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1200 G Street, N.W,, Suite 600
Washington, D.C. 20005-3898
Phone: 202.393.1200

Fax: 202.393.1240
wrightlaw.com

March 31, 2020

Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
888 First Street, N.E., Room 1A
Washington, D.C. 20426

Re: PJM Interconnection, L.L.C., Docket No. ER20-/457-000
Changes to Credit Rules

Dear Secretary Bose:

PJM Interconnection, L.L.C. (“PJM”), in conjunction with PJM Settlement, Inc.,
(“PJM Settlement”) pursuant to section 205 of the Federal Power Act (“FPA”), 16 U.S.C.
§ 824d, hereby submits revisions to the PJM Open Access Transmission Tariff (“Tariff”)
and the Amended and Restated Operating Agreement of PJM Interconnection, L.L.C.
(“Operating Agreement”) to enhance PJM’s rules for evaluating and managing credit risk
posed by entities seeking to participate or participating in the PJM Markets under the Tariff
or Operating Agreement.! The proposed Tariff and Operating Agreement changes will
update and enhance PJM’s procedures for monitoring and mitigating credit risk in the PJM
Markets for the purpose of reducing and better managing the risk of financial defaults,
which are ultimately borne by PIM Members. PJM is not proposing to change the existing
baseline formulaic Collateral requirements (e.g., Peak Market Activity or mark-to-auction
valuation). Rather, PJM is retaining those provisions, which will serve as minimum

Collateral requirements, and is adding to them with the proposed revisions. These rules

! Capitalized terms not otherwise defined herein have the meaning specified in, as applicable, the
Tariff, the Operating Agreement, and the Reliability Assurance Agreement among Load-Serving
Entities in the PJM Region (“RAA”).
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were overwhelmingly endorsed by the PJIM membership at the March 26, 2020 meetings
of the Markets and Reliability Committee and Members Committee.?

PJM proposes an effective date of June 1, 2020, for the proposed revisions, which
is more than sixty (60) days from the date of this filing, and respectfully requests that the
Commission issue an order on this filing by no later than May 30, 2020, which is sixty (60)
days from the date of this filing. It is important that PJM receive an order from the
Commission by May 30, 2020, so that the new rules will be in place for its upcoming long-
term Financial Transmission Rights (“FTR”) auction that is scheduled to commence on
June 2, 2020.

Under the proposed enhancements for monitoring and mitigating credit risk, PJIM
will perform ongoing credit risk evaluations of each existing Market Participant on at least
an annual basis. As this will be a new requirement and PJM cannot evaluate all Market
Participants at the same time, PJM must select the Market Participants whose credit risk
will be evaluated first. PJM has determined, upon Commission approval of these revisions,
to begin implementing the ongoing credit risk evaluation requirement with FTR
Participants. By looking first at those participating in the FTR market, PJM will be able to
assess and mitigate credit risk in the market that provides PIM Members the greatest
default exposure. After completing its ongoing credit risk evaluations for FTR

Participants, PJIM will then conduct its credit risk evaluations of Market Participants in its

2 As described in detail in Section Il of this filing, PIM received significant input from its
stakeholders for this filing. The Markets and Reliability Committee overwhelmingly endorsed the
revisions to the Tariff and Operating Agreement by with a Sector weighted vote of 4.5 in favor and
0.5 against, and the Members Committee overwhelmingly endorsed the revisions to the Tariff and
approved the revisions to the Operating Agreement by acclamation with one objection and three
abstentions.
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other markets based on its assessment of the level of potential risk in those markets.
Thereafter, PIM will perform its ongoing credit risk evaluation of each existing Market
Participant on at least an annual basis.

As the Commission is aware, GreenHat Energy LLC (“GreenHat”) accumulated a
very large portfolio of FTRs over the course of 2017 and 2018, and defaulted on those
positions in June 2018. That default left PJIM Members to cover (subject to PJM collection
efforts) tens of millions of dollars in default costs, and highlighted shortcomings in PJM’s
risk assessment and credit practices.

In the wake of that default, PJIM has critically evaluated PJM market rules and
practices that may have contributed to the circumstances that allowed GreenHat to amass
a large and highly risky position. This self-evaluation included the PJM Board of Managers
(“PJM Board”) commissioning an independent report by prominent experts in risk
management, energy markets and regulation, contract law, and corporate governance to
critically review the actions and practices that preceded and may have led to the GreenHat
default, and provide concrete constructive recommendations for corrective actions moving
forward.>  As particularly relevant to today’s filing, PJM responded to the
recommendations for market and credit rule changes with robust engagement of a new
stakeholder task force specifically devoted to such rule changes, i.e., the Financial Risk
Mitigation Senior Task Force (“FRMSTF”), leadership from a newly retained Chief Risk

Officer and supporting risk management staff, and an examination of best practices inside

3 Robert Anderson, Neal Wolkoff & Arleigh P. Helfer 111, Report of the Independent Consultants on
the GreenHat Default, 4 (Mar. 26, 2019), https://www.pjm.com/-/media/library/reports-
notices/special-reports/2019/report-of-the-independent-consultants-on-the-greenhat-default.pdf
(“Consultants Report”).
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and outside the Independent System Operator (“ISO”)/Regional Transmission
Organization (“RTO”) arena. These intensive efforts over the last eleven months made
plain the need to enhance PJM’s credit requirements to reduce the risk posed by financial
defaults to the PJIM Markets and PJM Members. The resulting credit rule enhancements,
which are set forth in this filing, will, just as the Commission found for similar recent credit
filings by the New York Independent System Operator, Inc. (“NYISO”) and the
Midcontinent Independent System Operator, Inc. (“MISO”), “allow [PJM] to protect its
customers from financial losses that result from unreasonable credit risks and defaults™
“while also providing additional clarity and transparency to market participants.”® These
changes will enhance PJM’s ability to “act[] as a gatekeeper for the integrity of the markets
26

it administers” and thereby “help ensure that rates are just and reasonable.

l. OVERVIEW AND PURPOSE

A. Consultants Report and Recommendations, PJM Response, and Credit
Rule Enhancements Development.

From January 2016 to June 2018, GreenHat “systematically amassed a large
portfolio of FTRs,” to the extent that “the GreenHat portfolio [] in less than three years
[became] one of the largest portfolios of FTRs in PJM’s history.”’ In June 2018, GreenHat

was declared in payment default as a result of its failure to satisfy a payment of over

4 N.Y. Indep. Sys. Operator, Inc., 170 FERC 4 61,054, at P 27 (2020) (“NYISO”).
5 Midcontinent Independent System Operator, Inc., 170 FERC 4 61,257, at P 8 (2020) (“MISO”).
6 NYISO, 170 FERC {1 61,054, at P 27.

7 Consultants Report at 11.
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$600,000 for its net realized losses.2 Further missed payments by GreenHat, and further
GreenHat defaults, followed.

PJM is not operated to make a profit and has no source of funds itself to sustain the
losses attributable to Market Participant financial defaults. Yet, consistent with Order No.
741,° PIJM Settlement acts as the counterparty to transactions in the PJIM Markets. As a
consequence, if a Market Participant defaults on its obligations to PJM, PJIM Members are
assessed, and must pay, the cost of such defaults in accordance with allocation rules in the
Operating Agreement. 1

In October 2018, the PJIM Board commissioned an independent expert review of
the PJM actions, inactions, organizational structure, internal practices, credit rules, and
market rules that led or contributed to the GreenHat default. The resulting Consultants
Report, dated March 26, 2019, made numerous recommendations for PJM to enhance its
credit risk evaluation processes. These recommendations were grouped in seven areas for
“specific actions [that] should be taken by PJIM and its members to reduce the probability
of a similar failure in FTR markets and to develop more efficient markets that can grow

and introduce new financial products creating opportunities for all PJIM members to

manage their risks in PJM markets.”!!

8 Consultants Report at 8.

9 Credit Reforms in Organized Wholesale Electric Markets, Order No. 741, 133 FERC { 61,060, at
P 117 (2010), order on reh’g, Order No. 741-A, 134 FERC 1 61,126, reh’g denied, Order No. 741-
B, 135 FERC 61,242 (2011).

10 Operating Agreement, section 15.2.

1 Consultants Report, Appendix at 1; see also Appendix at 1-5 (detailing recommendations).
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As most relevant to this filing, the Consultants Report identified the following areas
of PJM’s credit risk management as requiring enhancement:

e policies to address critical risks (a flawed collateral methodology gave GreenHat
room to grow its FTR portfolio without control);

e procedures to provide PJM better information about the financial strength of its
members (i.e. “Know Your Customer” procedures); and

e participant risk management tools and procedures (PJM’s expectations of
participant risk management went unfulfilled, giving GreenHat cover).!2

The Consultants Report’s recommendations, as most relevant to this filing,
included that PJM should:

e Include additional credit/collateral best practices into the PJIM Tariff, including:
o Better defining the remedies available to promptly declare defaults.

e Clarify the role of PJM as manager of risk in its markets; including:
o Revise the Tariff’s definition of “material adverse change;”

o Provide PJM discretion to deal with unanticipated market emergency
events and changes in market participants’ risk profiles; and

o Establish certain parallel credit rules focused on FTRs.

e Build a Know Your Customer risk evaluation function into its market procedures
and rules, i.e., put in place sensible internal practices to increase an understanding
of market participants’ risk profiles, and bring more clarity around criteria used to
direct PJM’s discretionary power, including:

o Provide for background checks on member applicants;

o Perform due diligence on whether the membership applicant actually
utilizes the systems and processes for risk management that it describes to
PIM;

o Provide explicit authority and procedures for rejection of membership
applications; and

12 Consultants Report at 9.
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o Provide for updates to participant financial qualifications and risk profile
information, and clarify PJM’s right to act on Member’s failure to meet
such requirements.

e Implement technical practices for participant risk management, i.e., establish a
more robust participant risk management capability to identify problems before
they become serious issues, including:

o Create internal PIJM participant risk management reports, generated on a
periodic basis according to the frequency of opportunities for participants
to change portfolio positions; and

o Limit or suspend a participant’s activities in the PJM Markets based on a
company’s specific risk profile; and

o Clarify with the Independent Market Monitor for PJM any PJM
expectations regarding risk management of some market participant
behaviors and reporting such to PJM. 3

Following issuance of the Consultants Report, PJM issued a PJM Observation
Response on May 10, 20194 in response to credit risk management issues highlighted by
the Consultants Report. PJM explained, “PJM and its members have created the Financial
Risk Mitigation Senior Task Force (“FRMSTF”) to discuss and recommend tariff-related
changes to risk mitigation and management in PJIM.”*> PJM prepared the PJM Observation
Response in part “to assist the FRMSTF in its mission [by] . . . closely review[ing] the
recommendations of the [GreenHat] Report and offer[ing] observations and notes” on those

recommendations.'® PJM stated its belief that the Consultants Report’s “recommendations,

13 Consultants Report, Appendix at 3.

14 Observations on the Report of the Independent Consultants on the GreenHat Default
Recommendations, PJM Interconnection, L.L.C. (May 10, 2019), https://www.pjm.com/-
/media/committees-groups/task-forces/frmstf/20190513/20190513-item-04-observations-on-
report-of-independent-consultants-on-greenhat-default-recommendations.ashx (“PJM Observation
Response™).

15 PJM Observation Response at 3.

16 PJM Observation Response at 3.
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coupled with the observations [in the PJM Observation Response] and stakeholder
feedback in response to [related] circulated framing questions, form a solid foundation for
credible reform to the way financial market risk is mitigated and managed in the PJIM
marketplace.”?’

The FRMSTF convened 14 meetings over the course of more than eleven months,
resulting in approval of a package of credit risk evaluation reforms which were informed
by the recommendations in the Consultants Report highlighted above.'® PIM staff also had
a significant number of individual meetings and conference calls with representatives of
more than fifty PJM Members to discuss PJM’s proposals. PJM staff then converted the
approved reforms into proposed Tariff and Operating Agreement revisions, leading to over
three months of engagement with stakeholders on the proposed revisions, culminating in
overwhelming stakeholder support for these revisions by the Markets and Reliability
Committee and Members Committee, as further discussed in detail in Section 111 of this

transmittal letter.

B. High-Level Introduction to the Proposed Credit Rule Enhancements, and
Discussion of Certain Guiding Principles and Objectives.

The credit rule revisions resulting from the foregoing extensive review, analysis,
development, and stakeholder process, as submitted with this filing, aim to materially

enhance PJM’s standards and procedures for evaluating and mitigating credit risk. To that

o PJM Observation Response at 3.

18 FRMSTF efforts and other PJM internal and stakeholder activities to evaluate and implement the
recommendations of the Consultants Report remain ongoing and are expected to continue through
at least 2020. The Tariff and Operating Agreement revisions submitted here are therefore potentially
only one of several rounds of revisions aimed at helping the PJIM Markets remain stable and robust
into the future.
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end, these revisions, developed in accordance with the package approved by the FRMSTF,
focus on establishing updated credit risk evaluation and minimum participation

requirements for Market Participants in PJM, including establishing or revising:

e criteria PIM will use to evaluate Market Participant and Guarantor
risk for participation in all of the PJIM Markets;

e the types of documents and other information Applicants, Market
Participants, and Guarantors must submit for review in the credit
evaluation process;

e PJM’s ability to request additional Collateral and/or restrict the use
of Collateral posted by Applicants and Market Participants;*®

e provisions for demonstrating minimum capitalization requirements
and other measures of creditworthiness;

e PJM’s authority to limit, suspend, or terminate Market Participants
that represent unreasonable credit risk to PJIM Markets or fail to
meet PJM’s minimum participation requirements; and

e definitions necessary to implement the above changes.

These credit rule changes have been guided by certain important principles and
objectives, grounded in the analysis and recommendations in the Consultants Report,
PJM’s considered approach to moving forward recommendations in that report requiring
credit rule changes (as reflected in the PJM Observations Response), valuable stakeholder
guidance and feedback through the FRMSTF and beyond, credit practices by other RTOs

and ISOs, and Commission policy and precedent. PJM highlights and discusses in the next

19 Restricting the use of Collateral is not a new concept in PIM. See Tariff, Attachment Q, Introduction
and section I.C.2. Specifically, PJM’s existing credit rules allow PJM to establish certain
restrictions on available credit by requiring that some amounts of credit, i.e. Restricted Collateral,
may not be available to satisfy credit requirements. With the revisions proposed in this filing,
however, PIM will be expanding its ability to restrict the use of Collateral as necessary to protect
PJM Members from the increased risk of a particular Market Participant’s market positions under
certain specified circumstances. PJM is also proposing to define the term Restricted Collateral to
capture this concept.
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three subsections of this transmittal three of those guiding principles and considerations,
I.e., the critical importance of its initial and ongoing Know Your Customer process; the
RTO’s essential role in preserving the integrity of the markets and protecting PJIM
Members from undue risk exposure; and the importance of a reasonable level of PIM
discretion—driven by data and guided by clearly articulated principles—to make effective

and reliable risk evaluations of prospective and current Market Participants.

1. The need for robust “Know Your Customer” risk evaluation
provisions

A key part of PJM’s proposed approach to improving its credit evaluation process
is the implementation of initial and ongoing risk evaluation practices based on “Know Y our
Customer” standards. “Know Your Customer” (or “Know Your Counterparty”) is credit
industry shorthand for evaluating each customer’s or counterparty’s financial condition and
risk profile using standard credit risk evaluation tools, but applying them to each customer
or counterparty’s unique facts and circumstances. A Know Your Customer process is
similar to utilizing the qualitative factors the Commission has directed RTOs and ISOs to
include in their assessments of the credit risks a party poses to the marketplace.?’ Indeed,
the Commission stated that

Qualitative factors to be considered include, among others:
applicant’s history; nature of organization and operating
environment; management; contractual obligations; governance
policies, financial and accounting policies, risk management and
credit policies; market risk including price exposures, credit

exposures, and operational exposures; event risk; and the state or
local regulatory environment.?

2 See Policy Statement on Electric Creditworthiness, 109 FERC {61,186, at P 13 (2004) (“Policy
Statement”).

2 Policy Statement at P 13 n.13.
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Thus, Commission guidance calls for PJM to “look under the hood” and understand how
an entity has operated in the past and how it plans to operate in the PJIM Markets going
forward. Without an examination of such entity-specific information, PJM is not able to
properly evaluate an entity’s risk profile.

Indeed, the Consultants Report noted gaps in participant screening and monitoring,
and observed, by comparison, “membership in registered exchanges is considerably more
restricted than the practice at PJM” and “[r]egistered exchanges have formal membership
processes, conduct formal background investigations into member applicants and their
senior officials, and maintain rules and procedures to deny membership should an applicant
pose a risk on the basis of its background.”?? As noted above, the Consultants Report
expressly recommended PJM implement more robust “Know Your Customer” practices.?®

PJM’s proposed implementation of a Know Your Customer approach to risk
evaluation protocols implements the Commission’s Policy Statement and employs tools

similar to those used by exchanges, banks, other service providers, and the risk

management functions of energy companies that manage counterparty risk.?* These

include:
e Establishing the identity of the customer and the customer’s
legitimate activities;
e Additional information collected for potentially higher risk
customers; and
22 Consultants Report at 16-17.
2 Consultants Report, Appendix at 3.
2 PJM Financial Risk Mitigation Senior Task Force, Credit & Collateral Best Practices, PIM

Interconnection, L.L.C., 9 (Oct. 18, 2019), https://www.pjm.com/-/media/committees-groups/task-
forces/frmstf/20191018-item-06-credit-and-collateral-best-practices.ashx.
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e Ongoing review of customers; review against flagged lists (external
or internal).®

Part and parcel of Know Your Customer risk evaluation processes is the ability to:
e Require explanation from Applicants or Market Participants;

e Request evidence of corrective action (e.g., discontinued behavior,
additional controls);

e Require additional collateral or restrict collateral;

e Additional monitoring and verification; and

e Limit, suspend or deny a Market Participant or individual’s access
to the PJM market based on reasonable grounds for insecurity about

the entity or individual’s risk profile, gathered from confidential,
discretionary and/or public information.?

Consistent with the individualized criteria the Commission noted in its Policy
Statement, Know Your Customer risk evaluation policies cannot be purely formulaic or
prescriptive because different participants present different types and levels of risk to the
markets. In addition, in order to assess the risk of particular families of companies, PJM
will need to understand risks presented by a Market Participant’s affiliates.2” Therefore,
PJM’s credit policies must be flexible to enable PJM to evaluate the potential risks posed

by the wide variety of entities that participate in its markets.

% PJM Financial Risk Mitigation Senior Task Force, Credit & Collateral Best Practices at 9.
% PJM Financial Risk Mitigation Senior Task Force, Credit & Collateral Best Practices at 13.
2 For example, to assess the risks presented by equity/hedge funds, PJIM must be able to look at

relevant agreements to understand (a) the risks associated with investors and how they may
aggregate with other funds, and (b) the risk associated with the top four or five principals of the
fund.
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2. PJM, as the RTO, must have the appropriate tools to protect the
markets from unreasonable credit risk.

PIJM, as an RTO, “acts as a gatekeeper for the integrity of the markets it
administers”?® and therefore must be able to protect its markets (and its Members) from
participants that it determines would pose an unreasonable credit risk, based on “the
likelihood that an Applicant will default on a financial obligation arising from its
participation in any PJM Markets.”?® The importance of PJM’s role in this regard cannot
be understated. Should a Market Participant default, “the remaining credit risk exposure
and costs are socialized across an ISO’s/RTO’s members.”*° Because PJM administers the
process by which entities enter the market, PJM’s risk profile and creditworthiness
determinations will impact the risks faced by all Market Participants. The Commission has
recognized that “market participants must trust ISOs/RTOs to implement their credit
policies in a manner created to limit, as much as possible, the risk of credit defaults.”3!
Reducing the risk of credit default (i.e., unreasonable credit risk) through “sound credit
practices” is “necessary to prevent a disruption in the system.”3? Importantly, the
Commission recently found that strengthening an RTO’s ability to perform its role of

gatekeeper “will help ensure that rates are just and reasonable.”

8 NYISO, 170 FERC 1 61,054, at P 27; Policy Statement at P 18; see Light Power & Gas of NY LLC
v. N.Y. Indep. Sys. Operator, Inc., 167 FERC 1 61,232, at P 42 (2019) (“LPGNY”") (“RTOs and ISOs
essentially serve as gatekeepers”).

% Proposed Tariff, Attachment Q, section 11.D.
30 Policy Statement at P 17.

s Policy Statement at P 18.

%2 NYISO, 170 FERC 1 61,054, at P 29.

3 NYISO, 170 FERC { 61,054, at P 27.
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3. To effectively utilize “Know Your Customer” data and information
for credit risk management purposes, PJM must have sufficient

discretion in its credit evaluations and determinations to balance
market risk against barriers to entry.

To enable PJM to act on the information compiled from its Know Your Customer
risk evaluation process, PJM must be able to take reasonable proactive measures consistent
with its Tariff to protect its markets from unreasonable credit risks. Therefore, PJIM’s
proposed Tariff revisions do not attempt to specify or limit PJM’s authority to act in any
specific situations. As the Commission has recognized, an RTO needs “reasonable
discretion to evaluate individual facts and circumstances, as necessary, to protect the
[RTO]-administered markets without limiting [the RTO] to act only in specific scenarios
of increased credit risk enumerated in the tariff.”3* Consistent with the Commission’s
finding in the NYISO, limiting PJM’s authority to a pre-defined and fixed set of
circumstances would inhibit PJM’s ability to effectively anticipate unreasonable credit
risks and take appropriate corrective action before such risks threaten significant financial
harm to the PJIM Markets (and PJIM Members).2®> PJM also requires authority of sufficient
scope to address the different risks posted by all different types of participants in the
markets.

To improve transparency and predictability, however, PJM has explained in its
revisions that its discretion can and will be guided by certain explicit “[i]ndicators of

potentially unreasonable credit risk,” including whether the participant has a:

34 NYISO, 170 FERC 1 61,054, at P 30.

% NYISO, 170 FERC {61,054, at P 32 (“[W]e find that it is impractical and undesirable to list all
examples that constitute an unreasonable credit risk and limit NYISO to act to protect the wholesale
markets only in specific instances enumerated in the tariff.”).
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e history of market manipulation based upon a final adjudication of regulatory
or legal proceedings,

e history of financial defaults,

e history of bankruptcy or insolvency within the past five (5) years, or a
combination of current market and financial risk factors such as low
capitalization,

e reasonably likely future material financial liability,

e |ow Internal Credit Score (discussed below), and/or;

e low externally derived credit score.®

Each entity’s risk profile is inherently individual and fact dependent, including such
factors as the entity’s purpose for participating in the PJM Markets (e.g., hedging
commercial risks arising from its ongoing operations, or having a business model solely
focused on transacting or trading for financial gain/profit). Given that PJM today has over
a thousand Members participating in the PJIM Markets with vastly different business
models, PJM has crafted the Tariff provisions (and received Member support for same) in
a manner which avoids a “cookie cutter” approach to establishing or quantifying an
unreasonable credit risk determination. Indeed, none of the factors listed above is
determinative. Rather, all the relevant facts will be weighed and a decision will be made
based on the totality of the circumstances for each individual entity at a particular time,
since different entities will pose different risks at different points in time depending on, for
example, the size of a company or scope of its participation and positions in the PJM

Markets, the membership Sector of the company, history of market participation, etc.

3% Proposed Tariff, Attachment Q, section 11.D.
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PJM’s proposed approach of assessing credit risk based on the unique
circumstances facing each company, combined with the fact that PJM is not proposing to
prescribe any new minimum capitalization floors or require a minimum amount of
Collateral that must be posted regardless of the level of risk an entity poses, ensures that
PJM’s credit risk management rules will not present an unreasonable barrier to entry or
unduly discriminate against any entity. Rather, each entity will be allowed to participate
in the PJM Markets based on whether it poses an unreasonable credit risk, and if so, the
extent it can mitigate such risk through the posting of Collateral or limitations on its market
participation. As is standard with regard to any action or decision of an RTO, if an entity
believes that PJIM has acted in an unduly discriminatory or arbitrary manner in
administering these revised credit rules, the entity may seek relief by filing a complaint
with, or other filing seeking relief from, the Commission.3” As described below, the
proposed revisions require PJM to provide a written explanation for its determinations of
unreasonable credit risk and need for (additional) Collateral, which “could form a record
before a Commission proceeding if necessary.”*®

Through the tariff revisions proposed in this filing, PJM will be able to gather a
significantly greater amount of information (and more current information) regarding the
credit risk an entity may pose to the PJIM Markets. Further, the proposed revisions provide
a greater structure for obtaining and processing such information on an initial and ongoing

basis. Such information will allow for informed and reasonable discretion in managing

credit risks to the PJIM Markets. Moreover, such discretion is consistent with NYISO,

37 See NYISO, 170 FERC {61,054, at P 32.
3 See MISO, 170 FERC 1 61,257, at P 8.
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which affirmed that an RTO requires “necessary, reasonable discretion to implement its
credit requirements.”>®

The wide variety of potential situations with which PJM must contend are
illustrated by two recent situations: the GreenHat default in PJM and the Light Power &
Gas of NY LLC (“LPGNY™) attempted re-entry into NYISO. GreenHat presented PJIM
with the situation of a newly-formed company that quickly amassed one of the largest
portfolios of FTRs in PJM’s history.*® However, that portfolio also included significant
forward market exposure and unrealized losses, ultimately resulting in default. LPGNY
presented the NY1SO with the application from a company seeking to participate in NYISO
markets while a predecessor entity, North Energy Power LLC (“North Energy”), was in
bankruptcy and had failed to make payments to NYISO regarding purchases in NYISO’s
markets.** LPGNY and North Energy had “the same contacts and administrators, similar
addresses, are engaged in the same business in the same territory, and seek to serve the
same customers.”*? Also, “LPGNY did not begin engaging in business until North Energy
defaulted on its NYISO obligations.”*

In part as a response to LPGNY, NYISO filed tariff revisions to “augment its ability

to protect market participants from defaults.”** Ruling on the NYISO’s proposal to reject

an applicant that the NYISO determined would present an unreasonable credit risk, the

b NYISO, 170 FERC 1 61,054, at P 30.

40 Consultants Report at 11.

4 LPGNY, 167 FERC {61,232, at P 3.

42 LPGNY, 167 FERC {61,232, at P 41.
43 LPGNY, 167 FERC 61,232, at P 41.

44 NYISO, 170 FERC 1 61,054, at P 3.
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Commission denied arguments that such authority was discriminatory because it lacked
specificity. Rather, the Commission recognized that “striking a balance between providing
sufficient flexibility to an RTO/ISO to protect the wholesale markets and providing
certainty to market participants is an inherently difficult aspect of sound credit policy.”*
Nevertheless, the Commission stated: “we find that it is impractical and undesirable to list
all examples that constitute an unreasonable credit risk and limit NYISO to act to protect
the wholesale markets only in specific instances enumerated in the tariff.”*

These varied situations highlight the need for PJM to have and retain the discretion
necessary to address differing situations, and avoid a “one size fits all” approach. The
Commission has recognized that credit risk management policy assessments cannot be
reduced to a mathematical formula, as “RTOs must consider both qualitative and
quantitative measures in their assessment of the credit risk of a party and post the criteria
they use to determine these factors.”*’ Similarly, in the context of a “material adverse
change,” the Commission has explained that it “agrees with those parties that suggest that
it would be short-sighted to limit the discretion of the market administrator to only those
specified instances when it could invoke a ‘material adverse change’ clause to compel

certain actions.”*

4 NYISO, 170 FERC 1 61,054, at P 32.
46 NYISO, 170 FERC 1 61,054, at P 32.
4 Policy Statement at P 13.

48 Order No. 741 at P 150.
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4. PJM’s proposal does not present any unreasonable barriers to
entry.

PJM’s proposal does not present any unreasonable barriers to entry or unduly
discriminate against any entity. PJM is not prescribing any new minimum capitalization
floors or minimum amounts of Collateral that must be posted regardless of the level of risk
an entity poses. Rather, PJM proposes to “monitor and manage” the credit risks to the PJM
Markets and (PJM Members) by assessing the individualistic credit risk presented by each
entity based on a multitude of factors, including its financial condition and the scope,
breadth, and extent of the entity’s participating in the PIM Markets (e.g., only buy and/or
sell physical energy in the energy markets or only participate in the FTR markets). In
addition to the existing (and unchanged) Collateral requirements for participation in the
FTR markets, only those entities that pose an unreasonable credit risk to the PJM Markets
will be asked to post Collateral-—commensurate with the risk posed--as a condition of entry
and continued participation in the PJM Markets.

Thus, for example, if an entity that owns only a small (e.g., 20MW) battery resource
applies to become a PJIM Member and participate only as a physical player in the energy
market, to assess that entity’s credit risk, PJIM would evaluate, among other things, the
owner’s financial condition and how it plans to participate in the PJM Markets. If PJM
determines that, there is a “likelihood that an Applicant will default on a financial
obligation arising from its participation in any PJIM Markets,”*® then PIM likely will
require the posting of Collateral to mitigate such risk. However, because the credit risk

associated with the participation of a small resource and only in the energy markets likely

49 Proposed Tariff, Attachment Q, section 11.D.



Honorable Kimberly D. Bose, Secretary

March 31, 2020

Page 20

would be small, the amount of Collateral “commensurate with the Applicant’s risk of
financial default”* likely would also be small. Thus, the conditions of entry to such entity
would be matters within its control (e.g., its financial condition, ability to access funds
and/or commercial paper, and it’s anticipated participation in the PJIM market) and whether

it can post the Collateral commensurate with the unreasonable credit risk posed.

C. Overview of the Proposed Credit Rule Enhancements.

The Consultants Report recommended that “PJM build[] a new keen awareness
beyond just company names and market operational procedures,” and faulted PJM for
“fail[ing] to perform adequate ‘Know Your Customer’ procedures.” With the above
background and guiding principles in mind, PJM proposes to add significant procedures
for parties applying to participate in the PJM Markets and for existing Market Participants.
Under PJM’s proposed rules, PJM will be able to better identify the risks that each
participant and its activities may pose to the PJIM Markets, and through ongoing risk
evaluation processes, rapidly detect changes in a Market Participant’s financial health or
risk profile. While PIJM has informally begun to improve its internal practices, PJIM, with
the overwhelming support of its Members, is proposing revisions to its credit risk
management policy to enhance and codify its improved and still-improving practices.

The primary means of assessing whether Market Participants may pose an
unreasonable credit risk will be through more robust risk evaluations for new and existing
Market Participants (and their guarantors, if any) and requiring collateral or other risk

mitigation steps commensurate with the level of any such risk. Because Applicants, Market

%0 Proposed Tariff, Attachment Q, section 11.D.
51 Consultants Report, Appendix at 3.
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Participants, and PJIM Members each can pose risk to the PIM Markets, it is appropriate
for PJM to perform an initial risk evaluation when an entity applies to participate in the
PJM Markets and to perform ongoing risk evaluations for existing Market Participants and
members. Thus, the proposed rules provide PJIM access to more Know Your Customer
information about each entity seeking to participate or participating in the PJIM Markets,
thereby allowing PJM to better manage the risks in its markets.

PJM’s enhanced credit risk rules share the Commission’s “goal of ensuring
sufficient participation, adequate liquidity, and competitive results,” while being “wary of
unnecessary barriers to entry” for Market Participants.®> The Commission recognized that
these objectives can be competing and require a balancing of “protecting the market from
risks posed by under-capitalized participants without adequate risk management
procedures in place.”®® Accordingly, the Commission requires all organized electricity
markets to be protected by “minimum participation criteria for market participants to be
eligible to participate.”*

PJM’s current credit procedures aim to accomplish both these objectives through
minimum participation criteria that include: initial and ongoing risk evaluations, an annual
certification, verification of written risk management policies, and capitalization and
collateral requirements. However, the current rules have proven insufficient and lack the

authority for PJIM to request the depth of information, and the ongoing and current

information, required to understand an entity’s risk level. Thus, while PJM is maintaining

52 Order No. 741 at P 123.
53 Order No. 741 at P 123.
54 18 C.F.R. § 35.47(f).
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these general minimum participation criteria, it is strengthening the provisions

implementing them. In particular, under the new procedures, PJM will:

e assess an entity’s financial strength, risk profile, and
creditworthiness;

e establish an Unsecured Credit Allowance, if appropriate;

e determine the level of Collateral appropriate to the entity based on
its anticipated market activity and credit risk profile; and

e evaluate the credit support provided.>®

By describing the types of data and information PJM will review to determine whether an
entity presents an unreasonable credit risk to the PJIM Markets, the revisions provide all
parties notice of their various obligations and ongoing requirements, violation of which
may result in default, and grounds PJM’s ability to establish limits on market participation
in the filed rate.®® Thus, when implemented, the overall impact of the proposed credit
revisions will authorize PJM to “monitor and manage” the credit risks posed by Market
Participants.®’

PJM describes and discusses these changes in detail in the following sections of

this transmittal.

55 Proposed Tariff, Attachment Q, section II.
%6 Proposed Tariff, Attachment Q, section I.

57 Proposed Tariff, Attachment Q, section I.
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1. PROPOSED REVISIONS

A. PJM 1Is Clarifying the Scope of Entities Subject to the Credit Policy to
Authorize PJM to Monitor and Manage Credit Risks to the PIJM Markets.

Currently, PJM’s credit policy covers only Transmission Customers and Market
Participants,®® where a Market Participant is limited to only Market Buyers, Market Sellers,
and Economic Load Response Participants, i.e., entities that participate in the PJM
Interchange Energy Market.®® Because the term PJM Interchange Energy Market is
broadly defined as “the regional competitive market administered by [PJM] for the
purchase and sale of spot electric energy at wholesale in interstate commerce and related
services established” under the energy market rules in the Operating Agreement, it is
ambiguous as to whether it includes PJM’s ancillary services markets, FTR market,
Auction Revenue Rights market, or capacity market. Yet, entities participating in these
markets can pose significant credit risk to PJM and its Members, who must backstop any
default.

Accordingly, to ensure PJM has the proper tools to protect the PJIM Markets from
unreasonable credit risks, PJM is clarifying the scope of the terms “Market Participant”—
but only for the purposes of PJM’s credit policy—and “PJM Markets.” Specifically, PIM
is proposing to clarify that, for the purposes of PJM’s credit rules and ability to suspend,

limit, or deny market participation, Market Participant refers to “a Market Buyer, a Market

58 See Tariff, Attachment Q, section I (Introduction).

5 Tariff, Definitions E-F (definition of Economic Load Response Participant); Operating Agreement,
Definitions M-N (definitions of Market Buyer, Market Participant, Market Seller).

60 Operating Agreement, Definitions O-P (definition of PJM Interchange Energy Market). PIM’s
energy market rules are set forth in Operating Agreement, Schedule 1 and the parallel provisions of
Tariff, Attachment K-Appendix.
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Seller, an Economic Load Response Participant, an FTR Participant, a Capacity Market
Buyer, or a Capacity Market Seller.”®? The clarification to “PJM Markets” makes clear
that it encompasses not just the PJM Interchange Energy Market and the capacity market,
but also “any other market operated by PJM” and “Financial Transmission Rights
transactions, or transactions in any other market operated” by PJM.%? Taken together, these
revisions will allow PJM to more effectively manage and monitor credit risks and maintain
the integrity of the PJM Markets.

However, because PJIM does not want to impose unnecessary burdens on entities
that categorically pose little to no credit risk to the PIM Markets, PJM states at the
beginning of Attachment Q that “[n]otwithstanding anything to the contrary in this
Attachment Q, simply taking transmission service or procuring Ancillary Services via
market-based rates does not imply market participation for purposes of applicability” of
PIM’s credit policy.®® Further, recognizing that “Market Participant” is a widely used term
and integral to the rules for PJM’s various markets, PJM’s proposed revisions clearly
delineate that the change in scope is applicable only “when such term is used in or

pertaining to” PJM’s credit policy in Tariff, Attachment Q, Market Participant obligation

61 Proposed Tariff, Definitions L-M-N (Market Participant “shall mean . . . when such term is used in
or pertaining to Tariff, Attachment Q, Operating Agreement, section 15, Tariff, Attachment K-
Appendix, section 1.4 and Operating Agreement, Schedule 1, section 1.4, shall mean a Market
Buyer, a Market Seller, an Economic Load Response Participant, an FTR Participant, a Capacity
Market Buyer, or a Capacity Market Seller.”); proposed Operating Agreement, Definitions L-M
(definition of Market Participant).

62 Proposed Tariff, Definitions O-P-Q (definition of PJM Markets).
83 Proposed Tariff, Attachment Q, section | (Applicability).
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and enforcement of obligation provisions in Operating Agreement, section 15, and
Schedule 1, sections 1.4.%4

B. The First Point at Which PJM Undertakes Its Credit Reviews Is when an
Entity Applies to Participate in the Markets.

Because each participant in the markets has different financial characteristics and a
different business risk profile, PIM must evaluate each entity’s application to become a
Market Participant based on its specific circumstances. To do so, PJM is proposing to
enhance how it evaluates an Applicant’s®® credit risk profile, including the determination
as to whether (and how much) credit support is needed to allow the entity to participate in
the PJIM Markets without posing an unreasonable credit risk. PJM is proposing to increase
the scope, quality, and nature of information available to PJM, thereby increasing the
reliability of PJM’s evaluation of the risk posed by each Market Participant.%® Under these
new credit risk rules, for each entity applying to participate in the PJIM Markets, PJIM will
perform an “Initial Risk Evaluation” that will be holistic in approach and, as discussed in
greater detail below, will:

e Require audited annual financial statements;

e Require other, industry-standard “Know-Your-Customer”

disclosures;
64 PJM is proposing changes to these provisions, as discuss below.
85 To authorize PIM to assess (and mitigate) the credit risk of all entities that may pose a threat to the

PJM Markets, PJM is proposing to expand the scope of the defined term “Applicant” to not only
include an entity desiring to become a PJIM Member or take Transmission Service, but also any
entity desiring to become a Market Participant. Proposed Tariff, Definitions A-B (definition of
Applicant).

66 While much of the discussion in this letter refers to “Applicants,” to the extent another party is

actually providing credit support, e.g., through a Corporate Guaranty, or an affiliate to which the
Corporate Guaranty will also apply (i.e., a “Guaranteed Affiliate™), such entity will be subject to the
same risk evaluation as the Applicant. For convenience and ease of understanding, PIM will refer
only to Applicant in this letter, unless specific rules apply to another entity.
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e Employ credit risk scoring models evaluating quantitative and
qualitative metrics, including various financial ratios, industry

characteristics, financial risks, and the nature of the applicant’s
business;

e Incorporate knowledge of default history, litigation and other
contingencies; and

e Consider rating agency reports and other references, as necessary.

The same quantitative and qualitative factors will be used regardless of whether the
applicant has rated debt.8” PJM will also be able to request additional information
“reasonably required for PJM to perform its initial risk evaluation of Applicant’s or
Guarantor’s creditworthiness and ability to comply with the [Tariff, Operating Agreement,
and other PJM governing documents] related to settlements, billing, credit requirements,
and other financial matters.”®

Through this multi-prong approach, PJM will be able to combine a number of risk
management tools to better understand the financial condition and business risk profile
associated with an entity.

