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Re:  PJM Interconnection, L.L.C., Docket No. ER11-2288- 001
Dear Ms. Bose:

PJM Interconnection, L.L.C. (“PJM”), pursuant to the Commission’s January 31,
2011 order in these proceedings,' hereby submits revisions to the PJM Open Access
Transmission Tariff (“Tariff”) and Reliability Assurance Agreement Among Load
Serving Entities in the PJM Region (“RAA”) as directed by the January 31 Order.
Consistent with the effective date established by the January 31 Order, the enclosed
revised Tariff and RAA sections reflect an effective date of February 1, 2011.

1. Background

On December 2, 2010, PJM filed Tariff and RAA revisions pursuant to section
205 of the Federal Power Act, 16 U.S.C. §824d, to establish additional product
alternatives for demand resources seeking to participate in PJM’s capacity market
(“December 2 Filing”).

As PJM explained, demand resources (“DR”) currently have only a single product
definition—carrying  significant summer peak-period limitations on resource
availability—by which they can commit their resources in PJM’s forward capacity
auctions under the Reliability Pricing Model (“RPM”). In light of increases in the PJM
region’s dependence on demand resources to maintain reliability during periods when
system supply resources are short, the current product definition is no longer adequate to
ensure that reliability requirements are met. PJM therefore proposed in the December 2
Filing to establish two additional demand resource products, one available throughout the
year (known as an Annual Demand Resource), and one with an expanded summer
commitment period compared to the current product (known as an Extended Summer
Demand Resources). To distinguish it from the two new products, PJM proposed to
rename the pre-existing demand resources as “Limited Demand Resources.”

! PJM Interconnection, L.L.C., 134 FERC 4 61,066 (2011) (“January 31 Order”).
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PJM proposed to establish minimum requirements in the RPM auctions for the
less-limited resources (i.e., Annual DR and Extended Summer DR), based in part on
calculation of the maximum amounts of the more-limited resources that are estimated to
be consistent with reliability, known as the Limited DR Reliability Target and the
Extended Summer DR Reliability Target. PJM described in the December 2 Filing, in
both the transmittal letter and the affidavit of Mr. Thomas A. Falin, the methods PJM
would use to calculate these two reliability targets.

As explained in the December 2 Filing, similar to RPM’s locational constraint
that values (and compensates) resources more highly if they are located inside an area
that becomes capacity constrained, the RPM auctions will be allowed to compensate
resources more highly if they have fewer availability limits when the product-type
constraint binds, i.e., when there is a need for those types of resources in order to meet
the minimum requirement. PJM proposed to establish these minimum resource
requirements for the PJM region as a whole, and for three Locational Deliverability Areas
that PJM determined were most likely to present concerns about over-reliance on the
more-limited resources.

The January 31 Order accepted PJM’s proposed Tariff and RAA changes subject
to PIM revising those provisions in certain respects, through a compliance filing within
30 days of the January 31 Order, and subject to PJM submitting an informational filing in
180 days on its practices concerning dispatch of demand resources.

More specifically, the January 31 Order directed PJM to make the following
changes in the 30-day compliance filing:

e Explain how PJM’s dispatch methods will apply to the two new demand
response product categories;’

o revise the Tariff to clarify that the minimum resource requirements will be
established for each RPM incremental auction and will be based on the
most recent DR Reliability Targets;’

e revise the Tariff to clarify how the Minimum Annual Resource
Requirement is calculated, and in particular how the Extended Summer
DR Reliability Target (on which that minimum requirement is based)
includes Limited DR resources;’

2 January 31 Order at PP 47-48.
: Id. at P 49.

4 Id. at P 55.
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e revise the Tariff to set forth the method and inputs that PJIM will use to
determine the Limited DR and Extended Summer DR Reliability
Targets;5

e revise the Tariff to apply the DR Reliability Targets and minimum
resource requirements to all LDAs in PJIM or explain why such an
application is not necessary;® and

e correct an administrative error in the eTariff submission of RAA Schedule
8.1.F.

As explained below, this filing addresses each of these 30-day compliance
requirements. This filing also briefly addresses the 180-day compliance reporting
requirement, explaining that the Commission can productively advance PJM’s efforts to
improve the efficiency of its dispatch of demand resources by acting on PJM’s filing
pending in Docket No. ER09-1063-004 on pricing during reserve shortages, which will
have significant impacts on PJM’s procedures for dispatching demand resources.

1I. Satisfaction of the 30-Day Compliance Items in the January 31 Filing.

A. Integrating the Two New Demand Resource Products into PJM’s
Dispatch.

1. Commission Directive.

The December 2 Filing proposed Tariff and RAA changes; it did not propose any
changes to PJM’s operational dispatch procedures. Some intervenors, however, sought
details on how the two new, less limited, demand resource products will be dispatched in
the energy market relative to Limited DR.® In the January 31 Order, the Commission
recognized that PJIM “proposed no change to the method by which it will dispatch all
resources’ but directed PJM to explain in the 30-day compliance filing “how its dispatch
methods will apply to the various categories of demand resources.”

: Id. at P 69.
6 Id. at P 76.
7 Id. at P 77.
8 Id. at P 47.

? Id. at P 48.
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2. PJM Response.

1. PJM’s Existing Practices for Dispatch of Demand
Resources.

Currently, PJM dispatches Demand Resources based on expected system
conditions during emergencies.'” At registration, the provider identifies its demand
resources as either “long lead time,” requiring two-hours advance notification, or “short
lead time,” requiring one-hour advance notification. When the need to call on demand
resources arises, PJM will maximize use of the available resources by calling long-lead
time resources first, if there is sufficient time to meet the expected system reliability
need.

PJM determines the zone or subzone to dispatch demand resources based on
current and expected transmission constraints and system topology. Normally, PJIM will
dispatch demand resources across multiple zones to ensure the resulting load reductions
will meet the system’s reliability needs during emergency operations.

PJM has established multiple overlapping communication processes—an “all
call” telephone system, the generally available PJIM eData system, the PJM eLRS system
used by demand resource providers, and e-mail notice to personnel identified by the
market participant—to ensure that demand resource providers receive timely and accurate
information during emergencies concerning the dispatch, and release, of demand
resources.

il. Integrating New DR Products into PJM’s Dispatch.

If aggregate levels of available demand resources do not significantly exceed
current levels, then PJM expects to continue to dispatch demand resources as outlined
above. However, if there are substantial increases in available demand resources in the
future, PJM may need to further subdivide the categories by which demand resources are
dispatched in order to maintain operational reliability as those resources are implemented.
If such further subdivision is required, PJM will dispatch demand resources by product
such that the anticipated reductions accomplished at any given time allow PJM
dispatchers to maintain adequate system control based on expected system conditions. In
dispatching demand resources by product, PJM would dispatch Annual DR and Extended

10 PJM also currently has available another load management product, Interruptible

Load for Reliability, which it groups with Demand Resources for dispatch
purposes. However, this product will be terminated as of May 31, 2012, before
the two new dispatch products approved by the January 31 Order are
implemented.

H See PJM Manual 13, “Emergency Operations,” at section 2.3.
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Summer DR prior to Limited DR for emergency events that occur early in the summer
season to reserve Limited DR capability for other potential system emergencies. This
approach will help ensure that PJM does not exceed the Limited DR condition of ten calls
per season before additional, more severe, emergency events that might occur during the
middle of the summer season. The extent to which PJM will dispatch Annual DR or
Extended Summer DR without dispatching Limited DR will depend on a number of
factors, including the amount of demand resources committed for the Delivery Year for
each product, the number, lead time, location and performance of past load management
events, and the expected future system conditions that might necessitate additional load
management events.

Notably, even if PIM calls for specific demand resource products, resource
providers still would have some flexibility to meet that call with a different resource type.
PIM’s Tariff allows a demand resource provider to respond to PJM’s dispatch
instructions for load reduction with a different product that is in the same geographic
location and has the same lead time.'> If a demand resource provider elects to respond
with a different product resource, such response will not be counted against the maximum
number events that PJM can call on the resource. For example, if PJM dispatches
Annual DR and Extended Summer DR and a resource provider has Limited DR with the
same geographic and lead-time characteristics, then the provider may elect to use that
Limited DR resource to respond to the event but that response will not reduce the number
of times that PJM can subsequently call on that Limited DR resource.

B. Updates for Incremental Auctions.

1. Commission Directive.

In the December 2 Filing, PJM proposed Tariff changes to integrate the two new
demand resource products into RPM’s rules governing the “Incremental Auctions” that
are conducted between the Base Residual Auction and the Delivery Year. In that
connection, PJM’s proposed Tariff language referenced the “updated Minimum Annual
Resource Requirement” and “updated Minimum Extended Summer Resource
Requirement.”® In the January 31 Order, the Commission directed PJM to revise the
Tariff to clarify that updates to the reliability targets between the Base Residual Auction
and the Incremental Auctions will be used to determine the updated minimum resource
requirements.'* The Commission also noted that one of the relevant subsections on this

12 See Tariff, Attachment DD, section 11(a) (providing that if a demand resource or

ILR cannot respond, then another demand resource or ILR “in the same
geographic location defined by the PJM dispatch instruction with the same
designated lead time and comparable capacity commitment may be substituted”).

13 See Tariff, Attachment DD, section 5.12(b)(iv)(1).

1 January 31 Order at P 49.
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point was incorrectly enumerated as 5.12(b)(iv)(i), and directed PJM to correct that error.
The Commission also required PJM to revise section 5.10(c) to clarify that the minimum
resource requirements will also be established prior to each incremental auction.

2. PJM Response.

As required by the January 31 Order, PJM has corrected the subsection
numbering in section 5.12(b). The subsection following 5.12(b)(iv) should have been
identified as 5.12(b)(v), rather than 5.12(b)(i). PJM makes that correction in this
compliance filing and redesignates the remaining subsections accordingly. PJM also is
adding a parenthetical “(based on the latest DR reliability Targets)” after the references in
5.12(b)(v) to the updated Minimum Annual Resource Requirement and the updated
Minimum Extended Summer Resource Requirement. PJM also is revising section
5.10(c) to expressly state that the minimum resource requirements will be established
prior to each Base Residual Auction “and each Incremental Auction” for each Delivery
Year.

C. Clarifying Calculation of Minimum Resource Requirements.

1. Commission Directive.

In the January 31 Order, the Commission notes that PJM has defined the
Extended Summer DR Reliability Target as “the maximum amount of Extended Summer
Demand Resources in Unforced Capacity determined by PJM ... that shall be used to
calculate the Minimum Annual Resource Requirement,”" but that a supporting affidavit
submitted with the December 2 Filing explained that the Limited DR Reliability Target is
a subset of the Extended Summer DR Reliability Target.'® The Commission directed
PJM to resolve this ambiguity in the 30-day compliance filing.'’

2. PJM Response.

To comply with the January 31 Order, PIM is revising the definition of the
Extended Summer DR Reliability Target to refer to the maximum amount of “the
combination of” Extended Summer Demand Resources “and Limited Demand
Resources” that shall be used to calculate the Minimum Annual Resource Requirement.

15 Id. at P 55, quoting Tariff, Attachment DD, section 2.24C.

16 1d., citing December 2 Filing, Falin Affidavit at P 15.

17 Id.
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D. Description of Method and Inputs PJM Will Use to Calculate
Reliability Targets.

1. Commission Directive.

In the December 2 Filing, PJM described in detail the methods it would use to
calculate the Limited DR Reliability Target and the Extended Summer DR Reliability
Target. PJM did not propose, however, to put the details of those methods in the Tariff.
Rather, similar to the previously approved approach for key determinants of RPM’s
locational constraints, such as the Capacity Emergency Transfer Objective, PIM
proposed to add a reference in the Tariff that the details of those methods were set forth
in the PJM manuals. In the January 31 Order, the Commission found that “PJM’s Tariff
needs to do more than merely refer to a methodology in the manuals.”'® The
Commission advised that, although “many of the details of the calculations” can be in the
manual, the Tariff needs to state “the method and inputs that PJM will use to determine
the targets,”” and therefore directed PJM to so modify the Tariff in the 30-day
compliance filing.

2. PJM Response.

As required by the January 31 Order, PJM is expanding the Tariff definitions of
the Limited DR Reliability Target and the Extended Summer DR Reliability Target to
include a description of the method and inputs that will be used by PJM to determine
each target. In each case, the description is a summary, including the method and all key
inputs, of the detailed descriptions set forth in the December 2 Filing. As contemplated
by the January 31 Order, PJM is adding the detailed description to the appropriate PJIM
manual.

Specifically, PJM proposes to add to the definition of the Extended Summer
Demand Resource Reliability Target in Tariff Attachment DD, section 2.24C, the
following description of the method and inputs:

As more fully set forth in the PIM Manuals, PJM calculates the Extended
Summer DR Reliability Target, by first determining a reference annual
loss of load expectation (“LOLE”) assuming no Demand Resources. The
calculation for the unconstrained portion of the PJM Region uses a daily
distribution of loads under a range of weather scenarios (based on the most
recent load forecast and iteratively shifting the load distributions to result
in the Installed Reserve Margin established for the Delivery Year in
question) and a weekly capacity distribution (based on the cumulative
capacity availability distributions developed for the Installed Reserve

8 January 31 Order at P 69.

19 Id.
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Margin study for the Delivery Year in question). The calculation for each
relevant LDA uses a daily distribution of loads under a range of weather
scenarios (based on the most recent load forecast for the Delivery Year in
question) and a weekly capacity distribution (based on the cumulative
capacity availability distributions developed for the Capacity Emergency
Transfer Objective study for the Delivery Year in question). For the
relevant LDA calculation, the weekly capacity distributions are adjusted to
reflect the Capacity Emergency Transfer Limit for the Delivery Year in
question.

For both the PJM Region and LDA analyses, PJM then models the
commitment of varying amounts of DR (displacing otherwise committed
generation) as interruptible from May 1 through October 31 and
unavailable from November 1 through April 30 and calculates the LOLE
at each DR level. The Extended Summer DR Reliability Target is the DR
amount, stated as a percentage of the unrestricted peak load, that produces
no more than a ten percent increase in the LOLE, compared to the
reference value.

Similarly, PJM proposes to add to the definition of the Limited Demand Resource
Reliability Target in Tariff Attachment DD, section 2.36B, the following description of
the method and inputs:

As more fully set forth in the PJM Manuals, PJM calculates the Limited
Demand Resource Reliability Target by first: 1) testing the effects of the
ten-interruption requirement by comparing possible loads on peak days
under a range of weather conditions (from the daily load forecast
distributions for the Delivery Year in question) against possible generation
capacity on such days under a range of conditions (using the cumulative
capacity distributions employed in the Installed Reserve Margin study for
the PJM Region and in the Capacity Emergency Transfer Objective study
for the relevant LDAs for such Delivery Year) and, by varying the
assumed amounts of DR that is committed and displaces committed
generation, determines the DR penetration level at which there is a ninety
percent probability that DR will not be called (based on the applicable
operating reserve margin for the PJM Region and for the relevant LDASs)
more than ten times over those peak days; and ii) testing the six-hour
duration requirement by calculating the MW difference between the
highest hourly unrestricted peak load and seventh highest hourly
unrestricted peak load on certain high peak load days (e.g., the annual
peak, loads above the weather normalized peak, or days where load
management was called) in recent years, then dividing those loads by the
forecast peak for those years and averaging the result. Second, PIM
adopts the lower result from these two tests as the Limited Demand
Resource Reliability Target.
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E. Establishing Minimum Resource Requirements for LDAs.

1. Commission Directive.

In the December 2 Filing, PJM proposed to establish minimum resource
requirements and DR reliability targets for the PJM region as a whole and for three
Locational Deliverability Areas that PJM determined were most likely to present
concerns of over-reliance on more-limited demand resources. In the January 31 Order,
the Commission observed that LDAs other than the three listed by PJM could separate
from the rest of the PJM region in the capacity auctions, which suggests that the
minimum resource requirement constraints would be relevant to those other LDAs as
well.”” The Commission therefore directed PJM to file Tariff revisions that apply the DR
Reliability Target analysis procedures and minimum resource requirements to “all” of the
LDAs in PIM or “explain why such an application is not necessary.””'

