
 

 

February 28, 2012 

 

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. ER12-513-00_ 

 

Dear Ms. Bose: 

 

PJM Interconnection, L.L.C. (“PJM”), pursuant to section 205 of the Federal 

Power Act (“FPA”), 16 U.S.C. § 824d, and the Commission’s January 30, 2012 order in 

this proceeding,
1
 hereby submits the revisions to the PJM Open Access Transmission 

Tariff (“Tariff”) that are required by the January 30 Order to be effective on June 30, 

2012.  In a companion compliance filing, PJM submits the revisions that are required by 

the January 30 Order to be effective on January 31, 2012. 

   

I. BACKGROUND 
 

PJM’s December 1, 2011 filing (“December 1 Filing”) in this proceeding 

contained revisions to various parameters used in the capacity auctions under PJM’s 

Reliability Pricing Model (“RPM”), including the estimated cost of new entry (“CONE”) 

by a representative new power plant and the method to determine the energy and 

ancillary services (“EAS”) revenues that plant would be expected to earn in the PJM 

markets.  

 

The January 30 Order largely accepted PJM’s Tariff revisions.  The order found, 

however, that material issues of disputed fact had been raised concerning the December 1 

Filing’s proposed gross CONE and the similar proposed values for the asset class cost of 

new entry in RPM’s minimum offer price rule (“MOPR”).
2
  The January 30 Order 

therefore accepted and suspended those Tariff changes for five months, i.e., to June 30, 

2012.
3
  The January 30 Order also found that the December 1 Filing’s proposed Tariff 

                                                 
1
  PJM Interconnection, L.L.C., 138 FERC ¶ 61,062 (2012) (“January 30 Order”). 

2
  Id. at PP 41, 143. 

3
  Id. at PP 42, 143. 
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changes for determining the gross and net cost of new entry for the PJM Region
4
 had not 

been shown to be just and reasonable, and rejected those Tariff changes.
5
 

 

To reflect these findings, the Commission directed PJM to file two compliance 

filings within 30 days.  The first, with Tariff records to be effective on January 31, 2012, 

would omit both the suspended and rejected provisions.
6
  The second, to be effective June 

30, 2012, would implement the suspended provisions, but continue to omit the rejected 

provisions.
7
  This filing, and the companion filing being submitted today, constitute 

PJM’s compliance with these directives. 

 

II. COMPLIANCE TARIFF CHANGES 

  

A. Gross CONE 

   

For the compliance changes effective June 30, 2012, PJM is restoring to Tariff 

Attachment DD section 5.10(a)(iv)(A) the revised Gross CONE values that the December 

1 Filing proposed for the five CONE Areas (as defined in that subsection) of PJM.  

Because these changes were accepted by the January 30 Order but suspended for five 

months, the companion compliance filing, with changes to be effective January 31, 2012, 

removes those new proposed values, but this filing restores them, effective June 30, 2012, 

to reflect the end of the suspension period.   

 

B. MOPR Net Asset Class CONE Values 

 

Similarly, this filing restores to Tariff Attachment DD section 5.14(h)(1) the 

December 1 Filing’s proposed new gross CONE values for both combustion turbine 

(“CT”) and combined cycle (“CC”) plants for use under the MOPR in each of the five 

CONE Areas.  As with the gross CONE values discussed in the previous paragraph, the 

suspension period for these proposed values from the December 1 Filing ends on June 30, 

2012, so they need to be added to the current effective Tariff as of that date.   

 

PJM notes that the January 30 Order anticipated that the compliance filing of 

changes to be effective June 30, 2012 would affect only section 5.10 of Attachment DD.  

However, as the Commission accepted and suspended the gross CONE levels used for the 

MOPR screen, both of today’s compliance filings also must address section 5.14, so the 

new MOPR values can be removed from the January 31, 2012 version of the Tariff 

section, and restored in the June 30, 2012 version of the section.  As discussed below, 

                                                 
4
  The term “PJM Region” is defined in the Tariff at section 1.32E. 

5
  January 30 Order at P 61. 

6
  Id. at P 150. 

7
  Id. at P 151. 
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implementing the directives of the January 30 order also requires PJM to submit an 

updated version of Tariff Attachment DD, section 2. 

 

C. Tariff Attachment DD, section 2   
   

The version of Tariff Attachment DD, section 2 that was included in the 

December 1 Filing included changes to that section from PJM’s September 23, 2011 

filing in Docket No. ER11-4628-000 concerning price responsive demand (“PRD”), for 

which PJM had proposed a December 15, 2011 effective date.  On December 14, 2011, 

the Commission issued an order in that proceeding suspending PJM’s PRD Tariff 

changes for five months, to be effective on May 15, 2012.
8
  Accordingly, in the 

companion compliance filing that has an effective date of January 31, 2012, PJM is 

removing the PRD language from section 2.  For this compliance filing, however, which 

has an effective date of June 30, 2012, PJM is restoring that PRD language, so that it is 

not inadvertently deleted on June 30, 2012.   

 

III. EFFECTIVE DATE  

In accordance with the January 30 Order, the enclosed revisions incorporate an 

effective date of June 30, 2012. 

IV. CORRESPONDENCE 

 

The following individuals are designated for inclusion on the official service list 

in this proceeding and for receipt of any communications regarding this filing: 

Craig Glazer 

Vice President–Federal Government Policy 

PJM Interconnection, L.L.C. 

1200 G Street, N.W., Suite 600 

Washington, D.C. 20005 

(202) 423-4743 (phone) 

(202) 393-7741 (fax) 

glazec@pjm.com 

 

Barry S. Spector 

Paul M. Flynn 

Wright & Talisman, P.C. 

1200 G Street, N.W., Suite 600 

Washington, D.C. 20005 

(202) 393-1200 (phone) 

(202) 393-1240 (fax) 

spector@wrightlaw.com 

flynn@wrightlaw.com 

 

                                                 
8
  PJM Interconnection, L.L.C., 137 FERC ¶ 61,204 (2011). 
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Jacqulynn B. Hugee 

Assistant General Counsel 

PJM Interconnection, L.L.C. 

955 Jefferson Avenue 

Norristown, PA  19403 

(610) 666-8208 (phone) 

(610) 666-4281 (fax) 

hugeej@pjm.com 

 

V. DOCUMENTS ENCLOSED 

In addition to this transmittal letter, this filing includes revisions to the PJM Tariff 

(in redlined and non-redlined format (as Attachments A and B, respectively) and in 

electronic tariff filing format as required by Order No. 714).  To better show PJM’s 

compliance with the January 30 Order, the redlining shows changes relative to the Tariff 

sections submitted with the companion compliance filing in this docket.  Specifically, 

while the companion filing removes the CONE values (including those used for the 

MOPR screen) that were proposed in the December 1 Filing because they were 

suspended by the January 30 Order, the redlining in this filing shows those values being 

put into effect on June 30, 2012.  The enclosed Tariff sections also include changes 

effected by PJM’s Tariff filings in Docket Nos. ER11-3322-001, ER11-4628-000, and 

ER12-91-000 that have an effective date before June 30, 2012, and that were not included 

in the Tariff sections included with the December 1 Filing. 

VI. SERVICE 

PJM has served a copy of this filing on all persons listed on the Commission’s 

service list for this proceeding, on all PJM members and on all state utility regulatory 

commissions in the PJM Region by posting this filing electronically.  In accordance with 

the Commission’s regulations,
9
 PJM will post a copy of this filing to the FERC filings 

section of its internet site, located at the following link:  

http://www.pjm.com/documents/ferc-manuals/ferc-filings.aspx  with a specific link to the 

newly-filed document, and will send an e-mail on the same date as this filing to all PJM 

members and all state utility regulatory commissions in the PJM Region
10

 alerting them 

that this filing has been made by PJM and is available by following such link.  PJM also 

serves the parties listed on the Commission’s official service list for this docket.  If the 

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

available through the referenced link within 24 hours of the filing.  Also, a copy of this 

filing will be available on the FERC’s eLibrary website located at the following link: 

                                                 
9
 See 18 C.F.R. §§ 35.2(e) and 385.2010(f)(3). 

10
   PJM already maintains, updates and regularly uses e-mail lists for all PJM 

members and affected state commissions. 
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http://www.ferc.gov/docs-filing/elibrary.asp in accordance with the Commission’s 

regulations and Order No. 714. 

VII. CONCLUSION 

Accordingly, PJM requests that the Commission accept this filing as compliance 

with the requirements of January 30 Order concerning the Tariff revisions to be effective 

on June 30, 2012. 

 

Respectfully submitted, 

 

  /s/  Paul M. Flynn 

Craig Glazer 

Vice President–Federal Government Policy 

PJM Interconnection, L.L.C. 

1200 G Street, N.W., Suite 600 

Washington, D.C. 20005 

(202) 423-4743 (phone) 

(202) 393-7741 (fax) 

glazec@pjm.com 

 

Barry S. Spector 

Paul M. Flynn 

Wright & Talisman, P.C. 

1200 G Street, N.W., Suite 600 

Washington, D.C. 20005 

(202) 393-1200 (phone) 

(202) 393-1240 (fax) 

spector@wrightlaw.com 

flynn@wrightlaw.com 

 

Jacqulynn B. Hugee 

Assistant General Counsel 

PJM Interconnection, L.L.C. 

955 Jefferson Avenue 

Norristown, PA  19403 

(610) 666-8208 (phone) 

(610) 666-4281 (fax) 

hugeej@pjm.com 

 

 

 

February 28, 2012 



 

CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon each 

person designated on the official service list compiled by the Secretary in this proceeding. 

Dated at Washington, D.C., this 28th day of February, 2012. 

/s/  Paul M. Flynn  

Paul M. Flynn 

 

      Attorney for 

      PJM Interconnection, L.L.C.  
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2. DEFINITIONS 

 

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

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

in this Tariff or in the RAA.  References to section numbers in this Attachment DD refer to 

sections of this attachment, unless otherwise specified.  

 

2.1A Annual Demand Resource  

 

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

Agreement. 

 

2.1B Annual Resource  

 

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

or an Annual Demand Resource.  

 

2.1C Annual Resource Price Adder  

 

“Annual Resource Price Adder” shall mean an addition to the marginal value of Unforced 

Capacity and the Extended Summer Resource Price Adder as necessary to reflect the price of 

Annual Resources required to meet the applicable Minimum Annual Resource Requirement. 

 

2.1D Annual Revenue Rate 

 

“Annual Revenue Rate” shall mean the rate employed to assess a compliance penalty charge on a 

Demand Resource Provider or ILR Provider under section 11. 

 

2.2 Avoidable Cost Rate 

 

“Avoidable Cost Rate” shall mean a component of the Market Seller Offer Cap calculated in 

accordance with section 6. 

 

2.3   Base Load Generation Resource 

 

“Base Load Generation Resource” shall mean a Generation Capacity Resource that operates at 

least 90 percent of the hours that it is available to operate, as determined by the Office of the 

Interconnection in accordance with the PJM Manuals. 

 

2.4 Base Offer Segment 

 

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

Capacity Resource, equal to the Unforced Capacity of such resource, as determined in 

accordance with the PJM 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. 
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2.5 Base Residual Auction  

 

“Base Residual Auction” shall mean the auction conducted three years prior to the start of the 

Delivery Year to secure commitments from Capacity Resources as necessary to satisfy any 

portion of the Unforced Capacity Obligation of the PJM Region not satisfied through Self-

Supply. 

 

2.6 Buy Bid 

 

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

 

2.7 Capacity Credit 

 

“Capacity Credit” shall have the meaning specified in Schedule 11 of the Operating Agreement, 

including Capacity Credits obtained prior to the termination of such Schedule applicable to 

periods after the termination of such Schedule. 

 

2.8 Capacity Emergency Transfer Limit 

 

“Capacity Emergency Transfer Limit” or “CETL” shall have the meaning provided in the 

Reliability Assurance Agreement. 

 

2.9 Capacity Emergency Transfer Objective 

 

“Capacity Emergency Transfer Objective” or “CETO” shall have the meaning provided in the 

Reliability Assurance Agreement. 

 

2.9A Capacity Export Transmission Customer 

 

“Capacity Export Transmission Customer” shall mean a customer taking point to point 

transmission service under Part II of this Tariff to export capacity from a generation resource 

located in the PJM Region that is delisted from Capacity Resource status as described in section 

5.6.6(d). 

 

2.10 Capacity Market Buyer 

 

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

any Incremental Auction.   

 

2.11 Capacity Market Seller 

 

“Capacity Market Seller” shall mean a Member that owns, or has the contractual authority to 

control the output or load reduction capability of, a Capacity Resource, that has not transferred 

such authority to another entity, and that offers such resource in the Base Residual Auction or an 

Incremental Auction. 
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2.12 Capacity Resource 

 

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

 

2.13 Capacity Resource Clearing Price 

 

“Capacity Resource Clearing Price” shall mean the price calculated for a Capacity Resource that 

offered and cleared in a Base Residual Auction or Incremental Auction, in accordance with 

Section 5.  

 

2.14 Capacity Transfer Right 

 

“Capacity Transfer Right” shall mean a right, allocated to LSEs serving load in a Locational 

Deliverability Area, to receive payments, based on the transmission import capability into such 

Locational Deliverability Area, that offset, in whole or in part, the charges attributable to the 

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

Delivery Area. 

 

2.14A Conditional Incremental Auction 

 

“Conditional Incremental Auction” shall mean an Incremental Auction conducted for a Delivery 

Year if and when necessary to secure commitments of additional capacity to address reliability 

criteria violations arising from the delay in a Backbone Transmission upgrade that was modeled 

in the Base Residual Auction for such Delivery Year. 

 

2.15 CONE Area 

 

“CONE Area” shall mean the areas listed in section 5.10(a)(iv)(A) and any LDAs established as 

CONE Areas pursuant to section 5.10(a)(iv)(B).  

 

2.16 Cost of New Entry 

 

“Cost of New Entry” or “CONE” shall mean the nominal levelized cost of a Reference Resource, 

as determined in accordance with section 5. 

 

2.16A Credit-Limited Offer 

 

“Credit-Limited Offer” shall have the meaning provided in Attachment Q to this Tariff. 

 

2.17 Daily Deficiency Rate 

 

“Daily Deficiency Rate” shall mean the rate employed to assess certain deficiency charges under 

sections 7, 8, 9, or 13. 

 

2.18 Daily Unforced Capacity Obligation 
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“Daily Unforced Capacity Obligation” shall mean the capacity obligation of a Load Serving 

Entity during the Delivery Year, determined in accordance with Schedule 8 of the Reliability 

Assurance Agreement. 

 

2.19 Delivery Year 

 

Delivery Year shall mean the Planning Period for which a Capacity Resource is committed 

pursuant to the auction procedures specified in Section 5. 

 

2.20 Demand Resource 

 

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

 

2.21 Demand Resource Factor 

 

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

Agreement. 

 

2.22 Demand Resource Provider 

 

“Demand Resource Provider” shall mean a PJM Member that has the capability to reduce load, 

or that aggregates customers capable of reducing load.  The Demand Resource Provider shall 

notify the Office of the Interconnection whether such load reduction is provided by a Limited 

Demand Resource, Extended Summer Demand Resource or an Annual Demand Resource.  A 

Curtailment Service Provider, as defined in the Operating Agreement, may be a Demand 

Resource Provider, provided it qualifies its load reduction capability as a Limited Demand 

Resource, Extended Summer Demand Resource, or Annual Demand Resource.   

 

2.23 EFORd 

 

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

 

2.24 Energy Efficiency Resource 

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

Agreement. 

 

2.24A Extended Summer Demand Resource  

 

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

Assurance Agreement. 

 

2.24B Extended Summer Resource Price Adder  

 

“Extended Summer Resource Price Adder” shall mean an addition to the marginal value of 

Unforced Capacity as necessary to reflect the price of Annual Resources and Extended Summer 

Demand Resources required to meet the applicable Minimum Extended Summer Resource 

Requirement. 
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2.24C Extended Summer Demand Resource Reliability Target  

 

“Extended Summer Demand Resource 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.  As more fully set forth in the PJM Manuals, PJM 

calculates the Extended Summer DR Reliability Target, by first determining a reference annual 

loss of load expectation (“LOLE”) assuming no Demand Resources.  The calculation for the 

unconstrained portion of the PJM Region uses a daily distribution of loads under a range of 

weather scenarios (based on the most recent load forecast and iteratively shifting the load 

distributions to result in the Installed Reserve Margin established for the Delivery Year in 

question) and a weekly capacity distribution (based on the cumulative capacity availability 

distributions developed for the Installed Reserve Margin study for the Delivery Year in 

question).  The calculation for each relevant LDA uses a daily distribution of loads under a range 

of weather scenarios (based on the most recent load forecast for the Delivery Year in question) 

and a weekly capacity distribution (based on the cumulative capacity availability distributions 

developed for the Capacity Emergency Transfer Objective study for the Delivery Year in 

question).  For the relevant LDA calculation, the weekly capacity distributions are adjusted to 

reflect the Capacity Emergency Transfer Limit for the Delivery Year in question. 

 

For both the PJM Region and LDA analyses, PJM then models the commitment of varying 

amounts of DR (displacing otherwise committed generation) as interruptible from May 1 through 

October 31 and unavailable from November 1 through April 30 and calculates the LOLE at each 

DR level.  The Extended Summer DR Reliability Target is the DR amount, stated as a percentage 

of the unrestricted peak load, that produces no more than a ten percent increase in the LOLE, 

compared to the reference value.  The Extended Summer Demand Resource Reliability Target 

shall be expressed as a percentage of the forecasted peak load of the PJM Region or such LDA 

and is converted to Unforced Capacity by multiplying [the reliability target percentage] times 

[the Forecast Pool Requirement] times [the DR Factor] times [the forecasted peak load of the 

PJM Region or such LDA, reduced by the amount of load served under the FRR Alternative]. 

 

2.25 [Reserved] 

 

2.26 Final RTO Unforced Capacity Obligation 

 

“Final RTO Unforced Capacity Obligation” shall mean the capacity obligation for the PJM 

Region, determined in accordance with Schedule 8 of the Reliability Assurance Agreement. 

 

2.26A Final Zonal ILR Price 

 

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

Incremental Auction, less the amount paid in CTR credits per MW of load in the Zone in which 

the ILR is to be certified. 

 

2.27 First Incremental Auction 
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“First Incremental Auction” shall mean an Incremental Auction conducted 20 months prior to the 

start of the Delivery Year to which it relates. 

 

2.28 Forecast Pool Requirement 

 

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

Agreement.  

 

2.29 Forecast RTO ILR Obligation 

 

“Forecast RTO ILR Obligation” shall mean, in unforced capacity terms, the ILR Forecast for the 

PJM Region times the DR Factor, times the Forecast Pool Requirement, less the Unforced 

Capacity of all Demand Resources committed in FRR Capacity Plans by all FRR Entities in the 

PJM Region, for use in Delivery Years through May 31, 2012. 

 

2.30 Forecast Zonal ILR Obligation 

 

“Forecast Zonal ILR Obligation” shall mean, in unforced capacity terms, the ILR Forecast for 

the Zone times the DR Factor, times the Forecast Pool Requirement, less the Unforced Capacity 

of all Demand Resources committed in FRR Capacity Plans by all FRR Entities in such Zone, 

for use in Delivery Years through May 31, 2012. 

 

2.31 Generation Capacity Resource 

  

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

Agreement. 

 

2.32 ILR Forecast 

 

“ILR Forecast” shall mean, for any Delivery Year ending on or before May 31, 2012, the 

average annual megawatt quantity of ILR certified for the five Planning Periods preceding the 

date of the forecast; provided, however, that before such data becomes available for five 

Delivery Years under the Reliability Pricing Model, comparable data on Active Load 

Management (as defined in the preexisting reliability assurance agreements) from up to five prior 

Planning Periods shall be substituted as necessary; and provided further that, for transmission 

zones that were integrated into the PJM Region less than five years prior to the conduct of the 

Base Residual Auction for the Delivery Year, data on incremental load subject to mandatory 

interruption by Electric Distribution Companies within such zones shall be substituted as 

necessary. 