1. Rating agency reports and third-party references

As part of any credit risk evaluation, it is prudent to review reports published by a
Rating Agency, i.e., a Nationally Recognized Statistical Rating Organization,®® like
Standard & Poor’s (“S&P”), Moody’s Investors Service (“Moody’s), Fitch Ratings, or

other Nationally Recognized Statistical Rating Organization that assess the financial

condition, strength and stability of companies and “assign[] a rating that reflects its

67 Proposed Tariff, Attachment Q, section 1. A.
68 Proposed Tariff, Attachment Q, section I1I.A.7.
69 “Nationally Recognized Statistical Rating Organization” shall have the meaning as set forth in

section 3(62)(A) of the Securities Exchange Act, Pub. L. No. 73-291, 48 Stat. 881 (1934) (codified
as amended at 15 U.S.C. 878(a) et seq.).
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assessment of the ability of the company or governmental entity to make the debt
payments.”’® Consistent with the purpose of PJM’s credit risk evaluation, PJM will “focus
on the Applicant’s or its Guarantor’s senior unsecured debt ratings.””* PJM will also
consider the PJIM-derived Internal Credit Risk Score, discussed below.

In addition to such Rating Agency reports, PIM may require an Applicant to
provide at least one bank reference and three Trade References,’? i.e., “a reference from a
contact or firm that had or has a material business relationship” with the Applicant.”* PJM
will use such references to better understand Applicant’s financial capability to participate
in the markets in which the Applicant seeks to participate and the Applicant’s ability to
manage risk. 4

2. Financial statements and related information

PJM will continue to require each Applicant to provide PJM audited financial

statements for the most recent three fiscal years,”” but now will require them in a

standardized format in accordance with either the US Generally Accepted Accounting

Principles (“US GAAP”) or any other format acceptable to PIM.”® Provision of audited

n Proposed Tariff, Definitions R-S (definition of Rating Agency).

n Proposed Tariff, Attachment Q, section I1.A.1.

2 Proposed Tariff, Attachment Q, section 1.A.4.

& Proposed Tariff, Definitions T-U-V (definition of Trade Reference).

" MISO has a similar requirement for applicants to submit trade references in its credit policy. See

MISO Open Access Transmission, Energy and Operating Reserve Markets Tariff, Attachment L
(Credit Policy), section I.A.3 (“MISO Credit Policy”).

» Proposed Tariff, Attachment Q, section .A.2

6 Proposed Tariff, Attachment Q, section 11.A.2. If the Applicant has ne been around for three years,
it must provide audited statements for its “period of existence.” Proposed Tariff, Attachment Q,
section 11.A.2. Other formats acceptable to PJIM may include, but are not limited to, municipalities
designated financial reporting requirements, Canadian Generally Accepted Accounting Principles,
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financial statements is required for participation in the markets administered by ISO New
England Inc. (“ISO-NE”),”” MISO,’® California Independent System Operator
(“CAISO”),” Southwest Power Pool, Inc. (“SPP”),2% and NYISO.8! PJM is also specifying
that the audit must be performed by an Independent Auditor, i.e., an external accounting
firm that is “independent in the performance of professional services” from the entity being
audited.®?

In order to provide PJIM with a more complete and current picture of an Applicant
or Guarantor’s financial condition, PJM is proposing that Applicants and/or Guarantors
must provide unaudited financial statements for each fiscal quarter since the most recently
provided audited financial statements.2® The other types of financial information required
differ based on whether the applicant (1) has publicly-traded securities; (2) does not have

publicly-traded securities; or (3) is newly formed and does not yet have audited financials

or does not otherwise routinely prepare audited financial statements.

Australian Generally Accepted Accounting Principles and International Financial Reporting
Standards (IFRS), for example.

m See 1ISO New England Inc. Transmission, Markets and Services Tariff, Exhibit 1A (ISO-NE
Financial Assurance Policy), section I11.B (Proof of Financial Viability for Applicants).

. See MISO Open Access Transmission, Energy and Operating Reserve Markets Tariff, Attachment L
(Credit Policy), section I.A.2 (Financial Statements and Related Information).

» See California Independent System Operator Corporation Fifth Replacement FERC Electric Tariff
(Open Access Transmission Tariff), section 12.1.1.3 (Financial Statements) (“CAISO Credit
Policy™).

8 See Southwest Power Pool, Inc. Open Access Transmission Tariff, Sixth Revised Volume No. 1

Superseding Fifth Revised Volume No. 1, Attachment X (Credit Policy), Article 3 (Credit
Assessment), section 3.1.1.1 (Audited Financial Statements and Related Information) (“SPP Credit

Policy”).

8l See New York Independent System Operator, Inc. Market Administration and Control Area Services
Tariff, Attachment K (Creditworthiness Requirements for Customers), section 26.2.1.6 (Financial
Statements).

82 Proposed Tariff, Definitions 1-J-K (definition of Independent Auditor).

8 Proposed Tariff, Attachment Q, section 11.A.2.
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If the Applicant has publicly-traded securities, the financial information would
include the applicant’s U.S. Securities and Exchange Commission (“SEC”) Forms 10-K
(annual report) and 10-Q (quarterly reports), and Form 8-K reports since the most recently
filed Form 10-K.

If the Applicant does not have publicly-traded securities, it may not regularly
publish financial statements comparable to those published by an entity that does have
publicly-traded securities. Nonetheless, PJM will require comparable financial data to be
provided, but such financial statements may be in different formats. PJM is requiring such
Applicants to submit audited financial statements (annual), and quarterly financial
statements, including Balance Sheets, Income Statements, Statements of Cash Flows, and
Statements of Stockholder’s or Member’s Equity or Net Worth.34 This information is
typically required from all business customers by banks and other financial services
companies for credit risk evaluation purposes.

In addition to standard financial statements, Applicants without publicly-traded
securities will be required to provide PJM with “[d]isclosure equivalent to a Management’s
Discussion & Analysis” that includes “an executive overview of operating results and
outlook, and compliance with debt covenants and indentures, and off balance sheet
arrangements, if any.”® PJM expects that the disclosure should not be general or
boilerplate in nature, but rather reflect the facts and circumstances specific to the Applicant

and/or its Guarantor. PJM is also requiring an auditor’s report with an unqualified opinion

84 See proposed Tariff, Attachment Q, sections 11.A.2(b)(i) and (ii).
8 Proposed Tariff, Attachment Q, sections I1.A.2(b)(iii).
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or letter that the audited financials comply with US GAAP or another format acceptable to
PJM.88
PJM is adding disclosure requirements for newly formed Applicants that do not yet
have three years of audited annual financial statements or do not routinely prepare audited
financial statements. Such Applicants will need to provide “[e]quivalent financial
information traditionally found in” the financial statements provided by privately held
applicants, e.g., Balance Sheets, Income Statements, and Statements of Cash Flows,®’ and
the same “[d]isclosure equivalent to a Management’s Discussion & Analysis” required
from entities that do not have publicly-traded securities.®
In addition, all types of Applicants will be required to provide a business risk profile
“summary provided by the Principal responsible, or to be responsible, for PIM Market
activity” stating:
e the “primary purpose(s) of activity or anticipated activity in the PJM
Markets,” i.e., does the Applicant intend to invest in or trade FTRs, or
““hedg[e] or mitigate[e] commercial risks,” as such phrase has meaning in
the [Commodity Futures Trading Commission’s (“CFTC”)] regulations
regarding the end-user exception to clearing);”®°
e the Applicant’s (and its Principals’)®® experience in managing risks in

similar markets, such as “other organized RTO/ISO markets or on regulated
commodity exchanges;”®* and

8 Proposed Tariff, Attachment Q, sections 11.A.2(b)(iv).

87 Proposed Tariff, Attachment Q, sections 11.A.2(c)(i).

88 Proposed Tariff, Attachment Q, section 11.A.2(c)(ii).

89 Proposed Tariff, Attachment Q, sections I1.A.2(a)(iv), 11.A.2(b)(v), and 11.A.2(c)(iii).
% Proposed Tariff, Definitions O-P-Q (definition of Principal).

o Proposed Tariff, Attachment Q, sections 11.A.2(a)(iv), 11.A.2(b)(v), and II.A.2(c)(iii).
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e “ahigh level overview” of how the Applicant plans to participate in the PJM

Markets, e.g., a brief explanation of how the Applicant intends to
accomplish the purpose of its activity in the PJIM Markets.%

These Know Your Customer disclosure requirements will facilitate PJM’s evaluation of
the entity’s risk profile and the relative risks it may pose to the PJIM Markets. Thus, a
summary of how the Applicant anticipates participating in the PJIM Markets is critical to
gaining a holistic understanding of the Applicant’s risk profile; determining whether it
poses an unreasonable credit risk, and determining what level of credit support or Collateral
may be required to mitigate such risk (if any). These Know Your Customer disclosures
also address one of the factors contributing to the GreenHat default.®®

These Know Your Customer disclosure requirements are commonplace and
employed generally by banks and energy companies that are evaluating counterparty credit
risk in bilateral commodity and derivative transactions, and by market administrators such
as commodities exchanges and other financial services providers, such as brokers. It is
prudent for entities exposing themselves to credit risks to understand their customers or
counterparties: who is creating the exposure—both the entity and the individuals making
the decisions for the entity, what is their intended plan—how they plan to go about

accomplishing their goals, and what has been their mode of operations—whether they have

92 Proposed Tariff, Attachment Q, sections 11.A.2(a)(iv), 11.A.2(b)(v), and 11.A.2(c)(iii). PJM notes
that the version of these revisions that were posted for stakeholder approval on March 26, 2020
inadvertently neglected to delete the words “and (4) information sufficient for PJM to determine the
Participant’s anticipated activity” from sections II.A.2(a)(iv) and 11.A.2(b)(v). That language has
been deleted for the filing because the information requested in (4) is the same information that is
requested in section 11.A.2(a)(iv)(3) and section 11.A.2(b)(v)(3). The referenced language was
correctly removed from section 11.A.2(c)(iii) before it was posted for the stakeholder vote. With
this revision, the language in each of sections IL.A.2(a)(iv), I1.LA.2(b)(v), and Il.A.2(c)(iii) is
identical, as intended.

% Consultants Report at 9.
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defaulted in the past. These inquiries are standard credit risk due diligence by Market
Participants themselves, and also reflective of the Know Your Customer diligence done by
a responsible market administrator. Without such knowledge, a counterparty or a market
administrator—and PJM is both—cannot accurately gauge risks and may unknowingly be
subject to higher than acceptable risks from not understanding the financial condition and
risk profiles of its counterparties and the participants in its markets. And, therefore, it
would be reasonable to infer a higher risk profile.

For these reasons, PIJM is requiring certain information about the individuals with
leadership positions or that are in the positions with most responsibility over matters that
may pose risks to the PJIM Markets. These are the individuals whose prior and current
experience may indicate to PJM whether an Applicant or a Participant is a bad actor. PJIM
is defining each member of this group of individuals of as a “Principal.” Specifically, PIM

is seeking limited information about an entity’s:

Q) chief executive officer or senior manager that controls or directs
strategy for the Participant,

(i) chief legal officer or general counsel,

(iii)  chief financial officer or senior manager that controls or directs the
financial affairs and investments of the Participant,

(iv)  chief risk officer or senior manager responsible for managing
commodity and derivatives market risks, and

(V) officer or senior manager responsible for or to be responsible for
transactions in the applicable PJM Markets.%

% Proposed Tariff, Definitions O-P-Q (definition of Principal).
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With respect to the business risk profile summary (discussed above) required of all
Applicants, PJM is proposing that one of the Participant’s Principals provide such a
summary. Also, PJM is requiring a summary of how the Applicant, or its Principals, have
managed risks in PJM or similar markets. This latter requirement is vital to understanding
whether the Applicant has the experience necessary to manage risks going forward.
Additional disclosures related to Principals are discussed below.%

Because PJM is proposing to expand the scope of Know Your Customer data that
must be submitted, and the frequency with which each Market Participant will be required
to submit financial and risk information to PJM, PJM is also proposing a two-year
transition mechanism to allow existing Market Participants that will be required to provide
audited annual financial statement to adjust to such requirement. Accordingly, PIM is
proposing a two-year transition period, from June 1, 2020 to May 31, 2022, in which “the
Applicant or Guarantor may provide a combination of audited financial statements and/or
equivalent financial information.”

Moreover, PJM also recognizes that alternatives to the standard Know Your
Customer requirements may be necessary for certain entities, and the revisions allow PJM
to specify alternative requirements for compliant submittals, sufficient for PJM to perform
its credit and risk assessment but without creating new financial statements solely for PJM.

For special entity types, like municipalities and cooperatives, PJIM may need to “request

9 Reviewing such information about the Applicant’s Principals is consistent with Recommendation

C1 of the Consultants Report, which recommended outsourced background checks for an entity’s
three most senior officers. Consultants Report, Appendix at Recommendation C1.

9% Proposed Tariff, Attachment Q, sections 11.A.2(d).
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additional information as part of the initial and ongoing review process and will consider
other qualitative factors in determining financial strength and creditworthiness.”®’

Thus, regardless of the type of entity, PJM is proposing that the Applicant provide
credible, reliable, and current financial statements,®® as well as high-level narrative
disclosure regarding the Applicant’s purpose for participating in the PJM Markets. The
need for such information is vital to protecting the PJIM Markets from exposure to
unreasonable credit risk. However, if such financial or business information is unavailable
or the Applicant, for any reason, does not provide it to PJM, PJM may reasonably infer that
such Applicant has a higher risk profile, with the absence of evidence to the contrary. PJIM
should therefore have “the right to [] request Collateral and/or Restricted Collateral®® to
cover the amount of risk reasonably associated with the Applicant’s activity in PJM
markets.”'® Further, PJM could, in addition to or in lieu of such Collateral, restrict the
Applicant from participating in certain PJIM Markets, including “restricting the positions
the Applicant (once it becomes a Market Participant) takes in the market.”*®* Of course,

failure to provide such financial or business data would not automatically trigger PJM to

require additional credit support or market participation restriction. Rather, it would be

o7 Proposed Tariff, Attachment Q, sections 11.A.2.

% To the extent any of the required information is available on the internet, the Applicant can fulfill
its disclosure requirement by pointing PJM to where such information may be retrieved. Proposed
Tariff, Attachment Q, section I1.A.2.

9 In addition to proposing to add the defined term “Restricted Collateral” to capture a concept that iS

already in PJM’s credit rules that allows PJM to establish certain restrictions on available credit by
requiring that some amounts of credit, i.e. Restricted Collateral, may not be available to satisfy credit
requirements, PJM is proposing the hold Restricted Collateral “until PJM has determined that the
risk for which such Restricted Collateral is being held has subsided or been resolved.” Proposed
Tariff, Attachment Q, section II.F.

100 Proposed Tariff, Attachment Q, section 11.A.2.
lol Proposed Tariff, Attachment Q, section 11.A.2.
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one of many factors that could weigh in favor of such a requirement, and may trigger a
request from PJM for additional information from an Applicant during the application
process. Such authority and practice will ensure PJM can achieve the “goal of ensuring
sufficient participation, adequate liquidity, and competitive results.”1%?
3. Internal Credit Score

Since the 2008 financial crisis, multidimensional credit scorecards and internal
ratings based on quantitative and qualitative factors have become common for banks and
other financial institutions, exchanges, and large business organizations that are
standardizing the way they evaluate an entity’s credit risk.1% Such internal metrics are
relied on in addition to external ratings provided by Moody’s, S&P, and other rating
agencies. Other RTOs and ISOs develop similar composite credit scores, including
MISO4 and SPP.10%°

In a similar way, as part of its evaluation of the credit risks posed to its markets by
an applicant, PJM is proposing to use risk scoring methodologies to assign to each
Applicant (and each Market Participant) an Internal Credit Score, which is a “composite

numerical score determined by PJMSettlement using quantitative and qualitative metrics

to estimate various predictors of a credit event happening to a Market Participant that may

102 Order No. 741 at P 123.

103 See Affidavit of Steven Dreyer on Behalf of PJM Interconnection, L.L.C. 9 5 (“Dreyer Aff.”). The
Dreyer Aff. is Attachment E to this filing.

lo4 See MISO Credit Policy, Attachment L (Credit Policy), section Il (Creditworthiness and Total Credit
Limit).

105 See SPP Credit Policy, Attachment X (Credit Policy), Article 4 (Creditworthiness and Total Credit
Limit), section 4.2 (Composite Credit Score).
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trigger a credit event.”1% Like reports from rating agencies like S&P and Moody’s, PIM’s
Internal Credit Score is forward-looking,'° and is “meant to supplement and be generally
consistent with credit ratings issued by [those] recognized public credit rating agencies.”%®
To aid PIJM in its development of the Internal Credit Score model, PJIM consulted
with Mr. Steven Dreyer. Mr. Dreyer has nearly 40 years of experience as a credit and
financial analyst, including working at S&P Global Ratings where he was practice leader
for North American Insurance Ratings, lead analytical manager for U.S. Utility &
Infrastructure Ratings, and head of Investor Communications for the Americas. In the
Affidavit submitted in support of this filing, Mr. Dreyer explains, consistent with industry
practice, that PJM’s Internal Credit Scores are qualitative and forward-looking, as
“[h]istorical financial data alone is insufficient on which to base a credible credit
evaluation; qualitative judgement is required to make projections.”'% Thus, PJM’s Internal
Credit Score model includes quantitative metrics, using the financial data provided above,
and qualitative metrics, using “relevant factors that may be internal or external to a
particular Applicant and/or its Guarantor.”!® PJM is proposing to employ a framework
based on five tables memorialized in the Tariff that assess various quantitative and
qualitative metrics (e.g., capital and leverage, liquidity, industry level) relative to each

Applicant (and Market Participant). As noted in the proposed revisions, “[t]he particular

metrics and scoring rules differ according to the Applicant’s or Guarantor’s line of business

106 Proposed Tariff, Definitions 1-J-K (definition of Internal Credit Score).
107 Dreyer Aff. 7.

108 Dreyer Aff. 7.

109 Dreyer Aff. 1 6.

110 Proposed Tariff, Attachment Q, section 11.A.3.
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and the PJM Markets in which it anticipates participating, in order to account for varying
sources and degrees of risk” to the PJM Markets and PJM Members.!!

Through its model, PJM will evaluate an Applicant’s or its Guarantor’s “capital and
leverage, cash flow coverage of fixed obligations, liquidity, profitability, and other
qualitative factors.”'2 The overall scores developed will range from 1-6, intended to be
parallel, in general, to the six ratings categories used by S&P, Fitch, and Moody’s. PJM
will consider an Applicant’s Internal Credit Risk Score and any available external ratings
from a Rating Agency (e.g., S&P, Moody’s) as “inputS” into determining an Applicant’s,
Guarantor’s overall risk profile.!t

By publishing in the Tariff the model’s “tables, metrics, and whether a factor is a
‘primary’ or ‘secondary’ metric for that business type,” PJM is providing “sufficient
transparency for entities to be on notice as to what factors will be evaluated and which of
those factors PJM will consider to be more important to the entity’s credit risk level
depending on business type.”*'* Thus, Mr. Dreyer concludes, companies will be able to
determine “a general range as to what credit score PJM will determine, and should not be
surprised by the outcome” of PJM’s model.!*® Further, during the stakeholder process,

PJM provided many stakeholders with their respective illustrative Internal Credit Score,

and PJM will continue to provide any entity its PIM-derived Internal Credit Score upon

request.

1 Proposed Tariff, Attachment Q, section 11.A.3.

12 Proposed Tariff, Attachment Q, section 11.A.3.

13 Proposed Tariff, Attachment Q, section 11.A.3; proposed Tariff, Attachment Q, section I1.E.6.

14 Dreyer Aff. | 15.
115 Dreyer Aff. | 15.
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While “[t]he formulation of each metric will be consistently applied . . . across
industries with slight variations based on identifiable differences in entity type, anticipated
market activity, and risks to the PJIM Markets and PJIM members,”*'® PJM does not propose
to state how it plans to weight the various metrics and qualitative factors, based on the
advice of its credit risk expert Steven Dreyer. Mr. Dreyer explains that PJM should not
publicize how the PJIM model operates to derive a particular Applicant’s Internal Credit
Score. Rather, he advises that “PJM must be able to tailor its analysis for unique
characteristics of the market participants it evaluates and to maintain flexibility to respond
to changes in the economic and market environment.”'’ He explains that setting in stone
PJM’s standards, by making them (or the underlying formulas) public, would be “unwise,
and contrary to industry practice.”*'® Further, as Mr. Dreyer explains, publishing the model
or how PJM will consider the various factors and metrics could lead to entities gaming
PJM’s credit risk review by, for example, “swapping short-term for long-term obligations
in advance of its ongoing credit review (only to unwind it after the fact).”1°
4. History of litigation, contingencies, and defaults

A primary data point in most Know Your Customer diligence processes is to be
aware of the entity’s default history and any litigation, formal governmental investigations,
or other proceedings, “involving Applicant or its Guarantor or any of their Principals that

would likely have a material adverse impact on its financial condition and/or would likely

116 Proposed Tariff, Attachment Q, section 11.A.3.
17 Dreyer Aff. 9.

118 Dreyer Aff. 1 10.

19 Dreyer Aff. 1 11.
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materially affect the risk of non-payment by the Applicant or Guarantor” that is ongoing
or occurred. Accordingly, PIM is requiring Applicants (or their Guarantors) to disclose
such matters that have occurred within the past five years.??° It is important recognize that
PJM is not requiring disclosure of any and all litigation but rather only that litigation that
may be an indicator of credit risk, i.e., the litigation that is likely to materially (adversely)
affect the ability to pay debts in PJIM. PJM is also requiring disclosure of prior bankruptcy
petitions (filed by or against) the Applicant, Guarantor, or its Principals.!?! These, too, are
standard Know Your Customer disclosures in the context of a credit risk evaluation.

PJM is also requiring disclosure of whether the Applicant, Guarantor, its Principals,
or their “predecessors, subsidiaries, or Credit Affiliates that participate in any United States
power markets” have been found, “based upon a final adjudication of regulatory and/or
legal proceedings,” responsible for a “material defalcation, market manipulation or
fraud.”*?2 While the need for such information from the entity and Principals participating
in the PJM Markets is axiomatic, PJM’s extension of the request to include “Credit
Affiliates” and other similar North American energy markets may require some
explanation. First, PJM is adding the new defined term Credit Affiliate to mean basically
any other business entity that controls, is controlled by or is under common control with

the Applicant or a Principal of the Applicant. Unlike the defined term “Affiliate,” a Credit

Affiliate relationship is not presumed by reference to minimum ownership interest.!?3

120 Proposed Tariff, Attachment Q, section 11.A.5(i).
121 Proposed Tariff, Attachment Q, section 11.A.5(iii).
122 Proposed Tariff, Attachment Q, section 11.A.5(ii).

123 See proposed Tariff, Definitions C-D (definition of Credit Affiliate) (““Credit Affiliate’ shall mean
Principals, corporations, partnerships, firms, joint ventures, associations, joint stock companies,
trusts, unincorporated organizations or entities, one of which directly or indirectly controls the other
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Given the seriousness of a finding of market manipulation or fraud and the likelihood of
recidivism, to properly perform its gatekeeping function and protect the integrity of the
markets, for Know Your Customer purposes, PJIM must be made aware of any history of
such bad actions by entities or persons closely affiliated with the Applicant. PJM requires
such information relative to Principals and Credit Affiliates because such prior actions may
(or may not) be an indicator of substantial risks to PJIM Markets. However, the relative
importance accorded any such disclosure in PJM’s risk evaluation may be significant or
small—commensurate with the direct or indirect relationship between any such prior action
or event and the Applicant’s anticipated participation in the PJM Markets.

Applicants and Guarantors must also disclose “any violation” of “any federal or
state regulations or laws regarding energy commodities” by any organization “responsible
for regulating activity in North American markets for electricity, natural gas or electricity-
related commodity products.”'?* This type of information is inherently relevant when
evaluating whether an entity poses an unreasonable credit risk to the PJIM Markets.

Finally, PJM is also requiring disclosure of an Applicant’s current default status
and default history, but only with respect to “any energy related generation or transmission
project (e.g. generation, solar, development), and within any wholesale or retail energy

market” or on an exchange, that has not been cured within the previous five years.'?® PJM

or that are both under common Control. ‘Control,” as that term is used in this definition, shall mean
the possession, directly or indirectly, of the power to direct the management or policies of a person
or an entity.”).

124 Proposed Tariff, Attachment Q, section I11.A.5(iv).
125 Proposed Tariff, Attachment Q, section 11.A.6.
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is not requiring information about “[d]efaults of a non-recourse project financed entity,”25
because such information would not necessarily be relevant to an evaluation of credit risk.

The “Know Your Customer” information described above will allow PJM to
understand the financial condition and risk profile of the Applicant and to better assess the
potential risks the Applicant may pose to the PJM Markets. It cannot be disputed that
information about an Applicant’s recent financial default history as well as its recent
behavior in PJIM Markets or other North American energy markets will assist PJIM in better
assessing the risks an Applicant may pose to the PJM Markets. However, in making such
assessment, PJM will also consider any explanation provided, as well as any actions taken
by the Applicant, including compliance efforts to resolve an investigation, or any actions
proposed to mitigate any potential risks to PJIM Markets.

5. Other disclosures and additional information

To round out the picture, PJM is requiring Applicants and Guarantors to disclose
any Credit Affiliates that are PJIM Members or that otherwise participate directly or
indirectly in the PJM Markets or any other energy commodity markets in North America.*?’
An Applicant must also provide its governing agreements, articles of incorporation, or
similar documentation, the names of its five most senior Principals, and “information
pertaining to any non-compliance with debt covenants and indentures.”*?8

While the above disclosure requirements should provide PJM with a good overview

of the Applicant’s financial condition and the risks it may pose to the PJM Markets, no list

126 Proposed Tariff, Attachment Q, section 11.A.6.
127 Proposed Tariff, Attachment Q, section I1l.A.7.
128 Proposed Tariff, Attachment Q, section I1l.A.7.
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can be truly comprehensive. Accordingly, PJM is including a provision authorizing it to
request, and for Applicants to provide, “any other information or documentation reasonably
required for PJM to perform the initial risk evaluation of Applicant’s or Guarantor’s
creditworthiness and ability to comply with the requirements contained in the Agreements
9129

related to settlements, billing, credit requirements, and other financial matters.

6. Results of initial risk evaluation and whether an Applicant poses an
unreasonable credit risk

PJM will evaluate the information required above and PJM will determine whether
an Applicant (or its Guarantor) poses an unreasonable credit risk. Whether an Applicant
poses an unreasonable credit risk “shall be determined by the likelihood that an Applicant
will default on a financial obligation arising from its participation in any PJM Markets.””**°
While PJM’s assessment will be holistic in nature and will take into account each item
disclosed (or that PJIM gleans from other sources), PJM is proposing that the Tariff provide
a non-exhaustive list of “[i]ndicators of potentially unreasonable credit risk” including a:

e history of market manipulation based upon a final adjudication of regulatory
and/or legal proceedings,

e history of financial defaults, a history of bankruptcy or insolvency within
the past five (5) years, or

e combination of current market and financial risk factors such as low
capitalization, a reasonably likely future material financial liability, a low

129 Proposed Tariff, Attachment Q, section IlLA.7. PJM is also adding a provision to make sure
Applicants are on notice that “PJM will conduct a supplemental risk evaluation process for
Applicants, Participants, and Guarantors applying to conduct virtual and export transactions or
participate in any PJM Markets,” as described in Tariff, Attachment Q, section IV. Proposed Tariff,
Attachment Q, section I11.B.

130 Proposed Tariff, Attachment Q, section 11.D.
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Internal Credit Score (derived pursuant to section I1.A.3 above) and/or a
low externally derived credit score.'3!

The presence of one of these factors may or may not lead to a determination of
unreasonable credit risk, but these are the types of factors that would support such a
determination. PJM will base its determination of the totality of the circumstances at the
time, on a case by case basis.

To the extent PIM finds an Applicant poses an unreasonable credit risk, PJIM may
require Collateral to mitigate such risk at a level “commensurate with the Applicant’s risk
of financial default.”*3? If PJM determines that Collateral is insufficient (or if the Applicant
cannot or does not want to post that amount of credit support) to fully cover the risk, PJIM
may reject an application to participate in the PJIM Markets or limit or deny an applicant’s
ability to participate in the markets “to the extent and for the time period it determines is
necessary to mitigate the unreasonable credit risk to the PIM Markets.”'® And, “if
Collateral, additional Collateral or Restricted Collateral cannot address the unreasonable
credit risk,” PJM will reject an application to participate in the PJM Markets'®*

PJM’s unreasonable credit risk determinations must not be cabined by an overly-
prescriptive Tariff, but rather, PJM should have the “reasonable discretion to evaluate
individual facts and circumstances, as necessary, to protect the [PJM]-administered

markets without limiting [PJM] to act only in specific scenarios of increased credit risk

131 Proposed Tariff, Attachment Q, section 11.D.
132 Proposed Tariff, Attachment Q, section 11.D.
133 Proposed Tariff, Attachment Q, section I1.D.

134 Proposed Tariff, Attachment Q, section I1.E.8.
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enumerated in the tariff.”**® Indeed, it would be imprudent and unreasonable to prevent
PJM from requiring Collateral, or even rejecting an application entirely, if an Applicant
posed an unreasonable credit risk for reasons that were not specifically enumerated in the
Tariff. The ultimate responsibility of a market gatekeeper is to close the gate if it identifies
what it determines is an unreasonable credit risk. In Order No. 741, the Commission held
that an RTO’s credit policy “should allow the 1SOs and RTOs to use their discretion to
request additional collateral in response to unusual or unforeseen circumstances.”*3® While
the Commission made that statement in the context of Material Adverse Changes, the same
conclusion holds for a determination of unreasonable credit risk. After all, both contexts
seek to achieve the same goal: protect the PJM Markets and PJIM Members from a Market
Participant’s default. Thus, the Commission has recognized that providing discretion to
the RTO in assessing credit risk appropriately “strik[es] a balance between providing
sufficient flexibility to an RTO/ISO to protect the wholesale markets and providing
certainty to market participants is an inherently difficult aspect of sound credit policy.”**’
Before completing its initial risk evaluation, PJM will communicate any concerns
about the extent to which the Applicant poses an unreasonable credit risk to the Applicant
in writing “and attempt to better understand the circumstances surrounding that Applicant’s

financial and credit position.”**® If PJM determines that Collateral is required to mitigate

any level of unreasonable credit risk posed by an Applicant, it will provide a written

135 NYISO, 170 FERC 1 61,054, at P 30.

136 Order No. 741 at P 147.

137 NYISO, 170 FERC 1 61,054, at P 32.

138 Proposed Tariff, Attachment Q, section 11.D.



Honorable Kimberly D. Bose, Secretary

March 31, 2020

Page 45

explanation of such decision.®® If an Applicant believes that PJM’s determination is
unduly discriminatory or arbitrary, it may seek relief by filing complaint, or other filing
seeking relief, with the Commission, and it can use PJM’s written explanation that the
Applicant poses an unreasonable credit risk to “form a record before a Commission
99140

proceeding if necessary.

C. To Manage and Monitor Credit Risk in the PIM Markets, PIM Will
Perform Ongoing Credit Evaluations of All Participants.

Because “risk management is not a static endeavor,” and circumstances change and
entities that had not previously posed an unreasonable credit risk may come to do so,
“[e]very market administrator needs to perform frequent risk analysis on its participants to
ensure that existing collateral and creditworthiness standards are sufficient.”**! Thus, to
better protect its markets, PJM is proposing to institute a formal process of ongoing risk
evaluations for each Market Participant.}*? Such evaluations will be performed on “at least
an annual basis” and will generally consider the same types of Know Your Customer
information as provided in an initial risk evaluation, but updated.'*®* Thus, Market
Participants will be required to provide updated: Rating Agency reports and financial

statements;'** disclosure of litigation, commitments, and contingencies;** current default

139 See proposed Tariff, Attachment Q, section I1.D.
140 MISO, 170 FERC {61,257, at P 8.

141 Order No. 741 at P 135.

142 Proposed Tariff, Attachment Q, section II.E.

143 Proposed Tariff, Attachment Q, section I11.C.

144 Proposed Tariff, Attachment Q, section I1.E.1.

145 Proposed Tariff, Attachment Q, section I1.E.4.
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status;**® and any other information requested by PIM.}*’” PJM will also continue to
monitor and assess each Market Participant’s Internal Credit Score using the same rubric
and information as for the initial risk evaluation.}*® Ongoing risk evaluations generally
only differ from the initial risk evaluations in three respects: the provision of financial
statements, provision of trade references (which are required only at the initial stage), and
disclosure of Material Adverse Changes. Failure to provide required information will
9149

affect the Market Participant’s “eligib[ility] to participate in any PJM Markets.

1. Audited financial statements and transition mechanism for existing
Market Participants

Currently, PIM’s credit provisions only require audited financial statements in the
context of determining an Unsecured Credit Allowance or to support a company’s
capitalization,® and notification of Material Adverse Changes is only applicable to a
Market Participant with an Unsecured Credit Allowance.™! However, to ensure PJM has
the ongoing financial data it needs to monitor and manage credit risk in the PJIM Markets,
PJM is proposing that Market Participants will have an “ongoing” obligation to provide
the same “financial statements and related information” required of Applicants (as
discussed above and set forth in Tariff, Attachment Q, section Il.A.2), with one

exception.™®  With regard to the business risk profile summary to be provided by the

146 Proposed Tariff, Attachment Q, section II.E.5.

147 Proposed Tariff, Attachment Q, section I1.E.7.

148 Proposed Tariff, Attachment Q, section II.E.6.

149 Proposed Tariff, Attachment Q, section II.E.

150 See Tariff, Attachment Q, sections 1.C.1.b.2.ii and 11.A.2.
151 See Tariff, Attachment Q, section 11.A.3.

152 Proposed Tariff, Attachment Q, section I1.E.2.
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Principal responsible for PJIM Market activity,'>® the Principal only needs provide “the
experience of the Participant (and its Principals) in managing risks in similar markets”>*
to the extent the Principal “was not serving in the position when the prior summary was
provided.”*

With regard to financial statements, Market Participants (or their Guarantors) will
need to provide audited annual financial statements in US GAAP or other acceptable
format for each fiscal year and no later than 120 days after the end of each fiscal year.™®
Similarly, Market Participants must submit “financial statements, which may be unaudited,
for each completed fiscal quarter of the current fiscal year, promptly upon their issuance,
but no later than sixty (60) calendar days after the end of each fiscal quarter.”*>” However,
PJM may, upon request, grant an extension of time for the Market Participant, if the audited

financials are not available within prescribed time frame.

2. Material Adverse Changes

The only new type of information required for an ongoing risk evaluation is whether
the Market Participant has experienced or is experiencing a Material Adverse Change since
the date of the most recent audited financial statements delivered to PIM. “Events in credit
markets can change the fortunes of a participant very quickly,” as the Commission has

recognized, noting the over-the-weekend collapse of Lehman Brothers in September

153 See proposed Tariff, Attachment Q, sections I1.A.2(a)(iv), I1.A.2(b)(v), I1LA.2(c)(iii).
154 Proposed Tariff, Attachment Q, sections 11.A.2(a)(iv), I1.A.2(b)(v), I.A.2(c)(iii).

155 Proposed Tariff, Attachment Q, section II.E.2.

156 Proposed Tariff, Attachment Q, section I1.E.2.

157 Proposed Tariff, Attachment Q, section I1.E.2.
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2008.%8  Accordingly, in Order No. 741, the Commission required RTOs and 1SOs to
provide an “illustrative, rather than exhaustive,”**® list of “conditions under which they
will request additional collateral due to a material adverse change.”'®® PJM’s current credit
policy includes such a non-exhaustive list of eleven occurrences that may constitute a
material adverse change in a Market Participant’s financial condition, allowing PJM to
request additional collateral within two Business Days.%! This list of illustrative examples
is similar or identical to the examples in several other RTO and ISO credit policies, and
PJM plans to retain nearly every item on this list, as discussed below.

As an initial matter, PJM has determined that its credit policy would benefit from
additional clarity on the fundamentals of what constitutes a Material Adverse Change. To
that end, PJM is proposing to define Material Adverse Change as (1) “any material adverse
change in the financial condition” of the Participant (or Guarantor), or (2) “any adverse
change, event or occurrence which, individually or in the aggregate is likely to have a
material adverse effect on the ability of the Participant” to meet its financial obligations in
PJM or to the entity’s business operations generally.'®? This definitional clarification also
informs the application of the Tariff-stated list of events Material Adverse Changes, by

allowing that any event listed “may” constitute a Material Adverse Change. Thus, for

158 Order No. 741 at P 135.
159 Order No. 741 at P 149.

160 Order No. 741 at P 147; see also 18 C.F.R. § 35.47(g) (requiring each RTO/ISO tariff to “[p]rovide
a list of examples of circumstances when a market administrator may invoke a ‘material adverse
change’ as a justification for requiring additional collateral; this list does not limit a market
administrator's right to invoke such a clause in other circumstances.”).

161 Tariff, Attachment Q, section I1.A.3.
162 Proposed Tariff, Definitions L-M-N (definition of Material Adverse Change).
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example, the resignation of a Principal could be a Material Adverse Change, but that would
be dependent on the circumstances specific to that company, such that the resignation,
considered in the aggregate with other events at the time, would have to be likely to result
in an adverse change in the Participant’s ability to meet its financial obligations.

Regarding the list of possible Material Adverse Changes, as part of PIM’s review
of its credit rules and through the stakeholder process, PJM has determined that the current
list generally presents events that PJIM would consider a Material Adverse Change.
However, PJM found that the list needs to be revised and updated, with nine events retained
(with some revision to their description), two removed, and four added.'®®

PJM is proposing to remove two items—downgrade in debt rating, and being placed
on a credit watch list. These events may be too incremental in nature and do not necessarily
rise to the level of events that should be enumerated. A downgrade in rating from AA to
A, without other adverse circumstances, clearly would not be likely to materially adversely
affect the entity’s risk of default. In any event, the list is non-exhaustive, so if an entity’s
debt rating fell by two or three notches, or fell from A to below investment grade, PJIM
would still have the discretion to consider such event a Material Adverse Change.

To better put Market Participants on notice of the type of company-specific events
PJM is likely to consider a Material Adverse Change, PIJM is adding four additional
occurrences that it may consider to be Material Adverse Changes, and that could result in
additional risk evaluation steps or require the posting of additional Collateral. Specifically,

PJM is adding the following occurrences to the non-exhaustive list:

163 Compare proposed Tariff, Attachment Q, section I1.E.3(a)-(i), with Tariff, Attachment Q, section
I1.A.3(c)-(K).
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e aconfirmed, undisputed material financial default in a bilateral
arrangement with another Participant or counterparty that has not been
cured or remedied after any required notice has been given and any cure
period has elapsed,;

e the sale by a Participant of all or substantially all of its bilateral position(s)
in the PJIM Markets;

e any adverse changes in financial condition which, individually, or in the
aggregate, are material; and,

e any adverse changes, events or occurrences which, individually or in the
aggregate, could affect the ability of the entity to pay its debts as they

become due or could reasonably be expected to have a material adverse
effect on any current or future financial results or financial condition.'%*

Each of these four occurrences may adversely impact a Market Participant’s financial
condition and may warrant posting of additional Collateral (or other risk mitigation
measures) to protect the PJIM Markets from unreasonable credit risk.

