EDC and LSE have ten (10}
business days to respond or PJM assumes acceptance.

2. PIM informs the requesting participant of acceptance into the program and notifies the

appropriate LSE and EDC of the participant’s acceptance into the program.

Any end-use customer intending to run distributed generating units in support of local load
for the purpose of participating in this program must represent in writing to PJM that it
holds all applicable environmental and use permits for running those generators.
Continuing participation in this program will be deemed as a continuing representation by
the owner that each time its distributed generating unit is run in accordance with this
program, it is being run in compliance with all applicable permits, including any
emissions, run-time limit or other constraint on plant operations that may be imposed by
such permits.

EMERGENCY OPERATIONS

PJM will initiate the request for load reduction following the declaration of Maximum
| Emergency Generation and prior to the implementation of ILR_ALM-Steps 1 and 2.
(Implementation of the Emergency Load Response Program can be used for regional
emergencies.) It is implemented whenever generation is needed that is greater than the
highest economic incremental cost. PJIM posts the request for load reduction on the PIM web
site, on the Emergency Conditions page, and on eData, and issues a burst email to the
Emergency Load Response majordomo. A separate All-Call message is also issued.

Following PJM’s request to reduce load, (i) participants in the Energy Only Option voluntarily may
reduce load; and (ii) participants in the Full Program Option are required to reduce load unless they
already have reduced load pursuant to the Economic Load Response Program. PIM will dispatch the
resources of all Emergency Load Response Program participants (not already dispaiched under the
Economic Load Response Program) based on the Minimum Dispatch Prices specified in the
participants’ Emergency Registration Forms.
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Full Program Option participants that, prior to June 1, 2002, entered into contracts with LSEs
or CSPs that enable participation in the Full Program Option, may participate in the
Emergency Load Response program during Interruptible L.oad for Reliability (JLR) ALM
events as long as the customer’s [LR AlM-contract explicitly excludes payment or credit for
energy not consumed during ILR ALM-events. If the LSE that submitted the Full Program
Option participant for [LR AbM-credit indicates that such participant is not eligible for
simultaneous credit under the Emergency Load Response program and ILR ALM-is called
for concurrent with the Emergency Load Response program, then payments will be made to
the participant according to the Emergency Load Response program only for the time during
which ]LR ALM-obligations were not in effect. Any response in excess of the contracted
ILR AEM-amount will be
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SCHEDULE 5

PJM DISPUTE RESOLUTION PROCEDURES

1. DEFINITIONS

1.1 Alternate Dispute Resolution Committee,

“Alternate Dispute Resolution Committee™ shall mean the Committee established pursuant to
Section 5 of this Schedule.

1.2 MAAC Dispute Resolution Committee.

“MAAC Dispute Resolution Committee” shall mean the committee established by the Mid-
Atlantic Area Council to administer its industry-specific mechanism for resolving certain types of
wholesale electricity disputes.

1.3 Related PJM Agreements.
“Related PJM Agreements” shall mean this Agreement, the Consolidated Transmission Owners

Agreement; and the Reliability Assurance Agreement;-theReliability- Assurance-Agreement-West-and
the-Reliability Assurance-Agreement-South.

2. PURPOSES AND OBJECTIVES

2.1 Common and Uniform Procedures.

The PJM Dispute Resolution Procedures are intended to establish common and uniform
procedures for resolving disputes arising under the Related PIM Agreements. To the extent any of the
foregoing agreements or the PJIM Tariff contain dispute resolution provisions expressly applicable to
disputes arising thereunder, however, this Agreement shall not supplant such provisions, which shall
apply according to their terms.

2.2 Interpretation,

To the extent pcrmitted by applicable law, the PJM Dispute Resolution Procedures are to be
interpreted to effectuate the objectives set forth in Section 2.1. To the extent permitted by these PIM
Dispute Resolution Procedures, the Alternate Dispute Resolution Committee shall coordinate with the
established dispute resolution committee of an Applicable Regional Reliability Council, where
appropriate, in order to conserve administrative resources and to avoid duplication of dispute resolution
staffing.
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SCHEDULE 8

' DELEGATION OF PJM REGIONCONTROL AREA RELIABILITY RESPONSIBILITIES

1. DELEGATION

The following responsibilities shall be delegated to the Office of the Interconnection by the
parties to the Reliability Assurance Agreement.