 

2.33 ILR Provider 

 

“ILR Provider” shall mean a Member that has the capability to reduce load, or that aggregates 

customers capable of reducing load. A Curtailment Service Provider, as such term is defined in 

the PJM Operating Agreement, may be an ILR Provider, provided it obtains certification of its 

load reduction capability as ILR. 
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2.34 Incremental Auction 

 

“Incremental Auction” shall mean any of several auctions conducted for a Delivery Year after 

the Base Residual Auction for such Delivery Year and before the first day of such Delivery Year, 

including the First Incremental Auction, Second Incremental Auction, Third Incremental Auction 

or Conditional Incremental Auction.  Incremental Auctions (other than the Conditional 

Incremental Auction), shall be held for the purposes of: 

 

 (i) 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  

 

(ii) 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. 

 

2.35 Incremental Capacity Transfer Right 

 

“Incremental Capacity Transfer Right” shall mean a Capacity Transfer Right allocated to a 

Generation Interconnection Customer or Transmission Interconnection Customer obligated to 

fund a transmission facility or upgrade, to the extent such upgrade or facility increases the 

transmission import capability into a Locational Deliverability Area, or a Capacity Transfer 

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

 

2.36 Interruptible Load for Reliability (ILR) 

 

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

Assurance Agreement. 

 

2.36A Limited Demand Resource  

 

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

Agreement. 

 

2.36B Limited Demand Resource Reliability Target  

 

“Limited Demand Resource Reliability Target” for the PJM Region or an LDA, shall mean the 

maximum amount of Limited Demand Resources determined by PJM to be consistent with the 

maintenance of reliability, stated in Unforced Capacity that shall be used to calculate the 

Minimum Extended Summer Demand Resource Requirement for the PJM Region or such LDA.  
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As more fully set forth in the PJM Manuals, PJM calculates the Limited Demand Resource 

Reliability Target by first:  i) testing the effects of the ten-interruption requirement by comparing 

possible loads on peak days under a range of weather conditions (from the daily load forecast 

distributions for the Delivery Year in question) against possible generation capacity on such days 

under a range of conditions (using the cumulative capacity distributions employed in the 

Installed Reserve Margin study for the PJM Region and in the Capacity Emergency Transfer 

Objective study for the relevant LDAs for such Delivery Year) and, by varying the assumed 

amounts of DR that is committed and displaces committed generation, determines the DR 

penetration level at which there is a ninety percent probability that DR will not be called (based 

on the applicable operating reserve margin for the PJM Region and for the relevant LDAs) more 

than ten times over those peak days; and ii) testing the six-hour duration requirement by 

calculating the MW difference between the highest hourly unrestricted peak load and seventh 

highest hourly unrestricted peak load on certain high peak load days (e.g., the annual peak, loads 

above the weather normalized peak, or days where load management was called) in recent years, 

then dividing those loads by the forecast peak for those years and averaging the result.  Second, 

PJM adopts the lower result from these two tests as the Limited Demand Resource Reliability 

Target.  The Limited Demand Resource Reliability Target shall be expressed as a percentage of 

the forecasted peak load of the PJM Region or such LDA and is converted to Unforced Capacity 

by multiplying [the reliability target percentage] times [the Forecast Pool Requirement] times 

[the DR Factor] times [the forecasted peak load of the PJM Region or such LDA, reduced by the 

amount of load served under the FRR Alternative]. 

 

 

2.37 Load Serving Entity (LSE) 
 

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

Agreement. 

 

2.38 Locational Deliverability Area (LDA) 

 

“Locational Deliverability Area” or “LDA” shall mean a geographic area within the PJM Region 

that has limited transmission capability to import capacity to satisfy such area’s reliability 

requirement, as determined by the Office of the Interconnection in connection with preparation 

of the Regional Transmission Expansion Plan, and as specified in Schedule 10.1 of the 

Reliability Assurance Agreement. 

 

2.39 Locational Deliverability Area Reliability Requirement 

 

“Locational Deliverability Area Reliability Requirement” shall mean the projected internal 

capacity in the Locational Deliverability Area plus the Capacity Emergency Transfer Objective 

for the Delivery Year, as determined by the Office of the Interconnection in connection with 

preparation of the Regional Transmission Expansion Plan, less the minimum internal resources 

required for all FRR Entities in such Locational Deliverability Area, and less any necessary 

adjustment for Price Responsive Demand proposed in a PRD Plan or committed following an 

RPM Auction for the Zones comprising such Locational Deliverability Area for such Delivery 

Year. 
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2.40 Locational Price Adder 

 

“Locational Price Adder” shall mean an addition to the marginal value of Unforced Capacity 

within an LDA as necessary to reflect the price of Capacity Resources required to relieve 

applicable binding locational constraints.  

 

2.41 Locational Reliability Charge 

 

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

Agreement.  

 

2.41A Locational UCAP 

 

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

capacity sells in a bilateral transaction to a Member that previously committed capacity through 

an RPM Auction but now requires replacement capacity to fulfill its RPM Auction commitment.  

The Locational UCAP Seller retains responsibility for performance of the resource providing 

such replacement capacity.   

 

2.41B Locational UCAP Seller 

 

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

 

2.41C Market Seller Offer Cap 

 

“Market Seller Offer Cap” shall mean a maximum offer price applicable to certain Market 

Sellers under certain conditions, as determined in accordance with section 6 of Attachment DD 

and section II.E of Attachment M - Appendix.    

 

2.41D Minimum Annual  Resource Requirement 
 

“Minimum Annual Resource Requirement” shall mean the minimum amount of capacity that 

PJM will seek to procure from Annual Resources for the PJM Region and for each Locational 

Deliverability Area for which the Office of the Interconnection is required under section 5.10(a) 

of this Attachment DD 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 Extended Summer Demand Resource Reliability Target for the RTO in 

Unforced Capacity].  For an LDA, the Minimum Annual Resource Requirement shall be equal to 

the LDA Reliability Requirement minus [the LDA CETL] minus [the Extended Summer 

Demand Resource Reliability Target for such LDA in Unforced Capacity]. The LDA CETL may 

be adjusted pro rata for the amount of load served under the FRR Alternative. 

 

 

2.41E Minimum Extended Summer Resource Requirement 
 

“Minimum Extended Summer Resource Requirement” shall mean the minimum amount of 

capacity that PJM will seek to procure from Extended Summer Demand Resources and Annual 
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Resources for the PJM Region and for each Locational Deliverability Area for which the Office 

of the Interconnection is required under section 5.10(a) of this Attachment DD to establish a 

separate VRR Curve for such Delivery Year.  For the 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. 

 

 

2.42 Net Cost of New Entry   

 

“Net Cost of New Entry” shall mean the Cost of New Entry minus the Net Energy and Ancillary 

Service Revenue Offset, as defined in Section 5. 

 

2.43 Nominated Demand Resource Value  

 

“Nominated Demand Resource Value” shall mean the amount of load reduction that a Demand 

Resource commits to provide either through direct load control, firm service 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. 

 

2.43A Nominated Energy Efficiency Value  

 

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

Efficiency Resource commits to provide through installation of more efficient devices or 

equipment or implementation of more efficient processes or systems. 

 

2.44 Nominated ILR Value 

 

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

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

programs. For ILR, the maximum Nominated ILR Capacity Value is limited, in accordance with 

the PJM Manuals, to the value appropriate for the method by which the load reduction would be 

accomplished, at the time the ILR is certified. 

 

2.45 Opportunity Cost 

 

“Opportunity Cost” shall mean a component of the Market Seller Offer Cap calculated in 

accordance with section 6. 

 

2.46 Peak-Hour Dispatch 
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“Peak-Hour Dispatch” shall mean, for purposes of calculating the Energy and Ancillary Services 

Revenue Offset under section 5 of this Attachment, an assumption, as more fully set forth in the 

PJM Manuals, that the Reference Resource is committed in the Day-Ahead 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) 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-

Ahead Energy Market under the above conditions based on Day-Ahead LMPs, is dispatched in 

the Real-Time Energy Market for such block if the Real-Time LMP is greater than or equal to 

the cost to generate under the same conditions as described above for the Day-Ahead Energy 

Market.   

 

2.47 Peak Season 

 

“Peak Season” shall mean the weeks containing the 24th through 36th Wednesdays of the 

calendar year.  Each such week shall begin on a Monday and end on the following Sunday, 

except for the week containing the 36th Wednesday, which shall end on the following Friday. 

 

2.48 Percentage Internal Resources Required 

 

“Percentage Internal Resources Required” shall have the meaning specified in the Reliability 

Assurance Agreement. 

 

2.49 Planned Demand Resource 

 

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

Agreement. 

 

2.50 Planned External Generation Capacity Resource 
 

“Planned External Generation Capacity Resource” shall have the meaning specified in the 

Reliability Assurance Agreement. 

 

2.50A Planned Generation Capacity Resource 

 

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

Assurance Agreement. 

 

2.51 Planning Period 

  

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

 

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

 

2.53 PJM Region Installed Reserve Margin 

 

“PJM Region Installed Reserve Margin” shall have the meaning specified in the Reliability 

Assurance Agreement. 

 

2.54 PJM Region Peak Load Forecast 

 

“PJM Region Peak Load Forecast” shall mean the peak load forecast used by the Office of the 

Interconnection in determining the PJM Region Reliability Requirement, and shall be determined 

on both a preliminary and final basis as set forth in section 5.   

 

2.55 PJM Region Reliability Requirement  

 

“PJM Region Reliability Requirement” shall mean, for purposes of the Base Residual Auction, 

the Forecast Pool Requirement multiplied by the Preliminary PJM Region Peak Load Forecast, 

less the sum of all Preliminary Unforced Capacity Obligations of FRR Entities in the PJM 

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, and less any necessary adjustment for 

Price Responsive Demand proposed in a PRD Plan or committed following an RPM Auction (as 

applicable) for such Delivery Year. 

 

2.56 Projected PJM Market Revenues 

 

“Projected PJM Market Revenues” shall mean a component of the Market Seller Offer Cap 

calculated in accordance with section 6. 

 

2.57 Qualifying Transmission Upgrade  

 

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

Transmission System that: (a) will increase the Capacity Emergency Transfer Limit into an LDA 

by a megawatt quantity certified by the Office of the Interconnection; (b) the Office of the 

Interconnection has determined will be in service on or before the commencement of the first 

Delivery Year for which such upgrade is the subject of a Sell Offer in the Base Residual 

Auction; (c) is the subject of a Facilities Study Agreement executed before the conduct of the 

Base Residual Auction for such Delivery Year and (d) a New Service Customer is obligated to 

fund through a rate or charge specific to such facility or upgrade. 

 

2.58 Reference Resource 

 

“Reference Resource” shall mean a combustion turbine generating station, configured with two 

General Electric Frame 7FA turbines with inlet air cooling to 50 degrees, Selective Catalytic 

Reduction technology in CONE Areas 1, 2, 3, and 4, dual fuel capability, and a heat rate of 

10.096 Mmbtu/ MWh.  
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2.59 Reliability Assurance Agreement 

 

“Reliability Assurance Agreement” shall mean that certain “Reliability Assurance Agreement 

Among Load-Serving Entities in the PJM Region,” on file with FERC as PJM Interconnection, 

L.L.C. Rate Schedule FERC No.44. 

 

2.60 Reliability Pricing Model Auction 

 

“Reliability Pricing Model Auction” or “RPM Auction” shall mean the Base Residual Auction or 

any Incremental Auction. 

 

2.61 Resource Substitution Charge 

 

“Resource Substitution Charge” shall mean a charge assessed on Capacity Market Buyers in an 

Incremental Auction to recover the cost of replacement Capacity Resources. 

 

2.61A Scheduled Incremental Auctions 

 

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

 

2.62 Second Incremental Auction 

 

“Second Incremental Auction” shall mean an Incremental Auction conducted ten months before 

the Delivery Year to which it relates.  

 

2.63 Sell Offer 

 

“Sell Offer” shall mean an offer to sell Capacity Resources in a Base Residual Auction, 

Incremental Auction, or Reliability Backstop Auction. 

 

2.64 [Reserved for Future Use] 

 

2.65 Self-Supply 

 

“Self-Supply” shall mean Capacity Resources secured by a Load-Serving Entity, by ownership 

or contract, outside a Reliability Pricing Model Auction, and used to meet obligations under this 

Attachment or the Reliability Assurance Agreement through submission in a Base Residual 

Auction or an Incremental Auction of a Sell Offer indicating such Market Seller’s intent that 

such Capacity Resource be Self-Supply.  Self-Supply may be either committed regardless of 

clearing price or submitted as a Sell Offer with a price bid. A Load Serving Entity's Sell Offer 

with a price bid for an owned or contracted Capacity Resource shall not be deemed “Self-

Supply,” unless it is designated as Self-Supply and used by the LSE to meet obligations under 

this Attachment or the Reliability Assurance Agreement. 

 

2.65A Short-Term Resource Procurement Target 
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“Short-Term Resource Procurement Target” shall mean, 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. 

 

2.65B Short-Term Resource Procurement Target Applicable Share  

 

“Short-Term Resource Procurement Target Applicable Share” shall mean: (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.  

 

 

2.66 Third Incremental Auction 

 

“Third Incremental Auction” shall mean an Incremental Auction conducted three months before 

the Delivery Year to which it relates. 

 

2.67 Transition Adder  

 

“Transition Adder” shall mean a component of a Sell Offer permitted for certain Capacity 

Market Sellers for the Transition Period, as set forth in section 17. 

 

2.68 Transition Period 

 

“Transition Period” shall mean the four-year period consisting of the Delivery Years 

commencing June 1, 2007, June 1, 2008, June 1, 2009, and June 1, 2010. 

 

 

2.69 Unforced Capacity 

 

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

 

2.69A Updated VRR Curve 

 

“Updated VRR Curve” shall mean the Variable Resource Requirement Curve as defined in 

section 5.10(a) of this Attachment for use in the Base Residual Auction of the relevant Delivery 

Year, updated to reflect the Short-term Resource Procurement Target applicable to the relevant 
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Incremental Auction and any change in the Reliability Requirement from the Base Residual 

Auction to such Incremental Auction. 

 

2.69B Updated VRR Curve Increment 

 

“Updated VRR Curve Increment” shall mean the portion of the Updated VRR Curve to the right 

of a vertical line at the level of Unforced Capacity on the x-axis of such curve equal to the net 

Unforced Capacity committed to the PJM Region as a result of all prior auctions conducted for 

such Delivery Year. 

 

2.69C  Updated VRR Curve Decrement 
 

“Updated VRR Curve Decrement” shall mean the portion of the Updated VRR Curve to the left 

of a vertical line at the level of Unforced Capacity on the x-axis of such curve equal to the net 

Unforced Capacity committed to the PJM Region as a result of all prior auctions conducted for 

such Delivery Year.   

 

2.70 Variable Resource Requirement Curve  

 

“Variable Resource Requirement Curve” shall mean a series of maximum prices that can be 

cleared in a Base Residual Auction for Unforced Capacity, corresponding to a series of varying 

resource requirements based on varying installed reserve margins, as determined by the Office of 

the Interconnection for the PJM Region and for certain Locational Deliverability Areas in 

accordance with the methodology provided in Section 5. 

 

2.71 Zonal Capacity Price 

  

“Zonal Capacity Price” shall mean the clearing price required in each Zone to meet the demand 

for Unforced Capacity and satisfy Locational Deliverability Requirements for the LDA or LDAs 

associated with such Zone.  If the Zone contains multiple LDAs with different Capacity 

Resource Clearing Prices, the Zonal Capacity Price shall be a weighted average of the Capacity 

Resource Clearing Prices for such LDAs, weighted by the Unforced Capacity of Capacity 

Resources cleared in each such LDA. 



Page 16 

5.10 Auction Clearing Requirements 

 

The Office of the Interconnection shall clear each Base Residual Auction and Incremental 

Auction for a Delivery Year in accordance with the following: 

 

 a) Variable Resource Requirement Curve  

 

The Office of the Interconnection shall determine Variable Resource Requirement Curves for the 

PJM Region and for such Locational Deliverability Areas as determined appropriate in 

accordance with subsection (a)(iii) for such Delivery Year to establish the level of Capacity 

Resources that will provide an acceptable level of reliability consistent with the Reliability 

Principles and Standards. It is recognized that the variable resource requirement reflected in the 

Variable Resource Requirement Curve can result in an optimized auction clearing in which the 

level of Capacity Resources committed for a Delivery Year exceeds the PJM Region Reliability 

Requirement (less the Forecast RTO ILR Obligation for Delivery Years through May 31, 2012, 

or less the Short-Term Resource Procurement Target for Delivery Years thereafter) or Locational 

Deliverability Area Reliability Requirement (less the Forecast Zonal ILR Obligation for Delivery 

Years through May 31, 2012, or less the Short-Term Resource Procurement Target for Delivery 

Years thereafter for the Zones associated with such LDA) for such Delivery Year. For any 

auction, the Updated Forecast Peak Load, and Short-Term Resource Procurement Target 

applicable to such auction, shall be used, and Price Responsive Demand from any applicable 

approved PRD Plan, including any associated PRD Reservation Prices, shall be reflected in the 

derivation of the Variable Resource Requirement Curves, in accordance with the methodology 

specified in the PJM Manuals. 

 

i) Methodology to Establish the Variable Resource Requirement Curve  

 

Prior to the Base Residual Auction, in accordance with the schedule in the PJM Manuals, the 

Office of the Interconnection shall establish the Variable Resource Requirement Curve for the 

PJM Region as follows: 

 

 Each Variable Resource Requirement Curve shall be plotted on a graph on 

which Unforced Capacity is on the x-axis and price is on the y-axis; 

 

 The Variable Resource Requirement Curve for the PJM Region shall be 

plotted by first combining (i) a horizontal line from the y-axis to point (1), 

(ii) a straight line connecting points (1) and (2), (iii) a straight line 

connecting points (2) and (3), and (iv) a vertical line from point (3) to the 

x-axis, where: 

 

 For point (1), price equals: {the greater of [the Cost of New Entry] 

or [1.5 times (the Cost of New Entry minus the Net Energy and 

Ancillary Service Revenue Offset)]} divided by (one minus the 

pool-wide average EFORd) and Unforced Capacity equals: [the 

PJM Region Reliability Requirement multiplied by (100% plus the 

approved PJM Region Installed Reserve Margin (“IRM”)%  minus 
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3%) divided by (100% plus IRM%)] minus the Forecast RTO ILR 

Obligation for Delivery Years through May 31, 2012 or less the 

Short-Term Resource Procurement Target for Delivery Years 

thereafter;  

 

 For point (2), price equals: (the Cost of New Entry minus the Net 

Energy and Ancillary Service Revenue Offset) divided by (one 

minus the pool-wide average EFORd) and Unforced Capacity 

equals: [the PJM Region Reliability Requirement multiplied by 

(100% plus IRM% plus 1%) divided by (100% plus IRM%)] 

minus the Forecast RTO ILR Obligation for Delivery Years 

through May 31, 2012 or less the Short-Term Resource 

Procurement Target for Delivery Years thereafter; and 

 

 For point (3), price equals [0.2 times (the Cost of New Entry minus 

the Net Energy and Ancillary Service Revenue Offset)] divided by 

(one minus the pool-wide average EFORd) and Unforced Capacity 

equals: [the PJM Region Reliability Requirement multiplied by 

(100% plus IRM% plus 5%) divided by (100% plus IRM%)] 

minus the Forecast RTO ILR Obligation for Delivery Years 

through May 31, 2012 or less the Short-Term Resource 

Procurement Target for Delivery Years thereafter;  

 

ii) For any Delivery Year, the Office of the Interconnection shall establish a 

separate Variable Resource Requirement Curve for each LDA for which: 

 

A. the Capacity Emergency Transfer Limit is less than 1.15 times the 

Capacity Emergency Transfer Objective, as determined by the Office of 

the Interconnection in accordance with NERC and Applicable Regional 

Reliability Council guidelines; or 

 

B. such LDA had a Locational Price Adder in any one or more of the three 

immediately preceding Base Residual Auctions; or 

 

C. such LDA is determined in a preliminary analysis by the Office of the 

Interconnection to be likely to have a Locational Price Adder, based on 

historic offer price levels; provided however that for the Base Residual 

Auction conducted for the Delivery Year commencing on June 1, 2012, 

the EMAAC, SWMAAC and MAAC LDAs shall employ separate 

Variable Resource Requirement Curves regardless of the outcome of the 

above three tests; and provided further that the Office of the 

Interconnection may establish a separate Variable Resource Requirement 

Curve for an LDA not otherwise qualifying under the above three tests if it 

finds that such is required to achieve an acceptable level of reliability 

consistent with the Reliability Principles and Standards, in which case the 

Office of the Interconnection shall post such finding, such LDA, and such 
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Variable Resource Requirement Curve on its internet site no later than the 

March 31 last preceding the Base Residual Auction for such Delivery 

Year.  The same process as set forth in subsection (a)(i) shall be used to 

establish the Variable Resource Requirement Curve for any such LDA, 

except that the Locational Deliverability Area Reliability Requirement for 

such LDA shall be substituted for the PJM Region Reliability 

Requirement and the LDA Short-Term Resource Procurement Target shall 

be substituted for the PJM Region Short-Term Resource Procurement 

Target.  For purposes of calculating the Capacity Emergency Transfer 

Limit under this section, all generation resources located in the PJM 

Region that are, or that qualify to become, Capacity Resources, shall be 

modeled at their full capacity rating, regardless of the amount of capacity 

cleared from such resource for the immediately preceding Delivery Year. 