2. PJM Response.

PJM is responding to the January 31 Order by revising the Tariff to require
determination in any Delivery Year of minimum resource requirements for each LDA for
which PJM establishes a separate Variable Resource Requirement (“VRR”) Curve for the
Base Residual Auction for that Delivery Year. When PJM conducts an RPM auction, it
does not determine and establish a separate VRR Curve for every one of the 23 total
LDAs listed in the RAA, because many of those LDAs are not capacity constrained.
Rather, the Tariff directs PJM to establish a separate VRR Curve for every LDA that
passes an objective screen to identify those LDAs that are constrained or close to
becoming constrained, i.e., every LDA that has a Capacity Emergency Transfer Limit
(how much capacity can be delivered into the LDA in an emergency) that is less than 115
percent of the LDA’s Capacity Emergency Transfer Objective (how much capacity from
outside the LDA is needed in an emergency), and for every LDA that has price-separated
at least once in the three preceding Base Residual Auctions.*

The choice of which LDAs use a separate VRR Curve is highly significant,
because an LDA cannot “separate” from the PJM region or other LDASs in an auction, and
exhibit a locationally-constrained price, unless it has a separate VRR Curve. Given this,
the only LDAs that potentially may need separate minimum resource requirements and
reliability targets are those for which PJM establishes separate VRR Curves. If an LDA
does not separate, then less-limited resources from other parts of the PJM region are
available to meet the capacity needs of that LDA, as that LDA remains an
undifferentiated part of the region (for capacity purposes). It is only when an LDA

20 Id. at P 76.
2 1d.

22 Tariff, Attachment DD, section 5.10(a)(ii).
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separates, and it has exhausted its ability to rely on external resources, that concerns with
reliance on more limited resources within that LDA arise. In those circumstances, the
changes approved in this docket will help ensure that PIM does not excessively rely on
more-limited resources located within that constrained LDA, and will incent less-limited
resources located in that LDA to help meet PJM’s capacity needs.

Accordingly, PJM is revising the Tariff to specify that, in each Delivery Year,
PJM will establish separate minimum resource requirements, and separate DR reliability
targets, for each LDA for which PJM is required under Tariff section 5.10(a) to establish
a separate VRR curve for the Base Residual Auction for that Delivery Year.

F. Correction of eTariff Error.

1. Commission Directive.

The January 31 Order notes that PJM’s eTariff submission incorrectly placed
PJM’s proposed changes to section F (FRR Daily Unforced Capacity Obligations and
Deficiency Charges) of RAA Schedule 8.1 in the electronic tariff record for section G
(Capacity Resource Performance) of that schedule, and thus inadvertently removed
section G from PJM’s electronic tariff. The Commission therefore ordered PJM to
correct section F and restore section G.”*

2. PJM Response.

As directed by the Commission, PJM is placing the intended changes to section F
of RAA Schedule 8.1 into the electronic record for that section. PJM also is restoring to
section G of RAA Schedule 8.1 the current effective language for that section.

JIIR Comment on 180-Day Compliance Report on DR Dispatch Stakeholder
Process.

The January 31 Order found no basis for ordering any changes to PJM’s existing
demand resource dispatch procedures, but recognized that PJM currently is considering
with stakeholders “how it could make its dispatch of demand resources more efficient.”**
The Commission therefore directed PJM to report to the Commission in 180 days on “the
outcome of [PJM’s] discussions with stakeholders regarding the current demand resource
dispatch procedures and related assumptions that PJM uses in its DR Reliability Target
Analysis Procedures.””

3 January 31 Order at P 77.
4 Id. atP 72.

25 Id.
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The PJM stakeholder process to discuss and clarify the mechanics of PJM’s
dispatch of demand resources is already underway. PJM notes that a major portion of
these discussions arose in the context of development of proposals to address the
requirements of the Commission’s Order No. 719 concerning pricing during periods of
operating reserve shortages.”® Emergency demand response is a critically important
resource when high demand or the unavailability of other resources puts the system in a
state of operating reserve shortage. Pricing that more closely approximates the value of
lost load should also have a major impact on the commitment and dispatch of demand
resources that can provide needed relief in times of reserve shortages. In connection with
shortage pricing, the PJM stakeholders have discussed how PJM can supply demand
resource providers with timely information on system conditions, and how demand
resource providers can supply PJIM with more timely and detailed information on the
state of their resources.

Further progress in this area is complicated, however, by uncertainty concerning
shortage pricing. PJM’s shortage pricing filing in compliance with Order No. 719 has
been pending since June 18, 2010 in Docket No. ER09-1063-004. Commission action on
that filing would remove a major element of uncertainty hanging over any discussion of
changes to PJM’s dispatch of emergency demand resources. Accordingly, PJM urges the
Commission to act as soon as reasonably possible on the shortage pricing filing.

26 Wholesale Competition in Regions with Organized Electric Markets, Order 719,

IIT FERC Stats. & Regs., Regs. Preambles § 31,281 at P 15, as amended 126
FERC 4 61,261, order on reh’g Order 719-A, III FERC Stats. & Regs., Regs.
Preambles 9 31,292, reh’g denied, Order 719-B, 129 FERC § 61,252 (2009).
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IV. Correspondence

The following individuals are designated for inclusion on the official service list
in this proceeding and for receipt of any communications regarding this filing:

Frederick S. Bresler, 111

Vice President — Market Operations and Demanc

Resources

PJM Interconnection, L.L.C.
955 Jefferson Avenue
Norristown, PA 19403-2497
(610) 666-8942
bresler@pjm.com

Craig Glazer

Vice President—Federal Government Policy
PJM Interconnection, L.L.C.

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

(202) 423-4743

Jeanine Schleiden

Counsel

PJM Interconnection, L.L.C.
955 Jefferson Avenue
Norristown, PA 19403-2497
(610) 666-4438
schlej@pjm.com

Paul M. Flynn

Wright & Talisman, P.C.

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

(202) 393-1200
fhynn@wrightlaw.com

glazec@pjm.com

V. Description of Submittal

Along with this transmittal letter, PJM submits electronic versions of the revisions
to the RAA and PJM Tariff in both marked (showing the changes) and clean forms, and a
PDF-format copy of this entire filing.

VI. Service

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

27 See 18C.F.R §§ 35.2(¢) and 385.2010(f)(3).

28 PJM already maintains, updates and regularly uses e-mail lists for all PIM

members and affected commissions.
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VII. Conclusion

Accordingly, PJM respectfully requests that the Commission accept the enclosed

Tariff and RAA revisions, effective February 1, 2011.

Frederick S. Bresler, 111

Vice President — Market Operations and Demanc

Resources

PJM Interconnection, L.L.C.
955 Jefferson Avenue
Norristown, PA 19403-2497
(610) 666-8942
bresler@pjm.com

Craig Glazer

Vice President—Federal Government Policy
PJM Interconnection, L.L.C.

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

(202) 423-4743

glazec@pjm.com

Respectfully submitted,

/s/ Paul M. Flynn

Paul M. Flynn

Wright & Talisman, P.C.

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

(202) 393-1200
fhynn@wrightlaw.com

Jeanine Schleiden

Counsel

PJM Interconnection, L.L.C.
955 Jefferson Avenue
Norristown, PA 19403-2497
(610) 666-4438
schlej@pjm.com
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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.

2.1A Annual Demand Resource

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

2.1B Annual Resource

“Annual Resource” shall mean a Generation Capacity Resource, an Energy Efficiency
Resource or an Annual Demand Resource.

2.1C Annual Resource Price Adder

“Annual Resource Price Adder” shall mean an addition to the marginal value of Unforced
Capacity and the Extended Summer Resource Price Adder as necessary to reflect the
price of Annual Resources required to meet the applicable Minimum Annual Resource
Requirement.

2.1D Annual Revenue Rate

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

2.2 Avoidable Cost Rate

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

2.3  Base Load Generation Resource

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

24 Base Offer Segment

“Base Offer Segment” shall mean a component of a Sell Offer based on an existing
Generation Capacity Resource, equal to the Unforced Capacity of such resource, as

determined in accordance with the PJIM Manuals. If the Sell Offers of multiple Market
Sellers are based on a single existing Generation Capacity Resource, the Base Offer
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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 three years prior to the start of
the Delivery Year to secure commitments from Capacity Resources as necessary to
satisfy any portion of the Unforced Capacity Obligation of the PJM Region not satisfied
through Self-Supply.

2.6 Buy Bid

“Buy Bid” shall mean a bid to buy Capacity Resources in any 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.

2.8  Capacity Emergency Transfer Limit

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

2.9  Capacity Emergency Transfer Objective

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

2.9A Capacity Export Transmission Customer

“Capacity Export Transmission Customer” shall mean a customer taking point to point
transmission service under Part 1l of this Tariff to export capacity from a generation
resource located in the PJIM Region that is delisted from Capacity Resource status as
described in section 5.6.6(d).

2.10 Capacity Market Buyer

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

2.14A Conditional Incremental Auction

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

2.15 CONE Area

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

2.16 Cost of New Entry

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

2.17 Daily Deficiency Rate

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

2.18 Daily Unforced Capacity Obligation
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“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 mean 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 PJM Member that has the capability to reduce
load, or that aggregates customers capable of reducing load. The Demand Resource
Provider shall notify the Office of the Interconnection whether such load reduction is
provided by a Limited Demand Resource, Extended Summer Demand Resource or an
Annual Demand Resource. 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 Limited Demand Resource, Extended Summer Demand Resource, or
Annual Demand Resource.

2.23 EFORd

“EFORd” shall have the meaning specified in the PJM Reliability Assurance Agreement.
2.24  Energy Efficiency Resource

“Energy Efficiency Resource” shall have the meaning specified in the PJIM Reliability
Assurance Agreement.

2.24A Extended Summer Demand Resource

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

2.24B Extended Summer Resource Price Adder
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“Extended Summer Resource Price Adder” shall mean an addition to the marginal value
of Unforced Capacity as necessary to reflect the price of Annual Resources and Extended
Summer Demand Resources required to meet the applicable Minimum Extended Summer
Resource Requirement.

2.24C Extended Summer Demand Resource Reliability Target

“Extended Summer Demand Resource Reliability Target” for the PJIM Region or an
LDA, shall mean the maximum amount of the combination of Extended Summer
Demand Resources and Limited Demand Resources in Unforced Capacity determined by
PJM; in-aceordance-with-procedures-specified-in-the PIM-Manuals;-to be consistent with
the maintenance of reliability, stated in Unforced Capacity, that shall be used to calculate
the Minimum Annual Resource Requirement. _As more fully set forth in the PJM
Manuals, PJM calculates the Extended Summer DR Reliability Target, by first
determining a reference annual loss of load expectation (“LOLE”) assuming no Demand
Resources. The calculation for the unconstrained portion of the PJM Region uses a daily
distribution of loads under a range of weather scenarios (based on the most recent load
forecast and iteratively shifting the load distributions to result in the Installed Reserve
Margin established for the Delivery Year in question) and a weekly capacity distribution
(based on the cumulative capacity availability distributions developed for the Installed
Reserve Margin study for the Delivery Year in_question). The calculation for each
relevant LDA uses a daily distribution of loads under a range of weather scenarios (based
on the most recent load forecast for the Delivery Year in guestion) and a weekly capacity
distribution (based on the cumulative capacity availability distributions developed for the
Capacity Emergency Transfer Objective Sstudy for the Delivery Year in guestion). For
the relevant LDA calculation, the weekly capacity distributions are adjusted to reflect the
Capacity Emergency Transfer Limit for the Delivery Year in question.

For both the PJIM Region and LDA analyses, PJM then models the commitment of
varying amounts of DR (displacing otherwise committed generation) as interruptible
from May 1 through October 31 and unavailable from November 1 through April 30 and
calculates the LOLE at each DR level. The Extended Summer DR Reliability Target is
the DR _amount, stated as a percentage of the unrestricted peak load, that produces no
more than a ten percent increase in the LOLE, compared to the reference value. The
Extended Summer Demand Resource Reliability Target shall be expressed as a
percentage of the forecasted peak load of the PJIM Region or such LDA and is converted
to Unforced Capacity by multiplying [the reliability target percentage] times [the
Forecast Pool Requirement] times [the DR Factor] times [the forecasted peak load of the
PJM Region or such LDA, reduced by the amount of load served under the FRR
Alternative].

2.25 [Reserved]

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

2.26A Final Zonal ILR Price
“Final Zonal ILR Price” shall mean the Adjusted Zonal Capacity Price after the Second

Incremental Auction, less the amount paid in CTR credits per MW of load in the Zone in
which the ILR is to be certified.

2.27 First Incremental Auction

“First Incremental Auction” shall mean an Incremental Auction conducted 20 months
prior to the start of the Delivery Year to which it relates.

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 PJIM Region times the DR Factor, times the Forecast Pool Requirement, less the
Unforced Capacity of all Demand Resources committed in FRR Capacity Plans by all
FRR Entities in the PJM Region, for use in Delivery Years through May 31, 2012.

2.30 Forecast Zonal ILR Obligation

“Forecast Zonal ILR Obligation” shall mean, in unforced capacity terms, the ILR
Forecast for the Zone times the DR Factor, times the Forecast Pool Requirement, less the
Unforced Capacity of all Demand Resources committed in FRR Capacity Plans by all
FRR Entities in such Zone, for use in Delivery Years through May 31, 2012.

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 any Delivery Year ending on or before May 31, 2012, 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)
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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 less 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 several auctions conducted for a Delivery Year
after the Base Residual Auction for such Delivery Year and before the first day of such
Delivery Year, including the First Incremental Auction, Second Incremental Auction,
Third Incremental Auction or Conditional Incremental Auction. Incremental Auctions
(other than the Conditional Incremental Auction), shall be held for the purposes of:

() allowing Market Sellers that committed Capacity Resources in the Base
Residual Auction for a Delivery Year, which subsequently are determined to be
unavailable to deliver the committed Unforced Capacity in such Delivery Year (due to
resource retirement, resource cancellation or construction delay, resource derating,
EFORD increase, a decrease in the Nominated Demand Resource Value of a Planned
Demand Resource, delay or cancellation of a Qualifying Transmission Upgrade, or
similar occurrences) to submit Buy Bids for replacement Capacity Resources; and

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

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, or a
Capacity Transfer Right allocated to a Responsible Customer in accordance with
Schedule 12A of the Tariff.

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

2.36A Limited Demand Resource

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

2.36B Limited Demand Resource Reliability Target

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

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)

Page 8



“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, less the minimum internal resources required for all FRR Entities in such
Locational Deliverability Area.

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.

2.41A Locational UCAP

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

2.41B Locational UCAP Seller

“Locational UCAP Seller” shall mean a Member that sells Locational UCAP.

2.41C Market Seller Offer Cap

“Market Seller Offer Cap” shall mean a maximum offer price applicable to certain
Market Sellers under certain conditions, as determined in accordance with section 6 of
Attachment DD and section I1.E of Attachment M - Appendix.

2.41D Minimum Annual Resource Requirement
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“Minimum Annual Resource Requirement” shall mean the minimum amount of capacity
that PJM will seek to procure from Annual Resources for the PJIM Region and for each
Locational Deliverability Area for which the Office of the Interconnection is required
under section 5.10(a) of this Attachment DD to establish a separate VRR Curve for such
Delivery Yearfor-the MAAC - Eastern-MAAC and-Southwestern MAAC - LDAs in-the
RPM-Auctions-foraDelivery-Year. For the PIM Region, the Minimum Annual Resource
Requirement shall be equal to the RTO Reliability Requirement minus [the Short-Term
Resource Procurement Target for the PJIM Region in Unforced Capacity] minus [the
Extended Summer Demand Resource Reliability Target for the RTO in Unforced
Capacity]. For an LDA, the Minimum Annual Resource Requirement shall be equal to
the LDA Reliability Requirement minus [the Short-Term Resource Procurement Target
for such LDA in Unforced Capacity] minus [the LDA CETL] minus [the Extended
Summer Demand Resource Reliability Target for such LDA in Unforced Capacity]. The
LDA CETL may be adjusted pro rata for the amount of load served under the FRR
Alternative.

2.41E Minimum Extended Summer Resource Requirement

“Minimum Extended Summer Resource Requirement” shall mean the minimum amount
of capacity that PJM will seek to procure from Extended Summer Demand Resources and
Annual Resources for the PJIM Region and for each Locational Deliverability Area for
which the Office of the Interconnection is required under section 5.10(a) of this
Attachment DD to establlsh a separate VRR Curve for such Delivery Yearfer—the—MAAe

¥ear For the PJM Reglon the Mlnlmum Extended Summer Resource ReqUIrement shaII
be equal to the RTO Reliability Requirement minus [the Short-Term Resource
Procurement Target for the RTO in Unforced Capacity] minus [the Limited Demand
Resource Reliability Target for the PJM Region in Unforced Capacity]. For an LDA, the
Minimum Extended Summer Resource Requirement shall be equal to the LDA
Reliability Requirement minus [the Short-Term Resource Procurement Target for the
LDA in Unforced Capacity] minus [the LDA CETL] minus [the Limited Demand
Resource Reliability Target for such LDA in Unforced Capacity]. The LDA CETL may
be adjusted pro rata for the amount of load served under the FRR Alternative.