2. NEW PARTIES

With regard to the addition, withdrawal or removal of a party to the Reliability Assurance
Agreement, the Office of the Interconnection shall:

(a) Receive and evaluate the information submitted by entities that plan to serve loads
within the PIM Centrol-AreaRegion, including entities whose participation in the Agreement will
expand the boundaries of the PIM Centrel-AreaRegion, such evaluation to be conducted in accordance
with the requirements of the Reliability Assurance Agreement; and

(b) Evaluate the effects of the withdrawal or removal of a party from the Reliability
Assurance Agreement.

| 3. IMPLEMENTATION OF RELIABILITY ASSURANCE AGREEMENT

With regard to the implementation of the provisions of the Reliability Assurance Agreement, the
Office of the Interconnection shall:

(a) Receive all required data and forecasts from the parties to the Reliability Assurance
l Agreement and other owners or providers of Capacity Resources;

(b) Perform all calculations and analyses necessary to determine the Forecast Pool
Requirement and the capacity obligations imposed under the Reliability Assurance Agreement,
including periodic reviews of the capacity benefit margin for consistency with the Reliability Principles
and Standards, as the foregoing terms are defined in the Reliability Assurance Agreement;

(c) Monitor the compliance of each party to the Reliability Assurance Agreement with its
obligations under the Reliability Assurance Agreement;

(d) Keep cost records, and bill and collect any costs or charges due from the parties to the
Reliability Assurance Agreement and distribute those charges in accordance with the terms of the
Reliability Assurance Agreement;

{e) Assist with the development of rules and procedures for determining and demonstrating
the capability of Capacity Resources;

H Establish the capability and deliverability of Capacity Resources consistent with the
requirements of the Reliability Assurance Agreement;

(2) Collect and maintain generator availability data;
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(h) Perform any other forecasts, studies or analyses required to administer the Reliability
Assurance Agreement;

(i) Coordinate maintenance schedules for generation resources operated as part of the PJIM
Contrel-AreaRegion;
() Determine and declare that an Emergency exists or has ceased to exist in all or any part

of the PIM Centrel AreaRegion or announce that an Emergency exists or ceases to exist in a Control
Area interconnected with the PIM Centrol-AreaRegion;

(k) Enter into agreements for (i} the transfer of energy in Emergencies in the PJM Contrel
Area-Region or in a Control Area interconnected with the PIM Centrol Area_Region and (ii) mutual
support in such Emergencies with other Control Areas interconnected with the PIM Control

1)} Coordinate the curtailment or shedding of load, or other measures appropriate to
alleviate an Emergency, to preserve reliability in accordance with FERC, NERC or MAAGC Applicable
Regional Reliability Council principles, guidelines, standards and requirements and the PJM Manuals,
and to ensure the operation of the PIM-Gentrel Area Region in accordance with Good Utility Practice.
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[Sheet Nos. 193 — 196 Reserved for Future Use)
SCHEDULE 8A

DELEGATION-OF PIM WEST REGION-RELIABILITY RESPONSIBILITIES

1. —DELEGATION

~—Fhe-folowing respensibilities-shall-be- delegated-to—the-Office of the Interconnection by the
parties-to the Reliability Assurance Agreernent—West:

2. NEWPARTIES

- With regard to-the-addition: withdrawal or removal-of a party- to the- Reliability - Assurance
Agfeemem—West the Office of the Interconnection-shall:

- {a) Receive and-evaluate -the information submitied by -entities- that plan to serve loads

within- the-PIM- West Region;-ineluding entities whose participationin the Agreement will expand the
boundaries of the PJM Region; such evaluation 1o be conducted inaccordance with the requirements of

the Rehability Assurance Agreement-West: and
oom—by Evaluate -the- effectsof the- withdrawal or-removal of a-party from the Reliability
Assurance Agreement-West:

3:—— - IMPLEMENTATION OF RELIABILITY ASSURANCE AGREEMENT-WEST

—With-regard-to-the-implementation of the provisions of the Reliability Assurance Agreement-
West—the{)#ﬁeeef the-Interconnection shall:

~ta)——Receive-all required data-and forecasts from-the parties to theReliability Assurance
Agfeemeﬂi Westand ether owners-of Capaeity Resources:

—¢b} - Perform-all-caleulations -and-analyses necessary-to determine the -capacity -obligations
}mpesed under the Rehability Assuranece Agreement-West:

(&) - —Monitor the compliance of -each-party to the-Reliability Assurance Agreement-West
mth—ﬁsabl%aﬂens—uﬂéeﬁhekehabﬂﬁyﬁswfaﬂee%greemeﬂt—%sk

— {4)— mwmmwm%umm%mge&dmmﬂmm
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(i) Coordinate maintenance schedules for generation resources operated as part of the PIM
West Region:

o (§) Determine and declare that an-Emergency exists or-has-ceased to exist in all or any part
of the PIM West Region-or announce that an Emergency exists or ceases to exist in a Control Area
intereconnected with the PAIM-West Region;