The final item PJM is adding to the list is a catchall that codifies for PJM a provision
similar to one recently accepted by the Commission for NYISO for which the Commission
advised that “a reasonable amount of discretion because it is neither practical nor
productive for NYISO to define every single circumstance that could result in a material
adverse change.”'® The Commission recently found a similar item just and reasonable for
inclusion on NYISO’s list of material adverse changes.’®® Indeed, including such
circumstances as a Material Adverse Change will provide PJIM with authority it lacked
when facing a situation like that posed by GreenHat. As the Consultants Report noted,

PJM’s existing Material Adverse Change provision “does not contain a general or catch-

164 Proposed Tariff, Attachment Q, section I1.E.3(j)-(m).
165 NYISO, 170 FERC 1 61,054, at P 30.
166 NYISO, 170 FERC 1 61,054, at P 31.
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all provision to empower PJM to view a forward looking situation such as a participant’s
amassing a large, losing trading portfolio and declare a Material [Adverse] Change in order
to demand additional collateral.”*®” These four additional items, particularly the last one
on the above list, would provide PJIM with necessary authority to act and “protect its
customers from financial losses that result from unreasonable credit risks and defaults.”16®

As the current list is non-exhaustive, PJM could consider these four events to be
material adverse changes—even though they are not specifically listed—and require
additional collateral or risk mitigation steps. But, to be as transparent as possible and
inform Market Participants that PJM considers that such events may have the ability to
impact a Market Participant’s financial condition, PJM is proposing to enumerate them in
the Tariff. However, the list remains non-exhaustive, and any event or circumstance,
identified by the Market Participant or PJM, indicating that a Market Participant may
present an unreasonable credit risk to the PJIM Markets, including the FTR markets and
any other markets operated by PJM, or Members, may be considered a Material Adverse
Change.

Because it is not possible for PJM to continuously monitor the details of the
financial condition and risk profile of all Market Participants at all times, PJM is
maintaining the currently effective Tariff requirement of placing the onus on the Market
Participant to inform PJM of any Material Adverse Change, and PJM is proposing to

require Market Participants to inform PJM of such events within five Business Days of the

167 Consultants Report at 23.
168 NYISO, 170 FERC 1 61,054, at P 27.



Honorable Kimberly D. Bose, Secretary

March 31, 2020

Page 52

event.’®® As the Commission recognized in Order No. 741, it is important for market
administrators to act quickly and “request additional collateral before a crisis starts.”*"
PJM is also keeping the authority that it “may also independently establish from available
information that a Participant and/or its Guarantor has experienced a Material Adverse
Change in its financial condition.”*"

Furthermore, PJM is proposing to codify that upon identification of a Material
Adverse Change, PIM will “evaluate the financial strength and risk profile of the Market
Participant.”"> PJM will do so at the time of the change, and as a result of the identified
change, PJM will conduct such evaluations “on a more frequent basis going forward.”*"
To the extent PJM “identifies unreasonable credit risk to any PJM Market,” PIM will take
steps to mitigate such financial exposure, including “requiring the Market Participant
and/or each Guarantor to provide Collateral, additional Collateral or additional Restricted
Collateral that is commensurate with the amount of risk in which the Market Participant
wants to engage, and/or limiting the Market Participant’s ability to participate” in the PJM
Markets.'™* Where appropriate, PJM will typically first seek to obtain Collateral from a

Market Participant before seeking to limit the Market Participant’s ability to participate in

the PJM Markets.

169 Proposed Tariff, Attachment Q, section II.E.3.

170 Order No. 741 at P 137.

m Proposed Tariff, Attachment Q, section II.E.3; compare id., with Tariff, Attachment Q, section
I1.A.3.

172 Proposed Tariff, Attachment Q, section 11.E.3.

173 Proposed Tariff, Attachment Q, section I1.E.3.

174 Proposed Tariff, Attachment Q, section I1.E.3.
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Just as required under PJM’s current credit rules, in the event PJM determines that
a Material Adverse Change has occurred and warrants provision of additional collateral,
PJM will so notify the Market Participant in writing and provide a written explanation for
why such determination was made.1”™ In addition, to the extent the Market Participant’s
financial condition has improved since PJM last evaluated the entity’s risk, PJM may
reduce the amount of collateral required. PIM will provide such determination in writing,
in which PJM will provide an explanation of the change and identify “the amount of the
Collateral reduction and indicat[e] when and how the reduction will be made.”1®

3. Results of ongoing risk evaluations

If PJM’s ongoing evaluation of the credit risk posed by a Market Participant shows
that the participant poses an unreasonable credit risk to the PIM Markets, PJIM may notify
the Market Participant (or its Guarantor) immediately and advise why it believes the
Market Participant poses an unreasonable credit risk, and may either (1) issue a Collateral
Call, or (2) “limit or suspend the Market Participant’s participation in any PJM Markets”
as necessary to mitigate such risk.}’” However, “PJM will only limit or suspend a Market
Participant’s market participation if Collateral, additional Collateral or Restricted
Collateral cannot address the unreasonable credit risk.”*® PJM could also modify a Market

Participant’s Unsecured Credit Allowance, as “reasonably necessary to support current or

175 See proposed Tariff, Attachment Q, section I1.E.3; compare id., with Tariff, Attachment Q, section
I1.A.3.

176 See proposed Tariff, Attachment Q, section I1.E.3.

L7 Proposed Tariff, Attachment Q, section II.E.8.

178 Proposed Tariff, Attachment Q, section 11.E.8. PJM may base its determination on, among other

things, “information and material provided to PJM during its ongoing risk evaluation process or in
the Officer’s Certification, and/or information gleaned by PJM from public and non-public sources.”
Proposed Tariff, Attachment Q, section I1.E.8.
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anticipated market activity.”'’® Failure to provide any required Collateral “within the
applicable cure period shall constitute an Event of Default.”&

Before finalizing such a determination of unreasonable credit risk, just as with
initial risk evaluations, PJM will communicate any concerns about the extent to which the
Applicant poses an unreasonable credit risk to the Applicant in writing “and attempt to
better understand the circumstances surrounding that Applicant’s financial and credit
position.”*81  Market Participants may then, within five business days, provide
supplemental information to address PJM’s concerns, which may alleviate some or all of
PJM’s concerns, thereby reducing or eliminating the need for additional credit support or
participation restrictions. PJM’s final determination will be communicated in writing, and
accompanied by a written explanation. 182

D. PJIM Is Simplifying the Unsecured Credit Allowance Provisions, as

Much of the Information Gathering Will Occur in the Initial and
Ongoing Risk Evaluations.

PJM is not proposing any significant changes to the provisions governing its
evaluations for an Unsecured Credit Allowance. However, as part of PJM’s review of its
credit policies, PJM is reorganizing the placement of these provisions within

Attachment Q. Asaresult, a look at the revised Tariff shows more redlines associated with

179 Proposed Tariff, Attachment Q, section I1.E.8.

180 Proposed Tariff, Attachment Q, section I1.E.8. The applicable cure period will be determined in
accordance with proposed Operating Agreement, section 15.1.5.

181 Proposed Tariff, Attachment Q, section II.E.8.

182 Proposed Tariff, Attachment Q, section II.E.8. By PJM providing a written explanation for its

determination that an Applicant poses an unreasonable credit risk, the Applicant would have
material that “could form a record before a Commission proceeding if necessary.” MISO, 170
FERC 1 61,257, at P 8. Again, as with the application of any provision of the Tariff, an Applicant
that disagrees with PJM’s decision can seek relief from the Commission.
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these sections than substantive changes to them. In fact, PJIM is making only a handful of
substantive changes.

Because PJM’s proposed initial and ongoing credit evaluations will examine much
of the same data as an Unsecured Credit Allowance determination, PJM is proposing to
remove language that will be duplicative upon acceptance of the proposed initial and
ongoing risk evaluation provisions. Because PJM is proposing detailed provisions
requiring Rating Agency reports, financial statements and related information, and
notification of Material Adverse Changes for the initial and ongoing risk evaluations, PJM
is replacing similar requirements in the section for determining an Unsecured Credit
Allowance with cross-references to those new, more detailed sections.'® PJM is also
adding a catchall provision requiring each Market Participant requesting an Unsecured
Credit Allowance to make the same disclosures related to Credit Affiliates and governing
documents required as part of an initial risk evaluation in Attachment Q, section 1.A.7,
and to provide additional information upon PJM’s request.®*

PJM is proposing only a few substantive changes to the Unsecured Credit
Allowance determination. First, PJM will calculate an Unsecured Credit Allowance based
on external ratings from a Rating Agency, to the extent such a rating is available, and if

multiple external ratings are available, PJM will use the “lower of the ratings.”'%

183 See proposed Tariff, Attachment Q, sections 11.C.1(a) (Rating Agency Reports), 11.C.1(b) (Financial
Statements and Related Information), 11.C.2 (Material Adverse Changes).

184 Proposed Tariff, Attachment Q, section I1.C.3. In certain locations, PJM is also making explicit that
Unsecured Credit Allowance cannot be counted toward FTR credit requirements, which must be
satisfied through Collateral. See proposed Tariff, Attachment Q, sections I.C & Il.H. This is
consistent with Order No. 741 and Commission regulation section 35.47(c).

185 Proposed Tariff, Attachment Q, section 11.G.1.
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However, if no external rating is available, PJIM will rely on its Internal Credit Score
determination.!8 As such, PJM is proposing to revise the credit scoring rules currently in
place, add references to the proposed Internal Credit Score rules, and utilize the same 1 to
6 rating, based on PJM’s assessment of the entity’s risk profile.®’

To correspond with this change to the new Internal Credit Score metrics, PIM is
updating the table for determining the Maximum Unsecured Credit Allowance dollar cap
to reflect the Internal Credit Scores, add a column for the corresponding “Risk Rating”
(i.e., 1-Very Low risk through 6-High risk), and update the corresponding Tangible Net
Worth Factor.’®® For example, a Risk Rating of “1” equals “Very Low Risk” which would
correspond to an external rating of AAA to AA- by S&P or Fitch, or Aaa to Aa3 by
Moody’s, and would correspond to a PJM-derived Internal Credit Score of 1.00 to 1.99.18°
The Tangible Net Worth Factor caps the amount of Unsecured Credit Allowance based on
a percentage of the entity’s Tangible Net Worth,'® up to the Maximum Unsecured Credit
Allowance for that Risk Ranking. However, the level of Unsecured Credit Allowance will
be determined based on a number of factors, while the Tangible Net Worth Factor aids in
setting a maximum amount.

PJM is also reducing the Tangible Net Worth Factor to zero for entities with a Risk

Rating of medium to high (i.e., Internal Credit Scores of 3.5 to 6, or S&P/Fitch rating of

186 Proposed Tariff, Attachment Q, section 11.G.1.
187 Proposed Tariff, Attachment Q, section 11.G.1.
188 Proposed Tariff, Attachment Q, section 11.G.2.
189 Proposed Tariff, Attachment Q, section 11.G.2.
190 PJM is revising the definition of Tangible Net Worth to mean: “total assets less goodwill and other

intangible assets, minus total liabilities.” Proposed Definition of Tangible Net Worth. The actual
Tangible Net Worth value should be unchanged, but this revised definition is simpler and clearer.
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BB+ and below, or a Moody’s rating of Bal and below). PJM is reducing the Maximum
Unsecured Credit Allowance for entities with a risk rating of Medium to High (BB+ to BB
on S&P and Fitch’s rating scale, and Bal to Ba2 on Moody’s rating scale) to zero. Such
entities pose an unacceptable level of risk to be eligible for any level of Unsecured Credit
Allowance. Rather, given the high risk rating, and to properly protect the PJIM Markets
and PJIM Members, such entities will most likely be required to post Collateral or other
credit support.

In addition, PIM is updating its rules for Unsecured Credit Limits for Affiliates to
apply the limits to Credit Affiliates, and making corresponding changes in that provision
to reflect this change.%

Finally, PJM is revising the rules for contesting an Unsecured Credit evaluation to
make the following clarifications. One, to the extent a Participant is proposing to use a
Corporate Guaranty to establish credit, “the Guarantor will be evaluated and the Unsecured
Credit Allowance granted, if any, based on the financial strength and creditworthiness, and
risk profile of the Guarantor.”*®> Two, an Unsecured Credit Allowance or Corporate
Guaranty is only “applicable to non-FTR credit requirements, for positions in PJM Markets
other than the FTR market, because all FTR credit requirements must be satisfied by

posting Collateral.”*®®  And, three, “PJM will identify any necessary Collateral

requirements and establish a Working Credit Limit for each Participant.”%

1ol See proposed Tariff, Attachment Q, section 11.G.3.
192 Proposed Tariff, Attachment Q, section I1.H.
193 Proposed Tariff, Attachment Q, section I1.H.

104 Proposed Tariff, Attachment Q, section I1.H.
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E. PIM Is Clarifying and Updating the Minimum Participation
Requirements.

PJM’s current credit policy sets forth minimum participation requirements, based
on a list of eligibility requirements and verification of an internal risk management policy,
supported by an annual officer certification. PJM is proposing to update and clarify these
provisions and to expand the scope of the annual certification. As discussed below, such
changes will enhance PJM’s ability to monitor risk and mitigate the potential for
unreasonable credit risk to its markets.

1. Annual certification

While PJM is proposing to retain the annual officer certification that is Tariff,
Attachment Q, Appendix 1, PJM is proposing to expand that certification and move the
associated rules to their own section within Attachment Q. In particular, PJM is moving
the first two paragraphs from the existing “Risk Management and Verification” section to
the new Annual Certification section. These two paragraphs detail the requirement that all
Applicants must submit the officer certification in Appendix 1 as part of their credit
applications and all Market Participants must submit the certification annually, between
January 1 and April 30 for the current calendar year.®® PJM is not proposing to change its
current practices of accepting such certifications “as a matter of course,” allowing these
Market Participants to continue participating in the PJM Markets, unless they hear
otherwise from PJM.1 Also, as in the current Tariff, Market Participants that fail to

provide the required certification by April 30 will be ineligible to transact in the PIM

195 Proposed Tariff, Attachment Q, section I11.A.
196 Proposed Tariff, Attachment Q, section I11.A.
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Markets until PIJM receives their certifications.’®” However, because the annual
certification is the vehicle by which an entity attests to the accuracy of the information
provided and is a minimum criterion for participating in the PJM Markets, PJM is
proposing that such failure may result in a default under the Tariff, which would expose
the Market Participant to, among other things, having its PJIM membership terminated
under Operating Agreement, section 15.1.1.1%8

PJM is also proposing to modify the existing Tariff provision in which PJIM may
suspend a Market Participant’s transaction rights in the PJIM Markets if it fails to comply
with PIM’s credit rules’®® to allow PJM the option to “limit” a Market Participant’s
transaction rights instead of a full suspension.?® Furthermore, the Tariff revisions require
Applicants and Market Participants to submit to PJM “any information or documentation
reasonably and/or legally required to confirm Applicant’s or Market Participant’s
compliance with the Agreements and the annual certification.”?* The proposed revisions
strengthen existing requirements allow PJM more flexibility in remedies, and place Market
Participants on notice of the potential penalties for failure to provide accurate information
to PIJM in the certification and their obligation to provide information reasonably necessary

to confirm their compliance.

Lo7 Proposed Tariff, Attachment Q, section I11.A. In fact, the proposed rules retain the statement, in the
existing Tariff, that “PJM will disable the Market Participant’s access to any PJM Markets until
such time as PJM receives the certification.” Proposed Tariff, Attachment Q, section IIL.A.

198 Proposed Operating Agreement, section 15.1.1.
199 See Tariff, Attachment Q, section 1.B.
200 Proposed Tariff, Attachment Q, section I11.A.

201 Proposed Tariff, Attachment Q, Section I11.A.



Honorable Kimberly D. Bose, Secretary
March 31, 2020
Page 60

PJM is retaining the Annual Officer Certification Form in Appendix 1 to its credit
policy, but is making some revisions to clarify and expand its scope. In Sections 1 and 2
of the form, PJM is moving the footnotes (regarding the “appropriate” level of training for
the Participant’s employees and defining the Participant’s “independent risk management
function”) into the text, so parties can better understand the form. PJM is broadening the
scope of some provisions that applied only to FTR trading to cover activities in all of the
PJM Markets, not just the FTR market, such that under the proposed form, all Market
Participants will have to certify that they have provided PJM with their most recent risk
management policy.2%?

The revised certification also requires that, if the Participant provides audited
financial statements, such statements must be in US GAAP format or another format
acceptable to PIM.2%® If the Participant is not providing audited financial statements to

299

support its “certification of qualification as an ‘appropriate person,’” then the Participant

must certify that it qualifies as an “‘appropriate person’ under one of the provisions in
section 4(c)(3)(A)-(J) of the Commodities Exchange Act.”?®* Alternatively, if the

Participant is not providing audited financial statements to support its “certification of

299

qualification as an ‘eligible contract participant,”” the Participant must certify that it

1%3

qualifies as an “‘eligible contract participant’ under one of the entities defined in section

1a(18)(A) of the Commodities Exchange Act.”?® These changes to section 6.a of the

202 See proposed Tariff, Attachment Q, Appendix 1, sections 2.a & b.
203 Proposed Tariff, Attachment Q, Appendix I, section 6.a.
204 Proposed Tariff, Attachment Q, Appendix I, section 6.a.

205 Proposed Tariff, Attachment Q, Appendix I, section 6.a.
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certification form ensure that the form of financial materials provided complies with the
updated disclosure requirements.2%

Furthermore, in addition to the statements already contained in Tariff,
Attachment Q, Appendix I, section 6.b, the Participant reasonably must certify “that the
audited financial statements provided to PJM and/or PJMSettlement present fairly,
pursuant to such disclosures in such audited financial statements, the financial position of
the issuer as of the date of those audited financial statements.”?%’

2. PJM market participation eligibility requirements

PJM is proposing to update its market participation eligibility provisions to
generally reflect the enhancements in this proposal. The proposed revisions grant PJM the
authority to “conduct periodic verification to confirm that Applicants and Market
Participants can demonstrate that they meet the definition of ‘appropriate person’ to further
ensure minimum criteria are in place.”?%® This verification is included in the certification
described above.?®® The revised language further provides that, “[i]f an Applicant or
Market Participant does not provide sufficient evidence for verification to PJM within five

(5) Business Days of written request, then such Applicant or Market Participant may result

in a default under this Tariff.”?!® Furthermore, the revised language provides that

206 PJM is not proposing to amend the certification form with respect to an entity that “fulfills the

eligibility requirements of the Commaodity Futures Trading Commission exemption order (78 F.R.
19880 — April 2, 2013) by being in the business” in the PJM Region of generating, transmitting, or
distributing energy, or providing other electric service. Tariff, Attachment Q, Appendix I,

section 6.c.
207 Proposed Tariff, Attachment Q, Appendix I, section 6.b.
208 Proposed Tariff, Attachment Q, section I11.B.
209 Proposed Tariff, Attachment Q, section I11.B.

210 Proposed Tariff, Attachment Q, section I11.B.
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“[d]emonstration of ‘appropriate person’ status and support of other certifications on the
annual certification is one part of the Minimum Participation Requirements for any PJM
Markets and does not obviate the need to meet the other Minimum Participation
Requirements such as those for minimum capitalization and risk profile as set forth in this
Attachment Q.”?!! Requiring a participant to be an “appropriate person” under the
Commodity Exchange Act is common requirement for participation in other RTO/ISO
markets.?'? Indeed, MISO similarly requires that participants annually certify that they are
an appropriate person under the Commodity Exchange Act.?t®
3. Risk management and verification

PJM is updating its rules on risk management policies to look beyond just
participants in the FTR market. With this filing, PJM is proposing to now require that all
Market Participants “must maintain current written risk management policies, procedures,
or controls to address how market and credit risk is managed” and they must submit such
policies to PJM at the time they submit their annual certification. This requirement was
already included in existing Attachment Q, Appendix 12* but PJM is now proposing to
make it explicit in Tariff, Attachment Q, section IlIl.C. Also, PJM is making several

changes to the existing Risk Management and Verification section to reflect this change in

scope, including deleting as unnecessary an entire paragraph related to an FTR

2 Proposed Tariff, Attachment Q, section I11.B.

212 See 1ISO-NE Credit Policy at section 11.5 Attachment 4; CAISO Credit Policy at section 12.1(iv)(1);
SPP Credit Policy, Attachment X (Credit Policy), Article 3 (Credit Assessment), section 3.1.1.8
(Minimum Criteria for Market Participants).

213 MISO Credit Policy, Attachment L (Credit Policy), section Il (Minimum Participation
Requirements).

214 Tariff, Attachment Q, Appendix 1, section 2.
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Participant’s representation in the annual certification. In addition, PJM is increasing the
administrative cost associated with its review of Participants’ risk policies, procedures, and
controls to $1500.00%"° to reflect more closely the cost PIM incurs to review such policies.

Since having a written risk management policy is one of the minimum participation
criteria required by Order No. 741,21 PJM is strengthening its risk management policy
requirements to make explicit that Applicants must demonstrate not only that they have a
policy, but that they have actually implemented such policy and procedures, in order to be
authorized to participate in the PJIM Markets.?!’ Participants will now be required to make
an annual demonstration that they have “implemented and maintained prudent risk
management policies and procedures in order to continue to participate in any PJM
Markets.”?!® Indeed, only by implementing such internal policies and procedures can
Market Participants understand, monitor, and manage the risks of market participation, and
avoid engaging in unanticipated speculative or risky market activity that may pose an
unreasonable credit risk to PJIM Markets.

PJM emphasizes the importance of such policies in ensuring the inadequacies of an
entity’s own risk management process does not pose an unreasonable credit risk. By
having a robust policy in place and ensuring proper implementation and enforcement (and
periodic re-evaluation) of the policy, a company can reduce its relative risk profile. It is

axiomatic that market activities unbounded by prudent risk management can inadvertently

215 Proposed Tariff, Attachment Q, section I11.C.
216 Order No. 741 at P 131.
27 Proposed Tariff, Attachment Q, section I11.C.

218 Proposed Tariff, Attachment Q, section I11.C.
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(or purposefully) veer into extremely risky behavior, exposing not just the individual
Market Participant, but the PIM Markets and PJIM Members to unreasonable credit risk.
For this reason, the Commission has required “each ISO and RTO [to] include in its tariff
language . . . minimum participation criteria to be eligible to participate in the organized
wholesale electric market, such as requirements related to adequate capitalization and risk
management controls.”?°

PJM is proposing to move the existing provisions governing its periodic
compliance verification process to new Attachment Q, section 1V.B.?2° However, based
on the recommendations of the Consultants Report, PJM is eliminating the list of eight
criteria it used to evaluate Participants’ risk management policies. As the Consultants
Report explained, because “PJM|’s Tariff] provides candidates with a listing of what PIM’s
requirements of a risk management policy are[,] . . . candidates [can] simply parrot that list
of required components in their submittal of a risk management policy, assuring
acceptance, without actually developing or implementing an effective risk management
policy in compliance with the FERC Order 741.%%

Instead of explicitly listing the review factors, PJIM proposes revised language
stating that the periodic reviews will determine whether Participants’ policies, practices,

and procedures “generally [] conform to prudent risk management practices for entities

trading in any PJM Markets.”??? In addition, Participants’ chief risk officers must provide

219 Order No. 741 at P 131.

220 Proposed Tariff, Attachment Q, section 1V.B. PJM is proposing to move the material covered by
the last five paragraphs of current Tariff, Attachment Q, section I.B.

221 Consultants Report at 17.
222 Proposed Tariff, Attachment Q, section I1V.B.
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“a high level summary . . . regarding any material violations, breaches, or compliance or
disciplinary actions in connection with such risk management policies, practices and
procedure within the prior twelve (12) months.”??3

PJM will prioritize its periodic reviews based on criteria including, but not limited
to, the length of time the Participant has been in business and the history of the Participant
and its Principals in the PJIM Markets.??*

As in the existing Tariff, a Participant’s eligibility to transact in any PJM Markets
“is conditioned upon PJM notifying the Participant of successful completion of PJM’s
verification of the Participant’s risk management policies, practices and procedures.”?? If
PJM is unable complete the verification process, the Participant has 14 calendar days to
provide evidence sufficient to finish the verification. However, PJM is proposing that
failure of the Participant to provide sufficient evidence during the cure period constitutes a
default, because at that point the participant no longer meets the minimum participation
criteria.??®

Finally, PIM is proposing to expand the existing provision that warns Participants
that they “are solely responsible for the positions they take and the obligations they assume
in PJM Markets™??’ so that all Market Participants, not just FTR Participants, are on notice

that PJM’s risk evaluation is not a substitute for the Market Participant’s own responsibility

223 Proposed Tariff, Attachment Q, section I1V.B.
224 Proposed Tariff, Attachment Q, section I1V.B.
225 Proposed Tariff, Attachment Q, section I1V.B.
226 Proposed Tariff, Attachment Q, section I1V.B.

221 Tariff, Attachment Q, section I.B.
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to monitor and manage the risks of its participation in PJIM Markets.??® In addition, the
revised provision states that PJM’s review for “is limited to demonstrating basic
compliance by a Participant showing the existence of written policies, procedures and
controls to limit its risk in any PJM Markets,”? rather than only “FTR Markets.”?*° The
revised language also drops the existing reference to paragraph 3.b of the annual
certification. This language appropriately expands language previously limited to FTR
Participants and FTR markets to all Participants transacting in any PJIM Markets. It is
reasonable for PJM to expect that the responsibility for market decisions and for fulfilling
any obligations undertaken in the PJIM Markets should rest with the Participants who are

transacting within those markets.

4. Clarifications to demonstration of capitalization and related
provisions

To ensure continued access to the PJIM Markets for smaller Market Participants,
PJM is not proposing changes to the numerical minimum capitalization requirements for
Market Participants. However, PJM is clarifying that Market Participants may meet
minimum capitalization requirements by “demonstrating minimum levels of Tangible Net
Worth or tangible assets”?! through the data disclosed on their audited financial
statements, both during the initial risk evaluation process and subsequent risk

evaluations.?? In addition, PJM is clarifying that Applicants must meet minimum

228 See proposed Tariff, Attachment Q, section I1V.B.
229 Proposed Tariff, Attachment Q, section I1V.B.

230 Tariff, Attachment Q, Section 1.B.

21 Proposed Tariff, Attachment Q, section 111.D.1.

232 Proposed Tariff, Attachment Q, section 111.D.1(c).
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capitalization requirements “[i]n advance of certification,”?*® and that Market Participants
must demonstrate that they satisfy the minimum capitalization requirements annually.?*

PJM also is updating the “Provision of Collateral” rules to make clear that if a
Market Participant cannot demonstrate minimum capitalization, it can qualify to participate
in any market operated by PJM “by posting Collateral, additional Collateral and/or
Restricted Collateral.”?*® This concept already formed the basis of these rules, but PIM is
clarifying the scope and type of eligible Collateral.

Furthermore, PJM is revising the rules for restricting Collateral for FTR
Participants unable to satisfy the minimum capitalization requirements. The current Tariff
contains a provision that reduced Collateral provided to support FTR market activity by
$500,000 plus 10% of the remaining Collateral.>® The revised Tariff language eliminates
the $500,000 plus 10% reduction and replaces it with a new standard reducing an FTR
Participant’s Collateral by an amount “of the current risk plus any anticipated future risk”
to the PJIM Markets “and may coincide with limitations on market participation.”?3” Given
that any Collateral that is restricted is “Restricted Collateral” that will be held by PJM,
allowing PJM to restrict FTR-related Collateral commensurate with the risk posed provides
greater protection to the markets and PJM’s Members.

PJM also clarifies that “[t]he amount of this Restricted Collateral shall not be

available to cover any credit requirements from market activity. The remaining value shall

233 Proposed Tariff, Attachment Q, section I11.D.
234 Proposed Tariff, Attachment Q, section 111.D.
235 Proposed Tariff, Attachment Q, section 111.D.2.
236 Tariff, Attachment Q, section I.C.2.

237 Proposed Tariff, Attachment Q, section 111.D.2(a).
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be considered the amount available to satisfy requirements of this Attachment Q.”%®
Similar revisions apply to Collateral provided by Participants engaging in Virtual
Transactions or Export Transactions?*® and Collateral provided by Participants that do not
engage in Virtual Transactions or Export Transactions.?*® These restrictions on the use of
Collateral posted for the purpose of these types of transactions is reasonable, given that
such transactions pose greater risk than other energy and ancillary services market
transactions.

Finally, PJM is proposing to alter the determination of the amount of Unsecured
Credit Allowance available to a participant that provides a Corporate Guaranty to increase
its available credit (in addition to Collateral). Currently, such amount is the lesser of: (1)
the Unsecured Credit Allowance available by the Corporate Guaranty, or (2) the face value
of the Corporate Guaranty, but reduced by 10%.2** PJM proposes to change the latter value
to the face value of the Corporate Guaranty as reduced “‘commensurate with the amount of
the current risk plus any anticipated future risk to any PJM Markets and PJM membership
in general, and may coincide with limitations” on the Market Participant’s ability to
participate.?*> As with the proposed change discussed above, accounting for risk when
determining an entity’s available credit is logical and reasonable, and thus appropriately
provides PJIM with reasonable but flexible credit risk management tools to protect the

markets and PJM’s Members.

238 Proposed Tariff, Attachment Q, section 111.D.2(b).
239 Proposed Tariff, Attachment Q, section 111.D.2(b).
240 Proposed Tariff, Attachment Q, section 111.D.2(c).
241 Tariff, Attachment Q, section I.C.2.

242 Proposed Tariff, Attachment Q, section 111.D.2(b).
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F. PJM Is Explicitly Requiring Ongoing Covenants to Ensure that Each

Market Participant Timely Informs PJM About Its Financial
Condition and Risk Profile.

PJM is adding to Attachment Q a new section IV that explicitly sets forth ongoing
covenants pursuant to which Market Participants must provide timely information to PJM.
Requiring submission of this kind of notice and information is consistent with PJM’s role
as “gatekeeper” of its markets. The key to protecting the PJIM Markets from credit risk is
PJM’s ability to collect accurate and relevant information about those who participate in
the markets.

Many of the requirements listed as an “Ongoing Covenant” are not new and are
stated elsewhere in Attachment Q; but PJM is proposing to consolidate these ongoing
requirements in a single location to facilitate Market Participant compliance. Thus, PJIM
is restating Market Participant submittal and reporting requirements that are existing and
newly proposed in this filing. For example, the revised language provides for ongoing
submittal of the Annual Officer Certification Form in Tariff, Attachment Q, Appendix 1;%43
a demonstration that the Participant meets the minimum participation requirements,?*
including minimum capitalization requirements;?*® and the Participant’s risk management
policies, procedures, and controls.?*® Further, if a Principal becomes aware of “any matter
that has resulted or would reasonably be expected to result in a Material Adverse Change

in the financial condition of the Participant or its Guarantor,” the Participant must notify

243 Proposed Tariff, Attachment Q, section IV.A(6).
244 Proposed Tariff, Attachment Q, section IV.A(2).
245 Proposed Tariff, Attachment Q, section IV.A(7).
246 Proposed Tariff, Attachment Q, section IV.A(8).
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PJM by the deadline set forth in Tariff, Attachment Q, section I1.E.3 (as revised in this
filing).24’

In addition, the list also consolidates the new requirements for ongoing submittal
of financial statements and other Know Your Customer financial disclosures required by
Tariff, Attachment Q;2*® and other information reasonably required by PJM to confirm
Tariff compliance and eligibility to participate in the PIM Markets.?*

Participants must notify PJM, within five Business Days, of such items as a
Principal becoming aware that a litigation or contingency event has occurred.?® Also, if
PJM requests, the Participant must demonstrate within five Business Days that it meets the
definition of “appropriate person” or “eligible contract participant” as the Commodity
Exchange Act and associated regulations define those terms.?®* Notice of a Credit Breach,
Financial Default, or Credit Support Default must be provided to PJM within two Business
Days after a Principal becomes aware of it.2%2

G. PJM Is Detailing Its Authority to Limit or Suspend Market

Participation Where Market Participants Pose Unreasonable Credit
Risk and Collateral Is Insufficient.

In response to the Consultants Report recommendation that PJM establish limits on

market participation,?> PJM has included new Section VIII in Attachment Q, entitled

247 Proposed Tariff, Attachment Q, section IV.A(3).

248 Proposed Tariff, Attachment Q, section IV.A(1).

249 Proposed Tariff, Attachment Q, section 1V.A(10).
250 See proposed Tariff, Attachment Q, section IV.A(4).
21 Proposed Tariff, Attachment Q, section 1V.A(9).

252 Proposed Tariff, Attachment Q, section IV.A(5).
253 Consultants Report, Appendix at 3.
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“Suspension or Limitation on Market Participation.”?®* Limitations on a Market
Participant’s activity or positions are a common remedy that market administrators use to
mitigate credit risk exposure.?®> Moreover, they are consistent with the risk mitigation
practices used by commodity exchanges to manage and reduce the credit risks that a market
participant may represent to exchange markets when a market participant is experiencing
financial distress, or market conditions would warrant a market participant posting more
Collateral than the market participant is willing or able to post.?*® Accordingly, limitations
on market activity, commensurate to the credit risks to the market, are sound and
reasonable means by which a market administrator can manage the credit risk of a
particular counterparty. Such restrictions reduce the potential loss to which the PIM
Markets and PJIM Members would be exposed if the Market Participant were to continue
its market activities and default on its obligations. Accordingly, when a Market Participant
“presents an unreasonable credit risk” or an Event of Default has occurred, PJM must have
the authority to “take steps to mitigate the exposure of any PJM Markets, which may
include, but is not limited to, requiring Collateral, additional Collateral or Restricted
Collateral or suspending or limiting the Market Participant’s ability to participate in the

PJM Markets commensurate to the risk to any PJM Markets.”?’

254 Proposed Tariff, Attachment Q, section VIII.

255 See, e.g., Market Regulation Advisory Notice, CME Group Inc., Rule 562 (Aug. 2, 2019),
https://www.cmegroup.com/notices/market-regulation/2019/08/RA1907-5.pdf (“CME Group Rule
562”); Nodal Exchange Rulebook, Nodal Exchange, LLC, section 6.6 (Nov. 16, 2017),
http://www.nodalexchange.com/wp-content/uploads/2017v4-Nodal-Exchange-Rulebook.pdf
(“Nodal Exchange Rulebook™).

256 See CME Group Rule 562; Nodal Exchange Rulebook at section 6.6.
7 Proposed Tariff, Attachment Q, section VIII.
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Because limitations on market participation must take into account the risk profile
and business strategy of particular Market Participants, PJM is not proposing a “one size
fits all” approach. As explained in a recent position paper to PJM’s Financial Risk
Mitigation Senior Task Force, “PJM requires the discretion to limit the amount of risk in
the market based on not only the financial health of a market participant but also the term
and tenor of the positions that the market participant wants to take on.”?*® PJM must be
able to establish limits on market activities that are commensurate with the capital of a
Market Participant and the type of positions it is taking in the PJM Markets. This discretion
is also inherent in standard credit risk Know Your Customer principles. The point of Know
Your Customer protocols is to enable PJM to understand each Market Participant’s unique
circumstances from the outset and continue to monitor financial condition and market
behavior in the particular PJIM Markets. The individualistic nature of Know Your
Customer credit risk monitoring necessitates a flexible approach to limitations on market
participation, should they be warranted in a particular situation.

Should PJM identify that a Market Participant represents an unreasonable credit
risk, the Market Participant will understand and explain its circumstances as well as the
ability to “cure” the risk by posting Collateral or implementing other risk mitigation steps
identified by PJM. However, “[i]f a Participant fails to reduce or eliminate any
unreasonable credit risks to PJM’s satisfaction within the applicable cure period including
without limitation by posting Collateral, additional Collateral or Restricted Collateral, PIM

may treat such failure as an Event of Default.”?°® Again, as discussed above, PIM’s

258 PJM Financial Risk Mitigation Senior Task Force, Credit & Collateral Best Practices at 17.
29 Proposed Tariff, Attachment Q, section VIII.
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authority to deem a failure to cure as an Event of Default necessarily involves discretion
commensurate with the risk profile of the Market Participant and the severity and
immediacy of the potential risk to the PJIM Markets.

However, PJM is proposing exemptions to any limits on market participation for
“any FTR transactions that the Participant reasonably demonstrates to PJM it has entered
into to ‘hedge or mitigate commercial risk’ arising from its transactions in the PIM
Interchange Energy Market that are intended to result in the actual flow of physical energy
or ancillary services in the PJM Region.”?®® This exemption recognizes the differing levels
of risk posed by participants that may be seeking to hedge commercial risk exposure and
those seeking to trade FTRs for financial gain. The low risk market behavior associated

with commercial risk hedging is well understood and well recognized.

H. PJIM Is Strengthening and Clarifying the Remedies Available for
Events of Default.

Generally, when an event of default occurs, it allows one party to demand full
payment of an outstanding balance before it is due. PJM’s current credit policy provides
that PJM can declare an Event of Default only under very narrow circumstances: (1) when
a participant fails to remedy a Credit Breach?®* or (2) when a participant cannot meet a
Collateral Call within two business days.?%? This narrowly defined authority has proved to
be insufficient. In fact, the credit policy, as currently framed, fails to provide PJIM

sufficient authority to adequately protect its markets because it is limited to noncompliance

260 Proposed Tariff, Attachment Q, section VIII.

261 As currently defined in the Tariff, a “Credit Breach” is “the status of a Participant that does not

currently meet the requirements of Tariff, Attachment Q or other provisions of the Agreements.”
Tariff, Definitions C-D (definition of Credit Breach).

262 Tariff, Attachment Q, section VI.
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with the Tariff, Attachment Q, or the other Agreements and PJM must wait until after an
entity has already defaulted to be able to demand payment in full. Rather, to better protect
the markets and PJM’s membership, PJM needs to be able to address a broader range of
behavior that could threaten the PJIM Markets, and to act proactively in response to events
that pose a high, indeed an unreasonable, credit risk—PJM may need to exercise its
remedies, mitigate market exposure to the risks posed by a Market Participant and require
full payment before it is too late.
1. Expanded scope of Events of Default

To address these issues, PJM seeks to expand the types of events that constitute a

default. The proposed revisions to the Tariff define “Event of Default” as “a Financial

Default, Credit Breach, or Credit Support Default.””?63

a. Financial Default

PJM is defining the term Financial Default to capture four scenarios that provide
grave doubts about the financial condition of the Market Participant and its ability to meet
financial obligations as they become due. Specifically, a Participant is in Financial Default
when it fails to pay an invoice, even after provided an opportunity to cure, or is otherwise
“unable to meet its financial obligations as they become due.”?®* A bankruptcy proceeding
filed by or against the entity in which the entity “acquiesces or that is not dismissed within
60 days,” or a general inability to pay debts as they become due also constitutes a Financial

Default.?®® That these events should constitute a Financial Default is obvious. Failing to

263 Proposed Tariff, Definitions E-F (definition of Event of Default).
264 Proposed Tariff, Definitions E-F (definition of Financial Default).

265 Proposed Tariff, Definitions E-F (definition of Financial Default).
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pay an invoice after notice has been provided and the cure period has expired, filing for
bankruptcy or otherwise being insolvent or unable to pay debts as they become due, all
raise clear concerns that would prompt PJM to take action to protect its markets.