2.42 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
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level or guaranteed load drop programs. For existing Demand Resources, the maximum
Nominated Demand Resource Value is limited, in accordance with the PJIM 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.

2.43A Nominated Energy Efficiency Value

“Nominated Energy Efficiency Value” shall mean the amount of load reduction that an
Energy Efficiency Resource commits to provide through installation of more efficient
devices or equipment or implementation of more efficient processes or systems.

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 PJIM 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.

2.46 Peak-Hour 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 PJIM Manuals, that the Reference Resource is dispatched in four distinct
blocks of four hours of continuous 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 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 hours in any given four-hour block, 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 24th through 36th 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 36th Wednesday, which shall end on the
following Friday.

2.48 Percentage Internal Resources Required
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“Percentage Internal Resources Required” shall have the meaning specified in the
Reliability Assurance Agreement.

2.49 Planned Demand Resource

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

2.50 Planned External Generation Capacity Resource

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

2.50A Planned Generation Capacity Resource

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

2.51 Planning Period

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

252 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 in 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 PJIM Region Peak

Load Forecast, less the sum of all Preliminary Unforced Capacity Obligations of FRR
Entities in the PJIM Region; and, for purposes of the Incremental Auctions, the Forecast

Page 12



Pool Requirement multiplied by the updated PJM Region Peak Load Forecast, less the
sum of all updated Unforced Capacity Obligations of FRR Entities in the PJIM Region.

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 the Capacity Emergency Transfer Limit
into an LDA by a megawatt quantity certified by the Office of the Interconnection; (b)
the Office of the Interconnection has determined will be in service on or before the
commencement of the first Delivery Year for which such upgrade is the subject of a Sell
Offer in the Base Residual Auction; (c) is the subject of a Facilities Study Agreement
executed before the conduct of the Base Residual Auction for such Delivery Year and (d)
a New Service 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 combustion turbine generating station, configured
with two General Electric Frame 7FA turbines with inlet air cooling to 50 degrees,
Selective Catalytic Reduction technology, dual fuel capability, and a heat rate of 10,500
Mmbtu/ MWh.

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” or “RPM 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 an Incremental Auction to recover the cost of replacement Capacity Resources.

2.61A Scheduled Incremental Auctions
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“Scheduled Incremental Auctions” shall refer to the First, Second, or Third Incremental
Auction.

2.62 Second Incremental Auction

“Second Incremental Auction” shall mean an Incremental Auction conducted ten months
before the Delivery Year to which it relates.

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 [Reserved for Future Use]
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 or an Incremental Auction of a Sell Offer
indicating such Market Seller’s intent that such Capacity Resource be Self-Supply. Self-
Supply may be either committed regardless of clearing price or submitted as a Sell Offer
with a price bid. A Load Serving Entity's Sell Offer with a price bid for an owned or
contracted Capacity Resource shall not be deemed “Self-Supply,” unless it is designated
as Self-Supply and used by the LSE to meet obligations under this Attachment or the
Reliability Assurance Agreement.

2.65A Short-Term Resource Procurement Target

“Short-Term Resource Procurement Target” shall mean, as to the PJIM Region, for
purposes of the Base Residual Auction, 2.5% of the PJM Region Reliability Requirement
determined for such Base Residual Auction, for purposes of the First Incremental
Auction, 2% of the of the PJM Region Reliability Requirement as calculated at the time
of the Base Residual Auction; and, for purposes of the Second Incremental Auction, 1.5%
of the of the PJM Region Reliability Requirement as calculated at the time of the Base
Residual Auction; and, as to any Zone, an allocation of the PJM Region Short-Term
Resource Procurement Target based on the Preliminary Zonal Forecast Peak Load,
reduced by the amount of load served under the FRR Alternative. For any LDA, the
LDA Short-Term Resource Procurement Target shall be the sum of the Short-Term
Resource Procurement Targets of all Zones in the LDA.

2.65B Short-Term Resource Procurement Target Applicable Share
“Short-Term Resource Procurement Target Applicable Share” shall mean: (i) for the PJIM

Region, as to the First and Second Incremental Auctions, 0.2 times the Short-Term
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Resource Procurement Target used in the Base Residual Auction and, as to the Third
Incremental Auction for the PJM Region, 0.6 times such target; and (ii) for an LDA, as to
the First and Second Incremental Auctions, 0.2 times the Short-Term Resource
Procurement Target used in the Base Residual Auction for such LDA and, as to the Third
Incremental Auction, 0.6 times such target.

2.66 Third Incremental Auction

“Third Incremental Auction” shall mean an Incremental Auction conducted three months
before the Delivery Year to which it relates.

2.67 Transition Adder

“Transition Adder” shall mean a component of a Sell Offer permitted for certain Capacity
Market Sellers for the Transition Period, as set forth in section 17.

2.68 Transition Period

“Transition Period” shall mean the four-year period consisting of the Delivery Years
commencing June 1, 2007, June 1, 2008, June 1, 2009, and June 1, 2010.

2.69 Unforced Capacity

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

2.69A Updated VRR Curve

“Updated VRR Curve” shall mean the Variable Resource Requirement Curve as defined
in section 5.10(a) of this Attachment for use in the Base Residual Auction of the relevant
Delivery Year, updated to reflect the Short-term Resource Procurement Target applicable
to the relevant Incremental Auction and any change in the Reliability Requirement from
the Base Residual Auction to such Incremental Auction.

2.69B Updated VRR Curve Increment

“Updated VRR Curve Increment” shall mean the portion of the Updated VRR Curve to
the right of a vertical line at the level of Unforced Capacity on the x-axis of such curve
equal to the net Unforced Capacity committed to the PJM Region as a result of all prior
auctions conducted for such Delivery Year.

2.69C Updated VRR Curve Decrement
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“Updated VRR Curve Decrement” shall mean the portion of the Updated VRR Curve to
the left of a vertical line at the level of Unforced Capacity on the x-axis of such curve
equal to the net Unforced Capacity committed to the PJM Region as a result of all prior
auctions conducted for such Delivery Year.

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 PJIM Region and 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 Capacity and satisfy Locational Deliverability Requirements for the
LDA or LDAs associated with such Zone. 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.
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3. RESPONSIBILITIES OF THE OFFICE OF THE INTERCONNECTION
3.1 Support for Self-Supply and Bilateral Transactions
The Office of the Interconnection shall:

@ support electronic tools to facilitate communication by Market Sellers and
Market Buyers of information to the Office of the Interconnection concerning Self-
Supply arrangements;

(b) support an electronic bulletin board providing a forum for prospective
buyers and sellers to transact Capacity Resources outside the Reliability Pricing Model
Auctions, including Locational UCAP transactions (including mechanisms to allow
prospective Sellers with partial-year resources to explore voluntary opportunities to
combine their resources such that they can be offered together for a full Delivery Year)
and support electronic tools to report bilateral capacity transactions between Market
Participants to the Office of the Interconnection, in accordance with procedures set forth
in the PJIM Manuals; and

(© define one or more capacity trading hubs and determine and publicize
values for such hubs based on the capacity prices determined for one or more Locational
Deliverability Areas, in accordance with the PJM Manuals.

3.2 Administration of the Base Residual Auction and Incremental Auctions

The Office of the Interconnection shall conduct and administer the Base Residual
Auction and Incremental Auctions in accordance with this Attachment, the Operating
Agreement, and the Reliability Assurance Agreement. Administration of the Base
Residual Auction and Incremental Auctions shall include, but not be limited to, the
following:

a) Determining the qualification of entities to become Capacity Market
Sellers and Capacity Market Buyers;

b) Determining PJM Region Peak Load Forecasts and Locational
Deliverability Area Reliability Requirements;

C) Determining the Minimum Annual Resource Requirements and the
Minimum Extended Summer Resource Requirements for the PJM Region and the
MAAGC-Eastern-MAAC-and-Seuthwestern-MAACapplicable LDAs for Delivery Years
starting June 1, 2014,

d) Determining ILR Forecasts for Delivery Years through May 31, 2012;

e) Determining the need, if any, for a Conditional Incremental Auction and
providing appropriate prior notice of any such auction
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f) Calculating the EFORd for each Generation Capacity Resource in the PJIM
Region to be used in the Third Incremental Auction;

9) Receiving Buy Bids and Sell Offers, determining Locational
Deliverability Requirements and Variable Resource Requirement Curves, and
determining the clearing price that reflects all such inputs;

h) Conducting settlements for auction transactions, including but not limited
to rendering bills to, receiving payments from, and disbursing payments to, participants
in Base Residual Auctions and Incremental Auctions.

1) Maintaining such records of Sell Offers and Buy Bids, clearing price
determinations, and other aspects of auction transactions, as may be appropriate to the
administration of Base Residual Auctions and Incremental Auctions; and

)] Posting of selected non-confidential data used in Reliability Pricing Model
Auctions to calculate clearing prices and other auction results, as appropriate to inform
market participants of auction conditions.

3.3  Records and Reports

The Office of the Interconnection shall prepare and maintain such records as are required
for the administration of the Base Residual Auction and Incremental Auctions. For each
auction conducted, the Office of the Interconnection shall, consistent with section 18.17
of the Operating Agreement, publish the following: (i) Zonal Capacity Prices for each
LDA,; (ii) Capacity Resource Clearing Prices for each LDA; (iii) Locational Price
Adders; (iv) the total megawatts of Unforced Capacity that cleared; and (v) such other
auction data as may be appropriate to the efficient and competitive conduct of the Base
Residual Auction and Incremental Auctions. Such information shall be available on the
PJM internet site through the end of the Delivery Year to which such auctions apply.

34 Counterparty

@ PJMSettlement shall be the Counterparty to the transactions arising from the
cleared Base Residual Auctions and Incremental Auctions; provided, however,
PJMSettlement shall not be a contracting party to (i) any bilateral transactions between
Market Participants, or (ii) with respect to Self-Supply for which designation of Self-Supply
has been reported to the Office of the Interconnection.

(b) Charges. PJMSettlement shall be the Counterparty with respect to the
obligations to pay, and the payment of, charges pursuant to this Attachment DD.
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5.10 Auction Clearing Requirements

The Office of the Interconnection shall clear each Base Residual Auction and Incremental
Auction for a Delivery Year in accordance with the following:

a) Variable Resource Requirement Curve

The Office of the Interconnection shall determine Variable Resource Requirement Curves
for the PJIM Region and for such Locational Deliverability Areas as determined
appropriate in accordance with subsection (a)(iii) for such Delivery Year to establish the
level of Capacity Resources that will provide an acceptable level of reliability consistent
with the Reliability Principles and Standards. It is recognized that the variable resource
requirement reflected in the Variable Resource Requirement Curve can result in an
optimized auction clearing in which the level of Capacity Resources committed for a
Delivery Year exceeds the PJIM Region Reliability Requirement (less the Forecast RTO
ILR Obligation for Delivery Years through May 31, 2012, or less the Short-Term
Resource Procurement Target for Delivery Years thereafter) or Locational Deliverability
Area Reliability Requirement (less the Forecast Zonal ILR Obligation for Delivery Years
through May 31, 2012, or less the Short-Term Resource Procurement Target for Delivery
Years thereafter for the Zones associated with such LDA) for such Delivery Year. For
any auction, the Updated Forecast Peak Load, and Short-Term Resource Procurement
Target applicable to such auction, shall be used.

i) Methodology to Establish the Variable Resource Requirement
Curve

Prior to the Base Residual Auction, in accordance with the schedule in the PJIM Manuals,
the Office of the Interconnection shall establish the Variable Resource Requirement
Curve for the PJM Region as follows:

. Each Variable Resource Requirement Curve shall be plotted on a
graph on which Unforced Capacity is on the x-axis and price is on
the y-axis;

. The Variable Resource Requirement Curve for the PJIM Region

shall be plotted by first combining (i) a horizontal line from the y-
axis to point (1), (ii) a straight line connecting points (1) and (2),
(iii) a straight line connecting points (2) and (3), and (iv) a vertical
line from point (3) to the x-axis, where:

o For point (1), price equals: [1.5 times (the Cost of New
Entry minus the Net Energy and Ancillary Service Revenue
Offset)] divided by (one minus the pool-wide average
EFORd) and Unforced Capacity equals: [the PIM Region
Reliability Requirement multiplied by (100% plus the
approved PJM Region Installed Reserve Margin (“IRM”)%
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i)

minus 3%) divided by (100% plus IRM%)] minus the
Forecast RTO ILR Obligation for Delivery Years through
May 31, 2012 or less the Short-Term Resource
Procurement Target for Delivery Years thereafter;

. For point (2), price equals: (the Cost of New Entry minus
the Net Energy and Ancillary Service Revenue Offset)
divided by (one minus the pool-wide average EFORd) and
Unforced Capacity equals: [the PJIM Region Reliability
Requirement multiplied by (100% plus IRM% plus 1%)
divided by (100% plus IRM%)] minus the Forecast RTO
ILR Obligation for Delivery Years through May 31, 2012
or less the Short-Term Resource Procurement Target for
Delivery Years thereafter; and

o For point (3), price equals [0.2 times (the Cost of New
Entry minus the Net Energy and Ancillary Service Revenue
Offset)] divided by (one minus the pool-wide average
EFORd) and Unforced Capacity equals: [the PIM Region
Reliability Requirement multiplied by (100% plus IRM%
plus 5%) divided by (100% plus IRM%)] minus the
Forecast RTO ILR Obligation for Delivery Years through
May 31, 2012 or less the Short-Term Resource
Procurement Target for Delivery Years thereafter;

For any Delivery Year, the Office of the Interconnection shall

establish a separate Variable Resource Requirement Curve for each LDA for which:

A)

B)

C)

the Capacity Emergency Transfer Limit is less than 1.15 times the
Capacity Emergency Transfer Objective, as determined by the
Office of the Interconnection in accordance with NERC and
Applicable Regional Reliability Council guidelines; or

such LDA had a Locational Price Adder in any one or more of the
three immediately preceding Base Residual Auctions; or

such LDA is determined in a preliminary analysis by the Office of
the Interconnection to be likely to have a Locational Price Adder,
based on historic offer price levels; provided however that for the
Base Residual Auction conducted for the Delivery Year
commencing on June 1, 2012, the EMAAC, SWMAAC and
MAAC LDAs shall employ separate Variable Resource
Requirement Curves regardless of the outcome of the above three
tests; and provided further that the Office of the Interconnection
may establish a separate Variable Resource Requirement Curve for
an LDA not otherwise qualifying under the above three tests if it
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finds that such is required to achieve an acceptable level of
reliability consistent with the Reliability Principles and Standards,
in which case the Office of the Interconnection shall post such
finding, such LDA, and such Variable Resource Requirement
Curve on its internet site no later than the March 31 last preceding
the Base Residual Auction for such Delivery Year. The same
process as set forth in subsection (a)(i) shall be used to establish
the Variable Resource Requirement Curve for any such LDA,
except that the Locational Deliverability Area Reliability
Requirement for such LDA shall be substituted for the PJM Region
Reliability Requirement and the LDA Short-Term Resource
Procurement Target shall be substituted for the PJIM Region Short-
Term Resource Procurement Target. For purposes of calculating
the Capacity Emergency Transfer Limit under this section, all
generation resources located in the PJIM Region that are, or that
qualify to become, Capacity Resources, shall be modeled at their
full capacity rating, regardless of the amount of capacity cleared
from such resource for the immediately preceding Delivery Year.

iii) Procedure for ongoing review of Variable Resource Requirement
Curve shape.

Beginning no later than for the Delivery Year that commences June 1, 2015, and
continuing no later than for every third Delivery Year thereafter, the Office of the
Interconnection shall perform a review of the shape of the Variable Resource
Requirement Curve, as established by the requirements of the foregoing subsection. Such
analysis shall be based on simulation of market conditions to quantify the ability of the
market to invest in new Capacity Resources and to meet the applicable reliability
requirements on a probabilistic basis. Based on the results of such review, PJM shall
prepare a recommendation to either modify or retain the existing Variable Resource
Requirement Curve shape. The Office of the Interconnection shall post the
recommendation and shall review the recommendation through the stakeholder process to
solicit stakeholder input. If a modification of the Variable Resource Requirement Curve
shape is recommended, the following process shall be followed:

A) If the Office of the Interconnection determines that the
Variable Resource Requirement Curve shape should be
modified, Staff of the Office of the Interconnection shall
propose a new Variable Resource Requirement Curve
shape on or before September 1, prior to the conduct of the
Base Residual Auction for the first Delivery Year in which
the new values would be applied.