 

iii) Procedure for ongoing review of Variable Resource Requirement Curve 

shape. 

 

Beginning no later than for the Delivery Year that commences June 1, 2015, and continuing no 

later than for every third Delivery Year thereafter, the Office of the Interconnection shall 

perform a review of the shape of the Variable Resource Requirement Curve, as established by 

the requirements of the foregoing subsection.  Such analysis shall be based on simulation of 

market conditions to quantify the ability of the market to invest in new Capacity Resources and 

to meet the applicable reliability requirements on a probabilistic basis.  Based on the results of 

such review, PJM shall prepare a recommendation to either modify or retain the existing 

Variable Resource Requirement Curve shape.  The Office of the Interconnection shall post the 

recommendation and shall review the recommendation through the stakeholder process to solicit 

stakeholder input. If a modification of the Variable Resource Requirement Curve shape is 

recommended, the following process shall be followed:   

 

A) If the Office of the Interconnection determines that the Variable 

Resource Requirement Curve shape should be modified, Staff of 

the Office of the Interconnection shall propose a new Variable 

Resource Requirement Curve shape on or before September 1, 

prior to the conduct of the Base Residual Auction for the first 

Delivery Year in which the new values would be applied.   

 

B) The PJM Members shall review the proposed modification to the 

Variable Resource Requirement Curve shape. 

 

C) The PJM Members shall either vote to endorse the proposed 

modification, to propose alternate modifications or to recommend 

no modification by October 31, prior to the conduct of the Base 

Residual Auction for the first Delivery Year in which the new 

values would be applied. 
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D) The PJM Board of Managers shall consider a proposed 

modification to the Variable Resource Requirement Curve shape, 

and the Office of the Interconnection shall file any approved 

modified Variable Resource Requirement Curve shape with the 

FERC by December 1, prior to the conduct of the Base Residual 

Auction for the first Delivery Year in which the new values would 

be applied. 

 

iv) Cost of New Entry  

 

A) For the Delivery Year commencing on June 1, 2012, and 

continuing thereafter unless and until changed pursuant to 

subsection (B) below, the Cost of New Entry for the PJM Region 

shall be $112,868 per MW-year.  The Cost of New Entry for each 

LDA shall be determined based upon the Transmission Owner 

zones that comprise such LDA, as provided in the table below.  If 

an LDA combines transmission zones with differing Cost of New 

Entry values, the lowest such value shall be used. 

  

 

Geographic Location Within the 

PJM Region Encompassing These 

Zones 

Cost of New Entry 

in $/MW-Year 

PS, JCP&L, AE, PECO, DPL, RECO 

(“CONE Area 1”) 

 134,000122,040 

BGE, PEPCO (“CONE Area 2”)  123,700112,868 

AEP, Dayton, ComEd, APS, DQL, 

ATSI, DEOK (“CONE Area 3”) 

123,500 115,479 

PPL, MetEd, Penelec (“CONE Area 

4”) 

130,100112,868 

Dominion (“CONE Area 5”) 111,000112,868 

 

B) Beginning with the 2013-2014 Delivery Year, the CONE shall be 

adjusted to reflect changes in generating plant construction costs 

based on changes in the Applicable H-W Index, in accordance with 

the following:   

 

  (1)     The Applicable H-W Index for any Delivery Year shall be  the most 

recently published twelve-month change, at the time CONE values are required to be posted for 

the Base Residual Auction for such Delivery Year, in the Total Other Production Plant Index 

shown in the Handy-Whitman Index of Public Utility Construction Costs for the North Atlantic 

Region for purposes of CONE Areas 1, 2, and 4, for the North Central Region for purposes of 

CONE Area 3, and for the South Atlantic Region for purposes of CONE Area 5.  
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  (2) The CONE in a CONE Area shall be adjusted prior to the Base Residual 

Auction for each Delivery Year by applying the Applicable H-W Index for such CONE Area to 

the Benchmark CONE for such CONE Area. 

 

  (3) The Benchmark CONE for a CONE Area shall be the CONE used for 

such CONE Area in the Base Residual Auction for the prior Delivery Year.   

 

  (4) Notwithstanding the foregoing, CONE values for any CONE Area for any 

Delivery Year shall be subject to amendment pursuant to appropriate filings with FERC under 

the Federal Power Act, including, without limitation, any filings resulting from the process 

described in section 5.10(a)(vii)(C) or any filing to establish new or revised CONE Areas. 

 

 v) Net Energy and Ancillary Services Revenue Offset  

 

A) The Office of the Interconnection shall determine the Net Energy 

and Ancillary Services Revenue Offset each year for  the PJM 

Region as (A) the annual average of the revenues that would have 

been received by the Reference Resource from the PJM energy 

markets during a period of three consecutive calendar years 

preceding the time of the determination, based on (1) the heat rate 

and other characteristics of such Reference Resource; (2)  fuel 

prices reported during such period at an appropriate pricing point 

for the PJM Region with a fuel transmission adder appropriate for 

such region, as set forth in the PJM Manuals, assumed variable 

operation and maintenance expenses for such resource of $6.47 per 

MWh, and actual PJM hourly average Locational Marginal Prices 

recorded in the PJM Region during such period; and (3) an 

assumption that the Reference Resource would be dispatched for 

both the Day-Ahead and Real-Time Energy Markets on a Peak-

Hour Dispatch basis; plus (B) ancillary service revenues of $2,199 

per MW-year.   

 

B) The Office of the Interconnection also shall determine a Net 

Energy and Ancillary Service Revenue Offset each year for each 

sub-region of the PJM Region for which the Cost of New Entry is 

determined as identified above, using the same procedures and 

methods as set forth in the previous subsection; provided, however, 

that:  (1) the average hourly LMPs for the Zone in which the 

Reference Resource was assumed to be installed for purposes of 

the CONE estimate (as specified in the PJM Manuals) shall be 

used in place of the PJM Region average hourly LMPs; (2) if such 

sub-region was not integrated into the PJM Region for the entire 

applicable period, then the offset shall be calculated using only 

those whole calendar years during which the sub-region was 

integrated; and (3) a posted fuel pricing point in such sub-region, if 

available, and (if such pricing point is not available) a fuel 
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transmission adder appropriate to each assumed Cost of New Entry 

location from an appropriate PJM Region pricing point shall be 

used for each such sub-region.   

 

vi) Adjustment to Net Energy and Ancillary Services Revenue Offset 

 

Beginning with the Base Residual Auction scheduled for May 2010, the Net Energy and 

Ancillary Services Revenue Offset for a CONE Area shall be adjusted following any Delivery 

Year during which Scarcity Pricing was effective in such CONE Area pursuant to the Scarcity 

Pricing provisions of section 6A of Schedule 1 to the PJM Operating Agreement.  Following 

each Delivery Year, the Scarcity Pricing revenues the Reference Resource in each CONE Area 

would have received during such Delivery Year shall be calculated based on the assumed heat 

rate and other characteristics of the Reference Resource, assumed Peak-Hour Dispatch, and the 

actual locational marginal prices and actual fuel prices during the Delivery Year for the 

applicable location, which shall be the transmission zone in which such resource was assumed to 

be installed for purposes of the estimate of CONE applicable to such CONE Area.  The Scarcity 

Pricing revenues so determined shall be subtracted from the Net CONE otherwise calculated for 

such CONE Area for use in the Base Residual Auction next occurring after the Delivery Year in 

which Scarcity Pricing was effective in such CONE Area. 

 

vii) Process for Establishing Parameters of Variable Resource Requirement 

Curve  

 

A) The parameters of the Variable Resource Requirement Curve will 

be established prior to the conduct of the Base Residual Auction 

for a Delivery Year and will be used for such Base Residual 

Auction. 

 

B) The Office of the Interconnection shall determine the PJM Region 

Reliability Requirement and the Locational Deliverability Area 

Reliability Requirement for each Locational Deliverability Area 

for which a Variable Resource Requirement Curve has been 

established for such Base Residual Auction on or before February 

1, prior to the conduct of the Base Residual Auction for the first 

Delivery Year in which the new values will be applied, in 

accordance with the Reliability Assurance Agreement.   

 

C) Beginning no later than for the Delivery Year that commences 

June 1, 2015, and continuing no later than for every third Delivery 

Year thereafter, the Office of the Interconnection shall review the 

calculation of the Cost of New Entry for each CONE Area.  

 

1) If the Office of the Interconnection determines that the Cost 

of New Entry values should be modified, the Staff of the 

Office of the Interconnection shall propose new Cost of 

New Entry values on or before September 1, prior to the 
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conduct of the Base Residual Auction for the first Delivery 

Year in which the new values would be applied. 

 

2) The PJM Members shall review the proposed values. 

 

3) The PJM Members shall either vote to endorse the 

proposed values or propose alternate values by October 31, 

prior to the conduct of the Base Residual Auction for the 

first Delivery Year in which the new values would be 

applied. 

 

4) The PJM Board of Managers shall consider Cost of New 

Entry values, and the Office of the Interconnection shall 

file any approved modified Cost of New Entry values with 

the FERC by December 1, prior to the conduct of the Base 

Residual Auction for the first Delivery Year in which the 

new values would be applied. 

 

D) Beginning no later than for the Delivery Year that commences 

June 1, 2015, and continuing no later than for every third Delivery 

Year thereafter, the Office of the Interconnection shall review the 

methodology set forth in this Attachment for determining the Net 

Energy and Ancillary Services Revenue Offset for the PJM Region 

and for each Zone. 

 

1) If the Office of the Interconnection determines that the Net 

Energy and Ancillary Services Revenue Offset 

methodology should be modified, Staff of the Office of the 

Interconnection shall propose a new Net Energy and 

Ancillary Services Revenue Offset methodology on or 

before September 1, prior to the conduct of the Base 

Residual Auction for the first Delivery Year in which the 

new methodology would be applied.   

 

2) The PJM Members shall review the proposed methodology. 

 

3) The PJM Members shall either vote to endorse the 

proposed methodology or propose an alternate 

methodology by October 31, prior to the conduct of the 

Base Residual Auction for the first Delivery Year in which 

the new methodology would be applied. 

 

4) The PJM Board of Managers shall consider the Net 

Revenue Offset methodology, and the Office of the 

Interconnection shall file any approved modified Net 

Energy and Ancillary Services Revenue Offset values with 



Page 23 

the FERC by December 1, prior to the conduct of the Base 

Residual Auction for the first Delivery Year in which the 

new values would be applied.  

 

  b) Locational Requirements 

 

The Office of Interconnection shall establish locational requirements prior to the Base Residual 

Auction to quantify the amount of Unforced Capacity that must be committed in each Locational 

Deliverability Area, in accordance with the PJM Reliability Assurance Agreement. 

 

c) Minimum Annual Resource Requirements 

 

Prior to the Base Residual Auction and each Incremental Auction for each Delivery Year, 

beginning with the Delivery Year that starts on June 1, 2014, the Office of the Interconnection 

shall establish the Minimum Annual Resource Requirement and the Minimum Extended 

Summer Resource Requirement for the PJM Region and for each Locational Deliverability Area 

for which the Office of the Interconnection is required under section 5.10(a) of this Attachment 

DD to establish a separate VRR Curve for such Delivery Year.  

 

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

 

The Office of the Interconnection shall establish the Preliminary PJM Region Load Forecast for 

the Delivery Year in accordance with the PJM Manuals by February 1, prior to the conduct of the 

Base Residual Auction for such Delivery Year.   

 

 e) Updated PJM Region Peak Load Forecasts for Incremental Auctions 

 

The Office of the Interconnection shall establish the updated PJM Region Peak Load Forecast for 

a Delivery Year in accordance with the PJM Manuals by February 1, prior to the conduct of the 

First, Second, and Third Incremental Auction for such Delivery Year. 
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5.14 Clearing Prices and Charges 

 

 a) Capacity Resource Clearing Prices  

 

For each Base Residual Auction and Incremental Auction, the Office of the Interconnection shall 

calculate a clearing price to be paid for each megawatt-day of Unforced Capacity that clears in 

such auction.  The Capacity Resource Clearing Price for each LDA will be the sum of the 

following:  (1) the marginal value of system capacity for the PJM Region, without considering 

locational constraints, (2) the Locational Price Adder, if any in such LDA, (3) the Annual 

Resource Price Adder, if any, and (4) the Extended Summer Resource Price Adder, if any, all as 

determined by the Office of the Interconnection based on the optimization algorithm.   If a 

Capacity Resource is located in more than one Locational Deliverability Area, it shall be paid the 

highest Locational Price Adder in any applicable LDA in which the Sell Offer for such Capacity 

Resource cleared. The Annual Resource Price Adder is applicable for Annual Resources only.  

The Extended Summer Resource Price Adder is applicable for Annual Resources and Extended 

Summer Demand Resources.   

 

 b) Resource Make-Whole Payments 

 

If a Sell Offer specifies a minimum block, and only a portion of such block is needed to clear the 

market in a Base Residual or Incremental Auction, the MW portion of such Sell Offer needed to 

clear the market shall clear, and such Sell Offer shall set the marginal value of system capacity.  

In addition, the Capacity Market Seller shall receive a Resource Make-Whole Payment equal to 

the Capacity Resource Clearing Price in such auction times the difference between the Sell 

Offer's minimum block MW quantity and the Sell Offer's cleared MW quantity.  The cost for any 

such Resource Make-Whole Payments required in a Base Residual Auction or Incremental 

Auction for adjustment of prior capacity commitments shall be collected pro rata from all LSEs 

in the LDA in which such payments were made, based on their Daily Unforced Capacity 

Obligations. The cost for any such Resource Make-Whole Payments required in an Incremental 

Auction for capacity replacement shall be collected from all Capacity Market Buyers in the LDA 

in which such payments were made, on a pro-rata basis based on the MWs purchased in such 

auction. 

 

 c) New Entry Price Adjustment  

 

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

Resource that clears in the BRA for a Delivery Year may, at its election, submit Sell Offers with 

a New Entry Price Adjustment in the BRAs for the two immediately succeeding Delivery Years 

if: 

 

1. Such Capacity Market Seller provides notice of such election at the time it 

submits its Sell Offer for such resource in the BRA for the first Delivery Year for which such 

resource is eligible to be considered a Planned Generation Capacity Resource; 
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2. All or any part of a Sell Offer from the Planned Generation Capacity 

Resource submitted in accordance with section 5.14(c)(1) is the marginal Sell Offer that sets the 

Capacity Resource Clearing Price for the LDA. 

 

3. Acceptance of all or any part of a Sell Offer that meets the conditions in 

section 5.14(c)(1)-(2) in the BRA increases the total Unforced Capacity committed in the BRA 

(including any minimum block quantity) for the LDA in which such Resource will be located 

from a megawatt quantity below the LDA Reliability Requirement to a megawatt quantity at or 

above a megawatt quantity at the price-quantity point on the VRR Curve at which the price is 

0.40 times the applicable Net CONE divided by (one minus the pool-wide average EFORd); and 

 

4. Such Capacity Market Seller submits Sell Offers in the BRA for the two 

immediately succeeding Delivery Years for the entire Unforced Capacity of such Generation 

Capacity Resource committed in the first BRA under section 5.14(c)(1)-(2) equal to the lesser of: 

A) the price in such seller’s Sell Offer for the BRA in which such resource qualified as a Planned 

Generation Capacity Resource that satisfies the conditions in section 5.14(c)(1)-(3); or B) 0.90 

times the Net CONE applicable in the first BRA in which such Planned Generation Capacity 

Resource meeting the conditions in section 5.14(c)(1)-(3) cleared, on an Unforced Capacity 

basis, for such LDA. 

 

5. If the Sell Offer is submitted consistent with section 5.14(c)(1)-(4) the 

foregoing conditions, then: 

 

(i) in the first Delivery Year, the Resource sets the Capacity Resource 

Clearing Price for the LDA and all cleared resources in the LDA receive 

the Capacity Resource Clearing Price set by the Sell Offer as the marginal 

offer, in accordance with sections 5.12(a) and 5.14(a).  

 

(ii) in either of the subsequent two BRAs, if any part of the Sell Offer from 

the Resource clears, it shall receive the Capacity Resource Clearing Price 

for such LDA for its cleared capacity and for any additional minimum 

block quantity pursuant to section 5.14(b); or 

 

(iii) if the Resource does not clear, it shall be deemed resubmitted at the 

highest price per MW-day at which the megawatt quantity of Unforced 

Capacity of such Resource that cleared the first-year BRA will clear the 

subsequent-year BRA pursuant to the optimization algorithm described in 

section 5.12(a) of this Attachment, and  

 

(iv) the resource with its Sell Offer submitted shall clear and shall be 

committed to the PJM Region in the amount cleared, plus any additional 

minimum-block quantity from its Sell Offer for such Delivery Year, but 

such additional amount shall be no greater than the portion of a minimum-

block quantity, if any, from its first-year Sell Offer satisfying section 

5.14(c)(1)-(3) that is entitled to compensation pursuant to section 5.14(b) 

of this Attachment; and 
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(v) the Capacity Resource Clearing Price, and the resources cleared, shall be 

re-determined to reflect the resubmitted Sell Offer.  In such case, the 

Resource for which the Sell Offer is submitted pursuant to section 

5.14(c)(1)-(4) shall be paid for the entire committed quantity at the Sell 

Offer price that it initially submitted in such subsequent BRA.  The 

difference between such Sell Offer price and the Capacity Resource 

Clearing Price (as well as any difference between the cleared quantity and 

the committed quantity), will be treated as a Resource Make-Whole 

Payment in accordance with Section 5.14(b).  Other capacity resources 

that clear the BRA in such LDA receive the Capacity Resource Clearing 

Price as determined in Section 5.14(a). 

 

6. The failure to submit a Sell Offer consistent with Section 5.14(c)(i)-(iii) in 

the BRA for Delivery Year 3 shall not retroactively revoke the New Entry Price Adjustment for 

Delivery Year 2.  However, the failure to submit a Sell Offer consistent with section 5.14(c)(4) 

in the BRA for Delivery Year 2 shall make the resource ineligible for the New Entry Pricing 

Adjustment for Delivery Years 2 and 3. 