- tk) - Enterinto-agreements for (i) the transfer of energy-in- Emergeneies in the PIM Region-or
in-a Control Area interconneeted with the PYM-Region and (it} mutual suppert in-such-Emergencies-with
ather Control- Areas-interconneeted -with the PIM Region: and

————4h- - - Coordinate—the-curtailment - or shedding-of Joad, -or other measures-appropriate to

aJrIewate -an- Em&geney{a preserve rehabilityin-aceordance with-FERC; NERC-or ECAR principles.
guidelines;-standards and requirements-and the PJM Manuals; and te ensure the operation of-the PIM

West Region in-aceordance with Good Utility Practice.
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SCHEDULE 8B

BELEGATION OF PAM SOUTH REGION RELIABHLITY-RESPONSIBILITIES

t———DELEGATION

parties te the Reliability Assurance-Agreement-South.

With-regard -to the -addition, withdrawal -or-remeval of & -party to the Reliability-Assuranee
Agreement-South. the Office of the Interconnection shall:

ta}. - Receive-and-evaluate-the-information submitted by--entities that plan to serve loads
within-the PIM South Region; includingentities-whese pariicipation in the Agreement will expand the
boundaries-of the - PIM-—South-Region;-such - evaluation te- be-condueted -in -accordance with - the
requirements of the Reliability-Assurance Agreement-South:-and

b} - Evaluate the effects of the-withdrawal-or—removal of a party from-the Reliability
Assurance Agreement-South:

3.~ —IMPLEMENTATION-OE RELIABILITY ASSURANCE AGREEMENT-SOUTH

With regard to-the implementation of the-provisions-of the Reliability Assurance-Agreement-
South; the Office of the Interconnectionshall:

{a) — —Receive-all-required-data—and-forecasts from-the parties- to-the Reliability Assuranee
Agfeemem—Semhaﬂd ather ewners of Capacity Resourees;

(b} - - Perform--all- ealewlations and-analyses -necessary—to--determine the Forecast—Pool
o cluding nariodi ews of il ity benefit masgin for . with-the Reliabilitv Princin]
and-Standards; as the foregoing terms are defined-in the Reliability Assurance Agreement-Seuth;
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{g} - - - colleet-and maintain generator availability data:

thy- - Perform-any other forecasts. studies or analyses required to adminisier the Reliability
Assurance Agreement-South:

¢} - Coordinate maintenance schedules for generation resources operated as part-of the PIM

3), DPetermine and declare-that-an Emergeney exists or has ceased to exist-in all or any part
of the PIM Seuth-Region-or-announce that-an Emergency exists or ceases-to-exist in-a Control Area
interconnected with the PIM South-Region;

e} -Enter inte agreements for (i) the transter of energy-in-Emergencies in the PIM-Seuth
Region or in a Control Area-interconnected with-the PIM-Seuth Region and (i) mutual suppert in such
Emergencies with-other Control Areas-interconnected-with-the PIM South Region: and

) - Coordinate the- curtailment-or -shedding of load., or-ether-measures appropriate to
alleviate an Emergeney—to-preserve-reliability in-aceordanee with EERC; NERC or SERC principles;
guidelines: standards and requirements-and- the-PIM Manuals; -and 10 ensure the operation of the-PIM
South Regien in aceordance with- Good Utility Practice.
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SCHEDULES
PIM-CONTROL-AREA-EMERGENCY PROCEDURE CHARGES

b4 - Following an Emergency;-the compliance of-each-Member with the instructions-of the
Office of the Intereonnection-shall be-eveluated by the Office of the Interconnection. If, based-on such
evaluation; it is determined that a-Member failed to-comply with-the instruetions-of-the Office of the
Intereonnection to implement PJM-emergency procedures; -that Member shall demenstrate -that—it
employed its-best-efforts to-eomply with such instructions. - In the event-a-Member fatled to-employ its
best efforts to-comply-with the instructions of the Office-of the Interconnection_that Member shall pay
(unless -otherwise paid by-the--Member under the -Reliability-Assurance Agreement. an emergency
procedure charge as-follows:
being - eapable -of implementation;-the Member -shall -pay-365—times- the -daily -deficiency rate--per
megawatt set-forth-in-Section-A-of Schedule H-of the Reliability Assurance Agreement;

times-the daily- deficieney-rate per megawatt-set forth- in Section-A of Schedule 11 of the Reliability
Assuranee Agreement;-and

~oote) -~ For each-megawatt of ALM-(as defined-in-the Reliability-Assurance-Agreement) that
avaiable as directed despite-being capable-of producing energy at-the time,and that is deliverable to-the
PIM Control-Area inthe case of a-Capacity Resouree Jocated-outside-of the PIM Control Area; the Party
Reliability-Assurance Agreement.