In addition to these worrisome events, PJM is including a “Merger Without
Assumption” as a Financial Default. A Merger Without Assumption is a standard default
without a cure period in financial markets. It occurs when a Market Participant, or its credit
support provider (e.g., a Guarantor):

merges with or transfers all or substantially all of its assets to, or
consolidates, amalgamates, reorganizes, reincorporates or
reconstitutes into or as, another entity and, at the time of such
consolidation, amalgamation, merger, transfer, reorganization,
reincorporation or reconstitution (a) the resulting, surviving or
transferee entity does not assume all the obligations of such Market
Participant, or any Guarantor or other credit support provider of
such Market Participant under the Agreements or any Credit
Support Document to which it or its predecessor was a party; or (b)
the benefits of any Credit Support Document do not extend (without
the consent of the other party) to the performance by such resulting,
surviving or transferee entity of its obligations under the
Agreements, 266
In the situations covered by the definition of “Merger Without Assumption,” there is not
adequate assurance that the surviving entity will stand by the obligations undertaken by its
predecessor Market Participant to the PJIM Markets. Accordingly, if such an event occurs,

it clearly should constitute a default and PJM should have the immediate authority to

exercise remedies and act to protect its markets.

266 Proposed Tariff, Definitions L-M-N (definition of Merger Without Assumption).
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b. Credit Breach

PJM’s proposed revisions to the definition of “Credit Breach” do not change the
intent of the current definition, which is any failure to meet the “the requirements of Tariff,
Attachment Q or other provisions of the Agreements” is a Credit Breach.?®” However, PJM
is proposing to clarify and expand the scope to include not only “the failure of a Participant
to perform, observe, meet or comply with any requirements of the Tariff, Attachment Q or
other provisions of the Agreements, other than a Financial Default,” but also “a
determination by PJM and notice to the Participant that a Participant represents an
unreasonable credit risk to the PJIM Markets; that, in either event, has not been cured or
remedied after any required notice has been given and any cure period has elapsed.”?%8

Generally speaking, Credit Breach encompasses other failures to satisfy the
requirements of the Tariff, Attachment Q, or the Agreements that are not already covered
as a Financial Default. It also includes situations in which PJM determines that a Market
Participant presents an unreasonable credit risk that has not been cured or remedied. Thus,
the definition of Credit Breach ensures that PJM has the authority to exercise remedies and

act to protect its markets in situations that are not covered by Financial Default.

C. Credit Support Default

The third class of events that qualify as an Event of Default are Credit Support
Defaults. As the name implies, a Credit Support Default occurs when there is a problem

with the credit support (a Corporate Guaranty) provided to allow an entity to participate in

267 Tariff, Definitions C-D (definition of Credit Breach).
268 Proposed Tariff, Definitions C-D (definition of Credit Breach).
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the PJIM Markets. Any one of the following four events can result in a Credit Support

Default:

Guarantor failing to “make any payment, or to perform, observe, meet or
comply with any provisions of the applicable Guaranty or Credit Support
Document that has not been cured or remedied,” even after notice;

a Guarantor’s representation in any Credit Support Document “that proves
to be false, incorrect or misleading in any material respect when made or
deemed made;”

“the failure of a Guaranty or other Credit Support Document to be in full
force and effect prior to the satisfaction of all obligations of such Participant
to PJM, without PJM’s consent;” or

“a Guarantor repudiating, disaffirming, disclaiming or rejecting, in whole
or in part, its obligations under the Guaranty or challenging the validity of
the Guaranty.”25°

Because the strength of any Corporate Guaranty is integral to the PJM credit risk

evaluation of a Market Participant, PJM must be able to continue to rely on the validity of

such a Corporate Guaranty. Any failure of a guarantor to comply with the provisions of

the guaranty or to perform its obligations under the guaranty raises a significant risk that,

if the Market Participant is unable to meet its obligations, the guarantor will similarly

default. Likewise, false statements by a guarantor or repudiation of obligations by the

guarantor raise significant credit risks that threaten PJMs markets. If any of these Credit

Support Defaults occur, PJIM must have the authority to make a Collateral Call, or exercise

remedies to protect its markets.

269 Proposed Tariff, Definitions C-D (definition of Credit Support Default).
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2. Revised remedies

The existing Attachment Q language permits PJM to issue a breach notice and/or a
Collateral Call to the Market Participant at issue if PJIM determines that a Credit Default
has occurred.?’® The proposed revisions extend this authority to all Events of Default,
including instances of Financial Default and Credit Support Default.?’* In general,
throughout the revised Tariff, Attachment Q, section IX (formerly Tariff, Attachment Q,
section VI), PIM has added Financial Default and Credit Support Default where the
language previously referred only to Credit Default.

In addition, the proposed revisions authorize PJM to issue a “demand for additional
documentation or assurances,” and PJM “may also suspend payments of any amounts due
to the Participant and limit, restrict or rescind the Market Participant’s privileges to
participate in any or all PJIM Markets under the Agreements during any such cure
period.”?"? Failure to satisfy a demand for additional assurances within the cure period set
forth in Operating Agreement, section 15.1.5 is itself an Event of Default under the
proposed language.?’® If a defaulting Market Participant rectifies the Event of Default or
satisfies a Collateral Call or demand for additional documentation or assurances, then the
Participant will again be in compliance with Attachment Q, so long as no other Event of

Default or demand for additional documentation or assurances remains outstanding.?’*

210 Tariff, Attachment Q, section VI.

an Proposed Tariff, Attachment Q, section IX.
a2 Proposed Tariff, Attachment Q, section IX.
3 Proposed Tariff, Attachment Q, section IX.

274 Proposed Tariff, Attachment Q, section IX.
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If an Event of Default is continuing, PJM is authorized to act to exercise remedies
and protect its Markets and Members. These actions include: “(a) suspension and/or
termination of the Participant’s ongoing Transmission service, (b) limitation, suspension
and/or termination of participation in any PJIM Markets, [and/or] (c) close out and
liquidation of the Market Participant’s market portfolio, exercising judgment in the manner
in which this is achieved in any PJM Markets.”?”® The proposed revisions maintain PJM’s
ability to “liquidate all or a portion of a Participant’s Collateral at its discretion to satisfy
Total Net Obligations.”?’® In addition, the proposed revisions include language preserving
PJM’s right to utilize more than one remedy in a particular situation, stating that “[n]o
remedy for an Event of Default is or shall be deemed to be exclusive of any other available
remedy” and “[e]ach such remedy shall be distinct, separate and cumulative.”?’’

In addition to the remedies described above, the proposed Tariff revisions provide
PJM with authority, when an Event of Default is continuing, to:

continue to retain all payments due to a Participant as a cash security
for all such Participant’s obligations under the Agreements
(regardless of any restrictions placed on such Participant’s use of
Collateral for any account, market activity or capitalization
purpose); provided, however, that an Event of Default will not be
deemed cured or no longer continuing because PJM is retaining
amounts due to the Participant, or because PJM has not yet applied
Collateral or credit support to any amounts due PJM, unless PIM
determines that the Participant has again satisfied all the Collateral
requirements and application requirements as a new Applicant for

participation in the PJM Markets, and consistent with the
requirements and limitations of Operating Agreement, section 15.278

215 Proposed Tariff, Attachment Q, section IX.
276 Proposed Tariff, Attachment Q, section IX.
2 Proposed Tariff, Attachment Q, section IX.

278 Proposed Tariff, Attachment Q, section IX.
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Under existing Attachment Q language, PJM has the authority to hold Collateral “for as
long as [a defaulting party’s] positions exist to protect PJM’s membership.” To this
language, PIJM proposes to add two additional bases for holding Collateral: the protection
of the PJIM Markets, and to “minimize or mitigate the impacts or potential impacts or risks
associated with” a continuing Event of Default.?”® PJM proposes to modify its existing
authority to hold Collateral, by stating that it may hold the Collateral “until PJM determines
that the Participant’s positions represent no risk exposure to the PJM Markets or the PJIM
Members.”?80

As the revised tariff language itself states, PJM requires the authority provided by
this provision to protect its Markets and Members from unreasonable credit risks. This
authority will enhance PJM’s ability to carry out its “gatekeeper” function. As the market
operator, PJM has a unique view of the material risks to the overall marketplace (and thus
to the PJIM Members) connected to one or more Market Participants, and how and whether
those risks may reasonably be anticipated to affect the market as a whole. Given its unique
vantage point over the entirety of a marketplace, and its responsibility to operate each
market in a fair and efficient manner, while protecting the integrity of the market and
protecting PJIM Members, PIJM requires a broad variety of remedies to exercise its market
oversight and regulatory mandate to manage and mitigate credit risks. Accordingly, when
faced with a Market Participant whose default could presents an unreasonable credit risk

to the PJM Markets and PJM Members, PJIM must be able to take necessary protective

actions, including but not limited to: demanding additional documentation or assurances;

218 Proposed Tariff, Attachment Q, section IX.
280 Proposed Tariff, Attachment Q, section IX.
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suspending or terminating the Market Participant’s transmission service; limiting or
suspending the Participant’s market participation; closing out and liquidating its market
portfolio; or retaining payments due to a Participant as security for the Participant’s

obligations.?8!

L PJM Is Ensuring Protection in Bankruptcy Contexts by Properly
Designating FTRs as Future Contracts and Swap Agreements.

PJM proposes a new section of Attachment Q—section X—to clearly articulate
PJM’s authority to act in cases where a Market Participant (which includes an FTR
Participant) is subject to bankruptcy proceedings. The new language in section X is
modeled on language from the ISO-NE Credit Policy.?82

Section X begins by recognizing that PJM Settlement is the counterparty to all
transactions in PJM Markets, aside from “(i) any bilateral transactions between
Participants, or (ii) with respect to self-supplied or self-scheduled transactions reported to
the Office of the Interconnection.”?®® Section X also recognizes that, under a 2013 CFTC
order,?84 the CFTC “exempts transactions offered or entered into in a market administered
by PJM pursuant to the Tariff, including but not limited to FTR transactions, from the

provisions of the Commodity Exchange Act and the CFTC’s rules applicable to ‘swaps,’

261 Proposed Tariff, Attachment Q, section VIII.

282 See ISO-NE Credit Policy at section XI.H.

283 Proposed Tariff, Attachment Q, section X.

284 Final Order in Response to a Petition From Certain Independent System Operators and Regional

Transmission Organizations To Exempt Specified Transactions Authorized by a Tariff or Protocol
Approved by the Federal Energy Regulatory Commission or the Public Utility Commission of Texas
From Certain Provisions of the Commodity Exchange Act Pursuant to the Authority Provided in the
Act, 78 Fed. Reg. 19,880 (Apr. 2, 2013).
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with the exception of the CFTCs general anti-fraud and anti-manipulation authority and
scienter-based prohibitions.”28°

Section X draws a distinction between the CFTC’s treatment of FTR transactions
in the PJIM Markets under the Commodity Exchange Act and the treatment of FTR
transactions under the Bankruptcy Code. The new language classifies FTR transactions as
“forward contracts” and/or “swap agreements” within the meaning of the Bankruptcy
Code, 8 and confirms that “PJM and each FTR Participant is a ‘forward contract merchant’
and/or a ‘swap participant’ within the meaning of the Bankruptcy Code for the purposes of
FTR transactions,”?® to enable PJM and/or PJMSettlement to terminate the transactions,
set off obligations, or liquidate positions, as necessary, should PJM and/or PJIMSettlement
face a situation in which a Market Participant has entered bankruptcy proceedings.
Ordinarily, the automatic stay in bankruptcy would prevent termination, liquidation, or set
off of contract rights. Therefore, including language in the Tariff confirming that FTR
transactions are “forward contracts” and/or “swap agreements,” as those terms are defined
in the Bankruptcy Code, preserves PJM’s flexibility to act even in cases in which the
Market Participant has entered bankruptcy proceedings.

Specifically, section X clarifies that PJM “has, and shall continue to have” certain

enumerated rights (among others) when a Market Participant defaults.?®® These rights

include:

285 Proposed Tariff, Attachment Q, section X.
286 Proposed Tariff, Attachment Q, section X.
287 Proposed Tariff, Attachment Q, section X.

288 Proposed Tariff, Attachment Q, section X.
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e The right to terminate and/or liquidate any FTR transaction held by that Market
Participant;

e Theright to immediately proceed against any Collateral provided by the Market
Participant;

e The right to set off any obligations due or owing to that Market Participant
pursuant to any forward contract, swap agreement, or similar agreement against
any amounts due and owing by that Market Participant pursuant to any forward
contract, swap agreement, or similar agreement, such arrangement to constitute
a “master netting agreement” within the meaning of the Bankruptcy Code; and

e The right to suspend or limit that Market Participant from entering into further
FTR transactions.®

This Tariff language provides PJM the ability to protect its markets in the Event of
Default by a Market Participant. The rights to terminate and liquidate a defaulting Market
Participant’s positions, immediately proceed against any Collateral provided by the Market
Participant, and set off obligations that may be due or owing to a Market Participant now
or in the future, including contingent obligations, against amounts that may be due or owing
by the Market Participant, are necessary to enable PJM to promptly mitigate the impact of
a default on the market. The right to suspend or limit a defaulting Market Participant’s
ability to enter into further transactions is an obviously important remedy as well, to allow
PJM to prevent that Market Participant from entering the markets and increasing its market
exposure until such time as PJM can determine that the Market Participant is financially
sound and capable of managing the risks of its positions.

New section X makes clear that PJM maintains the rights and its ability to exercise
the remedies discussed above, even “upon the commencement of a voluntary or involuntary

proceeding for a Participant under the Bankruptcy Code.”? Because an entity in

289 Proposed Tariff, Attachment Q, section X.
290 Proposed Tariff, Attachment Q, section X.
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bankruptcy may try to assume certain agreements and reject others, section X states, “all

transactions, including but not limited to FTR transactions, between PJM, on the one hand,

and a Market Participant, on the other hand, are intended to be part of a single integrated

agreement, and together with the Agreements constitute a ‘master netting agreement.””?%

J. To Appropriately Mitigate Unreasonable Credit Risk, PJM Is Revising
Its Governing Documents to Provide Explicit Authority to Suspend or

Terminate the Ability to Transact or Otherwise Participate in PJM’s
Markets.

Part and parcel of PJM’s ability to react to information it learns through the Know
Your Customer process is the authority to suspend or terminate Market Participants in order
to protect its markets from unreasonable credit risks. The Commission recognized this
authority as part of the “gatekeeper” function of RTOs in LPGNY and NYISO. In LPGNY,
the NYISO prevented LPGNY from entering its markets because LPGNY’s predecessor,
North Energy, had defaulted and had “outstanding and unpaid obligations to NYISO.”?%
While LPGNY contended that it should not be treated as the same entity as North Energy
and therefore should not be prevented from participating in NYISO’s markets due to North
Energy’s default, the Commission held that “treating LPGNY and North Energy as the
same Transmission Customer is consistent with the Commission’s goals in the Policy
Statement on Electric Creditworthiness, i.e., to protect the organized wholesale electric
markets, and ultimately customers, from default by market participants.”?®® The

Commission emphasized that in the Policy Statement, it determined that RTOs “essentially

201 Proposed Tariff, Attachment Q, section X.
292 LPGNY, 167 FERC 161,232, at P 5.
293 LPGNY, 167 FERC 61,232, at P 42.
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serve as gatekeepers” and “the goal of reducing [] mutualized default risk is an important
one.”?* In the LPGNY case, the gatekeeper function ultimately meant that NYI1SO could
find that LPGNY and North Energy were the same entity, and hold LPGNY’s application
in abeyance on that basis, thereby preventing LPGNY from accessing NYISO’s markets.
Likewise, in NYISO, the Commission accepted revisions to NYISO’s tariff “to protect its
customers from financial losses that result from unreasonable credit risks and defaults.”?%
Accordingly, PJM proposes to revise Operating Agreement, section 15.1.1 to
provide PJM with the authority to limit, suspend, or terminate participation of Market
Participants in the PJIM Markets, when PIJM determines the Market Participant is no longer
meeting its obligations under the Tariff, Operating Agreement, or other PJM governing
document. These modifications extend the already-existing authority to terminate
participation rights of Market Buyers in section 15.1.1 to all Market Participants. Indeed,
adding authority to limit and suspend the activity of all Market Participants allows PJM to
impose penalties less severe than termination, though the revisions extend the violations
for which these remedies may apply to include situations in which the Market Participant
does not meet obligations “set forth in any of the Agreements, including but not limited to
the obligation to be in compliance with the terms or operating characteristics of any of its
prior scheduled transactions in any market operated by PJM, the creditworthiness

requirements set forth in Tariff, Attachment Q and/or the obligation to make timely

payment.”2%

204 LPGNY, 167 FERC 1 61,232, at P 42 (citing Policy Statement at PP 18-19).
295 NYISO, 170 FERC 1 61,054, at P 27.

296 Proposed Operating Agreement, section 15.1.1.
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If PJM determines that limitation, suspension, or termination of a Market
Participant’s market activity is necessary, PJM and/or PJM Settlement must notify the
affected Market Participant and provide a reasonable opportunity to cure under Operating
Agreement, section 15.1.3. Market Participants subject to limitation, suspension, or
termination will be reinstated “upon a determination by PJM and/or PJMSettlement that
the Market Participant has satisfied the applicable requirements and is in compliance with
the obligations set forth in the Agreements.”?®” These modifications provide PJM the
authority to flexibly adapt remedies to address the unreasonable credit risks posed, and
avoid a “cookie cutter” approach that may limit PJIM’s ability to appropriately address
certain violations, or may compel termination of a Market Participant’s market activity,
when a less draconian remedy could be appropriate. It is possible that, in some
circumstances, a penalty less severe than termination is preferable to ensure the reliable
operation of the grid or efficient functioning of the PJIM Markets, such as in cases where
terminating market participation or immediately liquidating market transactions could
result in a risk to reliability, could temporarily leave end use customers without electricity,
or could disproportionately harm smaller Market Participants.

Similarly, new language in the Operating Agreement, Schedule 1, section 1.4.7
states that “[i]f the Office of the Interconnection determines that the entity no longer
satisfies its requirements to be a Market Participant, the Office of the Interconnection may
limit and/or suspend that entity’s activity in the PJM Markets until such time as it can

satisfy the requirements, and if the requirements are not satisfied the Office of the

297 Proposed Operating Agreement, section 15.1.1.
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Interconnection may terminate that entity’s approval to be a Market Participant.”?%® This
authority to limit, suspend, or terminate a Market Participant based on a determination that
the applicant does not satisfy applicable requirements parallels the authority in the
proposed revisions to Operating Agreement, section 15.1.1, discussed above.

Proposed language in Operating Agreement, Schedule 1, section 1.4.7 also requires
the Office of the Interconnection to provide notice to an entity subject to suspension or
termination, as well as notice to the Members Committee, including “whether there are any
actions the entity can take that might cause the Office of the Interconnection to change its
determination, including but not limited to providing even further additional information,
providing additional Restricted Collateral, the discontinuance of certain behaviors,
implementing additional monitoring, and implementing of process or policy changes.”?%
Additionally, section 1.4.7 provides an entity subject to termination with a right to seek
“reconsideration or other action” provided such request is submitted to the Office of
Interconnection within 30 calendar days from the initial notification to the Members
Committee. This provision ensures that an entity subject to suspension or termination by
the Office of the Interconnection understands the reasons for that action and has an
opportunity, where appropriate, to seek reconsideration.

New Operating Agreement, Schedule 1, section 1.4.8 clarifies that an Applicant

that previously defaulted on obligations owed to PJM and/or PJM Settlement, which

resulted in an uncured loss to the market, is ineligible for reinstatement under Operating

298 Proposed Operating Agreement, Schedule 1, section 1.4.7.
299 Proposed Operating Agreement, Schedule 1, section 1.4.7.
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Agreement, section 15.1 and will not be permitted to re-enter the PIM Markets.3%
Consistent with the Commission’s decision in LPGNY, in which the Commission upheld
NYISO’s determination to treat LPGNY and North Energy as a single entity and prevent
entry into NYISO’s markets, proposed Operating Agreement, Schedule 1, section 1.4.8
makes clear that “PJM will evaluate relevant factors to determine if an Applicant seeking
to participate in the PIM Markets under a different name, affiliation, or organization,
should be treated as the same Market Participant that experienced a previous default that
resulted in a loss to the PJM Markets under this provision.”®! PJM may consider “the
interconnectedness of the business relationships, overlap in relevant personnel, similarity
of business activities, overlap of customer base, and the business engaged in prior to the
attempted re-entry,” though PJM is not limited to these factors.®> The Commission
accepted nearly identical language in a recent NY1SO filing.3%

Furthermore, the Membership Requirements in Operating Agreement,
section 11.6(a) incorporate a new provision stating that, to qualify as a Member, an
Applicant must cure any outstanding default, “including but not limited to paying all
outstanding and unpaid obligations due to PJM and/or PJMSettlement by any former
Member that is an Affiliate of the Applicant, if any, as required by PJM and/or

PJMSettlement based on its evaluation of the membership application.”3%

300 Proposed Operating Agreement, Schedule 1, section 1.4.8.
301 Proposed Operating Agreement, Schedule 1, section 1.4.8.
302 Proposed Operating Agreement, Schedule 1, section 1.4.8.

303 See generally NYSIO, 170 FERC 1 61,054.
304 Proposed Operating Agreement, section 11.6(a)(iii).
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Revised Operating Agreement, section 11.6(c) provides PJM and/or PJM
Settlement with authority to reasonably seek additional data in support of a membership
application beyond the Applicant’s qualifications for membership.3® The revised
language also sets forth the criteria for PIM’s review of membership applications:

[a]mong other things, PIM will evaluate the application to determine
whether the entity seeking to become a Member (i) is qualified for
membership, (ii) satisfies the requirements for participation in one
of the sectors in accordance with Operating Agreement, section 8.1,
and/or (iii) presents any unreasonable, inherent or material risks to
PJM, including but not limited to unreasonable credit risk pursuant
to Tariff, Attachment Q that cannot be cured by posting Collateral
or credit support commensurate with the risk of the anticipated
market activity of the Applicant to the PJIM Markets and PJM
Members. Such review shall include an examination of whether the
Applicant should be treated as a former Member that experienced
an outstanding default in PJM, including but not limited to the
interconnectedness of the business relationships, overlap in relevant
personnel, similarity of business activities, overlap of customer
base, and the business engaged in prior to the attempted re-entry,
and other relevant factors.3%

PJM must decide whether to accept an Applicant for membership “within ninety
(90) days after receipt of all documentation and information required by the Agreements
and/or requested by PJM and/or PJMSettlement in the consideration of the application for
membership.”3%” If the President of PJM denies an application, the Applicant will receive
a written explanation of the denial.>®® Additionally, revised section 11.6(c) provides an

Applicant with the right to appeal a denial of membership to FERC. PJM’s written

305 See proposed Operating Agreement, section 11.6(c).
306 Proposed Operating Agreement, section 11.6(c).
307 Proposed Operating Agreement, section 11.6(c).

308 Proposed Operating Agreement, section 11.6(c).



Honorable Kimberly D. Bose, Secretary

March 31, 2020

Page 90

explanation of the denial could be used by the Applicant to “form a record before a
Commission proceeding if necessary.”3%

Like the provisions discussed above governing limitation, suspension and
termination of a Market Participant’s market activity, the proposed revisions to Operating
Agreement, section 11.6(c) empower PJM to carry out its function of protecting the
integrity of its markets, by taking action to prevent entry at the application stage, or
suspending or terminating existing Market Participants, should unreasonable credit risks

become apparent in the application.

K PJIM Is Also Making Various Miscellaneous Changes to the Tariff and
Operating Agreement to Properly Implement the Proposal.

In addition to the above topical changes, PJM is proposing a number of smaller
changes to carry these credit risk policy revisions through the rest of the Tariff and
Operating Agreement. Thus, PJM is updating Operating Agreement, Schedule 1,
section 1.4, which currently sets forth the rules for being a “Market Buyer” in the PIM
Markets, to set forth the requirements to be a “Market Participant,” including meeting all
the credit risk requirements in Tariff, Attachment Q.3° For the same reason, PJM is
updating Tariff, Attachment DD, sections 4.4 and 5.5 to clarify that participation in PJM’s
capacity market requires compliance with PJM’s Credit Risk Policy in Tariff,

Attachment Q.3!

309 MISO, 170 FERC {61,257, at P 8.
310 See proposed Operating Agreement, Schedule 1, section 1.4.
811 See proposed Tariff, Attachment DD, sections 4.4 & 5.5.
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PJM is also making some ministerial changes throughout the revised Tariff and
Operating Agreement sections. Specifically, PJM is updating the outdated references to
the “Office of the Interconnection” to refer simply to PJM, and similarly is updating
reference to the “Credit Policy” to the “Credit Risk Management Policy” or
“Attachment Q.”3!2

As formally recognized in the Introduction of PJM’s revised Credit Risk Policy,
“[gliven the interconnectedness and overlapping of their responsibilities, PJM
Interconnection, L.L.C. and PIJM Settlement, Inc. are referred to both individually and
collectively [in Attachment Q] as ‘PIJM.”"313

Finally, as part of PJM’s ongoing effort to standardize citations and cross-
references in its governing documents, PJM is taking this opportunity to make various
corrections to Tariff and Operating Agreement references, and other non-substantive
changes through each of the eTariff sections included in this filing to apply PJM’s standard

formatting for references to Tariff and Operating Agreement sections.

1. STAKEHOLDER PROCESS

The proposed revisions were discussed and developed in the PJIM FRMSTF during
numerous meetings held from May 2, 2019 to January 13, 2020.3** The proposal received

64 percent support as part of the Financial Risk Mitigation Senior Task Force poll.3* PJM

312 See, e.g., proposed Tariff, Attachment DD, section 5.6.
813 Proposed Tariff, Attachment Q, section I.
814 See Financial Risk Mitigation Senior Task Force, Meeting Materials, PJM Interconnection, L.L.C.,

https://www.pjm.com/committees-and-groups/task-forces/frmstf.aspx.

315 See Nigeria Bloczynski, FRMSTF Voting Results: PJM Market Participating Risk Evaluation
Enhancements, PJM Interconnection, L.L.C., 2 (Dec. 17, 2019), https://www.pjm.com/-
/media/committees-groups/task-forces/frmstf/20191217/20191217-item-03-1-voting-results-
presentation.ashx.



Honorable Kimberly D. Bose, Secretary

March 31, 2020

Page 92

first posted draft Tariff and Operating Agreement revisions on December 12, 2019, five
days in advance of the December 17, 2019 FRMSTF meeting, where PJM went over the
draft revisions and asked stakeholders to provide written feedback by January 6, 2020, so
that PJIM may assess, and where appropriate incorporate, those changes before discussion
of the revisions at the January 13, 2020 FRMSTF meeting. On January 9 and 10, PJIM
posted a revised set of changes, which were discussed at the January 13, 2020 FRMSTF
meeting. Following that meeting, stakeholders provided PJM with extensive, detailed,
written and oral comments from individual stakeholders on those changes.

PJM presented the revisions to the Markets and Reliability Committee at its
December 19, 2019 meeting. Following the January 13, 2020 FRMSTF meeting and in
response to stakeholder feedback, PJM made additional revisions to the draft Tariff and
Operating Agreement provisions. PJM presented these revisions for further discussion
with stakeholders at two special Markets and Reliability Committee meetings held for the
sole purpose of discussing in detail the proposed revisions on February 26, 2020 and March
13, 2020.3%  Indeed, these meetings were specifically “page turns” where PIM
methodically went through the revisions and stakeholders were free to raise any and all
concerns. In addition, following each special session, PJM received additional extensive,
detailed, written and oral comments from individual stakeholders.

In all, PIM posted for stakeholder review various iterations of the draft Tariff and

316 See Markets and Reliability Committee, MRC Special Session — Market Participant Risk Evaluation
& Enhancement Page Turn, PJM Interconnection, L.L.C. (Feb. 26, 2020),
https://www.pjm.com/committees-and-groups/committees/mrc.aspx; Markets and Reliability
Committee, MRC Special Session — Market Participant Risk Evaluation & Enhancement Page Turn,
PJM Interconnection, L.L.C. (Mar. 13, 2020), https://www.pjm.com/committees-and-
groups/committees/mrc.aspx.
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Operating Agreement revisions on five occasions: December 12, 2019; January 9 and 10,
2020; February 19, 2020; March 10, 2020; and March 19, 2020.

The Markets and Reliability Committee overwhelmingly endorsed the revisions to
the Tariff and Operating Agreement by with a Sector-weighted vote of 4.5 in favor and 0.5
against at its March 26, 2020 meeting. The Members Committee overwhelmingly
endorsed the revisions to the Tariff and approved the revisions to the Operating Agreement
by acclamation with one objection and three abstentions at its March 26, 2020 meeting.

To be clear, as is evident from the schedule outlined above, PJM gave its
stakeholders much more time than usual (or even than it is required to do under its
stakeholder process) to consider the proposed revisions. PJM recognized that additional
time was warranted given the breadth of the revisions and to ensure that PJIM could
accommodate stakeholder issues where opportunities were available. To that end, in
response to stakeholder feedback, PJM twice delayed putting these revisions up for a
formal vote. Such delay provided stakeholders an additional two months to review and
provide feedback on the proposed revisions since PJM first posted the draft language in
early December 2019. Thus, stakeholders were provided significantly more time than
usual to review language and comment on draft tariff revisions. PJM also used that time
to review and consider stakeholder feedback and PJM found that many of the requested
revisions were acceptable to PJIM or the broader membership. In short, PJIM and
stakeholders engaged in a more robust than usual stakeholder process to develop the

enclosed revisions to PJM’s credit rules.
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IV. EFFECTIVE DATE

PJM requests that the Commission issue an order by no later than May 30, 2020,
which is 60 days from the date of this filing, with an effective date of June 1, 2020, for the
proposed revisions, which is 62 days from the date of filing.

It is important that PJM receive an order from the Commission by May 30, 2020 so
that the new rules will be in place for its upcoming long-term Financial Transmission
Rights auction that is scheduled to commence on June 2, 2020. There are currently many
companies rushing to become PJM Members under the current rules. One can only
presume, and PJM is concerned, that the rush might be to put off satisfying the new
requirements, such as the new requirements to pay for a default of a related entity before
reinstatement as a Market Participant, or to provide PJM with additional Know Your
Customer disclosures, or any of the other provisions that are not as robust under the PJM
credit policies in effect today as they will be once the revisions herein are implemented.
Our stakeholders are similarly concerned, as evidenced by the overwhelming support PJM
received for moving forward expeditiously with these amendments. Not having the new
rules in place prior to the June 2020 long-term FTR auction will increase the risk of having
a default in the future—and that is not something PJIM or its Members can risk.
Accordingly, it is critical for PJIM to get the proposed revisions in place in advance of that
auction.

V. DOCUMENTS ENCLOSED

PJM enclosed the following:

1. This transmittal letter;

2. Attachment A: Revised sections of the Tariff (redlined version);
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3. Attachment B:  Revised sections of the Tariff (clean version);

4. AttachmentC:  Revised sections of the Operating Agreement
(redlined version);

5. Attachment D:  Revised sections of the Operating Agreement (clean
version); and

6. AttachmentE:  Affidavit of Mr. Steven Dreyer on Behalf of PIM
Interconnection, L.L.C.

VI.  COMMUNICATIONS

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

the following persons:

Craig Glazer Jacqulynn B. Hugee

Vice President — Federal Government Policy Senior Director & Managing Counsel
PJM Interconnection, L.L.C. PJM Interconnection, L.L.C.

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

(202) 423-4743 (610) 666-8208
Craig.Glazer@pjm.com Jacqulynn.Hugee@pjm.com

Paul M. Flynn

Andrew T. Swers

Ryan J. Collins

Wright & Talisman, P.C.

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

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

VIl. SERVICE

PJM has served a copy of this filing on all PIM Members and on the affected state
utility regulatory commissions in the PJM Region by posting this filing electronically. In

accordance with the Commission’s regulations,®’ PJM will post a copy of this filing to

317 See 18 C.F.R. §§ 35.2(e) and 385.2010(f)(3).
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the FERC filings section of its internet site, located at the following link:
http://www.pjm.com/documents/ferc-manuals/ferc-filings.aspx_with a specific link to the
newly-filed document, and will send an email on the same date as this filing to all PJM
Members and all state utility regulatory commissions in the PJM Region®!® alerting them
that this filing has been made by PJM and is available by following such link. If the
document is not immediately available by using the referenced link, the document will be
available through the referenced link within twenty-four hours of the filing.

Also, a copy of this filing will be available on the Commission’s eLibrary website
located at the following link: http:/www.ferc.gov/docs-filing/elibrary.aspx in accordance

with the Commission’s regulations and Order No. 714.3°

318 PJM already maintains, updates, and regularly uses email lists for all PIM Members and affected
state commissions.

319 Electronic Tariff Filings, Order No. 714, 124 FERC Y 61,270 (2008), final rule, Order No. 714-A,
147 FERC 1 61,115 (2014).
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VIIl. CONCLUSION

PJM respectfully requests that the Commission accept Tariff and Operating
Agreement changes submitted in this filing.

Respectfully submitted,

/s Ryan J. Collins

Craig Glazer Paul M. Flynn

Vice President — Federal Government Policy Andrew T. Swers

PJM Interconnection, L.L.C. Ryan J. Collins

1200 G Street, N.W., Suite 600 Wright & Talisman, P.C.
Washington, D.C. 20005 1200 G Street, N.W., Suite 600
(202) 423-4743 Washington, DC 20005
craig.glazer@pjm.com (202) 393-1200

flynn@wrightlaw.com
swers@wrightlaw.com
collins@wrightlaw.com

Jacqulynn B. Hugee

Senior Director & Managing Counsel
PJM Interconnection, L.L.C.

2750 Monroe Boulevard

Audubon, PA 19403

(610) 666-8208
Jacqulynn.Hugee@pjm.com

Counsel for
PJM Interconnection, L.L.C.

March 31, 2020
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Revisions to the
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Definitions—- A -B
Abnormal Condition:

“Abnormal Condition” shall mean any condition on the Interconnection Facilities which,
determined in accordance with Good Ultility Practice, is: (i) outside normal operating parameters
such that facilities are operating outside their normal ratings or that reasonable operating limits
have been exceeded; and (ii) could reasonably be expected to materially and adversely affect the
safe and reliable operation of the Interconnection Facilities; but which, in any case, could
reasonably be expected to result in an Emergency Condition. Any condition or situation that
results from lack of sufficient generating capacity to meet load requirements or that results solely
from economic conditions shall not, standing alone, constitute an Abnormal Condition.

Acceleration Request:

“Acceleration Request” shall mean a request pursuant to Operating Agreement, Schedule 1,
section 1.9.4A, and the parallel provisions of Tariff, Attachment K-Appendix, section 1.9.4A, to
accelerate or reschedule a transmission outage scheduled pursuant to Operating Agreement,
Schedule 1, section 1.9.2 or Operating Agreement, Schedule 1, section 1.9.4, and the parallel
provisions of Tariff, Attachment K-Appendix, section 1.9.2 or Tariff, Attachment K-Appendix,
section 1.9.4.

Additional Day-ahead Scheduling Reserves Requirement:

“Additional Day-ahead Scheduling Reserves Requirement” shall mean the portion of the Day-
ahead Scheduling Reserves Requirement that is required in addition to the Base Day-ahead
Scheduling Reserves Requirement to ensure adequate resources are procured to meet real-time
load and operational needs, as specified in the PJM Manuals.

Affected System:

“Affected System” shall mean an electric system other than the Transmission Provider’s
Transmission System that may be affected by a proposed interconnection or on which a proposed
interconnection or addition of facilities or upgrades may require modifications or upgrades to the
Transmission System.

Affected System Operator:

“Affected System Operator” shall mean an entity that operates an Affected System or, if the
Affected System is under the operational control of an independent system operator or a regional
transmission organization, such independent entity.

Affiliate:

“Affiliate” shall mean any two or more entities, one of which Ceontrols the other or that are

under common Ceontrol. “Control,” as that term is used in this definition, shall mean the
possession, directly or indirectly, of the power to direct the management or policies of an entity.




Ownership of publicly-traded equity securities of another entity shall not result in Ceontrol or
affiliation for purposes of the Tariff or Operating Agreement if the securities are held as an
investment, the holder owns (in its name or via intermediaries) less than 10 percent (10%) of the
outstanding securities of the entity, the holder does not have representation on the entity’s board
of directors (or equivalent managing entity) or vice versa, and the holder does not in fact exercise
influence over day-to-day management decisions. Unless the contrary is demonstrated to the
satisfaction of the Members Committee, Ceontrol shall be presumed to arise from the ownership
of or the power to vote, directly or indirectly, ten percent or more of the voting securities of such
entity.

Agreements:

“Agreements” shall mean the Amended and Restated Operating Agreement of PJM
Interconnection, L.L.C., the PJIM Open Access Transmission Tariff, the Reliability Assurance
Agreement, and/or other agreements between PJM Interconnection, L.L.C. and its Members.
Ancillary Services:

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

Annual Demand Resource:

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

Annual Energy Efficiency Resource:

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

Annual Resource:

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

Annual Resource Price Adder:

“Annual Resource Price Adder” shall mean, for Delivery Years starting June 1, 2014 and ending
May 31, 2017, 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.

Annual Revenue Rate:



“Annual Revenue Rate” shall mean the rate employed to assess a compliance penalty charge on a
Curtailment Service Provider under Tariff, Attachment DD, section 11.

Annual Transmission Costs:

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

Applicable Laws and Regulations:

“Applicable Laws and Regulations” shall mean all duly promulgated applicable federal, State
and local laws, regulations, rules, ordinances, codes, decrees, judgments, directives, or judicial or
administrative orders, permits and other duly authorized actions of any Governmental Authority
having jurisdiction over the relevant parties, their respective facilities, and/or the respective
services they provide.

Applicable Regional Entity:

“Applicable Regional Entity” shall mean the Regional Entity for the region in which a Network
Customer, Transmission Customer, New Service Customer, or Transmission Owner operates.

Applicable Standards:

“Applicable Standards” shall mean the requirements and guidelines of NERC, the Applicable
Regional Entity, and the Control Area in which the Customer Facility is electrically located; the
PJM Manuals; and Applicable Technical Requirements and Standards.

Applicable Technical Requirements and Standards:

“Applicable Technical Requirements and Standards” shall mean those certain technical
requirements and standards applicable to interconnections of generation and/or transmission
facilities with the facilities of an Interconnected Transmission Owner or, as the case may be and
to the extent applicable, of an Electric Distributor, as published by Transmission Provider in a
PJM Manual provided, however, that, with respect to any generation facilities with maximum
generating capacity of 2 MW or less (synchronous) or 5 MW or less (inverter-based) for which
the Interconnection Customer executes a Construction Service Agreement or Interconnection
Service Agreement on or after March 19, 2005, “Applicable Technical Requirements and
Standards” shall refer to the “PJM Small Generator Interconnection Applicable Technical
Requirements and Standards.” All Applicable Technical Requirements and Standards shall be
publicly available through postings on Transmission Provider’s internet website.

Applicant:

“Applicant” shall mean an entity desiring to become a PJM Member, become a Market




Participant, engage in market activities, or to take Transmission Service that has submitted the
PJMSettlement credit application, PJIMSettlement credit agreement and other required submittals
as set forth in Tariff, Attachment Q.

Application:

“Application” shall mean a request by an Eligible Customer for transmission service pursuant to
the provisions of the Tariff.

Attachment Facilities:

“Attachment Facilities” shall mean the facilities necessary to physically connect a Customer
Facility to the Transmission System or interconnected distribution facilities.

Attachment H:
“Attachment H” shall refer collectively to the Attachments to the PJIM Tariff with the prefix

“H-" that set forth, among other things, the Annual Transmission Rates for Network Integration
Transmission Service in the PJM Zones.