B) The PJIM Members shall review the proposed modification
to the Variable Resource Requirement Curve shape.
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C)

D)

The PJM Members shall either vote to endorse the
proposed modification, to propose alternate modifications
or to recommend no modification by October 31, prior to
the conduct of the Base Residual Auction for the first
Delivery Year in which the new values would be applied.

The PJM Board of Managers shall consider a proposed
modification to the Variable Resource Requirement Curve
shape, and the Office of the Interconnection shall file any
approved modified Variable Resource Requirement Curve
shape with the FERC by December 1, prior to the conduct
of the Base Residual Auction for the first Delivery Year in
which the new values would be applied.

Cost of New Entry

A)

For the Delivery Year commencing on June 1, 2012, and
continuing thereafter unless and until changed pursuant to
subsection (B) below, the Cost of New Entry for the PIM
Region shall be $112,868 per MW-year. The Cost of New
Entry for each LDA shall be determined based upon the
Transmission Owner zones that comprise such LDA, as
provided in the table below. If an LDA combines
transmission zones with differing Cost of New Entry
values, the lowest such value shall be used.
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Geographic Location Within the Cost of New Entry
PJM Region Encompassing These in $/MW-Year
Zones

PS, JCP&L, AE, PECO, DPL, RECO | 122,040
(“CONE Area 17)

BGE, PEPCO (“CONE Area 2”) 112,868

AEP, Dayton, ComEd, APS, DQL | 115,479
(“CONE Area 37)

PPL, MetEd, Penelec (“CONE Area | 112,868
4)

Dominion (“CONE Area 5”) 112,868

(B)  Beginning with the 2013-2014 Delivery Year, the CONE
shall be adjusted to reflect changes in generating plant
construction costs based on changes in the Applicable H-W
Index, in accordance with the following:

(1) The Applicable H-W Index for any Delivery Year shall be the most
recently published twelve-month change, at the time CONE values are required to be
posted for the Base Residual Auction for such Delivery Year, in the Total Other
Production Plant Index shown in the Handy-Whitman Index of Public Utility
Construction Costs for the North Atlantic Region for purposes of CONE Areas 1, 2, and
4, for the North Central Region for purposes of CONE Area 3, and for the South Atlantic
Region for purposes of CONE Area 5.

@) The CONE in a CONE Area shall be adjusted prior to the Base
Residual Auction for each Delivery Year by applying the Applicable H-W Index for
such CONE Area to the Benchmark CONE for such CONE Area.

3 The Benchmark CONE for a CONE Area shall be the CONE used
for such CONE Area in the Base Residual Auction for the prior Delivery Year.

4) Notwithstanding the foregoing, CONE values for any CONE Area
for any Delivery Year shall be subject to amendment pursuant to appropriate filings with
FERC under the Federal Power Act, including, without limitation, any filings resulting
from the process described in section 5.10(a)(vii)(C) or any filing to establish new or
revised CONE Areas.

V) Net Energy and Ancillary Services Revenue Offset
(A)  The Office of the Interconnection shall determine the Net
Energy and Ancillary Services Revenue Offset each year

for the PJIM Region as (A) the annual average of the
revenues that would have been received by the Reference
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Resource during a period of three consecutive calendar
years preceding the time of the determination, based on (1)
the heat rate and other characteristics of such Reference
Resource; (2) fuel prices reported during such period at an
appropriate pricing point for the PJM Region with a fuel
transmission adder appropriate for such region, as set forth
in the PIM Manuals, assumed variable operation and
maintenance expenses for such resource of $6.47 per MWh,
and actual PJM hourly average Locational Marginal Prices
recorded in the PJIM Region during such period; and (3) an
assumption that the Reference Resource would be
dispatched on a Peak-Hour Dispatch basis; plus (B)
ancillary service revenues of $2,199 per MW-year.

Energy and Ancillary Market Revenue Offset each year for
each sub-region of the PJM Region for which the Cost of
New Entry is determined, as identified above, using the
same procedures and methods as set forth in the previous
subsection; provided, however, that: (1) the average hourly
LMPs for the transmission zone in which such resource
was assumed to be installed for purposes of the CONE
estimate (as specified in the PJIM Manuals) shall be used in
place of the PJM Region average hourly LMPs; (2) if such
sub-region was not integrated into the PJM Region for the
entire applicable period, then the offset shall be calculated
using only those whole calendar years during which the
sub-region was integrated; and (3) a posted fuel pricing
point in such sub-region, if available, and (if such pricing
point is not available) a fuel transmission adder appropriate
to each assumed Cost of New Entry location from an
appropriate PJM Region pricing point shall be used for
each such sub-region.

Vi) Adjustment to Net Energy and Ancillary Services Revenue Offset

Beginning with the Base Residual Auction scheduled for May 2010, the Net Energy and
Ancillary Services Revenue Offset for a CONE Area shall be adjusted following any
Delivery Year during which Scarcity Pricing was effective in such CONE Area pursuant
to the Scarcity Pricing provisions of section 6A of Schedule 1 to the PJM Operating
Agreement. Following each Delivery Year, the Scarcity Pricing revenues the Reference
Resource in each CONE Area would have received during such Delivery Year shall be
calculated based on the assumed heat rate and other characteristics of the Reference
Resource, assumed Peak-Hour Dispatch, and the actual locational marginal prices and
actual fuel prices during the Delivery Year for the applicable location, which shall be the
transmission zone in which such resource was assumed to be installed for purposes of the
estimate of CONE applicable to such CONE Area. The Scarcity Pricing revenues so
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determined shall be subtracted from the Net CONE otherwise calculated for such CONE
Area for use in the Base Residual Auction next occurring after the Delivery Year in
which Scarcity Pricing was effective in such CONE Avrea.

vii)  Process for Establishing Parameters of Variable Resource

Requirement Curve

A)

B)

C)

The parameters of the Variable Resource Requirement
Curve will be established prior to the conduct of the Base
Residual Auction for a Delivery Year and will be used for
such Base Residual Auction.

The Office of the Interconnection shall determine the PJM
Region Reliability Requirement and the Locational
Deliverability Area Reliability Requirement for each
Locational Deliverability Area for which a Variable
Resource Requirement Curve has been established for such
Base Residual Auction on or before February 1, prior to the
conduct of the Base Residual Auction for the first Delivery
Year in which the new values will be applied, in
accordance with the Reliability Assurance Agreement.

Beginning no later than for the Delivery Year that
commences June 1, 2015, and continuing no later than for
every third Delivery Year thereafter, the Office of the
Interconnection shall review the calculation of the Cost of
New Entry for each CONE Area.

1) If the Office of the Interconnection determines that
the Cost of New Entry values should be modified,
the Staff of the Office of the Interconnection shall
propose new Cost of New Entry values on or before
September 1, prior to the conduct of the Base
Residual Auction for the first Delivery Year in
which the new values would be applied.

2) The PJM Members shall review the proposed
values.

3) The PJM Members shall either vote to endorse the
proposed values or propose alternate values by
October 31, prior to the conduct of the Base
Residual Auction for the first Delivery Year in
which the new values would be applied.
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4) The PIJM Board of Managers shall consider Cost of
New Entry values, and the Office of the
Interconnection shall file any approved modified
Cost of New Entry values with the FERC by
December 1, prior to the conduct of the Base
Residual Auction for the first Delivery Year in
which the new values would be applied.

D) Beginning no later than for the Delivery Year that
commences June 1, 2015, and continuing no later than for
every third Delivery Year thereafter, the Office of the
Interconnection shall review the methodology set forth in
this Attachment for determining the Net Energy and
Ancillary Services Revenue Offset for the PJIM Region and
for each Zone.

1) If the Office of the Interconnection determines that
the Net Energy and Ancillary Services Revenue
Offset methodology should be modified, Staff of the
Office of the Interconnection shall propose a new
Net Energy and Ancillary Services Revenue Offset
methodology on or before September 1, prior to the
conduct of the Base Residual Auction for the first
Delivery Year in which the new methodology
would be applied.

2) The PJM Members shall review the proposed
methodology.

3) The PJM Members shall either vote to endorse the
proposed methodology or propose an alternate
methodology by October 31, prior to the conduct of
the Base Residual Auction for the first Delivery
Year in which the new methodology would be
applied.

4) The PJM Board of Managers shall consider the Net
Revenue Offset methodology, and the Office of the
Interconnection shall file any approved modified
Net Energy and Ancillary Services Revenue Offset
values with the FERC by December 1, prior to the
conduct of the Base Residual Auction for the first
Delivery Year in which the new values would be
applied.

b) Locational Requirements
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The Office of Interconnection shall establish locational requirements prior to the Base
Residual Auction to quantify the amount of Unforced Capacity that must be committed in
each Locational Deliverability Area, in accordance with the PJM Reliability Assurance
Agreement.

C) Minimum Annual Resource Requirements

Prior to the Base Residual Auction and each Incremental Auction for each Delivery Year,
beginning with the Delivery Year that starts on June 1, 2014, Fthe Office of the
Interconnection shall establish the Minimum Annual Resource Requirement and the
Minimum Extended Summer Resource Requirement for the PJM Region and the-Mid-
Atlantic-Area—CouncH{“MAACTor each Locational Deliverability Area for which the

Office of the Interconnection is required under section 5.10(a) of this Attachment DD to
establlsh a_separate VRR Curve for such Dellvery Year %—Eas%m—MMG—and

d) Preliminary PJM Region Peak Load Forecast for the Delivery Year

The Office of the Interconnection shall establish the Preliminary PJM Region Load
Forecast for the Delivery Year in accordance with the PJM Manuals by February 1, prior
to the conduct of the Base Residual Auction for such Delivery Year.

e) Updated PJM Region Peak Load Forecasts for Incremental Auctions
The Office of the Interconnection shall establish the updated PJM Region Peak Load

Forecast for a Delivery Year in accordance with the PJM Manuals by February 1, prior to
the conduct of the First, Second, and Third Incremental Auction for such Delivery Year.
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5.11 Posting of Information Relevant to the RPM Auctions

a) In accordance with the schedule provided in the PJIM Manuals, PIM will
post the following information for a Delivery Year prior to conducting the Base Residual
Auction for such Delivery Year:

) The Preliminary PJIM Region Peak Load Forecast (for the PJIM
Region, and allocated to each Zone) and, for Delivery Years through May 31, 2012, the
ILR Forecast by Locational Deliverability Area;

i) The PJM Region Installed Reserve Margin, the Pool-wide average
EFORd, and the Forecast Pool Requirement;

iii) The Demand Resource Factor;

iv) The PJM Region Reliability Requirement, and the Variable
Resource Requirement Curve for the PJM Region;

V) The Locational Deliverability Area Reliability Requirement and
the Variable Resource Requirement Curve for each Locational Deliverability Area for
which a separate Variable Resource Requirement Curve has been established for such
Base Residual Auction, and the CETO and CETL values for all Locational Deliverability
Areas;

Vi) For Delivery Years starting with June 1, 2014, Fthe Minimum
Annual Resource Requirement and the Minimum Extended Summer Resource
Requirement for the PJIM Region and for each Locational Deliverability Area for which
PJM is required under section 5.10(a) of this Attachment DD to establish a separate VRR

Curve for such Dellvery Yearthe—M+d—A%lanH%A¥e&Ge&neH—@l\AAA@)—Eastem4\AAA@

vii)  Any Transmission Upgrades that are expected to be in service for
such Delivery Year, provided that a Transmission Upgrade that is Backbone
Transmission satisfies the project development milestones set forth in section 5.11A;

viii)  The bidding window time schedule for each auction to be
conducted for such Delivery Year;

iX) The Net Energy and Ancillary Services Revenue Offset values for
the PJM Region for use in the Variable Resource Requirement Curves for the PJIM
Region and each Locational Deliverability Area for which a separate Variable Resource
Requirement Curve has been established for such Base Residual Auction; and

X) The results of the Preliminary Market Structure Screen in
accordance with section 6.2(a).
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b) The information listed in (a) will be posted and applicable for the First,
Second, Third, and Conditional Incremental Auctions for such Delivery Year, except to
the extent updated as required by other provisions of this Tariff.

C) In accordance with the schedule provided in the PJIM Manuals, PJIM will
post the Final PJM Region Peak Load Forecast and the allocation to each zone of the
obligation resulting from such final forecast, following the completion of the final
Incremental Auction (including any Conditional Incremental Auction) conducted for such
Delivery Year;

d) In accordance with the schedule provided in the PJIM 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.

e) After conducting the Reliability Pricing Model Auctions, PJIM will post
the results of each auction as soon thereafter as possible. The posted results shall include
graphical supply curves that are (a) provided for the entire PJM Region, (b) provided for
any Locational Deliverability Area for which there are four (4) or more suppliers, and (c)
developed using a formulaic approach to smooth the curves using a statistical technique
that fits a smooth curve to the underlying supply curve data while ensuring that the point
of intersection between supply and demand curves is at the market clearing price.

If PIM discovers an error in the initial posting of auction results for a particular
Reliability Pricing Model Auction, it shall notify Market Participants of the error as soon
as possible after it is found, but in no event later than 5:00 p.m. of the fifth business day
following the initial publication of the results of the auction. After this initial
notification, if PJM determines it is necessary to post modified results, it shall provide
notification of its intent to do so, together with all available supporting documentation, by
no later than 5:00 p.m. of the seventh business day following the initial publication of the
results of the auction. Thereafter, PJIM must post on its Web site any corrected auction
results by no later than 5:00 p.m. of the tenth business day following the initial
publication of the results of the auction. Should any of the above deadlines pass without
the associated action on the part of the Office of the Interconnection, the originally posted
results will be considered final. Notwithstanding the foregoing, the deadlines set forth
above shall not apply if the referenced auction results are under publicly noticed review
by the FERC.
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5.12 Conduct of RPM Auctions

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

a) Base Residual Auction

For each Base Residual Auction, the optimization algorithm shall consider:

. all Sell Offers submitted in such auction;

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

. any constraints resulting from the Locational Deliverability Requirement;

. for Delivery Years starting with June 1, 2014, the Minimum Annual

Resource Requirement and the Minimum Extended Summer Resource
Requirement for the PJIM Region and theMid-Atlantic—Area—Ceunci
EMAACY)-Eastern-MAAC-and-Southwestern-MAACTor each Locational

Deliverability Areas for which a separate VRR Curve is required by

section 5.10(a) of this Attachment DDforDeklivery—Years—starting—with
R

. the PJM Region Reliability Requirement, minus, for Delivery Years
through May 31, 2012, the Forecast RTO ILR Obligation and, for
Delivery Years thereafter, minus the Short-Term Resource Procurement
Target.

The optimization algorithm shall be applied to calculate the overall clearing result to minimize
the cost of satisfying the reliability requirements across the PJM Region, regardless of whether
the quantity clearing the Base Residual Auction is above or below the applicable target quantity,
while respecting all applicable requirements and constraints. Where the supply curve formed by
the Sell Offers submitted in an auction falls entirely below the Variable Resource Requirement
Curve, the auction shall clear at the price-capacity point on the Variable Resource Requirement
Curve corresponding to the total Unforced Capacity provided by all such Sell Offers. Where the
supply curve consists only of Sell Offers located entirely below the Variable Resource
Requirement Curve and Sell Offers located entirely above the Variable Resource Requirement
Curve, the auction shall clear at the price-capacity point on the Variable Resource Requirement
Curve corresponding to the total Unforced Capacity provided by all Sell Offers located entirely
below the Variable Resource Requirement Curve. In determining the lowest-cost overall
clearing result that satisfies all applicable constraints and requirements, the optimization may
select from among multiple possible alternative clearing results that satisfy such requirements,
including, for example (without limitation by such example), accepting a lower-priced Sell Offer
that intersects the Variable Resource Requirement Curve and that specifies a minimum capacity
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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) Scheduled Incremental Auctions
For purposes of a Scheduled Incremental Auction, the optimization algorithm shall consider:

. The PIJM Region Reliability Requirement, less the Forecast RTO ILR Obligation
or Short-term Resource Procurement Target, as applicable;

) Updated LDA Reliability Requirements taking into account any updated Capacity
Emergency Transfer Objectives;

) the Capacity Emergency Transfer Limit used in the Base Residual Auction, or any
updated value resulting from a Conditional Incremental Auction;

) For each LDA, such LDA’s updated Reliability Requirement, less the Forecast
LDA ILR Obligation or Short-Term Resource Procurement Target, as applicable;

. for Delivery Years starting with June 1, 2014, the Minimum Annual Resource
Requirement and the Minimum Extended Summer Resource Requirement for the
PJM Region and for each LDA for which PJM is required to establish a separate

VRR Curve for the Base Residual Auction for the relevant Dellvery Y earthe-Mid-

o A demand curve consisting of the Buy Bids submitted in such auction and, if
indicated for use in such auction in accordance with the provisions below, the
Updated VRR Curve Increment;

. The Sell Offers submitted in such auction; and

. The Unforced Capacity previously committed for such Delivery Year.