2. ——DISTRIBUFION-OF EMERGENCY PROCEDURE CHARGES

during-an-Emergen Y ithout-incuirins an-emergency-procedure—charse hall-share in-an

=) 5 ' &
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SCHEDULE QA

PJM WEST REGION EMERGENCY PROCEDURE CHARGES

-~ 11— - Following-an-Emergency, the-compliance of each-Member-with-the instructions-of the
Office of the Intereonnection shall be evaluated by the Office-of the-Interconnection. If, based on such
evaluation—it-is-determined-that-a Member failed 10-comply-with-the-instructions-of the -Office of the
Interconnection to - implement -PIM-emergency—procedures; that Member - shall -demenstrate—that—t
employed its-best-effortsto-comply- with-sueh-instructions—In the event-a Member fatled-to-employ-its
best-effortsto comply with the instructions of the Office of the Interconnection:-that Member shall pay
{unless etherwise paid-by-the Member-under-the Reliability Assurance Agreement-West)-an-emergeney
procedure-charge-as follows:

————{a)—— Hor each megawatt-of voltage reduction that-was-net-implemented as directed;-despite
being eapab}e of- ﬁﬂp‘raﬂen%aﬁen——{he Member shall pay 365 times the -daily deficiency-rate—per
megawattset-forth in Seetion A of Schedule +H- of the Reliability-Assurance Agreement-West;

-¢by-— For-each-megawatt-of load that was not dropped-as directed;-the-Membershall-pay 730
mnes—th&%lydeﬁemey%pepmegawaﬁset forth-in-Seetion-A-of Schedule .11 of the Reliability
Assuranee-Agreement-West:and

— e —{e} - —For each-megawatt-of ALM {as defined-in the Reliability Assuranee-Agreement-West)
that was net intetrupted-as-directed-and-for-each-megawatt of a-Capacity Resource-that-was-net-made
available as directed despite-being-eapable-of producing energy-at the time, and that-is-deliverableto the
PIM West Region-in-the case-of a Capaeity Resource-located outside-of the- PIM-West Region; the Party
shall pay 365 times the daily-deficiency-rate per megawattset-forth-in Seetion A-of-Schedule 1 -of the

Reliability Assurance-Agreement-West:
- —DISTRIBUTION OF EMERGENCY PROCEDURE CHARGES

- Complying Parties.
—E&eh—Member—%h&t—h&seemphed -with 1he emergeney- pmeeda%mpesed%y%ﬂgfeemeﬂ{

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



Document Accession #: 20061004-0159 Filed Date: 09/29/2006

PIM Interconnection, L.L.C. Seventh Revised Sheet No. 198
Third Revised Rate Schedule FERC No. 24 Superseding Fifth Revised Sheet No. 198

[Sheet Nos. 198 — 205 Reserved for Future Use]
SCHBEDULEH

PIM CAPACITY CREDITMARKETS IN-PJM REGION

1——-PURPOSES AND-OBJECTHVES

14 - - PJM Capacity Credit-Markets-in PIM Region.
. This Schedule—sets-forth-the procedures applicable to-theoperation of the PIM-Capacity
Credit Marketsin-the PIM- M(m@%mmm4mmpmﬁpm
to-buy-and-sell-Capacity Credits-at-market-clearing prices-that are-established-by- the PIM Capacity
Credit Markets and -made public-by -the Office of the-Interconneetion. - The PIM-Capaeity Credit
Matkets shall be administered by the Office-of Interconnection in accordance with the principles and
procedures specified in-this-Schedule:

1.2 |Reserved}

13- - Use of Capaeity Credits:

- An-entity-may-use-Capaeity Credits to-meet all or-part-of its—capacity obligations impesed
unéen&{hekehabmty Assurance-Agreement;-or Reliability Assurance-Agreement-West; or Reliability
Assurance Agreement-South--Such Capacity Credits may be-used-by themselves: or along-with-any
otheroptionsfor meeting capacity-obligations impesed-under-the-Reliability Assurance Agreement;
Reliability Assurance Agreement-West-or Reliability Assurance-Agreement-South:

——Unless the context-otherwise specifies or requives;—capitalized-terms-used. in this-Schedule
shall-have the respective-meanings assigned- herein or in-the-Agreement—for-all purposes-of this
Schedule-{such-definitions to be equally applicable-to both the singular and-the plural forms of the
terms defined):

“Buy Bid” shall mean-a bid to-buy Capacity Credits-in-a- PIM-Capacity Credit-Market:
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e 22 A —ComEd-Zone.

-~ “ComEd Zone” shall have the meaning specified in Schedule 17 of the Reliability Assurance
Agreement-West:

23— ——Capaecity Resourees.—

e S Capacity - Resources” —shall - have -the - imeaning —speeified—in -the Reliability—Assurance
Agreement. Reliability Assurance Agreement- West, or-Reliability- Assurance Agreement-Seuth:
- ———Haliday” —shall mean—afederal or -state -heliday - designated-by—the- Office of -the
Interconnection for recognition-in-the-conduct-of PIM Daily Capaeity-Credit Markets.