Auction Revenue Rights:

“Auction Revenue Rights” or “ARRs” shall mean the right to receive the revenue from the
Financial Transmission Right auction, as further described in Operating Agreement, Schedule 1,
section 7.4, and the parallel provisions of Tariff, Attachment K-Appendix, section 7.4.

Auction Revenue Rights Credits:

“Auction Revenue Rights Credits” shall mean the allocated share of total FTR auction revenues
or costs credited to each holder of Auction Revenue Rights, calculated and allocated as specified
in Operating Agreement, Schedule 1, section 7.4.3, and the parallel provisions of Tariff,
Attachment K-Appendix, section 7.4.3.

Authorized Government Agency:

“Authorized Government Agency” means a regulatory body or government agency, with
jurisdiction over PJM, the PJIM Market, or any entity doing business in the PJIM Market,
including, but not limited to, the Commission, State Commissions, and state and federal
attorneys general.

Avoidable Cost Rate:

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

Balancing Congestion Charges:



“Balancing Congestion Charges” shall be equal to the sum of congestion charges collected from
Market Participants that are purchasing energy in the Real-time Energy Market minus [the sum
of congestion charges paid to Market Participants that are selling energy in the Real-time Energy
Market plus any congestion charges calculated pursuant to the Joint Operating Agreement
between the Midcontinent Independent Transmission System Operator, Inc. and PJIM
Interconnection, L.L.C. (PJM Rate Schedule FERC No. 38), plus any congestion charges
calculated pursuant to the Joint Operating Agreement Among and Between New York
Independent System Operator Inc. and PJM Interconnection, L.L.C. (PJM Rate Schedule FERC
No. 45), plus any congestion charges calculated pursuant to agreements between the Office of
the Interconnection and other entities, plus any charges or credits calculated pursuant to
Operating Agreement, Schedule 1, section 3.8, and the parallel provisions of Tariff, Attachment
K-Appendix, section 3.8, as applicable)].

Balancing Ratio:
“Balancing Ratio” shall have the meaning provided in Tariff, Attachment DD, section 10A.
Base Capacity Demand Resource:

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

Base Capacity Demand Resource Constraint:

“Base Capacity Demand Resource Constraint” for the PJM Region or an LDA, shall mean, for
the 2018/2019 and 2019/2020 Delivery Years, the maximum Unforced Capacity amount,
determined by PJM, of Base Capacity Demand Resources and Base Capacity Energy Efficiency
Resources that is consistent with the maintenance of reliability. As more fully set forth in the
PJM Manuals, PJM calculates the Base Capacity Demand Resource Constraint for the PJIM
Region or an LDA, by first determining a reference annual loss of load expectation (“LOLE”)
assuming no Base Capacity Resources, including no Base Capacity Demand Resources or Base
Capacity Energy Efficiency Resources. The calculation for the PJIM 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 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). 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 Base Capacity Demand Resources and Base Capacity Energy Efficiency Resources



(displacing otherwise committed generation) as interruptible from June 1 through September 30
and unavailable the rest of the Delivery Year in question and calculates the LOLE at each DR
and EE level. The Base Capacity Demand Resource Constraint is the combined amount of Base
Capacity Demand Resources and Base Capacity Energy Efficiency Resources, stated as a
percentage of the unrestricted annual peak load, that produces no more than a five percent
increase in the LOLE, compared to the reference value. The Base Capacity Demand Resource
Constraint shall be expressed as a percentage of the forecasted peak load of the PJM Region or
such LDA and is converted to Unforced Capacity by multiplying [the reliability target
percentage] times [the Forecast Pool Requirement] times [the forecasted peak load of the PIM
Region or such LDA, reduced by the amount of load served under the FRR Alternative].

Base Capacity Demand Resource Price Decrement:

“Base Capacity Demand Resource Price Decrement” shall mean, for the 2018/2019 and
2019/2020 Delivery Years, a difference between the clearing price for Base Capacity Demand
Resources and Base Capacity Energy Efficiency Resources and the clearing price for Base
Capacity Resources and Capacity Performance Resources, representing the cost to procure
additional Base Capacity Resources or Capacity Performance Resources out of merit order when
the Base Capacity Demand Resource Constraint is binding.

Base Capacity Energy Efficiency Resource:

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

Base Capacity Resource:

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

Base Capacity Resource Constraint:

“Base Capacity Resource Constraint” for the PJM Region or an LDA, shall mean, for the
2018/2019 and 2019/2020 Delivery Years, the maximum Unforced Capacity amount, determined
by PJM, of Base Capacity Resources, including Base Capacity Demand Resources and Base
Capacity Energy Efficiency Resources, that is consistent with the maintenance of reliability. As
more fully set forth in the PJIM Manuals, PJM calculates the above Base Capacity Resource
Constraint for the PJIM Region or an LDA, by first determining a reference annual loss of load
expectation (“LOLE”) assuming no Base Capacity Resources, including no Base Capacity
Demand Resources or Base Capacity Energy Efficiency Resources. The calculation for the PIM
Region uses the weekly load distribution from the Installed Reserve Margin study for the
Delivery Year in question (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 weekly load distribution (based on the



Installed Reserve Margin study and 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 Installed Reserve Margin 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. Additionally,
for the PJIM Region and relevant LDA calculation, the weekly capacity distributions are adjusted
to reflect winter ratings.

For both the PJIM Region and LDA analyses, PJIM models the commitment of an amount of Base
Capacity Demand Resources and Base Capacity Energy Efficiency Resources equal to the Base
Capacity Demand Resource Constraint (displacing otherwise committed generation). PJM then
models the commitment of varying amounts of Base Capacity Resources (displacing otherwise
committed generation) as unavailable during the peak week of winter and available the rest of
the Delivery Year in question and calculates the LOLE at each Base Capacity Resource level.
The Base Capacity Resource Constraint is the combined amount of Base Capacity Demand
Resources, Base Capacity Energy Efficiency Resources and Base Capacity Resources, stated as a
percentage of the unrestricted annual peak load, that produces no more than a ten percent
increase in the LOLE, compared to the reference value. The Base Capacity Resource Constraint
shall be expressed as a percentage of the forecasted peak load of the PJM Region or such LDA
and is converted to Unforced Capacity by multiplying [the reliability target percentage] times
[one minus the pool-wide average EFORd] times [the forecasted peak load of the PJM Region or
such LDA, reduced by the amount of load served under the FRR Alternative].

Base Capacity Resource Price Decrement:

“Base Capacity Resource Price Decrement” shall mean, for the 2018/2019 and 2019/2020
Delivery Years, a difference between the clearing price for Base Capacity Resources and the
clearing price for Capacity Performance Resources, representing the cost to procure additional
Capacity Performance Resources out of merit order when the Base Capacity Resource Constraint
is binding.

Base Day-ahead Scheduling Reserves Requirement:

“Base Day-ahead Scheduling Reserves Requirement” shall mean the thirty-minute reserve
requirement for the PJM Region established consistent with the Applicable Standards, plus any
additional thirty-minute reserves scheduled in response to an RTO-wide Hot or Cold Weather
Alert or other reasons for conservative operations.

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.

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 Segments of such Market Sellers
shall be determined pro rata based on their entitlements to Unforced Capacity from such
resource.

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.
Batch Load Demand Resource:

“Batch Load Demand Resource” shall mean a Demand Resource that has a cyclical production
process such that at most times during the process it is consuming energy, but at consistent
regular intervals, ordinarily for periods of less than ten minutes, it reduces its consumption of
energy for its production processes to minimal or zero megawatts.

Behind The Meter Generation:

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

Black Start Service:

“Black Start Service” shall mean the capability of generating units to start without an outside
electrical supply or the demonstrated ability of a generating unit with a high operating factor
(subject to Transmission Provider concurrence) to automatically remain operating at reduced
levels when disconnected from the grid.

Border Yearly Charge:

“Border Yearly Charge” shall mean the yearly charge determined in accordance with Tariff,
Schedule 7.

Breach:



“Breach” shall mean the failure of a party to perform or observe any material term or condition
of Tariff, Part IV or Tariff, Part VI, or any agreement entered into thereunder as described in the
relevant provisions of such agreement.

Breaching Party:

“Breaching Party” shall mean a party that is in Breach of Tariff, Part IV or Tariff, Part VI and/or
an agreement entered into thereunder.

Business Day:

“Business Day” shall mean a day in which the Federal Reserve System is open for business and
is not a scheduled PJM holiday.

Buy Bid:

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



Definitions — C-D
Canadian Guaranty:

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

Cancellation Costs:

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

Capacity:

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

Capacity Emergency Transfer Limit:

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

Capacity Emergency Transfer Objective:

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

Capacity Export Transmission Customer:

“Capacity Export Transmission Customer” shall mean a customer taking point to point
transmission service under Tariff, Part 1l to export capacity from a generation resource located in
the PJM Region that has qualified for an exception to the RPM must-offer requirement as
described in Tariff, Attachment DD, section 6.6(g).

Capacity Import Limit:

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

Capacity Interconnection Rights:



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

Capacity Market Buyer:

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

Capacity Market Seller:

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

Capacity Performance Resource:

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

Capacity Performance Transition Incremental Auction:

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

Capacity Resource:

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

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

Capacity Storage Resource:

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

Fixed Resource Requirement Capacity Plan.

Capacity Transfer Right:



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

Capacity Transmission Injection Rights:

“Capacity Transmission Injection Rights” shall mean the rights to schedule energy and capacity
deliveries at a Point of Interconnection of a Merchant Transmission Facility with the
Transmission System. Capacity Transmission Injection Rights may be awarded only to a
Merchant D.C. Transmission Facility and/or Controllable A.C. Merchant Transmission Facilities
that connects the Transmission System to another control area. Deliveries scheduled using
Capacity Transmission Injection Rights have rights similar to those under Firm Point-to-Point
Transmission Service or, if coupled with a generating unit external to the PJM Region that
satisfies all applicable criteria specified in the PJM Manuals, similar to Capacity Interconnection
Rights.

Charge Economic Maximum Megawatts:

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

Charge Economic Minimum Megawatts:

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

Charge Mode:

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

Charge Ramp Rate:

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

Cold/Warm/Hot Notification Time:



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

Cold/Warm/Hot Start-up Time:

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

Cold Weather Alert:

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

Collateral:

“Collateral” shall be a cash deposit, including any interest thereon, or a Lletter of Ceredit issued
for the benefit of PJM or PJIMSettlement, in an amount and form determined by and acceptable
to PJM or PIJMSettlement, provided by a Participant to PJM or PIMSettlement as credit support
seeurity-in order to participate in the PJIM Markets or take Transmission Service.

Collateral Call:

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

Commencement Date:

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

Committed Offer:



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

Completed Application:

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

Compliance Aggregation Area (CAA):

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

Conditional Incremental Auction:

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

CONE Area:

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

Confidential Information:

“Confidential Information” shall mean any confidential, proprietary, or trade secret information
of a plan, specification, pattern, procedure, design, device, list, concept, policy, or compilation
relating to the present or planned business of a New Service Customer, Transmission Owner, or
other Interconnection Party or Construction Party, which is designated as confidential by the
party supplying the information, whether conveyed verbally, electronically, in writing, through
inspection, or otherwise, and shall include, without limitation, all information relating to the



producing party’s technology, research and development, business affairs and pricing, and any
information supplied by any New Service Customer, Transmission Owner, or other
Interconnection Party or Construction Party to another such party prior to the execution of an
Interconnection Service Agreement or a Construction Service Agreement.

Congestion Price:

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

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

“Consolidated Transmission Owners Agreement,” “PJM Transmission Owners Agreement” or
“Transmission Owners Agreement” shall mean the certain Consolidated Transmission Owners
Agreement dated as of December 15, 2005, by and among the Transmission Owners and by and
between the Transmission Owners and PJM Interconnection, L.L.C. on file with the
Commission, as amended from time to time.

Constraint Relaxation Logic:

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

Constructing Entity:

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

Construction Party:

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

Construction Service Agreement:

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



Contingent Facilities:

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

Continuous Mode:

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

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

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

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

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

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

Control Zone:
“Control Zone” shall have the meaning given in the Operating Agreement.

Controllable A.C. Merchant Transmission Facilities:



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

Coordinated External Transaction:

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

Coordinated Transaction Scheduling:

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

Corporate Guaranty:
“Corporate Guaranty” shall mean a legal document, in a form acceptable to PJM and/or

PJMSettlement, used by an Credit Affiliate of an entity to guaranty the obligations of another
entity.

Cost of New Entry:

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

Costs:

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

Counterparty:

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



supply of energy to serve its load, or (iii) any Member’s self-schedule of energy reported to the
Office of the Interconnection to the extent that energy serves that Member’s own load .

Credit Affiliate:

“Credit Affiliate” shall mean Principals, corporations, partnerships, firms, joint ventures,
associations, joint stock companies, trusts, unincorporated organizations or entities, one of which
directly or indirectly controls the other or that are both under common Control. “Control,” as that
term is used in this definition, shall mean the possession, directly or indirectly, of the power to
direct the management or policies of a person or an entity.

Credit Available for Export Transactions:

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

Credit Available for Virtual Transactions:

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

Credit Breach:

“Credit Breach” shall mean (a) the status-failure of a Participant to that-does-not
ewrrenthyperform, observe, meet or comply with anythe requirements of Tariff, Attachment Q or
other provisions of the Agreements, other than a Financial Default, or (b) a determination by
PJM and notice to the Participant that a Participant represents an unreasonable credit risk to the
PJM Markets; that, in either event, has not been cured or remedied after any required notice has
been given and any cure period has elapsed.

Credit-Limited Offer:

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




Credit Support Default:

“Credit Support Default,” shall mean (a) the failure of any Guarantor of a Market Participant to
make any payment, or to perform, observe, meet or comply with any provisions of the applicable
Guaranty or Credit Support Document that has not been cured or remedied, after any required
notice has been given and an opportunity to cure (if any) has elapsed, (b) a representation made
or deemed made by a Guarantor in any Credit Support Document that proves to be false,
incorrect or misleading in any material respect when made or deemed made, (c) the failure of a
Guaranty or other Credit Support Document to be in full force and effect prior to the satisfaction
of all obligations of such Participant to PJM, without PJM’s consent, or (d) a Guarantor
repudiating, disaffirming, disclaiming or rejecting, in whole or in part, its obligations under the
Guaranty or challenging the validity of the Guaranty.

Credit Support Document:

“Credit Support Document” shall mean any agreement or instrument in any way guaranteeing or
securing any or all of a Participant’s obligations under the Agreements (including, without
limitation, the provisions of Tariff, Attachment Q), any agreement entered into under, pursuant
to, or in connection with the Agreements or any agreement entered into under, pursuant to, or in
connection with the Agreements and/or any other agreement to which PJM, PJMSettlement and
the Participant are parties, including, without limitation, any Corporate Guaranty, L etter of
Credit, or agreement granting PJM and PJMSettlement a security interest.

CTS Enabled Interface:

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

CTS Interface Bid:

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

Appendix, section 1.13.

Curtailment:



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

Curtailment Service Provider:

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

Customer Facility:

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

Customer-Funded Upgrade:

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

Customer Interconnection Facilities:

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

Daily Deficiency Rate:

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

Daily Unforced Capacity Obligation:

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



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

Day-ahead Congestion Price:

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

Day-ahead Energy Market:

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

Day-ahead Energy Market Injection Congestion Credits:

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

Day-ahead Energy Market Transmission Congestion Charges:

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

Day-ahead Energy Market Withdrawal Congestion Charges:

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

Day-ahead Loss Price:

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



Day-ahead Prices:

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

Day-Ahead Pseudo-Tie Transaction:

“Day-Ahead Pseudo-Tie Transaction” shall mean a transaction scheduled in the Day-ahead
Energy Market to the PIM-MISO interface from a generator within the PJM balancing authority
area that Pseudo-Ties into the MISO balancing authority area.

Day-ahead Scheduling Reserves:

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

Day-ahead Scheduling Reserves Market:

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

Day-ahead Scheduling Reserves Requirement:

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

Day-ahead Scheduling Reserves Resources:

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

Day-ahead Settlement Interval:

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

Day-ahead System Energy Price:

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

Deactivation:



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

Deactivation Avoidable Cost Credit:

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

Deactivation Avoidable Cost Rate:

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

Deactivation Date:

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

Decrement Bid:

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

Default:

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

Delivering Party:

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

Delivery Year:
“Delivery Year” shall mean the Planning Period for which a Capacity Resource is committed
pursuant to the auction procedures specified in Tariff, Attachment DD, or pursuant to an FRR

Capacity Plan under Reliability Assurance Agreement, Schedule 8.1.

Demand Bid:



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

Demand Bid Limit:

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

Demand Bid Screening:

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

Demand Resource:

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

Demand Resource Factor or DR Factor:

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

Designated Agent:

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

Designated Entity:

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

“Direct Assignment Facilities” shall mean facilities or portions of facilities that are constructed
for the sole use/benefit of a particular Transmission Customer requesting service under the

Tariff. Direct Assignment Facilities shall be specified in the Service Agreement that governs
service to the Transmission Customer and shall be subject to Commission approval.



Direct Charging Energy:

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

Direct Load Control:

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

Discharge Economic Maximum Megawatts:

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

Discharge Economic Minimum Megawatts:

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

Discharge Mode:

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

Discharge Ramp Rate:

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

Dispatch Rate:

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



Dispatched Charging Energy:

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

Dynamic Schedule:

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

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



Definitions - E - F
Economic-based Enhancement or Expansion:

“Economic-based Enhancement or Expansion” shall have the same meaning provided in the
Operating Agreement.

Economic Load Response Participant:

“Economic Load Response Participant” shall mean a Member or Special Member that qualifies
under Operating Agreement, Schedule 1, section 1.5A, and the parallel provisions of Tariff,
Attachment K-Appendix, section 1.5A, to participate in the PJM Interchange Energy Market
and/or Ancillary Services markets through reductions in demand.

Economic Maximum:

“Economic Maximum” shall mean the highest incremental MW output level, submitted to PJIM
market systems by a Market Participant, that a unit can achieve while following economic
dispatch.

Economic Minimum:

“Economic Minimum” shall mean the lowest incremental MW output level, submitted to PJM
market systems by a Market Participant, that a unit can achieve while following economic
dispatch.

Effective FTR Holder:
“Effective FTR Holder” shall mean:

(i) Foran FTR Holder that is either a (a) privately held company, or (b) a municipality or
electric cooperative, as defined in the Federal Power Act, such FTR Holder, together with
any Affiliate, subsidiary or parent of the FTR Holder, any other entity that is under common
ownership, wholly or partly, directly or indirectly, or has the ability to influence, directly or
indirectly, the management or policies of the FTR Holder; or

(if) For an FTR Holder that is a publicly traded company including a wholly owned
subsidiary of a publicly traded company, such FTR Holder, together with any Affiliate,
subsidiary or parent of the FTR Holder, any other PIM Member has over 10% common
ownership with the FTR Holder, wholly or partly, directly or indirectly, or has the ability to
influence, directly or indirectly, the management or policies of the FTR Holder; or

(iii) an FTR Holder together with any other PJIM Member, including also any Affiliate,
subsidiary or parent of such other PJIM Member, with which it shares common ownership,
wholly or partly, directly or indirectly, in any third entity which is a PJM Member (e.g., a
joint venture).



EFORd:
“EFORd” shall have the meaning specified in the PJM Reliability Assurance Agreement.
Electrical Distance:

“Electrical Distance” shall mean, for a Generation Capacity Resource geographically located
outside the metered boundaries of the PJM Region, the measure of distance, based on impedance
and in accordance with the PJIM Manuals, from the Generation Capacity Resource to the PJM
Region.

Eligible Customer:
“Eligible Customer” shall mean:

(1) Any electric utility (including any Transmission Owner and any power marketer), Federal
power marketing agency, or any person generating electric energy for sale for resale is an
Eligible Customer under the Tariff. Electric energy sold or produced by such entity may be
electric energy produced in the United States, Canada or Mexico. However, with respect to
transmission service that the Commission is prohibited from ordering by Section 212(h) of the
Federal Power Act, such entity is eligible only if the service is provided pursuant to a state
requirement that the Transmission Provider or Transmission Owner offer the unbundled
transmission service, or pursuant to a voluntary offer of such service by a Transmission Owner.

(if) Any retail customer taking unbundled transmission service pursuant to a state requirement
that the Transmission Provider or a Transmission Owner offer the transmission service, or
pursuant to a voluntary offer of such service by a Transmission Owner, is an Eligible Customer
under the Tariff. As used in Tariff, Part VI, Eligible Customer shall mean only those Eligible
Customers that have submitted a Completed Application.

Emergency Action:

“Emergency Action” shall mean any emergency action for locational or system-wide capacity
shortages that either utilizes pre-emergency mandatory load management reductions or other
emergency capacity, or initiates a more severe action including, but not limited to, a Voltage
Reduction Warning, VVoltage Reduction Action, Manual Load Dump Warning, or Manual Load
Dump Action.

Emergency Condition:

“Emergency Condition” shall mean a condition or situation (i) that in the judgment of any
Interconnection Party is imminently likely to endanger life or property; or (ii) that in the
judgment of the Interconnected Transmission Owner or Transmission Provider is imminently
likely (as determined in a non-discriminatory manner) to cause a material adverse effect on the



security of, or damage to, the Transmission System, the Interconnection Facilities, or the
transmission systems or distribution systems to which the Transmission System is directly or
indirectly connected; or (iii) that in the judgment of Interconnection Customer is imminently
likely (as determined in a non-discriminatory manner) to cause damage to the Customer Facility
or to the Customer Interconnection Facilities. System restoration and black start shall be
considered Emergency Conditions, provided that a Generation Interconnection Customer is not
obligated by an Interconnection Service Agreement to possess black start capability. Any
condition or situation that results from lack of sufficient generating capacity to meet load
requirements or that results solely from economic conditions shall not constitute an Emergency
Condition, unless one or more of the enumerated conditions or situations identified in this
definition also exists.

Emergency Load Response Program:

“Emergency Load Response Program” shall mean the program by which Curtailment Service
Providers may be compensated by PJM for Demand Resources that will reduce load when
dispatched by PJM during emergency conditions, and is described in Operating Agreement,
Schedule 1, section 8 and the parallel provisions of Tariff, Attachment K-Appendix, section 8.

Energy Efficiency Resource:

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

Energy Market Opportunity Cost:

“Energy Market Opportunity Cost” shall mean the difference between (a) the forecasted cost to
operate a specific generating unit when the unit only has a limited number of available run hours
due to limitations imposed on the unit by Applicable Laws and Regulations, and (b) the
forecasted future Locational Marginal Price at which the generating unit could run while not
violating such limitations. Energy Market Opportunity Cost therefore is the value associated
with a specific generating unit’s lost opportunity to produce energy during a higher valued period
of time occurring within the same compliance period, which compliance period is determined by
the applicable regulatory authority and is reflected in the rules set forth in PJM Manual 15.
Energy Market Opportunity Costs shall be limited to those resources which are specifically
delineated in Operating Agreement, Schedule 2.

Energy Resource:

“Energy Resource” shall mean a Generating Facility that is not a Capacity Resource.
Energy Settlement Area:

“Energy Settlement Area” shall mean the bus or distribution of busses that represents the

physical location of Network Load and by which the obligations of the Network Customer to
PJM are settled.



Energy Storage Resource:

“Energy Storage Resource” shall mean a resource capable of receiving electric energy from the
grid and storing it for later injection to the grid that participates in the PJIM Energy, Capacity
and/or Ancillary Services markets as a Market Participant.

Energy Storage Resource Model Participant:

“Energy Storage Resource Model Participant” shall mean an Energy Storage Resource utilizing
the Energy Storage Resource Participation Model.

Energy Storage Resource Participation Model:

“Energy Storage Resource Participation Model” shall mean the participation model accepted by
the Commission in Docket No. ER19-469-000.

Energy Transmission Injection Rights:

“Energy Transmission Injection Rights” shall mean the rights to schedule energy deliveries at a
specified point on the Transmission System. Energy Transmission Injection Rights may be
awarded only to a Merchant D.C. Transmission Facility that connects the Transmission System
to another control area. Deliveries scheduled using Energy Transmission Injection Rights have
rights similar to those under Non-Firm Point-to-Point Transmission Service.

Environmental Laws:

“Environmental Laws” shall mean applicable Laws or Regulations relating to pollution or
protection of the environment, natural resources or human health and safety.

Environmentally-Limited Resource:

“Environmentally-Limited Resource” shall mean a resource which has a limit on its run hours
imposed by a federal, state, or other governmental agency that will significantly limit its
availability, on either a temporary or long-term basis. This includes a resource that is limited by a
governmental authority to operating only during declared PJM capacity emergencies.

Equivalent Load:

“Equivalent Load” shall mean the sum of a Market Participant’s net system requirements to
serve its customer load in the PJIM Region, if any, plus its net bilateral transactions.

Event of Default:

“Event of Default,” as that term is used in Tariff, Attachment Q, shall mean a Financial Default,
Credit Breach, or Credit Support Default.




Existing Generation Capacity Resource:

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

Export Credit Exposure:

“Export Credit Exposure” is determined for each Market Participant for a given Operating Day,
and shall mean the sum of credit exposures for the Market Participant’s Export Transactions for
that Operating Day and for the preceding Operating Day.

Export Nodal Reference Price:

“Export Nodal Reference Price” at each location is the 97th percentile, shall be, the real-time
hourly integrated price experienced over the corresponding two-month period in the preceding
calendar year, calculated separately for peak and off-peak time periods. The two-month time
periods used in this calculation shall be January and February, March and April, May and June,
July and August, September and October, and November and December.

Export Transaction:

“Export Transaction” shall be a transaction by a Market Participant that results in the transfer of
energy from within the PJM Control Area to outside the PJM Control Area. Coordinated
External Transactions that result in the transfer of energy from the PJM Control Area to an
adjacent Control Area are one form of Export Transaction.

Export Transaction Price Factor:

“Export Transaction Price Factor” for a prospective time interval shall be the greater of (i) PIM’s
forecast price for the time interval, if available, or (ii) the Export Nodal Reference Price, but
shall not exceed the Export Transaction’s dispatch ceiling price cap, if any, for that time interval.
The Export Transaction Price Factor for a past time interval shall be calculated in the same
manner as for a prospective time interval, except that the Export Transaction Price Factor may
use a tentative or final settlement price, as available. If an Export Nodal Reference Price is not
available for a particular time interval, PJM may use an Export Transaction Price Factor for that
time interval based on an appropriate alternate reference price.

Export Transaction Screening:

“Export Transaction Screening” shall be the process PJM uses to review the Export Credit
Exposure of Export Transactions against the Credit Available for Export Transactions, and deny
or curtail all or a portion of an Export Transaction, if the credit required for such transactions is
greater than the credit available for the transactions.

Export Transactions Net Activity:



“Export Transactions Net Activity” shall mean the aggregate net total, resulting from Export
Transactions, of (i) Spot Market Energy charges, (ii) Transmission Congestion Charges, and (iii)
Transmission Loss Charges, calculated as set forth in Operating Agreement, Schedule 1 and the
parallel provisions of Tariff, Attachment K-Appendix. Export Transactions Net Activity may be
positive or negative.

Extended Primary Reserve Requirement:

“Extended Primary Reserve Requirement” shall equal the Primary Reserve Requirement in a
Reserve Zone or Reserve Sub-zone, plus 190 MW, plus any additional reserves scheduled under
emergency conditions necessary to address operational uncertainty. The Extended Primary
Reserve Requirement is calculated in accordance with the PJIM Manuals.

Extended Summer Demand Resource:

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

Extended Summer Resource Price Adder:

“Extended Summer Resource Price Adder” shall mean, for Delivery Years through May 31,
2018, 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.

Extended Synchronized Reserve Requirement:

“Extended Synchronized Reserve Requirement” shall equal the Synchronized Reserve
Requirement in a Reserve Zone or Reserve Sub-zone, plus 190 MW, plus any additional reserves
scheduled under emergency conditions necessary to address operational uncertainty. The
Extended Synchronized Reserve Requirement is calculated in accordance with the PJM Manuals.
External Market Buyer:

“External Market Buyer” shall mean a Market Buyer making purchases of energy from the PJM
Interchange Energy Market for consumption by end-users outside the PJM Region, or for load in
the PJM Region that is not served by Network Transmission Service.

External Resource:

“External Resource” shall mean a generation resource located outside the metered boundaries of
the PJM Region.

Facilities Study:



“Facilities Study” shall be an engineering study conducted by the Transmission Provider (in
coordination with the affected Transmission Owner(s)) to: (1) determine the required
modifications to the Transmission Provider’s Transmission System necessary to implement the
conclusions of the System Impact Study; and (2) complete any additional studies or analyses
documented in the System Impact Study or required by PJM Manuals, and determine the
required modifications to the Transmission Provider’s Transmission System based on the
conclusions of such additional studies. The Facilities Study shall include the cost and scheduled
completion date for such modifications, that will be required to provide the requested
transmission service or to accommodate a New Service Request. As used in the Interconnection
Service Agreement or Construction Service Agreement, Facilities Study shall mean that certain
Facilities Study conducted by Transmission Provider (or at its direction) to determine the design
and specification of the Customer Funded Upgrades necessary to accommodate the New Service
Customer’s New Service Request in accordance with Tariff, Part VI, section 207.

Federal Power Act:

“Federal Power Act” shall mean the Federal Power Act, as amended, 16 U.S.C. 88 791a, et seq.
FERC or Commission:

“FERC” or “Commission” shall mean the Federal Energy Regulatory Commission or any
successor federal agency, commission or department exercising jurisdiction over the Tariff,
Operating Agreement and Reliability Assurance Agreement.

FERC Market Rules:

“FERC Market Rules” mean the market behavior rules and the prohibition against electric
energy market manipulation codified by the Commission in its Rules and Regulations at 18 CFR
88 1c.2 and 35.37, respectively; the Commission-approved PJM Market Rules and any related
proscriptions or any successor rules that the Commission from time to time may issue, approve
or otherwise establish.

Final Offer:

“Final Offer” shall mean the offer on which a resource was dispatched by the Office of the
Interconnection for a particular clock hour for the Operating Day.

Final RTO Unforced Capacity Obligation:

“Final RTO Unforced Capacity Obligation” shall mean the capacity obligation for the PJIM
Region, determined in accordance with RAA, Schedule 8.

Financial Close:

“Financial Close” shall mean the Capacity Market Seller has demonstrated that the Capacity
Market Seller or its agent has completed the act of executing the material contracts and/or other



documents necessary to (1) authorize construction of the project and (2) establish the necessary
funding for the project under the control of an independent third-party entity. A sworn, notarized
certification of an independent engineer certifying to such facts, and that the engineer has
personal knowledge of, or has engaged in a diligent inquiry to determine, such facts, shall be
sufficient to make such demonstration. For resources that do not have external financing,
Financial Close shall mean the project has full funding available, and that the project has been
duly authorized to proceed with full construction of the material portions of the project by the
appropriate governing body of the company funding such project. A sworn, notarized
certification by an officer of such company certifying to such facts, and that the officer has
personal knowledge of, or has engaged in a diligent inquiry to determine, such facts, shall be
sufficient to make such demonstration.

Financial Default:

“Financial Default” shall mean (a) the failure of a Member or Transmission Customer to make
any payment for obligations under the Agreements when due, including but not limited to an
invoice payment that has not been cured or remedied after notice has been given and any cure
period has elapsed, (b) a bankruptcy proceeding filed by a Member, Transmission Customer or
its Guarantor, or filed against a Member, Transmission Customer or its Guarantor and to which
the Member, Transmission Customer or Guarantor, as applicable, acquiesces or that is not
dismissed within 60 days, (c) a Member, Transmission Customer or its Guarantor, if any, is
unable to meet its financial obligations as they become due, or (d) a Merger Without Assumption
occurs in respect of the Member, Transmission Customer or any Guarantor of such Member or
Transmission Customer.

Financial Transmission Right:

“Financial Transmission Right” or “FTR” shall mean a right to receive Transmission Congestion
Credits as specified in Operating Agreement, Schedule 1, section 5.2.2 and the parallel
provisions of Tariff, Attachment K-Appendix, section 5.2.2.

Financial Transmission Right Obligation:

“Financial Transmission Right Obligation” shall mean a right to receive Transmission
Congestion Credits as specified in Operating Agreement, Schedule 1, section 5.2.2(b), and the
parallel provisions of Tariff, Attachment K-Appendix, section 5.2.2(b).

Financial Transmission Right Option:

“Financial Transmission Right Option” shall mean a right to receive Transmission Congestion
Credits as specified in Operating Agreement, Schedule 1, section 5.2.2(c), and the parallel
provisions of Tariff, Attachment K-Appendix, section 5.2.2(c).

Firm Point-To-Point Transmission Service:



“Firm Point-To-Point Transmission Service” shall mean Transmission Service under the Tariff
that is reserved and/or scheduled between specified Points of Receipt and Delivery pursuant to
Tariff, Part 11.

Firm Transmission Feasibility Study:

“Firm Transmission Feasibility Study” shall mean a study conducted by the Transmission
Provider in accordance with Tariff, Part Il, section 19.3 and Tariff, Part I11, section 32.3.

Firm Transmission Withdrawal Rights:

“Firm Transmission Withdrawal Rights” shall mean the rights to schedule energy and capacity
withdrawals from a Point of Interconnection of a Merchant Transmission Facility with the
Transmission System. Firm Transmission Withdrawal Rights may be awarded only to a
Merchant D.C. Transmission Facility that connects the Transmission System with another
control area. Withdrawals scheduled using Firm Transmission Withdrawal Rights have rights
similar to those under Firm Point-to-Point Transmission Service.

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.

Flexible Resource:

“Flexible Resource” shall mean a generating resource that must have a combined Start-up Time
and Notification Time of less than or equal to two hours; and a Minimum Run Time of less than
or equal to two hours.

Forecast Pool Requirement:

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

Foreign Guaranty:

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

Form 715 Planning Criteria:

“Form 715 Planning Criteria” shall have the same meaning provided in the Operating
Agreement.

FTR Credit Limit:



“FTR Credit Limit” shall mean the amount of credit established with PJMSettlement that an FTR
Participant has specifically designated to be used for FTR activity in a specific customer account.
Any such credit so set aside shall not be considered available to satisfy any other credit
requirement the FTR Participant may have with PJMSettlement.

FTR Credit Requirement:

“FTR Credit Requirement” shall mean the amount of credit that a Participant must provide in
order to support the FTR positions that it holds and/or for which it is bidding. The FTR Credit
Requirement shall not include months for which the invoicing has already been completed,
provided that PJIMSettlement shall have up to two Business Days following the date of the
invoice completion to make such adjustments in its credit systems. FTR Credit Requirements
are calculated and applied separately for each separate customer account.

FTR Flow Undiversified:

“FTR Flow Undiversified” shall have the meaning established in Tariff, Attachment Q, section
VI.C.66G.

FTR Historical Value:

For each FTR for each month, “FTR Historical Value” shall mean the weighted average of
historical values over three years for the FTR path using the following weightings: 50% - most
recent year; 30% - second year; 20% - third year.

FTR Holder:

“FTR Holder” shall mean the PIM Member that has acquired and possesses an FTR.

FTR Monthly Credit Requirement Contribution:

For each FTR, for each month, ”FTR Monthly Credit Requirement Contribution” shall mean the
total FTR cost for the month, prorated on a daily basis, less the FTR Historical Value for the
month. For cleared FTRs, this contribution may be negative; prior to clearing, FTRs with
negative contribution shall be deemed to have zero contribution.

FTR Net Activity:

“FTR Net Activity” shall mean the aggregate net value of the billing line items for auction
revenue rights credits, FTR auction charges, FTR auction credits, and FTR congestion credits,
and shall also include day-ahead and balancing/real-time congestion charges up to a maximum
net value of the sum of the foregoing auction revenue rights credits, FTR auction charges, FTR
auction credits and FTR congestion credits.

FTR Participant:



“FTR Participant” shall mean any Market Participant that provides or is required to provide
Collateral in order to participate in PJM’s FTR auctionsmarket.

FTR Portfolio Auction Value:

“FTR Portfolio Auction Value” shall mean for each customer account of a Market Participant,
the sum, calculated on a monthly basis, across all FTRs, of the FTR price times the FTR volume
in MW.

Fuel Cost Policy:

“Fuel Cost Policy” shall mean the document provided by a Market Seller to PJM and the Market
Monitoring Unit in accordance with PJM Manual 15 and Operating Agreement, Schedule 2,
which documents the Market Seller’s method used to price fuel for calculation of the Market
Seller’s cost-based offers for a generation resource.

Full Notice to Proceed:
“Full Notice to Proceed” shall mean that all material third party contractors have been given the

notice to proceed with construction by the Capacity Market Seller or its agent, with a guaranteed
completion date backed by liquidated damages.



Definitions- G - H
Generating Market Buyer:

“Generating Market Buyer” shall mean an Internal Market Buyer that is a Load Serving Entity
that owns or has contractual rights to the output of generation resources capable of serving the
Market Buyer’s load in the PJM Region, or of selling energy or related services in the PJIM
Interchange Energy Market or elsewhere.

Generation Capacity Resource:

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

Generation Interconnection Customer:

“Generation Interconnection Customer” shall mean an entity that submits an Interconnection
Request to interconnect a new generation facility or to increase the capacity of an existing
generation facility interconnected with the Transmission System in the PJM Region.

Generation Interconnection Facilities Study:

“Generation Interconnection Facilities Study” shall mean a Facilities Study related to a
Generation Interconnection Request.

Generation Interconnection Feasibility Study:

“Generation Interconnection Feasibility Study” shall mean a study conducted by the
Transmission Provider (in coordination with the affected Transmission Owner(s)) in accordance
with Tariff, Part 1V, section 36.2.

Generation Interconnection Request:

“Generation Interconnection Request” shall mean a request by a Generation Interconnection
Customer pursuant to Tariff, Part IV, subpart A, to interconnect a generating unit with the
Transmission System or to increase the capacity of a generating unit interconnected with the
Transmission System in the PJM Region.

Generation Owner:

“Generation Owner” shall mean a Member that owns, leases with rights equivalent to ownership,
or otherwise controls and operates one or more operating generation resources located in the
PJM Region. The foregoing notwithstanding, for a planned generation resource to qualify a
Member as a Generation Owner, such resource shall have cleared an RPM auction, and for
Energy Resources, the resource shall have a FERC-jurisdictional interconnection agreement or
wholesale market participation agreement within PJIM. Purchasing all or a portion of the output



of a generation resource shall not be sufficient to qualify a Member as a Generation Owner. For
purposes of Members Committee sector classification, a Member that is primarily a retail end-
user of electricity that owns generation may qualify as a Generation Owner if: (1) the generation
resource is the subject of a FERC-jurisdictional interconnection agreement or wholesale market
participation agreement within PJM; (2) the average physical unforced capacity owned by the
Member and its affiliates over the five Planning Periods immediately preceding the relevant
Planning Period exceeds the average PJM capacity obligation of the Member and its affiliates
over the same time period; and (3) the average energy produced by the Member and its affiliates
within PJM over the five Planning Periods immediately preceding the relevant Planning Period
exceeds the average energy consumed by the Member and its affiliates within PJM over the same
time period.