() When the requirement to seek additional resource commitments in a

Scheduled Incremental Auction is triggered by section 5.4(c)(2) of this Attachment, the Office of
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the Interconnection shall employ in the clearing of such auction the Updated VRR Curve
Increment.

(i)  When the requirement to seek additional resource commitments in a
Scheduled Incremental Auction is triggered by section 5.4(c)(1) of this Attachment, and the
conditions stated in section 5.4(c)(2) do not apply, the Office of the Interconnection shall employ
in the clearing of such auction a portion of the Updated VRR Curve Increment extending right
from the left-most point on that curve in a megawatt quantity equal to (A) the Short-Term
Resource Procurement Target Applicable Share for such auction plus (B) the difference between
the updated PJM Region Reliability Requirement or updated LDA Reliability Requirement and,
respectively, the PJIM Region Reliability Requirement, or LDA Reliability Requirement, utilized
in the most recent prior auction conducted for such Delivery Year plus any amount required by
section 5.4(c)(2)(ii).

(ili)  When the possible need to seek agreements to release capacity
commitments in any Scheduled Incremental Auction is indicated for the PJIM Region or any
LDA by section 5.4(c)(3)(i) of this Attachment, the Office of the Interconnection first shall
subtract such auction’s Short-Term Resource Procurement Target Applicable Share for such
region or LDA from the difference between (A) the Reliability Requirement for such region or
LDA utilized in the most recent prior auction conducted for the Delivery Year and (B) the
updated Reliability Requirement for such region or LDA, plus (C) any capacity sell-back amount
determined by PJM to be required for the PJM Region or such LDA by section 5.4(c)(3)(ii) of
this Attachment; provided, however, that the amount sold in total for all LDAs and the PIM
Region related to a delay in a Backbone Transmission upgrade may not exceed the amounts
purchased in total for all LDAs and the PJM Region related to a delay in a Backbone
Transmission upgrade. If the result of that subtraction is a negative quantity, the Office of the
Interconnection shall employ in the clearing of such auction a portion of the Updated VRR
Curve Increment extending right from the left-most point on that curve in a megawatt amount
equal to that negative quantity defined above, to seek to procure such quantity. If the result of
such subtraction is a positive gquantity, the Office of the Interconnection shall employ in the
clearing of the auction a portion of the Updated VRR Curve Decrement, extending and
ascending to the left from the right-most point on that curve in a megawatt amount
corresponding to the positive quantity defined above, to seek to sell back such quantity.

(iv)  If none of the tests for adjustment of capacity procurement in subsections
(1), (i), or (iii) is satisfied for the PJM Region or an LDA in a Scheduled Incremental Auction,
the Office of the Interconnection shall employ in the clearing of such auction for the region or
such LDA a portion of the Updated VRR Curve Increment extending right from the left-most
point on that curve in megawatt quantity equal to the Short-Term Resource Procurement Target
Applicable Share. If more than one of the tests for adjustment of capacity procurement in
subsections (i), (ii), or (iii) is satisfied for the PJM Region or an LDA in a Scheduled Incremental
Auction, the Office of the Interconnection shall not seek to procure the Short-Term Resource
Procurement Target Applicable Share more than once for such region or area for such auction.

H(v) If PIM seeks to procure additional capacity in an Incremental Auction due
to a triggering of the tests in subsections (i), (ii), (iii) or (iv) then the Minimum Annual Resource
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Requirement for such Auction will be equal to the updated Minimum Annual Resource
Requirement (based on the latest DR Reliability Targets) minus the amount of previously
committed capacity from Annual Resources, and the Minimum Extended Summer Resource
Requirement for such Auction will be equal to the updated Minimum Extended Summer
Resource Requirement (based on the latest DR Reliability Targets) minus the amount of
previously committed capacity from Annual Resources and Extended Summer Demand
Resources. If PJIM seeks to release prior committed capacity due to a triggering of the test in
subsection (iii) then PJM may not release prior committed capacity from Annual Resources or
Extended Summer Demand Resources below the updated Minimum Annual Resource
Requirement and updated Minimum Extended Summer Resource Requirement, respectively.

{wy(vi) If the above tests are triggered for an LDA and for another LDA wholly
located within the first LDA, the Office of the Interconnection may adjust the amount of any Sell
Offer or Buy Bids otherwise required by subsections (i), (ii), or (iii) above in one LDA as
appropriate to take into account any reliability impacts on the other LDA.

fv(vii) The optimization algorithm shall calculate the overall clearing
result to minimize the cost to satisfy the Unforced Capacity Obligation of the PJM Region to
account for the updated PJIM Peak Load Forecast and the cost of committing replacement
capacity in response to the Buy Bids submitted, while satisfying or honoring such reliability
requirements and constraints, in the same manner as set forth in subsection (a) above.

wi(viii) Load Serving Entities may be entitled to certain credits (“Excess
Commitment Credits”) under certain circumstances as follows:

(A)  For either or both of the Delivery Years commencing on June 1, 2010 or
June 1, 2011, if the PJM Region Reliability Requirement used for
purposes of the Base Residual Auction for such Delivery Year exceeds the
PJM Region Reliability Requirement that is based on the last updated load
forecast prior to such Delivery Year, then such excess will be allocated to
Load Serving Entities as set forth below;

(B)  For any Delivery Year beginning with the Delivery Year that commences
June 1, 2012, the total amount from Sell Offers submitted by the Office of
the Interconnection pursuant to subsection (b)(iii) above in the Scheduled
Incremental Auctions for such Delivery Year that does not clear such
auctions will be allocated to Load Serving Entities as set forth below;

(C)  the amount from (A) or (B) above for the PJIM Region shall be allocated
among Locational Deliverability Areas pro rata based on the reduction for
each such Locational Deliverability Area in the peak load forecast from
the time of the Base Residual Auction to the time of the Third Incremental
Auction; provided, however, that the amount allocated to a Locational
Deliverability Area may not exceed the reduction in the corresponding
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Reliability Requirement for such Locational Deliverability Area; and
provided further that any LDA with an increase in its load forecast shall
not be allocated any Excess Commitment Credits;

(D)  the amount, if any, allocated to a Locational Deliverability Area shall be
further allocated among Load Serving Entities in such areas that are
charged a Locational Reliability Charge based on the Daily Unforced
Capacity Obligation of such Load Serving Entities as of June 1 of the
Delivery Year and shall be constant for the entire Delivery Year. Excess
Commitment Credits may be used as Replacement Capacity or traded
bilaterally.

C) Conditional Incremental Auction
For each Conditional Incremental Auction, the optimization algorithm shall consider:

o The quantity and location of capacity required to address the identified reliability
concern that gave rise to the Conditional Incremental Auction;

o the same Capacity Emergency Transfer Limits that were modeled in the Base
Residual Auction, or any updated value resulting from a Conditional Incremental
Auction; and

) the Sell Offers submitted in such auction.

The Office of the Interconnection shall submit a Buy Bid based on the quantity and location of
capacity required to address the identified reliability violation at a Buy Bid price equal to 1.5
times Net CONE.

The optimization algorithm shall calculate the overall clearing result to minimize the cost to
address the identified reliability concern, while satisfying or honoring such reliability
requirements and constraints.

d) Equal-priced Sell Offers

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

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

Page 34



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.
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F. FRR Daily Unforced Capacity Obligations and Deficiency Charges

1. For each billing month during a Delivery Year, the Daily Unforced Capacity Obligation
of an FRR Entity shall be determined on a daily basis for each Zone as follows:

Daily Unforced Capacity Obligation = OPL * Final Zonal FRR Scaling Factor * FPR
where:

OPL =Obligation Peak Load, defined as the daily summation of the weather-adjusted coincident
summer peak, last preceding the Delivery Year, of the end-users in such Zone (net of operating
Behind The Meter Generation, but not to be less than zero) for which such Party was responsible
on that billing day, as determined in accordance with the procedures set forth in the PJM
Manuals

Final Zonal FRR Scaling Factor = FZPLDY/FZWNSP;
FZPLDY = Final Zonal Peak Load Forecast for such Delivery Year; and

FZWNSP = Zonal Weather-Normalized Peak Load for the summer concluding prior to the
commencement of such Delivery Year.

2. An FRR Entity shall be assessed an FRR Capacity Deficiency Charge in each Zone
addressed in such entity’s FRR Capacity Plan for each day during a Delivery Year that it fails to
satisfy its Daily Unforced Capacity Obligation in each Zone. Such FRR Capacity Deficiency
Charge shall be in an amount equal to the deficiency below such FRR Entity’s Daily Unforced
Capacity Obligation for such Zone times (1.20 times the Capacity Resource Clearing Price
resulting from all RPM Auctions for such Delivery Year for the LDA encompassing such Zone,
weight-averaged for the Delivery Year based on the prices established and quantities cleared in
such auctions).

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

4. The shortages in meeting the minimum requirement within the constrained zones and the
shortage in meeting the total obligation are first calculated. The shortage in the unconstrained
area is calculated as the total shortage less shortages in constrained zones and excesses in
constrained zones (the shortage is zero if this is a negative number). The Capacity Deficiency
Charge is charged to the shortage in each zone and in the unconstrained area separately. This
procedure is used to allow the use of capacity excesses from constrained zones to reduce
shortage in the unconstrained area and to disallow the use of capacity excess from unconstrained
area to reduce shortage in constrained zones.

5. The shortages in meeting the Minimum Annual Resource Requirement and the Minimum
Extended Summer Resource Requirement associated with the FRR Entity’s capacity obligation
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are calculated separately. The applicable penalty rate is calculated for Annual Resources,
Extended Summer Demand Resources, and Limited Resources as (1.20 times the Capacity
Resource Clearing Price resulting from all RPM Auctions for such Delivery Year for the LDA
encompassing such Zone, weight-averaged for the Delivery Year based on the prices established
and quantities cleared in such auctions).
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G. Capacity Resource Performance

Any Capacity Resource committed by an FRR Entity in an FRR Capacity Plan for a Delivery
Year shall be subject during such Delivery Year to the charges set forth in sections 7, 9, 10, 11,
and 13 of Attachment DD to the PJM Tariff; provided, however, the Daily Deficiency Rate
under sections 7, 9, and 13 thereof shall be 1.20 times the Capacity Resource Clearing Price
resulting from all RPM Auctions for such Delivery Year for the LDA encompassing the Zone of
the FRR Entity, weight-averaged for the Delivery Year based on the prices established and
quantities cleared in such auctions), and the charge rates under section 10 thereof, shall be the
Capacity Resource Clearing Price resulting from the RPM Auctions for the Delivery Year for the
LDA encompassing the Zone of the FRR Entity, weight-averaged as described above. An FRR
Entity shall have the same opportunities to cure deficiencies and avoid or reduce associated
charges during the Delivery Year that a Market Seller has under Sections 7, 9, and 10 of
Attachment DD to the PJM Tariff. An FRR Entity may cure deficiencies and avoid or reduce
associated charges prior to the Delivery Year by procuring replacement Unforced Capacity
outside of any RPM auction and committing such capacity in its FRR Capacity Plan.
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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.

2.1JA Annual Demand Resour ce

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

2.1B Annual Resource

“Annua Resource’ shall mean a Generation Capacity Resource, an Energy Efficiency
Resource or an Annual Demand Resource.

2.1C Annual Resource Price Adder

“Annual Resource Price Adder” shall mean an addition to the marginal value of Unforced
Capacity and the Extended Summer Resource Price Adder as necessary to reflect the
price of Annual Resources required to meet the applicable Minimum Annual Resource
Requirement.

2.1D Annual Revenue Rate

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

2.2 Avoidable Cost Rate

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

2.3 BaselLoad 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 PIM Manuals.

24  Base Offer Segment

“Base Offer Segment” shall mean a component of a Sell Offer based on an existing
Generation Capacity Resource, equal to the Unforced Capacity of such resource, as

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

25 BaseResidual Auction

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

2.6 Buy Bid

“Buy Bid” shall mean abid to buy Capacity Resourcesin any 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.

2.8  Capacity Emergency Transfer Limit

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

29  Capacity Emergency Transfer Objective

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

29A Capacity Export Transmission Customer

“Capacity Export Transmission Customer” shall mean a customer taking point to point
transmission service under Part Il of this Tariff to export capacity from a generation
resource located in the PIM Region that is delisted from Capacity Resource status as
described in section 5.6.6(d).

210 Capacity Market Buyer

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

211 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
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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
Aqgreement.

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, alocated 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.

2.14A Conditional Incremental Auction

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

215 CONE Area

“CONE Area’ shal mean the areas listed in section 5.10(a)(iv)(A) and any LDAS
established as CONE Areas pursuant to section 5.10(a)(iv)(B).

216 Cost of New Entry

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

2.17 Dalily Deficiency Rate

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

2.18 Daily Unforced Capacity Obligation
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“Dally 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.

219 Ddlivery Year

Delivery Year shal mean 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
Aqgreement.

2.21 Demand Resour ce Factor

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

2.22 Demand Resource Provider

“Demand Resource Provider” shall mean a PIM Member that has the capability to reduce
load, or that aggregates customers capable of reducing load. The Demand Resource
Provider shall notify the Office of the Interconnection whether such load reduction is
provided by a Limited Demand Resource, Extended Summer Demand Resource or an
Annua Demand Resource. 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 Limited Demand Resource, Extended Summer Demand Resource, or
Annual Demand Resource.

223 EFORd

“EFORd” shall have the meaning specified in the PIM Reliability Assurance Agreement.
2.24  Energy Efficiency Resource

“Energy Efficiency Resource” shall have the meaning specified in the PIM Réiability
Assurance Agreement.

2.24A Extended Summer Demand Resource

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

2.24B Extended Summer Resource Price Adder
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“Extended Summer Resource Price Adder” shall mean an addition to the margina vaue
of Unforced Capacity as necessary to reflect the price of Annual Resources and Extended
Summer Demand Resources required to meet the applicable Minimum Extended Summer
Resource Requirement.

2.24C Extended Summer Demand Resour ce Reliability Tar get

“Extended Summer Demand Resource Reliability Target” for the PIM Region or an
LDA, shal mean the maximum amount of the combination of Extended Summer
Demand Resources and Limited Demand Resources in Unforced Capacity determined by
PIM to be consistent with the maintenance of reliability, stated in Unforced Capacity,
that shall be used to calculate the Minimum Annual Resource Requirement. As more
fully set forth in the PIM Manuals, PIM calculates the Extended Summer DR Réliability
Target, by first determining a reference annual loss of load expectation (“LOLE")
assuming no Demand Resources. The calculation for the unconstrained portion of the
PIM Region uses a daily distribution of loads under a range of weather scenarios (based
on the most recent load forecast and iteratively shifting the load distributions to result in
the Installed Reserve Margin established for the Delivery Y ear in question) and a weekly
capacity distribution (based on the cumulative capacity availability distributions
developed for the Installed Reserve Margin study for the Delivery Year in question). The
calculation for each relevant LDA uses a daily distribution of loads under a range of
weather scenarios (based on the most recent load forecast for the Delivery Year in
gquestion) and a weekly capacity distribution (based on the cumulative capacity
availability distributions developed for the Capacity Emergency Transfer Objective study
for the Delivery Year in question). For the relevant LDA calculation, the weekly
capacity distributions are adjusted to reflect the Capacity Emergency Transfer Limit for
the Delivery Y ear in question.

For both the PIM Region and LDA anayses, PIM then models the commitment of
varying amounts of DR (displacing otherwise committed generation) as interruptible
from May 1 through October 31 and unavailable from November 1 through April 30 and
calculates the LOLE at each DR level. The Extended Summer DR Reliability Target is
the DR amount, stated as a percentage of the unrestricted peak load, that produces no
more than a ten percent increase in the LOLE, compared to the reference value. The
Extended Summer Demand Resource Reiability Target shall be expressed as a
percentage of the forecasted peak load of the PIM Region or such LDA and is converted
to Unforced Capacity by multiplying [the reliability target percentage] times [the
Forecast Pool Requirement] times [the DR Factor] times [the forecasted peak |oad of the
PIJM Region or such LDA, reduced by the amount of load served under the FRR
Alternative].