 

7. For each Delivery Year that the foregoing conditions are satisfied, the 

Office of the Interconnection shall maintain and employ in the auction clearing for such LDA a 

separate VRR Curve, notwithstanding the outcome of the test referenced in Section 5.10(a)(ii) of 

this Attachment. 

 

8. On or before August 1, 2012, PJM shall file with FERC under FPA 

section 205, as determined necessary by PJM following a stakeholder process, tariff changes to 

establish a long-term auction process as a not unduly discriminatory means to provide adequate 

long-term revenue assurances to support new entry, as a supplement to or replacement of this 

New Entry Price Adjustment.    

 

 

 d) Qualifying Transmission Upgrade Payments 

 

A Capacity Market Seller that submitted a Sell Offer based on a Qualifying Transmission 

Upgrade that clears in the Base Residual Auction shall receive a payment equal to the Capacity 

Resource Clearing Price, including any Locational Price Adder, of the LDA into which the 

Qualifying Transmission Upgrade is to increase Capacity Emergency Transfer Limit, less the 

Capacity Resource Clearing Price, including any Locational Price Adder, of the LDA from 

which the upgrade was to provide such increased CETL, multiplied by the megawatt quantity of 

increased CETL cleared from such Sell Offer.  Such payments shall be reflected in the 

Locational Price Adder determined as part of the Final Zonal Capacity Price for the Zone 

associated with such LDAs, and shall be funded through a reduction in the Capacity Transfer 

Rights allocated to Load-Serving Entities under section 5.15, as set forth in that section.  

PJMSettlement shall be the Counterparty to any cleared capacity transaction resulting from a Sell 

Offer based on a Qualifying Transmission Upgrade.   
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 e) Locational Reliability Charge  

 

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

Reliability Charge (subject to certain offsets and other adjustments as described in sections 5.13, 

5.14A, and 5.15) equal to such LSE’s Daily Unforced Capacity Obligation in a Zone during such 

Delivery Year multiplied by the applicable Final Zonal Capacity Price in such Zone.  

PJMSettlement shall be the Counterparty to the LSEs’ obligations to pay, and payments of, 

Locational Reliability Charges. 

 

 f) The Office of the Interconnection shall determine Zonal Capacity Prices in 

accordance with the following, based on the optimization algorithm: 

 

i) The Office of the Interconnection shall calculate and post the Preliminary 

Zonal Capacity Prices for each Delivery Year following the Base Residual Auction for such 

Delivery Year. The Preliminary Zonal Capacity Price for each Zone shall be the sum of: 1) the 

marginal value of system capacity for the PJM Region, without considering locational 

constraints; 2) the Locational Price Adder, if any, for the LDA in which such Zone is located; 

provided however, that if the Zone contains multiple LDAs with different Capacity Resource 

Clearing Prices, the Zonal Capacity Price shall be a weighted average of the Capacity Resource 

Clearing Prices for such LDAs, weighted by the Unforced Capacity of Capacity Resources 

cleared in each such LDA; 3) an adjustment, if required, to account for adders paid to Annual 

Resources and Extended Summer Demand Resources in the LDA for which the zone is located; 

and 4) an adjustment, if required, to account for Resource Make-Whole Payments, all as 

determined in accordance with the optimization algorithm. 

 

ii) The Office of the Interconnection shall calculate and post the Adjusted 

Zonal Capacity Price following each Incremental Auction.  The Adjusted Zonal Capacity Price 

for each Zone shall equal the sum of:  (1) the average marginal value of system capacity 

weighted by the Unforced Capacity cleared in all auctions previously conducted for such 

Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); (2) the 

average Locational Price Adder weighted by the Unforced Capacity cleared in all auctions 

previously conducted for such Delivery Year (excluding any Unforced Capacity cleared as 

replacement capacity); (3) an adjustment, if required, to account for adders paid to Annual 

Resources and Extended Summer Demand Resources for all auctions previously conducted for 

such Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); and (4) 

an adjustment, if required, to account for Resource Make-Whole Payments for all actions 

previously conducted (excluding any Resource Make-Whole Payments to be charged to the 

buyers of replacement capacity). The Adjusted Zonal Capacity Price may decrease if Unforced 

Capacity is decommitted or the Resource Clearing Price decreases in an Incremental Auction.  

 

iii) The Office of the Interconnection shall, through May 31, 2012, calculate 

and post the Final Zonal Capacity Price after all ILR resources are certified for the Delivery 

Years and, thereafter, shall calculate and post such price after the final auction is held for such 

Delivery Year, as set forth above.  The Final Zonal Capacity Price for each Zone shall equal the 

Adjusted Zonal Capacity Price, as further adjusted (for the Delivery Years through May 31, 

2012) to reflect the certified ILR compared to the ILR Forecast previously used for such 
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Delivery Year, and any decreases in the Nominated Demand Resource Value of any existing 

Demand Resource cleared in the Base Residual Auction and Second Incremental Auction.  For 

such purpose, for the three consecutive Delivery Years ending May 31, 2012 only, the Forecast 

ILR allocated to loads located in the AEP transmission zone that are served under the Reliability 

Pricing Model shall be in proportion for each such year to the load ratio share of such RPM loads 

compared to the total peak loads of such zone for such year; and any remaining ILR Forecast that 

otherwise would be allocated to such loads shall be allocated to all Zones in the PJM Region pro 

rata based on their Preliminary Zonal Peak Load Forecasts.  

 

 g) Resource Substitution Charge 

 

Each Capacity Market Buyer in an Incremental Auction securing replacement capacity shall pay 

a Resource Substitution Charge equal to the Capacity Resource Clearing Price resulting from 

such auction multiplied by the megawatt quantity of Unforced Capacity purchased by such 

Market Buyer in such auction.  

 

 h) Minimum Offer Price Rule for Certain Planned Generation Capacity Resources  

 

(1) For purposes of this section, the Net Asset Class Costs of New Entry shall 

be asset-class estimates of competitive, cost-based nominal levelized Cost of New Entry, net of 

energy and ancillary service revenues.  Determination of the gross Cost of New Entry component 

of the Net Asset Class Cost of New Entry shall be consistent with the methodology used to 

determine the Cost of New Entry set forth in Section 5.10(a)(iv)(A) of this Attachment.  The 

gross Cost of New Entry component of Net Asset Class Cost of New Entry shall be, for purposes 

of the Delivery Year commencing on June 1, 2014, the values indicated in the table below for 

each CONE Area for a combustion turbine generator (“CT”) and a combined cycle generator 

(“CC”), respectively, and shall be adjusted for subsequent Delivery Years in accordance with 

subsection (h)(2) below.  The estimated energy and ancillary service revenues for each type of 

plant shall be determined as described in subsection (h)(3) below.  Notwithstanding the 

foregoing, the Net Asset Class Cost of New Entry shall be zero for: (i) Sell Offers based on 

nuclear, coal or Integrated Gasification Combined Cycle facilities; or (ii) Sell Offers based on 

hydroelectric, wind, or solar facilities.  

 

 

 CONE Area 1 CONE Area 2 CONE Area 3 CONE Area 4 CONE Area 5 

CT 

$/MW-

yr 

134,000138,646 123,7000128,226 123,500131,681 130,100128,226 111,000128,340 

CC 

$/MW-

yr 

168,200175,250 147,600154,870 162,200164,375 161,800154,870 143,800154,870 

 

(2) Beginning with the Delivery Year that begins on June 1, 2015, the Cost of 

New Entry component of the Net Asset Class Cost of New Entry shall be adjusted to reflect 

changes in generating plant construction costs based on changes in the Applicable H-W Index, in 

the same manner as set forth for the cost of new entry in section 5.10(a)(iv)(B), provided, 
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however, that nothing herein shall preclude the Office of the Interconnection from filing to 

change the Net Asset Class Cost of New Entry for any Delivery Year pursuant to appropriate 

filings with FERC under the Federal Power Act. 

 

(3) For purposes of this provision, the net energy and ancillary services 

revenue estimate for a combustion turbine generator shall be that determined by section 

5.10(a)(v)(A) of this Attachment DD, provided that the energy revenue estimate for each CONE 

Area shall be based on the Zone within such CONE Area that has the highest energy revenue 

estimate calculated under the methodology in that subsection.  The net energy and ancillary 

services revenue estimate for a combined cycle generator shall be determined in the same 

manner as that prescribed for a combustion turbine generator in the previous sentence, except 

that the heat rate assumed for the combined cycle resource shall be 6.722 MMbtu/Mwh, the 

variable operations and maintenance expenses for such resource shall be $3.23 per MWh, the 

Peak-Hour Dispatch scenario for both the Day-Ahead and Real-Time Energy Markets shall be 

modified to dispatch the CC resource continuously during the full peak-hour period, as described 

in section 2.46, for each such period that the resource is economic (using the test set forth in such 

section), rather than only during the four-hour blocks within such period that such resource is 

economic, and the ancillary service revenues shall be $3198 per MW-year. 

 

(4) Any Sell Offer that is based on  

 

(i) a Planned Generation Capacity Resource located in the PJM 

Region that is submitted in an RPM Auction for a Delivery Year unless a Sell Offer based 

on that resource has cleared an RPM Auction for that or any prior Delivery Year, or 

until a Sell Offer based on that resource clears an RPM auction for that or any 

subsequent Delivery Year; or 

 

(ii)  a Planned External Generation Capacity Resource that requires 

sufficient transmission investment for delivery to the PJM Region to indicate a long-term 

commitment to providing capacity to the PJM Region, for the first Delivery Year in which 

such resource qualifies as a Planned External Generation Capacity Resource, or 

submitted in any RPM Auction for that or any subsequent Delivery Year until an offer 

based on that resource first clears an RPM Auction,  

 

in any LDA for which a separate VRR Curve is established for use in the Base Residual Auction 

for the Delivery Year relevant to the RPM Auction in which such offer is submitted, and that is 

less than 90 percent of the applicable Net Asset Class Cost of New Entry or, if there is no 

applicable Net Asset Class Cost of New Entry, less than 70 percent of the Net Asset Class Cost 

of New Entry for a combustion turbine generator as provided in subsection (h)(1) above  shall be 

set to equal 90 percent of the applicable Net Asset Class Cost of New Entry (or set equal to 70 

percent of such cost for a combustion turbine, where there is no otherwise applicable net asset 

class figure), unless the Capacity Market Seller obtains the prior determination from the Office 

of the Interconnection described in subsection (5) hereof.  This provision applies to Sell Offers 

submitted in Incremental Auctions conducted after December 19, 2011, provided that the Net 

Asset Class Cost of New Entry values for any such Incremental Auctions for the 2012-13 or 
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2013-14 Delivery Years shall be the Net Asset Class Cost of New Entry values posted by the 

Office of the Interconnection for the Base Residual Auction for the 2014-15 Delivery Year.  

 

(5) A Sell Offer meeting the criteria in subsection (4) shall be permitted and 

shall not be re-set to the price level specified in that subsection if the Capacity Market Seller 

obtains a determination from the Office of the Interconnection prior to the RPM Auction in 

which it seeks to submit the Sell Offer, that such Sell Offer is permissible because it is consistent 

with the competitive, cost-based, fixed, net cost of new entry were the resource to rely solely on 

revenues from PJM-administered markets .  The following process and requirements shall apply 

to requests for such determinations: 

 

(i) The Capacity Market Seller may request such a determination at 

any time, but no later than 60 days prior to the auction in which it seeks to submit its Sell 

Offer, by submitting simultaneously to the Office of the Interconnection and the Market 

Monitoring Unit a request with full documentation as described below and in the PJM 

Manuals.  A Capacity Market Seller may request such a determination before the 

minimum offer level specified in subsection (4) is established for the relevant Delivery 

Year, based on the minimum offer level established for the prior Delivery Year or other 

reasonable estimate of the minimum offer level expected for the relevant Delivery Year.  

In such event, if the minimum offer level subsequently established for the relevant 

Delivery Year is less than the Sell Offer, the Sell Offer shall be permitted and no 

exception shall be required. 

 

(ii) As more fully set forth in the PJM Manuals, the Capacity Market 

Seller must include in its request for an exception under this subsection documentation to 

support the fixed development, construction, operation, and maintenance costs of the 

planned generation resource, as well as estimates of offsetting net revenues.  Estimates of 

costs or revenues shall be supported at a level of detail comparable to the cost and 

revenue estimates used to support the Net Asset Class Cost of New Entry established 

under this section 5.14(h).  As more fully set forth in the PJM Manuals, supporting 

documentation for project costs may include, as applicable and available, a complete 

project description; environmental permits; vendor quotes for plant or equipment; 

evidence of actual costs of recent comparable projects; bases for electric and gas 

interconnection costs and any cost contingencies; bases and support for property taxes, 

insurance, operations and maintenance (“O&M”) contractor costs, and other fixed O&M 

and administrative or general costs; financing documents for construction–period and 

permanent financing or evidence of recent debt costs of the seller for comparable 

investments; and the bases and support for the claimed capitalization ratio, rate of return, 

cost-recovery period, inflation rate, or other parameters used in financial modeling.  Such 

documentation also shall identify and support any sunk costs that the Capacity Market 

Seller has reflected as a reduction to its Sell Offer   The request shall include a 

certification, signed by an officer of the Capacity Market Seller, that the claimed costs 

accurately reflect, in all material respects, the seller’s reasonably expected costs of new 

entry and that the request satisfies all standards for an exception hereunder.  The request 

also shall identify all revenue sources relied upon in the Sell Offer to offset the claimed 

fixed costs, including, without limitation, long-term power supply contracts, tolling 
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agreements, or tariffs on file with state regulatory agencies, and shall demonstrate that 

such offsetting revenues are consistent, over a reasonable time period identified by the 

Capacity Market Seller, with the standard prescribed above.  In making such 

demonstration, the Capacity Market Seller may rely upon forecasts of competitive 

electricity prices in the PJM Region based on well defined models that include fully 

documented estimates of future fuel prices, variable operation and maintenance expenses, 

energy demand, emissions allowance prices, and expected environmental or energy 

policies that affect the seller’s forecast of electricity prices in such region, employing 

input data from sources readily available to the Office of the Interconnection and the 

Market Monitoring Unit.  Documentation for net revenues also may include, as available 

and applicable, plant performance and capability information, including heat rate, start-up 

times and costs, forced outage rates, planned outage schedules, maintenance cycle, fuel 

costs and other variable operations and maintenance expenses,  and ancillary service 

capabilities.  In addition to the documentation identified herein and in the PJM Manuals, 

the Capacity Market Seller shall provide any additional supporting information requested 

by the Office of the Interconnection or the Market Monitoring Unit to evaluate the Sell 

Offer.  

 

(iii) A Sell Offer evaluated hereunder shall be permitted if the 

information provided reasonably demonstrates that the Sell Offer’s competitive, cost-

based, fixed, net cost of new entry is below the minimum offer level prescribed by 

subsection (4), based on competitive cost advantages relative to the costs estimated for 

subsection (4), including, without limitation, competitive cost advantages resulting from 

the Capacity Market Seller’s business model, financial condition, tax status, access to 

capital or other similar conditions affecting the applicant’s costs, or based on net 

revenues that are reasonably demonstrated hereunder to be higher than estimated for 

subsection (4).  Capacity Market Sellers shall be asked to demonstrate that claimed cost 

advantages or sources of net revenue that are irregular or anomalous, that do not reflect 

arm’s-length transactions, or that are not in the ordinary course of the Capacity Market 

Seller’s business are consistent with the standards of this subsection.  Failure to 

adequately support such costs or revenues so as to enable the Office of the 

Interconnection to make the determination required in this section will result in denial of 

an exception hereunder by the Office of the Interconnection.    

 

(iv) the determination required under this subsection shall be provided 

to the Capacity Market Seller in writing by the Office of the Interconnection no later than 

45 days after receipt of the request.  The Market Monitoring Unit shall first review the 

information and documentation in support of the request and shall provide its findings in 

accordance with the standards and criteria hereunder in writing simultaneously to the 

Capacity Market Seller and the Office of the Interconnection no later than 30 days after 

receipt of such request.  If the findings of the Market Monitoring Unit are adverse to the 

Capacity Market Seller, such Capacity Market Seller may request, through written notice 

within 5 days of its receipt of the Market Monitoring Unit’s findings, review by the 

Office of the Interconnection, provided, however, that the Office of the Interconnection 

as Tariff administrator may elect to review any Market Monitoring Unit determination 

hereunder on its own initiative.   
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i) Capacity Export Charges and Credits 

 

(1) Charge 

 

Each Capacity Export Transmission Customer shall incur for each day of each Delivery Year a 

Capacity Export Charge equal to the Reserved Capacity of Long-Term Firm Transmission 

Service used for such export (“Export Reserved Capacity”) multiplied by (the Final Zonal 

Capacity Price for such Delivery Year for the Zone encompassing the interface with the Control 

Area to which such capacity is exported minus the Final Zonal Capacity Price for such Delivery 

Year for the Zone in which the resources designated for export are located, but not less than 

zero).  If more than one Zone forms the interface with such Control Area, then the amount of 

Reserved Capacity described above shall be apportioned among such Zones for purposes of the 

above calculation in proportion to the flows from such resource through each such Zone directly 

to such interface under CETO/CETL analysis conditions, as determined by the Office of the 

Interconnection using procedures set forth in the PJM Manuals.  The amount of the Reserved 

Capacity that is associated with a fully controllable facility that crosses such interface shall be 

completely apportioned to the Zone within which such facility terminates. 

 

(2) Credit 

 

To recognize the value of firm Transmission Service held by any such Capacity Export 

Transmission Customer, such customer assessed a charge under section 5.14(i)(1) also shall 

receive a credit, comparable to the Capacity Transfer Rights provided to Load-Serving Entities 

under section 5.15.  Such credit shall be equal to the locational capacity price difference 

specified in section 5.14(i)(1) times the Export Customer's Allocated Share determined as 

follows: 

 

Export Customer’s Allocated Share equals  

 

(Export Path Import * Export Reserved Capacity) / 

 

(Export Reserved Capacity + Daily Unforced Capacity Obligations of all LSEs in such Zone). 

 

 Where: 

 

“Export Path Import” means the megawatts of Unforced Capacity imported into the export 

interface Zone from the Zone in which the resource designated for export is located.  

 

If more than one Zone forms the interface with such Control Area, then the amount of Export 

Reserved Capacity shall be apportioned among such Zones for purposes of the above calculation 

in the same manner as set forth in subsection (i)(1) above.  

 

(3) Distribution of Revenues 
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Any revenues collected from the Capacity Export Charge with respect to any capacity export for 

a Delivery Year, less the credit provided in subsection (i)(2) for such Delivery Year, shall be 

distributed to the Load Serving Entities in the export-interface Zone that were assessed a  

 

Locational Reliability Charge for such Delivery Year, pro rata based on the Daily Unforced 

Capacity Obligations of such Load-serving Entities in such Zone during such Delivery Year. If 

more than one Zone forms the interface with such Control Area, then the revenues shall be 

apportioned among such Zones for purposes of the above calculation in the same manner as set 

forth in subsection (i)(1) above. 

 

5.14A Demand Response Transition Provision for RPM Delivery Years 2012/2013, 

2013/2014, and 2014/2015 

  

A.  This Transition Provision applies only with respect to Demand Resources cleared in the 

Base Residual Auction for any or all of the 2012/2013, 2013/2014, or 2014/2015 Delivery Years 

(hereafter, “Transition Delivery Years” and each a “Transition Delivery Year”) by a 

Curtailment Service Provider as an aggregator of end-use customers registered for the 

Emergency Load Response Program as Full Program Option or Capacity Only Option. A 

Curtailment Service Provider meeting the description of the preceding sentence is hereafter in 

this Section 5.14A referred to as a “Qualified DR Provider.” 