Generation Resource Maximum Output:

“Generation Resource Maximum Output” shall mean, for Customer Facilities identified in an
Interconnection Service Agreement or Wholesale Market Participation Agreement, the
Generation Resource Maximum Output for a generating unit shall equal the unit’s pro rata share
of the Maximum Facility Output, determined by the Economic Maximum values for the
available units at the Customer Facility. For generating units not identified in an Interconnection
Service Agreement or Wholesale Market Participation Agreement, the Generation Resource
Maximum Output shall equal the generating unit’s Economic Maximum.

Generator Forced Outage:

“Generator Forced Outage” shall mean an immediate reduction in output or capacity or removal
from service, in whole or in part, of a generating unit by reason of an Emergency or threatened
Emergency, unanticipated failure, or other cause beyond the control of the owner or operator of
the facility, as specified in the relevant portions of the PJM Manuals. A reduction in output or
removal from service of a generating unit in response to changes in market conditions shall not
constitute a Generator Forced Outage.

Generator Maintenance Outage:

“Generator Maintenance Outage” shall mean the scheduled removal from service, in whole or in
part, of a generating unit in order to perform necessary repairs on specific components of the
facility, if removal of the facility meets the guidelines specified in the PJM Manuals.

Generator Planned Outage:

“Generator Planned Outage” shall mean the scheduled removal from service, in whole or in part,

of a generating unit for inspection, maintenance or repair with the approval of the Office of the
Interconnection in accordance with the PJM Manuals.

Good Utility Practice:



“Good Utility Practice” shall mean any of the practices, methods and acts engaged in or
approved by a significant portion of the electric utility industry during the relevant time period,
or any of the practices, methods and acts which, in the exercise of reasonable judgment in light
of the facts known at the time the decision was made, could have been expected to accomplish
the desired result at a reasonable cost consistent with good business practices, reliability, safety
and expedition. Good Utility Practice is not intended to be limited to the optimum practice,
method, or act to the exclusion of all others, but rather is intended to include acceptable
practices, methods, or acts generally accepted in the region; including those practices required by
Federal Power Act, sSection 215(a)(4).

Governmental Authority:

“Governmental Authority” shall mean any federal, state, local or other governmental, regulatory
or administrative agency, court, commission, department, board, or other governmental
subdivision, legislature, rulemaking board, tribunal, arbitrating body, or other governmental
authority having jurisdiction over any Interconnection Party or Construction Party or regarding
any matter relating to an Interconnection Service Agreement or Construction Service Agreement,
as applicable.

Guarantor:
“Guarantor” shall mean a credit support provider for a Participant that provides a Corporate

Guaranty accepted by PJM and/or PJMSettlement, and for which PJM has made a determination
that the Guarantor meets applicable creditworthiness requirements under Tariff, Attachment Q.

Hazardous Substances:

“Hazardous Substance” shall mean any chemicals, materials or substances defined as or included
in the definition of “hazardous substances,” “hazardous wastes,” “hazardous materials,”
“hazardous constituents,” “restricted hazardous materials,” “extremely hazardous substances,”
“toxic substances,” “radioactive substances,” “contaminants,” “pollutants,” “toxic pollutants” or
words of similar meaning and regulatory effect under any applicable Environmental Law, or any
other chemical, material or substance, exposure to which is prohibited, limited or regulated by
any applicable Environmental Law.

Hot Weather Alert:

“Hot Weather Alert” shall mean the notice provided by PJM to PJIM Members, Transmission
Owners, resource owners and operators, customers, and regulators to prepare personnel and
facilities for extreme hot and/or humid weather conditions which may cause capacity
requirements and/or unit unavailability to be substantially higher than forecast are expected to
persist for an extended period.



Definitions - 1-J - K
IDR Transfer Agreement:

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

Immediate-need Reliability Project:

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

Inadvertent Interchange:

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

Incidental Expenses:

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

Incremental Auction:

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

() 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 PJM Region
or for an LDA.

Incremental Auction Revenue Rights:

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

Incremental Available Transfer Capability Revenue Rights:

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

Incremental Capacity Transfer Right:

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

Incremental Deliverability Rights (IDRs):

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

Incremental Energy Offer:

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

Incremental Multi-Driver Project:

“Incremental Multi-Driver Project” shall have the same meaning provided in the Operating
Agreement.



Incremental Rights-Eligible Required Transmission Enhancements:

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

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

scheduled generation at the specified location in the Day-ahead Energy Market.

Independent Auditor:

“Independent Auditor” shall mean an external accountant or external accounting firm who is not
an employee of, not otherwise related to, not obligated to, has no interest in, and is independent
in the performance of professional services for, the entity he/she/it is auditing, its management
and/or its owners.

Initial Operation:

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

Interconnected Entity:

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

Interconnected Transmission Owner:

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

Interconnection Construction Service Agreement:

“Interconnection Construction Service Agreement” shall mean the agreement entered into by an
Interconnection Customer, Interconnected Transmission Owner and the Transmission Provider



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

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

Interconnection Facilities:

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

Interconnection Feasibility Study:

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

Interconnection Party:

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

Interconnection Request:

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

Interconnection Service:

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

Interconnection Service Agreement:

“Interconnection Service Agreement” shall mean an agreement among the Transmission
Provider, an Interconnection Customer and an Interconnected Transmission Owner regarding
interconnection under Tariff, Part IV and Tariff, Part V1.

Interconnection Studies:



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

Interface Pricing Point:

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

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

renewable resources.

Internal Credit Score:

“Internal Credit Score” shall mean a composite numerical score determined by PJMSettlement
using quantitative and qualitative metrics to estimate various predictors of a credit event
happening to a Market Participant that may trigger a credit event.

Internal Market Buyer:

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

Interregional Transmission Project:

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

Interruption:

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



Definitions—-L-M -N

Letter of Credit:

“Letter of Credit” shall mean a Credit Support Document acceptable to PJM and/or PJM
Settlement, issued by a financial institution acceptable to PJM and/or PJM Settlement, naming
PJM and/or PJMSettlement as beneficiary, in substantially the form posted on PJM’s website.

Limited Demand Resource:

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

Limited Demand Resource Reliability Target:

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



PJM adopts the lowest result from these three tests as the Limited Demand Resource Reliability
Target. The Limited Demand Resource Reliability Target shall be expressed as a percentage of
the forecasted peak load of the 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].

Limited Resource Constraint:

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

Limited Resource Price Decrement:

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

List of Approved Contractors:

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

Load Management:

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

Load Management Event:

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



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

Load Ratio Share:

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

Load Reduction Event:

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

Load Serving Charging Energy:

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

Load Serving Entity (LSE):

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

Load Shedding:
“Load Shedding” shall mean the systematic reduction of system demand by temporarily

decreasing load in response to transmission system or area capacity shortages, system instability,
or voltage control considerations under Tariff, Part Il or Tariff, Part Il1.

Local Upgrades:

“Local Upgrades” shall mean modifications or additions of facilities to abate any local thermal
loading, voltage, short circuit, stability or similar engineering problem caused by the
interconnection and delivery of generation to the Transmission System. Local Upgrades shall
include:

(i) Direct Connection Local Upgrades which are Local Upgrades that only serve the
Customer Interconnection Facility and have no impact or potential impact on the Transmission
System until the final tie-in is complete; and

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

Location:



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

LOC Deviation:

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

Locational Deliverability Area (LDA):

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

Locational Deliverability Area Reliability Requirement:

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

Locational Price Adder:

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

Locational Reliability Charge:

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

Locational UCAP:



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

Locational UCAP Seller:

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

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

“Long-Term Firm Point-To-Point Transmission Service” shall mean firm Point-To-Point
Transmission Service under Tariff, Part 11 with a term of one year or more.

Loss Price:

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

M2M Flowgate:

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

Maintenance Adder:

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

Manual Load Dump Action:

“Manual Load Dump Action” shall mean an Operating Instruction, as defined by NERC, from
PJM to shed firm load when the PJM Region cannot provide adequate capacity to meet the PJIM



Region’s load and tie schedules, or to alleviate critically overloaded transmission lines or other
equipment.

Manual Load Dump Warning:

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

Marginal Value:

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

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

“Market Monitoring Unit” or “MMU” means the independent Market Monitoring Unit defined in
18 CFR 8 35.28(a)(7) and established under the PJIM Market Monitoring Plan (Attachment M) to
the PJM Tariff that is responsible for implementing the Market Monitoring Plan, including the
Market Monitor. The Market Monitoring Unit may also be referred to as the IMM or
Independent Market Monitor for PIM

Market Monitoring Unit Advisory Committee or MMU Advisory Committee:

“Market Monitoring Unit Advisory Committee” or “MMU Advisory Committee” shall mean the
committee established under Tariff, Attachment M, section I11.H.

Market Operations Center:

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

Market Participant:

“Market Participant” shall mean a Market Buyer, a Market Seller, and/or an Economic Load
Response Participant, except when that term is used in or pertaining to Tariff, Attachment M,
Tariff, Attachment Q, Operating Agreement, section 15, Tariff, Attachment K-Appendix, section
1.4 and Operating Agreement, Schedule 1, section 1.4. “Market Participant,”eraH-three,except
when such term is used in Tariff, Attachment M, in-which-case-Market-Participant-shall mean an
entity that generates, transmits, distributes, purchases, or sells electricity, ancillary services, or
any other product or service provided under the PJM Tariff or Operating Agreement within, into,




out of, or through the PJM Region, but it shall not include an Authorized Government Agency
that consumes energy for its own use but does not purchase or sell energy at wholesale. “Market
Participant,” when such term is used in or pertaining to Tariff, Attachment Q, Operating
Agreement, section 15, Tariff, Attachment K-Appendix, section 1.4 and Operating Agreement,
Schedule 1, section 1.4, shall mean a Market Buyer, a Market Seller, an Economic Load
Response Participant, an FTR Participant, a Capacity Market Buyer, or a Capacity Market Seller.

Market Participant Energy Injection:

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

Market Participant Energy Withdrawal:

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

Market Seller Offer Cap:

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

Market Violation:

“Market Violation” shall mean a tariff violation, violation of a Commission-approved order, rule
or regulation, market manipulation, or inappropriate dispatch that creates substantial concerns

regarding unnecessary market inefficiencies, as defined in 18 C.F.R. § 35.28(b)(8).

Material Adverse Change:

“Material Adverse Change” shall mean (i) any material adverse change in the financial condition
of the respective entity or (ii) any adverse change, event or occurrence which, individually or in
the aggreqgate is likely to have a material adverse effect on the ability of the Participant to pay
and perform its obligations to PJM or on the operations, business, assets, financial condition,
results, or creditworthiness of the respective entity or its credit support provider, and may
include, without limitation, the items listed in Tariff, Attachment Q.

Material Modification:



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

Maximum Daily Starts:

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

Maximum Emergency:

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

Maximum Facility Output:

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

Maximum Generation Emergency:

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

Maximum Generation Emergency Alert:

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

Maximum Run Time:



“Maximum Run Time” shall mean the maximum number of hours a generating unit can run over
the course of an Operating Day, as measured by PJM’s State Estimator.

Maximum Weekly Starts:

“Maximum Weekly Starts” shall mean the maximum number of times that a generating unit can
be started in one week, defined as the 168 hour period starting Monday 0001 hour, under normal
operating conditions.

Member:

“Member” shall have the meaning provided in the Operating Agreement.

Merchant A.C. Transmission Facilities:

“Merchant A.C. Transmission Facility” shall mean Merchant Transmission Facilities that are
alternating current (A.C.) transmission facilities, other than those that are Controllable A.C.
Merchant Transmission Facilities.

Merchant D.C. Transmission Facilities:

“Merchant D.C. Transmission Facilities” shall mean direct current (D.C.) transmission facilities

that are interconnected with the Transmission System pursuant to Tariff, Part I\ and Tariff, Part
VI.

Merchant Network Upgrades:

“Merchant Network Upgrades” shall mean additions to, or modifications or replacements of,
physical facilities of the Interconnected Transmission Owner that, on the date of the pertinent
Transmission Interconnection Customer’s Upgrade Request, are part of the Transmission System
or are included in the Regional Transmission Expansion Plan.

Merchant Transmission Facilities:

“Merchant Transmission Facilities” shall mean A.C. or D.C. transmission facilities that are
interconnected with or added to the Transmission System pursuant to Tariff, Part IV and Tariff
Part VI and that are so identified in Tariff, Attachment T, provided, however, that Merchant
Transmission Facilities shall not include (i) any Customer Interconnection Facilities, (ii) any
physical facilities of the Transmission System that were in existence on or before March 20,
2003 ; (iii) any expansions or enhancements of the Transmission System that are not identified as
Merchant Transmission Facilities in the Regional Transmission Expansion Plan and Tariff,
Attachment T-te-theTFariff, or (iv) any transmission facilities that are included in the rate base of
a public utility and on which a regulated return is earned.

Merchant Transmission Provider:



“Merchant Transmission Provider” shall mean an Interconnection Customer that (1) owns,
controls, or controls the rights to use the transmission capability of, Merchant D.C. Transmission
Facilities and/or Controllable A.C. Merchant Transmission Facilities that connect the
Transmission System with another control area, (2) has elected to receive Transmission Injection
Rights and Transmission Withdrawal Rights associated with such facility pursuant to Tariff, Part
IV, section 36, and (3) makes (or will make) the transmission capability of such facilities
available for use by third parties under terms and conditions approved by the Commission and
stated in the Tariff, consistent with Tariff, Part I'\/, section 38.

Merger Without Assumption:

“Merger Without Assumption” shall mean when a Market Participant, or any Guarantor or other
credit support provider of such Market Participant, merges with or transfers all or substantially
all of its assets to, or consolidates, amalgamates, reorganizes, reincorporates or reconstitutes into
or as, another entity and, at the time of such consolidation, amalgamation, merger, transfer,
reorganization, reincorporation or reconstitution (a) the resulting, surviving or transferee entity
does not assume all the obligations of such Market Participant, or any Guarantor or other credit
support provider of such Market Participant under the Agreements or any Credit Support
Document to which it or its predecessor was a party; or (b) the benefits of any Credit Support
Document do not extend (without the consent of the other party) to the performance by such
resulting, surviving or transferee entity of its obligations under the Agreements.

Metering Equipment:

“Metering Equipment” shall mean all metering equipment installed at the metering points
designated in the appropriate appendix to an Interconnection Service Agreement.

Minimum Annual Resource Requirement:

“Minimum Annual Resource Requirement” shall mean, for Delivery Years through May 31,
2017, the minimum amount of capacity that PJM will seek to procure from Annual Resources
for the PJIM Region and for each Locational Deliverability Area for which the Office of the
Interconnection is required under Tariff, Attachment DD, section 5.10(a) to establish a separate
VRR Curve for such Delivery Year. For the PJM Region, the Minimum Annual Resource
Requirement shall be equal to the RTO Reliability Requirement minus [the Sub-Annual
Resource Reliability Target for the RTO in Unforced Capacity]. For an LDA, the Minimum
Annual Resource Requirement shall be equal to the LDA Reliability Requirement minus [the
LDA CETL] minus [the Sub-Annual Resource Reliability Target for such LDA in Unforced
Capacity]. The LDA CETL may be adjusted pro rata for the amount of load served under the
FRR Alternative.

Minimum Down Time:

For all generating units that are not combined cycle units, “Minimum Down Time” shall mean
the minimum number of hours under normal operating conditions between unit shutdown and



unit startup, calculated as the shortest time difference between the unit’s generator breaker
opening and after the unit’s generator breaker closure, which is typically indicated by
telemetered or aggregated State Estimator megawatts greater than zero. For combined cycle
units, “Minimum Down Time” shall mean the minimum number of hours between the last
generator breaker opening and after first combustion turbine generator breaker closure, which is
typically indicated by telemetered or aggregated State Estimator megawatts greater than zero.

Minimum Extended Summer Resource Requirement:

“Minimum Extended Summer Resource Requirement” shall mean, for Delivery Years through
May 31, 2017, the minimum amount of capacity that PJM will seek to procure from Extended
Summer Demand Resources and Annual Resources for the PJM Region and for each Locational
Deliverability Area for which the Office of the Interconnection is required under Tariff,
Attachment DD, section 5.10(a) to establish a separate VRR Curve for such Delivery Year. For
the PJM Region, the Minimum Extended Summer Resource Requirement shall be equal to the
RTO Reliability Requirement minus [the Limited Demand Resource Reliability Target for the
PJM Region in Unforced Capacity]. For an LDA, the Minimum Extended Summer Resource
Requirement shall be equal to the LDA Reliability Requirement minus [the LDA CETL] minus
[the Limited Demand Resource Reliability Target for such LDA in Unforced Capacity]. The
LDA CETL may be adjusted pro rata for the amount of load served under the FRR Alternative.

Minimum Generation Emergency:

“Minimum Generation Emergency” shall mean an Emergency declared by the Office of the
Interconnection in which the Office of the Interconnection anticipates requesting one or more
generating resources to operate at or below Normal Minimum Generation, in order to manage,
alleviate, or end the Emergency.

Minimum Participation Requirements:

“Minimum Participation Requirements” shall mean a set of minimum training, risk management,
communication, and capital or collateral requirements required for Participants in the PJIM
Markets, as set forth herein Tariff, Attachment O and in the Form of Annual Certification set
forth as Tariff, Attachment Q, Appendix 1. ETR Participants-transacting-t-FFRs in certain
circumstances will be required to demonstrate additional capital and collateral requirements as
set forth in Tariff, Attachment Q, and risk management procedures and controls as further set
forth in the Annual Certification found in Tariff, Attachment Q, Appendix 1.

Minimum Run Time:

For all generating units that are not combined cycle units, “Minimum Run Time” shall mean the
minimum number of hours a unit must run, in real-time operations, from the time after generator
breaker closure, which is typically indicated by telemetered or aggregated State Estimator
megawatts greater than zero, to the time of generator breaker opening, as measured by PIM's
State Estimator. For combined cycle units, “Minimum Run Time” shall mean the time period
after the first combustion turbine generator breaker closure, which is typically indicated by



telemetered or aggregated State Estimator megawatts greater than zero, and the last generator
breaker opening as measured by PJM’s State Estimator.

MISO:

“MISO” shall mean the Midcontinent Independent System Operator, Inc. or any successor
thereto.

Multi-Driver Project:

“Multi-Driver Project” shall have the same meaning provided in the Operating Agreement.

Municipalities and Cooperatives; Municipality and Cooperative; Municipality or
Cooperative:

“Municipalities and Cooperatives,” “Municipality and Cooperative,” and “Municipality or
Cooperative,” as those terms are used in Tariff, Attachment Q or elsewhere regarding credit
scoring, shall mean Participants that are not-for-profit municipal electric systems, municipalities,
electric cooperatives, generation cooperatives, transmission cooperatives and/or joint municipal
agencies, or agents duly authorized to represent one or more of such entities and whose credit
quality is directly derived from the credit quality of the entity(ies) represented through the
agency relationship.

Nationally Recognized Statistical Rating Organization:

“Nationally Recognized Statistical Rating Organization” or “NRSRQ” shall have the meaning as
set forth in Securities Exchange Act of 1934, section 3(a)(62), 15 U.S.C. §78(a)(62).

Native Load Customers:

“Native Load Customers” shall mean the wholesale and retail power customers of a
Transmission Owner on whose behalf the Transmission Owner, by statute, franchise, regulatory
requirement, or contract, has undertaken an obligation to construct and operate the Transmission
Owner’s system to meet the reliable electric needs of such customers.

NERC:

“NERC” shall mean the North American Electric Reliability Corporation or any successor
thereto.

NERC Interchange Distribution Calculator:
“NERC Interchange Distribution Calculator” shall mean the NERC mechanism that is in effect

and being used to calculate the distribution of energy, over specific transmission interfaces, from
energy transactions.



Net Benefits Test:

“Net Benefits Test” shall mean a calculation to determine whether the benefits of a reduction in
price resulting from the dispatch of Economic Load Response exceeds the cost to other loads
resulting from the billing unit effects of the load reduction, as specified in Operating Agreement,
Schedule 1, section 3.3A.4 and the parallel provisions of Tariff, Attachment K-Appendix, section
3.3AA4.

Net Cost of New Entry:

“Net Cost of New Entry” shall mean the Cost of New Entry minus the Net Energy and Ancillary
Service Revenue Offset.

Net Obligation:

“Net Obligation” shall mean the amount owed to PJIMSettlement and PJM for purchases from the
PJM Markets, Transmission Service, (under Tariff, Parts Il and 111, and other services pursuant
to the Agreements, after applying a deduction for amounts owed to a Participant by
PJMSettlement as it pertains to monthly market activity and services. Should other markets be
formed such that Participants may incur future Obligations in those markets, then the aggregate
amount of those Obligations will also be added to the Net Obligation.

Net Sell Position:

“Net Sell Position” shall mean the amount of Net Obligation when Net Obligation is negative.

Network Customer:

“Network Customer” shall mean an entity receiving transmission service pursuant to the terms of
the Transmission Provider’s Network Integration Transmission Service under Tariff, Part I11.

Network External Designated Transmission Service:

“Network External Designated Transmission Service” shall have the meaning set forth in
Reliability Assurance Agreement, Article 1.

Network Integration Transmission Service:

“Network Integration Transmission Service” shall mean the transmission service provided under
Tariff, Part 111

Network Load:
“Network Load” shall mean the load that a Network Customer designates for Network

Integration Transmission Service under Tariff, Part 11l. The Network Customer’s Network Load
shall include all load (including losses, Non-Dispatched Charging Energy, and Load Serving



Charging Energy) served by the output of any Network Resources designated by the Network
Customer. A Network Customer may elect to designate less than its total load as Network Load
but may not designate only part of the load at a discrete Point of Delivery. Where an Eligible
Customer has elected not to designate a particular load at discrete points of delivery as Network
Load, the Eligible Customer is responsible for making separate arrangements under Tariff, Part
Il for any Point-To-Point Transmission Service that may be necessary for such non-designated
load. Network Load shall not include Dispatched Charging Energy.

Network Operating Agreement:

“Network Operating Agreement” shall mean an executed agreement that contains the terms and
conditions under which the Network Customer shall operate its facilities and the technical and
operational matters associated with the implementation of Network Integration Transmission
Service under Tariff, Part I11.

Network Operating Committee:

“Network Operating Committee” shall mean a group made up of representatives from the
Network Customer(s) and the Transmission Provider established to coordinate operating criteria
and other technical considerations required for implementation of Network Integration
Transmission Service under Tariff, Part 111.

Network Resource:

“Network Resource” shall mean any designated generating resource owned, purchased, or leased
by a Network Customer under the Network Integration Transmission Service Tariff. Network
Resources do not include any resource, or any portion thereof, that is committed for sale to third
parties or otherwise cannot be called upon to meet the Network Customer’s Network Load on a
non-interruptible basis, except for purposes of fulfilling obligations under a reserve sharing
program.

Network Service User:

“Network Service User” shall mean an entity using Network Transmission Service.

Network Transmission Service:

“Network Transmission Service” shall mean transmission service provided pursuant to the rates,
terms and conditions set forth in Tariff, Part I11, or transmission service comparable to such
service that is provided to a Load Serving Entity that is also a Transmission Owner.

Network Upgrades:

“Network Upgrades” shall mean modifications or additions to transmission-related facilities that

are integrated with and support the Transmission Provider’s overall Transmission System for the
general benefit of all users of such Transmission System. Network Upgrades shall include:



(i) Direct Connection Network Upgrades which are Network Upgrades that are not part
of an Affected System; only serve the Customer Interconnection Facility; and have no impact or
potential impact on the Transmission System until the final tie-in is complete. Both
Transmission Provider and Interconnection Customer must agree as to what constitutes Direct
Connection Network Upgrades and identify them in the Interconnection Construction Service
Agreement, Schedule D. If the Transmission Provider and Interconnection Customer disagree
about whether a particular Network Upgrade is a Direct Connection Network Upgrade, the
Transmission Provider must provide the Interconnection Customer a written technical
explanation outlining why the Transmission Provider does not consider the Network Upgrade to
be a Direcct Connection Network Upgrade within 15 days of its determination.

(if) Non-Direct Connection Network Upgrades which are parallel flow Network
Upgrades that are not Direct Connection Network Upgrades.

Neutral Party:

“Neutral Party” shall have the meaning provided in Tariff, Part I, section 9.3(v).

New PJM Zone(s):

“New PJM Zone(s)” shall mean the Zone included in the Tariff, along with applicable Schedules
and Attachments, for Commonwealth Edison Company, The Dayton Power and Light Company
and the AEP East Operating Companies (Appalachian Power Company, Columbus Southern
Power Company, Indiana Michigan Power Company, Kentucky Power Company, Kingsport
Power Company, Ohio Power Company and Wheeling Power Company).

New Service Customers:

“New Service Customers” shall mean all customers that submit an Interconnection Request, a
Completed Application, or an Upgrade Request that is pending in the New Services Queue.

New Service Request:

“New Service Request” shall mean an Interconnection Request, a Completed Application, or an
Upgrade Request.

New Services Queue:
“New Service Queue” shall mean all Interconnection Requests, Completed Applications, and
Upgrade Requests that are received within each six-month period ending on April 30 and

October 31 of each year shall collectively comprise a New Services Queue.

New Services Queue Closing Date:



“New Services Queue Closing Date” shall mean each April 30 and October 31 shall be the
Queue Closing Date for the New Services Queue comprised of Interconnection Requests,
Completed Applications, and Upgrade Requests received during the six-month period ending on
such date.

New York ISO or NYISO:

“New York ISO” or “NYISO” shall mean the New York Independent System Operator, Inc. or
any successor thereto.

Nodal Reference Price:

The “Nodal Reference Price” at each location shall mean the 97th percentile price differential
between day-ahead and real-time prices experienced over the corresponding two-month
reference period in the prior calendar year. Reference periods will be Jan-Feb, Mar-Apr, May-
Jun, Jul-Aug, Sept-Oct, Nov-Dec. For any given current-year month, the reference period
months will be the set of two months in the prior calendar year that include the month
corresponding to the current month. For example, July and August 2003 would each use July-
August 2002 as their reference period.

No-load Cost:

“No-load Cost” shall mean the hourly cost required to create the starting point of a
monotonically increasing incremental offer curve for a generating unit.

Nominal Rated Capability:

“Nominal Rated Capability” shall mean the nominal maximum rated capability in megawatts of
a Transmission Interconnection Customer’s Customer Facility or the nominal increase in
transmission capability in megawatts of the Transmission System resulting from the
interconnection or addition of a Transmission Interconnection Customer’s Customer Facility, as
determined in accordance with pertinent Applicable Standards and specified in the
Interconnection Service Agreement.

Nominated Demand Resource Value:

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

Nominated Energy Efficiency Value:



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

Non-Dispatched Charging Energy:

“Non-Dispatched Charging Energy” shall mean all Direct Charging Energy that an Energy
Storage Resource Model Participant receives from the electric grid that is not otherwise
Dispatched Charging Energy.

Non-Firm Point-To-Point Transmission Service:

“Non-Firm Point-To-Point Transmission Service” shall mean Point-To-Point Transmission
Service under the Tariff that is reserved and scheduled on an as-available basis and is subject to
Curtailment or Interruption as set forth in Tariff, Part 11, section 14.7. Non-Firm Point-To-Point
Transmission Service is available on a stand-alone basis for periods ranging from one hour to
one month.

Non-Firm Sale:

“Non-Firm Sale” shall mean an energy sale for which receipt or delivery may be interrupted for
any reason or no reason, without liability on the part of either the buyer or seller.

Non-Firm Transmission Withdrawal Rights:

“No-Firm Transmission Withdrawal Rights” shall mean the rights to schedule energy
withdrawals from a specified point on the Transmission System. Non-Firm Transmission
Withdrawal Rights may be awarded only to a Merchant D.C. Transmission Facility that connects
the Transmission System to another control area. Withdrawals scheduled using Non-Firm
Transmission Withdrawal Rights have rights similar to those under Non-Firm Point-to-Point
Transmission Service.

Non-Performance Charge:

“Non-Performance Charge” shall mean the charge applicable to Capacity Performance
Resources as defined in Tariff, Attachment DD, section 10A(e).

Nonincumbent Developer:
“Nonincumbent Developer” shall have the same meaning provided in the Operating Agreement.

Non-Regulatory Opportunity Cost:

“Non-Regulatory Opportunity Cost” shall mean the difference between (a) the forecasted cost to
operate a specific generating unit when the unit only has a limited number of starts or available

run hours resulting from (i) the physical equipment limitations of the unit, for up to one year, due
to original equipment manufacturer recommendations or insurance carrier restrictions, (ii) a fuel



supply limitation, for up to one year, resulting from an event of Catastrophic Force Majeure; and,
(b) the forecasted future Locational Marginal Price at which the generating unit could run while
not violating such limitations. Non-Regulatory Opportunity Cost therefore is the value
associated with a specific generating unit’s lost opportunity to produce energy during a higher
valued period of time occurring within the same period of time in which the unit is bound by the
referenced restrictions, and is reflected in the rules set forth in PJM Manual 15. Non-Regulatory
Opportunity Costs shall be limited to those resources which are specifically delineated in
Operating Agreement, Schedule 2.

Non-Retail Behind The Meter Generation:

“Non-Retail Behind The Meter Generation” shall mean Behind the Meter Generation that is used
by municipal electric systems, electric cooperatives, or electric distribution companies to serve
load.

Non-Synchronized Reserve:

“Non-Synchronized Reserve” shall mean the reserve capability of non-emergency generation
resources that can be converted fully into energy within ten minutes of a request from the Office
of the Interconnection dispatcher, and is provided by equipment that is not electrically
synchronized to the Transmission System.

Non-Synchronized Reserve Event:

“Non-Synchronized Reserve Event” shall mean a request from the Office of the Interconnection
to generation resources able and assigned to provide Non-Synchronized Reserve in one or more
specified Reserve Zones or Reserve Sub-zones, within ten minutes to increase the energy output
by the amount of assigned Non-Synchronized Reserve capability.

Non-Variable Loads:

“Non-Variable Loads” shall have the meaning specified in Operating Agreement, Schedule 1,
section 1.5A.6, and the parallel provisions of Tariff, Attachment K-Appendix, section 1.5A.6.

Non-Zone Network Load:
“Non-Zone Network Load shall mean Network Load that is located outside of the PJM Region.
Normal Maximum Generation:

“Normal Maximum Generation” shall mean the highest output level of a generating resource
under normal operating conditions.

Normal Minimum Generation:

“Normal Minimum Generation” shall mean the lowest output level of a generating resource
under normal operating conditions.



Definitions—-O-P-Q
Obligation:

“Obligation” shall mean all amounts owed to PJMSettlement for purchases from the PJM
Markets, Transmission Service, (under both Tariff, Part Il and Tariff, Part 111), and other services
or obligations pursuant to the Agreements. In addition, aggregate amounts that will be owed to
PJMSettlement in the future for capacity purchases within the PJM capacity markets will be
added to this figure. Should other markets be formed such that Participants may incur future
Obligations in those markets, then the aggregate amount of those Obligations will also be added
to the Net Obligation.

Offer Data:

“Offer Data” shall mean the scheduling, operations planning, dispatch, new resource, and other
data and information necessary to schedule and dispatch generation resources and Demand
Resource(s) for the provision of energy and other services and the maintenance of the reliability
and security of the Transmission System in the PJM Region, and specified for submission to the
PJM Interchange Energy Market for such purposes by the Office of the Interconnection.

Office of the Interconnection:

“Office of the Interconnection” shall mean the employees and agents of PJM Interconnection,
L.L.C. subject to the supervision and oversight of the PJM Board, acting pursuant to the
Operating Agreement.

Office of the Interconnection Control Center:

“Office of the Interconnection Control Center” shall mean the equipment, facilities and
personnel used by the Office of the Interconnection to coordinate and direct the operation of the
PJM Region and to administer the PJM Interchange Energy Market, including facilities and
equipment used to communicate and coordinate with the Market Participants in connection with
transactions in the PJM Interchange Energy Market or the operation of the PJIM Region.

On-Site Generators:

“On-Site Generators” shall mean generation facilities (including Behind The Meter Generation)
that (i) are not Capacity Resources, (ii) are not injecting into the grid, (iii) are either
synchronized or non-synchronized to the Transmission System, and (iv) can be used to reduce
demand for the purpose of participating in the PJM Interchange Energy Market.

Open Access Same-Time Information System (OASIS) or PIJM Open Access Same-Time
Information System:

“Open Access Same-Time Information System,” “PJM Open Access Same-Time Information
System” or “OASIS” shall mean the electronic communication and information system and



standards of conduct contained in Part 37 and Part 38 of the Commission’s regulations and all
additional requirements implemented by subsequent Commission orders dealing with OASIS for
the collection and dissemination of information about transmission services in the PJM Region,
established and operated by the Office of the Interconnection in accordance with FERC
standards and requirements.

Operating Agreement of the PJM Interconnection, L.L.C., Operating Agreement or PJM
Operating Agreement:

“Operating Agreement of the PIJM Interconnection, L.L.C.,” “Operating Agreement” or “PJM
Operating Agreement” shall mean the Amended and Restated Operating Agreement of PJM
Interconnection, L.L.C. dated as of April 1, 1997 and as amended and restated as of June 2,
1997, including all Schedules, Exhibits, Appendices, addenda or supplements hereto, as amended
from time to time thereafter, among the Members of the PJM Interconnection, L.L.C., on file
with the Commission.

Operating Day:

“Operating Day” shall mean the daily 24 hour period beginning at midnight for which
transactions on the PJM Interchange Energy Market are scheduled.

Operating Margin:

“Operating Margin” shall mean the incremental adjustments, measured in megawatts, required in
PJM Region operations in order to accommodate, on a first contingency basis, an operating
contingency in the PJM Region resulting from operations in an interconnected Control Area.
Such adjustments may result in constraints causing Transmission Congestion Charges, or may
result in Ancillary Services charges pursuant to the PJM Tariff.

Operating Margin Customer:

“Operating Margin Customer” shall mean a Control Area purchasing Operating Margin pursuant
to an agreement between such other Control Area and the LLC.

Operationally Deliverable:

“Operationally Deliverable” shall mean, as determined by the Office of the Interconnection, that
there are no operational conditions, arrangements or limitations experienced or required that
threaten, impair or degrade effectuation or maintenance of deliverability of capacity or energy
from the external Generation Capacity Resource to loads in the PJM Region in a manner
comparable to the deliverability of capacity or energy to such loads from Generation Capacity
Resources located inside the metered boundaries of the PJIM Region, including, without
limitation, an identified need by an external Balancing Authority Area for a remedial action
scheme or manual generation trip protocol, transmission facility switching arrangements that
would have the effect of radializing load, or excessive or unacceptable frequency of regional
reliability limit violations or (outside an interregional agreed congestion management process) of



local reliability dispatch instructions and commitments.
Opportunity Cost:

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

OPSI Advisory Committee:

“OPSI Advisory Committee” shall mean the committee established under Tariff, Attachment M,
section I11.G.

Option to Build:

“Option to Build” shall mean the option of the New Service Customer to build certain Customer-
Funded Upgrades, as set forth in, and subject to the terms of, the Construction Service
Agreement.

Optional Interconnection Study:

“Optional Interconnection Study” shall mean a sensitivity analysis of an Interconnection Request
based on assumptions specified by the Interconnection Customer in the Optional Interconnection
Study Agreement.

Optional Interconnection Study Agreement:

“Optional Interconnection Study Agreement” shall mean the form of agreement for preparation
of an Optional Interconnection Study, as set forth in Tariff, Attachment N-3.

Part I:

“Part I”” shall mean the Tariff Definitions and Common Service Provisions contained in Tariff,
Part I, sections 1 through 12A.

Part I1:
“Part II” shall mean Tariff, Part |1, sections 13 through 27A pertaining to Point-To-Point

Transmission Service in conjunction with the applicable Common Service Provisions of Tariff,
Part | and appropriate Schedules and Attachments.

Part I11:

“Part I11” shall mean Tariff, Part |11, sections 28 through 35 pertaining to Network Integration
Transmission Service in conjunction with the applicable Common Service Provisions of Tariff,
Part | and appropriate Schedules and Attachments.




Part 1V:

“Part IV” shall mean Tariff, Part I'\/, sections 36 through 112C pertaining to generation or
merchant transmission interconnection to the Transmission System in conjunction with the
applicable Common Service Provisions of Tariff, Part | and appropriate Schedules and
Attachments.

Part V:

“Part VV”” shall mean Tariff, Part \/, sections 113 through 122 pertaining to the deactivation of
generating units in conjunction with the applicable Common Service Provisions of Tariff, Part |
and appropriate Schedules and Attachments.

Part VI:

“Part VI shall mean Tariff, Part \/I, sections 200 through 237 pertaining to the queuing, study,
and agreements relating to New Service Requests, and the rights associated with Customer-
Funded Upgrades in conjunction with the applicable Common Service Provisions of Tariff, Part |
and appropriate Schedules and Attachments.

Participant:

“Participant” shall mean a Market Participant and/or Transmission Customer and/or Applicant
requesting to be an active Market Participant and/or Transmission Customer.

Parties:

“Parties” shall mean the Transmission Provider, as administrator of the Tariff, and the
Transmission Customer receiving service under the Tariff. PIJIMSettlement shall be the
Counterparty to Transmission Customers.

Peak-Hour Dispatch:

“Peak-Hour Dispatch” shall mean, for purposes of calculating the Energy and Ancillary Services
Revenue Offset under Tariff, Attachment DD, section 5, an assumption, as more fully set forth in
the PJM Manuals, that the Reference Resource is committed in the Day-aAhead Energy Market
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 day-ahead 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), plus 10% of such costs, for at least two hours during each four-hour
block, where such blocks shall be assumed to be committed 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 committed for such block; and to the extent not committed
in any such block in the Day-aAhead Energy Market under the above conditions based on Day-
Ahead LMPs, is dispatched in the Real-tFime Energy Market for such block if the Real-Time



LMP is greater than or equal to the cost to generate, plus 10% of such costs, under the same
conditions as described above for the Day-aAhead Energy Market.

Peak Market Activity:

“Peak Market Activity” shall mean a measure of exposure for which credit is required, involving
peak exposures in rolling three-week periods over a year timeframe, with two semi-annual reset
points, pursuant to provisions of Tariff, Attachment Q, section VII.A. Peak Market Activity
shall exclude FTR Net Activity, Virtual Transactions Net Activity, and Export Transactions Net
Activity.

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.

Percentage Internal Resources Required:

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

Performance Assessment Interval:

“Performance Assessment Interval” shall mean each Real-time Settlement Interval for which an
Emergency Action has been declared by the Office of the Interconnection, provided, however,
that Performance Assessment Intervals for a Base Capacity Resource shall not include any
intervals outside the calendar months of June through September.

Permissible Technological Advancement:

“Permissible Technological Advancement” shall mean a proposed technological change to
turbines, inverters, or plant supervisory controls or other similar advancements to the technology
proposed in the Interconnection Request that is submitted to the Transmission Provider with an
executed System Impact Study Agreement provided such change does not (i) increase the
capability of the Generating Facility as specified in the original Interconnection Request; or (ii)
represent a different fuel type from the original Interconnection Request. Any proposed
technological change submitted after an executed System Impact Study Agreement is submitted
to the Transmission Provider shall be considered a Permissible Technological Advancement if it
is not deemed to be a Material Modification pursuant to Tariff, Part IV, Subpart A, section
36.2A.3.

PJIM:
“PJM” shall mean PJM Interconnection, L.L.C., including the Office of the Interconnection as

referenced in the PJM Operating Agreement. When such term is being used in the RAA it shall
also include the PJM Board.