225 [Reserved]

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

2.26A Final Zonal ILR Price
“Final Zonal ILR Price’ shall mean the Adjusted Zonal Capacity Price after the Second

Incremental Auction, less the amount paid in CTR credits per MW of load in the Zonein
which the ILR isto be certified.

2.27 First Incremental Auction

“First Incremental Auction” shall mean an Incremental Auction conducted 20 months
prior to the start of the Delivery Y ear to which it relates.

2.28 Forecast Pool Requirement

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

2.29 Forecast RTO ILR Obligation

“Forecast RTO ILR Obligation” shall mean, in unforced capacity terms, the ILR Forecast
for the PIM Region times the DR Factor, times the Forecast Pool Requirement, less the
Unforced Capacity of all Demand Resources committed in FRR Capacity Plans by all
FRR Entitiesin the PIM Region, for usein Delivery Y ears through May 31, 2012.

2.30 Forecast Zonal ILR Obligation

“Forecast Zonal ILR Obligation” shal mean, in unforced capacity terms, the ILR
Forecast for the Zone times the DR Factor, times the Forecast Pool Requirement, less the
Unforced Capacity of all Demand Resources committed in FRR Capacity Plans by all
FRR Entitiesin such Zone, for use in Delivery Y ears through May 31, 2012.

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 any Delivery Y ear ending on or before May 31, 2012, 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 Y ears under the Reliability Pricing Model, comparable data on
Active Load Management (as defined in the preexisting reliability assurance agreements)
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from up to five prior Planning Periods shall be substituted as necessary; and provided
further that, for transmission zones that were integrated into the PIM Region less than
five years prior to the conduct of the Base Residual Auction for the Delivery Y ear, 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 PIM Operating Agreement, may be an ILR Provider, provided it
obtains certification of itsload reduction capability as ILR.

2.34 Incremental Auction

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

() allowing Market Sellers that committed Capacity Resources in the Base
Residua Auction for a Deivery Year, which subsequently are determined to be
unavailable to deliver the committed Unforced Capacity in such Delivery Year (due to
resource retirement, resource cancellation or construction delay, resource derating,
EFORD increase, a decrease in the Nominated Demand Resource Value of a Planned
Demand Resource, delay or cancellation of a Qualifying Transmission Upgrade, or
similar occurrences) to submit Buy Bids for replacement Capacity Resources; and

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

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, or a
Capacity Transfer Right allocated to a Responsible Customer in accordance with
Schedule 12A of the Tariff.

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

2.36A Limited Demand Resource

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

2.36B Limited Demand Resour ce Reliability Target

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

2.37 Load Serving Entity (L SE)

“Load Serving Entity” or “LSE” shal have the meaning specified in the Reiability
Assurance Agreement.

2.38 Locational Deliverability Area (LDA)
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“Locational Deliverability Area’ or “LDA” shall mean a geographic area within the PIM
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

“Locationa Deéliverability Area Reliability Requirement” shall mean the projected
internal capacity in the Locational Deliverability Area plus the Capacity Emergency
Transfer Objective for the Delivery Year, as determined by the Office of the
Interconnection in connection with preparation of the Regional Transmission Expansion
Plan, less the minimum internal resources required for all FRR Entities in such
Locational Deliverability Area.

240 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.

241 Locational Reliability Charge

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

2.41A Locational UCAP

“Locational UCAP’ shall mean unforced capacity that a Member with available
uncommitted capacity sells in a bilateral transaction to a Member that previousy
committed capacity through an RPM Auction but now requires replacement capacity to
fulfill its RPM Auction commitment. The Locational UCAP Seller retains responsibility
for performance of the resource providing such replacement capacity.

2.41B Locational UCAP Seller

“Locational UCAP Seller” shall mean aMember that sells Locational UCAP.

2.41C Market Seller Offer Cap

“Market Seller Offer Cap” shall mean a maximum offer price applicable to certain
Market Sellers under certain conditions, as determined in accordance with section 6 of

Attachment DD and section I1.E of Attachment M - Appendix.

241D Minimum Annual Resource Requirement
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“Minimum Annual Resource Requirement” shall mean the minimum amount of capacity
that PIM will seek to procure from Annual Resources for the PIM Region and for each
Locational Deliverability Area for which the Office of the Interconnection is required
under section 5.10(a) of this Attachment DD to establish a separate VRR Curve for such
Delivery Year. For the PIM Region, the Minimum Annua Resource Requirement shall
be equal to the RTO Reliability Requirement minus [the Short-Term Resource
Procurement Target for the PIM Region in Unforced Capacity] minus [the Extended
Summer Demand Resource Reliability Target for the RTO in Unforced Capacity]. For an
LDA, the Minimum Annual Resource Requirement shall be equal to the LDA Reliability
Requirement minus [the Short-Term Resource Procurement Target for such LDA in
Unforced Capacity] minus [the LDA CETL] minus [the Extended Summer Demand
Resource Reliability Target for such LDA in Unforced Capacity]. The LDA CETL may
be adjusted pro rata for the amount of load served under the FRR Alternative.

241E Minimum Extended Summer Resource Requirement

“Minimum Extended Summer Resource Requirement” shall mean the minimum amount
of capacity that PIM will seek to procure from Extended Summer Demand Resources and
Annua Resources for the PIM Region and for each Locational Deliverability Area for
which the Office of the Interconnection is required under section 5.10(a) of this
Attachment DD to establish a separate VRR Curve for such Delivery Year. For the PIM
Region, the Minimum Extended Summer Resource Requirement shall be equal to the
RTO Reliability Requirement minus [the Short-Term Resource Procurement Target for
the RTO in Unforced Capacity] minus [the Limited Demand Resource Reliability Target
for the PIM Region in Unforced Capacity]. For an LDA, the Minimum Extended
Summer Resource Requirement shall be equal to the LDA Reliability Requirement minus
[the Short-Term Resource Procurement Target for the LDA in Unforced Capacity] minus
[the LDA CETL] minus [the Limited Demand Resource Reliability Target for such LDA
in Unforced Capacity]. The LDA CETL may be adjusted pro rata for the amount of load
served under the FRR Alternative.

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 PIM 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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2.43A Nominated Energy Efficiency Value

“Nominated Energy Efficiency Value’ shall mean the amount of load reduction that an
Energy Efficiency Resource commits to provide through installation of more efficient
devices or equipment or implementation of more efficient processes or systems.

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

245 Opportunity Cost

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

246 Peak-Hour 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 PIM Manuals, that the Reference Resource is dispatched in four distinct
blocks of four hours of continuous 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 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 hours in any given four-hour block, then the
Reference Resource shall be assumed not to be dispatched for such block.

247 Peak Season

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

248 Percentage Internal Resources Required

“Percentage Internal Resources Required” shall have the meaning specified in the
Reliability Assurance Agreement.
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2.49 Planned Demand Resource

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

250 Planned External Generation Capacity Resour ce

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

2.50A Planned Generation Capacity Resource

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

251 Planning Period

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

252 PJIM Region
“PJM Region” shall have the meaning specified in the Reliability Assurance Agreement.
253 PJIM Region Installed Reserve Margin

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

254 PJM Region Peak L oad Forecast

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

255 PJM Region Rdiability Requirement

“PJM Region Reliability Requirement” shall mean, for purposes of the Base Residual
Auction, the Forecast Pool Requirement multiplied by the Preliminary PIM Region Peak
Load Forecast, less the sum of all Preliminary Unforced Capacity Obligations of FRR
Entities in the PIM Region; and, for purposes of the Incremental Auctions, the Forecast
Pool Requirement multiplied by the updated PIM Region Peak Load Forecast, less the
sum of all updated Unforced Capacity Obligations of FRR Entitiesin the PIM Region.

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

257 Qualifying Transmission Upgrade

“Qualifying Transmission Upgrade’ shall mean a proposed enhancement or addition to
the Transmission System that: (a) will increase the Capacity Emergency Transfer Limit
into an LDA by a megawatt quantity certified by the Office of the Interconnection; (b)
the Office of the Interconnection has determined will be in service on or before the
commencement of the first Delivery Year for which such upgrade is the subject of a Sell
Offer in the Base Residua Auction; (c) is the subject of a Facilities Study Agreement
executed before the conduct of the Base Residual Auction for such Delivery Year and (d)
a New Service Customer is obligated to fund through a rate or charge specific to such
facility or upgrade.

258 Reference Resource

“Reference Resource” shall mean a combustion turbine generating station, configured
with two Genera Electric Frame 7FA turbines with inlet air cooling to 50 degrees,
Selective Catalytic Reduction technology, dual fuel capability, and a heat rate of 10,500
Mmbtu/ MWh.

259 Réliability 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.44.

2.60 Reliability Pricing Model Auction

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

2.61 Resource Substitution Charge

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

2.61A Scheduled Incremental Auctions

“Scheduled Incremental Auctions’ shall refer to the First, Second, or Third Incrementa
Auction.

2.62 Second Incremental Auction
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“Second Incremental Auction” shall mean an Incremental Auction conducted ten months
before the Delivery Y ear to which it relates.

2.63 Sdl Offer

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

2.64 [Reserved for Future Usg]
265 Sdf-Supply

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

2.65A Short-Term Resour ce Procurement Target

“Short-Term Resource Procurement Target” shall mean, as to the PIM Region, for
purposes of the Base Residual Auction, 2.5% of the PIM Region Reliability Requirement
determined for such Base Residual Auction, for purposes of the First Incremental
Auction, 2% of the of the PIM Region Reliability Requirement as calculated at the time
of the Base Residual Auction; and, for purposes of the Second Incremental Auction, 1.5%
of the of the PIM Region Reliability Requirement as calculated at the time of the Base
Residual Auction; and, as to any Zone, an alocation of the PIM Region Short-Term
Resource Procurement Target based on the Preliminary Zona Forecast Peak Load,
reduced by the amount of load served under the FRR Alternative. For any LDA, the
LDA Short-Term Resource Procurement Target shall be the sum of the Short-Term
Resource Procurement Targets of al Zonesin the LDA.

2.65B Short-Term Resour ce Procurement Target Applicable Share

“Short-Term Resource Procurement Target Applicable Share” shall mean: (i) for the PIM
Region, as to the First and Second Incremental Auctions, 0.2 times the Short-Term
Resource Procurement Target used in the Base Residual Auction and, as to the Third
Incremental Auction for the PIM Region, 0.6 times such target; and (ii) for an LDA, asto
the First and Second Incremental Auctions, 0.2 times the Short-Term Resource
Procurement Target used in the Base Residual Auction for such LDA and, asto the Third
Incremental Auction, 0.6 times such target.
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2.66 Third Incremental Auction

“Third Incremental Auction” shal mean an Incremental Auction conducted three months
before the Delivery Y ear to which it relates.

2.67 Transtion Adder

“Transition Adder” shall mean a component of a Sell Offer permitted for certain Capacity
Market Sellersfor the Transition Period, as set forth in section 17.

2.68 Transition Period

“Transition Period” shall mean the four-year period consisting of the Delivery Years
commencing June 1, 2007, June 1, 2008, June 1, 2009, and June 1, 2010.

2.69 Unforced Capacity

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

2.69A Updated VRR Curve

“Updated VRR Curve’ shall mean the Variable Resource Requirement Curve as defined
in section 5.10(a) of this Attachment for use in the Base Residual Auction of the relevant
Delivery Y ear, updated to reflect the Short-term Resource Procurement Target applicable
to the relevant Incremental Auction and any change in the Reliability Requirement from
the Base Residual Auction to such Incremental Auction.

2.69B Updated VRR Curve Increment
“Updated VRR Curve Increment” shall mean the portion of the Updated VRR Curve to
the right of a vertical line at the level of Unforced Capacity on the x-axis of such curve

equal to the net Unforced Capacity committed to the PIM Region as a result of al prior
auctions conducted for such Delivery Y ear.

2.69C Updated VRR Curve Decrement

“Updated VRR Curve Decrement” shall mean the portion of the Updated VRR Curve to
the left of a vertical line at the level of Unforced Capacity on the x-axis of such curve
egual to the net Unforced Capacity committed to the PIM Region as aresult of all prior
auctions conducted for such Delivery Y ear.

2.70 Variable Resource Requirement Curve
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“Variable Resource Requirement Curve’ shall mean a series of maximum prices that can
be cleared in a Base Residua 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 PIM Region and 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 Capacity and satisfy Locational Deliverability Requirements for the
LDA or LDAs associated with such Zone. If the Zone contains multiple LDAS with
different Capacity Resource Clearing Prices, the Zonal Capacity Price shall be aweighted
average of the Capacity Resource Clearing Prices for such LDAS, weighted by the
Unforced Capacity of Capacity Resources cleared in each such LDA.
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3. RESPONSIBILITIESOF THE OFFICE OF THE INTERCONNECTION
3.1  Support for Self-Supply and Bilateral Transactions
The Office of the Interconnection shall:

@ support electronic tools to facilitate communication by Market Sellers and
Market Buyers of information to the Office of the Interconnection concerning Self-
Supply arrangements,

(b) support an electronic bulletin board providing a forum for prospective
buyers and sellers to transact Capacity Resources outside the Reliability Pricing Model
Auctions, including Locationa UCAP transactions (including mechanisms to allow
prospective Sellers with partial-year resources to explore voluntary opportunities to
combine their resources such that they can be offered together for a full Delivery Y ear)
and support electronic tools to report bilateral capacity transactions between Market
Participants to the Office of the Interconnection, in accordance with procedures set forth
in the PIM Manuals; and

(© define one or more capacity trading hubs and determine and publicize
values for such hubs based on the capacity prices determined for one or more Locational
Deliverahility Areas, in accordance with the PIM Manuals.

3.2 Administration of the Base Residual Auction and I ncremental Auctions

The Office of the Interconnection shall conduct and administer the Base Residual
Auction and Incremental Auctions in accordance with this Attachment, the Operating
Agreement, and the Reliability Assurance Agreement. Administration of the Base
Residual Auction and Incremental Auctions shall include, but not be limited to, the
following:

a) Determining the qualification of entities to become Capacity Market
Sellers and Capacity Market Buyers;

b) Determining PIJM Region Peak Load Forecasts and Locational
Deliverability Area Reliability Requirements;

C) Determining the Minimum Annual Resource Regquirements and the
Minimum Extended Summer Resource Requirements for the PIM Region and applicable
LDAsfor Delivery Y ears starting June 1, 2014;

d) Determining ILR Forecasts for Delivery Y ears through May 31, 2012;

€) Determining the need, if any, for a Conditiona Incremental Auction and
providing appropriate prior notice of any such auction
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f) Calculating the EFORd for each Generation Capacity Resource in the PIM
Region to be used in the Third Incremental Auction;

0) Receiving Buy Bids and Sell Offers, determining Locational
Deliverability Requirements and Variable Resource Requirement Curves, and
determining the clearing price that reflects al such inputs;

h) Conducting settlements for auction transactions, including but not limited
to rendering bills to, receiving payments from, and disbursing payments to, participants
in Base Residual Auctions and Incremental Auctions.

i) Maintaining such records of Sell Offers and Buy Bids, clearing price
determinations, and other aspects of auction transactions, as may be appropriate to the
administration of Base Residual Auctions and Incremental Auctions; and

) Posting of selected non-confidential data used in Reliability Pricing Model
Auctions to calculate clearing prices and other auction results, as appropriate to inform
market participants of auction conditions.

3.3 Recordsand Reports

The Office of the Interconnection shall prepare and maintain such records as are required
for the administration of the Base Residual Auction and Incremental Auctions. For each
auction conducted, the Office of the Interconnection shall, consistent with section 18.17
of the Operating Agreement, publish the following: (i) Zonal Capacity Prices for each
LDA; (ii) Capacity Resource Clearing Prices for each LDA; (iii) Locational Price
Adders; (iv) the total megawatts of Unforced Capacity that cleared; and (v) such other
auction data as may be appropriate to the efficient and competitive conduct of the Base
Residual Auction and Incremental Auctions. Such information shall be available on the
PIM internet site through the end of the Delivery Y ear to which such auctions apply.

34  Counterparty

@ PIM Settlement shall be the Counterparty to the transactions arising from the
clered Base Resdua Auctions and Incremental Auctions, provided, however,
PIM Settlement shall not be a contracting party to (i) any bilateral transactions between
Market Participants, or (ii) with respect to Self-Supply for which designation of Self-Supply
has been reported to the Office of the Interconnection.