 

B. In the event that a Qualified DR Provider concludes that its cleared Demand Resource 

for a Transition Delivery Year is not viable under the revised Reporting and Compliance 

provisions of the Emergency Load Response Program which became effective on November 7, 

2011, pursuant to the Commission’s order issued on November 4, 2011, in Docket No. ER11-

3322-000 (137 FERC ¶ 61,108), the Qualified DR Provider must so inform PJM in writing by no 

later than 30 days prior to the next Incremental Auction for the Transition Delivery Year for 

which the identified Demand Resource was cleared. A Qualified DR Provider that does not 

timely provide the notice described in this paragraph shall be excluded from application of the 

remainder of this Transition Provision. 

 

1. In the event a Qualified DR Provider that participates in an Incremental Auction 

after providing notice pursuant to paragraph B. above purchases Capacity Resources 

to replace its previously cleared Demand Resource at a price that exceeds the price 

at which the provider’s Demand Resource cleared in the Base Residual Auction for 

the same Transition Delivery Year, the Qualified DR Provider shall receive a DR 

Capacity Transition Credit in an amount determined by the following: 

 

DRTC = (IAP – BRP) * DRMW 

 

Where: 

 

DRTC is the amount of the DR Capacity Transition Credit for the 

Qualified DR Provider, expressed in dollars; 

 

IAP = the Capacity Resource Clearing Price paid by the Qualified DR 
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Provider for replacement Capacity Resources in the Incremental Auction 

for the relevant Transition Delivery Year; 

 

BRP = the Capacity Resource Clearing Price at which the Qualified DR 

Provider’s Demand Resource cleared in the Base Residual Auction for the 

same Transition Delivery Year; and  

 

DRMW = the capacity in MW of the Qualified DR Provider’s previously 

cleared Demand Resource. 

 

2. All DR Capacity Transition Credits will be paid monthly to the recipient Qualified 

DR Providers by PJMSettlement during the relevant Transition Delivery Year. 

 

3. The cost of payments of DR Capacity Transition Credits to Qualified DR Providers 

shall be included in the Locational Reliability Charge collected by PJMSettlement 

during the relevant Transition Delivery Year from Load-Serving Entities in the 

LDA(s) for which the Qualified DR Provider’s subject Demand Resource was 

cleared.  

 

C. A Qualified DR Provider may seek compensation related to its previously cleared 

Demand Resource for a particular Transition Delivery Year, in lieu of any DR Capacity 

Transition Credits for which it otherwise might be eligible under paragraph B.1. above, under 

the following conditions: 

 

1. The Qualified DR Provider must provide timely notice to PJM in accordance with 

paragraph B of this Transition Provision, and 

 

2. The Qualified DR Provider must demonstrate to PJM’s reasonable satisfaction, not 

later than 60 days prior to the start of the applicable Transition Delivery Year, that  

 

a. the Qualified DR Provider entered into contractual arrangements on or before 

April 7, 2011, with one or more end-use customers registered for the Emergency 

Load Response Program as Full Program Option or Capacity Only Option, 

 

b. under which the Qualified DR Provider is unavoidably obligated to pay to such 

end-use customers during the relevant Transition Delivery Year  

 

c. an aggregate amount that exceeds the amount for the same Transition Delivery 

Year which equals:  

 

(i) the amount to which the Qualified DR Provider was entitled for its 

Demand Resource at the applicable clearing price in the Base Residual 

Auction, plus 

 

(ii) any monetary gains the Qualified DR Provider realizes from purchases of 

Capacity Resources in Incremental Auctions for the same Transition Delivery 
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Year to replace resources (including, but not limited to, any Demand 

Resource which is the subject of a notice by the Qualified DR Provider to 

PJM pursuant to paragraph B above) that the Qualified DR Provider cleared 

in the applicable Base Residual Auction, 

 

(iii) where “monetary gains” for the purpose of clause (ii) shall be any 

positive difference between (A) the aggregate amount the Qualified DR 

Provider is entitled to receive in payment for any Demand Resource it cleared 

in the Base Residual Auction, and (B) the aggregate amount the provider is 

obligated to pay for capacity resources it purchased in the applicable 

Incremental Auctions to replace any Demand Resource the provider cleared 

in the Base Residual Auction. 

 

D. A Qualified DR Provider which demonstrates satisfaction of the conditions of paragraph 

C of this Transition Provision shall be entitled to an Alternative DR Transition Credit equal to 

the amount described in paragraph C.2.c. above. Any Alternative DR Transition Credit provided 

in accordance with this paragraph shall be paid and collected by PJMSettlement in the same 

manner as described in paragraphs B.2. and B.3. of this Transition Provision, provided, 

however, that each Qualified DR Provider receiving an Alternative DR Transition Credit shall 

submit to PJM within 15 days following the end of each month of the relevant Transition 

Delivery Year a report providing the calculation described in paragraph C.2.c. above, using 

actual amounts paid and received through the end of month just ended. The DR Provider’s 

Alternative DR Transition Credit shall be adjusted as necessary (including, if required, in the 

month following the final month of the Transition Delivery Year) to ensure that the total credit 

paid to the Qualified DR Provider for the Transition Delivery Year will equal, but shall not 

exceed, the amount described in paragraph C.2.c. above, calculated using the actual amounts 

paid and received by the Qualified DR Provider. 
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2. DEFINITIONS 

 

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

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

in this Tariff or in the RAA.  References to section numbers in this Attachment DD refer to 

sections of this attachment, unless otherwise specified.  

 

2.1A Annual Demand Resource  

 

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

Agreement. 

 

2.1B Annual Resource  

 

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

or an Annual Demand Resource.  

 

2.1C Annual Resource Price Adder  

 

“Annual Resource Price Adder” shall mean an addition to the marginal value of Unforced 

Capacity and the Extended Summer Resource Price Adder as necessary to reflect the price of 

Annual Resources required to meet the applicable Minimum Annual Resource Requirement. 

 

2.1D Annual Revenue Rate 

 

“Annual Revenue Rate” shall mean the rate employed to assess a compliance penalty charge on a 

Demand Resource Provider or ILR Provider under section 11. 

 

2.2 Avoidable Cost Rate 

 

“Avoidable Cost Rate” shall mean a component of the Market Seller Offer Cap calculated in 

accordance with section 6. 

 

2.3   Base Load Generation Resource 

 

“Base Load Generation Resource” shall mean a Generation Capacity Resource that operates at 

least 90 percent of the hours that it is available to operate, as determined by the Office of the 

Interconnection in accordance with the PJM Manuals. 

 

2.4 Base Offer Segment 

 

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

Capacity Resource, equal to the Unforced Capacity of such resource, as determined in 

accordance with the PJM 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. 
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2.5 Base Residual Auction  

 

“Base Residual Auction” shall mean the auction conducted three years prior to the start of the 

Delivery Year to secure commitments from Capacity Resources as necessary to satisfy any 

portion of the Unforced Capacity Obligation of the PJM Region not satisfied through Self-

Supply. 

 

2.6 Buy Bid 

 

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

 

2.7 Capacity Credit 

 

“Capacity Credit” shall have the meaning specified in Schedule 11 of the Operating Agreement, 

including Capacity Credits obtained prior to the termination of such Schedule applicable to 

periods after the termination of such Schedule. 

 

2.8 Capacity Emergency Transfer Limit 

 

“Capacity Emergency Transfer Limit” or “CETL” shall have the meaning provided in the 

Reliability Assurance Agreement. 

 

2.9 Capacity Emergency Transfer Objective 

 

“Capacity Emergency Transfer Objective” or “CETO” shall have the meaning provided in the 

Reliability Assurance Agreement. 

 

2.9A Capacity Export Transmission Customer 

 

“Capacity Export Transmission Customer” shall mean a customer taking point to point 

transmission service under Part II of this Tariff to export capacity from a generation resource 

located in the PJM Region that is delisted from Capacity Resource status as described in section 

5.6.6(d). 

 

2.10 Capacity Market Buyer 

 

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

any Incremental Auction.   

 

2.11 Capacity Market Seller 

 

“Capacity Market Seller” shall mean a Member that owns, or has the contractual authority to 

control the output or load reduction capability of, a Capacity Resource, that has not transferred 

such authority to another entity, and that offers such resource in the Base Residual Auction or an 

Incremental Auction. 
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2.12 Capacity Resource 

 

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

 

2.13 Capacity Resource Clearing Price 

 

“Capacity Resource Clearing Price” shall mean the price calculated for a Capacity Resource that 

offered and cleared in a Base Residual Auction or Incremental Auction, in accordance with 

Section 5.  

 

2.14 Capacity Transfer Right 

 

“Capacity Transfer Right” shall mean a right, allocated to LSEs serving load in a Locational 

Deliverability Area, to receive payments, based on the transmission import capability into such 

Locational Deliverability Area, that offset, in whole or in part, the charges attributable to the 

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

Delivery Area. 

 

2.14A Conditional Incremental Auction 

 

“Conditional Incremental Auction” shall mean an Incremental Auction conducted for a Delivery 

Year if and when necessary to secure commitments of additional capacity to address reliability 

criteria violations arising from the delay in a Backbone Transmission upgrade that was modeled 

in the Base Residual Auction for such Delivery Year. 

 

2.15 CONE Area 

 

“CONE Area” shall mean the areas listed in section 5.10(a)(iv)(A) and any LDAs established as 

CONE Areas pursuant to section 5.10(a)(iv)(B).  

 

2.16 Cost of New Entry 

 

“Cost of New Entry” or “CONE” shall mean the nominal levelized cost of a Reference Resource, 

as determined in accordance with section 5. 

 

2.16A Credit-Limited Offer 

 

“Credit-Limited Offer” shall have the meaning provided in Attachment Q to this Tariff. 

 

2.17 Daily Deficiency Rate 

 

“Daily Deficiency Rate” shall mean the rate employed to assess certain deficiency charges under 

sections 7, 8, 9, or 13. 

 

2.18 Daily Unforced Capacity Obligation 
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“Daily Unforced Capacity Obligation” shall mean the capacity obligation of a Load Serving 

Entity during the Delivery Year, determined in accordance with Schedule 8 of the Reliability 

Assurance Agreement. 

 

2.19 Delivery Year 

 

Delivery Year shall mean the Planning Period for which a Capacity Resource is committed 

pursuant to the auction procedures specified in Section 5. 

 

2.20 Demand Resource 

 

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

 

2.21 Demand Resource Factor 

 

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

Agreement. 

 

2.22 Demand Resource Provider 

 

“Demand Resource Provider” shall mean a PJM Member that has the capability to reduce load, 

or that aggregates customers capable of reducing load.  The Demand Resource Provider shall 

notify the Office of the Interconnection whether such load reduction is provided by a Limited 

Demand Resource, Extended Summer Demand Resource or an Annual Demand Resource.  A 

Curtailment Service Provider, as defined in the Operating Agreement, may be a Demand 

Resource Provider, provided it qualifies its load reduction capability as a Limited Demand 

Resource, Extended Summer Demand Resource, or Annual Demand Resource.   

 

2.23 EFORd 

 

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

 

2.24 Energy Efficiency Resource 

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

Agreement. 

 

2.24A Extended Summer Demand Resource  

 

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

Assurance Agreement. 

 

2.24B Extended Summer Resource Price Adder  

 

“Extended Summer Resource Price Adder” shall mean an addition to the marginal value of 

Unforced Capacity as necessary to reflect the price of Annual Resources and Extended Summer 

Demand Resources required to meet the applicable Minimum Extended Summer Resource 

Requirement. 
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2.24C Extended Summer Demand Resource Reliability Target  

 

“Extended Summer Demand Resource 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.  As more fully set forth in the PJM Manuals, PJM 

calculates the Extended Summer DR Reliability Target, by first determining a reference annual 

loss of load expectation (“LOLE”) assuming no Demand Resources.  The calculation for the 

unconstrained portion of the PJM Region uses a daily distribution of loads under a range of 

weather scenarios (based on the most recent load forecast and iteratively shifting the load 

distributions to result in the Installed Reserve Margin established for the Delivery Year in 

question) and a weekly capacity distribution (based on the cumulative capacity availability 

distributions developed for the Installed Reserve Margin study for the Delivery Year in 

question).  The calculation for each relevant LDA uses a daily distribution of loads under a range 

of weather scenarios (based on the most recent load forecast for the Delivery Year in question) 

and a weekly capacity distribution (based on the cumulative capacity availability distributions 

developed for the Capacity Emergency Transfer Objective study for the Delivery Year in 

question).  For the relevant LDA calculation, the weekly capacity distributions are adjusted to 

reflect the Capacity Emergency Transfer Limit for the Delivery Year in question. 

 

For both the PJM Region and LDA analyses, PJM then models the commitment of varying 

amounts of DR (displacing otherwise committed generation) as interruptible from May 1 through 

October 31 and unavailable from November 1 through April 30 and calculates the LOLE at each 

DR level.  The Extended Summer DR Reliability Target is the DR amount, stated as a percentage 

of the unrestricted peak load, that produces no more than a ten percent increase in the LOLE, 

compared to the reference value.  The Extended Summer Demand Resource Reliability Target 

shall be expressed as a percentage of the forecasted peak load of the PJM Region or such LDA 

and is converted to Unforced Capacity by multiplying [the reliability target percentage] times 

[the Forecast Pool Requirement] times [the DR Factor] times [the forecasted peak load of the 

PJM Region or such LDA, reduced by the amount of load served under the FRR Alternative]. 

 

2.25 [Reserved] 

 

2.26 Final RTO Unforced Capacity Obligation 

 

“Final RTO Unforced Capacity Obligation” shall mean the capacity obligation for the PJM 

Region, determined in accordance with Schedule 8 of the Reliability Assurance Agreement. 

 

2.26A Final Zonal ILR Price 

 

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

Incremental Auction, less the amount paid in CTR credits per MW of load in the Zone in which 

the ILR is to be certified. 

 

2.27 First Incremental Auction 
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“First Incremental Auction” shall mean an Incremental Auction conducted 20 months prior to the 

start of the Delivery Year to which it relates. 

 

2.28 Forecast Pool Requirement 

 

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

Agreement.  

 

2.29 Forecast RTO ILR Obligation 

 

“Forecast RTO ILR Obligation” shall mean, in unforced capacity terms, the ILR Forecast for the 

PJM Region times the DR Factor, times the Forecast Pool Requirement, less the Unforced 

Capacity of all Demand Resources committed in FRR Capacity Plans by all FRR Entities in the 

PJM Region, for use in Delivery Years through May 31, 2012. 

 

2.30 Forecast Zonal ILR Obligation 

 

“Forecast Zonal ILR Obligation” shall mean, in unforced capacity terms, the ILR Forecast for 

the Zone times the DR Factor, times the Forecast Pool Requirement, less the Unforced Capacity 

of all Demand Resources committed in FRR Capacity Plans by all FRR Entities in such Zone, 

for use in Delivery Years through May 31, 2012. 

 

2.31 Generation Capacity Resource 

  

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

Agreement. 

 

2.32 ILR Forecast 

 

“ILR Forecast” shall mean, for any Delivery Year ending on or before May 31, 2012, the 

average annual megawatt quantity of ILR certified for the five Planning Periods preceding the 

date of the forecast; provided, however, that before such data becomes available for five 

Delivery Years under the Reliability Pricing Model, comparable data on Active Load 

Management (as defined in the preexisting reliability assurance agreements) from up to five prior 

Planning Periods shall be substituted as necessary; and provided further that, for transmission 

zones that were integrated into the PJM Region less than five years prior to the conduct of the 

Base Residual Auction for the Delivery Year, data on incremental load subject to mandatory 

interruption by Electric Distribution Companies within such zones shall be substituted as 

necessary. 

 

2.33 ILR Provider 

 

“ILR Provider” shall mean a Member that has the capability to reduce load, or that aggregates 

customers capable of reducing load. A Curtailment Service Provider, as such term is defined in 

the PJM Operating Agreement, may be an ILR Provider, provided it obtains certification of its 

load reduction capability as ILR. 
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2.34 Incremental Auction 

 

“Incremental Auction” shall mean any of several auctions conducted for a Delivery Year after 

the Base Residual Auction for such Delivery Year and before the first day of such Delivery Year, 

including the First Incremental Auction, Second Incremental Auction, Third Incremental Auction 

or Conditional Incremental Auction.  Incremental Auctions (other than the Conditional 

Incremental Auction), shall be held for the purposes of: 

 

 (i) 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  

 

(ii) 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. 

 

2.35 Incremental Capacity Transfer Right 

 

“Incremental Capacity Transfer Right” shall mean a Capacity Transfer Right allocated to a 

Generation Interconnection Customer or Transmission Interconnection Customer obligated to 

fund a transmission facility or upgrade, to the extent such upgrade or facility increases the 

transmission import capability into a Locational Deliverability Area, or a Capacity Transfer 

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

 

2.36 Interruptible Load for Reliability (ILR) 

 

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

Assurance Agreement. 

 

2.36A Limited Demand Resource  

 

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

Agreement. 

 

2.36B Limited Demand Resource Reliability Target  

 

“Limited Demand Resource Reliability Target” for the PJM Region or an LDA, shall mean the 

maximum amount of Limited Demand Resources determined by PJM to be consistent with the 

maintenance of reliability, stated in Unforced Capacity that shall be used to calculate the 

Minimum Extended Summer Demand Resource Requirement for the PJM Region or such LDA.  
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As more fully set forth in the PJM Manuals, PJM calculates the Limited Demand Resource 

Reliability Target by first:  i) testing the effects of the ten-interruption requirement by comparing 

possible loads on peak days under a range of weather conditions (from the daily load forecast 

distributions for the Delivery Year in question) against possible generation capacity on such days 

under a range of conditions (using the cumulative capacity distributions employed in the 

Installed Reserve Margin study for the PJM Region and in the Capacity Emergency Transfer 

Objective study for the relevant LDAs for such Delivery Year) and, by varying the assumed 

amounts of DR that is committed and displaces committed generation, determines the DR 

penetration level at which there is a ninety percent probability that DR will not be called (based 

on the applicable operating reserve margin for the PJM Region and for the relevant LDAs) more 

than ten times over those peak days; and ii) testing the six-hour duration requirement by 

calculating the MW difference between the highest hourly unrestricted peak load and seventh 

highest hourly unrestricted peak load on certain high peak load days (e.g., the annual peak, loads 

above the weather normalized peak, or days where load management was called) in recent years, 

then dividing those loads by the forecast peak for those years and averaging the result.  Second, 

PJM adopts the lower result from these two tests as the Limited Demand Resource Reliability 

Target.  The Limited Demand Resource Reliability Target shall be expressed as a percentage of 

the forecasted peak load of the PJM Region or such LDA and is converted to Unforced Capacity 

by multiplying [the reliability target percentage] times [the Forecast Pool Requirement] times 

[the DR Factor] times [the forecasted peak load of the PJM Region or such LDA, reduced by the 

amount of load served under the FRR Alternative]. 

 

 

2.37 Load Serving Entity (LSE) 
 

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

Agreement. 

 

2.38 Locational Deliverability Area (LDA) 

 

“Locational Deliverability Area” or “LDA” shall mean a geographic area within the PJM Region 

that has limited transmission capability to import capacity to satisfy such area’s reliability 

requirement, as determined by the Office of the Interconnection in connection with preparation 

of the Regional Transmission Expansion Plan, and as specified in Schedule 10.1 of the 

Reliability Assurance Agreement. 

 

2.39 Locational Deliverability Area Reliability Requirement 

 

“Locational Deliverability Area Reliability Requirement” shall mean the projected internal 

capacity in the Locational Deliverability Area plus the Capacity Emergency Transfer Objective 

for the Delivery Year, as determined by the Office of the Interconnection in connection with 

preparation of the Regional Transmission Expansion Plan, less the minimum internal resources 

required for all FRR Entities in such Locational Deliverability Area, and less any necessary 

adjustment for Price Responsive Demand proposed in a PRD Plan or committed following an 

RPM Auction for the Zones comprising such Locational Deliverability Area for such Delivery 

Year. 
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2.40 Locational Price Adder 

 

“Locational Price Adder” shall mean an addition to the marginal value of Unforced Capacity 

within an LDA as necessary to reflect the price of Capacity Resources required to relieve 

applicable binding locational constraints.  