PJM Administrative Service:

“PJM Administrative Service” shall mean the services provided by PJM pursuant to Tariff,
Schedule 9.

PJM Board:

“PJM Board” shall mean the Board of Managers of the LLC, acting pursuant to the Operating
Agreement except when such term is being used in Tariff, Attachment M, in which case PIM

Board shall mean the Board of Managers of PJM or its designated representative, exclusive of
any members of PJM Management.

PJM Control Area:
“PJM Control Area” shall mean the Control Area recognized by NERC as the PJM Control Area.
PJM Entities:

“PJM Entities” shall mean PJM, including the Market Monitoring Unit, the PJM Board, and
PJM’s officers, employees, representatives, advisors, contractors, and consultants.

PJM Interchange:

“PJM Interchange” shall mean the following, as determined in accordance with the Operating
Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the amount by
which its interval Equivalent Load exceeds, or is exceeded by, the sum of the interval outputs of
its operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup; or (c) the interval scheduled deliveries of Spot
Market Energy by a Market Seller from an External Resource; or (d) the interval net metered
output of any other Market Seller; or (e) the interval scheduled deliveries of Spot Market Energy
to an External Market Buyer; or (f) the inteval scheduled deliveries to an Internal Market Buyer
that is not a Network Service User.

PJM Interchange Energy Market:

“PJM Interchange Energy Market” shall mean the regional competitive market administered by
the Office of the Interconnection for the purchase and sale of spot electric energy at wholesale in
interstate commerce and related servicesestablished pursuant to Operating Agreement, Schedule
1, and the parallel provisions of Tariff, Attachment K — Appendix.

PJM Interchange Export:
“PJM Interchange Export” shall mean the following, as determined in accordance with the

Operating Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the
amount by which its interval Equivalent Load is exceeded by the sum of the inteval outputs of its



operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup sales; or (¢) the interval scheduled deliveries of Spot
Market Energy by a Market Seller from an External Resource; or (d) the interval net metered
output of any other Market Seller.

PJM Interchange Import:

“PJM Interchange Import” shall mean the following, as determined in accordance with the
Operating Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the
amount by which its interval Equivalent Load exceeds the sum of the interval outputs of its
operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup purchases; or (c) the interval scheduled deliveries of
Spot Market Energy to an External Market Buyer; or (d) the interval scheduled deliveries to an
Internal Market Buyer that is not a Network Service User.

PJM Liaison:
“PJM Liaison” shall mean the liaison established under Tariff, Attachment M, section I11.1.
PJM Management:

“PJM Management” shall mean the officers, executives, supervisors and employee managers of
PJM.

PJM Manuals:

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

PIJM Markets:

“PJM Markets” shall mean the PJM Interchange Energy Market,and capacity markets, including
the RPM auctions, and any other market operated by PJM, together with all bilateral or other
wholesale electric power and energy transactions, capacity transactions, ancillary services
transactions (including black start service), transmission transactions, Financial Transmission
Rights transactions, or transactions andin any other market operated under the PIM-Tariffor
Operating—Agreements within the PJM Region, wherein Market Participants may incur
Obligations to PJM and/or PIMSettlement.

PJM Market Rules:

“PJM Market Rules” shall mean the rules, standards, procedures, and practices of the PJIM
Markets set forth in the PJM Tariff, the PJIM Operating Agreement, the PJM Reliability
Assurance Agreement, the PJM Consolidated Transmission Owners Agreement, the PJM



Manuals, the PJIM Regional Practices Document, the PIM-Midwest Independent Transmission
System Operator Joint Operating Agreement or any other document setting forth market rules.

PJM Net Assets:

“PJM Net Assets” shall mean the total assets per PJM’s consolidated quarterly or year-end
financial statements most recently issued as of the date of the receipt of written notice of a claim
less amounts for which PJM is acting as a temporary custodian on behalf of its Members,
transmission developers/Designated Entities, and generation developers, including, but not
limited to, cash deposits related to credit requirement compliance, study and/or interconnection
receivables, member prepayments, invoiced amounts collected from Net Buyers but have not yet
been paid to Net Sellers, and excess congestion (as described in Operating Agreement, Schedule
1, section 5.2.6, and the parallel provisions of Tariff, Attachment K-Appendix, section 5.2.6).

PJM Region:
“PJM Region” shall have the meaning specified in the Operating Agreement.

PJM Regional Practices Document:

“PJM Regional Practices Document” shall mean the document of that title that compiles and
describes the practices in the PJM Markets and that is made available in hard copy and on the
Internet.

PJM Region Installed Reserve Margin:

“PJM Region Installed Reserve Margin” shall mean the percent installed reserve margin for the
PJM Region required pursuant to RAA, Schedule 4.1, as approved by the PJM Board.

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 Tariff, Attachment DD, section 5.

PJM Region Reliability Requirement:

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

PJMSettlement:



“PJM Settlement” or “PJM Settlement, Inc.” shall mean PJM Settlement, Inc. (or its successor),
established by PJM as set forth in Operaitng Agreement, section 3.3.

PJIM Tariff, Tariff, O.A.T.T., OATT or PJM Open Access Transmission Tariff:

“PJM Tariff,” “Tariff,” “O.A.T.T.,” “OATT,” or “PJM Open Access Transmission Tariff” shall
mean that certain PJM Open Access Transmission Tariff, including any schedules, appendices or
exhibits attached thereto, on file with FERC and as amended from time to time thereafter.

Plan:

“Plan” shall mean the PJM market monitoring plan set forth in Tariff, Attachment M.

Planned Demand Resource:

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

Planned External Financed Generation Capacity Resource:

“Planned External Financed Generation Capacity Resource” shall mean a Planned External
Generation Capacity Resource that, prior to August 7, 2015, has an effective agreement that is
the equivalent of an Interconnection Service Agreement, has submitted to the Office of the
Interconnection the appropriate certification attesting achievement of Financial Close, and has
secured at least 50 percent of the MWs of firm transmission service required to qualify such
resource under the deliverability requirements of the Reliability Assurance Agreement.

Planned External Generation Capacity Resource:

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

Planned Financed Generation Capacity Resource:

“Planned Financed Generation Capacity Resource” shall mean a Planned Generation Capacity
Resource that, prior to August 7, 2015, has an effective Interconnection Service Agreement and
has submitted to the Office of the Interconnection the appropriate certification attesting
achievement of Financial Close.

Planned Generation Capacity Resource:

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

Planning Period:



“Planning Period” shall mean the 12 moths beginning June 1 and extending through May 31 of
the following year, or such other period approved by the Members Committee.

Planning Period Balance:

“Planning Period Balance” shall mean the entire period of time remaining in the Planning Period
following the month that a monthly auction is conducted.

Planning Period Quarter:

“Planning Period Quarter” shall mean any of the following three month periods in the Planning
Period: June, July and August; September, October and November; December, January and
February; or March, April and May.

Point(s) of Delivery:

“Point(s) of Delivery” shall mean the point(s) on the Transmission Provider’s Transmission
System where capacity and energy transmitted by the Transmission Provider will be made
available to the Receiving Party under Tariff, Part Il. The Point(s) of Delivery shall be specified
in the Service Agreement for Long-Term Firm Point-To-Point Transmission Service.

Point of Interconnection:

“Point of Interconnection” shall mean the point or points where the Customer Interconnection
Facilities interconnect with the Transmission Owner Interconnection Facilities or the
Transmission System.

Point(s) of Receipt:

“Point(s) of Receipt” shall mean point(s) of interconnection on the Transmission Provider’s
Transmission System where capacity and energy will be made available to the Transmission
Provider by the Delivering Party under Tariff, Part Il. The Point(s) of Receipt shall be specified
in the Service Agreement for Long-Term Firm Point-To-Point Transmission Service.
Point-To-Point Transmission Service:

“Point-To-Point Transmission Service shall mean the reservation and transmission of capacity
and energy on either a firm or non-firm basis from the Point(s) of Receipt to the Point(s) of
Delivery under Tariff, Part II.

Power Purchaser:

“Power Purchaser” shall mean the entity that is purchasing the capacity and energy to be
transmitted under the Tariff.

PRD Curve:



“PRD Curve” shall have the meaning provided in the Reliability Assurance Agreement.
PRD Provider:

“PRD Provider” shall have the meaning provided in the Reliability Assurance Agreement.
PRD Reservation Price:

“PRD Reservation” Price shall have the meaning provided in the Reliability Assurance
Agreement.

PRD Substation:
“PRD Substation” shall have the meaning provided in the Reliability Assurance Agreement.
Pre-Confirmed Application:

“Pre-Confirmed Application” shall be an Application that commits the Eligible Customer to
execute a Service Agreement upon receipt of notification that the Transmission Provider can
provide the requested Transmission Service.

Pre-Emergency Load Response Program:

“Pre-Emergency Load Response Program” shall be the program by which Curtailment Service
Providers may be compensated by PJM for Demand Resources that will reduce load when
dispatched by PJM during pre-emergency conditions, and is described in Operating Agreement,
Schedule 1, section 8 and the parallel provisions of Tariff, Attachment K-Appendix, section 8.

Pre-Expansion PJM Zones:

“Pre-Expansion PJM Zones” shall be zones included in the Tariff, along with applicable
Schedules and Attachments, for certain Transmission Owners — Atlantic City Electric Company,
Baltimore Gas and Electric Company, Delmarva Power and Light Company, Jersey Central
Power and Light Company, Mid-Atlantic Interstate Transmission, LLC (“MAIT”) (MAIT owns
and operates the transmission facilities in the Metropolitan Edison Company Zone and the
Pennsylvania Electric Company Zone), PECO Energy Company, Pennsylvania Power & Light
Group, Potomac Electric Power Company, Public Service Electric and Gas Company, Allegheny
Power, and Rockland Electric Company.

Price Responsive Demand:

“Price Responsive Demand” shall have the meaning provided in the Reliability Assurance
Agreement.

Primary Reserve:



“Primary Reserve” shall mean the total reserve capability of generation resources that can be
converted fully into energy or Demand Resources whose demand can be reduced within ten
minutes of a request from the Office of the Interconnection dispatcher, and is comprised of both
Synchronized Reserve and Non-Synchronized Reserve.

Primary Reserve Alert

“Primary Reserve Alert” shall mean a notification from PJM to alert Members of an anticipated
shortage of Operating Reserve capacity for a future critical period.

Primary Reserve Requirement:

“Primary Reserve Requirement” shall mean the megawatts required to be maintained in a
Reserve Zone or Reserve Sub-zone as Primary Reserve, absent any increase to account for
additional reserves scheduled to address operational uncertainty. The Primary Reserve
Requirement is calculated in accordance with the PJIM Manuals.

Principal:

“Principal” shall mean (i) the chief executive officer or senior manager that controls or directs
strategy for the Participant, (ii) the chief legal officer or general counsel, (iii) the chief financial
officer or senior manager that controls or directs the financial affairs and investments of the
Participant, (iv) the chief risk officer or senior manager responsible for managing commodity
and derivatives market risks, and (v) the officer or senior manager responsible for or to be
responsible for transactions in the applicable PJM Markets. If, due to the Participant’s business
enterprise, structure or otherwise, the functions attributed to any of such Principals are performed
by an individual or entity separate from the Participant (such as a risk management department in
an affiliate, or a director or manager at an entity that controls or invests in the Participant), then
for that Participant the term Principal shall mean that individual, or the senior officer or manager
of that entity, that performs such function.

Prior CIL Exception External Resource:

“Prior CIL Exception External Resource” shall mean an external Generation Capacity Resource
for which (1) a Capacity Market Seller had, prior to May 9, 2017, cleared a Sell Offer in an RPM
Auction under the exception provided to the definition of Capacity Import Limit as set forth in
RAA, Atrticle I or (2) an FRR Entity committed, prior to May 9, 2017, in an FRR Capacity Plan
under the exception provided in the definition of Capacity Import Limit. In the event only a
portion (in MW) of an external Generation Capacity Resource has a Pseudo-Tie into the PIM
Region, that portion of the external Generation Capacity Resource , which can include up to the
maximum megawatt amount cleared in any prior RPM auction or committed in an FRR Capacity
Plan (and no other portion thereof) is eligible for treatment as a Prior CIL Exception External
Resource if such portion satisfies the requirements of the first sentence of this definition.

Project Financing:



“Project Financing” shall mean: (a) one or more loans, leases, equity and/or debt financings,
together with all modifications, renewals, supplements, substitutions and replacements thereof,
the proceeds of which are used to finance or refinance the costs of the Customer Facility, any
alteration, expansion or improvement to the Customer Facility, the purchase and sale of the
Customer Facility or the operation of the Customer Facility; (b) a power purchase agreement
pursuant to which Interconnection Customer’s obligations are secured by a mortgage or other
lien on the Customer Facility; or (c) loans and/or debt issues secured by the Customer Facility.

Project Finance Entity:

“Project Finance Entity” shall mean: (a) a holder, trustee or agent for holders, of any component
of Project Financing; or (b) any purchaser of capacity and/or energy produced by the Customer
Facility to which Interconnection Customer has granted a mortgage or other lien as security for
some or all of Interconnection Customer’s obligations under the corresponding power purchase
agreement.

Projected PJM Market Revenues:

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

Proportional Multi-Driver Project:

“Proportional Multi-Driver Project” shall have the same meaning provided in the Operating
Agreement.

Provisional Interconnection Service:

“Provisional Interconnection Service” shall mean interconnection service provided by
Transmission Provider associated with interconnecting the Interconnection Customer’s
Generating Facility to Transmission Provider’s Transmission System and enabling that
Transmission System to receive electric energy and capacity from the Generating Facility at the
Point of Interconnection, pursuant to the terms of the Interconnection Service Agreement and, if
applicable, the Tariff.

Pseudo-Tie:

“Pseudo-Tie” shall have the same meaning provided in the Operating Agreement.

Public Policy Objectives:

“Public Policy Objectives” shall have the same meaning provided in the Operating Agreement.

Public Policy Requirements:



“Public Policy Requirements” shall have the same meaning provided in the Operating
Agreement.

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.

Queue Position:

“Queue Position” shall mean the priority assigned to an Interconnection Request, a Completed
Application, or an Upgrade Request pursuant to applicable provisions of Tariff, Part V1.



Definitions—R - S
Ramping Capability:

“Ramping Capability” shall mean the sustained rate of change of generator output, in megawatts
per minute.

Rating Agency:

“Rating Agency” shall mean a Nationally Recognized Statistical Rating Organization that
assesses the financial condition, strength and stability of companies and governmental entities
and their ability to timely make principal and interest payments on their debts and the likelihood
of default, and assigns a rating that reflects its assessment of the ability of the company or
governmental entity to make the debt payments

Real-time Congestion Price:

“Real-time Congestion Price” shall mean the Congestion Price resulting from the Office of the
Interconnection’s dispatch of the PJIM Interchange Energy Market in the Operating Day.

Real-time Loss Price:

“Real-time Loss Price” shall mean the Loss Price resulting from the Office of the
Interconnection’s dispatch of the PIJM Interchange Energy Market in the Operating Day.

Real-time Energy Market:

“Real-time Energy Market” shall mean the purchase or sale of energy and payment of
Transmission Congestion Charges for quantity deviations from the Day-ahead Energy Market in
the Operating Day.

Real-time Offer:

“Real-time Offer” shall mean a new offer or an update to a Market Seller’s existing cost-based or
market-based offer for a clock hour, submitted for use after the close of the Day-ahead Energy
Market.

Real-time Prices:

“Real-time Prices” shall mean the Locational Marginal Prices resulting from the Office of the
Interconnection’s dispatch of the PJM Interchange Energy Market in the Operating Day.

Real-time Settlement Interval:

“Real-time Settlement Interval” shall mean the interval used by settlements, which shall be every
five minutes.



Real-time System Energy Price:

“Real-time System Energy Price” shall mean the System Energy Price resulting from the Office
of the Interconnection’s dispatch of the PJM Interchange Energy Market in the Operating Day.

Reasonable Efforts:

“Reasonable Efforts” shall mean, with respect to any action required to be made, attempted, or
taken by an Interconnection Party or by a Construction Party under Tariff, Part I\ or Tariff, Part
VI, an Interconnection Service Agreement, or a Construction Service Agreement, such efforts as
are timely and consistent with Good Utility Practice and with efforts that such party would
undertake for the protection of its own interests.

Receiving Party:

“Receiving Party” shall mean the entity receiving the capacity and energy transmitted by the
Transmission Provider to Point(s) of Delivery.

Referral:

“Referral” shall mean a formal report of the Market Monitoring Unit to the Commission for
investigation of behavior of a Market Participant, of behavior of PJM, or of a market design
flaw, pursuant to Tariff, Attachment M, section IV.I.

Reference Resource:

“Reference Resource” shall mean a combustion turbine generating station, configured with a
single General Electric Frame 7HA turbine with evaporative cooling, Selective Catalytic
Reduction technology all CONE Areas, dual fuel capability, and a heat rate of 9.134 Mmbtu/
MWh.

Regional Entity:

“Regional Entity” shall have the same meaning specified in the Operating Agreement.
Regional Transmission Expansion Plan:

“Regional Transmission Expansion Plan” shall mean the plan prepared by the Office of the
Interconnection pursuant to Operating Agreement, Schedule 6 for the enhancement and
expansion of the Transmission System in order to meet the demands for firm transmission

service in the PJM Region.

Regional Transmission Group (RTG):



“Regional Transmission Group” or “RTG” shall mean a voluntary organization of transmission
owners, transmission users and other entities approved by the Commission to efficiently
coordinate transmission planning (and expansion), operation and use on a regional (and
interregional) basis.

Regulation:

“Regulation” shall mean the capability of a specific generation resource or Demand Resource
with appropriate telecommunications, control and response capability to separately increase and
decrease its output or adjust load in response to a regulating control signal, in accordance with
the specifications in the PJM Manuals.

Regulation Zone:

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

Relevant Electric Retail Regulatory Authority:

“Relevant Electric Retail Regulatory Authority” shall mean an entity that has jurisdiction over
and establishes prices and policies for competition for providers of retail electric service to end-
customers, such as the city council for a municipal utility, the governing board of a cooperative
utility, the state public utility commission or any other such entity.

Reliability Assurance Agreement or PJM Reliability Assurance Agreement:

“Reliability Assurance Agreement” or “PJM Reliability Assurance Agreement” shall mean that
certain Reliability Assurance Agreement Among Load Serving Entities in the PJM Region, on
file with FERC as PJM Interconnection L.L.C. Rate Schedule FERC No. 44, and as amended
from time to time thereafter.

Reliability Pricing Model Auction:

“Reliability Pricing Model Auction” or “RPM Auction” shall mean the Base Residual Auction or
any Incremental Auction, or, for the 2016/2017 and 2017/2018 Delivery Years, any Capacity
Performance Transition Incremental Auction.

Required Transmission Enhancements:

“Regional Transmission Enhancements” shall mean enhancements and expansions of the
Transmission System that (1) a Regional Transmission Expansion Plan developed pursuant to
Operating Agreement, Schedule 6 or (2) any joint planning or coordination agreement between
PJM and another region or transmission planning authority set forth in Tariff, Schedule 12-
Appendix B (“Appendix B Agreement”) designates one or more of the Transmission Owner(s) to
construct and own or finance. Required Transmission Enhancements shall also include



enhancements and expansions of facilities in another region or planning authority that meet the
definition of transmission facilities pursuant to FERC’s Uniform System of Accounts or have
been classified as transmission facilities in a ruling by FERC addressing such facilities
constructed pursuant to an Appendix B Agreement cost responsibility for which has been
assigned at least in part to PJM pursuant to such Appendix B Agreement.

Reserved Capacity:

“Reserved Capacity” shall mean the maximum amount of capacity and energy that the
Transmission Provider agrees to transmit for the Transmission Customer over the Transmission
Provider’s Transmission System between the Point(s) of Receipt and the Point(s) of Delivery
under Tariff, Part 1. Reserved Capacity shall be expressed in terms of whole megawatts on a
sixty (60) minute interval (commencing on the clock hour) basis.

Reserve Penalty Factor:

“Reserve Penalty Factor” shall mean the cost, in $/MWh, associated with being unable to meet a
specific reserve requirement in a Reserve Zone or Reserve Sub-zone. A Reserve Penalty Factor
will be defined for each reserve requirement in a Reserve Zone or Reserve Sub-zone.

Reserve Sub-zone:

“Reserve Sub-zone” shall mean any of those geographic areas wholly contained within a Reserve
Zone, consisting of a combination of a portion of one or more Control Zone(s) as designated by
the Office of the Interconnection in the PJM Manuals, relevant to provision of, and requirements
for, reserve service.

Reserve Zone:

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

Residual Auction Revenue Rights:

“Residual Auction Revenue Rights” shall mean incremental stage 1 Auction Revenue Rights
created within a Planning Period by an increase in transmission system capability, including the
return to service of existing transmission capability, that was not modeled pursuant to Operating
Agreement, Schedule 1, section 7.5 and the parallel provisions of Tariff, Attachment K-
Appendix, section 7.5 in compliance with Operating Agreement, Schedule 1, section 7.4.2 (h)
and the parallel provisions of Tariff, Attachment K-Appendix, section 7.4.2(h), and, if modeled,
would have increased the amount of stage 1 Auction Revenue Rights allocated pursuant to
Operating Agreement, Schedule 1, section 7.4.2 and the parallel provisions of Tariff, Attachment
K-Appendix, section 7.4.2; provided that, the foregoing notwithstanding, Residual Auction
Revenue Rights shall exclude: 1) Incremental Auction Revenue Rights allocated pursuant to
Tariff, Part VI; and 2) Auction Revenue Rights allocated to entities that are assigned cost



responsibility pursuant to Operating Agreement, Schedule 6 for transmission upgrades that
create such rights.

Residual Metered Load:

“Residual Metered Load” shall mean all load remaining in an electric distribution company’s
fully metered franchise area(s) or service territory(ies) after all nodally priced load of entities
serving load in such area(s) or territory(ies) has been carved out.

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.

Restricted Collateral:

“Restricted Collateral” shall mean Collateral, held by PJM or PJMSettlement, which cannot be
used, netted, credited or spent by the Participant to satisfy any other obligations.

Revenue Data for Settlements:

“Revenue Data for Settlements” shall mean energy quantities used in accounting and billing as
determined pursuant to Tariff, Attachment K-Appendix and the corresponding provisions of
Operating Agreement, Schedule 1.

RPM Seller Credit:

“RPM Seller Credit” shall mean an additional form of Unsecured Credit defined in Tariff,
Attachment Q, section V1.

Scheduled Incremental Auctions:

“Scheduled Incremental Auctions” shall refer to the First, Second, or Third Incremental Auction.
Schedule of Work:

“Schedule of Work” shall mean that schedule attached to the Interconnection Construction
Service Agreement setting forth the timing of work to be performed by the Constructing Entity
pursuant to the Interconnection Construction Service Agreement, based upon the Facilities Study
and subject to modification, as required, in accordance with Transmission Provider’s scope
change process for interconnection projects set forth in the PJIM Manuals.

Scope of Work:

“Scope of Work” shall mean that scope of the work attached as a schedule to the Interconnection
Construction Service Agreement and to be performed by the Constructing Entity(ies) pursuant to



the Interconnection Construction Service Agreement, provided that such Scope of Work may be
modified, as required, in accordance with Transmission Provider’s scope change process for
interconnection projects set forth in the PJIM Manuals.

Seasonal Capacity Performance Resource:

“Seasonal Capacity Performance Resource” shall have the same meaning specified in Tariff,
Attachment DD, section 5.5A.

Secondary Systems:

“Secondary Systems” shall mean control or power circuits that operate below 600 volts, AC or
DC, including, but not limited to, any hardware, control or protective devices, cables,
conductors, electric raceways, secondary equipment panels, transducers, batteries, chargers, and
voltage and current transformers.

Second Incremental Auction:

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

Security:

“Security” shall mean the security provided by the New Service Customer pursuant to Tariff,
section 212.4 or Tariff, Part VI, section 213.4 to secure the New Service Customer’s
responsibility for Costs under the Interconnection Service Agreement or Upgrade Construction
Service Agreement and Tariff, Part VI, section 217.

Segment:
“Segment” shall have the same meaning as described in Operating Agreement, Schedule 1,
section 3.2.3(e), and the parallel provisions of Tariff, Attachment K-Appendix, section 3.2.3(e).

Self-Supply:

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

Sell Offer:



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

Service Agreement:

“Service Agreement” shall mean the initial agreement and any amendments or supplements
thereto entered into by the Transmission Customer and the Transmission Provider for service
under the Tariff.

Service Commencement Date:

“Service Commencement Date” shall mean the date the Transmission Provider begins to provide
service pursuant to the terms of an executed Service Agreement, or the date the Transmission
Provider begins to provide service in accordance with Tariff, Part 1, section 15.3 or Tariff, Part
111, section 29.1.

Short-Term Firm Point-To-Point Transmission Service:

“Short-Term Firm Point-To-Point Transmission Service” shall mean Firm Point-To-Point
Transmission Service under Tariff, Part Il with a term of less than one year.

Short-term Project:
“Short-term Project” shall have the same meaning provided in the Operating Agreement.
Short-Term Resource Procurement Target:

“Short-Term Resource Procurement Target” shall mean, for Delivery Years through May 31,
2018, as to the PJM Region, for purposes of the Base Residual Auction, 2.5% of the PJM Region
Reliability Requirement determined for such Base Residual Auction, for purposes of the First
Incremental Auction, 2% of the of the PJM Region Reliability Requirement as calculated at the
time of the Base Residual Auction; and, for purposes of the Second Incremental Auction, 1.5%
of the of the PJM Region Reliability Requirement as calculated at the time of the Base Residual
Auction; and, as to any Zone, an allocation of the PJM Region Short-Term Resource
Procurement Target based on the Preliminary Zonal Forecast Peak Load, reduced by the amount
of load served under the FRR Alternative. For any LDA, the LDA Short-Term Resource
Procurement Target shall be the sum of the Short-Term Resource Procurement Targets of all
Zones in the LDA.

Short-Term Resource Procurement Target Applicable Share:

“Short-Term Resource Procurement Target Applicable Share” shall mean, for Delivery Years
through May 31, 2018: (i) for the PJM Region, as to the First and Second Incremental Auctions,
0.2 times the Short-Term Resource Procurement Target used in the Base Residual Auction and,
as to the Third Incremental Auction for the PJM Region, 0.6 times such target; and (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.

Site:

“Site” shall mean all of the real property, including but not limited to any leased real property
and easements, on which the Customer Facility is situated and/or on which the Customer
Interconnection Facilities are to be located.

Small Commercial Customer:

“Small Commercial Customer,” as used in RAA, Schedule 6 and Tariff, Attachment DD-1, shall
mean a commercial retail electric end-use customer of an electric distribution company that
participates in a mass market demand response program under the jurisdiction of a RERRA and
satisfies the definition of a “small commercial customer” under the terms of the applicable
RERRA'’s program, provided that the customer has an annual peak demand no greater than
100kW.

Small Generation Resource:

“Small Generation Resource” shall mean an Interconnection Customer’s device of 20 MW or
less for the production and/or storage for later injection of electricity identified in an
Interconnection Request, but shall not include the Interconnection Customer’s Interconnection
Facilities. This term shall include Energy Storage Resources and/or other devices for storage for
later injection of energy.

Small Inverter Facility:

“Small Inverter Facility” shall mean an Energy Resource that is a certified small inverter-based
facility no larger than 10 kW.

Small Inverter ISA:

“Small Inverter ISA” shall mean an agreement among Transmission Provider, Interconnection
Customer, and Interconnected Transmission Owner regarding interconnection of a Small Inverter
Facility under Tariff, Part 1V, section 112B.

Special Member:

“Special Member” shall mean an entity that satisfies the requirements of Operating Agreement,
Schedule 1, section 1.5A.02, and the parallel provisions of Tariff, Attachment K-Appendix,
section 1.5A.02, or the special membership provisions established under the Emergency Load
Response and Pre-Emergency Load Response Programs.

Spot Market Backup:



“Spot Market Backup” shall mean the purchase of energy from, or the delivery of energy to, the
PJM Interchange Energy Market in quantities sufficient to complete the delivery or receipt
obligations of a bilateral contract that has been curtailed or interrupted for any reason.

Spot Market Energy:

“Spot Market Energy” shall mean energy bought or sold by Market Participants through the PJIM
Interchange Energy Market at System Energy Prices determined as specified in Operating
Agreement, Schedule 1, section 2, and the parallel provisions of Tariff, Attachment K-Appendix,
section 2.

Start Additional Labor Costs:

“Start Additional Labor Costs” shall mean additional labor costs for startup required above
normal station manning levels.

Start-Up Costs:

“Start-Up Costs” shall mean the unit costs to bring the boiler, turbine and generator from
shutdown conditions to the point after breaker closure which is typically indicated by
telemetered or aggregated state estimator megawatts greater than zero and is determined based
on the cost of start fuel, total fuel-related cost, performance factor, electrical costs (station
service), start maintenance adder, and additional labor cost if required above normal station
manning. Start-Up Costs can vary with the unit offline time being categorized in three unit
temperature conditions: hot, intermediate and cold.

State:

“State” shall mean the District of Columbia and any State or Commonwealth of the United
States.

State Commission:

“State Commission” shall mean any state regulatory agency having jurisdiction over retail
electricity sales in any State in the PJM Region.

State Estimator:

“State Estimator” shall mean the computer model of power flows specified in Operating
Agreement, Schedule 1, section 2.3 and the parallel provisions of Tariff, Attachment K-
Appendix, section 2.3.

State of Charge:



“State of Charge” shall mean the quantity of physical energy stored in an Energy Storage
Resource Model Participant in proportion to its maximum State of Charge capability. State of
Charge is quantified as defined in the PJIM Manuals.

State of Charge Management:

“State of Charge Management” shall mean the control of State of Charge of an Energy Storage
Resource Market Participant using minimum and maximum charge and discharge limits, changes
in operating mode, charging and discharging offer curves, and self-scheduling of non-
dispatchable purchases and sales of energy in the PJM markets. State of Charge Management
shall not interfere with an Energy Storage Resource Model Participant’s obligation to follow
PJM dispatch, consistent with all other resources.

Station Power:

“Station Power” shall mean energy used for operating the electric equipment on the site of a
generation facility located in the PJM Region or for the heating, lighting, air-conditioning and
office equipment needs of buildings on the site of such a generation facility that are used in the
operation, maintenance, or repair of the facility. Station Power does not include any energy (i)
used to power synchronous condensers; (ii) used for pumping at a pumped storage facility; (iii)
used in association with restoration or black start service; or (iv) that is Direct Charging Energy.

Sub-Annual Resource Constraint:

“Sub-Annual Resource Constraint” shall mean, for the 2017/2018 Delivery Year and for FRR
Capacity Plans the 2017/2018 and 2018/2019 Delivery Years, for the PJM Region or for each
LDA for which the Office of the Interconnection is required under Tariff, Attachment DD,
section 5.10(a) to establish a separate VRR Curve for a Delivery Year, a limit on the total
amount of Unforced Capacity that can be committed as Limited Demand Resources and
Extended Summer Demand Resources for the 2017/2018 Delivery Year in the PJM Region or in
such LDA, calculated as the Sub-Annual Resource Reliability Target for the PJIM Region or for
such LDA, respectively, minus the Short-Term Resource Procurement Target for the PIM
Region or for such LDA, respectively.

Sub-Annual Resource Price Decrement:

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

Sub-Annual Resource Reliability Target:
“Sub-Annual Reliability Target” for the PJM Region or an LDA, shall mean the maximum

amount of the combination of Extended Summer Demand Resources and Limited Demand
Resources in Unforced Capacity determined by PJM to be consistent with the maintenance of



reliability, stated in Unforced Capacity, that shall be used to calculate the Minimum Annual
Resource Requirement for Delivery Years through May 31, 2017 and the Sub-Annual Resource
Constraint for the 2017/2018 and 2018/2019 Delivery Years. As more fully set forth in the PIM
Manuals, PIJM calculates the Sub-Annual Resource Reliability Target, by first determining a
reference annual loss of load expectation (“LOLE”) assuming no Demand Resources. The
calculation for the unconstrained portion of the PJM Region uses a daily distribution of loads
under a range of weather scenarios (based on the most recent load forecast and iteratively
shifting the load distributions to result in the Installed Reserve Margin established for the
Delivery Year in question) and a weekly capacity distribution (based on the cumulative capacity
availability distributions developed for the Installed Reserve Margin study for the Delivery Year
in question). The calculation for each relevant LDA uses a daily distribution of loads under a
range of weather scenarios (based on the most recent load forecast for the Delivery Year in
question) and a weekly capacity distribution (based on the cumulative capacity availability
distributions developed for the Capacity Emergency Transfer Objective study for the Delivery
Year in question). For the relevant LDA calculation, the weekly capacity distributions are
adjusted to reflect the Capacity Emergency Transfer Limit for the Delivery Year in question.

For both the 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 Sub-Annual Resource Reliability Target shall be
expressed as a percentage of the forecasted peak load of the PJM Region or such LDA and is
converted to Unforced Capacity by multiplying [the reliability target percentage] times [the
Forecast Pool Requirement] times [the DR Factor] times [the forecasted peak load of the PJIM
Region or such LDA, reduced by the amount of load served under the FRR Alternative].

Sub-meter:

“Sub-meter” shall mean a metering point for electricity consumption that does not include all
electricity consumption for the end-use customer as defined by the electric distribution company
account number. PJM shall only accept sub-meter load data from end-use customers for
measurement and verification of Regulation service as set forth in the Economic Load Response
rules and PJIM Manuals.

Summer-Period Capacity Performance Resource:

“Summer-Period Capacity Performance Resource” shall have the same meaning specified in
Tariff, Attachment DD, section 5.5A.

Surplus Interconnection Customer:
“Surplus Interconnection Customer” shall mean either an Interconnection Customer whose

Generating Facility is already interconnected to the PJM Transmission System or one of its
affiliates, or an unaffiliated entity that submits a Surplus Interconnection Request to utilize



Surplus Interconnection Service within the Transmission System in the PJM Region. A Surplus
Interconnection Customer is not a New Service Customer.

Surplus Interconnection Request:

“Surplus Interconnection Request™ shall mean a request submitted by a Surplus Interconnection
Customer, pursuant to Tariff, Attachment RR, to utilize Surplus Interconnection Service within
the Transmission System in the PJM Region. A Surplus Interconnection Request is not a New
Service Request.

Surplus Interconnection Service:

“Surplus Interconnection Service” shall mean any unneeded portion of Interconnection Service
established in an Interconnection Service Agreement, such that if Surplus Interconnection
Service is utilized, the total amount of Interconnection Service at the Point of Interconnection
would remain the same.

Switching and Tagging Rules:

“Switching and Tagging Rules” shall mean the switching and tagging procedures of
Interconnected Transmission Owners and Interconnection Customer as they may be amended
from time to time.

Synchronized Reserve:

“Synchronized Reserve” shall mean the reserve capability of generation resources that can be
converted fully into energy or Demand Resources whose demand can be reduced within ten
minutes from the request of the Office of the Interconnection dispatcher, and is provided by
equipment that is electrically synchronized to the Transmission System.

Synchronized Reserve Event:

“Synchronized Reserve Event” shall mean a request from the Office of the Interconnection to
generation resources and/or Demand Resources able, assigned or self-scheduled to provide
Synchronized Reserve in one or more specified Reserve Zones or Reserve Sub-zones, within ten
minutes, to increase the energy output or reduce load by the amount of assigned or self-
scheduled Synchronized Reserve capability.

Synchronized Reserve Requirement:

“Synchronized Reserve Requirement” shall mean the megawatts required to be maintained in a
Reserve Zone or Reserve Sub-zone as Synchronized Reserve, absent any increase to account for
additional reserves scheduled to address operational uncertainty. The Synchronized Reserve
Requirement is calculated in accordance with the PJIM Manuals.

System Condition:



“System Condition” shall mean a specified condition on the Transmission Provider’s system or
on a neighboring system, such as a constrained transmission element or flowgate, that may
trigger Curtailment of Long-Term Firm Point-to-Point Transmission Service using the
curtailment priority pursuant to Tariff, Part 1I, section 13.6. Such conditions must be identified
in the Transmission Customer’s Service Agreement.

System Energy Price:

“System Energy Price” shall mean the energy component of the Locational Marginal Price,
which is the price at which the Market Seller has offered to supply an additional increment of
energy from a resource, calculated as specified in Operating Agreement, Schedule 1, section 2
and the parallel provisions of Tariff, Attachment K-Appendix, section 2.

System Impact Study:

“System Impact Study” shall mean an assessment by the Transmission Provider of (i) the
adequacy of the Transmission System to accommodate a Completed Application, an
Interconnection Request or an Upgrade Request, (ii) whether any additional costs may be
incurred in order to provide such transmission service or to accommodate an Interconnection
Request, and (iii) with respect to an Interconnection Request, an estimated date that an
Interconnection Customer’s Customer Facility can be interconnected with the Transmission
System and an estimate of the Interconnection Customer’s cost responsibility for the
interconnection; and (iv) with respect to an Upgrade Request, the estimated cost of the requested
system upgrades or expansion, or of the cost of the system upgrades or expansion, necessary to
provide the requested incremental rights.

System Protection Facilities:

“System Protection Facilities” shall refer to the equipment required to protect (i) the
Transmission System, other delivery systems and/or other generating systems connected to the
Transmission System from faults or other electrical disturbance occurring at or on the Customer
Facility, and (ii) the Customer Facility from faults or other electrical system disturbance
occurring on the Transmission System or on other delivery systems and/or other generating
systems to which the Transmission System is directly or indirectly connected. System Protection
Facilities shall include such protective and regulating devices as are identified in the Applicable
Technical Requirements and Standards or that are required by Applicable Laws and Regulations
or other Applicable Standards, or as are otherwise necessary to protect personnel and equipment
and to minimize deleterious effects to the Transmission System arising from the Customer
Facility.



Definitions—-T-U -V

Tangible Net Worth:

“Tangible Net Worth” shall mean totalaH assets less goodwill and other {ret-ineluding-any
intangible assets, minus total-sueh-as-geodwithless-aH liabilities. Any-such-caleulation-may-be

Target Allocation:

“Target Allocation” shall mean the allocation of Transmission Congestion Credits as set forth in
Operating Agreement, Schedule 1, section 5.2.3, and the parallel provisions of Tariff,
Attachment K-Appendix, section 5.2.3, or the allocation of Auction Revenue Rights Credits as
set forth in Operating Agreement, Schedule 1, section 7.4.3, and the parallel provisions of Tariff,
Attachment K-Appendix, section 7.4.3.

Third Incremental Auction:

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

Third-Party Sale:

“Third-Party Sale” shall mean any sale for resale in interstate commerce to a Power Purchaser
that is not designated as part of Network Load under the Network Integration Transmission
Service but not including a sale of energy through the PJM Interchange Energy Market
established under the PJM Operating Agreement.

Tie Line:

“Tie Line” shall mean a circuit connecting two balancing authority areas, Control Areas or fully
metered electric system regions. Tie Lines may be classified as external or internal as set forth in
the PJM Manuals.