. “nstalled Capaeity” shall-have the meaning speeified-in- Schedule 17 of the-Reliability
Assurance Agreement-West.

— - “hyterim—Period”—shall -have -the -meaning speeified-in—Sechedule -17 -of -the Reliability
Assurance Agreement- West

————“PJM-Capacity-Credit Market” shaH -mean-the PIM-Baily Capaeity-Credit- Marketand-the
PIM-Mentily-Capaeity Credit Market
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2.6 - PJM Daily Capaeity-Credit Market.

- "PIM Daily Capacity-Credit-Market™shall-mean-a-competitive market-administered by the
Office of the-Interconnectionin-aceardance with the provisions of-this Schedule, for the purchase and
sale of Capacity Credits forthe business dayfoHlewing the day on-which-the -marketis eonducted or
lor an Hitervening weekend day or Holiday:

- 2.6A - PIM Installed Capaeity Credit Market:

“PIM-Installed Capaeity-Credit Market” shall-mean--a-competitive-market; administered by
ﬂq&@ﬁﬁee -ofthe Interconneetion in accordance with the provisions-of-this Schedule; forthe purchase
and sale of eredits for Installed Capaeity-forthe Interim Period; or-any-menth-thereofin-the Comld
Zone:

2.7 PIM-Meonthly Capacity Gredit Market.

- PIM-Menthly-Capacity-Credit-Market” shall-mean a-competitive market,administered by
the Office of the Interconnection in accordance with the provisions-of this-Schedule; for-the-purchase
and-sate of - Gapaei%y@redits for-each-or-any of the twelve months-feHewing the month during which
the-market-is-conducted—Selely for purposes of the ComEd Zone-during-the Interim Period. PIM

Menthly Capacity-Credit Markets also-shall refer toseparate monthly PIM-Installed Capaeity Credit
Markets.

2.8 Sell Offer.
- ——"Sell- Offer~-shall mean-an-offer to-sell Capaeity-Creditsin-a PIM -Capacity Credit Market.
2.9 - Unforeed-Capaecity:

~-Infereed - Capacity” shal%haw%-—meaamg—speaﬁed— %{heReJ-}&bm%y—Assufanee

- “Yp-Te Bleek™shatbmeana SeH-Offer-or Buy Bid for a-quantity of Capacity Credits equal 1o
or-less-than &-specified quantity.
3.— PARTACIPATFION-IN-THEPIM-CAPACITY-CREPIT MARKET

accordance with-Section 6:13:
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3.2 - Effeet-of Withdrawal

- . Withdrawal from-the Agreement-shall not relieve-a-Market Participant of any obligatien-te
furnish or pay-for-Capacity Credits -ineurred- in- connection—with-participation -in-a PIM Capaeity
Credit- Market prior-to-such withdrawal, to pay its share of any feesand ¢ ineurred or-assessed
by the-Office -of the Interconnection prior to- the-date of such withdrawal, or te fulfilany obligation
to-provide indemnification for the consequences of acts; omissions-oF events oceurring prior-to-such
withdrawal: and provided, further that-withdrawal from-this
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Agreement shall - not-relieve-any -MarketParticipant-of -any- obligations it -may-have- under, or
constitute withdrawal-from; any Related PIM-Agreement.

4.  RESPONSIBILITIES OFTHE OFFICE OF FTHEINTERCONNECGTHON

4.1 - -Operation-of the PIM-Capacity-Credit Market.

_ The.Office—of_the Interconnection-shall operate—the PJM-Capaeity-Credit—Markets—in
accordance -with-the -provisions-of-this-Schedule and applicable provisions of-the-Agreement;- the
Reliability Assurance Agreement;-and-the Reliability- Assurance Agreement-West. -Operation of the
PIM Capacity Credit Markets-shall includesbut-not be limited to.-provision of the-following services:

i) - -——Determining the qualification of entities to become Market Participants:
i) Administering the PIM Capaeity Credit- Markets;
Hi} - —-Aeeeua&ng#b;%MGaﬁae%ty—Gred-ﬁ-Mafke%—{raﬂsaetien%;inelﬁdingbut—neP himited te

rendering bills-to; receiving payments from, and-disbursing-paymenis-to, participants
in-the PIM Capaeity-Credit-Markets:

) - W—MWLQ#M%%&W&MM
and other-aspeets-of PJM %W%M&WWW
to-the-administration of the PIM Capacity-Credit-Markets; and

v) -—- Menitoring compliance of participants in-the-PIM Capaecity Credit Markets-with the
provisions-of this- Sehedule-and-the Agreement:

4.2 - Records-and Repeorts:

. The Officeof the Interconnectionshall prepare-and-maintain such-records as-are required-for
the -administration of the PJM Capaeity Credit Markets.—Foreach-day of -operation ef-the PIM
Capacity Credit Markets; the Office-of the Iaterconnection shall publish;-as speeified -below: (i) the
price—if determined: at which—the PIM-Capacity Credit Market—cleared: (i) -the total volume of
Capaeity-Credits -purchased; - and—(ii) such-other- PIM-Capaeity—Credit -Market -data—as-may-be
appropriate to-the-efficientand competitive operation of the PIM-Capacity-Credit Markets,-consistent
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53  —Agents;

- A-Market Participant may-partieipate in-the PIM Capaecity-Credit-Markets through-an agent,
provided-that the Market Participant informs the Office-of the-Interconnection in advance in writing
of the appeintment of sueh-agent—A-Market Participant partieipating—in- the PIM-Gapaeitv Credit
Markets through an agent-shall-be-bound by all of the acts-or representations-of such agent with
respect-to-transactions- in-the-PIM-Capaeity Credit- Markets;-and -shall ensure-that-any such-agent
complies-with-the requirements-of thisSchedule and the-Agreement.
5.4 - —General Obligations-of Market Participants.

e - Each-Market - Participant--shall-comply with all laws-and regulations—applicable-to the
operation of the PIM Capacity Credit Markets and-the-use-of Capaeity Credits; and shall comply-with
all-applicable provisions-of this-Schedule: the Agreement; and-the-Reliabtlity Assurance Agreement,
the-Reliability- Assurance Agreement-Westand all procedures-and-requirements for-the-operation of
the - PIM -Capaeity—Credit--Markets - and the - PIM Region -established -by - the -Office of the
Interconnection in accordance with the foregeing:

5.5 - Relationship -of -Capaeity Credits to-Capaeity-Obligations Imposed under the
Reliability -Assuranee-Agreement; Reliability -Assuranee—Agreement-West; - or

— - ——A-megawatt-of Capacity Credit shall satisfy a-megawatt-of capacity-obligation imposed-under
the-Reliability Assurance-Agreement-orReliability -Assurance Agreement-West— Capacity Credits
purchased—frem—aPIM. Capacity Credit-Market shall-not-be-adjusted for forced--outages or -other
reasons.- -Because -Capacity—Creditsare based-on-Capacity -Resources;—ne-further capability or

5.6 - -Deficieney Charges:

o }fthe Office of the Interconnection-determines that the first Market-Sellerin-a PIM Capaeity
Credit Market of a Capacity Credit did net have sufficient Unforced Capacity-(or Installed Capacity.
in-the-ease of the ComEd Zone-during the Jnterim Period) to suppertthe Capaecity Credit transaction
at -the time—for-which -the Capaecity-Credit--was-applieable; any such -deficiency shall-be satistied
through-payment of -deficiency—charges by such-first Market-Seller—ealeulated as speeified -in-the
Reliability Assuranee-Agreement; Reliability Assurance- Agreemem-WestwaneLRemhty Assapaiﬂree
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6.- - - OPERATION OF THE PJM CAPACITY CREDIF MARKETS
6.1 Content-of Sell Offers.
6-1.1 Specifieations:
- Sel Offers-shal specify:
i} - The quantity-of Capacity Credits-offered;in-increments-of 0.1 megawatt:

i} The minimum-price; in-dollars and-cents-per megawatt-per-day: that witl-be
accepted by-theseler:

i) —For-aPIM Daily Capacity Credit Market-condueted-on-a-Friday or the day
before a-Holiday; the-dates on which-the-offered-Capacity Credits -may-be
used:and

iv) - ForaPIM Menthly Capacity Credit Market;the month-or months for which
the offered Capacity Credits may be used:

6:1:2 - -Market-based-Offers.

e ——A-Market Seller that is-authorized by FERC to-setl-electric—generating capacity at
market based-prices. or that-is—not required to-have- suehau&haﬁzaaeﬂ-maysubmﬂ Sell Offers o
PIM Gapacity Credit Markets that specify market-based-prices:

6:1:3—Availability of Capaeity Credits for-Sale.

i} - The Office of theInterconncction shall determine the maximum megawatts-of
from: {a) Capacity Resources ewned by-or-under—contract-to the Market
SeHer:—(b)-rights obtained-in bilateral transactions:{e) the results-of prier PIM
Capacity-Credit Markets; and-{d) such other-information as may be available
to-the-Office of the Interconneetion. —The-Office of the-Interconnection may
rejeet-Sell Offers or pertions of Sell-Offers—for Capacity Credits determined
by-itnet to be avatlable-for sale:

) - »f%eﬁfﬁeeﬂ# Jehe {mefeenneeﬁen—sha}kdetermiﬂe%e—maximum amount of
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Hb------In order for-a bilateral transaction-for the purchase-and-sale-of a-Capaeity
Credit-to be processed by the Office of the Interconnection:-both parties to the
transaction must-potify- the -Office--of the Interconnection-of the -transfer
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of -the Capaeity Credit from the- seller—to-the buyer-in accordance with
procedures-established by the Office of the Intereconnection.
6.2 — Content-of Buy Bids.
- The guantity of Capaeity Credits desiredin-inerements of 0.1 megawatt;
) - —The maximum-price; in dollars and cents—per-megawatt per-day;-that-will-be paid by
the buyer;
i} For-aPIM Daily Capacity-Credit-Market condueted-on-a-Friday or the day before s
Heliday; the datesfer which Capacity Credits-are-desired: and
iv)— For-aPIM Monthly Capacity Credit- Market, the-month -er-months for-whieh-Capacity
Credits-are-desired:
63  Submission-of Sell Offers-and Buy Bids.
# - A Sel-Offeror Buy Bid that fails-to speeify price-or quantity;—or-the date or months
for which Capaeity Credits are to be used if-applieable-shall be rejected by the Office
iy-——AN-Sell Offers and-Buy Bids are foran Up-Te Bleck:
i) - —Al Sell Offers-and Buy Bids for a PIM Daily Capacity Market-must-be recetved by
the -Office-of -the -Interconnection-during a specified period.—as—determined-by the

Office-of the Interconneetion. - A- Sell-Offer or Buy-Bid-may be withdrawn by #
notification-of withdrawal received by the Office of the Interconnection at any time

during the foregoing period; but may not be-withdrawn-after that period.

iv) - -Sel Offers-or Buy Bids for a PIM-Daily Capacity Credit-Market conducted on a
Monday. Tuesday;-Wednesday; or Thursday-that-is net-the-day-before-a-Heliday shall
be for-capacity credits-applicable to the following day-

v} —— Sell -Offers-or -Buy-Bids—for a PIM- Daily-Capacity-Credit Market-conducted on-a
Friday-or-the-day before-a-Holidayshall designate-the-dateto-and including the-hext

busmes&day—t&*vhﬁh%h&@&p&e&y—@mdm—ar&apﬁhe&ble—A—sepamt&HM —Daﬂy
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vii) - - Sell Offers and Buy Bids shall-be -submitted or withdrawn via the Internet site
designated - by the -Office- of - the - Interconnection: provided, however, that if that
Internet site -cannot- be acecessed at any time during the period speeified in- the
foregoing paragraph, a Sell- Offer or Buy Bid -may be submitted-or withdrawn by a
faesimtle transmitted to the number specified by the Office of the Interconnection,

6.4.1 PJM Daily Capaeity Credit Markets.

-———————FEach-business—day; following the —submission—-of -Sell Offers and Buy Bids in
acecordanee -with -the- specified -deadline for-PIM Daily -Capacity Credit- Markets, a -PIM Daily
Capacity Credit-Market(s)
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will be eonducted: A PIM Daily Capacity Credit Market-will elear-Sell-Offers and Buy Bids for

Capaeity Creditsfor-use-the next business day, and on Fridays or-the day before a Heliday, a separate

Daﬂy«@apaeﬂy@fedﬂ Ma-rket( s) £ef each intervening weekend day-or Holiday shall elear Sell Offers
6.4.2 PIM Menthly Capacity Credit Markets:

— —Following - the -submission -of Sell Offers—and Buy-Bids—in-accordance with the
speerﬁee%dea%ﬂe for PIM- Meonthly- Capacity Credit-Markets;-a—PHMMeonthly-Capaeity- Credit
Matrket-will-be-conducted.- Each-such-PIM Meonthly Capacity- Credit- Market-will-elear Sell-Offers
and-Buy-Bids-for Capacity Credits for use in-each of the folowing twelve-months.