(b) Charges. PIMSettlement shal be the Counterparty with respect to the
obligationsto pay, and the payment of, charges pursuant to this Attachment DD.
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5.10 Auction Clearing Requirements

The Office of the Interconnection shall clear each Base Residual Auction and Incremental
Auction for aDélivery Y ear in accordance with the following:

a) Variable Resource Requirement Curve

The Office of the Interconnection shall determine V ariable Resource Requirement Curves
for the PIM Region and for such Locational Deliverability Areas as determined
appropriate in accordance with subsection (a)(iii) for such Delivery Year to establish the
level of Capacity Resources that will provide an acceptable level of reliability consistent
with the Reliability Principles and Standards. It is recognized that the variable resource
requirement reflected in the Variable Resource Requirement Curve can result in an
optimized auction clearing in which the level of Capacity Resources committed for a
Delivery Year exceeds the PIM Region Reliability Requirement (less the Forecast RTO
ILR Obligation for Delivery Years through May 31, 2012, or less the Short-Term
Resource Procurement Target for Delivery Y ears thereafter) or Locational Deliverability
Area Reliability Requirement (less the Forecast Zonal ILR Obligation for Delivery Y ears
through May 31, 2012, or less the Short-Term Resource Procurement Target for Delivery
Y ears thereafter for the Zones associated with such LDA) for such Delivery Year. For
any auction, the Updated Forecast Peak Load, and Short-Term Resource Procurement
Target applicable to such auction, shall be used.

i) Methodology to Establish the Variable Resource Requirement
Curve

Prior to the Base Residual Auction, in accordance with the schedule in the PIM Manuals,
the Office of the Interconnection shall establish the Variable Resource Requirement
Curve for the PIM Region as follows:

. Each Variable Resource Requirement Curve shall be plotted on a
graph on which Unforced Capacity is on the x-axis and price is on
the y-axis;

. The Variable Resource Requirement Curve for the PIM Region
shall be plotted by first combining (i) a horizontal line from the y-
axis to point (1), (ii) a straight line connecting points (1) and (2),
(iii) a straight line connecting points (2) and (3), and (iv) a vertical
line from point (3) to the x-axis, where:

. For point (1), price equals: [1.5 times (the Cost of New
Entry minus the Net Energy and Ancillary Service Revenue
Offset)] divided by (one minus the pool-wide average
EFORd) and Unforced Capacity equals: [the PIM Region
Reliability Requirement multiplied by (100% plus the
approved PIM Region Installed Reserve Margin (“IRM”)%
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i)

minus 3%) divided by (100% plus IRM%)] minus the
Forecast RTO ILR Obligation for Delivery Years through
May 31, 2012 or less the Short-Term Resource
Procurement Target for Delivery Y ears thereafter;

. For point (2), price equals. (the Cost of New Entry minus
the Net Energy and Ancillary Service Revenue Offset)
divided by (one minus the pool-wide average EFORd) and
Unforced Capacity equals. [the PIM Region Reliability
Requirement multiplied by (100% plus IRM% plus 1%)
divided by (100% plus IRM%)] minus the Forecast RTO
ILR Obligation for Delivery Y ears through May 31, 2012
or less the Short-Term Resource Procurement Target for
Delivery Y ears thereafter; and

. For point (3), price equas [0.2 times (the Cost of New
Entry minus the Net Energy and Ancillary Service Revenue
Offset)] divided by (one minus the pool-wide average
EFORd) and Unforced Capacity equals: [the PIM Region
Reliability Requirement multiplied by (100% plus IRM%
plus 5%) divided by (100% plus IRM%)] minus the
Forecast RTO ILR Obligation for Delivery Years through
May 31, 2012 or less the Short-Term Resource
Procurement Target for Delivery Y ears thereafter;

For any Dédivery Year, the Office of the Interconnection shall

establish a separate Variable Resource Requirement Curve for each LDA for which:

A)

B)

C)

the Capacity Emergency Transfer Limit is less than 1.15 times the
Capacity Emergency Transfer Objective, as determined by the
Office of the Interconnection in accordance with NERC and
Applicable Regional Reliability Council guidelines; or

such LDA had a Locationa Price Adder in any one or more of the
three immediately preceding Base Residual Auctions; or

such LDA is determined in a preliminary analysis by the Office of
the Interconnection to be likely to have a Locational Price Adder,
based on historic offer price levels; provided however that for the
Base Residual Auction conducted for the Delivery Year
commencing on June 1, 2012, the EMAAC, SWMAAC and
MAAC LDAs shall employ separate Variable Resource
Requirement Curves regardless of the outcome of the above three
tests, and provided further that the Office of the Interconnection
may establish a separate Variable Resource Requirement Curve for
an LDA not otherwise qualifying under the above three tests if it
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finds that such is required to achieve an acceptable level of
reliability consistent with the Reliability Principles and Standards,
in which case the Office of the Interconnection shall post such
finding, such LDA, and such Variable Resource Requirement
Curve on its internet site no later than the March 31 last preceding
the Base Residual Auction for such Delivery Year. The same
process as set forth in subsection (a)(i) shall be used to establish
the Variable Resource Requirement Curve for any such LDA,
except that the Locational Deéliverability Area Reliability
Requirement for such LDA shall be substituted for the PIM Region
Reliability Requirement and the LDA Short-Term Resource
Procurement Target shall be substituted for the PIM Region Short-
Term Resource Procurement Target. For purposes of calculating
the Capacity Emergency Transfer Limit under this section, all
generation resources located in the PIM Region that are, or that
qualify to become, Capacity Resources, shall be modeled at their
full capacity rating, regardless of the amount of capacity cleared
from such resource for the immediately preceding Delivery Year.

iii) Procedure for ongoing review of Variable Resource Requirement
Curve shape.

Beginning no later than for the Delivery Year that commences June 1, 2015, and
continuing no later than for every third Delivery Year thereafter, the Office of the
Interconnection shall perform a review of the shape of the Variable Resource
Requirement Curve, as established by the requirements of the foregoing subsection. Such
analysis shall be based on simulation of market conditions to quantify the ability of the
market to invest in new Capacity Resources and to meet the applicable reliability
requirements on a probabilistic basis. Based on the results of such review, PIM shall
prepare a recommendation to either modify or retain the existing Variable Resource
Requirement Curve shape. The Office of the Interconnection shal post the
recommendation and shall review the recommendation through the stakeholder process to
solicit stakeholder input. If a modification of the Variable Resource Requirement Curve
shape is recommended, the following process shall be followed:

A) If the Office of the Interconnection determines that the
Variable Resource Requirement Curve shape should be
modified, Staff of the Office of the Interconnection shall
propose a new Variable Resource Requirement Curve
shape on or before September 1, prior to the conduct of the
Base Residua Auction for the first Delivery Year in which
the new values would be applied.

B) The PIM Members shall review the proposed modification
to the Variable Resource Requirement Curve shape.
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C)

D)

The PIM Members shall either vote to endorse the
proposed modification, to propose alternate modifications
or to recommend no modification by October 31, prior to
the conduct of the Base Residua Auction for the first
Delivery Y ear in which the new values would be applied.

The PIM Board of Managers shall consider a proposed
modification to the Variable Resource Requirement Curve
shape, and the Office of the Interconnection shall file any
approved modified Variable Resource Requirement Curve
shape with the FERC by December 1, prior to the conduct
of the Base Residual Auction for the first Delivery Year in
which the new values would be applied.

Cost of New Entry

A)

For the Delivery Year commencing on June 1, 2012, and
continuing thereafter unless and until changed pursuant to
subsection (B) below, the Cost of New Entry for the PIM
Region shall be $112,868 per MW-year. The Cost of New
Entry for each LDA shal be determined based upon the
Transmission Owner zones that comprise such LDA, as
provided in the table below. If an LDA combines
transmission zones with differing Cost of New Entry
values, the lowest such value shall be used.
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Geographic Location Within the Cost of New Entry
PJM Region Encompassing These in ¥MW-Y ear
Zones

PS, JCP&L, AE, PECO, DPL, RECO | 122,040
(“CONE Areal”)

BGE, PEPCO (“CONE Area 2") 112,868

AEP, Dayton, ComEd, APS, DQL | 115,479
(“CONE Area 3")

PPL, MetEd, Penelec (“CONE Area| 112,868
)

Dominion (“CONE Area5") 112,868

(B) Beginning with the 2013-2014 Delivery Year, the CONE
shall be adjusted to reflect changes in generating plant
construction costs based on changes in the Applicable H-W
Index, in accordance with the following:

(1) TheApplicable H-W Index for any Delivery Y ear shall be the most
recently published twelve-month change, at the time CONE values are required to be
posted for the Base Residual Auction for such Delivery Year, in the Tota Other
Production Plant Index shown in the Handy-Whitman Index of Public Ultility
Construction Costs for the North Atlantic Region for purposes of CONE Areas 1, 2, and
4, for the North Central Region for purposes of CONE Area 3, and for the South Atlantic
Region for purposes of CONE Area5.

2 The CONE in a CONE Area shal be adjusted prior to the Base
Residual Auction for each Delivery Year by applying the Applicable H-W Index for
such CONE Areato the Benchmark CONE for such CONE Area.

(©)) The Benchmark CONE for a CONE Area shall be the CONE used
for such CONE Areain the Base Residual Auction for the prior Delivery Y ear.

4) Notwithstanding the foregoing, CONE values for any CONE Area
for any Delivery Y ear shall be subject to amendment pursuant to appropriate filings with
FERC under the Federa Power Act, including, without limitation, any filings resulting
from the process described in section 5.10(a)(vii)(C) or any filing to establish new or
revised CONE Areas.

V) Net Energy and Ancillary Services Revenue Offset
(A)  The Office of the Interconnection shall determine the Net
Energy and Ancillary Services Revenue Offset each year

for the PIM Region as (A) the annual average of the
revenues that would have been received by the Reference
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Resource during a period of three consecutive calendar
years preceding the time of the determination, based on (1)
the heat rate and other characteristics of such Reference
Resource; (2) fuel prices reported during such period at an
appropriate pricing point for the PIM Region with a fuel
transmission adder appropriate for such region, as set forth
in the PIM Manuals, assumed variable operation and
maintenance expenses for such resource of $6.47 per MWh,
and actual PIM hourly average Locational Marginal Prices
recorded in the PIM Region during such period; and (3) an
assumption that the Reference Resource would be
dispatched on a Peak-Hour Dispaich basis, plus (B)
ancillary service revenues of $2,199 per MW-year.

Energy and Ancillary Market Revenue Offset each year for
each sub-region of the PIM Region for which the Cost of
New Entry is determined, as identified above, using the
same procedures and methods as set forth in the previous
subsection; provided, however, that: (1) the average hourly
LMPs for the transmission zone in which such resource
was assumed to be installed for purposes of the CONE
estimate (as specified in the PIM Manuals) shall be used in
place of the PIM Region average hourly LMPs; (2) if such
sub-region was not integrated into the PIM Region for the
entire applicable period, then the offset shall be calculated
using only those whole caendar years during which the
sub-region was integrated; and (3) a posted fuel pricing
point in such sub-region, if available, and (if such pricing
point is not available) afuel transmission adder appropriate
to each assumed Cost of New Entry location from an
appropriate PIM Region pricing point shall be used for
each such sub-region.

Vi) Adjustment to Net Energy and Ancillary Services Revenue Offset

Beginning with the Base Residual Auction scheduled for May 2010, the Net Energy and
Ancillary Services Revenue Offset for a CONE Area shall be adjusted following any
Delivery Year during which Scarcity Pricing was effective in such CONE Area pursuant
to the Scarcity Pricing provisions of section 6A of Schedule 1 to the PIM Operating
Agreement. Following each Delivery Y ear, the Scarcity Pricing revenues the Reference
Resource in each CONE Area would have received during such Delivery Year shall be
calculated based on the assumed heat rate and other characteristics of the Reference
Resource, assumed Peak-Hour Dispatch, and the actua locational marginal prices and
actual fuel prices during the Delivery Y ear for the applicable location, which shall be the
transmission zone in which such resource was assumed to be installed for purposes of the
estimate of CONE applicable to such CONE Area. The Scarcity Pricing revenues so
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determined shall be subtracted from the Net CONE otherwise calculated for such CONE
Area for use in the Base Residual Auction next occurring after the Delivery Year in
which Scarcity Pricing was effective in such CONE Area

vii)  Process for Establishing Parameters of Variable Resource

Requirement Curve

A)

B)

C)

The parameters of the Variable Resource Requirement
Curve will be established prior to the conduct of the Base
Residual Auction for a Delivery Year and will be used for
such Base Residua Auction.

The Office of the Interconnection shall determine the PIM
Region Reliability Requirement and the Locational
Deliverability Area Reliability Requirement for each
Locational Deliverability Area for which a Variable
Resource Requirement Curve has been established for such
Base Residual Auction on or before February 1, prior to the
conduct of the Base Residual Auction for the first Delivery
Year in which the new values will be applied, in
accordance with the Reliability Assurance Agreement.

Beginning no later than for the Delivery Year that
commences June 1, 2015, and continuing no later than for
every third Delivery Year thereafter, the Office of the
Interconnection shall review the calculation of the Cost of
New Entry for each CONE Area.

1) If the Office of the Interconnection determines that
the Cost of New Entry values should be modified,
the Staff of the Office of the Interconnection shall
propose new Cost of New Entry values on or before
September 1, prior to the conduct of the Base
Residual Auction for the first Delivery Year in
which the new values would be applied.

2) The PIM Members shall review the proposed
values.

3) The PIM Members shall either vote to endorse the
proposed values or propose aternate values by
October 31, prior to the conduct of the Base
Residual Auction for the first Delivery Year in
which the new values would be applied.
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4) The PIM Board of Managers shall consider Cost of
New Entry values, and the Office of the
Interconnection shall file any approved modified
Cost of New Entry values with the FERC by
December 1, prior to the conduct of the Base
Residual Auction for the first Delivery Year in
which the new values would be applied.

D) Beginning no later than for the Delivery Year that
commences June 1, 2015, and continuing no later than for
every third Delivery Year thereafter, the Office of the
Interconnection shall review the methodology set forth in
this Attachment for determining the Net Energy and
Ancillary Services Revenue Offset for the PIM Region and
for each Zone.

1) If the Office of the Interconnection determines that
the Net Energy and Ancillary Services Revenue
Offset methodol ogy should be modified, Staff of the
Office of the Interconnection shall propose a new
Net Energy and Ancillary Services Revenue Offset
methodology on or before September 1, prior to the
conduct of the Base Residual Auction for the first
Delivery Year in which the new methodology
would be applied.

2) The PIM Members shall review the proposed
methodol ogy.

3) The PIM Members shall either vote to endorse the
proposed methodology or propose an alternate
methodology by October 31, prior to the conduct of
the Base Residual Auction for the first Delivery
Year in which the new methodology would be

applied.

4) The PIM Board of Managers shall consider the Net
Revenue Offset methodology, and the Office of the
Interconnection shall file any approved modified
Net Energy and Ancillary Services Revenue Offset
values with the FERC by December 1, prior to the
conduct of the Base Residual Auction for the first
Delivery Year in which the new values would be

applied.

b) Locational Requirements
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The Office of Interconnection shall establish locational requirements prior to the Base
Residual Auction to quantify the amount of Unforced Capacity that must be committed in
each Locational Deliverability Area, in accordance with the PIM Reliability Assurance
Aqgreement.

C) Minimum Annual Resource Requirements

Prior to the Base Residual Auction and each Incremental Auction for each Delivery Y ear,
beginning with the Delivery Year that starts on June 1, 2014, the Office of the
Interconnection shall establish the Minimum Annual Resource Requirement and the
Minimum Extended Summer Resource Requirement for the PIM Region and for each
Locational Deliverability Area for which the Office of the Interconnection is required
under section 5.10(a) of this Attachment DD to establish a separate VRR Curve for such
Delivery Year. .

d) Preliminary PIM Region Peak Load Forecast for the Delivery Y ear
The Office of the Interconnection shall establish the Preliminary PIM Region Load
Forecast for the Delivery Y ear in accordance with the PIM Manuals by February 1, prior
to the conduct of the Base Residual Auction for such Delivery Y ear.