Total Lost Opportunity Cost Offer:

“Total Lost Opportunity Cost Offer” shall mean the applicable offer used to calculate lost
opportunity cost credits. For pool-scheduled resources specified in PJIM Operating Agreement,
Schedule 1, section 3.2.3(f-1), and the parallel provisions of Tariff, Attachment K-Appendix,
section 3.2.3(f-1), the Total Lost Opportunity Cost Offer shall equal the Real-time Settlement
Interval offer integrated under the applicable offer curve for the LOC Deviation, as determined
by the greater of the Committed Offer or last Real-Time Offer submitted for the offer on which
the resource was committed in the Day-ahead Energy Market for each hour in an Operating
Day. For all other pool-scheduled resources, the Total Lost Opportunity Cost Offer shall equal
the Real-time Settlement Interval offer integrated under the applicable offer curve for the LOC
Deviation, as determined by the offer curve associated with the greater of the Committed Offer



or Final Offer for each hour in an Operating Day. For self-scheduled generation resources, the
Total Lost Opportunity Cost Offer shall equal the Real-time Settlement Interval offer integrated
under the applicable offer curve for the LOC Deviation, where for self-scheduled generation
resources (a) operating pursuant to a cost-based offer, the applicable offer curve shall be the
greater of the originally submitted cost-based offer or the cost-based offer that the resource was
dispatched on in real-time; or (b) operating pursuant to a market-based offer, the applicable offer
curve shall be determined in accordance with the following process: (1) select the greater of the
cost-based day-ahead offer and updated cost-based Real-time Offer; (2) for resources with
multiple cost-based offers, first, for each cost-based offer select the greater of the day-ahead
offer and updated Real-time Offer, and then select the lesser of the resulting cost-based offers;
and (3) compare the offer selected in (1), or for resources with multiple cost-based offers the
offer selected in (2), with the market-based day-ahead offer and the market-based Real-time
Offer and select the highest offer.

Total Net Obligation:

“Total Net Obligation” shall mean all unpaid billed Net Obligations plus any unbilled Net
Obligation incurred to date, as determined by PJIMSettlement on a daily basis, plus any other
Obligations owed to PIMSettlement at the time.

Total Net Sell Position:

“Total Net Sell Position” shall mean all unpaid billed Net Sell Positions plus any unbilled Net
Sell Positions accrued to date, as determined by PIJIMSettlement on a daily basis.

Total Operating Reserve Offer:

“Total Operating Reserve Offer” shall mean the applicable offer used to calculate Operating
Reserve credits. The Total Operating Reserve Offer shall equal the sum of all individual Real-
time Settlement Interval energy offers, inclusive of Start-Up Costs (shut-down costs for Demand
Resources) and No-load Costs, for every Real-time Settlement Interval in a Segment, integrated
under the applicable offer curve up to the applicable megawatt output as further described in the
PJM Manuals. The applicable offer used to calculate day-ahead Operating Reserve credits shall
be the Committed Offer, and the applicable offer used to calculate balancing Operating Reserve
credits shall be lesser of the Committed Offer or Final Offer for each hour in an Operating Day.

Trade Reference:

“Trade Reference” shall mean a reference from a contact or firm that had or has a material
business relationship with a Participant.

Transmission Congestion Charge:

“Transmission Congestion Charge” shall mean a charge attributable to the increased cost of
energy delivered at a given load bus when the transmission system serving that load bus is
operating under constrained conditions, or as necessary to provide energy for third-party



transmission losses which shall be calculated and allocated as specified in Operating Agreement,
Schedule 1, section 5.1 and the parallel provisions of Tariff, Attachment K-Appendix, section
5.1.

Transmission Congestion Credit:

“Transmission Congestion Credit” shall mean the allocated share of total Transmission
Congestion Charges credited to each FTR Holder, calculated and allocated as specified in
Operating Agreement, Schedule 1, section 5.2, and the parallel provisions of Tariff, Attachment
K-Appendix, section 5.2.

Transmission Constraint Penalty Factor:

“Transmission Constraint Penalty Factor” shall mean the maximum cost of the re-dispatch
incurred to control the flows across a transmission constraint and establishes the maximum limit
on the Marginal Value.

Transmission Customer:

“Transmission Customer” shall mean any Eligible Customer (or its Designated Agent) that (i)
executes a Service Agreement, or (ii) requests in writing that the Transmission Provider file with
the Commission a proposed unexecuted Service Agreement, to receive transmission service
under Tariff, Part Il. This term is used in Tariff, Part | and Tariff, Part VI to include customers
receiving transmission service under Tariff, Part Il and Tariff, Part IlI.

Where used in Tariff, Attachment K-Appendix and the parallel provisions of Operating
Agreement, Schedule 1, Transmission Customer shall mean an entity using Point-to-Point
Transmission Service.

Transmission Facilities:

“Transmission Facilities” shall have the meaning set forth in the Operating Agreement.
Transmission Forced Outage:

“Transmission Forced Outage” shall mean an immediate removal from service of a transmission
facility by reason of an Emergency or threatened Emergency, unanticipated failure, or other
cause beyond the control of the owner or operator of the transmission facility, as specified in the
relevant portions of the PJM Manuals. A removal from service of a transmission facility at the
request of the Office of the Interconnection to improve transmission capability shall not
constitute a Forced Transmission Outage.

Transmission Injection Rights:

“Transmission Injection Rights” shall mean Capacity Transmission Injection Rights and Energy
Transmission Injection Rights.



Transmission Interconnection Customer:

“Transmission Interconnection Customer” shall mean an entity that submits an Interconnection
Request to interconnect or add Merchant Transmission Facilities to the Transmission System or
to increase the capacity of Merchant Transmission Facilities interconnected with the
Transmission System in the PJM Region or an entity that submits an Upgrade Request for
Merchant Network Upgrades (including accelerating the construction of any transmission
enhancement or expansion, other than Merchant Transmission Facilities, that is included in the
Regional Transmission Expansion Plan prepared pursuant to Operating Agreement, Schedule 6).

Transmission Interconnection Facilities Study:

“Transmission Interconnection Facilities Study” shall mean a Facilities Study related to a
Transmission Interconnection Request.

Transmission Interconnection Feasibility Study:

“Transmission Interconnection Feasibility Study” shall mean a study conducted by the
Transmission Provider in accordance with Tariff, Part IV, section 36.2.

Transmission Interconnection Request:

“Transmission Interconnection Request” shall mean a request by a Transmission Interconnection
Customer pursuant to Tariff, Part IV to interconnect or add Merchant Transmission Facilities to
the Transmission System or to increase the capacity of existing Merchant Transmission Facilities
interconnected with the Transmission System in the PJM Region.

Transmission Loading Relief:

“Transmission Loading Relief” shall mean NERC’s procedures for preventing operating security
limit violations, as implemented by PJM as the security coordinator responsible for maintaining
transmission security for the PJM Region.

Transmission Loading Relief Customer:

“Transmission Loading Relief Customer” shall mean an entity that, in accordance with
Operating Agreement, Schedule 1, section 1.10.6A and the parallel provisions of Tariff,
Attachment K-Appendix, section 1.10.6A, has elected to pay Transmission Congestion Charges
during Transmission Loading Relief in order to continue energy schedules over contract paths
outside the PJM Region that are increasing the cost of energy in the PJM Region.

Transmission Loss Charge:

“Transmission Loss Charge” shall mean the charges to each Market Participant, Network
Customer, or Transmission Customer for the cost of energy lost in the transmission of electricity



from a generation resource to load as specified in Operating Agreement, Schedule 1, section 5,
and the parallel provisions of Tariff, Attachment K-Appendix, section 5.

Transmission Owner:

“Transmission Owner” shall mean a Member that owns or leases with rights equivalent to
ownership Transmission Facilities and is a signatory to the PJM Transmission Owners
Agreement. Taking transmission service shall not be sufficient to qualify a Member as a
Transmission Owner.

Transmission Owner Attachment Facilities:

“Transmission Owner Attachment Facilities” shall mean that portion of the Transmission Owner
Interconnection Facilities comprised of all Attachment Facilities on the Interconnected
Transmission Owner’s side of the Point of Interconnection.

Transmission Owner Interconnection Facilities:

“Transmission Owner Interconnection Facilities” shall mean all Interconnection Facilities that
are not Customer Interconnection Facilities and that, after the transfer under Tariff, Attachment
P, Appendix 2, section 5.5 to the Interconnected Transmission Owner of title to any
Transmission Owner Interconnection Facilities that the Interconnection Customer constructed,
are owned, controlled, operated and maintained by the Interconnected Transmission Owner on
the Interconnected Transmission Owner’s side of the Point of Interconnection identified in
appendices to the Interconnection Service Agreement and to the Interconnection Construction
Service Agreement, including any modifications, additions or upgrades made to such facilities
and equipment, that are necessary to physically and electrically interconnect the Customer
Facility with the Transmission System or interconnected distribution facilities.

Transmission Owner Upgrade:

“Transmission Owner Upgrade” shall have the same meaning provided in the Operating
Agreement.

Transmission Planned Outage:

“Transmission Planned Outage” shall mean any transmission outage scheduled in advance for a
pre-determined duration and which meets the notification requirements for such outages
specified in Operating Agreement, Schedule 1, and the parallel provisions of Tariff, Attachment
K-Appendix or the PJIM Manuals.

Transmission Provider:

The “Transmission Provider” shall be the Office of the Interconnection for all purposes, provided
that the Transmission Owners will have the responsibility for the following specified activities:



@ The Office of the Interconnection shall direct the operation and coordinate the
maintenance of the Transmission System, except that the Transmission Owners will continue to
direct the operation and maintenance of those transmission facilities that are not listed in the PJIM
Designated Facilities List contained in the PJM Manual on Transmission Operations;

(b) Each Transmission Owner shall physically operate and maintain all of the facilities that it
owns; and

(©) When studies conducted by the Office of the Interconnection indicate that enhancements
or modifications to the Transmission System are necessary, the Transmission Owners shall have
the responsibility, in accordance with the applicable terms of the Tariff, Operating Agreement
and/or the Consolidated Transmission Owners Agreement to construct, own, and finance the
needed facilities or enhancements or modifications to facilities.

Transmission Provider’s Monthly Transmission System Peak:

“Transmission Provider’s Monthly Transmission System Peak” shall mean the maximum firm
usage of the Transmission Provider’s Transmission System in a calendar month.

Transmission Service:

“Transmission Service” shall mean Point-To-Point Transmission Service provided under Tariff,
Part 11 on a firm and non-firm basis.

Transmission Service Request:

“Transmission Service Request” shall mean a request for Firm Point-To-Point Transmission
Service or a request for Network Integration Transmission Service.

Transmission System:

“Transmission System” shall mean the facilities controlled or operated by the Transmission
Provider within the PJM Region that are used to provide transmission service under Tariff, Part
Il and Part I11.

Transmission Withdrawal Rights:

“Transmission Withdrawal Rights” shall mean Firm Transmission Withdrawal Rights and Non-
Firm Transmission Withdrawal Rights.

Turn Down Ratio:

“Turn Down Ratio” shall mean the ratio of a generating unit’s economic maximum megawatts to
its economic minimum megawatts.

Unconstrained LDA Group:



“Unconstrained LDA Group” shall mean a combined group of LDAs that form an electrically
contiguous area and for which a separate Variable Resource Requirement Curve has not been
established under Tariff, Attachment DD, section 5.10. Any LDA for which a separate Variable
Resource Requirement Curve has not been established under Tariff, Attachment DD, section
5.10 shall be combined with all other such LDAs that form an electrically contiguous area.

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

“Unsecured Credit” shall mean any credit granted by PJMSettlement to a Participant that is not
secured by Collateral.

Unsecured Credit Allowance:

“Unsecured Credit Allowance” shall mean Unsecured Credit extended by PJMSettlement in an
amount determined by PJIMSettlement’s evaluation of the creditworthiness of a Participant. This
is also defined as the amount of credit that a Participant qualifies for based on the strength of its
own financial condition without having to provide Collateral. See also: “Working Credit Limit.”

Updated VRR Curve:

“Updated VRR Curve” shall mean the Variable Resource Requirement Curve for use in the Base
Residual Auction of the relevant Delivery Year, updated to reflect any change in the Reliability
Requirement from the Base Residual Auction to such Incremental Auction, and for Delivery
Years through May 31, 2018, the Short-term Resource Procurement Target applicable to the
relevant Incremental Auction.

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 equal to the net
Unforced Capacity committed to the PJIM Region as a result of all prior auctions conducted for
such Delivery Year and adjusted, if applicable, by a change in Unforced Capacity commitments
associated with the transition provision of Tariff, Attachment DD, section 5.14C, Tariff,
Attachment DD, section 5.14D (as related to the 2016/2017 Delivery Year), Tariff, Attachment
DD, section 5.14E, and Tariff, Attachment DD, section 5.5A(c)(i)(B), and RAA, Schedule 6,
section L.9.

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 PJIM Region as a result of all prior auctions conducted for
such Delivery Year and adjusted, if applicable, by a change in Unforced Capacity commitments
associated with the transition provision of Tariff, Attachment DD, section 5.14C, Tariff,
Attachment DD, section 5.14D (as related to the 2016/2017 Delivery Year), Tariff, Attachment
DD, section 5.14E and Tariff, Attachment DD, section 5.5A(c)(i)(B), and RAA, Schedule 6,
section L.9.

Upgrade Construction Service Agreement:

“Upgrade Construction Service Agreement” shall mean that agreement entered into by an
Eligible Customer, Upgrade Customer or Interconnection Customer proposing Merchant
Network Upgrades, a Transmission Owner, and the Transmission Provider, pursuant to Tariff,
Part VI, Subpart B, and in the form set forth in Tariff, Attachment GG.

Upgrade Customer:
“Upgrade Customer” shall mean a customer that submits an Upgrade Request pursuant to

Operating Agreement, Schedule 1, section 7.8, and the parallel provisions of Tariff, Attachment
K-Appendix, section 7.8.

Upgrade Feasibility Study:

“Upgrade Feasibility Study” shall mean a study conducted by the Transmission Provider in
accordance with Tariff, Part I'\/, section 36.3.

Upgrade-Related Rights:

“Upgrade-Related Rights” shall mean Incremental Auction Revenue Rights, Incremental
Available Transfer Capability Revenue Rights, Incremental Deliverability Rights, and
Incremental Capacity Transfer Rights.

Upgrade Request:

“Upgrade Request” shall mean a request submitted in the form prescribed in Tariff, Attachment
EE, for evaluation by the Transmission Provider of the feasibility and estimated costs of (a) a
Merchant Network Upgrade or (b) the Customer-Funded Upgrades that would be needed to
provide Incremental Auction Revenue Rights specified in a request pursuant to Operating
Agreement, Schedule 1, section 7.8, and the parallel provisions of Tariff, Attachment K-
Appendix, section 7.8.

Up-to Congestion Counterflow Transaction:

“Up-to Congestion Counterflow Transaction” shall mean an Up-to Congestion Transaction will
be deemed an Up-to Congestion Counterflow Transaction if the following value is negative: (a)
when bidding, the lower of the bid price and the prior Up-to Congestion Historical Month’s



average real-time value for the transaction; or (b) for cleared Virtual Transactions, the cleared
day-ahead price of the Virtual Transactions.

Up-to Congestion Historical Month:

“Up-to Congestion Historical Month” shall mean a consistently-defined historical period
nominally one month long that is as close to a calendar month as PJM determines is practical.

Up-to Congestion Prevailing Flow Transaction:

An Up-to Congestion Transaction shall mean an “Up-to Congestion Prevailing Flow
Transaction” if it is not an Up-to Congestion Counterflow Transaction.

Up-to Congestion Reference Price:

“Up-to Congestion Reference Price” for an Up-to Congestion Transaction, shall be the specified
percentile price differential between source and sink (defined as sink price minus source price)
for real-time prices experienced over the prior Up-to Congestion Historical Month, averaged
with the same percentile value calculated for the second prior Up-to Congestion Historical
Month. Up-to Congestion Reference Prices shall be calculated using the following historical
percentiles:

For Up-to Congestion Prevailing Flow Transactions: 30" percentile

For Up-to Congestion Counterflow Transactions when bid: 20™ percentile

For Up-to Congestion Counterflow Transactions when cleared: 5™ percentile

Up-to Congestion Transaction:

“Up-to Congestion Transaction” shall have the meaning specified in Operating Agreement,
Schedule 1, section 1.10.1A, and the parallel provisions of Tariff, Attachment K-Appendix,
section 1.10.1A.

Variable Loads:

“Variable Loads” shall have the meaning specified in Operating Agreement, Schedule 1, section
1.5A.6, and the parallel provisions of Tariff, Attachment K-Appendix, section 1.5A.6.

Variable Resource Requirement Curve:

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

Virtual Credit Exposure:



“Virtual Credit Exposure” shall mean the amount of potential credit exposure created by a
market participant’s bid submitted into the Day-ahead market, as defined in Tariff, Attachment

Q.
Virtual Transaction:

“Virtual Transaction” shall mean a Decrement Bid, Increment Offer and/or Up-to Congestion
Transaction.

Virtual Transaction Screening:

“Virtual Transaction Screening” shall be the process of reviewing the Virtual Credit Exposure of
submitted Virtual Transactions against the Credit Available for Virtual Transactions. If the
credit required is greater than credit available, then the Virtual Transactions will not be accepted.

Virtual Transactions Net Activity:

“Virtual Transactions Net Activity” shall mean the aggregate net total, resulting from Virtual
Transactions, of (i) Spot Market Energy charges, (ii) Transmission Congestion Charges, and (iii)
Transmission Loss Charges, calculated as set forth in Tariff, Attachment K-Appendix, and the
parallel provisions of Operating Agreement, Schedule 1. Virtual Transactions Net Activity may
be positive or negative.

Voltage Reduction Action:

“Voltage Reduction Action” shall mean a notification during capacity deficient conditions in
which PJM notifies Members to reduce voltage on the distribution system in order to reduce
demand and therefore provide a sufficient amount of reserves, maintain tie flow schedules and
preserve limited energy sources.

Voltage Reduction Alert:

“Voltage Reduction Alert” shall mean a notification from PJM to alert Members that a voltage
reduction may be required during a future critical period.

Voltage Reduction Warning:
“Voltage Reduction Warning” shall mean a notification from PJM to warn Members that PJIM’s

available Synchronized Reserve is less than the Synchronized Reserve Requirement and that
present operations have deteriorated such that a voltage reduction may be required.



Definitions-W-X-Y-Z
Wholesale Transaction:

As used in Tariff, Part IV, “Wholesale Transaction” shall mean any transaction involving the
transmission or sale for resale of electricity in interstate commerce that utilizes any portion of the
Transmission System.

Winter-Period Capacity Performance Resource:

“Winter-Period Capacity Performance Resource” shall have the same meaning specified in
Tariff, Attachment DD, section 5.5A.

Working Credit Limit:

“Working Credit Limit” shall mean an amount that is 75% of the Participant’s Unsecured Credit
Allowance and/or 75% of the Collateral provided by the Participant to PJIMSettlement. The
Working Credit Limit establishes the maximum amount of Total Net Obligation that a
Participant may have outstanding at any time. The calculation of Working Credit Limit shall
take into account applicable reductions for Minimum Participation Requirements, FTR
participation (for which there is no Unsecured Credit Allowance available), or other credit
requirement determinants as defined in Tariff, Attachment Q.

Working Credit Limit for Virtual Transactions:

The “Working Credit Limit for Virtual Transactions” shall be calculated as 75% of the Market
Participant’s Unsecured Credit Allowance and/or 75% of the Collateral provided by the Market
Participant to PIMSettlement when the Market Participant is at or below its Peak Market
Activity credit requirements as specified in Tariff, Attachment Q, section VII.A. When the
Market Participant prevides-additionalhas available Unsecured Credit Allowance and/or has
provided Collateral in excess of its Peak Market Activity credit requirements, such additional
Unsecured Credit Allowance and/or Financial Security shall not be discounted by 25% when
calculating the Working Credit Limit for Virtual Transactions. The Working Credit Limit for
Virtual Transactions is a component in the calculation of Credit Available for Virtual
Transactions. The calculation of Working Credit Limit for Virtual Transactions shall take into
account applicable reductions for Minimum Participation Requirements, FTR, or other credit
requirement determinants as defined in Tariff, Attachment Q.

Zonal Base Load:

“Zonal Base Load” shall mean the lowest daily zonal peak load from the twelve month period
ending October 21 of the calendar year immediately preceding the calendar year in which an
annual Auction Revenue Right allocation is conducted, increased by the projected load growth
rate for the relevant Zone, when non-extraordinary conditions exist for the applicable twelve
month period, as determined by PJM. If the lowest daily zonal peak load from the applicable
twelve month period is abnormally low due to extraordinary conditions, as determined by PJM,



Zonal Base Load shall mean the next lowest daily zonal peak load that was not affected by
extraordinary conditions during the applicable twelve month period, increased by the projected
load growth rate for the relevant Zone. For the purposes of this definition, extraordinary
conditions shall mean a significant event, or combination of events, that affect the operation of
the bulk power system in an atypical manner and results in an abnormal reduction in the
consumption of energy within a Zone.

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.

Zone or Zonal:

“Zone” or “Zonal” shall mean an area within the PJM Region, as set forth in Tariff, Attachment J
and RAA, Schedule 15, or as such areas may be (i) combined as a result of mergers or
acquisitions or (ii) added as a result of the expansion of the boundaries of the PJM Region. A
Zone shall include any Non-Zone Network Load located outside the PJM Region that is served
from such Zone under Tariff, Attachment H-A.

Zone Network Load:

“Zone Network Load” shall mean Network Load that is located inside of the area comprised of
the PJM Region.



1.4 Market ParticipantBuyers.

1.4.1 Qualification.

(@ To become a Market ParticipantBuyer, an Applicanteatity shall submit an
application to the Office of the Interconnection, in such form as shall be established by the

Office of the Interconnection, and such further information detailed in Tariff, Attachment O.

(b)  An Aapplicant that is a Load Serving Entity or that will purchase on behalf of or
for ultimate delivery to a Load Serving Entity shall establish to the satisfaction of the Office of
the Interconnection that the end-users that will be served through energy and related services
purchased in the PJM Interchange Energy Market, are located electrically within the PIJM
Region, or will be brought within the PJM Region prior to any purchases from the PJM
Interchange Energy Market. Such Aapplicant shall further demonstrate that:

) The Load Serving Entity for the end users is obligated to meet the
requirements of the Reliability Assurance Agreement, as applicable; and

i) The Load Serving Entity for the end users has arrangements in place for
Network Transmission Service or Point-To-Point Transmission Service for all
PJM Interchange Energy Market purchases.

()  An Aapplicant that is not a Load Serving Entity or purchasing on behalf of or for
ultimate delivery to a Load Serving Entity shall demonstrate that:

) The Aapplicant has obtained or will obtain Network Transmission Service
or Point-tFo-Point Transmission Service for all PJIM Interchange Energy Market
purchases; and

i) The Aapplicant’s PJM Interchange Energy Market purchases will
ultimately be delivered to a load in another Control Area that is recognized by
NERC and that complies with NERC’s standards for operating and planning
reliable bulk electric systems.

(d)  An Aapplicant shall not be required to obtain transmission service for purchases
from the PJM Interchange Energy Market to cover quantity deviations from its sales in the Day-
ahead Energy Market.

(e)  AnH Aapplicants applying to become a Market Participant shall demonstrate that

—

) Fhe-appheant-is capable of complying with all applicable metering, data
storage and transmission, and other reliability, operation, planning and accounting
standards and requirements for the operation of the PJM Region and the PJIM

Interchange-Energy-Markets, as applicable;




i) Fhe—apphicant-meets the creditworthiness standards established by the
Office of the Interconnection and/or PJMSettlement, or has provided cash or a

letter—of<Credit_Support Document-er—etherform—of-security acceptable to the
Office of the Interconnection and/or PJMSettlement; and

i)  Fhe-appheant-has paid all applicable fees and reimbursed the Office of the
Interconnection_and/or PJMSettlement for all unusual or extraordinary costs of
processing and evaluating its application to become a Market BuyerParticipant,
and has agreed in its application to subject any disputes arising from its
application to the PJM Dispute Resolution Procedures.

(f)  The Aapplicant shall become a Market BwyerParticipant upon a final favorable
determination on its application by the Office of the Interconnection as specified below, which
determination shall be made by the Office of the Interconnection in conjunction with input from
PJMSettlement, and execution by the Aapplicant of counterparts of this Agreement.

1.4.2 Submission of Information.

The Aapplicant shall furnish all information reasonably requested by the Office of the
Interconnection and/or PJMSettlement in order to determine the Aapplicant’s qualification to be
a Market Participant and whether the entity should be allowed to remain a Market
ParticipantBuyer. The Office of the Interconnection and/or PJMSettlement may waive the
submission of information relating to any of the foregoing criteria, to the extent the information
in the Office of the Interconnection’s and/or PJMSettlement’s possession is sufficient to evaluate
the application against such criteria.

1.4.3 Fees and Costs.

The Office of the Interconnection shall require all Aapplicants seeking to become a Market
Buyer-Participant to pay a uniform application fee, initially in the amount of $1,5602,000, to
defray the ordinary costs of processing such applications. The application fee shall be revised
from time to time as the Office of the Interconnection shall determine to be necessary to recover
its ordinary costs of processing applications. Any unusual or extraordinary costs incurred by the
Office of the Interconnection in processing an application shall be reimbursed by the Aapplicant.

1.4.4 Office of the Interconnection Determination.

Upon submission of the information specified above, and such other information as shall
reasonably be requested by the Office of the Interconnection and/or PIJMSettlement, the Office of
the Interconnection_and/or PJMSettlement shall undertake an evaluation and—investigation—to
determine whether the Aapplicant meets the criteria specified above, and in accordance with
Tariff, Attachment Q.

As soon as practicable, but in any event not later than sixty (60) calendar days after submission
of the foregoing information, or such later date as may be necessary to satisfy the requirements
of the Rehability-Assurance—Agreements, the Office of the Interconnection shall notify the




Aapplicant and the—members—of-the Members Committee of its determination, along with a
written summary of the basis for the determination, and whether there are any actions the
Applicant _can take that might cause the Office of the Interconnection to change its
determination, including but not limited to providing even further supplemental information,
providing additional Restricted Collateral, the discontinuance of certain behaviors, implementing
additional monitoring, and implementing of process or policy changes. The Office of the
Interconnection_and/or PJMSettlement shall respond promptly to any reasonable and timely
request by an Applicant or a Member for additional information regarding the basis for the
Office of the Interconnection’s determination, and shall take such action as it shall deem
appropriate in response to any request for reconsideration or other action submitted to the Office
of the Interconnection not later than thirty (30) calendar days from the initial notification to the
Members Committee. Notifications to the Members Committee shall be in compliance with
Operating Agreement, section 18.17.1.

1.4.5 Existing Participants.

Any-entity Member that was QreV|ousI¥ qualified to part|C|pate as a Market art|C|Qan Buyer—m

l:l:@—lﬂ%ﬁeet—wnmeehately—pnepte#}e—EﬁeetNeLDa&Lshall not automatlcallv contlnue to be

qualified to participate as a Market ParticipantBuyer—+n-the-PIMInterchangeEnergy—Market

under theis Agreements._ Rather, in order to retain its eligibility to continue to participate as a
Market Participant in the PJM Markets, a Market Participant shall be subject to the requirements
and ongoing risk evaluation in accordance with Tariff, Attachment Q.

1.4.6 Withdrawal.

(@  An Internal Market Buyer that is a Load Serving Entity may withdraw from this
Agreement by giving written notice to the Office of the Interconnection specifying an effective
date of withdrawal not earlier than the effective date of (i) its withdrawal from the Reliability
Assurance Agreement, or (ii) the assumption of its obligations under the Reliability Assurance
Agreement by an agent that is a Market Buyer.

(b)  An External Market Buyer or an Internal Market Buyer that is not a Load Serving
Entity may withdraw from this Agreement by giving written notice to the Office of the
Interconnection specifying an effective date of withdrawal at least one day after the date of the
notice.

(c)  Withdrawal from this Agreement shall not relieve a Market ParticipantBuyer of
any obligation to pay for electric energy or related services purchased from the PJIM Interchange
Energy-Markets prior to such withdrawal, to pay its share of any fees and charges incurred or
assessed by the Office of the Interconnection and/or PJMSettlement prior to the date of such
withdrawal, maintain and/or provide sufficient credit support until all of its transactions in the
PJM Markets have been satisfied, or to fulfill any obligation to provide indemnification for the
consequences of acts, omissions or events occurring prior to such withdrawal; and provided,
further, that withdrawal from this Agreement shall not relieve any Market ParticipantBuyer of




any obligations it may have under, or constitute withdrawal from, any other Related PJM
Agreement.

(d) A Market ParticipantBuyer that has withdrawn from this Agreement may reapply

to become a Market ParticipantBuyer in accordance with the provisions of this sSection 1.4,
provided it is not in default of any obligation incurred under theis Agreements.

1.4.7 Limitation, Suspension, and Termination.

The Office of the Interconnection requires that Market Participants certify and provide
information required and requested by the Office of the Interconnection and/or PJMSettlement at
least annually as indicated in section 1.4.1, 1.4.2 and 1.4.4 above and Tariff, Attachment Q. If
the Office of the Interconnection determines that the entity no longer satisfies its requirements to
be a Market Participant, the Office of the Interconnection may limit and/or suspend that entity’s
activity in the PJM Markets until such time as it can satisfy the requirements, and if the
requirements are not satisfied the Office of the Interconnection may terminate that entity’s
approval to be a Market Participant. As soon as practicable, the Office of the Interconnection
shall notify the entity and the Members Committee of its determination, along with a written
summary of the basis for the determination, and whether there are any actions the entity can take
that might cause the Office of the Interconnection to change its determination, including but not
limited to providing even further additional information, providing additional Restricted
Collateral, the discontinuance of certain behaviors, implementing additional monitoring, and
implementing of process or policy changes. The Office of the Interconnection shall respond
promptly to any reasonable and timely request by a Member for additional information regarding
the basis for the Office of the Interconnection’s determination, and shall take such action as it
shall deem appropriate in response to any request for reconsideration or other action submitted to
the Office of the Interconnection not later than thirty (30) calendar days from the initial
notification to the Members Committee. Notifications to the Members Committee shall be in
compliance with Operating Agreement, section 18.17.1.

1.4.8. Re-entry of Defaulting Market Participant.

An Applicant who previously defaulted on any obligations owed to PJM and/or PJMSettlement
that resulted in a loss to any PJM Market which was never cured, or who is not eligible for
reinstatement to PJM membership pursuant to Operating Agreement, section 15.1, shall not be
allowed to re-enter the PJM Markets. In addition, PJM will evaluate relevant factors to
determine if an Applicant seeking to participate in the PJM Markets under a different name,
affiliation, or organization should be treated as the same Market Participant that experienced a
previous default that resulted in a loss to the PJM Markets under this provision. Such factors
may include, but are not limited to, the interconnectedness of the business relationships, overlap
in relevant personnel, similarity of business activities, overlap of customer base, and the business
engaged in prior to the attempted re-entry.




ATTACHMENT Q

PIM-CREDIT RISK MANAGEMENT POLICY

L. INTRODUCTION:

It is the policy of PIJM that prior to an entity participating in the-any PJM Markets; or in order to
take Transmission Service, the entity must demonstrate its ability to meet the requirements in
this Attachment Q. This Attachment Q also sets forth PJM’s authority to deny, reject, or
terminate a Participant’s right to participate in any PJM Markets in order to protect the PJM
Markets and PJM Members from unreasonable credit risk from any Participant’s activities.
Given the interconnectedness and overlapping of their responsibilities, PJM Interconnection,
L.L.C. and PJM Settlement, Inc. are referred to both individually and collectively herein as

 meet PIMSettlement’s credit requirements.

PURPOSE

PJMSettlement is the counterparty to transactions in the PJM Markets. As a consequence, if a
Participant defaults on its obligations under this Attachment Q, or PJM determines a Participant
represents unreasonable credit risk to the PJM Markets, and the Participant does not post
Collateral, additional Collateral or Restricted Collateral in response to a Collateral Call, the
result is that the Participant represents unsecured credit risk to the PJM Markets. For this reason,
PJM must have the authority to monitor and manage credit risk on an ongoing basis, and to act
promptly to mitigate or reduce any unsecured credit risk, in order to protect the PJM Markets and
PJM Members from losses.

This Attachment Q describes requirements for: (1) eligibility to be a Market Participant, (2)
establishment and maintenance of credit by Market Participants, and (3) collateral requirements
and forms of credit support that will be deemed as acceptable to mitigate risk to any PJM
Markets.

This Attachment Q also sets forth (1) PJM’s authority to monitor and manage credit risk that a
Participant may represent to the PJM Markets and/or PJM membership in general, (2) the basis
for establishing limits that will be imposed on a Market Participant in order to minimize risk, and
(3) various obligations and requirements the violation of which will result in an Event of Default
pursuant to this Attachment Q and the Agreements.

Attachment Q describes the types of data and information PJM will review in order to determine
whether an Applicant or Market Participant presents an unreasonable risk to any PJM Markets
and/or PJM membership in general, and the steps PJM may take in order to address that risk.




APPLICABILITY

This Attachment Q applies to all Applicants and Market Participants who take Transmission
Service under this Tariff, or participate in any PJM Markets or market activities under the
Agreements. Notwithstanding anything to the contrary in this Attachment Q, simply taking
transmission service or procuring Ancillary Services via market-based rates does not imply
market participation for purposes of applicability of this Attachment Q.

1. RISK EVALUATION PROCESS

PJM will conduct a risk evaluation to determine eligibility to become and/or remain a Market
Participant or Guarantor that: (1) assesses the entity’s financial strength, risk profile,

creditworthiness, and other relevant factors; (2) determines an Unsecured Credit Allowance, if
appropriate; (3) determines appropriate levels of Collateral; and (4) evaluates any Credit

Support, including Guaranties or Letters of Credit.

A. Initial Risk Evaluation

PJM will perform an initial risk evaluation of each Applicant and/or its Guarantor. As part of the
initial risk evaluation, PJM will consider certain Minimum Participation Requirements, assign an
Internal Risk Score, establish an Unsecured Credit Allowance if appropriate, and make a
determination regarding required levels of Collateral, creditworthiness, credit support, Restricted
Collateral and other assurances for participation in certain PJM Markets.

Each Applicant and/or its Guarantor must provide the information set forth below at the time of
its initial application pursuant to this Attachment Q and on an ongoing basis in order to remain
eligible to participate in any PJM Markets. The same guantitative and gqualitative factors will be
used to evaluate Participants whether or not they have rated debt.

1. Rating Agency Reports

PJM will review Rating Agency reports from Standard & Poor’s, Moody’s Investors Service,
Fitch Ratings, or other Nationally Recognized Statistical Rating Organization for each Applicant
and/or Guarantor. The review will focus on the Applicant’s or its Guarantor’s senior unsecured
debt ratings. If senior unsecured debt ratings are not available, PJIM may consider other ratings,
including issuer ratings, corporate ratings and/or an implied rating based on an internally derived
Internal Credit Score pursuant to section 11.A.3 below.

2. Financial Statements and Related Information

Each Applicant and/or its Guarantor must submit, or cause to be submitted, audited financial
statements, except as otherwise indicated below, prepared in accordance with United States



Generally Accepted Accounting Principles (*“US GAAP”) or any other format acceptable to PJM
for the three (3) fiscal years most recently ended, or the period of existence of the Applicant
and/or its Guarantor, if shorter. Applicants and/or their Guarantors must submit, or cause to be
submitted, financial statements, which may be unaudited, for each completed fiscal quarter of the
current fiscal year. All audited financial statements provided by the Applicant and/or its
Guarantor must be audited by an Independent Auditor.

The information should include, but not be limited to, the following:

a If the Applicant and/or its Guarantor has publicly traded securities:

(1) Annual reports on Form 10-K, together with any amendments thereto;

i uarterly reports on Form 10-Q, together with any amendments thereto;

(i) Form 8-K reports, if any, that have been filed since the most recent Form
10-K;

(iv) A summary provided by the Principal responsible, or to be responsible, for
PJM Market activity of: (1) the Participant’s primary purpose(s) of activit
or anticipated activity in the PJM Markets (investment, trading or

“hedging or mitigating commercial risks,” as such phrase has meaning in
the CETC’s requlations regarding the end-user exception to clearing); (2

the experience of the Participant (and its Principals) in managing risks in

similar markets, including other organized RTO/ISO markets or on
regulated commodity exchanges; and (3) a high level overview of the
Participant’s intended participation in the PJM Markets.

v All audited financial statements provided by an Applicant with publicl

traded securities and/or its Guarantor with publicly traded securities must
be audited by an Independent Auditor that satisfies the requirements set
forth in the Sarbanes-Oxley Act of 2002.

b If the Applicant and/or its Guarantor does not have publicly-traded securities:

i Annual Audited Financial Statements or equivalent independently audited
financials, and guarterly financial statements, generally found on:
- Balance Sheets
- __Income Statements
- Statements of Cash Flows

- Statements of Stockholder’s or Member’s Equity or Net Worth;

(i) Notes to Annual Audited Financial Statements, and notes to quarterly
financial statements if any, including disclosures of any material changes
from the last report;



(iii) _ Disclosure equivalent to a Management’s Discussion & Analysis,
including an executive overview of operating results and outlook, and
compliance with debt covenants and indentures, and off balance sheet
arrangements, if any;

(iv) __ Auditor’s Report with an unqualified opinion or written letter from auditor
containing the opinion whether the annual audited financial statements
comply with the US GAAP or any other format acceptable to PJM; and

(v) A summary provided by the Principal responsible or to be responsible for
PJM Market activity of: (1) the Participant’s primary purpose(s) of activit
or anticipated activity in the PJM Markets (investment, trading or

“hedging or mitigating commercial risks,” as such phrase has meaning in
the CETC’s requlations regarding the end-user exception to clearing); (2

the experience of the Participant (and its Principals) in managing risks in

similar markets, including other organized RTO/ISO markets or on
regulated commodity exchanges; and (3) a high level overview of the
Participant’s intended participation in the PJM Markets.

C If Applicant and/or Guarantor is newly formed, does not yet have three (3) years

of audited financials, or does not routinely prepare audited financial statements,
PJM may specify other information to allow it to assess the entity’s
creditworthiness, including but not limited to:

(i) Equivalent financial information traditionally found in:

- Balance Sheets
- Income Statements
- Statements of Cash Flows

(ii) Disclosure equivalent to a Management’s Discussion & Analysis,
including an executive overview of operating results and outlook, and
compliance with debt covenants and indentures, and off balance sheet
arrangements, if any; and

(iii) A summary provided by the Principal responsible or to be responsible for
PJM Market activity of: (1) the Participant’s primary purpose(s) of activit
or anticipated activity in the PJM Markets (investment, trading or

“hedging or mitigating commercial risks,” as such phrase has meaning in
the CETC’s requlations regarding the end-user exception to clearing); (2

the experience of the Participant (and its Principals) in managing risks in

similar markets, including other organized RTO/ISO markets or on
regulated commodity exchanges; and (3) a high level overview of the
Participant’s intended participation in the PJM Markets.




(d) During a two year transition period from June 1, 2020 to May 31, 2022, the
Applicant or Guarantor may provide a combination of audited financial
statements and/or equivalent financial information.

If any of the above information in this section I1.A.2 is available on the internet, the Applicant
and/or its Guarantor may provide a letter stating where such statements can be located and
retrieved by PJM. If an Applicant and/or its Guarantor files Form 10-K, Form 10-Q, or Form 8-
K with the SEC, then the Applicant and/or its Guarantor will be deemed to have 