 

2.41 Locational Reliability Charge 

 

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

Agreement.  

 

2.41A Locational UCAP 

 

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

capacity sells in a bilateral transaction to a Member that previously committed capacity through 

an RPM Auction but now requires replacement capacity to fulfill its RPM Auction commitment.  

The Locational UCAP Seller retains responsibility for performance of the resource providing 

such replacement capacity.   

 

2.41B Locational UCAP Seller 

 

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

 

2.41C Market Seller Offer Cap 

 

“Market Seller Offer Cap” shall mean a maximum offer price applicable to certain Market 

Sellers under certain conditions, as determined in accordance with section 6 of Attachment DD 

and section II.E of Attachment M - Appendix.    

 

2.41D Minimum Annual  Resource Requirement 
 

“Minimum Annual Resource Requirement” shall mean the minimum amount of capacity that 

PJM will seek to procure from Annual Resources for the PJM Region and for each Locational 

Deliverability Area for which the Office of the Interconnection is required under section 5.10(a) 

of this Attachment DD 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 Extended Summer Demand Resource Reliability Target for the RTO in 

Unforced Capacity].  For an LDA, the Minimum Annual Resource Requirement shall be equal to 

the LDA Reliability Requirement minus [the LDA CETL] minus [the Extended Summer 

Demand Resource Reliability Target for such LDA in Unforced Capacity]. The LDA CETL may 

be adjusted pro rata for the amount of load served under the FRR Alternative. 

 

 

2.41E Minimum Extended Summer Resource Requirement 
 

“Minimum Extended Summer Resource Requirement” shall mean the minimum amount of 

capacity that PJM will seek to procure from Extended Summer Demand Resources and Annual 
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Resources for the PJM Region and for each Locational Deliverability Area for which the Office 

of the Interconnection is required under section 5.10(a) of this Attachment DD to establish a 

separate VRR Curve for such Delivery Year.  For the 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. 

 

 

2.42 Net Cost of New Entry   

 

“Net Cost of New Entry” shall mean the Cost of New Entry minus the Net Energy and Ancillary 

Service Revenue Offset, as defined in Section 5. 

 

2.43 Nominated Demand Resource Value  

 

“Nominated Demand Resource Value” shall mean the amount of load reduction that a Demand 

Resource commits to provide either through direct load control, firm service 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. 

 

2.43A Nominated Energy Efficiency Value  

 

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

Efficiency Resource commits to provide through installation of more efficient devices or 

equipment or implementation of more efficient processes or systems. 

 

2.44 Nominated ILR Value 

 

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

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

programs. For ILR, the maximum Nominated ILR Capacity Value is limited, in accordance with 

the PJM Manuals, to the value appropriate for the method by which the load reduction would be 

accomplished, at the time the ILR is certified. 

 

2.45 Opportunity Cost 

 

“Opportunity Cost” shall mean a component of the Market Seller Offer Cap calculated in 

accordance with section 6. 

 

2.46 Peak-Hour Dispatch 
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“Peak-Hour Dispatch” shall mean, for purposes of calculating the Energy and Ancillary Services 

Revenue Offset under section 5 of this Attachment, an assumption, as more fully set forth in the 

PJM Manuals, that the Reference Resource is committed in the Day-Ahead 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) 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-

Ahead Energy Market under the above conditions based on Day-Ahead LMPs, is dispatched in 

the Real-Time Energy Market for such block if the Real-Time LMP is greater than or equal to 

the cost to generate under the same conditions as described above for the Day-Ahead Energy 

Market.   

 

2.47 Peak Season 

 

“Peak Season” shall mean the weeks containing the 24th through 36th Wednesdays of the 

calendar year.  Each such week shall begin on a Monday and end on the following Sunday, 

except for the week containing the 36th Wednesday, which shall end on the following Friday. 

 

2.48 Percentage Internal Resources Required 

 

“Percentage Internal Resources Required” shall have the meaning specified in the Reliability 

Assurance Agreement. 

 

2.49 Planned Demand Resource 

 

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

Agreement. 

 

2.50 Planned External Generation Capacity Resource 
 

“Planned External Generation Capacity Resource” shall have the meaning specified in the 

Reliability Assurance Agreement. 

 

2.50A Planned Generation Capacity Resource 

 

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

Assurance Agreement. 

 

2.51 Planning Period 

  

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

 

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

 

2.53 PJM Region Installed Reserve Margin 

 

“PJM Region Installed Reserve Margin” shall have the meaning specified in the Reliability 

Assurance Agreement. 

 

2.54 PJM Region Peak Load Forecast 

 

“PJM Region Peak Load Forecast” shall mean the peak load forecast used by the Office of the 

Interconnection in determining the PJM Region Reliability Requirement, and shall be determined 

on both a preliminary and final basis as set forth in section 5.   

 

2.55 PJM Region Reliability Requirement  

 

“PJM Region Reliability Requirement” shall mean, for purposes of the Base Residual Auction, 

the Forecast Pool Requirement multiplied by the Preliminary PJM Region Peak Load Forecast, 

less the sum of all Preliminary Unforced Capacity Obligations of FRR Entities in the PJM 

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, and less any necessary adjustment for 

Price Responsive Demand proposed in a PRD Plan or committed following an RPM Auction (as 

applicable) for such Delivery Year. 

 

2.56 Projected PJM Market Revenues 

 

“Projected PJM Market Revenues” shall mean a component of the Market Seller Offer Cap 

calculated in accordance with section 6. 

 

2.57 Qualifying Transmission Upgrade  

 

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

Transmission System that: (a) will increase the Capacity Emergency Transfer Limit into an LDA 

by a megawatt quantity certified by the Office of the Interconnection; (b) the Office of the 

Interconnection has determined will be in service on or before the commencement of the first 

Delivery Year for which such upgrade is the subject of a Sell Offer in the Base Residual 

Auction; (c) is the subject of a Facilities Study Agreement executed before the conduct of the 

Base Residual Auction for such Delivery Year and (d) a New Service Customer is obligated to 

fund through a rate or charge specific to such facility or upgrade. 

 

2.58 Reference Resource 

 

“Reference Resource” shall mean a combustion turbine generating station, configured with two 

General Electric Frame 7FA turbines with inlet air cooling to 50 degrees, Selective Catalytic 

Reduction technology in CONE Areas 1, 2, 3, and 4, dual fuel capability, and a heat rate of 

10.096 Mmbtu/ MWh.  
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2.59 Reliability Assurance Agreement 

 

“Reliability Assurance Agreement” shall mean that certain “Reliability Assurance Agreement 

Among Load-Serving Entities in the PJM Region,” on file with FERC as PJM Interconnection, 

L.L.C. Rate Schedule FERC No.44. 

 

2.60 Reliability Pricing Model Auction 

 

“Reliability Pricing Model Auction” or “RPM Auction” shall mean the Base Residual Auction or 

any Incremental Auction. 

 

2.61 Resource Substitution Charge 

 

“Resource Substitution Charge” shall mean a charge assessed on Capacity Market Buyers in an 

Incremental Auction to recover the cost of replacement Capacity Resources. 

 

2.61A Scheduled Incremental Auctions 

 

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

 

2.62 Second Incremental Auction 

 

“Second Incremental Auction” shall mean an Incremental Auction conducted ten months before 

the Delivery Year to which it relates.  

 

2.63 Sell Offer 

 

“Sell Offer” shall mean an offer to sell Capacity Resources in a Base Residual Auction, 

Incremental Auction, or Reliability Backstop Auction. 

 

2.64 [Reserved for Future Use] 

 

2.65 Self-Supply 

 

“Self-Supply” shall mean Capacity Resources secured by a Load-Serving Entity, by ownership 

or contract, outside a Reliability Pricing Model Auction, and used to meet obligations under this 

Attachment or the Reliability Assurance Agreement through submission in a Base Residual 

Auction or an Incremental Auction of a Sell Offer indicating such Market Seller’s intent that 

such Capacity Resource be Self-Supply.  Self-Supply may be either committed regardless of 

clearing price or submitted as a Sell Offer with a price bid. A Load Serving Entity's Sell Offer 

with a price bid for an owned or contracted Capacity Resource shall not be deemed “Self-

Supply,” unless it is designated as Self-Supply and used by the LSE to meet obligations under 

this Attachment or the Reliability Assurance Agreement. 

 

2.65A Short-Term Resource Procurement Target 
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“Short-Term Resource Procurement Target” shall mean, 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. 

 

2.65B Short-Term Resource Procurement Target Applicable Share  

 

“Short-Term Resource Procurement Target Applicable Share” shall mean: (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.  

 

 

2.66 Third Incremental Auction 

 

“Third Incremental Auction” shall mean an Incremental Auction conducted three months before 

the Delivery Year to which it relates. 

 

2.67 Transition Adder  

 

“Transition Adder” shall mean a component of a Sell Offer permitted for certain Capacity 

Market Sellers for the Transition Period, as set forth in section 17. 

 

2.68 Transition Period 

 

“Transition Period” shall mean the four-year period consisting of the Delivery Years 

commencing June 1, 2007, June 1, 2008, June 1, 2009, and June 1, 2010. 

 

 

2.69 Unforced Capacity 

 

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

 

2.69A Updated VRR Curve 

 

“Updated VRR Curve” shall mean the Variable Resource Requirement Curve as defined in 

section 5.10(a) of this Attachment for use in the Base Residual Auction of the relevant Delivery 

Year, updated to reflect the Short-term Resource Procurement Target applicable to the relevant 
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Incremental Auction and any change in the Reliability Requirement from the Base Residual 

Auction to such Incremental Auction. 

 

2.69B Updated VRR Curve Increment 

 

“Updated VRR Curve Increment” shall mean the portion of the Updated VRR Curve to the right 

of a vertical line at the level of Unforced Capacity on the x-axis of such curve equal to the net 

Unforced Capacity committed to the PJM Region as a result of all prior auctions conducted for 

such Delivery Year. 

 

2.69C  Updated VRR Curve Decrement 
 

“Updated VRR Curve Decrement” shall mean the portion of the Updated VRR Curve to the left 

of a vertical line at the level of Unforced Capacity on the x-axis of such curve equal to the net 

Unforced Capacity committed to the PJM Region as a result of all prior auctions conducted for 

such Delivery Year.   

 

2.70 Variable Resource Requirement Curve  

 

“Variable Resource Requirement Curve” shall mean a series of maximum prices that can be 

cleared in a Base Residual Auction for Unforced Capacity, corresponding to a series of varying 

resource requirements based on varying installed reserve margins, as determined by the Office of 

the Interconnection for the PJM Region and for certain Locational Deliverability Areas in 

accordance with the methodology provided in Section 5. 

 

2.71 Zonal Capacity Price 

  

“Zonal Capacity Price” shall mean the clearing price required in each Zone to meet the demand 

for Unforced Capacity and satisfy Locational Deliverability Requirements for the LDA or LDAs 

associated with such Zone.  If the Zone contains multiple LDAs with different Capacity 

Resource Clearing Prices, the Zonal Capacity Price shall be a weighted average of the Capacity 

Resource Clearing Prices for such LDAs, weighted by the Unforced Capacity of Capacity 

Resources cleared in each such LDA. 
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5.10 Auction Clearing Requirements 

 

The Office of the Interconnection shall clear each Base Residual Auction and Incremental 

Auction for a Delivery Year in accordance with the following: 

 

 a) Variable Resource Requirement Curve  

 

The Office of the Interconnection shall determine Variable Resource Requirement Curves for the 

PJM Region and for such Locational Deliverability Areas as determined appropriate in 

accordance with subsection (a)(iii) for such Delivery Year to establish the level of Capacity 

Resources that will provide an acceptable level of reliability consistent with the Reliability 

Principles and Standards. It is recognized that the variable resource requirement reflected in the 

Variable Resource Requirement Curve can result in an optimized auction clearing in which the 

level of Capacity Resources committed for a Delivery Year exceeds the PJM Region Reliability 

Requirement (less the Forecast RTO ILR Obligation for Delivery Years through May 31, 2012, 

or less the Short-Term Resource Procurement Target for Delivery Years thereafter) or Locational 

Deliverability Area Reliability Requirement (less the Forecast Zonal ILR Obligation for Delivery 

Years through May 31, 2012, or less the Short-Term Resource Procurement Target for Delivery 

Years thereafter for the Zones associated with such LDA) for such Delivery Year. For any 

auction, the Updated Forecast Peak Load, and Short-Term Resource Procurement Target 

applicable to such auction, shall be used, and Price Responsive Demand from any applicable 

approved PRD Plan, including any associated PRD Reservation Prices, shall be reflected in the 

derivation of the Variable Resource Requirement Curves, in accordance with the methodology 

specified in the PJM Manuals. 

 

i) Methodology to Establish the Variable Resource Requirement Curve  

 

Prior to the Base Residual Auction, in accordance with the schedule in the PJM Manuals, the 

Office of the Interconnection shall establish the Variable Resource Requirement Curve for the 

PJM Region as follows: 

 

 Each Variable Resource Requirement Curve shall be plotted on a graph on 

which Unforced Capacity is on the x-axis and price is on the y-axis; 

 

 The Variable Resource Requirement Curve for the PJM Region shall be 

plotted by first combining (i) a horizontal line from the y-axis to point (1), 

(ii) a straight line connecting points (1) and (2), (iii) a straight line 

connecting points (2) and (3), and (iv) a vertical line from point (3) to the 

x-axis, where: 

 

 For point (1), price equals: {the greater of [the Cost of New Entry] 

or [1.5 times (the Cost of New Entry minus the Net Energy and 

Ancillary Service Revenue Offset)]} divided by (one minus the 

pool-wide average EFORd) and Unforced Capacity equals: [the 

PJM Region Reliability Requirement multiplied by (100% plus the 

approved PJM Region Installed Reserve Margin (“IRM”)%  minus 
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3%) divided by (100% plus IRM%)] minus the Forecast RTO ILR 

Obligation for Delivery Years through May 31, 2012 or less the 

Short-Term Resource Procurement Target for Delivery Years 

thereafter;  

 

 For point (2), price equals: (the Cost of New Entry minus the Net 

Energy and Ancillary Service Revenue Offset) divided by (one 

minus the pool-wide average EFORd) and Unforced Capacity 

equals: [the PJM Region Reliability Requirement multiplied by 

(100% plus IRM% plus 1%) divided by (100% plus IRM%)] 

minus the Forecast RTO ILR Obligation for Delivery Years 

through May 31, 2012 or less the Short-Term Resource 

Procurement Target for Delivery Years thereafter; and 

 

 For point (3), price equals [0.2 times (the Cost of New Entry minus 

the Net Energy and Ancillary Service Revenue Offset)] divided by 

(one minus the pool-wide average EFORd) and Unforced Capacity 

equals: [the PJM Region Reliability Requirement multiplied by 

(100% plus IRM% plus 5%) divided by (100% plus IRM%)] 

minus the Forecast RTO ILR Obligation for Delivery Years 

through May 31, 2012 or less the Short-Term Resource 

Procurement Target for Delivery Years thereafter;  

 

ii) For any Delivery Year, the Office of the Interconnection shall establish a 

separate Variable Resource Requirement Curve for each LDA for which: 

 

A. the Capacity Emergency Transfer Limit is less than 1.15 times the 

Capacity Emergency Transfer Objective, as determined by the Office of 

the Interconnection in accordance with NERC and Applicable Regional 

Reliability Council guidelines; or 

 

B. such LDA had a Locational Price Adder in any one or more of the three 

immediately preceding Base Residual Auctions; or 

 

C. such LDA is determined in a preliminary analysis by the Office of the 

Interconnection to be likely to have a Locational Price Adder, based on 

historic offer price levels; provided however that for the Base Residual 

Auction conducted for the Delivery Year commencing on June 1, 2012, 

the EMAAC, SWMAAC and MAAC LDAs shall employ separate 

Variable Resource Requirement Curves regardless of the outcome of the 

above three tests; and provided further that the Office of the 

Interconnection may establish a separate Variable Resource Requirement 

Curve for an LDA not otherwise qualifying under the above three tests if it 

finds that such is required to achieve an acceptable level of reliability 

consistent with the Reliability Principles and Standards, in which case the 

Office of the Interconnection shall post such finding, such LDA, and such 
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Variable Resource Requirement Curve on its internet site no later than the 

March 31 last preceding the Base Residual Auction for such Delivery 

Year.  The same process as set forth in subsection (a)(i) shall be used to 

establish the Variable Resource Requirement Curve for any such LDA, 

except that the Locational Deliverability Area Reliability Requirement for 

such LDA shall be substituted for the PJM Region Reliability 

Requirement and the LDA Short-Term Resource Procurement Target shall 

be substituted for the PJM Region Short-Term Resource Procurement 

Target.  For purposes of calculating the Capacity Emergency Transfer 

Limit under this section, all generation resources located in the PJM 

Region that are, or that qualify to become, Capacity Resources, shall be 

modeled at their full capacity rating, regardless of the amount of capacity 

cleared from such resource for the immediately preceding Delivery Year. 

 

iii) Procedure for ongoing review of Variable Resource Requirement Curve 

shape. 

 

Beginning no later than for the Delivery Year that commences June 1, 2015, and continuing no 

later than for every third Delivery Year thereafter, the Office of the Interconnection shall 

perform a review of the shape of the Variable Resource Requirement Curve, as established by 

the requirements of the foregoing subsection.  Such analysis shall be based on simulation of 

market conditions to quantify the ability of the market to invest in new Capacity Resources and 

to meet the applicable reliability requirements on a probabilistic basis.  Based on the results of 

such review, PJM shall prepare a recommendation to either modify or retain the existing 

Variable Resource Requirement Curve shape.  The Office of the Interconnection shall post the 

recommendation and shall review the recommendation through the stakeholder process to solicit 

stakeholder input. If a modification of the Variable Resource Requirement Curve shape is 

recommended, the following process shall be followed:   

 

A) If the Office of the Interconnection determines that the Variable 

Resource Requirement Curve shape should be modified, Staff of 

the Office of the Interconnection shall propose a new Variable 

Resource Requirement Curve shape on or before September 1, 

prior to the conduct of the Base Residual Auction for the first 

Delivery Year in which the new values would be applied.   

 

B) The PJM Members shall review the proposed modification to the 

Variable Resource Requirement Curve shape. 

 

C) The PJM Members shall either vote to endorse the proposed 

modification, to propose alternate modifications or to recommend 

no modification by October 31, prior to the conduct of the Base 

Residual Auction for the first Delivery Year in which the new 

values would be applied. 
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D) The PJM Board of Managers shall consider a proposed 

modification to the Variable Resource Requirement Curve shape, 

and the Office of the Interconnection shall file any approved 

modified Variable Resource Requirement Curve shape with the 

FERC by December 1, prior to the conduct of the Base Residual 

Auction for the first Delivery Year in which the new values would 

be applied. 

 

iv) Cost of New Entry  

 

A) For the Delivery Year commencing on June 1, 2012, and 

continuing thereafter unless and until changed pursuant to 

subsection (B) below, the Cost of New Entry for the PJM Region 

shall be $112,868 per MW-year.  The Cost of New Entry for each 

LDA shall be determined based upon the Transmission Owner 

zones that comprise such LDA, as provided in the table below.  If 

an LDA combines transmission zones with differing Cost of New 

Entry values, the lowest such value shall be used. 

  

 

Geographic Location Within the 

PJM Region Encompassing These 

Zones 

Cost of New Entry 

in $/MW-Year 

PS, JCP&L, AE, PECO, DPL, RECO 

(“CONE Area 1”) 

 134,000 

BGE, PEPCO (“CONE Area 2”)  123,700 

AEP, Dayton, ComEd, APS, DQL, 

ATSI, DEOK (“CONE Area 3”) 

123,500  

PPL, MetEd, Penelec (“CONE Area 

4”) 

130,100 

Dominion (“CONE Area 5”) 111,000 

 

B) Beginning with the 2013-2014 Delivery Year, the CONE shall be 

adjusted to reflect changes in generating plant construction costs 

based on changes in the Applicable H-W Index, in accordance with 

the following:   

 

  (1)     The Applicable H-W Index for any Delivery Year shall be  the most 

recently published twelve-month change, at the time CONE values are required to be posted for 

the Base Residual Auction for such Delivery Year, in the Total Other Production Plant Index 

shown in the Handy-Whitman Index of Public Utility Construction Costs for the North Atlantic 

Region for purposes of CONE Areas 1, 2, and 4, for the North Central Region for purposes of 

CONE Area 3, and for the South Atlantic Region for purposes of CONE Area 5.  