€) Updated PIM Region Peak Load Forecasts for Incremental Auctions
The Office of the Interconnection shall establish the updated PIM Region Peak Load

Forecast for a Delivery Y ear in accordance with the PIM Manuals by February 1, prior to
the conduct of the First, Second, and Third Incremental Auction for such Delivery Y ear.
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5.11 Posting of Information Relevant to the RPM Auctions

a) In accordance with the schedule provided in the PIM Manuals, PIM will
post the following information for a Delivery Y ear prior to conducting the Base Residual
Auction for such Delivery Y ear:

)] The Preliminary PIM Region Peak Load Forecast (for the PIM
Region, and allocated to each Zone) and, for Delivery Y ears through May 31, 2012, the
ILR Forecast by Locational Deliverability Area;

i) The PIM Region Installed Reserve Margin, the Pool-wide average
EFORd, and the Forecast Pool Requirement;

iii)  The Demand Resource Factor;

iv) The PIM Region Reliability Requirement, and the Variable
Resource Requirement Curve for the PIM Region;

V) The Locational Deliverability Area Reliability Requirement and
the Variable Resource Requirement Curve for each Locational Deliverability Area for
which a separate Variable Resource Requirement Curve has been established for such
Base Residual Auction, and the CETO and CETL values for al Locational Deliverability
Aress;

Vi) For Delivery Years starting with June 1, 2014, the Minimum
Annual Resource Requirement and the Minimum Extended Summer Resource
Reguirement for the PIM Region and for each Locational Deliverability Area for which
PIM is required under section 5.10(a) of this Attachment DD to establish a separate VRR
Curvefor such Delivery Year;

vii)  Any Transmission Upgrades that are expected to be in service for
such Delivery Year, provided that a Transmission Upgrade that is Backbone
Transmission satisfies the project devel opment milestones set forth in section 5.11A;

viii)  The bidding window time schedule for each auction to be
conducted for such Delivery Y ear;

iX) The Net Energy and Ancillary Services Revenue Offset values for
the PIM Region for use in the Variable Resource Requirement Curves for the PIM
Region and each Locational Deliverability Area for which a separate Variable Resource
Requirement Curve has been established for such Base Residual Auction; and

X) The results of the Preliminary Market Structure Screen in
accordance with section 6.2(a).
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b) The information listed in (a) will be posted and applicable for the First,
Second, Third, and Conditional Incremental Auctions for such Delivery Year, except to
the extent updated as required by other provisions of this Tariff.

C) In accordance with the schedule provided in the PIM Manuals, PIM will
post the Final PIM Region Peak Load Forecast and the allocation to each zone of the
obligation resulting from such final forecast, following the completion of the find
Incremental Auction (including any Conditional Incremental Auction) conducted for such
Delivery Y ear;

d) In accordance with the schedule provided in the PIM Manuals, PIM 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 Y ear.

€) After conducting the Reliability Pricing Model Auctions, PIM will post
the results of each auction as soon thereafter as possible. The posted results shall include
graphical supply curves that are (a) provided for the entire PIM Region, (b) provided for
any Locationa Deliverability Areafor which there are four (4) or more suppliers, and (c)
developed using a formulaic approach to smooth the curves using a statistical technique
that fits a smooth curve to the underlying supply curve data while ensuring that the point
of intersection between supply and demand curvesis at the market clearing price.

If PIM discovers an error in the initial posting of auction results for a particular
Reliability Pricing Model Auction, it shall notify Market Participants of the error as soon
as possible after it is found, but in no event later than 5:00 p.m. of the fifth business day
following the initia publication of the results of the auction. After this initia
notification, if PIM determines it is necessary to post modified results, it shall provide
notification of itsintent to do so, together with all available supporting documentation, by
no later than 5:00 p.m. of the seventh business day following the initial publication of the
results of the auction. Thereafter, PIM must post on its Web site any corrected auction
results by no later than 5:00 p.m. of the tenth business day following the initial
publication of the results of the auction. Should any of the above deadlines pass without
the associated action on the part of the Office of the Interconnection, the originally posted
results will be considered final. Notwithstanding the foregoing, the deadlines set forth
above shall not apply if the referenced auction results are under publicly noticed review
by the FERC.
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5.12 Conduct of RPM Auctions

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

a) Base Residual Auction

For each Base Residua Auction, the optimization agorithm shall consider:

. all Sell Offers submitted in such auction;

. the Variable Resource Requirement Curves for the PIM Region and each
LDA,;

. any constraints resulting from the Locational Deliverability Requirement;

o for Delivery Years starting with June 1, 2014, the Minimum Annual
Resource Requirement and the Minimum Extended Summer Resource
Reguirement for the PIM Region and for each Locational Deliverability
Areafor which a separate VRR Curveisrequired by section 5.10(a) of this
Attachment DD;

. the PIM Region Reliability Requirement, minus, for Deivery Years
through May 31, 2012, the Forecast RTO ILR Obligation and, for
Delivery Years thereafter, minus the Short-Term Resource Procurement
Target.

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

b) Scheduled Incremental Auctions
For purposes of a Scheduled Incremental Auction, the optimization algorithm shall consider:

. The PIM Region Reliability Requirement, less the Forecast RTO ILR Obligation
or Short-term Resource Procurement Target, as applicable;

) Updated LDA Reliability Requirements taking into account any updated Capacity
Emergency Transfer Objectives;

) the Capacity Emergency Transfer Limit used in the Base Residual Auction, or any
updated value resulting from a Conditional Incremental Auction;

) For each LDA, such LDA’s updated Reliability Requirement, less the Forecast
LDA ILR Obligation or Short-Term Resource Procurement Target, as applicable;

) for Delivery Years starting with June 1, 2014, the Minimum Annual Resource
Requirement and the Minimum Extended Summer Resource Requirement for the
PIM Region and for each LDA for which PIM is required to establish a separate
VRR Curve for the Base Residual Auction for the relevant Delivery Y ear;

o A demand curve consisting of the Buy Bids submitted in such auction and, if
indicated for use in such auction in accordance with the provisions below, the
Updated VRR Curve Increment;
. The Sell Offers submitted in such auction; and
. The Unforced Capacity previously committed for such Delivery Y ear.
() When the requirement to seek additional resource commitments in a
Scheduled Incremental Auction istriggered by section 5.4(c)(2) of this Attachment, the Office of

the Interconnection shall employ in the clearing of such auction the Updated VRR Curve
Increment.
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(i)  When the requirement to seek additional resource commitments in a
Scheduled Incremental Auction is triggered by section 5.4(c)(1) of this Attachment, and the
conditions stated in section 5.4(c)(2) do not apply, the Office of the Interconnection shall employ
in the clearing of such auction a portion of the Updated VRR Curve Increment extending right
from the left-most point on that curve in a megawatt quantity equal to (A) the Short-Term
Resource Procurement Target Applicable Share for such auction plus (B) the difference between
the updated PIM Region Reliability Requirement or updated LDA Reliability Requirement and,
respectively, the PIM Region Reliability Requirement, or LDA Reliability Requirement, utilized
in the most recent prior auction conducted for such Delivery Year plus any amount required by
section 5.4(c)(2)(ii).

(iii)  When the possible need to seek agreements to release capacity
commitments in any Scheduled Incremental Auction is indicated for the PIM Region or any
LDA by section 5.4(c)(3)(i) of this Attachment, the Office of the Interconnection first shall
subtract such auction’s Short-Term Resource Procurement Target Applicable Share for such
region or LDA from the difference between (A) the Reliability Requirement for such region or
LDA utilized in the most recent prior auction conducted for the Delivery Year and (B) the
updated Reliability Requirement for such region or LDA, plus (C) any capacity sell-back amount
determined by PIJM to be required for the PIM Region or such LDA by section 5.4(c)(3)(ii) of
this Attachment; provided, however, that the amount sold in total for al LDAs and the PIM
Region related to a delay in a Backbone Transmission upgrade may not exceed the amounts
purchased in total for all LDAs and the PIM Region related to a delay in a Backbone
Transmission upgrade. If the result of that subtraction is a negative quantity, the Office of the
Interconnection shall employ in the clearing of such auction a portion of the Updated VRR
Curve Increment extending right from the left-most point on that curve in a megawatt amount
equal to that negative quantity defined above, to seek to procure such quantity. If the result of
such subtraction is a positive quantity, the Office of the Interconnection shal employ in the
clearing of the auction a portion of the Updated VRR Curve Decrement, extending and
ascending to the left from the right-most point on that curve in a megawatt amount
corresponding to the positive quantity defined above, to seek to sell back such quantity.

(iv)  If none of the tests for adjustment of capacity procurement in subsections
(1), (ii), or (iii) is satisfied for the PIM Region or an LDA in a Scheduled Incremental Auction,
the Office of the Interconnection shall employ in the clearing of such auction for the region or
such LDA a portion of the Updated VRR Curve Increment extending right from the left-most
point on that curve in megawatt quantity equal to the Short-Term Resource Procurement Target
Applicable Share. If more than one of the tests for adjustment of capacity procurement in
subsections (i), (ii), or (iii) is satisfied for the PIM Region or an LDA in a Scheduled Incremental
Auction, the Office of the Interconnection shall not seek to procure the Short-Term Resource
Procurement Target Applicable Share more than once for such region or area for such auction.

(v) If PIM seeks to procure additional capacity in an Incremental Auction due
to atriggering of the testsin subsections (i), (ii), (iii) or (iv) then the Minimum Annual Resource
Requirement for such Auction will be equa to the updated Minimum Annual Resource
Requirement (based on the latest DR Reliability Targets) minus the amount of previously
committed capacity from Annual Resources, and the Minimum Extended Summer Resource
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Requirement for such Auction will be equal to the updated Minimum Extended Summer
Resource Requirement (based on the latest DR Reliability Targets) minus the amount of
previously committed capacity from Annual Resources and Extended Summer Demand
Resources. If PIM seeks to release prior committed capacity due to a triggering of the test in
subsection (iii) then PIM may not release prior committed capacity from Annual Resources or
Extended Summer Demand Resources below the updated Minimum Annual Resource
Requirement and updated Minimum Extended Summer Resource Requirement, respectively.

(vi) If the above tests are triggered for an LDA and for another LDA wholly
located within the first LDA, the Office of the Interconnection may adjust the amount of any Sell
Offer or Buy Bids otherwise required by subsections (i), (ii), or (iii) above in one LDA as
appropriate to take into account any reliability impacts on the other LDA.

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

(viii) Load Serving Entities may be entitled to certain credits (“Excess
Commitment Credits’) under certain circumstances as follows:

(A)  For either or both of the Delivery Y ears commencing on June 1, 2010 or
June 1, 2011, if the PIM Region Reliability Requirement used for
purposes of the Base Residual Auction for such Delivery Y ear exceeds the
PIM Region Reliability Requirement that is based on the last updated |oad
forecast prior to such Delivery Y ear, then such excess will be alocated to
Load Serving Entities as set forth below;

(B)  For any Delivery Y ear beginning with the Delivery Y ear that commences
June 1, 2012, the total amount from Sell Offers submitted by the Office of
the Interconnection pursuant to subsection (b)(iii) above in the Scheduled
Incremental Auctions for such Delivery Year that does not clear such
auctions will be allocated to Load Serving Entities as set forth below;

(C)  the amount from (A) or (B) above for the PIM Region shall be allocated
among Locational Deliverability Areas pro rata based on the reduction for
each such Locational Deliverability Area in the peak load forecast from
the time of the Base Residual Auction to the time of the Third Incremental
Auction; provided, however, that the amount allocated to a Locationa
Deliverability Area may not exceed the reduction in the corresponding
Reliability Requirement for such Locational Deliverability Area; and
provided further that any LDA with an increase in its load forecast shall
not be allocated any Excess Commitment Credits;
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(D) the amount, if any, allocated to a Locational Deliverability Area shall be
further alocated among Load Serving Entities in such areas that are
charged a Locational Reliability Charge based on the Daily Unforced
Capacity Obligation of such Load Serving Entities as of June 1 of the
Delivery Year and shall be constant for the entire Delivery Year. Excess
Commitment Credits may be used as Replacement Capacity or traded
bilaterally.

C) Conditional Incremental Auction
For each Conditional Incremental Auction, the optimization algorithm shall consider:

. The quantity and location of capacity required to address the identified reliability
concern that gave rise to the Conditional Incremental Auction;

. the same Capacity Emergency Transfer Limits that were modeled in the Base
Residual Auction, or any updated value resulting from a Conditional Incremental
Auction; and

o the Sell Offers submitted in such auction.

The Office of the Interconnection shall submit a Buy Bid based on the quantity and location of
capacity required to address the identified reliability violation a a Buy Bid price equal to 1.5
times Net CONE.

The optimization agorithm shall calculate the overall clearing result to minimize the cost to
address the identified reliability concern, while satisfying or honoring such reliability
reguirements and constraints.

d) 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 al, of the Unforced Capacity of such Sell Offers is
required to clear the auction, then the auction shall be cleared in a manner that minimizes total
costs, including total make-whole payments if any such offer includes a minimum block and, to
the extent consistent with the foregoing, in accordance with the following additional principles:

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

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

1 For each billing month during a Delivery Y ear, the Daily Unforced Capacity Obligation
of an FRR Entity shall be determined on adaily basis for each Zone as follows:

Daily Unforced Capacity Obligation = OPL * Final Zona FRR Scaling Factor * FPR
where:

OPL =Obligation Peak Load, defined as the daily summation of the weather-adjusted coincident
summer peak, last preceding the Delivery Y ear, of the end-users in such Zone (net of operating
Behind The Meter Generation, but not to be less than zero) for which such Party was responsible
on that billing day, as determined in accordance with the procedures set forth in the PIM
Manuals

Final Zonal FRR Scaling Factor = FZPLDY/FZWNSP;
FZPLDY = Final Zonal Peak Load Forecast for such Delivery Y ear; and

FZWNSP = Zona Weather-Normalized Peak Load for the summer concluding prior to the
commencement of such Delivery Y ear.

2. An FRR Entity shall be assessed an FRR Capacity Deficiency Charge in each Zone
addressed in such entity’s FRR Capacity Plan for each day during a Delivery Y ear that it fails to
satisfy its Daily Unforced Capacity Obligation in each Zone. Such FRR Capacity Deficiency
Charge shall be in an amount equal to the deficiency below such FRR Entity’s Daily Unforced
Capacity Obligation for such Zone times (1.20 times the Capacity Resource Clearing Price
resulting from al RPM Auctions for such Delivery Y ear for the LDA encompassing such Zone,
weight-averaged for the Delivery Y ear based on the prices established and quantities cleared in
such auctions).

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

4, The shortages in meeting the minimum requirement within the constrained zones and the
shortage in meeting the total obligation are first calculated. The shortage in the unconstrained
area is calculated as the total shortage less shortages in constrained zones and excesses in
constrained zones (the shortage is zero if this is a negative number). The Capacity Deficiency
Charge is charged to the shortage in each zone and in the unconstrained area separately. This
procedure is used to allow the use of capacity excesses from constrained zones to reduce
shortage in the unconstrained area and to disallow the use of capacity excess from unconstrained
area to reduce shortage in constrained zones.

5. The shortages in meeting the Minimum Annual Resource Requirement and the Minimum
Extended Summer Resource Requirement associated with the FRR Entity’s capacity obligation
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are calculated separately. The applicable penalty rate is calculated for Annual Resources,
Extended Summer Demand Resources, and Limited Resources as (1.20 times the Capacity
Resource Clearing Price resulting from all RPM Auctions for such Delivery Year for the LDA

encompassing such Zone, weight-averaged for the Delivery Y ear based on the prices established
and quantities cleared in such auctions).
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G. Capacity Resour ce Perfor mance

Any Capacity Resource committed by an FRR Entity in an FRR Capacity Plan for a Delivery
Y ear shall be subject during such Delivery Y ear to the charges set forth in sections 7, 9, 10, 11,
and 13 of Attachment DD to the PIM Tariff; provided, however, the Daily Deficiency Rate
under sections 7, 9, and 13 thereof shall be 1.20 times the Capacity Resource Clearing Price
resulting from all RPM Auctions for such Delivery Y ear for the LDA encompassing the Zone of
the FRR Entity, weight-averaged for the Delivery Year based on the prices established and
guantities cleared in such auctions), and the charge rates under section 10 thereof, shall be the
Capacity Resource Clearing Price resulting from the RPM Auctions for the Delivery Y ear for the
LDA encompassing the Zone of the FRR Entity, weight-averaged as described above. An FRR
Entity shal have the same opportunities to cure deficiencies and avoid or reduce associated
charges during the Delivery Year that a Market Seller has under Sections 7, 9, and 10 of
Attachment DD to the PIM Tariff. An FRR Entity may cure deficiencies and avoid or reduce
associated charges prior to the Delivery Year by procuring replacement Unforced Capacity
outside of any RPM auction and committing such capacity in its FRR Capacity Plan.
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