6.5—Market-Clearing Procedures:

-———Hor-purpeses-of the rank-ordering and market-clearing procedures deseribed below,
the Office-of the Interconnection will: {a}-evaluate-all Sell- Offers-for an Up-To Bloek
at-the same priee as one Sell Offer for -an Up-to-Bleckwith-the-quantity equal to-the
total quantity -of the equally-priced Sell-Offers:and {b}-evaluate-all Buy Bids for an
Up-To Block at the same price-as-one Buy Bid foran Up-to-Bleck. with the-quantity
egqual-to-the total-quantity-of the equally-priced-Buy- Bids:

ity — The Office of the Interconnection- will rank-order-all-Sell-Offers and Buy-Bids by
pfic—e -Sell-Offers: wiﬂ be{aﬁkedbv lewes%ﬁﬁeef%s%aﬂd—theﬂm% %ﬂaseeﬁding

deseeﬂd%ﬁg—pﬂe&efdef h&ﬂi&%ﬂ%%h&t&Mﬁfkﬁt-Paﬂie&p&ﬂt—eﬁ{er—Qﬂe—eme Buy
Bids with a price higher than-the fowest -offer price-of-that Market Participant’s Sell
Offers;then-all-of the Market Participant's Buy-Bids-priced -higher than its lowest
priced Sell Offer shal be rejected.

i1} - - The-Office-of the Interconnection -will -determine the-largest-quantity-of-Sel-Offers
and Buy Bids for which the price of the marginal-Sell- Offer-is equal to orless than
the-price-of the-marginal -Buy Bid. —The market-will-clear-at-price- specified-in the

v} - —H-a-marginal-Sell-Offer or Buyv Bid-is & combination—of-Sel-Offers or Buy Bids
deemed—te—be—a—a%g%eSel—lerfefﬂr BuyLB}é#bFan Up—iFe—Berek—asspeaﬁed above;

Bleckssplitand-pro-rated as maybeﬂppmprmteﬁaﬂd{b)-the
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accounts-of -Market-Selers and Market Buyers- will-be—credited--or-debited aceerdingly. The
foresoing determinations shall be made; and-all sales-and purchases shall-be deemed final, as of
specified times. as designated by the Office of the Interconnection, on the day on which each PJM
Capacity Market is eonducted.

Partieipant in-aceordance with the charges and eredits-speeified in this Schedule. and showing the nel
amount-to - be-paid-or-received-by -each- Market- Participant: - Billing -statements for PIM Daily
Capaeity Markets shall be rendered foHowing the end of each menth for Capaeity Credits bought and
sold in the month just ended. Billing statements for PIM-Monthly Capaeity Credit Markets shall be
rendered-folowing the end-of the -month for-which the Capaeity-Credit-applies. - Billing statements
shal-providesufficient-detail;-as specified-in-the PIM Manuals:to-allewverification of-the billing
amounts—and-completion of the- Market Participant’s- internal aceounting. - Payment of statements

- - - -All-deadlines for-the-submission-or withdrawal-of Sell -Offers-or -Buy Bids: or for other
purpeses-speeified in this Schedule; shall-be determined by the time observed in the Eastern time
ZoHe:
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PROPOSED LETTER ORDER

~ FEDERAL ENERGY REGULATORY COMMISSION
WASHINGTON, D.C. 20426

In Reply Refer To:
Docket Nos. ER05-1410-000 and -001
and EL05-148-000 and -001

Barry S. Spector

Paul M. Flynn

Wright & Talisman, P.C.
1200 G Street, N.W.
Suite 600

Washington, D.C. 20005

Dear Mr. Spector and Mr. Flynn:

1. On September 29, 2006, on behalf of the Settling Parties in Docket Nos. ERO5-
1410-000 and -001, and EL05-148-000 and -001, you filed a settlement agreement, which
included revisions to the PJM Open Access Transmission Tariff (“PIM Tariff”),
Operating Agreement, and Reliability Assurance Agreement (“RAA™), which resolves all

of the issues in such dockets. Comments in this proceeding were filed by on
October 19, 2006. Reply comments were filed by on November 20, 2006.
2. The settlement agreement is in the public interest and is hereby accepted. The

Commission’s acceptance of the settlement agreement does not constitute approval of, or
precedent regarding, any principle or issue in this proceeding. The Commission retains
the right to investigate the rates, terms and conditions under the just and reasonablie and
not unduly discriminatory or preferential standard of Section 206 of the Federal Power
Act, 16 U.S.C. § 824e.

3. The rate schedule designations are in compliance with Designation of Electric
Rate Schedule Sheets, Order No. 614 (FERC Statutes and Regulations, Regulations
Preambles July 1996-December 2000 § 31,096 (2000)) and are accepted for filing as

designated and made effective on June 1, 2007. The Commission grants waiver of
section 35.3(a) of its regulations to permit such effective date.

By direction of the Commission.
Secretary
Enclosure

cc: To All Parties
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CERTIFICATE OF SERVICE
I hereby certify that pursuant to Rules 602(d) and 2010 (18 C.F.R. §§ 385.602(d)
& 2010), I have served, either by paper or electronic service, the foregoing documents on
all the parties listed on the official service list compiled by the Secretary in this

proceeding, all PJM members, and all state commissions in the PJM Region.

Dated at Washington, D.C,, this 29" day of September 2006.

L -

Paul M. Flynn
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