 



Page 20 

  (2) The CONE in a CONE Area shall be adjusted prior to the Base Residual 

Auction for each Delivery Year by applying the Applicable H-W Index for such CONE Area to 

the Benchmark CONE for such CONE Area. 

 

  (3) The Benchmark CONE for a CONE Area shall be the CONE used for 

such CONE Area in the Base Residual Auction for the prior Delivery Year.   

 

  (4) Notwithstanding the foregoing, CONE values for any CONE Area for any 

Delivery Year shall be subject to amendment pursuant to appropriate filings with FERC under 

the Federal Power Act, including, without limitation, any filings resulting from the process 

described in section 5.10(a)(vii)(C) or any filing to establish new or revised CONE Areas. 

 

 v) Net Energy and Ancillary Services Revenue Offset  

 

A) The Office of the Interconnection shall determine the Net Energy 

and Ancillary Services Revenue Offset each year for  the PJM 

Region as (A) the annual average of the revenues that would have 

been received by the Reference Resource from the PJM energy 

markets during a period of three consecutive calendar years 

preceding the time of the determination, based on (1) the heat rate 

and other characteristics of such Reference Resource; (2)  fuel 

prices reported during such period at an appropriate pricing point 

for the PJM Region with a fuel transmission adder appropriate for 

such region, as set forth in the PJM Manuals, assumed variable 

operation and maintenance expenses for such resource of $6.47 per 

MWh, and actual PJM hourly average Locational Marginal Prices 

recorded in the PJM Region during such period; and (3) an 

assumption that the Reference Resource would be dispatched for 

both the Day-Ahead and Real-Time Energy Markets on a Peak-

Hour Dispatch basis; plus (B) ancillary service revenues of $2,199 

per MW-year.   

 

B) The Office of the Interconnection also shall determine a Net 

Energy and Ancillary Service Revenue Offset each year for each 

sub-region of the PJM Region for which the Cost of New Entry is 

determined as identified above, using the same procedures and 

methods as set forth in the previous subsection; provided, however, 

that:  (1) the average hourly LMPs for the Zone in which the 

Reference Resource was assumed to be installed for purposes of 

the CONE estimate (as specified in the PJM Manuals) shall be 

used in place of the PJM Region average hourly LMPs; (2) if such 

sub-region was not integrated into the PJM Region for the entire 

applicable period, then the offset shall be calculated using only 

those whole calendar years during which the sub-region was 

integrated; and (3) a posted fuel pricing point in such sub-region, if 

available, and (if such pricing point is not available) a fuel 
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transmission adder appropriate to each assumed Cost of New Entry 

location from an appropriate PJM Region pricing point shall be 

used for each such sub-region.   

 

vi) Adjustment to Net Energy and Ancillary Services Revenue Offset 

 

Beginning with the Base Residual Auction scheduled for May 2010, the Net Energy and 

Ancillary Services Revenue Offset for a CONE Area shall be adjusted following any Delivery 

Year during which Scarcity Pricing was effective in such CONE Area pursuant to the Scarcity 

Pricing provisions of section 6A of Schedule 1 to the PJM Operating Agreement.  Following 

each Delivery Year, the Scarcity Pricing revenues the Reference Resource in each CONE Area 

would have received during such Delivery Year shall be calculated based on the assumed heat 

rate and other characteristics of the Reference Resource, assumed Peak-Hour Dispatch, and the 

actual locational marginal prices and actual fuel prices during the Delivery Year for the 

applicable location, which shall be the transmission zone in which such resource was assumed to 

be installed for purposes of the estimate of CONE applicable to such CONE Area.  The Scarcity 

Pricing revenues so determined shall be subtracted from the Net CONE otherwise calculated for 

such CONE Area for use in the Base Residual Auction next occurring after the Delivery Year in 

which Scarcity Pricing was effective in such CONE Area. 

 

vii) Process for Establishing Parameters of Variable Resource Requirement 

Curve  

 

A) The parameters of the Variable Resource Requirement Curve will 

be established prior to the conduct of the Base Residual Auction 

for a Delivery Year and will be used for such Base Residual 

Auction. 

 

B) The Office of the Interconnection shall determine the PJM Region 

Reliability Requirement and the Locational Deliverability Area 

Reliability Requirement for each Locational Deliverability Area 

for which a Variable Resource Requirement Curve has been 

established for such Base Residual Auction on or before February 

1, prior to the conduct of the Base Residual Auction for the first 

Delivery Year in which the new values will be applied, in 

accordance with the Reliability Assurance Agreement.   

 

C) Beginning no later than for the Delivery Year that commences 

June 1, 2015, and continuing no later than for every third Delivery 

Year thereafter, the Office of the Interconnection shall review the 

calculation of the Cost of New Entry for each CONE Area.  

 

1) If the Office of the Interconnection determines that the Cost 

of New Entry values should be modified, the Staff of the 

Office of the Interconnection shall propose new Cost of 

New Entry values on or before September 1, prior to the 
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conduct of the Base Residual Auction for the first Delivery 

Year in which the new values would be applied. 

 

2) The PJM Members shall review the proposed values. 

 

3) The PJM Members shall either vote to endorse the 

proposed values or propose alternate values by October 31, 

prior to the conduct of the Base Residual Auction for the 

first Delivery Year in which the new values would be 

applied. 

 

4) The PJM Board of Managers shall consider Cost of New 

Entry values, and the Office of the Interconnection shall 

file any approved modified Cost of New Entry values with 

the FERC by December 1, prior to the conduct of the Base 

Residual Auction for the first Delivery Year in which the 

new values would be applied. 

 

D) Beginning no later than for the Delivery Year that commences 

June 1, 2015, and continuing no later than for every third Delivery 

Year thereafter, the Office of the Interconnection shall review the 

methodology set forth in this Attachment for determining the Net 

Energy and Ancillary Services Revenue Offset for the PJM Region 

and for each Zone. 

 

1) If the Office of the Interconnection determines that the Net 

Energy and Ancillary Services Revenue Offset 

methodology should be modified, Staff of the Office of the 

Interconnection shall propose a new Net Energy and 

Ancillary Services Revenue Offset methodology on or 

before September 1, prior to the conduct of the Base 

Residual Auction for the first Delivery Year in which the 

new methodology would be applied.   

 

2) The PJM Members shall review the proposed methodology. 

 

3) The PJM Members shall either vote to endorse the 

proposed methodology or propose an alternate 

methodology by October 31, prior to the conduct of the 

Base Residual Auction for the first Delivery Year in which 

the new methodology would be applied. 

 

4) The PJM Board of Managers shall consider the Net 

Revenue Offset methodology, and the Office of the 

Interconnection shall file any approved modified Net 

Energy and Ancillary Services Revenue Offset values with 
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the FERC by December 1, prior to the conduct of the Base 

Residual Auction for the first Delivery Year in which the 

new values would be applied.  

 

  b) Locational Requirements 

 

The Office of Interconnection shall establish locational requirements prior to the Base Residual 

Auction to quantify the amount of Unforced Capacity that must be committed in each Locational 

Deliverability Area, in accordance with the PJM Reliability Assurance Agreement. 

 

c) Minimum Annual Resource Requirements 

 

Prior to the Base Residual Auction and each Incremental Auction for each Delivery Year, 

beginning with the Delivery Year that starts on June 1, 2014, the Office of the Interconnection 

shall establish the Minimum Annual Resource Requirement and the Minimum Extended 

Summer Resource Requirement for the PJM Region and for each Locational Deliverability Area 

for which the Office of the Interconnection is required under section 5.10(a) of this Attachment 

DD to establish a separate VRR Curve for such Delivery Year.  

 

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

 

The Office of the Interconnection shall establish the Preliminary PJM Region Load Forecast for 

the Delivery Year in accordance with the PJM Manuals by February 1, prior to the conduct of the 

Base Residual Auction for such Delivery Year.   

 

 e) Updated PJM Region Peak Load Forecasts for Incremental Auctions 

 

The Office of the Interconnection shall establish the updated PJM Region Peak Load Forecast for 

a Delivery Year in accordance with the PJM Manuals by February 1, prior to the conduct of the 

First, Second, and Third Incremental Auction for such Delivery Year. 
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5.14 Clearing Prices and Charges 

 

 a) Capacity Resource Clearing Prices  

 

For each Base Residual Auction and Incremental Auction, the Office of the Interconnection shall 

calculate a clearing price to be paid for each megawatt-day of Unforced Capacity that clears in 

such auction.  The Capacity Resource Clearing Price for each LDA will be the sum of the 

following:  (1) the marginal value of system capacity for the PJM Region, without considering 

locational constraints, (2) the Locational Price Adder, if any in such LDA, (3) the Annual 

Resource Price Adder, if any, and (4) the Extended Summer Resource Price Adder, if any, all as 

determined by the Office of the Interconnection based on the optimization algorithm.   If a 

Capacity Resource is located in more than one Locational Deliverability Area, it shall be paid the 

highest Locational Price Adder in any applicable LDA in which the Sell Offer for such Capacity 

Resource cleared. The Annual Resource Price Adder is applicable for Annual Resources only.  

The Extended Summer Resource Price Adder is applicable for Annual Resources and Extended 

Summer Demand Resources.   

 

 b) Resource Make-Whole Payments 

 

If a Sell Offer specifies a minimum block, and only a portion of such block is needed to clear the 

market in a Base Residual or Incremental Auction, the MW portion of such Sell Offer needed to 

clear the market shall clear, and such Sell Offer shall set the marginal value of system capacity.  

In addition, the Capacity Market Seller shall receive a Resource Make-Whole Payment equal to 

the Capacity Resource Clearing Price in such auction times the difference between the Sell 

Offer's minimum block MW quantity and the Sell Offer's cleared MW quantity.  The cost for any 

such Resource Make-Whole Payments required in a Base Residual Auction or Incremental 

Auction for adjustment of prior capacity commitments shall be collected pro rata from all LSEs 

in the LDA in which such payments were made, based on their Daily Unforced Capacity 

Obligations. The cost for any such Resource Make-Whole Payments required in an Incremental 

Auction for capacity replacement shall be collected from all Capacity Market Buyers in the LDA 

in which such payments were made, on a pro-rata basis based on the MWs purchased in such 

auction. 

 

 c) New Entry Price Adjustment  

 

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

Resource that clears in the BRA for a Delivery Year may, at its election, submit Sell Offers with 

a New Entry Price Adjustment in the BRAs for the two immediately succeeding Delivery Years 

if: 

 

1. Such Capacity Market Seller provides notice of such election at the time it 

submits its Sell Offer for such resource in the BRA for the first Delivery Year for which such 

resource is eligible to be considered a Planned Generation Capacity Resource; 
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2. All or any part of a Sell Offer from the Planned Generation Capacity 

Resource submitted in accordance with section 5.14(c)(1) is the marginal Sell Offer that sets the 

Capacity Resource Clearing Price for the LDA. 

 

3. Acceptance of all or any part of a Sell Offer that meets the conditions in 

section 5.14(c)(1)-(2) in the BRA increases the total Unforced Capacity committed in the BRA 

(including any minimum block quantity) for the LDA in which such Resource will be located 

from a megawatt quantity below the LDA Reliability Requirement to a megawatt quantity at or 

above a megawatt quantity at the price-quantity point on the VRR Curve at which the price is 

0.40 times the applicable Net CONE divided by (one minus the pool-wide average EFORd); and 

 

4. Such Capacity Market Seller submits Sell Offers in the BRA for the two 

immediately succeeding Delivery Years for the entire Unforced Capacity of such Generation 

Capacity Resource committed in the first BRA under section 5.14(c)(1)-(2) equal to the lesser of: 

A) the price in such seller’s Sell Offer for the BRA in which such resource qualified as a Planned 

Generation Capacity Resource that satisfies the conditions in section 5.14(c)(1)-(3); or B) 0.90 

times the Net CONE applicable in the first BRA in which such Planned Generation Capacity 

Resource meeting the conditions in section 5.14(c)(1)-(3) cleared, on an Unforced Capacity 

basis, for such LDA. 

 

5. If the Sell Offer is submitted consistent with section 5.14(c)(1)-(4) the 

foregoing conditions, then: 

 

(i) in the first Delivery Year, the Resource sets the Capacity Resource 

Clearing Price for the LDA and all cleared resources in the LDA receive 

the Capacity Resource Clearing Price set by the Sell Offer as the marginal 

offer, in accordance with sections 5.12(a) and 5.14(a).  

 

(ii) in either of the subsequent two BRAs, if any part of the Sell Offer from 

the Resource clears, it shall receive the Capacity Resource Clearing Price 

for such LDA for its cleared capacity and for any additional minimum 

block quantity pursuant to section 5.14(b); or 

 

(iii) if the Resource does not clear, it shall be deemed resubmitted at the 

highest price per MW-day at which the megawatt quantity of Unforced 

Capacity of such Resource that cleared the first-year BRA will clear the 

subsequent-year BRA pursuant to the optimization algorithm described in 

section 5.12(a) of this Attachment, and  

 

(iv) the resource with its Sell Offer submitted shall clear and shall be 

committed to the PJM Region in the amount cleared, plus any additional 

minimum-block quantity from its Sell Offer for such Delivery Year, but 

such additional amount shall be no greater than the portion of a minimum-

block quantity, if any, from its first-year Sell Offer satisfying section 

5.14(c)(1)-(3) that is entitled to compensation pursuant to section 5.14(b) 

of this Attachment; and 
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(v) the Capacity Resource Clearing Price, and the resources cleared, shall be 

re-determined to reflect the resubmitted Sell Offer.  In such case, the 

Resource for which the Sell Offer is submitted pursuant to section 

5.14(c)(1)-(4) shall be paid for the entire committed quantity at the Sell 

Offer price that it initially submitted in such subsequent BRA.  The 

difference between such Sell Offer price and the Capacity Resource 

Clearing Price (as well as any difference between the cleared quantity and 

the committed quantity), will be treated as a Resource Make-Whole 

Payment in accordance with Section 5.14(b).  Other capacity resources 

that clear the BRA in such LDA receive the Capacity Resource Clearing 

Price as determined in Section 5.14(a). 

 

6. The failure to submit a Sell Offer consistent with Section 5.14(c)(i)-(iii) in 

the BRA for Delivery Year 3 shall not retroactively revoke the New Entry Price Adjustment for 

Delivery Year 2.  However, the failure to submit a Sell Offer consistent with section 5.14(c)(4) 

in the BRA for Delivery Year 2 shall make the resource ineligible for the New Entry Pricing 

Adjustment for Delivery Years 2 and 3. 

 

7. For each Delivery Year that the foregoing conditions are satisfied, the 

Office of the Interconnection shall maintain and employ in the auction clearing for such LDA a 

separate VRR Curve, notwithstanding the outcome of the test referenced in Section 5.10(a)(ii) of 

this Attachment. 

 

8. On or before August 1, 2012, PJM shall file with FERC under FPA 

section 205, as determined necessary by PJM following a stakeholder process, tariff changes to 

establish a long-term auction process as a not unduly discriminatory means to provide adequate 

long-term revenue assurances to support new entry, as a supplement to or replacement of this 

New Entry Price Adjustment.    

 

 

 d) Qualifying Transmission Upgrade Payments 

 

A Capacity Market Seller that submitted a Sell Offer based on a Qualifying Transmission 

Upgrade that clears in the Base Residual Auction shall receive a payment equal to the Capacity 

Resource Clearing Price, including any Locational Price Adder, of the LDA into which the 

Qualifying Transmission Upgrade is to increase Capacity Emergency Transfer Limit, less the 

Capacity Resource Clearing Price, including any Locational Price Adder, of the LDA from 

which the upgrade was to provide such increased CETL, multiplied by the megawatt quantity of 

increased CETL cleared from such Sell Offer.  Such payments shall be reflected in the 

Locational Price Adder determined as part of the Final Zonal Capacity Price for the Zone 

associated with such LDAs, and shall be funded through a reduction in the Capacity Transfer 

Rights allocated to Load-Serving Entities under section 5.15, as set forth in that section.  

PJMSettlement shall be the Counterparty to any cleared capacity transaction resulting from a Sell 

Offer based on a Qualifying Transmission Upgrade.   
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 e) Locational Reliability Charge  

 

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

Reliability Charge (subject to certain offsets and other adjustments as described in sections 5.13, 

5.14A, and 5.15) equal to such LSE’s Daily Unforced Capacity Obligation in a Zone during such 

Delivery Year multiplied by the applicable Final Zonal Capacity Price in such Zone.  

PJMSettlement shall be the Counterparty to the LSEs’ obligations to pay, and payments of, 

Locational Reliability Charges. 

 

 f) The Office of the Interconnection shall determine Zonal Capacity Prices in 

accordance with the following, based on the optimization algorithm: 

 

i) The Office of the Interconnection shall calculate and post the Preliminary 

Zonal Capacity Prices for each Delivery Year following the Base Residual Auction for such 

Delivery Year. The Preliminary Zonal Capacity Price for each Zone shall be the sum of: 1) the 

marginal value of system capacity for the PJM Region, without considering locational 

constraints; 2) the Locational Price Adder, if any, for the LDA in which such Zone is located; 

provided however, that if the Zone contains multiple LDAs with different Capacity Resource 

Clearing Prices, the Zonal Capacity Price shall be a weighted average of the Capacity Resource 

Clearing Prices for such LDAs, weighted by the Unforced Capacity of Capacity Resources 

cleared in each such LDA; 3) an adjustment, if required, to account for adders paid to Annual 

Resources and Extended Summer Demand Resources in the LDA for which the zone is located; 

and 4) an adjustment, if required, to account for Resource Make-Whole Payments, all as 

determined in accordance with the optimization algorithm. 

 

ii) The Office of the Interconnection shall calculate and post the Adjusted 

Zonal Capacity Price following each Incremental Auction.  The Adjusted Zonal Capacity Price 

for each Zone shall equal the sum of:  (1) the average marginal value of system capacity 

weighted by the Unforced Capacity cleared in all auctions previously conducted for such 

Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); (2) the 

average Locational Price Adder weighted by the Unforced Capacity cleared in all auctions 

previously conducted for such Delivery Year (excluding any Unforced Capacity cleared as 

replacement capacity); (3) an adjustment, if required, to account for adders paid to Annual 

Resources and Extended Summer Demand Resources for all auctions previously conducted for 

such Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); and (4) 

an adjustment, if required, to account for Resource Make-Whole Payments for all actions 

previously conducted (excluding any Resource Make-Whole Payments to be charged to the 

buyers of replacement capacity). The Adjusted Zonal Capacity Price may decrease if Unforced 

Capacity is decommitted or the Resource Clearing Price decreases in an Incremental Auction.  

 

iii) The Office of the Interconnection shall, through May 31, 2012, calculate 

and post the Final Zonal Capacity Price after all ILR resources are certified for the Delivery 

Years and, thereafter, shall calculate and post such price after the final auction is held for such 

Delivery Year, as set forth above.  The Final Zonal Capacity Price for each Zone shall equal the 

Adjusted Zonal Capacity Price, as further adjusted (for the Delivery Years through May 31, 

2012) to reflect the certified ILR compared to the ILR Forecast previously used for such 
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Delivery Year, and any decreases in the Nominated Demand Resource Value of any existing 

Demand Resource cleared in the Base Residual Auction and Second Incremental Auction.  For 

such purpose, for the three consecutive Delivery Years ending May 31, 2012 only, the Forecast 

ILR allocated to loads located in the AEP transmission zone that are served under the Reliability 

Pricing Model shall be in proportion for each such year to the load ratio share of such RPM loads 

compared to the total peak loads of such zone for such year; and any remaining ILR Forecast that 

otherwise would be allocated to such loads shall be allocated to all Zones in the PJM Region pro 

rata based on their Preliminary Zonal Peak Load Forecasts.  

 

 g) Resource Substitution Charge 

 

Each Capacity Market Buyer in an Incremental Auction securing replacement capacity shall pay 

a Resource Substitution Charge equal to the Capacity Resource Clearing Price resulting from 

such auction multiplied by the megawatt quantity of Unforced Capacity purchased by such 

Market Buyer in such auction.  

 

 h) Minimum Offer Price Rule for Certain Planned Generation Capacity Resources  

 

(1) For purposes of this section, the Net Asset Class Costs of New Entry shall 

be asset-class estimates of competitive, cost-based nominal levelized Cost of New Entry, net of 

energy and ancillary service revenues.  Determination of the gross Cost of New Entry component 

of the Net Asset Class Cost of New Entry shall be consistent with the methodology used to 

determine the Cost of New Entry set forth in Section 5.10(a)(iv)(A) of this Attachment.  The 

gross Cost of New Entry component of Net Asset Class Cost of New Entry shall be, for purposes 

of the Delivery Year commencing on June 1, 2014, the values indicated in the table below for 

each CONE Area for a combustion turbine generator (“CT”) and a combined cycle generator 

(“CC”), respectively, and shall be adjusted for subsequent Delivery Years in accordance with 

subsection (h)(2) below.  The estimated energy and ancillary service revenues for each type of 

plant shall be determined as described in subsection (h)(3) below.  Notwithstanding the 

foregoing, the Net Asset Class Cost of New Entry shall be zero for: (i) Sell Offers based on 

nuclear, coal or Integrated Gasification Combined Cycle facilities; or (ii) Sell Offers based on 

hydroelectric, wind, or solar facilities.  

 

 

 CONE Area 1 CONE Area 2 CONE Area 3 CONE Area 4 CONE Area 5 

CT $/MW-yr 134,000 123,7000 123,500 130,100 111,000 

CC $/MW-yr 168,200 147,600 162,200 161,800 143,800 

 

(2) Beginning with the Delivery Year that begins on June 1, 2015, the Cost of 

New Entry component of the Net Asset Class Cost of New Entry shall be adjusted to reflect 

changes in generating plant construction costs based on changes in the Applicable H-W Index, in 

the same manner as set forth for the cost of new entry in section 5.10(a)(iv)(B), provided, 

however, that nothing herein shall preclude the Office of the Interconnection from filing to 

change the Net Asset Class Cost of New Entry for any Delivery Year pursuant to appropriate 

filings with FERC under the Federal Power Act. 
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(3) For purposes of this provision, the net energy and ancillary services 

revenue estimate for a combustion turbine generator shall be that determined by section 

5.10(a)(v)(A) of this Attachment DD, provided that the energy revenue estimate for each CONE 

Area shall be based on the Zone within such CONE Area that has the highest energy revenue 

estimate calculated under the methodology in that subsection.  The net energy and ancillary 

services revenue estimate for a combined cycle generator shall be determined in the same 

manner as that prescribed for a combustion turbine generator in the previous sentence, except 

that the heat rate assumed for the combined cycle resource shall be 6.722 MMbtu/Mwh, the 

variable operations and maintenance expenses for such resource shall be $3.23 per MWh, the 

Peak-Hour Dispatch scenario for both the Day-Ahead and Real-Time Energy Markets shall be 

modified to dispatch the CC resource continuously during the full peak-hour period, as described 

in section 2.46, for each such period that the resource is economic (using the test set forth in such 

section), rather than only during the four-hour blocks within such period that such resource is 

economic, and the ancillary service revenues shall be $3198 per MW-year. 

 

(4) Any Sell Offer that is based on  

 

(i) a Planned Generation Capacity Resource located in the PJM 

Region that is submitted in an RPM Auction for a Delivery Year unless a Sell Offer based 

on that resource has cleared an RPM Auction for that or any prior Delivery Year, or 

until a Sell Offer based on that resource clears an RPM auction for that or any 

subsequent Delivery Year; or 

 

(ii)  a Planned External Generation Capacity Resource that requires 

sufficient transmission investment for delivery to the PJM Region to indicate a long-term 

commitment to providing capacity to the PJM Region, for the first Delivery Year in which 

such resource qualifies as a Planned External Generation Capacity Resource, or 

submitted in any RPM Auction for that or any subsequent Delivery Year until an offer 

based on that resource first clears an RPM Auction,  

 

in any LDA for which a separate VRR Curve is established for use in the Base Residual Auction 

for the Delivery Year relevant to the RPM Auction in which such offer is submitted, and that is 

less than 90 percent of the applicable Net Asset Class Cost of New Entry or, if there is no 

applicable Net Asset Class Cost of New Entry, less than 70 percent of the Net Asset Class Cost 

of New Entry for a combustion turbine generator as provided in subsection (h)(1) above  shall be 

set to equal 90 percent of the applicable Net Asset Class Cost of New Entry (or set equal to 70 

percent of such cost for a combustion turbine, where there is no otherwise applicable net asset 

class figure), unless the Capacity Market Seller obtains the prior determination from the Office 

of the Interconnection described in subsection (5) hereof.  This provision applies to Sell Offers 

submitted in Incremental Auctions conducted after December 19, 2011, provided that the Net 

Asset Class Cost of New Entry values for any such Incremental Auctions for the 2012-13 or 

2013-14 Delivery Years shall be the Net Asset Class Cost of New Entry values posted by the 

Office of the Interconnection for the Base Residual Auction for the 2014-15 Delivery Year.  

 

(5) A Sell Offer meeting the criteria in subsection (4) shall be permitted and 

shall not be re-set to the price level specified in that subsection if the Capacity Market Seller 
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obtains a determination from the Office of the Interconnection prior to the RPM Auction in 

which it seeks to submit the Sell Offer, that such Sell Offer is permissible because it is consistent 

with the competitive, cost-based, fixed, net cost of new entry were the resource to rely solely on 

revenues from PJM-administered markets .  The following process and requirements shall apply 

to requests for such determinations: 

 

(i) The Capacity Market Seller may request such a determination at 

any time, but no later than 60 days prior to the auction in which it seeks to submit its Sell 

Offer, by submitting simultaneously to the Office of the Interconnection and the Market 

Monitoring Unit a request with full documentation as described below and in the PJM 

Manuals.  A Capacity Market Seller may request such a determination before the 

minimum offer level specified in subsection (4) is established for the relevant Delivery 

Year, based on the minimum offer level established for the prior Delivery Year or other 

reasonable estimate of the minimum offer level expected for the relevant Delivery Year.  

In such event, if the minimum offer level subsequently established for the relevant 

Delivery Year is less than the Sell Offer, the Sell Offer shall be permitted and no 

exception shall be required. 

 

(ii) As more fully set forth in the PJM Manuals, the Capacity Market 

Seller must include in its request for an exception under this subsection documentation to 

support the fixed development, construction, operation, and maintenance costs of the 

planned generation resource, as well as estimates of offsetting net revenues.  Estimates of 

costs or revenues shall be supported at a level of detail comparable to the cost and 

revenue estimates used to support the Net Asset Class Cost of New Entry established 

under this section 5.14(h).  As more fully set forth in the PJM Manuals, supporting 

documentation for project costs may include, as applicable and available, a complete 

project description; environmental permits; vendor quotes for plant or equipment; 

evidence of actual costs of recent comparable projects; bases for electric and gas 

interconnection costs and any cost contingencies; bases and support for property taxes, 

insurance, operations and maintenance (“O&M”) contractor costs, and other fixed O&M 

and administrative or general costs; financing documents for construction–period and 

permanent financing or evidence of recent debt costs of the seller for comparable 

investments; and the bases and support for the claimed capitalization ratio, rate of return, 

cost-recovery period, inflation rate, or other parameters used in financial modeling.  Such 

documentation also shall identify and support any sunk costs that the Capacity Market 

Seller has reflected as a reduction to its Sell Offer   The request shall include a 

certification, signed by an officer of the Capacity Market Seller, that the claimed costs 

accurately reflect, in all material respects, the seller’s reasonably expected costs of new 

entry and that the request satisfies all standards for an exception hereunder.  The request 

also shall identify all revenue sources relied upon in the Sell Offer to offset the claimed 

fixed costs, including, without limitation, long-term power supply contracts, tolling 

agreements, or tariffs on file with state regulatory agencies, and shall demonstrate that 

such offsetting revenues are consistent, over a reasonable time period identified by the 

Capacity Market Seller, with the standard prescribed above.  In making such 

demonstration, the Capacity Market Seller may rely upon forecasts of competitive 

electricity prices in the PJM Region based on well defined models that include fully 
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documented estimates of future fuel prices, variable operation and maintenance expenses, 

energy demand, emissions allowance prices, and expected environmental or energy 

policies that affect the seller’s forecast of electricity prices in such region, employing 

input data from sources readily available to the Office of the Interconnection and the 

Market Monitoring Unit.  Documentation for net revenues also may include, as available 

and applicable, plant performance and capability information, including heat rate, start-up 

times and costs, forced outage rates, planned outage schedules, maintenance cycle, fuel 

costs and other variable operations and maintenance expenses,  and ancillary service 

capabilities.  In addition to the documentation identified herein and in the PJM Manuals, 

the Capacity Market Seller shall provide any additional supporting information requested 

by the Office of the Interconnection or the Market Monitoring Unit to evaluate the Sell 

Offer.  

 

(iii) A Sell Offer evaluated hereunder shall be permitted if the 

information provided reasonably demonstrates that the Sell Offer’s competitive, cost-

based, fixed, net cost of new entry is below the minimum offer level prescribed by 

subsection (4), based on competitive cost advantages relative to the costs estimated for 

subsection (4), including, without limitation, competitive cost advantages resulting from 

the Capacity Market Seller’s business model, financial condition, tax status, access to 

capital or other similar conditions affecting the applicant’s costs, or based on net 

revenues that are reasonably demonstrated hereunder to be higher than estimated for 

subsection (4).  Capacity Market Sellers shall be asked to demonstrate that claimed cost 

advantages or sources of net revenue that are irregular or anomalous, that do not reflect 

arm’s-length transactions, or that are not in the ordinary course of the Capacity Market 

Seller’s business are consistent with the standards of this subsection.  Failure to 

adequately support such costs or revenues so as to enable the Office of the 

Interconnection to make the determination required in this section will result in denial of 

an exception hereunder by the Office of the Interconnection.    

 

(iv) the determination required under this subsection shall be provided 

to the Capacity Market Seller in writing by the Office of the Interconnection no later than 

45 days after receipt of the request.  The Market Monitoring Unit shall first review the 

information and documentation in support of the request and shall provide its findings in 

accordance with the standards and criteria hereunder in writing simultaneously to the 

Capacity Market Seller and the Office of the Interconnection no later than 30 days after 

receipt of such request.  If the findings of the Market Monitoring Unit are adverse to the 

Capacity Market Seller, such Capacity Market Seller may request, through written notice 

within 5 days of its receipt of the Market Monitoring Unit’s findings, review by the 

Office of the Interconnection, provided, however, that the Office of the Interconnection 

as Tariff administrator may elect to review any Market Monitoring Unit determination 

hereunder on its own initiative.   

 

i) Capacity Export Charges and Credits 

 

(1) Charge 
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Each Capacity Export Transmission Customer shall incur for each day of each Delivery Year a 

Capacity Export Charge equal to the Reserved Capacity of Long-Term Firm Transmission 

Service used for such export (“Export Reserved Capacity”) multiplied by (the Final Zonal 

Capacity Price for such Delivery Year for the Zone encompassing the interface with the Control 

Area to which such capacity is exported minus the Final Zonal Capacity Price for such Delivery 

Year for the Zone in which the resources designated for export are located, but not less than 

zero).  If more than one Zone forms the interface with such Control Area, then the amount of 

Reserved Capacity described above shall be apportioned among such Zones for purposes of the 

above calculation in proportion to the flows from such resource through each such Zone directly 

to such interface under CETO/CETL analysis conditions, as determined by the Office of the 

Interconnection using procedures set forth in the PJM Manuals.  The amount of the Reserved 

Capacity that is associated with a fully controllable facility that crosses such interface shall be 

completely apportioned to the Zone within which such facility terminates. 

 

(2) Credit 

 

To recognize the value of firm Transmission Service held by any such Capacity Export 

Transmission Customer, such customer assessed a charge under section 5.14(i)(1) also shall 

receive a credit, comparable to the Capacity Transfer Rights provided to Load-Serving Entities 

under section 5.15.  Such credit shall be equal to the locational capacity price difference 

specified in section 5.14(i)(1) times the Export Customer's Allocated Share determined as 

follows: 

 

Export Customer’s Allocated Share equals  

 

(Export Path Import * Export Reserved Capacity) / 

 

(Export Reserved Capacity + Daily Unforced Capacity Obligations of all LSEs in such Zone). 

 

 Where: 

 

“Export Path Import” means the megawatts of Unforced Capacity imported into the export 

interface Zone from the Zone in which the resource designated for export is located.  

 

If more than one Zone forms the interface with such Control Area, then the amount of Export 

Reserved Capacity shall be apportioned among such Zones for purposes of the above calculation 

in the same manner as set forth in subsection (i)(1) above.  

 

(3) Distribution of Revenues 

 

Any revenues collected from the Capacity Export Charge with respect to any capacity export for 

a Delivery Year, less the credit provided in subsection (i)(2) for such Delivery Year, shall be 

distributed to the Load Serving Entities in the export-interface Zone that were assessed a  

 

Locational Reliability Charge for such Delivery Year, pro rata based on the Daily Unforced 

Capacity Obligations of such Load-serving Entities in such Zone during such Delivery Year. If 
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more than one Zone forms the interface with such Control Area, then the revenues shall be 

apportioned among such Zones for purposes of the above calculation in the same manner as set 

forth in subsection (i)(1) above. 

 

5.14A Demand Response Transition Provision for RPM Delivery Years 2012/2013, 

2013/2014, and 2014/2015 

  

A.  This Transition Provision applies only with respect to Demand Resources cleared in the 

Base Residual Auction for any or all of the 2012/2013, 2013/2014, or 2014/2015 Delivery Years 

(hereafter, “Transition Delivery Years” and each a “Transition Delivery Year”) by a 

Curtailment Service Provider as an aggregator of end-use customers registered for the 

Emergency Load Response Program as Full Program Option or Capacity Only Option. A 

Curtailment Service Provider meeting the description of the preceding sentence is hereafter in 

this Section 5.14A referred to as a “Qualified DR Provider.” 

 

B. In the event that a Qualified DR Provider concludes that its cleared Demand Resource 

for a Transition Delivery Year is not viable under the revised Reporting and Compliance 

provisions of the Emergency Load Response Program which became effective on November 7, 

2011, pursuant to the Commission’s order issued on November 4, 2011, in Docket No. ER11-

3322-000 (137 FERC ¶ 61,108), the Qualified DR Provider must so inform PJM in writing by no 

later than 30 days prior to the next Incremental Auction for the Transition Delivery Year for 

which the identified Demand Resource was cleared. A Qualified DR Provider that does not 

timely provide the notice described in this paragraph shall be excluded from application of the 

remainder of this Transition Provision. 

 

1. In the event a Qualified DR Provider that participates in an Incremental Auction 

after providing notice pursuant to paragraph B. above purchases Capacity Resources 

to replace its previously cleared Demand Resource at a price that exceeds the price 

at which the provider’s Demand Resource cleared in the Base Residual Auction for 

the same Transition Delivery Year, the Qualified DR Provider shall receive a DR 

Capacity Transition Credit in an amount determined by the following: 

 

DRTC = (IAP – BRP) * DRMW 

 

Where: 

 

DRTC is the amount of the DR Capacity Transition Credit for the 

Qualified DR Provider, expressed in dollars; 

 

IAP = the Capacity Resource Clearing Price paid by the Qualified DR 

Provider for replacement Capacity Resources in the Incremental Auction 

for the relevant Transition Delivery Year; 

 

BRP = the Capacity Resource Clearing Price at which the Qualified DR 

Provider’s Demand Resource cleared in the Base Residual Auction for the 

same Transition Delivery Year; and  
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DRMW = the capacity in MW of the Qualified DR Provider’s previously 

cleared Demand Resource. 

 

2. All DR Capacity Transition Credits will be paid monthly to the recipient Qualified 

DR Providers by PJMSettlement during the relevant Transition Delivery Year. 

 

3. The cost of payments of DR Capacity Transition Credits to Qualified DR Providers 

shall be included in the Locational Reliability Charge collected by PJMSettlement 

during the relevant Transition Delivery Year from Load-Serving Entities in the 

LDA(s) for which the Qualified DR Provider’s subject Demand Resource was 

cleared.  

 

C. A Qualified DR Provider may seek compensation related to its previously cleared 

Demand Resource for a particular Transition Delivery Year, in lieu of any DR Capacity 

Transition Credits for which it otherwise might be eligible under paragraph B.1. above, under 

the following conditions: 

 

1. The Qualified DR Provider must provide timely notice to PJM in accordance with 

paragraph B of this Transition Provision, and 

 

2. The Qualified DR Provider must demonstrate to PJM’s reasonable satisfaction, not 

later than 60 days prior to the start of the applicable Transition Delivery Year, that  

 

a. the Qualified DR Provider entered into contractual arrangements on or before 

April 7, 2011, with one or more end-use customers registered for the Emergency 

Load Response Program as Full Program Option or Capacity Only Option, 

 

b. under which the Qualified DR Provider is unavoidably obligated to pay to such 

end-use customers during the relevant Transition Delivery Year  

 

c. an aggregate amount that exceeds the amount for the same Transition Delivery 

Year which equals:  

 

(i) the amount to which the Qualified DR Provider was entitled for its 

Demand Resource at the applicable clearing price in the Base Residual 

Auction, plus 

 

(ii) any monetary gains the Qualified DR Provider realizes from purchases of 

Capacity Resources in Incremental Auctions for the same Transition Delivery 

Year to replace resources (including, but not limited to, any Demand 

Resource which is the subject of a notice by the Qualified DR Provider to 

PJM pursuant to paragraph B above) that the Qualified DR Provider cleared 

in the applicable Base Residual Auction, 

 

(iii) where “monetary gains” for the purpose of clause (ii) shall be any 
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positive difference between (A) the aggregate amount the Qualified DR 

Provider is entitled to receive in payment for any Demand Resource it cleared 

in the Base Residual Auction, and (B) the aggregate amount the provider is 

obligated to pay for capacity resources it purchased in the applicable 

Incremental Auctions to replace any Demand Resource the provider cleared 

in the Base Residual Auction. 

 

D. A Qualified DR Provider which demonstrates satisfaction of the conditions of paragraph 

C of this Transition Provision shall be entitled to an Alternative DR Transition Credit equal to 

the amount described in paragraph C.2.c. above. Any Alternative DR Transition Credit provided 

in accordance with this paragraph shall be paid and collected by PJMSettlement in the same 

manner as described in paragraphs B.2. and B.3. of this Transition Provision, provided, 

however, that each Qualified DR Provider receiving an Alternative DR Transition Credit shall 

submit to PJM within 15 days following the end of each month of the relevant Transition 

Delivery Year a report providing the calculation described in paragraph C.2.c. above, using 

actual amounts paid and received through the end of month just ended. The DR Provider’s 

Alternative DR Transition Credit shall be adjusted as necessary (including, if required, in the 

month following the final month of the Transition Delivery Year) to ensure that the total credit 

paid to the Qualified DR Provider for the Transition Delivery Year will equal, but shall not 

exceed, the amount described in paragraph C.2.c. above, calculated using the actual amounts 

paid and received by the Qualified DR Provider. 
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